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INDEPENDENT AUDITOR’S REPORT 

 

 

 

To the Shareholders of 

Hollister Biosciences Inc. 

 
 

Opinion 

 

We have audited the accompanying consolidated financial statements of Hollister Biosciences Inc. (the “Company”), which 

comprise the consolidated statements of financial position as at December 31, 2020 and 2019 and the consolidated statements 

of loss and comprehensive loss, cash flows, and changes in shareholders’ equity for the years then ended, and notes to the 

consolidated financial statements, including a summary of significant accounting policies.  

 

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the 

Company as at December 31, 2020 and 2019, and its financial performance and its cash flows for the years then ended in 

accordance with International Financial Reporting Standards (“IFRS”). 

 

Basis for Opinion 

 

We conducted our audits 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 consolidated 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 in our audits is sufficient and appropriate to provide 

a basis for our opinion. 

 

Material Uncertainty Related to Going Concern 

 

We draw attention to Note 1 of the consolidated financial statements, which indicates that as at December 31, 2020, the 

Company had continued losses and an accumulated deficit. As stated in Note 1, these events and conditions indicate that a 

material uncertainty exists that may cast significant doubt on the Company’s ability to continue as a going concern. Our 

opinion is not modified in respect of this matter. 

 

Other Information 

 

Management is responsible for the other information. The other information obtained at the date of this auditor's report 

includes Management’s Discussion and Analysis. 

 

Our opinion on the consolidated financial statements does not cover the other information and we do not express any form of 

assurance conclusion thereon. 

 

In connection with our audit of the consolidated financial statements, our responsibility is to read the other information and, 

in doing so, consider whether the other information is materially inconsistent with the consolidated financial statements or 

our knowledge obtained in the audit, or otherwise appears to be materially misstated. 

 

 

 



 

 

 

 

We obtained Management’s Discussion and Analysis prior to the date of this auditor’s report. If, based on the work we have 

performed, we conclude that there is a material misstatement of this other information, we are required to report that fact. 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 the consolidated financial statements in accordance 

with IFRS, 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. 

 

Auditor's Responsibilities for the Audit of the Consolidated Financial Statements 

 

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a whole 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, but 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 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: 

 

• Identify and assess the risks of material misstatement of the consolidated 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 auditor's 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 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 

audit 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 Catherine Tai. 

 

 

 
 

 

Vancouver, Canada Chartered Professional Accountants 

 

May 28, 2021 
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    December 31, 2020 December 31, 2019 

   Notes  $   $  
 Assets        
 Current assets        

Cash    1,061,950 1,456,149 

Receivables  6 2,849,775 243,400 

Prepaid expenses   82,088 13,698 

Inventory  7 2,203,133 405,470 

Current portion of lease receivable 13 157,439 - 
   6,354,385 2,118,717 
 Non-current assets     

Deposits  83,380 104,500 

Property and equipment 8 3,152,638 3,661,441 

Intangible assets 4(b),9 2,137,500 - 

Lease receivable 13 879,484 - 

Goodwill 4(b),9 2,220,628 - 

 Total assets   14,828,015 5,884,658 

     
 Liabilities and shareholders' equity      

 Current liabilities     

Accounts payable and accrued liabilities  10 3,142,782 330,374 

Accounts payable to related parties 17 121,903 122,695 

Deferred revenue  - 50,000 

Income tax payable 21 777,000 - 

Loans payable 4(b) 6,261 - 

Promissory notes payable 11 235,550 - 

Current portion of deferred compensation payable 4(b) 500,000 - 

Current portion of long-term debt  12 89,754 109,138 

Current portion of lease liabilities 13 847,688 810,721 
   5,720,938 1,422,928 
 Non-current liabilities     

Deferred compensation payable 4(b) 250,000 - 

Long-term debt  12 31,370 8,490 

Lease liabilities 13 3,130,955 3,463,203 

Deferred tax liability 21 624,000 - 

 Total liabilities   9,757,263 4,894,621 
     
 Shareholders' equity    

Share capital  14 10,980,411 4,390,331 

Commitment to issue shares 14 155,284 - 

Reserves  14 1,621,879 631,431 

Accumulated other comprehensive (loss) income  (53,693) 29,595 

Deficit   (7,633,129) (4,061,320) 

 Total shareholders’ equity  5,070,752 990,037 

 Total liabilities and shareholders' equity    14,828,015 5,884,658 

Nature of operations and going concern (Note 1) 
Commitments (Note 19) 
Subsequent events  (Note 22) 
 
Approved on behalf of the Board of Directors on May 28, 2021: 
 

“Carl Saling” Director “Anthony Zelen” Director 
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    For the year ended   For the year ended  

  December 31, 2020 December 31, 2019 

  Notes  $   $  

Revenue from sale of goods  30,321,177 611,456 

Revenue from provision of services  255,090 400,736 

Gross revenue  30,576,267 1,012,192 

Cost of sales   27,446,624 1,177,163 

Gross profit (loss)  3,129,643 (164,971) 

    

Operating expenses    

Accretion expense 12 12,602 19,664 

Acquisition expense 4(c) 535,478 - 

Administrative expenses  600,706 133,807 

Depreciation 8,9 1,207,779 23,007 

Finance costs 13 434,425 457,213 

Foreign exchange  6,691 18,969 

Interest expense 12 106,917 191 

Marketing  779,290 47,673 

Professional fees and consulting 17 1,015,626 191,404 

Salaries and wages 17 734,034 200,600 

Share-based compensation 14,17 561,247 631,431 

Transaction costs 4(b),14 379,693 - 

Travel  5,116 - 

  (6,379,604) (1,723,959) 

    

Loss before undernoted items  (3,249,961) (1,888,930) 

Gain on modification of debt 5 - 256,076 

Gain on sublease 13(b) 311,808 - 

Interest income 13 8,744 - 

Listing expense 4(a) - (255,241) 

Provision of doubtful accounts  - (5,400) 

Loss before income taxes  (2,929,409) (1,893,495) 

Income tax expense 21 (785,400) - 

Deferred income tax recovery 21 143,000 - 

Net loss  (3,571,809) (1,893,495) 

Foreign currency translation adjustment  (83,288) 29,595 

Net loss and comprehensive loss  (3,655,097) (1,863,900) 

     

Weighted average number of common shares outstanding    

Basic and diluted  183,062,257 28,040,475 

    

Loss per share    

Basic and diluted  (0.02) (0.07) 
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     For the year ended   For the year ended  
    December 31, 2020 December 31, 2019 
    $   $  
Operating activities     
Net loss   (3,571,809) (1,893,495) 
Adjustment for non-cash items:     

 Accretion expense    12,602 19,664 
 Acquisition expense   535,478 - 
 Deferred income tax recovery   (143,000) - 
 Depreciation - cost of sales    148,669 438,365 
 Depreciation   1,207,779 23,007 
 Finance costs   431,411 457,213 
 Foreign exchange   - 3,321 
 Gain on modification of long-term debt   - (256,076) 
 Gain on sublease   (311,808) - 
 Income tax expense   777,000 - 
 Interest income  (8,744) - 
 Inventory write-down - cost of sales  - 41,123 
 Listing expense   - 155,870 
 Provision of doubtful account   - 5,400 
 Share-based compensation   561,247 631,431 
 Shares for services   62,075 - 
 Transaction costs   379,693 - 

Working capital adjustments:    

 Accounts payable and accrued liabilities   1,701,855 250,319 
 Accounts payable to related parties   1,063 92,790 
 Deferred revenue  (50,000) 50,000 
 Deposits  21,120 - 
 Inventory   (477,754) (156,854) 
 Prepaid expenses   (37,376) (7,870) 
 Receivables  (1,494,030) (204,671) 

 Net cash used in operating activities  (254,529) (350,463) 
     

Investing activities    
 Cash acquired with Venom Extracts acquisition   1,943,135 - 
 Cash acquired on RTO  - 1,777,990 
 Deferred compensation paid with Venom Extracts acquisition   (1,500,000) - 
 Purchases of equipment   (398,391) (50,637) 
Net cash provided by investing activities  44,744 1,727,353 
     
Financing activities    

Cash received from Hollister prior to RTO  - 705,000 
Proceeds from issuance of shares / units   1,115,624 150,000 
Proceeds from option exercises  78,530 - 
Proceeds from warrant exercises   75,272 - 
Proceeds from Finders Options exercise  6,524 - 
Share issue costs   (83,420) - 
Repayments of promissory notes payable, net of interest  (195,000) - 
Repayments of loans payable  (209,955) - 
Repayments of long-term debt   (53,457) (38,124) 
Repayments under lease liabilities  (835,244) (810,568) 

 Net cash (used in) provided by financing activities  (101,126) 6,308 
    
Impact of foreign exchange on cash  (83,288) 26,275 
Net change in cash  (394,199) 1,409,473 
Cash, beginning of year  1,456,149 46,676 
Cash, end of year  1,061,950 1,456,149 
 
Supplemental cash flow information (Note 20)
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Number of 
shares 

# 

Share           
capital  

$ 

Commitment 
to issue 

shares 
$ 

Reserves 
$ 

Accumulated 
other 

comprehensive 
(loss) income 

$ 
Deficit 

$ 

Total  
shareholders’ 

equity  
$ 

December 31, 2019 108,777,373 4,390,331 - 631,431 29,595 (4,061,320) 990,037 

Shares issued on purchase of Venom 70,390,672 3,103,851 - - - - 3,103,851 

Shares committed to be issued pursuant to Venom acquisition - - 1,873,788 - - - 1,873,788 

Earn out shares released to Venom sellers 29,610,054 1,873,788 (1,873,788) - - - - 

Shares issued on purchase of AlphaMind 4,200,000 362,329 - - - - 362,329 

Shares committed to be issued pursuant to AlphaMind acquisition - - 155,284 - - - 155,284 

Shares issued as Transaction costs 6,000,000 379,693 - - - - 379,693 

Shares issued on exercise of stock options 1,000,000 78,530 - - - - 78,530 

Reallocation of fair value upon exercise of options - 75,461 - (75,461) - - - 

Shares issued on exercise of warrants 982,842 75,272 - - - - 75,272 

Reallocation of fair value upon exercise of warrants - 21,024 - (21,024) - - - 

Shares issued on exercise of Finders Units 100,000 6,524 - - - - 6,524 

Reallocation of fair value upon exercise of Finders Units - 7,077 - (7,077) - - - 

