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INDEPENDENT AUDITOR’S REPORT 

 
To the Shareholders and Directors of Atlas Blockchain Group Inc. 
 
Opinion on the Financial Statements  
 

We have audited the accompanying consolidated financial statements of Atlas Blockchain Group Inc.  (the “Company”), 
which comprise the consolidated statement of financial position as at May 31, 2019, and the consolidated statements of 
loss and comprehensive loss, changes in equity and cash flows for the year then ended, and the related notes, including 
a  summary  of  significant  accounting  policies  and  other  explanatory  information  (collectively  referred  to  as  the 
“consolidated financial statements”). 
 
In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of the 
Company as at May 31, 2019, and  its financial performance and  its cash flows for the year then ended  in accordance 
with International Financial Reporting Standards as issued by the International Accounting Standards Board.  
 
Basis for Opinion  
 
We conducted our audit in accordance with Canadian generally accepted auditing standards. Our responsibilities under 
those  standards  are  further  described  in  the Auditor's  Responsibilities  for  the  Audit  of  the  Consolidated  Financial 
Statements section of our report. We are independent of the Company in accordance with the ethical requirements that 
are relevant to our audit of the financial statements in Canada, and we have fulfilled our other ethical responsibilities in 
accordance with these requirements. We believe that the audit evidence we have obtained is sufficient and appropriate 
to provide a basis for our opinion. 
 
Material Uncertainty Related to Going Concern 
 
We draw attention to Note 2  in the consolidated financial statements which  indicates the Company’s operations have 
generated a net loss and negative cash flows, and its business relies on additional financing. As stated in Note 2, these 
matters  and  conditions  indicate  the  existence of  a material uncertainty which may  cast  significant doubt  about  the 
Company’s ability to continue as a going concern. Our opinion is not modified in respect of this matter. 
 
Other Matter  
 
The  consolidated  financial  statements of  the Company  as  at May 31, 2018  and  for  the  year  then  ended, which  are 
presented for comparative purposes, were audited by another auditor who expressed an unmodified opinion on those 
consolidated financial statements in their report dated September 27, 2018. 
 
 
 



 

 
 

INDEPENDENT AUDITOR’S REPORT (continued) 

 
Other Information 
 
Management is responsible for the other information, which comprises the information included in the Management’s 
Discussion and Analysis filed with the relevant Canadian Securities Commissions. 
 
Our opinion on  the  consolidated  financial  statements does not  cover  the other  information and do not and will not 
express  any  form  of  assurance  conclusion  thereon.  In  connection with  our  audits  of  the  financial  statements,  our 
responsibility is to read the other information identified above and, in doing so, consider whether the other information 
is materially  inconsistent with  the  financial statements or our knowledge obtained  in  the audits and  remain alert  for 
indicators that the other information appears to be materially misstated. 
 
If, based on the work we have performed on this other information, we conclude that there is a material misstatement 
of this other information, we are required to report that fact in the auditor’s report. We have nothing to report in this 
regard.  
 
Responsibilities of Management and Those Charged with Governance for the Consolidated Financial Statements 
 
Management  is  responsible  for  the  preparation  and  fair  presentation  of  these  consolidated  financial  statements  in 
accordance with International Financial Reporting Standards as issued by the International Accounting Standards Board, 
and  for  such  internal  control  as  management  determines  is  necessary  to  enable  the  preparation  of  consolidated 
financial statements that are free from material misstatement, whether due to fraud or error.  
 
In preparing  the consolidated  financial statements, management  is responsible  for assessing  the Company's ability  to 
continue as a going concern, disclosing, as applicable, matters  related  to going concern and using  the going concern 
basis  of  accounting unless management  either  intends  to  liquidate  the  Company or  to  cease  operations,  or has  no 
realistic alternative but to do so. 
 
Those charged with governance are responsible for overseeing the Company’s financial reporting process. 
 
Auditors’ Responsibilities for the Audit of the Financial Statements 
 
Our responsibility is to obtain reasonable assurance about whether the consolidated financial statements are free from 
material misstatement, whether  due  to  fraud  or  error,  and  to  issue  an  auditor’s  report  that  includes  our  opinion. 
Reasonable assurance  is a high  level of assurance, not  is not a guarantee that an audit conducted  in accordance with 
Canadian  generally  accepted  auditing  standards  will  always  detect  a  material  misstatement  when  it  exists. 
Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate, they could 
reasonably  be  expected  to  influence  the  economic  decisions  of  the  users  taken  on  the  basis  of  these  consolidated 
financial statements.  
 
As  part  of  an  audit  in  accordance  with  Canadian  generally  accepted  auditing  standards,  we  exercise  professional 
judgment and maintain professional skepticism throughout the audit. We also:  
 
 



 

 
 

INDEPENDENT AUDITOR’S REPORT (continued) 

 

 Identify and assess  the  risks of material misstatement of  the  financial  statements, whether due  to  fraud or 
error,  design  and  perform  audit  procedures  responsive  to  those  risks,  and  obtain  audit  evidence  that  is 
sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material misstatement 
resulting  from  fraud  is  higher  than  for  one  resulting  from  error,  as  fraud may  involve  collusion,  forgery, 
intentional omissions, misrepresentations, or the override of internal control.  

 

 Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are 

appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 

Company’s internal control.    

 

 Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and 

related disclosures made by management.  

 

 Conclude on the appropriateness of management’s use of the going concern basis of accounting and, based on 

the audit evidence obtained, whether a material uncertainty exists  related  to events or conditions  that may 

cast significant doubt on the Company’s ability to continue as a going concern. If we conclude that a material 

uncertainty exists, we are required to draw attention  in our auditors’ report to the related disclosures  in the 

consolidated financial statements or, if such disclosures are inadequate, to modify our opinion. Our conclusions 

are based on  the audit evidence obtained up  to  the date of our auditor’s  report. However,  future events or 

conditions may cause the Company to cease to continue as a going concern. 

 

 Evaluate the overall presentation, structure and content of the consolidated financial statements, including the 

disclosures,  and  whether  the  consolidated  financial  statements  represent  the  underlying  transactions  and 

events in a manner that achieves fair presentation. 

 

 Obtain sufficient appropriate audit evidence regarding the consolidated financial information of the entities or 
business activities within the Company to express an opinion on the consolidated financial statements. We are 
responsible for the direction, supervision and performance of the group audit. We remain solely responsible for 
our audit opinion.  

 
We communicate with those charged with governance regarding, among other matters, the planned scope and timing 
of  the  audits  and  significant  audit  findings,  including  any  significant deficiencies  in  internal  control  that we  identify 
during our audit. 
 
We  also  provide  those  charged  with  governance  with  a  statement  that  we  have  complied  with  relevant  ethical 
requirements  regarding  independence, and  to  communicate with  them all  relationships and other matters  that may 
reasonably be thought to bear on our independence, and where applicable, related safeguards.  
 
The engagement partner on the audit resulting in this independent auditor’s report is Joseph Bonvillain, CPA, CA. 

 
CHARTERED PROFESSIONAL ACCOUNTANTS 
Vancouver, British Columbia 
September 27, 2019 

 
 



 
ATLAS BLOCKCHAIN GROUP INC.  
CONSOLIDATED STATEMENTS OF FINANCIAL POSITION 
(Expressed in Canadian dollars)  

 
 

 AS AT MAY 31, 
 2019 2018 
    

Assets       
     
Current     

Cash $ 4,177,863 $ 7,977,883 
Cash – restricted (Note 9)  10,152,760  - 
Digital assets (Note 5)  -  680,162 
Accounts receivable and other receivables  181,994  96,700 
Prepaid expenses  (Note 13)  436,616  611,892 
Promissory notes receivable (Note 6)  500,000  - 

Total Current Assets  15,449,233   9,366,637 
 
Deferred acquisition costs   29,804   
Property and equipment (Note 8)  893,395  5,190,340 
     
Total Assets $ 16,372,432  $ 14,556,977 
     

Liabilities     
     
Current     

   Accounts payable and accrued liabilities (Note 10) $ 1,039,331 $ 897,112 
Total Liabilities  1,039,331  897,112 

     
         Equity     

     
Share capital (Note 9)  11,743,963  11,743,963 
Equity reserves (Note 9)  12,654,369  11,493,656 
Subscription receipts (Note 9)  10,110,211  - 
Deficit   (19,587,595)  (9,683,419) 
Accumulated other comprehensive income  412,153  105,665 
Total Equity   15,333,101  13,659,865 
     
Total Liabilities and Equity $ 16,372,432 $ 14,556,977 
  
Basis of presentation (Note 2) 
Commitments (Note 13) 
Segment information (Note 14) 
Subsequent events (Note 16) 

 
Approved on behalf of the Board of Directors: 
 

“Frederick W. Stearman”  “John Veltheer” 
  Director     Director 

The accompanying notes are an integral part of these consolidated financial statements 



 

ATLAS BLOCKCHAIN GROUP INC.  
CONSOLIDATED STATEMENTS OF LOSS AND COMPREHENSIVE LOSS 
(Expressed in Canadian dollars) 

 

 
 YEARS ENDED MAY 31 
 2019 2018 
    
Income     

Digital assets mined $ 946,520 $ 742,519 
Co-location and cloud services  223,818  207,451 
Software facility rental   149,075  186,096 
Interest income  62,943  - 
Miscellaneous revenue  783  37,545 
Gain (loss) on digital assets (Note 5)  383,242  (67,716) 
    

Total Income  1,766,381  1,105,895
    

General and Administrative Expenses    
Amortization and depreciation (Notes 8) $ 788,966 $ 584,419 
Bad debt expense  1,414  2,919 
Consulting (Note 10)  1,179,390  758,558 
Interest and accretion  -  120,068 
Office facilities and administrative services (Note 10)   769,328  374,665 
Office and sundry  329,825  139,235 
Property operating expenses (Note 10)  625,806  535,705 
Professional fees (Note 10)  350,040  234,511 
Promotion and advertising  1,663,632  917,501 
Stock-based compensation  1,160,713  3,329,406 
Transfer agent and shareholder information  343,038  241,602 
Travel and entertainment  317,027  342,132 
     

Total Expenses  (7,529,179)  (7,580,721)
    
Loss before Other Item  (5,762,798)  (6,474,826)

    
Impairment loss (Note 8)  (4,141,378)  (1,000,000)

Net Loss  (9,904,176)  (7,474,826)
    
Other Comprehensive Income    
 Items that may be reclassified subsequently to income or loss    
 Currency translation differences  306,488  105,665
    
Net Loss and Comprehensive Loss For The Year $ (9,597,688) $ (7,369,161)
    
Basic and Diluted Loss Per Share  $ (0.09) $ (0.11) 
     
Weighted Average Number of Shares Outstanding  114,944,923  67,853,831 

 
 
 

The accompanying notes are an integral part of these consolidated financial statements. 