Share issued for marketing services 703,400 62,075 - - - - 62,075 

Shares issued as settlement of debt 566,883 45,015 - - - - 45,015 

Private placement 17,646,889 670,978 - 444,646 - - 1,115,624 

Share issue costs  - (171,537) - 88,117 - - (83,420) 

Share-based compensation - - - 561,247 - - 561,247 

Net loss and comprehensive loss - - - - (83,288) (3,571,809) (3,655,097) 

December 31, 2020 239,978,113 10,980,411 155,284 1,621,879 (53,693) (7,633,129) 5,070,752 
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Number of 
units 

# 

Number of 
shares 

# 

Share           
capital  

$ 

Commitment 
to issue 

shares 
$ 

Reserves 
$ 

Accumulated 
other 

comprehensive 
(loss) income 

$ 
Deficit 

$ 

Total  
shareholders’ 

equity  
$ 

December 31, 2018 4,778,148 - 1,616,767 - - - (1,592,587) 24,180 

Private placements  540,000 - 150,000 - - - - 150,000 

Equity restructuring  28,961,852 - - - - - - - 

Reverse acquisition transaction (Note 4a):         
Equity of Hollister Biosciences Inc.  - 32,400,000 2,560,345 - - - - 2,560,345 
Issuance of shares pursuant to reverse 
acquisition 

(34,280,000)  34,280,000  - - - - - - 

Issuance of shares to finders pursuant to 
reverse acquisition  

- 800,000 63,219 - - - - 63,219 

Exercise of special warrants  - 41,297,373 - - - - - - 

Share-based compensation  - - - - 631,431 - - 631,431 

Impact on adoption of IFRS 16 - - - - - - (575,238) (575,238) 

Net loss and comprehensive loss - - - - - 29,595 (1,893,495) (1,863,900) 

December 31, 2019 - 108,777,373 4,390,331 - 631,431 29,595 (4,061,320) 990,037 
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1. Nature of operations and going concern 

 
Hollister Biosciences Inc. was incorporated on April 17, 2019 under the laws of the Province of British Columbia, 
Canada. (collectively herein referred to as the “Company” or “Hollister”). The Company’s registered and records office 
is located at 1055 West Georgia Street, 1500 Royal Centre, P.O. Box 11117, Vancouver, British Columbia, Canada, 
V6E 4N7. The Company was incorporated for the sole purpose of completing financings in anticipation of completing 
the acquisition of Weldon Manor, LLC, (“Weldon”) and concurrently applying for a listing on the Canadian Securities 
Exchange (the “CSE”) as described below. Weldon is a private licensed manufacturer and distributor of cannabis 
pre-roll and extract products in the State of California. The Company is listed on the CSE under the symbol “HOLL “. 
 
On July 9, 2019, the Company entered into a Securities Exchange Agreement (“SEA”) with Weldon, between the 
Company, Weldon, and Weldon’s members, whereby Weldon’s members would receive 40,000,000 common shares 
of the Company in consideration of all the issued and outstanding membership units in Weldon (the “Transaction”).  
 
Effective November 8, 2019, the Transaction closed whereby the Company acquired all of the issued and outstanding 
membership interests of Weldon by the issuance of 40,000,000 common shares of the Company to Weldon’s 
members (of which 8,580,000 were issued to the Company in respect of its membership interest in Weldon (Note 
4(a)) which were subsequently returned to treasury). Additionally, the Company issued 800,000 common shares as 
“Finder Fee Shares” to an arm’s length Finder that facilitated the Transaction. Concurrent with closing of the 
Transaction, the Company’s common shares were listed on the CSE on November 22, 2019.  
 
Management determined that the Transaction constituted a reverse acquisition for accounting purposes whereby 
Weldon acquired the Company. For accounting purposes, Weldon is treated as the accounting acquirer (legal 
subsidiary), and the Company is treated as the accounting acquiree (legal parent) in these consolidated financial 
statements. As the Company was deemed to be the acquirer for accounting purposes, its assets, liabilities and 
operations since incorporation are included in these financial statements at their historical carrying values. The 
Company’s results of operations are included from the Transaction date, November 8, 2019. The comparative figures 
are those of Weldon prior to the reverse acquisition. 
 
During the year ended December 31, 2020 the Company completed the acquisition of Labtronix, Inc. (“Labtronix”) as 
outlined in Note 4(b).  
 
These financial statements are prepared on the basis that the Company will continue as a going concern, which 
assumes that the Company will be able to continue in operation for the foreseeable future and will be able to realize 
its assets and discharge its liabilities in the normal course of operations. The continuation of the Company is 
dependent upon the continuation of Weldon’s and Labtronix’s manufacturing and distribution business in the United 
States and the generation of positive cash flows and profitable operations therewith.  If the going concern assumption 
were not appropriate for these financial statements, it would be necessary to restate the Company’s assets and 
liabilities on a liquidation basis.  
 
Historically, management has been successful in obtaining enough funding for operating and capital requirements. 
There is, however, no assurance that the Company will generate profits from operations or that additional future 
funding will be available to the Company, or that such funding will be both adequate to cover its obligations and 
available on terms which are acceptable to the management of the Company. 
 
As at December 31, 2020 the Company had continued losses and an accumulated deficit. 
 
Several states in the United States have enacted legislation to regulate the sale and use of medical cannabis without 
limits on tetrahydrocannabinol (“THC”), while other states have regulated the sale and use of medical cannabis with 
strict limits on the levels of THC. Notwithstanding the permissive regulatory environment of adult-use recreational 
and medical cannabis at the state level, cannabis continues to be categorized as a controlled substance under the 
Controlled Substances Act in the United States and as such, cannabis-related practices or activities, including without 
limitation, the manufacture, importation, possession, use or distribution of cannabis are illegal under United States 
federal law. 
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1. Nature of operations and going concern (continued) 
 
Strict compliance with state laws with respect to cannabis will neither absolve the Company of liability under United 
States federal law, nor provide a defense to any federal proceeding which may be brought against the Company. Any 
such proceedings brought against the Company may adversely affect the Company’s operations and financial 
performance. 
 
In March 2020, the World Health Organization declared coronavirus COVID-19 a global pandemic. This contagious 
disease outbreak, which has continued to spread, and any related adverse public health developments, has adversely 
affected workforces, economies, and financial markets globally, potentially leading to an economic downturn. It is not 
possible for the Company to predict the duration or magnitude of the adverse results of the outbreak and its effects 
on the Company’s business or results of operations at this time. These conditions indicate the existence of material 
uncertainty that may cast significant doubt about the Company's ability to continue as a going concern.  
 

2. Basis of preparation 

 
a) Statement of compliance 

These audited consolidated financial statements (“financial statements”) were approved by the Board of Directors 
and authorized for issue on May 28, 2021.  
 
These financial statements have been prepared in accordance with International Financial Reporting Standards and 
Interpretations (collectively, “IFRS”), as issued by the International Accounting Standards Board (“IASB”) and the 
International Financial Reporting Interpretations Committee (“IFRIC”).  
 
These financial statements have been prepared on an historical cost basis, except for financial instruments measured 
at fair value. In addition, these consolidated financial statements have been prepared using the accrual basis of 
accounting, except for cash flow information. The accounting policies set out below have been applied consistently 
by the Company. 
 
All amounts in these financial statements are presented in United States (“U.S.”) dollars. 
 

b) Basis of measurement 

These financial statements have been prepared in United States (“U.S.”) dollars on a historical cost basis except for 
cash measured at fair value. Historical cost is generally based upon the fair value of the consideration given in 
exchange for assets. 
 

c) Functional and presentation currency 

These financial statements are presented in U.S. dollars. The functional currency of the Company is the Canadian 
dollar. See “Basis of consolidation” for the functional currency of the Company’s subsidiaries. 
 

d) Basis of consolidation 

Subsidiaries are entities controlled by the Company and are included in these financial statements from the date that 
control commences until the date that control ceases. Control exists when the Company has the power, directly and 
indirectly, to govern the financial and operating policies of an entity and be exposed to the variable returns from its 
activities.   
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2. Basis of preparation (continued) 

 
All inter-company balances, transactions, revenues and expenses have been eliminated on consolidation. These 
financial statements incorporate the accounts of the Company and the following subsidiaries: 
 

Name of subsidiary Abbreviation 
Country of 

Incorporation 
Percentage 
Ownership 

Functional 
Currency Principal Activity 

Hollister Biosciences Inc Hollister Canada 100% CAD Holding company 
Hollister Holistics 1 HH1 USA 100% USD Operating company 
Hollister Holistics 2 HH2 USA 100% USD Operating company 
Venom Extracts * Venom Extracts USA 100% USD Operating company 
Rebel Hemp Company Rebel Hemp USA 100% USD Operating company 
AlphaMind Brands Inc. ** AlphaMind Canada 100% CAD Research company 

*On March 24, 2020, the Company acquired a 100% interest in Venom Extracts (Note 4(b)). 
**On April 30, 2020, the Company acquired a 100% interest in AlphaMind (Note 4(c)). 
 

e) Comparative figures 

Certain comparative figures have been reclassified to conform with current year presentation. 
 

3. Significant accounting policies 

 
a) Estimates and critical judgments by management 

 
The preparation of consolidated financial statements requires management to make judgments, estimates and 
assumptions that affect the application of accounting policies and the reported amounts of assets and liabilities, 
revenues and expenses. Management continually evaluates these judgments, estimates and assumptions based on 
experience and other factors, including expectations of future events that are believed to be reasonable under the 
circumstances.  Actual results may differ from these estimates and judgments which may cause a material adjustment 
to the carrying amounts of assets and liabilities.   

 
The areas which require management to make critical judgments include: 
 

• Impairment of property and equipment 
 

The impairment of property and equipment and intangible assets is influenced by judgment in defining a 
cash-generating unit and determining the indicators of impairment and estimates used to measure 
impairment losses. The Company is required to measure the recoverable amount of property and equipment 
and intangible assets when there are indicators that its carrying value may be impaired. The assessment of 
any impairment of property and equipment and intangible assets is dependent upon estimates of 
recoverable amounts that take into account factors such as economic and market conditions and useful 
lives of the assets. 
 

• Determination of functional currency 
 

The Company determines the functional currency through an analysis of several indicators such as 
expenses and cash flow, financing activities, retention of operating cash flows, and frequency of transactions 
within the reporting entity.  

• Assessment of the transactions as asset acquisitions or business combinations 
 

Management has had to apply judgment relating to the acquisition of Labtronix and the reverse takeover 
transaction between Weldon and the Company with respect to whether the acquisitions were a business 
combination or an asset acquisition. Management applied a three-element process to determine whether a 
business or an asset was purchased, considering inputs, processes and outputs of each acquisition in order 
to reach a conclusion.
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3. Significant accounting policies (continued) 

 
• Business combinations  

 
Judgement was used in determining whether the acquisition of Labtronix was a business combination or an 
asset acquisition. Estimates were made as to the fair value of assets and liabilities acquired. In certain 
circumstances, such as the valuation of equipment, intangible assets and goodwill acquired, the Company 
may rely on independent third-party valuators. The Company measured all the assets acquired and liabilities 
assumed at their acquisition-date fair values. The excess of the consideration paid over the acquisition-date 
fair values of the net assets acquired, was recognized as goodwill as of the acquisition date in business 
combination. 

 
The areas which require management to make significant estimates and assumptions include: 

• Inventory 

The Company reviews the net realizable value of, and demand for, its inventory regularly to provide 
assurance that recorded inventory is stated at the lower of cost or net realizable value. Factors that could 
impact estimated demand and selling prices include competitor actions, supplier prices and economic 
trends. 

• Useful lives and depreciation of property and equipment and intangible assets 

The depreciation methods and useful lives reflect the pattern in which management expects the assets’ 
future economic benefits to be consumed by the Company. Judgments are required in determining these 
expected useful lives.  
 

• Goodwill impairment 
 
Goodwill impairment testing requires management to make critical estimates within the impairment testing 
model. On an annual basis, the Company tests whether goodwill is impaired. 
 

• Valuation of receivables 
 
The Company recognizes an impairment loss allowance for expected credit losses on trade accounts 
receivable using a probability-weighted estimate of credit losses.  In its assessment, management estimates 
the expected credit losses based on actual credit loss experience and informed credit assessment, taking 
into consideration forward-looking information.  If actual credit losses differ from estimates, future earnings 
would be affected. 

 
• Valuation of share-based compensation 

The Company uses the Black-Scholes option pricing model for valuation of share-based compensation. 
Option pricing models require the input of subjective assumptions including expected price volatility, risk-
free interest rate, and forfeiture rate. Changes in the input assumptions can materially affect the fair value 
estimate and the Company’s earnings and equity reserves. 

 

• Income taxes 

In assessing the probability of realizing income tax assets, management makes estimates related to 
expectation of future taxable income, applicable tax opportunities, expected timing of reversals of existing 
temporary differences and the likelihood that tax positions taken will be sustained upon examination by 
applicable tax authorities. In making its assessments, management gives additional weight to positive and 
negative evidence that can be objectively verified. 
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3. Significant accounting policies (continued) 

 

• Valuation of right-of-use asset and lease liabilities 

The application of IFRS 16, Leases requires the Company to make judgments that affect the valuation of 
the right-of-use assets and the valuation of lease liabilities. These include determining agreements in scope 
of IFRS 16, determining the contract term and determining the interest rate used for discounting of future 
cash flows. 

The lease term determined by the Company is comprised of the non-cancellable period of lease 
agreements, periods covered by an option to extend the lease if the Company is reasonably certain to 
exercise that option and periods covered by an option to terminate the lease if the Company is reasonably 
certain not to exercise that option. The present value of the lease payment is determined using a discount 
rate representing the rate of a commercial mortgage rate, observed in the period when the lease agreement 
commences or is modified. 

 
b) Financial instruments  

 
All financial instruments are recognized initially at fair value on the date at which the Company becomes a party to 
the contractual provisions of the instrument.   
 
Classification and measurement of financial assets and liabilities  
 
A financial asset is classified as measured at: amortized cost, fair value through other comprehensive income 
(“FVOCI”) or fair value through profit or loss (“FVTPL”). The classification of financial assets is generally based on 
the business model in which a financial asset is managed and its contractual cash flow characteristics. Derivatives 
embedded in contracts where the host is a financial asset in the scope of the standard are never separated. Instead, 
the hybrid financial instrument as a whole is assessed for classification.  
 
The Company classifies its financial instruments in the following categories based on the purpose for which the asset 
was acquired: FVTPL, amortized cost and FVOCI. The Company’s financial assets and financial liabilities are 
classified and measured as follows: 
 

Asset/Liability Measurement Category Subsequent measurement 

Cash FVTPL FVTPL 
Receivables Amortized cost Amortized cost 
Sublease receivable Amortized cost Amortized cost 
Accounts payable and accrued liabilities Amortized cost Amortized cost 
Accounts payable to related parties Amortized cost Amortized cost 
Loans payable Amortized cost Amortized cost 
Long-term debt Amortized cost Amortized cost 
Lease liability Amortized cost Amortized cost 
Promissory notes payable Amortized cost Amortized cost 
Deferred compensation payable Amortized cost Amortized cost 

 
c) Impairment 

 
Financial assets 
 
An ‘expected credit loss’ (“ECL”) model applies to financial assets measured at amortized cost. The Company’s 
receivables and deposits are measured at amortized cost and are therefore subject to the ECL model.  
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3. Significant accounting policies (continued) 

 
Financial assets, other than those classified at FVTPL, are assessed for indicators of impairment at each reporting 
date. Financial assets are considered to be impaired when there is objective evidence that, as a result of one or more 
events that occurred after the initial recognition of the financial asset (a “loss event”), and that loss event has an 
impact on the estimated future cash flows of that asset.  Objective evidence may include significant financial difficulty 
of the debtor/obligor and/or delinquency in payment. When impairment has occurred, the cumulative loss is 
recognized in profit or loss.   
 
For financial assets carried at amortized cost, the amount of the impairment loss recognized is the difference between 
the asset’s carrying amount and the present value of estimated future cash flows, discounted at the financial asset’s 
original effective interest rate.  Impairment losses may be reversed in subsequent periods. 
 
Non-financial assets 
 
Non-financial assets comprise property, equipment, intangible assets, and goodwill are reviewed for impairment at 
each reporting date or whenever events or changes in circumstances indicate that the carrying amount of an asset 
exceeds its recoverable amount. For purposes of impairment testing, assets that cannot be tested individually are 
grouped together into the smallest group of assets that generates cash inflows from continuing use that are largely 
independent of the cash inflows of other assets or groups of assets (the cash-generating unit, or "CGU"). The 
recoverable amount of an asset or a CGU is the higher of its fair value less costs to sell and its value in use. Value 
in use is based on the estimated cash flows, discounted to their present value using a pre-tax discount rate that 
reflects current market assessments of the time value of money and the risks specific to the asset or CGU.  If the 
carrying amount of an asset exceeds its recoverable amount, an impairment loss is recognized immediately in profit 
or loss by the amount by which the carrying amount of the asset exceeds the recoverable amount. Where an 
impairment loss subsequently reverses, the carrying amount of the asset is increased to the lesser of the revised 
estimate of recoverable amount, and the carrying amount that would have been recorded had no impairment loss 
been recognized previously. 
 

d) Cash 
 
Cash is comprised of deposits in financial institutions, and cash on hand. 
 

e) Inventory 
 
Inventory includes raw materials, work in progress, finished goods, and packaging and supplies. Inventory is valued 
at the lower of cost and net realizable value. Cost of shatter and propane hash concentrates is determined using the 
average costing method. The cost of pre-rolls and tinctures is determined using the specific cost method. Net 
realizable value is determined as the estimated selling price in the ordinary course of business, less the estimated 
costs to sell. The Company reviews inventory for obsolete, redundant and slow-moving goods and any such inventory 
identified is written down to the net realizable value.  

 
f) Property and equipment 

 
Property and equipment is stated at cost less accumulated depreciation and accumulated impairment losses, if any.  
 
Subsequent costs are included in the asset’s carrying amount or recognized as a separate asset, as appropriate, 
only when it is probable that future economic benefits associated with the item will flow to the Company and the cost 
of the item can be measured reliably. The carrying amount of replaced parts are derecognized. All other repairs and 
maintenance are charged to profit or loss during the year in which they are incurred.  
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3. Significant accounting policies (continued) 

 
Depreciation is calculated on a straight-line basis over the estimated useful life of the asset, using the following terms 
and methods: 
 

• Furniture and fixtures   5 Years 

• Vehicles     6 Years 

• Manufacturing equipment   5 Years 

• Leasehold improvements   Term of lease 

• Manufacturing equipment under lease Term of lease 

 
The estimated useful lives, residual values and depreciation methods are reviewed at the end of each reporting 
period, with the effect of any changes in estimates accounted for on a prospective basis. The determination of 
appropriate useful lives and residual values are based on management’s judgement; therefore, the resulting 
depreciation is subject to estimation uncertainty.  

 
Items of property and equipment are derecognized upon disposal or when no future economic benefits are expected 
to arise from their continued use. Any gain or loss arising from disposal or retirement is determined as the difference 
between the consideration received and the carrying amount of the asset and is recognized in profit or loss. 

 
g) Revenue recognition 

 
Revenue is recognized when a customer obtains control of promised goods or services. The amount of revenue 
reflects the consideration to which the Company expects to be entitled to receive in exchange for these goods or 
services. The Company applies the following five-step analysis to determine whether, how much and when revenue 
is recognized: (1) Identify the contract with the customer; (2) Identify the performance obligation in the contract; (3) 
Determine the transaction price; (4) Allocate the transaction price to the performance obligation in the contract; and 
(5) Recognize revenue when or as the Company satisfies a performance obligation. 

 
Revenue from the sale of cannabis related products is recognized at a point in time when control over the goods has 
been transferred to the customer. Payment is receivable upon transfer of the goods and revenue is recognized upon 
the satisfaction of the performance obligation. The Company satisfies its performance obligation and transfers control 
upon delivery and acceptance by the customer. 
 
Service revenues, including manufacturing white labels products, are recognized over a period of time as 
performance obligations are completed.  Payment of the transaction price is typically due prior to the services being 
rendered and therefore, the transaction price is recognized as deferred revenue, when payment is received.  Deferred 
revenue is subsequently recognized into revenue as or when the Company fulfills its performance obligation.  
 