 

ATLAS BLOCKCHAIN GROUP INC. 
CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY 
(Expressed in Canadian dollars) 

 
 
Years Ended May 31, 2019 and 2018 

 
 

SHARE CAPITAL 
 

EQUITY 

EQUITY 
COMPONENT OF 
CONVERTIBLE 

 
SUBSCRIPTIONS

 

  
 NUMBER AMOUNT RESERVE DEBENTURES RECEIPTS AOCI DEFICIT TOTAL 

Balance, May 31, 2017 16,908,833 $ 1,938,801 $ 238,952 $ 112,857 
$

- 
$
  - $ (2,208,593) $ 82,017 

Issued for cash              
Non-brokered private placement 39,999,978  8,480,688  5,519,304 -  -  -  -  13,999,992 
Special warrant financing 49,999,997  1,657,611  1,342,389 -  -  -   3,000,000 
Stock options exercised 550,000  210,943  (73,443) -  -  -  -  137,500 
Warrants exercised 2,866,667  306,298  (76,965) -  -  -  -  229,333 
Broker warrants exercised 401,800  97,170  (36,900) -  -  -  -  60,270 

Share issue costs -  (2,001,959)  1,250,913 -  -  -  -  (751,046) 
Convertible debentures exercised 4,217,648  1,054,411  - (112,857)  -  -  -  941,554 
Stock-based compensation -  -  3,329,406 -  -  -  -  3,329,406 
Net loss for the year -  -  - -  -   -  (7,474,826)  (7,474,826) 
Currency translation differences -  -  - -  -  105,665  -  105,665 

Balance, May 31, 2018 114,944,923 $ 11,743,963  11,493,656 -  -  105,665  (9,683,419)  13,659,865 
Stock-based compensation  -  -  1,160,713 -  -  -  -  1,160,713 
Share subscriptions -  -  - -  10,110,211 -  -  10,110,211 

Net loss for the year -  -  - -  -  -  (9,904,176)  (9,904,176) 

Currency translation differences -  -  - -  -  306,488  -  306,488 

Balance, May 31, 2019 114,944,923 $ 11,743,963 $ 12,654,369 $ - $ 10,110,211 $ 412,153 $ (19,587,595) $ 15,333,101 
 
 
 

 

 

 

 

 

 

 

     The accompanying notes are an integral part of these consolidated financial statements. 



 

ATLAS BLOCKCHAIN GROUP INC. 
CONSOLIDATED STATEMENTS OF CASH FLOWS 
(Expressed in Canadian dollars) 
 

 
 

 YEARS ENDED MAY 31 
 2019 2018 
     
Operating Activities     

Net loss for the year $ (9,904,176) $ (7,474,826) 
Adjustments for non-cash expenses and income     

Digital assets mined  -  (742,519) 
Fair value change in digital assets  -  67,716 
Accretion and interest converted to shares  -  112,754 
Amortization and depreciation  788,966  584,419 
Stock-based compensation  1,160,713  3,329,406 

    Impairment loss  4,141,378  1,000,000 
Changes in non-cash operating assets and liabilities     

Digital assets  680,162  - 
Amounts receivable  (85,295)  (2,150) 
Prepaid expenses  175,276  (607,557) 
Accounts payable and accrued liabilities  99,670  802,357 
Deferred revenue  -  (2,270) 

Cash Used In Operating Activities  (2,943,306)  (2,932,670) 
     
Investing Activities     

Deferred costs of acquisition of Isracann  (29,803)  -
Purchase of MKH facility   -  (388,440)
Purchase of digital asset mining equipment   -  (3,084,761)
Facility upgrades   (326,911)  (2,515,918)
Issuance of promissory notes receivable  (500,000)  -

Cash Used In Investing Activities  (856,714)  (5,989,119)
   

Financing Activities   
Proceeds from subscription receipts  10,152,760  -
Deposits in restricted cash   (10,152,760)  -
Proceeds from unit financing  -  13,248,946
Proceeds from special warrant   -  3,000,000
Proceeds from broker warrant exercise  -  60,270
Proceeds from warrant exercise  -  229,333
Proceeds from option exercise  -  137,500

Cash Provided By Financing Activities  -  16,676,049
    
Change In Cash  (3,800,020)  7,754,260
   
Cash, Beginning of Year  7,977,883  223,623
   
Cash, End of Year $ 4,177,863 $ 7,977,883

 
Supplementary Information  

Cash paid for interest $ - $ - 
Cash paid for income taxes $ - $ - 

  

The accompanying notes are an integral part of these consolidated financial statements. 



ATLAS CLOUD BLOCKCHAIN GROUP INC. 
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 
FOR THE YEARS ENDED MAY 31, 2019 AND 2018 
(Expressed in Canadian dollars)  
 

1. NATURE OF OPERATIONS AND PENDING ACQUISITION 
 

a) Nature of Operations 
 

Atlas Blockchain Group Inc, formerly Atlas Cloud Enterprises Inc. (the “Company”), was incorporated under 
the Business Corporations Act (Alberta) on January 21, 2010. The Company has a registered and records office 
at 1900, 520 – 3rd Avenue S.W., Calgary, Alberta, T2P 0R3, and a principal place of business at 308 E. 5th Avenue 
Vancouver, British Columbia V5T 1H4.  The Company has two wholly-owned subsidiaries, Atlas Cloud 
Enterprises (2013) Ltd. and MKH Electric City Holdings LLC. Atlas Blockchain Group Inc. effected its continuation 
into the province of British Columbia on July 18, 2018, and changed the name to Atlas Blockchain Group Inc. from 
Atlas Cloud Enterprises Inc., effective July 27, 2018. The Company is listed on the Canadian Securities Exchange 
(“CSE”) under the ticker symbol AKE. 

 
During 2019 and 2018, the Company’s primary business was utilizing specialized equipment to solve complex 
computational problems to validate transactions on the blockchain.  The Company received digital assets for this 
service. In December 2018, the mining operation was suspended due to adverse marketing conditions, increase in 
bitcoin network mining difficulty and decrease in the price of bitcoin. As at May 31, 2019, the Company had sold 
all its digital assets (Note 5) and the mining operation remains suspended. The Company’s secondary business is 
providing co-location, back-up/redundancy IT, telecom equipment, and cloud computing to small to medium size 
businesses in Western Canada.  The Company also provides software office rental to IT startup companies in 
Vancouver, British Columbia. 
 
b) Pending Acquisition 
 
In March 2019, the Company, Isracann Biosciences Inc. (“Isracann”) and security holders of Isracann entered into 
the securities exchange agreement. Isracann plans to develop a business as a leading low-cost, quality cannabis 
cultivator. Isracann intends on providing products for the Israeli medical cannabis market with the long-term goal of 
exporting to major European markets.  
 
The securities exchange agreement effectively provides for the acquisition of all of the outstanding Isracann shares 
by the Company in a transaction pursuant to which Isracann shareholders will receive the Company’s shares in 
exchange for their Isracann shares. Upon completion of the acquisition, the Company will become the sole 
registered owner of all of the outstanding Isracann shares. Prior to closing, the Company plans to consolidate its 
issued and outstanding share capital at a ratio of three old shares for one new share. The Company’s shares to be 
issued in connection with the transaction will be issued on a post-consolidation basis. As at May 31, 2019 and the 
date of issuance of these consolidated financial statements, the transaction has not closed yet. 
 
The policies of the CSE consider the transaction to be a fundamental change as the Company intends to change its 
business and continue the business of Isracann. The transaction has been conditionally approved by the CSE.  
  
 

 
2. BASIS OF PRESENTATION AND GOING CONCERN 

 
a) Statement of Compliance 

These consolidated financial statements, including comparatives have been prepared in accordance with 
International Financial Reporting Standards (“IFRS”), as issued by the International Accounting Standards Board 
(“IASB”). 

 
These consolidated financial statements were approved and authorized for issuance by the Board of Directors on 
September 27, 2019. 
 
 
 
 
 



ATLAS CLOUD BLOCKCHAIN GROUP INC. 
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 
FOR THE YEARS ENDED MAY 31, 2019 AND 2018 
(Expressed in Canadian dollars)  
 

 
 

2. BASIS OF PRESENTATION AND GOING CONCERN (Continued) 
 
b) Going Concern 
 
These consolidated financial statements have been prepared on a going concern basis which contemplates that the 
Company will be able to realize its assets and discharge its liabilities in the normal course of business for the 
foreseeable future. 
 