For the year ended December 31, 2020, there were $nil, (2019 - $5,400) allowances, $1,646,612 (2019 - $39,166) 
of discounts and rebates recorded against revenues. 

 
h) Intangible asset 

 
Intangible asset represents amounts paid for domain names/websites, product formulations, brand and intellectual 
property such as know-how acquired from a business acquisition. 
 
At the end of each reporting period, the Company reviews the carrying amounts of its intangible asset to determine 
whether there is any indication of impairment. Intangible assets with indefinite useful lives and intangible assets not 
yet available for use are tested for impairment at least annually, and whenever there is an indication that the asset 
may be impaired. Recoverable amount is the higher of fair value less costs of disposal 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 current market assessments of the time value of money and the risks specific to the asset for which the 
estimates of future cash flows have not been adjusted. If the recoverable amount is less than the carrying amount, 
the carrying amount of the asset is reduced to its recoverable amount and an impairment loss is recognized 
immediately in profit or loss.   
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3. Significant accounting policies (continued) 

 
When an impairment subsequently reverses, the carrying amount of the asset is increased to the revised estimate of 
its recoverable amount, but so that the increased carrying amount does not exceed the carrying amount that would 
have been determined had no impairment loss been previously recognized. A reversal of an impairment loss is 
recognized immediately in profit or loss. An intangible asset is derecognized on disposal, or when no future economic 
benefits are expected from use or disposal. Gains or losses arising from derecognition of an intangible asset are 
recognized in profit or loss when the asset is derecognized. 
 
Amortization is provided on a straight-line basis over their estimated useful lives:  
 

Brand   6 years  
Intellectual property 3 years 

 
i) Goodwill 

 
The Company allocates goodwill arising from business combinations to each cash generating unit (“CGU”) or group 
of CGUs that are expected to receive the benefits from the business combination. The carrying amount of the CGU 
or group of CGUs to which goodwill has been allocated is tested annually for impairment or when there is an indication 
that the goodwill may be impaired. Any impairment is recognized as an expense immediately. Should there be a 
recovery in the value of a CGU, any impairment of goodwill previously recorded is not subsequently reversed. 
 

j) Provisions 
 
Provisions are recognized when the Company has a present obligation (legal or constructive) that has arisen as a 
result of a past event and it is probable that a future outflow of resources will be required to settle the obligation, 
provided that a reliable estimate can be made of the amount of the obligation.  
 
Provisions are measured at the present value of the expenditures expected to be required to settle the obligation 
using a pre-tax rate that reflects current market assessments of the time value of money and the risk specific to the 
obligation. An amount equivalent to the discounted provision is capitalized within the non-financial assets and is 
depreciated over the useful lives of the related assets. The increase in the provision due to passage of time is 
recognized as interest expense. 

 
k) Share capital 

 
Common shares and special warrants are classified as equity. Transaction costs directly attributable to the issue of 
common shares, special warrants, and compensatory finder warrants are recognized as a deduction from equity as 
share issue costs, net of any tax effects. Common shares issued for consideration other than cash are valued based 
on their fair value at the date the shares are issued. Share issue costs and other legal fees related to and incurred 
in advance of share subscriptions are recorded as deferred financing costs. Share issue costs related to uncompleted 
share subscriptions are charged to profit or loss. 
 
The proceeds from the issue of units is allocated between common shares and common share purchase warrants 
on a prorated basis on relative fair values as follows: the fair value of common shares is based on the market close 
on the date the units are issued and the fair value of the common share purchase warrants is determined using the 
Black-Scholes pricing model. 

 
l) Share-based payments 

 
Certain employees and directors of the Company receive a portion of their remuneration in the form of share options. 
The fair value of the share options, determined at the date of the grant, is charged to the consolidated statement of 
loss and comprehensive loss, with an offsetting credit to reserves, over the vesting period. If and when the share 
options are exercised, the applicable original amounts of reserves are transferred to issued capital.  
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3. Significant accounting policies (continued) 

 
The fair value of a share-based payment is determined at the date of the grant. The estimated fair value of share 
options is measured using the Black-Scholes option pricing model. The Black-Scholes option pricing model requires 
the input of subjective assumptions, including the expected term of the option and share price volatility. The expected 
term of options granted is determined based on historical data on the average hold period before exercise, expiry or 
cancellation. Expected volatility is estimated with reference to the historical volatility of the share price of the 
Company.  
 
These estimates involve inherent uncertainties and the application of management’s judgement. The costs of share-
based payments are recognized over the vesting period of the option. The total amount recognized as an expense 
is adjusted to reflect the number of options expected to vest at each reporting date. At each reporting date prior to 
vesting, the cumulative compensation expense representing the extent to which the vesting period has passed and 
management’s best estimate of the share options that are ultimately expected to vest is computed. The movement 
in cumulative expense is recognized on the consolidated statement of loss and comprehensive loss with a 
corresponding entry to reserves.  
 
No expense is recognized for share options that do not ultimately vest. Charges for share options that are forfeited 
before vesting are reversed from reserves and credited to the consolidated statement of loss and comprehensive 
loss. For those share options that expire unexercised after vesting, the recorded value remains in reserves. 

 
m) Foreign currency translation 

 
The functional currency of the Company is the currency of the primary economic environment in which the entity 
operates. The functional currency of the Company and its non-Canadian subsidiaries is the Canadian dollar and US 
dollar, respectively. The functional currency determination was conducted through an analysis of the consideration 
factors identified in IAS 21, The Effects of Changes in Foreign Exchange Rates.  
 
Foreign currency transactions are translated into the relevant functional currency using the exchange rates prevailing 
on the dates of the transactions. At the end of each reporting period, the monetary assets and liabilities of the 
Company that are denominated in foreign amounts are translated at the period end rate of exchange. Foreign 
exchange gains and losses resulting from the settlement of such transactions and from the translation at period end 
exchange rates of monetary assets and liabilities denominated in foreign currencies are recognized in profit or loss. 
The Company’s presentation currency is the United States dollar. The financial position and results of operations of 
the Company is translated into the presentation currency as follows: 
 
Assets and liabilities are translated at the period end rates of exchange, the results of operations are translated at 
average rates of exchange for the period, and items of equity are translated at historical rates. The resulting changes 
are recognized in accumulated other comprehensive income (loss) in equity as a foreign currency translation 
adjustment. 
 

n) Leases 
 
Leases are recognized as a right-of-use asset and a corresponding liability at the date at which the leased asset is 
available for use by the Company. Assets and liabilities arising from a lease are initially measured on a present value 
basis.   Right-of-use assets are measured at cost comprising the following: 
 

• the amount of the initial measurement of lease liability: 
• any lease payments made at or before the commencement date less any lease incentives received; 
• any initial direct costs; and 
• restoration costs 
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3. Significant accounting policies (continued) 

 
The Company assesses whether a contract is or contains a lease, at inception of a contract. The Company recognizes 
a right-of-use asset and a corresponding lease liability with respect to all lease agreements in which it is the lessee. 
The lease liability is initially measured at the present value of the lease payments that are not paid at the 
commencement date, discounted by using the rate implicit in the lease. If this rate cannot be readily determined, the 
Company uses its incremental borrowing rate. 
  
The lease liability is subsequently measured by increasing its carrying amount to reflect interest on the lease liability 
(using the effective interest method) and by reducing the carrying amount to reflect lease payments made. The right-
of-use asset is depreciated over the shorter of the lease term and the useful life of the underlying asset. The Company 
applies IAS 36, Impairment of Assets, to determine whether the asset is impaired and account for any identified 
impairment loss. 
  
As a practical expedient, IFRS 16 permits a lease not to separate non-lease components, and instead account for 
any lease and associated non-lease components as a single arrangement. The Company has not used this practical 
expedient, and accordingly allocates the consideration in the contract to lease and non-lease components based on 
the stand-alone price of the lease component and aggregate stand-alone price of the non-lease components. 
 
Variable rents that do not depend on an index or rate are not included in the measurement of the lease liability and 
the right-of-use asset. The related payments are recognized as an expense in the period in which the event or 
condition that triggers those payments occurs and are presented as such in profit or loss. 
 
Recognition exemptions 
 
The Company has elected not to recognize the ROU asset and lease obligations for short-term leases that have a 
lease term of 12 months or less or for leases of low-value assets. Payments associated with these leases are 
recognized as general and administrative expense on a straight-line basis over the lease term on the consolidated 
statement of loss and comprehensive loss. 
 

o) Lease receivable 
 
At the commencement of a lease, the Company, if acting in capacity as a lessor, will classify the lease as finance 
lease and recognize a lease receivable at an amount equal to the net investment in the lease if it transfers 
substantially all the risks and rewards incidental to ownership of an underlying asset or if the lease is a sublease, by 
reference to the ROU asset arising from the original lease (the “head lease”). A lease is classified as an operating 
lease if it does not transfer substantially all the risks and rewards incidental to ownership of an underlying asset or 
the lease is a short-term lease. Cash received from an operating lease is included in other income in the Company’s 
consolidated statement of loss and comprehensive loss on a straight-line basis over the period the lease. 
 
The lease receivable is initially measured at the present value of the lease payments remaining at the lease 
commencement date, discounted at the interest rate implicit in the lease or the Company’s incremental borrowing 
rate if the sublease is a finance lease. The lease receivable is subsequently measured at amortized cost using the 
effective interest rate method, and reduced by the amount received and impairment losses, if any. 
 

p) Loss per share 
 
Basic loss per common share is calculated by dividing the loss attributed to shareholders for the period by the 
weighted average number of common shares outstanding in the period. Diluted loss per common share is calculated 
by adjusting the weighted average number of common shares outstanding to assume conversion of all dilutive 
potential common shares. Diluted loss per share is equal to basic loss per share for the periods presented as the 
effect would be anti-dilutive. 

  



Hollister Biosciences Inc. 

Notes to the Consolidated Financial Statements 

(Expressed in United States Dollars, except where noted)  

For the year ended December 31, 2020 

 

    
 

 

20 

3. Significant accounting policies (continued) 

 
q) Income taxes  

 
Income tax expense is recognized in profit or loss based on the expected tax payable on the taxable income for the 
year. 
 
Deferred tax assets and liabilities and the related deferred income tax expense or recovery, if any, are recognized 
for deferred tax consequences attributable to differences between the financial statement carrying amounts of existing 
assets and liabilities and their respective tax bases. Deferred tax assets and liabilities are measured using the enacted 
or substantively enacted tax rates expected to apply when the asset is realized, or the liability settled. The effect on 
deferred tax assets and liabilities of a change in tax rates is recognized in profit or loss in the year that substantive 
enactment occurs.  
 
As the Company operates in the cannabis industry, it is subject to the limits of US Internal Revenue Code (“IRC”) 
Section 280E under which the Company is only allowed to deduct expenses directly related to sales of product 
(inventory). This results in permanent differences between ordinary and necessary business expenses deemed non-
allowable under IRC Section 280E. 
 
The Company is subject to IRC Section 280E for federal income tax purposes. This section disallows deductions and 
credits attributable to a trade or business trafficking in controlled substances. Under US tax, cannabis is a Schedule 
I controlled substance. The Company has taken the position that any costs included in the cost of goods sold should 
be treated as amounts eligible for full absorption rules IRC Section 471. 

 
r) Standards issued but not yet effective   

 
Certain pronouncements have been issued by the IASB or IFRIC that are effective for accounting periods beginning 
on or after January 1, 2021.  These updates are not applicable or consequential to the Company and have been 
omitted from discussion herein. 

 
4. Transactions 

 
a) Reverse takeover 

Upon the closing of the Transaction on November 8, 2019 (Note 1), the following occurred: 
 

• The Company issued 34,280,000 common shares of the Company to the Weldon’s members. Of the required 
40,000,000 common shares (60,000,000 pre-consolidated common shares) to be issued to Weldon’s 
members pursuant to the SEA, 5,720,000 common shares relate to the Company’s membership interest in 
Weldon. 

 
• The Company issued 800,000 common shares as finder’s fees relating to the Transaction (“Finder’s Shares”). 

The Finder’s Shares were valued at $63,219, which were based on the most recent concurring financing (see 
below). 

 
• The Company completed a concurrent financing prior to the Transaction whereby the Company issued: 

 
o 250,000 Special Warrants for gross proceeds of $14,335; and 

 
o 41,047,373 Special Warrants for gross proceeds of $3,299,282 (collectively, the “Special 

Warrants”). 
 
Pursuant to the SEA, each Special Warrant entitled the holders to acquire one common share of the Company without 
payment for any additional consideration. All Special Warrants were exercised upon closing of the Transaction. The 
proceeds of the concurring financing were included in the cash assumed on the Transaction. 
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4. Transactions (continued) 

 
The Transaction resulted in Weldon’s members obtaining control of the combined entities by obtaining control of 
governance, and management decision making processes, and the resulting power to govern the financial and 
operating polices of the combined entities. 
 
As a result of the Transaction, Weldon obtained control of the Company and is considered to have acquired the 
Company. The Transaction constituted a reverse takeover acquisition (“RTO”) of the Company by Weldon and has 
been accounted for as a reverse acquisition transaction in accordance with the guidance provided in IFRS 2, Share-
based Payments and IFRS 3, Business Combinations.  

 
As the Company did not qualify as a business in accordance with the definition of IFRS 3, the RTO does not constitute 
a business combination. Rather, it is treated as an issuance of common shares by Weldon for the net assets of the 
Company and its public listing, with Weldon as the continuing entity. Accordingly, no goodwill or intangible assets 
were recorded with respect to the Transaction. 

 
For accounting purposes, Weldon is treated as the accounting parent (legal subsidiary) and the Company as the 
accounting subsidiary (legal parent). The fair value of consideration paid by Weldon, net of transaction costs, less 
the fair value of net assets of the Company acquired by Weldon constitutes the listing expense and has been recorded 
in the statement of loss and comprehensive loss. These consolidated financial statements reflect the assets, liabilities 
and operations of Weldon since its incorporation and the Company from November 8, 2019 
 

 November 8, 2019 

 $ 

Consideration paid on RTO  
Fair value of common shares outstanding of the Company prior to Transaction (32,400,000 
common shares) 2,560,345 

  

Fair value of net assets acquired  

Cash 1,777,990 

Receivables 508 

Loan receivable from Weldon 705,000 

Accounts payable and accrued liabilities (15,805) 

 2,467,693 
  

Transaction costs  

Finder's Shares (800,000 common shares) 63,219 

Other 99,370 

 162,589 
  

Listing expense 255,241 
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4. Transactions (continued) 

 
b) Acquisition of Venom Extracts 

On March 24, 2020, the Company closed its acquisition of Labtronix doing business as Venom Extracts (“Venom 
Extracts”) that owns Venom Extracts, an Arizona cannabis extract brand (the “Acquisition”). 
 
Pursuant to the terms of the Acquisition, the Company acquired Venom Extracts for consideration of $6,328,262 
which was satisfied by the issuance of 70,390,672 Hollister common shares (the “Venom Payment Shares”) at a fair 
value of $0.063 (C$0.092) per share (one month volume-weighted average share price on closing date) pro rata to 
the shareholders of Venom Extracts and a commitment to issue an additional 29,610,054 common shares (the 
“Venom Earn-Out Shares”) at a fair value of $0.063 (C$0.092) per share to former shareholders of Venom Extracts 
on the earlier of (i) Venom Extracts reaching certain revenue milestones (detailed below), or (ii) December 31, 2021. 
The Earn-Out Shares were valued at $1,873,788 using the one-month volume weighted average share price on 
closing date and are recorded as the Company’s commitment to issue shares (Notes 14(g) and 21).  Pursuant to the 
terms of the acquisition agreement, there are certain restrictions on the sale of the Venom Payment Shares.  
Accordingly, the fair value of the Venom Payment Shares are adjusted for a discount for lack of marketability 
(“DOLM”).  The DOLM was based on a Black-Scholes model using both internal and external data, including 
estimated volatility. 
 

• The Venom Earn-Out Shares will be issued on the earlier of (i) December 31, 2021, or (ii) when and if the 
following milestones have been met: 
- 19,740,036 Venom Earn-Out Shares will be issued when revenue of Venom Extracts exceeds 

C$30,000,000 (calculated in accordance with IFRS from January 1, 2020); and 
- An additional 9,870,018 Venom Earn-Out Shares will be issued when revenue of Venom Extracts 

exceeds C$40,000,000 (calculated in accordance with IFRS from January 1, 2020). 
 

In connection with the Acquisition, the Company issued 6,000,000 common shares (the “Finder Shares”) to an arm’s 
length third party finder with a fair value of $379,683. 
 
The transaction has been accounted for by the Company as a business combination under IFRS 3, Business 
Combinations, with the assets and liabilities acquired recorded at their fair values at the acquisition date 
 
The Company has determined Venom Extracts is a business by assessing that the following exist: Inputs – tangible 
and intangible assets, Processes – business operations, management and staff, Outputs – revenue generating from 
operations. The Company is required to allocate the purchase price to tangible and identifiable intangible assets 
acquired and liabilities assumed based on their fair values. The excess of the purchase price over those fair values 
of the net assets acquired is recorded as goodwill.  
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4. Transactions (continued) 

 
The following table summarizes the purchase price allocation for Venom Extracts: 
 

 

  March 24, 2020 

  $ 

Cash and cash equivalents  1,943,135 

Receivables  1,112,345 

Prepaid expenses  31,013 

Inventory  1,390,274 

Property and Equipment  471,397 

Right-of-use assets  113,133 

Brand  1,350,000 

Intellectual property  1,275,000 

Goodwill  2,220,628 

Total assets acquired  9,906,925 
   

Accounts payable and accrued liabilities  (1,135,848) 

Deferred compensation payable  (2,250,000) 

Loans payable  (216,216) 

Promissory note  (430,550) 

Lease liability  (129,672) 

Deferred income tax liability  (767,000) 

Total liabilities assumed  (4,929,286) 
   

Net assets acquired  4,977,639 
   

Consideration   

Fair value of 70,390,672 common shares issued – Venom Payment Shares  4,454,474 

Fair value of 29,610,540 common shares issued – Venom Earn-Out Shares (Note 14(g))  1,873,788 

Discount on valuation of Payment Shares  (1,350,623) 

Total consideration  4,977,639 

 
The results of operations are included in the Company’s consolidated loss and comprehensive loss for the period 
since the acquisition date. From the closing date of the acquisition on March 24, 2020 to December 31, 2020, Venom 
Extracts contributed revenues of $29,044,000 and net income of $86,535 to the Company’s results. If the acquisition 
occurred on January 1, 2020, management estimates that revenue would have increased by $6,094,208 and net loss 
would have been decreased by approximately $2,380,919, respectively. The goodwill generated as a result of this 
acquisition relates to expected synergies from combining operations of the Company and Venom Extracts and other 
intangible assets that do not qualify for separate recognition. 
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4. Transactions (continued) 

 
A total of 90% of the Venom Payment shares issued pursuant to the acquisition of Venom Extracts are subject to an 
escrow condition as follows: 
 

• 10,558,601 to be released on May 25, 2020; 
• 10,558,601 to be released on November 25, 2020; 
• 10,558,601 to be released on May 25, 2021; 
• 10,558,601 to be released on November 25, 2021; 
• 10,558,601 to be released on May 25, 2022; 
• 10,558,601 to be released on November 25, 2022 

 
As part of the Venom Extracts acquisition, the Company acquired loans payable for $216,216, which the Company 
repaid $209,955 during the year ended December 31, 2020. At December 31, 2020, the remaining balance was 
$6,261. 

 
c) Acquisition of AlphaMind Brands Inc. 

On April 30, 2020, the Company closed its acquisition of AlphaMind Brands Inc (“AlphaMind”), a growth stage 
company, which is engaged in the development of certified legal mushroom based natural health products (the 
“AlphaMind Acquisition”).  
 
Pursuant to the terms of the AlphaMind Acquisition, the Company acquired AlphaMind for consideration of $517,613 
which was satisfied by the issuance of 4,200,000 Hollister common shares (the “AlphaMind Payment Shares”) at a 
fair value of $0.09 (C$0.12) per share (the Company’s share price on April 30, 2020) pro rata to the shareholders of 
AlphaMind and a commitment to issue an additional 1,800,000 common shares (the “AlphaMind Earn-Out Shares”) 
at a fair value of $0.09 (C$0.12) per share to former shareholders of AlphaMind on the earlier of (i) AlphaMind’s first 
production run or its first sales of product, or (ii) December 31, 2021. Note that these shares are recorded as the 
Company’s commitment to issue shares (Note 14(g)). 
 