During the year ended May 31, 2019, the Company incurred a net loss of $9,904,176 and used net cash in operating 
activities of $2,943,306. As at May 31, 2018, the Company’s crypto mining operation is suspended. 
 
The ability of the Company to carry out its business objectives is dependent on its ability to secure continued financial 
support from related parties, to obtain public equity financing, or to ultimately attain profitable operations in the 
future. Whether and when the Company can attain profitability and positive cash flows is uncertain. While the 
Company has been successful in securing financing in the past, there is no assurance that financing will be available 
in the future on terms acceptable to the Company. 
 
These factors form a material uncertainty that may cast significant doubt upon the Company’s ability to continue as a 
going concern. These consolidated financial statements do not give effect to adjustments to the carrying value and 
classification of assets and liabilities and related expense that would be necessary should the Company be unable to 
continue as a going concern. If the going concern assumption is not appropriate, material adjustments to the 
consolidated statements could be required. 
 
c) Basis of Measurement 

These consolidated financial statements have been prepared on a historical cost basis except for certain financial 
assets and liabilities, which are measured at fair value. 

 
d) Functional and Presentation Currency 
 
These consolidated financial statements are presented in Canadian dollars, which is also the parent 
Company’s functional currency. The functional currency of Atlas Cloud Enterprises (2013) Ltd., the Company’s 
wholly-owned subsidiary, is the Canadian dollar. The functional currency of MKH Eclectic City Holdings LLC, the 
Company’s wholly-owned subsidiary, is the United States dollar. 
 

3. USE OF ESTIMATES AND JUDGEMENTS 
 
The preparation of the Company’s consolidated financial statements requires management to make judgments, 
estimates and assumptions that affect the reported amounts of assets, liabilities, revenue and expenses, and the 
disclosure of contingent assets and contingent liabilities at the end of the reporting period. However, uncertainty 
about these assumptions and estimates could result in outcomes that require a material adjustment to the carrying 
amount of the asset or liability affected in future periods. The key assumptions concerning the future and other key 
sources of estimation uncertainty at the reporting date that have a significant risk of causing a material adjustment to 
the carrying amounts of assets and liabilities  within the next fiscal year are described below. The Company based 
its assumptions and estimates on parameters available when the consolidated financial statements were prepared. 
Existing circumstances and assumptions about future developments, however, may change due to market changes or 
circumstances arising beyond the control of the Company. Such changes are reflected in the assumptions when they 
occur.  
 
 
 
 
 



ATLAS CLOUD BLOCKCHAIN GROUP INC. 
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 
FOR THE YEARS ENDED MAY 31, 2019 AND 2018 
(Expressed in Canadian dollars)  
 

 

3. USE OF ESTIMATES AND JUDGEMENTS (Continued) 
 
The following are the estimates and assumptions that have been made in applying the Company’s accounting 
policies that have the most significant effect on the amounts in the consolidated financial statements:  
 
a) Impairment of non-financial assets  
 
The Company reviews the carrying amounts of its non-financial assets, including property and equipment, when 
events or changes in circumstances indicate the assets may not be recoverable. If any such indication exists, the 
recoverable amount of the asset is estimated in order to determine the extent of the impairment loss, if any. 
Impairment exists when the carrying value of an asset exceeds its recoverable amount, which is the higher of its fair 
value less costs to sell and its value in use. These calculations are based on available data, other observable inputs 
and projections of cash flows, all of which are subject to estimates and assumptions. Recoverable amounts are also 
sensitive to assumptions about the future usefulness of in-process development and the related marketing rights. At 
the year end, management concluded that the bitcoin mining equipment and building and leasehold improvement in 
MKH are impaired (Note 8).  
 
b) Income taxes  
 
The Company recognizes the tax benefit from an uncertain tax position only if it is probable that the tax position 
will be sustained based on its technical merits. The Company measures and record the tax benefits from such a 
position based on the largest benefit that has a greater than 50% likelihood of being realized upon ultimate 
settlement. The Company’s estimated liabilities related to these matters are adjusted in the period in which the 
uncertain tax position is effectively settled, the statute of limitations for examination expires or when additional 
information becomes available. The amount and timing of future taxable income for unrecognized tax benefits 
requires the use of assumptions and significant judgment to estimate the exposures associated with our various 
filing positions. The Company has not recognized the value of any deferred tax assets in its statements of financial 
position. Although the Company believes that the judgments and estimates made are reasonable, actual results could 
differ and resulting adjustments could materially affect our effective income tax rate and income tax provision. 
 
Provisions for taxes are made using the best estimate of the amount expected to be paid based on a qualitative 
assessment of all relevant factors. The Company reviews the adequacy of these provisions at the end of the 
reporting period. However, it is possible that at some future date an additional liability could result from audits by 
taxing authorities. Where the final outcome of these tax-related matters is different from the amounts that were 
initially recorded, such differences will affect the tax provisions in the period in which such determination is made. 
 
There is uncertainty regarding the evolving taxation of cryptocurrency and the Canada Revenue Agency (CRA) and 
the Internal Revenue Service (IRS) may assess the Company differently from the position adopted.   
 
c) Fair value measurement of broker warrants  
 
The Company measures the cost of equity-settled transactions by reference to the fair value of the equity 
instruments at the date on which they are granted. Estimating fair value for broker warrants requires determining the 
most appropriate valuation model, which is dependent on the terms and conditions of the grant. This estimate also 
requires the determination of the most appropriate inputs to the valuation model including the expected life of the 
broker warrants, volatility and dividend yield and making assumptions about them. The assumptions and models 
used for estimating fair value for broker warrants are disclosed in Note 9.  
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3. USE OF ESTIMATES AND JUDGEMENTS (Continued) 
 
d)  Revenues from bitcoin mining  and valuation of digital assets 
 
The Company recognizes revenue from the provision of transaction verification services within digital currency 
networks, commonly described as “cryptocurrency mining”.  As consideration for these services, the Company 
receives digital currency from each specific network in which it participates (“coins”). Revenue is measured based 
on the fair value of the coins received.   

The Company holds bitcoins as its digital assets.  Bitcoins are considered to be an identifiable non-monetary assets 
without physical substance and are treated as intangible assets not subjected to amortization, under the scope of IAS 
38 Intangible Assets.   
 
Digital Assets are measured at fair value using the quoted price. The Digital Assets are valued based on the closing 
price obtained from “coinmarket.com” at the reporting period corresponding to the different Digital Assets mined 
by the Company. Management believes the data available at “coinmarket.com” is an accurate representation of fair 
value. 
 
e) Useful life of mining equipment 
 
Management is amortizing mining equipment over its estimated two-year life on a straight-line basis. The mining 
equipment is used to generate digital assets (refer to discussion on revenue recognition in Note 4(iii)). The rate at 
which the Company generates digital currencies and, therefore, consumes the economic benefits of its mining 
equipment is influenced by a number of factors including the following:  

 
• the complexity of the mining process which is driven by the algorithms contained within the digital assets 

open source software;  
• the general availability of appropriate computer processing capacity on a global basis technological 

obsolescence reflecting rapid development in the mining machines such that more recently developed 
hardware is more economically efficient to run in terms of digital assets mined as a function of operating 
costs, primarily power costs (i.e., the speed of mining machines evolution in the industry) is such that later 
mining machines models generally have faster processing capacity combined with lower operating costs and 
a lower cost of purchase.  

• Based on the Company’s, and the industry’s short life cycle to date, management’s estimates use 
information that is limited by the market data available. Furthermore, the data available also includes data 
derived from the use of economic modelling to forecast future digital assets and the assumptions included in 
such forecasts, including digital currencies’ (such as Bitcoin) price and network difficulty, are derived from 
management’s assumptions which are inherently judgmental. Based on current data available, management 
has determined that the straight-line method of amortization over two years best reflects the current 
expected useful life of mining equipment. Management will review this estimate at each reporting date and 
will revise such estimates as and when data becomes available. The mining equipment has been assumed to 
have no residual value at the end of its useful life. Management will review the appropriateness of its 
assumption of nil residual value at each reporting date. 
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4. SIGNIFICANT ACCOUNTING POLICIES 
 
a) Basis of consolidation 
 
Subsidiaries 
 
Subsidiaries are entities controlled by the Company. The financial statements of subsidiaries are included in the 
consolidated financial statements from the date that control commences until the date that control ceases.    
 
The Company's wholly owned subsidiaries, Atlas Cloud Enterprises (2013) Ltd., and MKH Electric City Holdings 
LLC follow the same accounting policies as the policies adopted by the Company. These subsidiaries were wholly 
owned by the Company in both 2019 and 2018. 
  