The acquisition has been accounted for by the Company as an acquisition expense as AlphaMind did not qualify as 
a business combination under IFRS 3, Business Combinations, as the significant inputs, processes and outputs, that 
together constitute a business, did not exist in AlphaMind at the time of acquisition, nor did AlphaMind constitute an 
asset acquisition under IAS 38, Intangible Assets, as it did not have rights to intellectual property or contracts material 
to the business and operations.  
 

The following table summarizes the preliminary purchase price allocation for AlphaMind: 
 

  April 30, 2020 

  $ 

Accounts payable and accrued liabilities   (17,865) 

Net liabilities acquired   (17,865) 

   

Consideration   

Fair value of 4,200,000 common shares issued – AlphaMind Payment Shares  362,329  

Fair value of 1,800,000 common shares issued – AlphaMind Earn-Out Shares (Note 14(g))  155,284  

Total consideration  517,613 

    
Excess of purchase price over net liabilities acquired recorded as acquisition 

expense  535,478 
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5. Mighty Meds inventory  

 
On December 7, 2017, the Company completed an Asset Purchase Agreement (the “Agreement”) with certain sellers 
(the “Sellers”), to acquire specified assets from the Sellers, including but not limited to Mighty Meds branded inventory, 
marketing materials, domain names/websites, and product formulations.  
 
In accordance with the Agreement, and prior to the amendment discussed below, the Company was required to make 
cash payments totalling $550,000 (amended to $200,000) as follows: 
 

• $30,000 from January 2018 to June 2018 (a minimum of $5,000 per month); and 
• $520,000 from July 2018 to October 2022 (a minimum of $10,000 per month) ($20,000 completed prior to 

the amendment on April 25, 2019 below). 
 

On April 25, 2019, the Company and the Sellers amended the Agreement to reduce the purchase price payable to 
$200,000, of which $50,000 was paid during the year ended December 31, 2018. In accordance with the amendment, 
the Company is required to make payments as follows: 
 

• $3,000 from May 2019 to July 2019 ($1,000 per month) (completed); 
• $20,000 from August 2019 to October 2019 ($5,000 per month) (completed); 
• $132,000 from November 2019 to December 2020 ($10,000 per month until the balance is paid in full – 

$52,000 completed as at December 31, 2020). 
 
As a result of the amendment, the Company recognized a gain on modification of long-term debt during the year 
ended December 31, 2019, in the amount of $256,076 (Note 12). 
  
During the year ended December 31, 2020, the Company made cash payments of $42,000 (2019 - $33,000) towards 
the purchase price consideration payable which was applied against long-term debt. 
 
As at December 31, 2020, the undiscounted amount of the balance payable to the Sellers was $75,000 (December 
31, 2019 - $117,000). The balance payable by the Company is personally guaranteed by the Company’s CEO.  
 

6. Receivables  

 

 
December 31,  

2020 
December 31, 

2019 

 $ $ 

Trade receivables 2,805,645 238,504 

Other receivables 44,130 12,647 

Allowance for doubtful accounts - (7,751) 

 2,849,775 243,400 

 
The aging analysis of accounts receivable as at December 31, 2020 and 2019 is as follows: 

 
   Past due but not impaired 

 Total 
Neither past due 

nor impaired 31-60 days 61-90 days 90+ days  
 $ $ $ $ $ 

December 31, 2020 2,805,645 2,574,629 181,863 47,518 1,635 

December 31, 2019 238,504 180,723 1,866 34,371 
 

21,544 

 
During the year ended December 31, 2020, the Company recorded a loss provision against receivables for estimated 
bad debt expense in the amount of $nil (2019 - $5,400), from allowance for doubtful accounts to trade receivables as 
it was determined that there is no reasonable expectation to collect the balance due from the customer.  
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7. Inventory 

 
The Company maintains three classes of inventory: raw materials, work in process (“WIP”) and finished goods. Raw 
materials consist of cannabis “trim” and various packaging and incidental items. WIP consists primarily of inventory in 
the process of being converted from trim to oil. Finished goods inventory includes pre-rolls, concentrates, cannabis 
oil, packages of concentrate, cannabis oil in cartridges and batteries for vaporizer pen cartridges. 
 
Inventory consists of the following: 
 

 
 December 31, 

2020 
December 31, 

2019 

 $ $ 

Raw materials 771,784 66,732 

Work in progress 240,664 34,653 

Finished goods 1,136,745 293,739 

Packaging and supplies 53,940 10,346 

 2,203,133 405,470 

 
The Company allocates various production and overhead costs and expenses to inventory items. As such, the cost of 
inventory is recognized as an expense, and included in cost of goods sold for the year ended December 31, 2020, in 
the amount of $26,512,222 (2019 - $941,425) and valued at cost. Direct product costs and major production costs 
such as labor and testing are allocated to inventory. 
 
During the year ended December 31, 2020, the Company wrote-down inventory in the amount of $nil (2019 - $41,123) 
included within cost of sales. 
 

8. Property and equipment 
 

  

Furniture 
and 

fixtures Vehicle 
Manufacturing 

equipment 
Leasehold 

improvements 
ROU 

assets Total 

  $ $ $ $ $  $ 

 Cost          

 December 31, 2018  4,796 21,600 155,937 - - 182,333 

Additions 8,407 - 21,584 26,469 - 56,460 

Adoption of IFRS 16 - - - - 3,987,857 3,987,857 

 December 31, 2019 13,203 21,600 177,521 26,469 3,987,857 4,226,650 
Additions from 

acquisition 18,604 - 300,568 152,225 113,133 584,530 

Additions 21,099 80,088 117,944 223,609 - 442,740 

Sublease deduction - - - - (1,092,581) (1,092,581) 

 December 31, 2020 52,906 101,688 596,033 402,303 3,008,409 4,161,339 

       

Accumulated depreciation       
December 31, 2018  1,724 4,320 43,790 - - 49,834 

Depreciation 3,069 3,600 44,009 4,560 460,137 515,375 

December 31, 2019 4,793 7,920 87,799 4,560 460,137 565,209 

Depreciation 15,219 14,755 185,438 102,810 480,360 798,582 

Disposal - - - - (355,090) (355,090) 

December 31, 2020 20,012 22,675 273,237 107,370 585,407 1,008,701 

       

Carrying amount        

December 31, 2019 8,410 13,680 89,722 21,909 3,527,720 3,661,441 

December 31, 2020 32,894 79,013 322,796 294,933 2,423,002 3,152,638 
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8. Property and equipment (continued) 

 
Depreciation: 
 
During the year ended December 31, 2020, depreciation was allocated to cost of sales, operating expenses and 
inventory as the Company’s property and equipment substantially relates to, and is used in, manufacturing activity to 
generate revenue, as follows: 
 

• $78,303 (2019 - $438,365) within cost of sales;  
• $1,207,779 (2019 - $23,007) within operating expenses; and 
• $70,365 (2019 - $54,003) within inventory as part of finished goods. 

 
Right-of-use (“ROU”) assets: 
 
The Company’s ROU assets include the following leases: 
 

• Indoor cannabis manufacturing facility in Hollister, California. 
• Office in Phoenix, Arizona 

 
9. Goodwill and Intangible assets 

 
A continuity of the Company’s intangible assets is as follows: 
 

 Brand 
Intellectual 

property Total 

Cost $ $ $ 

December 31, 2018 and 2019 -  -   -  

Additions – Venom Extracts acquisition (Note 4(b)) 1,350,000 1,275,000 2,625,000 

December 31, 2020 1,350,000 1,275,000 2,625,000 

    
Accumulated depreciation        

December 31, 2018 and 2019  -   -  -  

Amortization (168,750) (318,750) (487,500) 

December 31, 2020 (168,750) (318,750) (487,500) 
    

Carrying amount     

December 31, 2019  -   -  -  

December 31, 2020 1,181,250 956,250 2,137,500 

 
A continuity of the Company’s goodwill is as follows: 
 

 
December 31, 

2020 
December 31, 

2019 

 $ $ 

Opening balance -   -  

Additions – Venom Extracts acquisition (Note 4(b)) 2,220,628  -  

Ending balance 2,220,628  -  

 
During the three months ended December 31, 2020, the Company performed its annual impairment test on goodwill 
and concluded that the recoverable amount of the CGU exceeds the carrying value of the Venom Extract CGU. 
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10. Accounts payable and accrued liabilities 

 

 
December 31, 

2020 
December 31, 

2019 

 $ $ 

Trade payables 2,613,284 274,124 

Accrued liabilities 529,498 56,250 

 3,142,782 330,374 
 
11. Promissory notes payable 

 

 
December 31, 

2020 
December 31, 

2019 

 $ $ 

Opening balance - - 

Additions – Venom Extracts acquisition (Note 4(b)) 430,550 - 

Interest expense 106,250 - 

Repayments (301,250) - 

Ending balance 235,550 - 

 
12. Long-term debt 

 

 
December 31, 

 2020 
December 31, 

2019 

 $ $ 

Vehicle loans:   

Opening balance 13,614 18,738  

Additions 44,351  -  

Repayments (11,457) (5,124) 

 46,508 13,614  

Mighty Meds consideration payable (Note 5):   

Opening balance 104,014  373,426  

Repayments (42,000) (33,000) 

Gain on modification of long-term debt - (256,076) 

Accretion expense 12,602 19,664  

 74,616  104,014  
   

Total long-term debt 121,124  117,628  

   

Less: current portion 89,754  109,138  

Long-term debt 31,370 8,490  

 
a) Vehicle loans: 

 
During the year ended December 31, 2018, the Company financed the purchase of a vehicle used within the 
Company’s procurement and sales activities. The vehicle cost $21,600 including applicable sales taxes and fees 
and was financed entirely by the seller (the “1st Vehicle Loan”). The 1st Vehicle Loan is repayable in monthly 
installments, financed at an interest percentage rate of 12.39%, and maturing on May 23, 2024. 



Hollister Biosciences Inc. 

Notes to the Consolidated Financial Statements 

(Expressed in United States Dollars, except where noted)  

For the year ended December 31, 2020 

 

    
 

 

29 

12. Long-term debt (continued) 

 
The Company is in compliance with the scheduled payments. The 1st Vehicle Loan is personally guaranteed by 
the Company’s CEO. 

 
During the year ended December 31, 2020, the Company financed the purchase of vehicles used within the 
Company’s procurement and sales activities. The vehicle loans are repayable in monthly installments, financed 
at an annual interest rate of 5.89%, and will mature though to June 2024. 
 
The Company is in compliance with the scheduled payments.  

 
b) Might Meds consideration payable (Note 5) 

 
Pursuant to the Agreement, during the year ended December 31, 2020, the Company made cash payments of 
$42,000 towards the purchase price consideration payable (Note 5). 

 
13. Lease liabilities and receivables 

 
a) Lease liabilities 
 

 
December 31, 

2020 
December 31, 

2019 

 $ $ 

Opening balance 4,273,924 64,184  

IFRS 16 transition - 4,563,095  

Additions - Venom Extracts acquisition (Note 4(b)) 129,672 - 

Repayments (856,364) (810,568) 

Finance costs 431,411  457,213  

 3,978,643 4,273,924  

Less: current portion 847,688  810,721  

Long-term portion 3,130,955 3,463,203  

 
The Company has a one-year lease for the laboratory facility in Arizona, which the Company elected the short-term 
lease measurement and recognition exemption. During the year ended December 31, 2020, the Company recognized 
operating lease expense of $167,020 which is included in cost of sales. 

 
b) Lease receivables 
 

 
December 31, 

2020 
December 31, 

2019 

 $ $ 

Opening balance - -  

Additions 1,049,299 -  

Lease payments received by the Company (21,120) - 

Interest income 8,744 - 

 1,036,923 - 

Less: current portion 157,439  -  

Long-term portion 879,484 -  
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13. Lease liabilities and receivables (continued) 

 
During the year ended December 31, 2020, the Company entered into a sublease agreement with a third party with 
respect to its facility in California.  The lease commenced on December 1, 2020, with monthly lease payments starting 
at $21,120 and increasing by 3% per year until December 1, 2025.  The Company recognized a gain totalling $311,808 
which represents the difference between the portion of ROU asset derecognized and the net investment in lease 
receivable.   
 
The Company used a 0.83% per month interest rate, its incremental borrowing rate to calculate the present value of 
the lease payments as well as to calculate the monthly accretion expense. 
 
Future minimum payments per the lease receivable are as follows: 
 

  Future payments 

  $ 

2021  254,073 

2022  261,696 

2023  269,547 

2024  277,633 

2025  261,478 

Total future minimum lease payments  1,324,427 

Effects of discounting  (287,504) 

Total lease receivable  1,036,923 

Less: current portion  157,439 

Long-term portion  879,484 

 
c) Obligation under finance lease 
 
In addition to the facility lease, the Company’s obligation under finance lease arises from the lease of various 
manufacturing equipment and is payable to a single commercial lessor for the lease of various manufacturing 
equipment under a single lease agreement with interest of approximately 2.3%, and a term of 37 months maturing in 
December 2021. On maturity of the finance lease, the Company has a purchase option to buy the equipment at fair 
market value. The finance lease is personally guaranteed by the Company’s CEO. 
 
As at December 31, 2020, the total undiscounted amount of the estimated future cash flows to settle the Company’s 
obligation under finance lease over the remaining lease term is $37,488 (December 31, 2019 - $62,357). 
 
During the year ended December 31, 2020, the Company incurred finance costs of $10,475 (2019 - $16,078) which 
represented interest expense implicit in the manufacturing equipment lease. 
 

14. Shareholders’ equity 

 
a) Authorized share capital 

 
The authorized share capital of the Company consists of unlimited common shares without par value.   
 
As at December 31, 2020, in addition to the common shares of the Company held in escrow pursuant to the Labtronix 
acquisition (Note 4(b)), 17,688,720 common shares were held in escrow (December 31, 2019 - 26,533,080). 
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14. Shareholders’ equity (continued) 

 
b) Share capital transactions 

 
During the year ended December 31, 2020, the Company completed the following transactions: 

 
• On August 10, 2020, pursuant to a private placement financing, the Company issued 17,646,889 units for 

$0.07 (C$0.085) per unit for gross proceeds of $1,115,624 (C$1,499,986). Each unit is comprised of one 
common share and one common share purchase warrant. Each warrant entitles the holder to acquire one 
common share at a price of $0.07 (C$0.10) per share for a period of twenty-four months following the closing 
date of the financing. Share issue costs included cash payments of $83,420 and the issuance of 1,272,959 
Finders’ Options valued at $88,117 (C$117,377) using the Black-Scholes option pricing model with the 
following assumptions: a two-year expected average life, share price of $0.06 (C$0.085); 117% volatility, 
risk-free interest rate of 0.23%, and an expected dividend yield of 0%. The units were valued using the relative 
fair value method: fair value of $444,646 (C$592,296) attributed to warrants was recorded to warrant reserve 
and fair value of $670,978 (C$907,691) attributed to shares was recorded to issued capital.  

 
• As part of the Venom Extracts Acquisition (Note 4(b)), the Company issued 70,390,672 common shares of 

the Company with a fair value of $4,454,474 (C$6,454,825) or $0.063 (C$0.092) per common share. In 
addition, the Company issued 6,000,000 Finder Shares with a fair value of $379,683 (C$550,200) or $0.063 
(C$0.092) per common share.  

• Pursuant to the terms of the Venom Extracts acquisition, the release conditions related to the Venom Earn-
Out shares were met, and as a result all 29,610,054 of the Venom Earn-Out Shares were issued by the 
Company to the applicable former shareholders of Venom Extracts. 

• As part of the AlphaMind Acquisition (Note 4(c)), the Company issued 4,200,000 common shares of the 
Company with a fair value of $362,329 (C$504,000) or $0.09 (C$0.12) per common share.  

• The Company issued 1,000,000 common shares for proceeds of $78,530 (C$107,000) for stock options 
exercised. 

• The Company issued 982,842 common shares for proceeds of $75,272 (C$99,118) for warrants exercised. 
• The Company issued 100,000 common shares for proceeds of $6,524 (C$8,500) for Finders Units exercised. 
• The Company issued 703,400 common shares for consulting and marketing agreements with a fair value of 

$62,075 (C$85,990). 
• The Company issued 566,883 common shares for the repayment of $45,015 (C$62,357) debt. 

 
During the year ended December 31, 2019, the Company completed the following transactions: 
 

• During the period from January 1, 2019 to the completion of the Transaction (Note 1), Weldon issued 810,000 
membership units at $0.185 per Unit for proceeds of $150,000. 

• The Company issued one common share on incorporation of the Company on April 17, 2019 for nominal 
proceeds, which was cancelled on August 28, 2019. 

• The Company issued 32,400,000 common shares (“Seed Shares”) for total proceeds of $271,197 
(C$363,000). 

 
c) Special warrant financing  

 
During the year ended December 31, 2019, the Company completed the following transactions (there were no special 
warrant transactions during the year ended December 31, 2020). 
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14. Shareholders’ equity (continued) 

 
During July 2019, the Company completed a special warrant financing (the “Special Warrant Financing”) comprising 
an aggregate of 41,297,373 Special Warrants (see Note 4) for aggregate gross proceeds of $3,313,616 (C$4,328,720) 
as follows:  
 

i. On July 8, 2019, the Company completed an offering of 250,000 Special Warrants at a price of $0.057 
(C$0.075) each for gross proceeds of $14,334 (C$18,750). These Special Warrants were deemed exercised 
into 250,000 common shares of the Company on November 9, 2019 in connection with closing of the 
Transaction which occurred on November 8, 2019 (Note 1). 

 
ii. On July 11, 2019, the Company completed an offering of 41,047,373 Special Warrants at a price of $0.081 

(C$0.105) each for gross proceeds of $3,299,282 (C$4,309,970). These Special Warrants were deemed 
exercised into 41,047,373 common shares of the Company on November 12, 2019 in connection with closing 
of the Transaction (Note 1). 

 
In connection with the Special Warrant Financing, the Company paid or accrued $264,492 (C$350,698) in cash share 
issue costs including finder’s fees, filing fees, administrative and other expenses, and legal fees. Additionally, the 
Company issued 2,873,313 finder’s warrants with an aggregate fair value of $113,700. Each finder’s warrant entitles 
the holder to acquire one common share of the Company at a price of C$0.105 per share until July 11, 2021. 
 

d) Warrants 
 
The following is a continuity of the Company’s warrants transactions, noting that Weldon did not issue any warrants 
prior to the Transaction (Note 1): 
 

  
Number of 

warrants 

Weighted 
average 

exercise price 

  # C$ 
Balance, December 31, 2018  - - 

Issued  2,873,313 0.105 
Balance, December 31, 2019   2,873,313 0.105 

Exercised  (982,842) 0.101  
Issued  17,646,889 0.100  

Balance, December 31, 2020  19,537,360  0.101  

 
As at December 31, 2020, the Company had the following warrants outstanding: 
 

Date of expiry 
Exercise 

price 
Number of 

warrants 
Weighted 

average life  

 C$ # (years) 
July 11, 2021 0.105 2,706,647  0.53  
August 10, 2022 0.100 16,830,713   1.61  
  19,537,360 1.46  

 
The assessed relative fair value at issuance date of warrants during the year ended December 31, 2020 was $444,646 
(December 31, 2019 - $nil). The fair value at issuance date is determined using the Black Scholes model. Weighted-
average assumptions used in the option-pricing model are as follows: 

 
 2020 2019 
Risk-free interest rate 0.23% - 
Expected life 2 years - 
Expected volatility 117% - 
Forfeiture rate 0.0% - 
Dividend rate 0.0% - 
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14. Shareholders’ equity (continued) 

 
e) Stock options 

 
The Company has a stock option plan for directors, employees, and consultants. The aggregate number of common 
shares issuable pursuant to stock options granted under the plan is 10% of the issued and outstanding common 
shares. The board of directors has the exclusive power over the granting of stock options, the exercise price, the term, 
and their vesting and cancellation provisions. 