Transactions eliminated upon consolidation 
 
Intra-group balances and transactions, and any unrealized income and expenses arising from intra-group 
transactions, are eliminated in preparing the consolidated financial statements. 

 
b) Foreign currency translation 
 
The Company’s consolidated financial statements are presented in Canadian dollars, which is also the parent 
Company’s functional currency. Each entity within the consolidated group determines its own functional currency 
and items included in the consolidated financial statements of each entity are remeasured using the functional 
currency. Atlas Cloud Enterprises (2013) Ltd.’s functional currency is Canadian dollars, and MKH Electric City 
Holdings LLC’s functional currency is United States dollars. Monetary assets and liabilities denominated in foreign 
currencies are converted to Canadian dollars at the appropriate rates of exchange prevailing at the consolidated 
statement of financial position dates while other assets and liabilities are converted at the rates of exchange 
applicable at the dates acquired or incurred. Revenue and expenses are translated into Canadian dollars at rates of 
exchange applicable during the periods in which they were earned or expensed. All gains and losses are included in 
the consolidated statements of loss and comprehensive loss as they arise.  Foreign exchange differences arising on 
translation of MKH City Holdings LLC are recognized in other comprehensive income and in accumulated other 
comprehensive income in equity. 
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4.   SIGNIFICANT ACCOUNTING POLICIES (cont’d…) 

 
c) Adoption of new accounting standards, changes in accounting policy, future accounting pronouncements 
 

(i) New accounting standards adopted in 2019   

On April 1, 2018, the Company adopted the requirements of IFRS 9 Financial Instruments. IFRS 9 provides a revised 
model for recognition and measurement of financial instruments and a single, forward-looking “expected-loss” 
impairment model.  The Company has elected to apply the limited exemption in IFRS 9 paragraph 7.2.15 relating to 
transition for classification and measurement and impairment, and accordingly has not restated comparative periods in 
the year of initial application. IFRS 9 did not impact the Company’s classification and measurement of financial assets 
and liabilities, and there was no significant impact on the carrying amounts of the Company’s financial instruments at 
the transition date. The introduction of the new ‘expected credit loss’ impairment model had negligible impact on the 
Company, given the Company sells its conducts sales with known organizations with no historical level of customer 
default, and the corresponding receivables from these sales are short-term in nature. The Company currently has no 
hedging arrangements, and will apply the new accounting requirements under IFRS 9 as required. 

The Company’s financial instruments are accounted for and classified as follows under IFRS 9, as compared to the 
Company’s previous policy in accordance with IAS 39:  
 

April 1, 2018  IAS 39 IFRS 9 
Financial Asset  
Cash and cash  - 
restricted 

Fair value through 
profit and loss 
(“FVTPL”)  

FVTPL  

Accounts receivable  Loans and receivable  Amortized cost 

Financial Liability  
Accounts payable    Other financial 

liabilities  
Amortized cost  

 
(ii) Changes in accounting policy  
 
The Company changed its accounting policy to conform to IAS 38 Intangible Assets when accounting for the Company’s 
digital assets with retrospective application. As part of the application process, the Company considered the impact of the 
change on the prior year financial statements for 2018 which are presented for comparative purposes and determined that 
there was no impact from the adoption of IAS 38, because the unrealized remeasurement loss on digital assets was 
already recognized in net loss for 2018. The Company determined that the holding of digital assets meets the definition 
of an intangible asset in IAS 38 and accordingly the change in accounting policy provides reliable and more relevant 
information in accordance with IFRS. 
 
(iii) New accounting standards issued but not yet effective 

The International Accounting Standards Board has issued some new standards and amendments that will be effective in 
the coming years. The listing below is of standards, interpretation and amendments issued which the Company 
reasonably expects to be applicable at a future date. The Company intends to adopt these standards when they become 
effective. The impact on the Company is currently being assessed. 
 
IFRS 16 Leases 
In January 2016, the IASB issued IFRS 16 Leases, which will replace IAS 17 Leases. This standard introduces a single 
lessee accounting model and requires a lessee to recognize assets and liabilities for all leases with a term of more than 
twelve months, unless the underlying asset is of low value. A lessee is required to recognize a right-of-use asset 
representing its right to use the underlying asset and a lease liability representing its obligation to make lease payments. 
The standard will be effective for the Company’s fiscal period beginning June 1, 2019. The extent of the impact of 
adoption of the standard has not yet been determined.  
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4. SIGNIFICANT ACCOUNTING POLICIES (contd…) 
 
d) Digital Assets 
 
Digital currencies consist of crypto currency denominated assets such as Bitcoin and are included in current assets. 
Digital currencies meet the definition of intangible assets in IAS 38 Intangible Assets as they are identifiable non-
monetary assets without physical substance. They are initially recorded at cost and the revaluation method is used to 
measure the digital currencies subsequently. Under the revaluation method, increases in fair value are recorded in 
other comprehensive income, while decreases are recorded in profit or loss. There is no recycling of gains from other 
comprehensive income to profit or loss. However, to the extent that an increase in fair value reverses a previous 
decrease in fair value that has been recorded in profit or loss, that increase is recorded in profit or loss.  
 
Digital assets are recoded as a current asset on the consolidated statements of financial position at their fair value at 
the time of receipt of the digital asset and re–measured at each reporting date. Revaluation gains or losses and gains 
or losses on the sale of coins for cash are recorded as part of other expenses in the statement of operations and 
comprehensive loss. 
 
The Company obtains the equivalency rate of tradeable Digital Assets to USD from Coin Market Cap, a source that 
aggregates data from multiple exchanges and applies a methodology to determine the best quoted USD price on the 
date the digital assets were generated. Subsequent to initial recognition, Digital Assets are re-measured at each 
reporting period to the Canadian dollar price.  The equivalency rate obtained from Coin Market Cap represents a 
generally well recognized quoted price for tradeable Digital Assets, and this information and all related databases 
are accessible to the Company. 
 
e) Cash and cash equivalents 
 
Cash and cash equivalents in the consolidated statements of financial position are comprised of cash on hand. 
 
f) Financial instruments 

(i) Classification 

Financial assets are classified and measured based on the business model for managing the financial assets and 
the contractual cash flow characteristics of the financial assets. IFRS 9 contains three primary measurement 
categories for financial assets: amortized cost, fair value through other comprehensive income and fair value 
through profit and loss. Financial assets are recognized in the statements of financial position if the Company 
has a contractual right to receive cash or other financial assets from another entity. Financial assets are 
derecognized when the rights to receive cash flows from the asset have expired or were transferred and the 
Company has transferred substantially all risks and rewards of ownership.  

 
All financial liabilities are recognized initially on the trade date at which the Company becomes a party to the 
contractual provisions of the instruments. The Company derecognizes a financial liability when its contractual 
obligations are discharged, cancelled or expired.  

Financial instruments are not reclassified subsequent to their initial recognition unless the Company changes its 
business model for managing financial assets, in which case all affected financial assets are reclassified on the 
first day of the first reporting period following the change in the business model.  

The Company has classified its cash and restricted cash as financial assets measured at fair value through profit 
and loss.  
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4. SIGNIFICANT ACCOUNTING POLICIES (cont’d…) 
 

f) Financial instruments (cont’d…) 

The Company has classified its accounts receivable and accounts payable as financial liabilities measured at 
amortized cost. Such assets and liabilities are recognized initially at fair value inclusive of any directly attributable 
transaction costs and subsequently carried at amortized cost using the effective interest method, less any impairment 
losses.  

Financial assets and financial liabilities are offset and the net amount presented in the statements of financial 
position when, and only when, the Company has a legal right to offset the amounts and intends either to settle on a 
net basis or to realize the asset and settle the liability simultaneously. 
 
(ii) Impairment of financial assets 
The Company recognizes loss allowances for expected credit losses on financial assets measured at amortized cost. 
Loss allowances for accounts receivables are always measured at an amount equal to lifetime expected credit losses 
if the amount is not considered fully recoverable. A financial asset carried at amortized cost is considered credit-
impaired if objective evidence indicates that one or more events have had a negative effect on the estimated future 
cash flows of that asset that can be estimated reliably. Individually significant financial assets are tested for credit-
impairment on an individual basis. The remaining financial assets are assessed collectively. 

An impairment loss in respect of a financial asset measured at amortized cost is calculated as the difference between 
its carrying amount and the present value of the estimated future cash flows discounted at the asset's original 
effective interest rate. 

In assessing collective impairment, the Company uses historical trends of the probability of default, timing of 
recoveries and the amount of loss incurred, adjusted for management's judgment as to whether current economic 
and credit conditions are such that the actual losses are likely to be greater or less than suggested by historical 
trends. 

Losses are recognized in the statements of comprehensive loss and reflected in an allowance account against 
receivables. When a subsequent event causes the amount of impairment loss to decrease, the decrease in impairment 
loss is reversed through the statements of comprehensive loss. 

iii) Fair value 

Fair value estimates are made at the consolidated statement of financial position date based on relevant market 
information and other information about financial instruments. Financial assets and financial liabilities measured at 
fair value in the consolidated statement of financial position are grouped into a fair value evaluation hierarchy. This 
hierarchy groups financial assets and financial liabilities into three levels according to the significance of the inputs 
used in the fair value evaluation of the financial assets and financial liabilities. The fair value levels of the hierarchy 
are as follows:  

Level 1 – Quoted prices (unadjusted) in active markets for identical assets and liabilities at the financial reporting 
date; Level 2 – Inputs, other than quoted prices included within Level 1, that are observable for the asset or liability, 
either directly or indirectly; and Level 3 – Inputs for the assets or liabilities that are not based on observable market 
data. 

The level within which the financial asset or financial liability is classified is determined based on the lowest level 
of significant input to the fair value measurement. The Company’s cash and restricted cash are categorized as Level 
1.  
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4. SIGNIFICANT ACCOUNTING POLICIES (cont’d…) 
 

g) Share-based payment transactions 

The Company grants stock options to acquire common shares of the Company to directors, officers, employees and 
consultants. An individual is classified as an employee when the individual is an employee for legal or tax purposes, 
or provides services similar to those performed by an employee. 

 
Stock options granted to directors, officers and employees are measured at their fair values determined on their grant 
date, using the Black-Scholes option pricing model, and are recognized as an expense over the vesting periods of the 
options on a graded basis. Options granted to consultants or other non-insiders are measured at the fair value of the 
goods or services received from these parties, or at their Black-Scholes fair values if the fair value of goods or 
services received cannot be measured. A corresponding increase is recorded to equity reserves for share-based 
compensation recorded. 

 
When stock options are exercised, the cash proceeds along with the amount previously recorded as equity reserves 
are recorded as share capital. When the right to receive options is forfeited before the options have vested, any 
expense previously recorded is reversed. 

 
h) Share capital 

Financial instruments issued by the Company are classified as share capital only to the extent that they do not meet 
the definition of a financial liability or financial asset. The Company’s common shares are classified as equity 
instruments. 

 
Incremental costs directly attributable to the issuance of new shares or options are shown in equity as a deduction, 
net of tax, from the proceeds. 
 
i) Valuation of Equity Units Issued in Private Placements 

 
The Company has adopted a residual value method with respect to the measurement of shares and warrants issued as 
private placement units. The residual value method first allocates value to the more easily measurable component 
based on fair value and then the residual value, if any, to the less easily measurable component. The fair value of 
the common shares issued in a private placement is determined to be the more easily measurable component and are 
valued at their fair value, as determined by the closing quoted bid price on the day prior to the announcement date. 
The balance, if any, is allocated to the attached warrants. Any fair value attributed to the warrants is recorded as 
share-based payments reserve. 

 
j) Share purchase warrants 

The fair value of compensatory warrants issued by the Company are determined on their issuance date, using the 
Black-Scholes option pricing model, and are recorded as a component of equity reserves. When the warrants are 
granted as compensation for the receipt of goods or services, they are recorded either as an expense or as a cost, 
capitalized to share capital or assets, on the same basis as equivalent cash payments. 
 
When share purchase warrants are exercised, the cash proceeds and their fair value previously recorded in equity 
reserves are recorded as share capital. 
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4. SIGNIFICANT ACCOUNTING POLICIES (cont’d…) 
 
k) Broker warrants 
 

The Company issued broker warrants as part of brokered private placement offering for common shares. Broker 
warrants are measured at fair value at the date of the offering and accounted for as a separate component of 
shareholders’ equity. When the broker warrants are exercised, the proceeds received together with the related amount 
allocated as a separate component of shareholders’ equity are allocated to capital stock. If the broker warrants expire 
unexercised, the related amount separately allocated  to shareholders’ equity is allocated to equity reserves. Broker 
warrants are considered as share issuance costs. 

 
l) Income taxes 
 
The Company follows the asset and liability method of accounting for income tax. Income tax expense comprises 
current and deferred tax. Income tax expense is recognized in the consolidated statement of comprehensive income 
(loss) except to the extent that it relates to items recognized directly in equity, in which case it is recognized in equity. 

(i) Current tax 

Current tax assets and/or liabilities comprise those claims from, or obligations to, fiscal authorities relating to the 
current or prior reporting periods that are unpaid at the reporting date. Current tax is payable on taxable profit, which 
differs from profit or loss in the financial statements. Calculation of current tax is based on tax rates and tax laws 
that have been enacted or substantively enacted by the end of the reporting period. 

(ii) Deferred tax 

Deferred tax is recognized on temporary differences between the carrying amounts of assets and liabilities for 
financial reporting purposes and the amounts used for taxation purposes. Deferred tax is not recognized on the initial 
recognition of assets or liabilities in a transaction that is not a business combination. In addition, deferred tax is not 
recognized for taxable temporary differences arising on the initial recognition of goodwill. Deferred tax is measured 
at the tax rates that are expected to be applied to temporary differences when they reverse, based on the laws that 
have been enacted or substantively enacted by the reporting date. Deferred tax assets and liabilities are offset if there 
is a legally enforceable right to offset, and they relate to income taxes levied by the same tax authority on the same 
taxable entity, or on different tax entities, but they intend to settle current tax liabilities and assets on a net basis or 
their tax assets and liabilities will be realized simultaneously. 
 
A deferred tax asset is recognized to the extent that it is probable that future taxable profits will be available against 
which the temporary difference can be utilized. Deferred tax assets are reviewed at each reporting date and are 
reduced to the extent that it is no longer probable that the related tax benefit will be realized. 
 
Changes in deferred tax assets or liabilities are recognized as a component of tax income or expense in profit or loss, 
except where they relate to items that are recognized in other comprehensive income or directly in equity, in which 
case the related deferred tax is also recognized in other comprehensive income or equity, respectively. 
 
l) Loss per share 

Basic loss per share is calculated by dividing net loss by the weighted average number of common shares 
outstanding during the period which excludes shares held in escrow whose issuance is contingent on future events. 

 
Diluted earnings per share is determined by adjusting the earnings or loss attributable to common shareholders and 
the weighted average number of common shares outstanding for the effects of dilutive instruments, which includes 
stock options and common share purchase warrants, as if their dilutive effect was at the beginning of the period. 
The calculation of the diluted number of common shares assumes that proceeds received from the exercise of “in- 
the-money” stock options and common share purchase warrants are used to purchase common shares of the 
Company at their average market price for the period. For the years presented, this calculation proved to be anti- 
dilutive. 
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4. SIGNIFICANT ACCOUNTING POLICIES (cont’d…) 
 

m) Property and Equipment 
 

Equipment is recorded at historical cost less related accumulated depreciation and impairment losses. Cost is 
determined as the expenditure directly attributable to the asset at acquisition, only when it is probable that future 
economic benefits will flow to the Company and the cost can be reliably measured. When an asset is disposed of, its 
carrying cost is derecognized. All repairs and maintenance costs are charged to profit or loss during the financial 
period in which they are incurred. 
 
The Company provides for depreciation of equipment on a straight-line basis unless otherwise noted using the 
following annual rates: 

Mining and computer equipment 2 years straight line 
Building and fixtures 10% 
Furniture and fixtures 20% 
Data Centre equipment 20% 
Mining facility fixtures 10% 
 

Leasehold improvements are amortized on a straight-line basis over the 10-year lease term. 
 

The assets’ residual values, useful lives and methods of depreciation are reviewed at each financial year end and 
adjusted prospectively, if appropriate. 
 
n) Impairment of long-lived assets 

The carrying amount of the Company’s long-lived assets (which includes equipment and intangible assets) is 
reviewed at each reporting date to determine whether there is any indication of impairment. If such indication 
exists, the recoverable amount of the asset is estimated in order to determine the extent of the impairment loss. An 
impairment loss is recognized whenever the carrying amount of an asset or its cash-generating unit (“CGU”) 
exceeds its recoverable amount. Impairment losses are recognized in profit or loss. 

 
The recoverable amount of assets is the greater of an asset’s fair value less cost to sell and value in use. In assessing 
value in use, the estimated future cash flows are discounted to their present value using a pre-tax discount rate that 
reflects the current market assessments of the time value of money and the risks specific to the asset. For an asset 
that does not generate cash inflows largely independent of those from other assets, the recoverable amount is 
determined for the CGU to which the asset belongs. 

 
An impairment loss is reversed if there is an indication that the impairment loss may no longer exist and there has 
been a change in the estimates used to determine the recoverable amount, however, an impairment loss is reversed 
only to the extent that the asset’s carrying amount does not exceed the carrying amount that would have been 
determined had no impairment loss been recognized in previous periods. 
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4. SIGNIFICANT ACCOUNTING POLICIES (cont’d…) 
 
o) Related party transactions 

Parties are considered to be related if one party has the ability, directly or indirectly, to control the other party or 
exercise significant influence over the other party in making financial and operating decisions. Related parties may 
be individuals or corporate entities. A transaction is considered to be a related party transaction when there is a 
transfer of resources or obligations between related parties. 

 
p) Provisions 

Provisions are recorded when a present legal, statutory or constructive obligation exists as a result of past events 
where it is probable that an outflow of resources embodying economic benefits will be required to settle the 
obligation, and a reliable estimate of the amount of the obligation can be made. The amount recognized as a 
provision is the best estimate of the consideration required to settle the present obligation at the consolidated 
statements of financial position date, taking into account the risks and uncertainties surrounding the obligation. 
Where a provision is measured using the cash flows estimated to settle the present obligation, if the effect is 
material, its carrying amount is the present value of those cash flows. 

 
q) Revenue from contracts with customers 

 
The Company currently has three revenue streams: rental revenue, co-location services as well as digital assets 
mined.  
 
Rental revenue from software facility rental, co-location and from cloud services provided is recognized when a 
tenant commences occupancy pursuant to the terms of each contract and rent is due or rights to receive 
consideration are obtained and collection of consideration is reasonably assured. Revenue received in advance of 
these criteria is deferred until future periods. 
 
The Company also derives its revenue from digital assets received for providing “mining” services to various 
blockchains. Mining is the process by which transactions are verified and added to the blockchain. A miner is only 
able to validate transactions once their computer equipment has solved a computationally difficult puzzle.   
 
Revenue is recognized according to the five-step model in IFRS 15, Revenue from contracts with customers. Digital 
asset mining is the ordinary business activity of the Company, and the consideration received meets the definition of 
revenue as income arising in the course of the Company's ordinary activities.  The Company has determined that the 
substance of its digital assets mining activities is a service provision under the scope of IFRS 15 notwithstanding 
the lack of a formal contractual arrangement under which it provides such services as the services are provided 
through the blockchain protocol.  Also, there is no collaboration arrangement within the blockchain, and the 
Company’s rights and obligations are implied by the customary business practices prevalent within the industry. 

 
Contract liabilities are recorded when cash payments are received or due in advance of the Company’s performance.  
 
In the comparative period, revenue was measured at the fair value of the consideration received or receivable, net of 
returns and discounts and was recognized when the risks and rewards of ownership had transferred to the customer. 
No revenue was recognized if there were significant uncertainties regarding recovery of the consideration due, the 
costs incurred or to be incurred could not be measured reliably, or there was continuing management involvement 
with the goods.  
 
Revenue is recognized by the Company when payment, in the form of digital asset, is received for mining services 
rendered. Revenue earned from digital asset mining activities is recognized at the fair value of the digital asset 
received as consideration on the date of actual receipt. Fair value is measured using the closing price on Coin 
Market Cap on the date of receipt. Revenue is recognized daily at the United States dollar value for the digital 
currencies mined. 
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4. SIGNIFICANT ACCOUNTING POLICIES (cont’d…) 

 
q)   Revenue from contracts with customers (cont’d…) 
 
Costs of fulfilling and revenue associated with the Company’s performance obligations are incurred simultaneously. 
The Company has not deferred any expenditures with regards to fulfilling its contracts.  
 
During the year ended May 31, 2019, the Company has recorded revenue of $1,766,381 (2018 - $1,105,895).  

 

5. DIGITAL ASSETS 

 
During the year ended May 31, 2019, the Company carried-on digital asset mining and earned revenues totaling 
$946,520 (2018 - $742,519) from 113.66 Bitcoins (2018 – 69.07 Bitcoins) that were received from mining services. 
The Company had sold all of its 182.73 Bitcoins for cash during 2019 for approximately USD$1.5M and realized a 
gain of $383,242 and held no Bitcoins at May 31, 2019. In 2018, the Company recognized an unrealized loss on 
Bitcoins held in the amount of $67,716 due to fair value change. 
 
As at May 31, 2019, the Company has suspended all digital asset mining due to low Bitcoin market value which 
would generate losses from mining and the Company wrote-off its digital mining equipment as fully impaired. A 
total of $4,141,378 was expensed for the write-off of digital currency mining equipment which is included in the 
impairment expense amount for property, plant and equipment (Note 8).  
 

6. PROMISORY NOTES RECEIVABLE 
 
On March 6 and April 17, 2019, the Company entered into bridge loan agreements with Isracann Biosciences Inc. 
(Note 1) in the aggregate principal amount of $200,000 and $300,000, respectively. The bridge loans are 
secured by a promissory note. In the event closing of the acquisition occurs on or before December 31, 2019, the 
bridge loans will bear no interest and be forgiven upon closing. In the event the closing does not occur on or 
before December 31, 2019, the bridge loans will become immediately due on demand and will bear interest at a rate 
of 2% per annum. 
 

7. MKH ACQUISITION 

During the year ended May 31, 2018, the Company announced the acquisition of MKH Electric City Holdings LLC 
(“MKH”), a Washington State company which owns a 6,600-sq. ft. facility (the “New Facility”) located in Electric 
City, Washington State.  The cost of the acquisition was $300,000 USD (CDN$388,440).  While the transaction 
legally closed on March 14, 2018, the Company obtained control of MKH on December 19, 2017, the date the funds 
were advanced.  The acquisition of MKH was considered an asset acquisition, as it did not meet the definition of a 
business.  The purchase price of $388,440 was allocated to land of $58,266 and building of $330,174.  

 

 

 

 

 

 

 

 

 

 

8. PROPERTY AND EQUIPMENT 
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 Furniture and 

Data Centre 
Equipment 

Bitcoin Mining
and Computer 

Equipment 

Building and 
Leasehold 

Improvements 

 
 

Land 

 
 

Total 

Cost           
As at May 31, 2017  668,092  -  133,173  -  801,265 
Additions  -  3,084,761  2,948,673  58,266  6,091,700 
Disposals  (13,982)  -      (13,982) 
As at May 31, 2018  654,110  3,084,761  3,081,846  58,266  6,878,983 
Additions (including currency 

translation adjustment “CTA”) 
 

126,804 
 

146,926 
 

357,064 
 

2,605 
 

633,399 
As at May 31, 2019  780,914  3,231,687  3,438,910  60,871  7,512,382 
           

Accumulated Amortization           
As at May 31, 2017  129,201  -  32,603  -  161,804 
Depreciation (including CTA)  137,056  385,399  16,091  -  538,546 
Disposals  (11,707)  -  -  -  (11,707) 
As at May 31, 2018  254,550  385,399  48,694  -  688,643 
Depreciation (including CTA)  156,183  564,092  68,691  -  788,966 
As at May 31, 2019  410,733  949,491  117,385  -  1,477,609 
           

Accumulated Impairment           
As at May 31, 2017  -  -  -  -  - 
Impairment (including CTA)  -  477,657  522,343  -  1,000,000 
As at May 31, 2018  -  477,657  522,343  -  1,000,000 
Impairment (including CTA)  -  1,798,324  2,343,054  -  4,141,378 
As at May 31, 2019  -  2,275,981  2,865,397  -  5,141,378
           

Net Book Value as at May 31, 2018  399,560 $ 2,221,705 $ 2,510,809 $ 58,266 $ 5,190,340 
           
Net Book Value as at May 31, 2019 $ 370,181 $ 6,215 $ 456,128 $ 60,871 $ 893,395 

 
During the year ended May 31, 2019, impairment indicators were identified for the Company’s crypto mining cash 
generating unit. As a result, management has impaired the assets included in the mining cash generating unit to 
higher of their value in use or fair value. During the year ended May 31, 2019, impairment loss of $4,141,378 (2018 – 
$1,000,000) was recognized. The management assessed the indicators of possible impairment to Bitcoin mining 
equipment and building and leasehold improvement in MKH, collectively the cash-generating unit (“CGU”) during 
the year ended May 31, 2019, and resolved that impairment indicators exist. Due to the decline in the market value of 
servers and weakening prices of cryptocurrencies during the year ended May 31, 2019, along with the corresponding 
decline in projected cash flows over the life of the assets within the CGU, an impairment test was completed. In 
December 2018, the mining operation has been suspended due to adverse market conditions, increase in bitcoin 
network mining difficulty and decrease in the price of bitcoin As Bitcoin mining is not profitable under current 
economic conditions as at May 31, 2019, Bitcoin mining equipment and leasehold improvements are fully impaired.  
 
 
 
 
 
 
 
 
 
 

9. SHARE CAPITAL 
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Authorized share capital 

Unlimited common shares, without par value 

 
Shares outstanding 

As at May 31, 2019 and 2018: 114,944,923 shares were issued and outstanding. 
 

There were no shares issued during the year ended May 31, 2019. 
 

During the year ended May 31, 2018, the Company: 
 

 Completed a non-brokered private placement of 39,999,978 units for gross proceeds of $13,999,992.  Each 
unit consists of one common share and one common share purchase warrant entitling the holder to purchase 
one additional common share at $0.75 for two years.  The warrants were valued at $5,519,304 using the Black 
Scholes option pricing model using the same assumptions as described below.  A cash finders’ fee of 
$679,397 was paid.  The Company also issued 1,940,382 broker warrants exercisable at $0.75 for a period of 
two years from closing.  The broker warrants were valued at $1,250,913 using the Black Scholes option 
pricing model using the following assumptions: dividend yield of $nil, a risk-free interest rate of 1.61%, 
annualized volatility of 116% and an expected life of two years. Total share issuance costs incurred in 
connection with above mentioned financing was $2,001,959 including $71,649 in legal costs.  

 Issued 550,000 common shares for the exercise of 550,000 stock options at $0.25 per share for total proceeds 
of $137,500 which resulted in a transfer from equity reserves to share capital of $73,443. 

 Issued 401,800 common shares for the exercise of 401,800 broker warrants at $0.15 per share for the total 
proceeds of $60,270 which resulted in a transfer from share-based payment reserve to share capital of 
$36,900. 

 Issued 49,999,997 common shares for no additional consideration on the exercise of 49,999,997 Special 
Warrants, for proceeds of $3,000,000. The special warrants were previously issued during the year and were 
convertible into one unit on the earlier of: four months and one day or the filing of a prospectus.  Each 
special warrant consists of one common share and one common share purchase warrant entitling the holder to 
purchase one additional common share at $0.08 for two years.  The warrants were valued at $1,342,389 using 
the Black Scholes option pricing model using the following assumptions: dividend yield of $nil, a risk-free 
interest rate of 1.38%, annualized volatility of 106% and an expected life of two years.  

 Issued 2,866,667 common shares for the exercise of 2,866,667 warrants at $0.08 per share for total proceeds 
of $229,333 which resulted in a transfer from share-based payment reserve to share capital of $76,965.  
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9. SHARE CAPITAL (cont’d…) 

 
Subscription Receipts 
 
During the year ended May 31, 2019, the following subscription receipts were received: 
  
On January 14, 2019, the Company closed the first tranche of the non-brokered offering consisting of 30,588,236 
units at $0.17 per subscription receipt for a total amount of $5,200,000. Each subscription receipt entitles the holder 
to receive, upon satisfaction of certain escrow release conditions, and without payment of additional consideration, 
one unit in the capital of the Company. Each unit will be comprised of one common share of the Company and one 
purchase warrant. Each warrant will entitle the holder thereof to acquire one common share of the Company at $0.34 
for two years following the date of issuance.  The Company will pay eligible finders a cash commission in the 
aggregate of approximately $224,893 on the Offering within the amount permitted by the policies of the Canadian 
Securities Exchange (the “CSE”). In addition, 1,322,909 non-transferable broker’s warrants will be issued to eligible 
finders to purchase an aggregate of 1,322,909 common shares of the Company.  
 
On May 21, 2019, the Company closed the second tranche of the non-brokered offering consisting of 28,883,596 
units at $0.17 per subscription receipt for a total amount of $4,910,211.  Each subscription receipt entitles the holder 
to receive, upon satisfaction of certain escrow release conditions, and without payment of additional consideration, 
one unit in the capital of the Company. Each unit will be comprised of one common share of the Company and one 
purchase warrant. Each warrant will entitle the holder thereof to acquire one common share of the Company at $0.34 
for two years following the date of issuance.  The Company will pay eligible finders a cash commission in the 
aggregate of $137,822 on the Offering upon satisfaction of certain escrow release conditions. In addition, 760,034 
non-transferable broker’s warrants will also be issued to eligible finders to purchase an aggregate of 760,034 common 
shares of the Company. 

The gross proceeds from the subscription receipts have been deposited with the Escrow Agent in escrow (the 
"Escrowed Proceeds") pursuant to the Escrow Agreement. The Escrowed Proceeds will be released by the Escrow 
Agent to the Company upon receipt of a notice to the Escrow Agent from the  Company on or prior to 5:00 pm 
(Vancouver time) on September 30, 2019). As at May 31, 2019, the Company had restricted cash of $10,152,760 
(2018 - $Nil) held in the escrow account pursuant to the Escrow Agreement. 
 
 If the escrow release conditions have not been satisfied, or the Company advises the Escrow Agent, or publicly  
announces,  that  it  does  not  intend  to  satisfy  the  Escrow  Release  Conditions, the subscribers will be 
refunded the gross proceeds paid for the subscription Receipts, plus any accrued interest. 
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9. SHARE CAPITAL (cont’d…) 
 

Share purchase warrants 

The Company may issue share purchase warrants to acquire its common shares either in combination with 
share offerings, or on a stand-alone basis to its consultants and advisors. The terms of warrants issued are 
determined by the Company’s Board of Directors. 

 
The continuity of warrants for the years ended May 31, 2019 and 2018 is summarized below: 

 
  WEIGHTED 
  AVERAGE 
 NUMBER OF EXERCISE 
 WARRANTS PRICE 
Balance, May 31, 2017 2,477,050 0.23 
Expired (2,075,250) 0.25 
Issued 91,940,357 0.39 
Exercised (3,268,467) 0.04 
Balance, May 31, 2018 89,073,690 0.40 
Cancelled (14,285) 0.75 
Balance, May 31, 2019 89,059,405 0.40 

 
The following table summarizes the warrants outstanding and exercisable at May 31, 2019: 

 
NUMBER OF EXERCISE  
WARRANTS PRICE EXPIRY DATE 
   47,133,330        $0.08 October 30, 2019 

41,506,933 $0.75 December 13, 2019 
419,142 $0.75 December 15, 2019 

89,059,405   
 
As at May 31, 2019, the weighted average remaining contractual life of all warrants outstanding was 0.47 years 
(2018 – 1.65 years).  
 
Stock options 

The Company adopted an incentive stock option plan (the “Option Plan”) which provides that the Board of 
Directors of the Company may from time to time, in its discretion, and in accordance with Canadian Security 
Exchange (CSE) requirements, grant to directors, officers, employees and technical consultants to the Company, 
non-transferable options to purchase common shares, provided that the number of common shares reserved for 
issuance will not exceed 10% of the issued and outstanding common shares. Such options will be exercisable for a 
period of up to 10 years from the date of grant. Vesting terms will be determined at the time of grant by the Board 
of Directors. 

In connection with the foregoing, the number of common shares reserved for issuance to any technical consultant 
will not exceed two percent of the issued and outstanding common shares in any twelve-month period.  The number 
of common shares reserved for issuance to individuals providing investor relation services will not exceed two 
percent of the issued and outstanding common shares in any twelve-month period.  Further, these options must vest 
over twelve months with a maximum of one quarter of the options vesting in any three-month period.  Options may 
be exercised no later than 30 days following cessation of the optionee’s position with the Company, provided that if 
cessation of office, directorship or technical consulting arrangement by reason of death, the option may be 
exercised within a maximum period of one year after such death subject to the expiry date of such option. 

During the year ended May 31, 2019, stock-based compensation in the amount of $1,160,713 (2018 - $3,329,406) 
was recognized on the issuance and vesting of stock options to directors, officers and consultants. 
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9. SHARE CAPITAL (cont’d…) 
 
Stock options (cont’d…) 

 
The continuity of stock options for the years ended May 31, 2019 and 2018 is summarized below: 

 
  WEIGHTED 
  AVERAGE 
 NUMBER OF EXERCISE 
 OPTIONS PRICE 
Balance, May 31, 2017 1,100,000 $0.25 
Exercised (550,000) 0.25 
Forfeited (150,000) 0.25 
Granted 4,175,000 1.00 
Balance, May 31, 2018 4,575,000 0.94 
Cancelled (2,675,000) 1.00 
Forfeited (1,500,000) 1.00 
Granted 6,125,000 0.40 
Balance, May 31, 2019 6,525,000 0.39 

 
The following table summarizes the stock options outstanding and exercisable at May 31, 2018: 

 

NUMBER OF OPTIONS 
EXERCISE  

PRICE EXPIRY DATE 
OUTSTANDING   EXERCISABLE   

400,000 
 

400,000 $0.25 
 
September 5, 2024 

6,125,000 4,550,000 $0.40 June 21, 2023 
6,525,000 4,950,000   

 
 
As at May 31, 2019, the weighted average remaining contractual life of all options outstanding was 4.13 years ( 
2018 – 4.68 years). 
 
The Company uses the Black-Scholes option pricing model to estimate the fair value of the options granted using the 
following assumptions: 

 2019 2018 
Dividend yield Nil Nil 
Annualized volatility 128% 116% - 117% 
Risk-free interest rate 1.97% 1.57% - 1.94% 
Expected life 5 years 5 years 
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10. RELATED PARTY TRANSACTIONS 

 
Key Management Compensation 

Key management personnel are those persons having authority and responsibility for planning, directing 
and controlling the activities of the Company, directly or indirectly. Key management personnel include the 
Company’s executive officers and Board of Director members. 
 
All related party transactions are in the normal course of operations and are measured at the exchange amount, 
which is the amount of consideration established and agreed to by the related parties. All amounts either due from 
or due to related parties other than specifically disclosed are non-interest bearing, unsecured and have no fixed 
terms of repayments. 
 

a) Related party transactions with directors, subsequent and former directors and companies and entities over 
which they have significant influence over 

 
 YEARS ENDED MAY 31,
 2019 

$ 
2018 

$ 
Consulting fees  165,097  182,531 
Management fees   60,000  31,750 
Professional fees  66,276  - 

 
 

b) Key management compensation 
 YEARS ENDED MAY 31,
 2019 

$ 
2018 

$ 
Management/Consulting/Professional fees and short-term 
benefits  295,525  175,857 
Share-based payments  930,763  1,210,497 

 

c) Prepaid expenses - As of May 31, 2019, a company with a director in common was paid $Nil (2018 - 
$5,250) in advance for management fees. 

d) Accounts payable - As of May 31, 2019, directors and companies with directors in common were owed 
$104,528 (2018 - $145,129). 

e) Interest – For the year ended May 31, 2019, directors and companies with directors in common incurred 
interest on convertible debentures and loans of $Nil (2018 –$1,066). 

f) Office facilities and administrative services – For the year ended May 31, 2019, the Company incurred 
$39,000 (2018 – $43,500) in office facilities and administrative services expenditures related to a director of 
the Company. 

g) Property operating expenses – For the year ended May 31, 2019, the Company incurred $39,000 (2018 – 
$43,500) in property operating expenses related to a director of the Company. 
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11. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT 
 

As at May 31, 2019, the Company’s financial instruments are comprised of cash, restricted cash, accounts 
receivable, accounts payable. The fair values of accounts receivable and accounts payable approximate their 
carrying values due to their short-term maturity. Fair values of financial instruments are classified in a fair value 
hierarchy based on the inputs used to determine fair values. The levels of the fair value hierarchy are as follows: 

Level 1 – Unadjusted quoted prices in active markets for identical assets or liabilities; 

Level 2 – Inputs other than quoted prices that are observable for the asset or liability either directly (i.e. as 
prices) or indirectly (i.e. derived from prices); and 

Level 3 – Inputs that are not based on observable market data (unobservable inputs). 

As at May 31, 2019, the fair value of cash and restricted cash held by the Company was based on Level 1 of the fair 

value hierarchy.  

The Company’s risk exposures and the impact on the Company’s financial instruments are summarized below: 
 
Credit risk 

Credit risk is the risk of an unexpected loss if a customer or third party to a financial instrument fails to meet its 
contractual obligations. The Company’s credit risk is primarily attributable to its cash and accounts receivable. The 
Company limits exposure to credit risk by maintaining its cash with large financial institutions. The Company does 
not have cash that is invested in asset backed commercial paper. Credit risk is not concentrated with any particular 
customer. The Company’s accounts receivable consists primarily of rent owing from co-location and co-working 
clients. In an effort to mitigate credit risk, management monitors its accounts receivable and it has been determined 
that no bad debts need to be recorded as all amounts are considered to be collectible. 

 
As at May 31, 2019 and 2018, the Company’s aging of accounts receivables was as follows: 

 

 

 
 
Liquidity risk 

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall due. The 
Company seeks to ensure there is sufficient capital in order to meet short-term business requirements, after taking 
into account cash flows from operations and the Company’s holdings of cash. As at May 31, 2019, the Company 
had an unrestricted cash balance of $4,177,863 (2018 - $7,977,883) to settle current liabilities of $1,039,331 (2018 - 
$897,112).  

As at May 31, 2019, the Company has the following financial obligations: 
 

 < 1 year 1 – 3 years Total 
Accounts payable  $    301,389 $           - $ 301,389 

 
Market risk 

Market risk is the risk of loss that may arise from changes in market factors such as interest rates, foreign exchange 
rates and equity prices. 

   

 Current 31 – 60 days 61 – 90 days 91 days + Total 
May 31, 2019 $  16,419 $      - $              - $     - $   16,419 
May 31, 2018 $  37,017 $      - $              - $      - $    37,017 
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11. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (cont’d…) 
 

i. Interest rate risk 

 Interest rate risk arises from changes in market rates of interest that could adversely affect the Company. The 
Company’s short term loan payable is subject to interest. Additionally, some of the Company’s accounts 
payable and accrued liabilities are subject to interest on unpaid balances. The Company is not exposed to any 
material interest rate risk. 

 
ii. Foreign currency risk 

 Foreign currency risk arises from fluctuations in foreign currencies versus the Canadian dollar that could 
adversely affect reported balances and transactions denominated in those currencies.  As at May 31, 2019, a 
portion of the Company’s financial assets are held in USD.  The Company’s objective in managing its foreign 
currency risk is to minimize its net exposure to foreign currency cash flows by transacting, to the greatest extent 
possible, with third parties in Canadian dollars.  The Company does not currently use foreign exchange contracts 
to hedge its exposure of its foreign currency cash flows as management has determined that this risk is not 
significant at this point in time. The Company is not exposed to any material foreign currency risk. 

 
iii. Equity price risk 

 Equity price risk arises from market fluctuations in equity prices that could adversely affect the Company’s 
operations. The Company’s current exposure to equity price risk is limited to declines in the values and 
volumes including those of its own shares, which could impede its ability to raise additional funds when 
required. The Company is not exposed to any material equity price risk. 

 
12. CAPITAL MANAGEMENT 

 
The Company defines capital that it manages as its shareholders’ equity. The Company manages its capital structure 
and makes adjustments to it based on the funds available to the Company, in order to support its primary business; 
utilizing specialized equipment to solve complex computational problems to validate transactions on the blockchain.  
The Board of Directors does not establish quantitative return on capital criteria for management, but rather relies 
on the expertise of the Company’s management to sustain future development of the business. 

 

 
The Company has been dependent upon external financings to fund activities; however, it expects to increase 
revenue during the upcoming fiscal year. In order to carry out planned expenditures and pay for administrative 
costs, the Company will spend its existing working capital and may seek to raise additional funds as needed. 

 
Management reviews its capital management approach on an ongoing basis and believes that this approach, given 
the relative size of the Company, is reasonable. 

 
The Company is not subject to any externally imposed capital requirements. 

 

13. COMMITMENTS 
 

As at May 31, 2019, the Company is committed to: 
 
a) A ten-year operating lease for its 7,400 square foot office with an annual commitment of $123,840 until November 
2024 with an option to renew for an additional ten year term.  
 
b) During the year ended May 31, 2019, the Company has committed to a marketing and advertising program which 
will commence upon resumption of trading of the Company’s shares on the CSE. The total cost of this program has 
been estimated at approximately US$625,000.  As at May 31, 2019, the Company has advanced $433,399 
(US$325,000) which is included in prepaid expenses.  Subsequent to May 31, 2019, the Company advanced a further 
US$300,000.  The marketing and advertising program will include a detailed research report, video interview and 
targeted marketing strategy to prospective shareholders. 
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14.         SEGMENTED INFORMATION 
 

i. Information about reportable segments 
The Company has three reportable operating segments, being the digital asset mining in the United States, 
the co-location data centre and software manufacturing rental in Canada, and the head office in Canada. The 
summarized financial information by segment is as follows: 
 

2019 

  

Digital Asset 
Mining 

 

 

Co-Location 
and Data 

Centre and 
Software 

Manufacturing 
Rental 

 Head Office 

Revenue     
Digital asset mined $ 946,520 $ - $ - 
Co-location and cloud services - 223,818 - 
Software manufacturing rental 
facilities -  149,075 - 
Interest and miscellaneous -   63,726  - 
Total revenue 946,520   436,619  - 

       
Fair value change in digital asset 383,242   -   - 

Total segment revenue $ 1,329,762   436,619  - 

       
    

     
Depreciation and amortization  (598,541)   (145,577)  (44,848) 
Bad debt expense  -   (1,414)  - 
Impairment loss  (4,141,378)   -  - 

     
Segment assets      
Cash $ 620  $ 80,016  4,097,227 
Accounts receivable and other 
receivables  -   17,766  164,228 
Prepaid expenses  3,217   -  433,399 
Digital assets  -   -  - 
Property and equipment  365,507   365,696  162,192 

     
Segment liabilities      
Accounts payable and accrued 
liabilities $ 390,163  $ -  (649,167) 

   
Capital Expenditures $ 95,960 $ 27,232 $ 203,719 
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2018 

  

Digital Asset 
Mining 

 

 

Co-Location 
and Data 

Centre and 
Software 

Manufacturing 
Rental 

 Head Office 

Revenue 
Digital asset mined $ 742,519 $ - $ - 
Co-location and cloud services - 207,451 - 
Software manufacturing rental 
facilities -  186,096 - 
Interest and miscellaneous -   37 ,545  - 
Total revenue 742,519   431,092  - 

       
Fair value change in digital asset (67,716)   -  - 

Total segment revenue $ 674,803   431,092  - 

       
      

       
Depreciation and amortization  382,168   146,913  55,338 
Bad debt expense  -   2,919  - 
Impairment loss  1,000,000   -  - 

       
Segment assets        
Cash $ -  $ 110,467  7,867,416 
Accounts receivable and other 
receivables  -   38,496  58,204 
Prepaid expenses  3,079   3,313  605,500 
Digital assets  680,162   -  - 
Property and equipment  4,703,359   484,040  2,941 

       
Segment liabilities        
Accounts payable and accrued 
liabilities $ (243,506)  $ (10,569)  (643,037) 

     
Capital Expenditures $ 6,095,371 $ - $ 3,137 
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14. SEGMENTED INFORMATION (cont’d…) 
 
ii. Geographic information 

 
The digital asset mining and co-location data centre and software manufacturing rental segments are managed on a 
worldwide basis, but operate facilities and sales functions primarily in Canada and the United States. 
 
The geographic information analysis separates the group’s revenue and non-current assets by the Company’s country 
of domicile and other countries. In presenting the geographic information, segment revenue has been based on the 
geographic location of customers and segment assets were based on the geographic location of the assets. 

 
US Canada 

2019   2018 2019   2018 
Total revenue $ 946,520 $ 742,519 $ 436,619  $ 431,092 

Non-current assets 
Property and equipment $ 365,507 $ 4,703,358 $ 527,888  $ 486,982 

 
15. INCOME TAXES 

 
The reconciliation of the combined Canadian federal and provincial statutory income tax rates of 27% (2018 – 
26.42%) to the effective tax rate is as follows: 
 

  2019  2018 
     

Net loss before tax $ (9,904,176) $ (7,474,826) 
Statutory tax rate  27.00%  26.42% 
Expected income tax (recovery)  (2,674,127)  (1,974,600) 
Tax rate changes and other adjustments  165,338  (13,514) 
Permanent differences and other   325,380  873,913 
Change in deferred tax assets not recognized  2,183,409  1,114,201 

Total income tax recovery $ - $ - 
 
 
The tax rate increases to 27% due to the increased British Columbia general corporate income tax rate from 11% to 
12% on January 1, 2018.  
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15.  INCOME TAXES (cont’d…) 
 

Deferred taxes reflect the tax effects of temporary differences between the carrying amounts of assets and liabilities 
for financial reporting purposes and their corresponding values for tax purposes  
The significant components of the Company’s deferred tax assets are as follows: 

 
  2019  2018

Property and equipment   $ 764,732 $ 89,031 
Digital currencies  -  18,190 
Non-capital loss carry-forwards  3,125,627  1,471,628 
Share issue costs and other  330,851  458,952 
  4,221,210  2,037,801 

Unrecognized deferred tax assets  (4,221,210)  (2,037,801) 

Net deferred income tax assets  $ - $ - 
 

 
As at May 31, 2019 the Company has not recognized the deferred tax assets in respect of net operating loss 
carryforwards, of approximately $1,747,322 (2018: $1,155,621), and non-capital loss carryforwards of 
approximately $9,122,138 (2018: $4,309,833) which may be carried forward to apply against future year income tax 
for US and Canadian income tax purposes, subject to the final determination by taxation authorities, expiring in the 
following years:  
 
         

 
 

 

 

 

 

 

 

 

 
   

Expiry Year  US  Canada 
     

2030 $ - $  14,716 
2031 -  28,800 
2032 -  117,455
2033 -  74,623 
2034 - 104,354
2034 -  123,234 
2035 -  269,814 
2036 -  202,185 
2037 -  301,166 
2038 -  3,073,551
2039 - 4,812,240

Indefinitely 1,747,322 -

Total $ 1,747,322 $ 9,122,138
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16.  SUBSEQUENT EVENTS  

 
Subsequent to May 31, 2019, the Company: 
 
a) On September 23, 2019 the Company received conditional approval from the Canadian Securities Exchange (the 
“CSE”) to complete its fundamental change application relating to completion of the  acquisition of Isracann pursuant 
to the Securities Exchange Agreement dated March 12, 2019, where Isracann shareholders will receive one resulting 
issuer share for each Isracann share held at the closing of the acquisition, on a post-consolidation basis. It is 
anticipated that the acquisition will result in the Company issuing an aggregate of 47,180,000 resulting Issuer Shares 
to the Isracann shareholders, 28,000,000 resulting issuer replacement warrants to the holders of Isracann warrants and 
4,000,000 resulting issuer replacement options to the holders of Isracann options.  Certain of the resulting issuer 
shares held by the current Isracann shareholders will be subject to escrow conditions applicable securities laws and 
CSE requirements.  As at September 27, 2019, the transaction has not closed yet. 

 
b) In August 2019, the Company issued a promissory note to Isracann in the amount of $150,000 under the same 
terms as the two promissory notes issued during the year ended May 31, 2019 and described in Note 6.  