 
The following is a continuity of the Company’s stock option transactions, noting that Weldon did not grant any stock 
options prior to the Transaction (Note 1): 
 

   
Number of 

stock options 

Weighted 
average 

exercise price 

  # C$ 
Balance, December 31, 2018  - - 

Granted  8,266,666 0.110 
Balance, December 31, 2019  8,266,666 0.110 

Exercised  (1,000,000) 0.107  
Granted  6,500,000  0.125  

Balance, December 31, 2020  13,766,666  0.115  

 
As at December 31, 2020, the Company had the following stock options outstanding: 
 

Date of expiry 
Exercise 

price 

Number of 
outstanding 

and 
exercisable 

stock options 
Weighted 

average life  
 C$ # (years) 
November 25, 2024 0.105 7,033,333  3.90  
December 2, 2024 0.135 333,333   3.92  
August 25, 2025 0.125  6,400,000  4.65  
  13,766,666 4.25 

 
The assessed fair value at grant date of options vested during the year ended December 31, 2020 was $561,247 
(C$747,615) (December 31, 2019 - $631,431). The Company recorded $561,247 (2019 - $631,431) as share-based 
compensation expense for stock options vested during the year ended December 31, 2020. The fair value at grant 
date is determined using the Black Scholes model. Weighted-average assumptions used in the option-pricing model 
are as follows: 

 
 2020 2019 
Risk-free interest rate 0.33% 1.50% 
Expected life 5 years 5 years 
Expected volatility 156% 151% 
Forfeiture rate 0.0% 0.0% 
Dividend rate 0.0% 0.0% 
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14. Shareholders’ equity (continued) 

 
f) Finders’ options 

 
The following is a continuity of the Company’s Finders’ option transactions, issued and outstanding as part of the 
August 10, 2020 private placement: 
 
   

Number of 
stock options 

Weighted 
average 

exercise price 

  # $C 
Balance, December 31, 2018 and 2019  - - 

Granted  1,272,959 0.085 
Exercised  (100,000) 0.085 

Balance, December 31, 2020  1,172,959 0.085 

 
On August 10, 2020, as part of private placement, the Company issued non-transferable compensation options 
("Finder's Options") to finders to acquire up to a total of 1,272,959 units ("Finder's Units"), at a price of $0.06 (C$0.085) 
per Finder's Option on or before August 10, 2022. Each Finder's Unit will consist of one share and one non-transferable 
share purchase warrant (the "Finder's Warrant").  
 
Each Finder's Warrant will entitle the holder to purchase one share of the Company at a price of $0.10 per share on 
or before August 10, 2022. At December 31, 2020, the weighted average exercise life remaining of each Finder’s 
Option is 1.61 years. The assessed fair value at grant date of Finder’s Options during the year ended December 31, 
2020 was $88,117 (C$117,377) (December 31, 2019 - $nil). The fair value at grant date is determined using the Black 
Scholes model. Weighted-average assumptions used in the option-pricing model are as follows: 

 
 2020 2019 
Risk-free interest rate 0.23% 1.50% 
Expected life 2 years 2 
Expected volatility 117% 151% 
Forfeiture rate 0.0% 0% 
Dividend rate 0.0% 0% 

 
g) Commitment to issue shares 

 
The following is a continuity of the Company’s commitment to issuing earn out shares as part of its acquisitions: 
 

 
December 31, 

2020 
December 31, 

2019 

 $ $ 

Opening balance -   -  

Additions – AlphaMind acquisition (Note 4(c)) 155,284  - 

 155,284  -  

 
15. Capital management 

 
The Company manages its capital structure and makes adjustments to it, based on the funds available to the 
Company, in order to maintain operations. The Board of Directors which comprises members of management, does 
not establish quantitative return on capital criteria, but rather relies on their expertise to sustain future development of 
the business. The Company defines capital that it manages as shareholders’ equity.  
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15. Capital management (continued) 

 
The Company has historically relied on financing from the issuance of common shares, other arm’s length financing 
arrangements, and the contributions of its officers to fund its activities. Management reviews its capital management 
approach on an on-going basis and believes that this approach, given the relative size of the Company, is reasonable.  
The Company currently is not subject to externally imposed capital requirements. There were no changes in the 
Company’s approach to capital management during the year ended December 31, 2020. 
 

16. Financial risk management and financial instruments 

 
Fair value of financial instruments 
 
IFRS 13 establishes a fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value. 
The hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical assets or liabilities 
and the lowest priority to unobservable inputs. The three 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 or 

indirectly; and  
• Level 3 – Inputs that are not based on observable market data. 

 
The carrying values of cash, receivables, accounts payable and accrued liabilities, deferred compensation payable, 
promissory note and accounts payable to related parties approximate their respective fair values due to the short-term 
nature of these instruments. Long-term debt and lease obligations also approximate their respective fair values as 
these instruments are either discounted using market rates of interest or bear a market rate of interest. 

 
Economic dependence 
 

During the year ended December 31, 2020 and 2019, sales to four customers made up 10.0% (2019 – two customers 
made up 64%) of revenues from customers: 
 

Financial instruments - risk 
 
The Company is exposed to varying degrees to a variety of financial instrument related risks. The type of risk exposure 
and the way in which such exposure is managed is as follows: 
 
(a) Credit risk  

 
Credit risk is the risk of a potential loss to the Company if a customer or third party to a financial instrument fails 
to meet its contractual obligations. The maximum credit exposure to the Company is the carrying amount of cash, 
and receivables.  
 
Most of the Company’s cash is held in trust accounts and with major Canadian and U.S. financial institutions, and 
management believes the exposure to credit risk with respect to these institutions is not significant.  
 
The Company is exposed to credit risk inherent in its trade receivables which include credit exposures to 
customers and their outstanding trade receivables balances. 
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16. Financial risk management and financial instruments (continued) 

 
Impairment of financial assets 
 
The Company' sole financial asset that is subject to the expected credit loss model is trade receivables arising 
from product revenue. While cash is also subject to the impairment requirements of IFRS 9, the risk is insignificant. 
 
The Company applies the IFRS 9 simplified approach to measure expected credit losses which uses a lifetime 
expected loss allowance for all trade receivables.  
 
To measure the expected credit losses, trade receivables have been grouped based on specific credit risk 
characteristics, debtor circumstances, and the days past due. The volume of debtors in these respective 
categories is low. The expected loss amounts are based on payment profiles since commencement of revenue-
generating activity during the year ended December 31, 2020, and the corresponding historical credit losses 
experienced within this period for these debtors.  
 
The historical loss rates, if any, are considered and adjusted in respect of aged trade receivables to reflect current 
and forward-looking information on factors specific to the customers’ ability to settle the amounts.  

 

As at December 31, 2020, trade receivables were due from multiple customers (December 31, 2019 - two 
customers totaling 97%). As at December 31, 2020, an expected credit loss of $nil was recognized on trade 
receivables for which there is minimal expectation for future repayment (2019 - $5,400).  

 
(b) Interest rate risk 

 
The Company is exposed to interest rate risk because of fluctuating interest rates on its cash balances held on 
deposit in a financial institution. Management does not believe that the Company’s exposure to interest rate risk 
is significant. The Company does not have any interest-bearing debt instruments with variable rates. 

 
(c) Liquidity risk 

 
Liquidity risk is the risk that the Company will not be able to meet its financial obligations associated with financial 
liabilities as they come due. The Company manages its liquidity risk by reviewing on an ongoing basis its capital 
requirements. As at December 31, 2020, the Company had $1,061,950 (December 31, 2019 - $1,456,149) in 
cash to settle current liabilities in the amount of $5,720,938 (December 31, 2019 - $1,422,928). The Company 
will require additional funding to meet its ongoing obligations, as discussed in Note 1. 

 
(d) Price risk 

 
The Company is exposed to price risk with respect to movements in market prices for goods which may impact 
revenue, cost of sales and the results of operations. The Company closely monitors demand and market prices 
of its finished goods and raw materials to determine the appropriate course of action to be taken by the Company. 
 

(e) Foreign currency risk 
 
Foreign currency risk derives from fluctuations in exchange rates between currencies when transacting business 
in multiple currencies. The Company’s business is substantially all conducted in US dollars in the U.S. and so it 
is not subject to any significant foreign currency risk. The Company holds Canadian dollars in the bank and trust 
accounts of Hollister in Canada and is subject to exchange rate fluctuations. 
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17. Related party transactions and balances 

 
Key management personnel are those persons having the authority and responsibility for planning, directing and 
controlling the activities of the Company, directly or indirectly. Key management personnel include officers and 
directors of the Company. The remuneration of the Company’s key management personnel during the year ended 
December 31, 2020 and 2019 are as follows: 
 

 2020 2019 

 $ $ 

Salaries and wages 250,000 200,600 

Professional and consulting fees 103,611 11,342 

Share-based compensation 317,232 397,333 

 670,843 609,275 

 
Included in salaries and wages expense for the year ended December 31, 2020 are management fees of $250,000 
(2019 - $200,600). 
 
As at December 31, 2020, accounts payable to related parties totalled $121,903 (December 31, 2019 - $122,695). 
These amounts are unsecured, non-interest bearing and are due on demand. 
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18. Segmented information 

 
Reportable segments are defined as components of an enterprise about which separate financial information is 
available that is evaluated regularly by the chief operating decision maker in deciding how to allocate resources, and 
in assessing performance.  

 
The following table presents the Company’s operations by segment for the year ended December 31, 2020: 
 

 California Arizona Corporate Consolidated 

 $ $ $ $ 

Total revenue 1,532,267 29,044,000 - 30,576,267 

Gross profit (42,117) 3,171,760 - 3,129,643 

Operating expenses:     

Accretion expense 12,602 - - 12,602 

Acquisition expense - - 535,478 535,478 

Administrative expenses 165,951 306,416 128,339 600,706 

Depreciation 587,731 620,048 - 1,207,779 

Finance costs 416,306 18,119 - 434,425 

Foreign exchange - - 6,691 6,691 

Interest expense 443 106,250 224 106,917 

Marketing 79,480 146,726 553,084 779,290 

Professional fees and consulting 108,563 416,931 490,132 1,015,626 

Salaries and wages 282,108 451,926 - 734,034 

Share-based compensation - - 561,247 561,247 

Transaction costs - 379,693 - 379,693 

Travel and meals - 5,116 - 5,116 

Gain on sublease (311,808) - - (311,808) 

Interest income (8,744) - - (8,744) 

Current income tax expense 8,400 777,000 - 785,400 

Deferred income tax recovery - (143,000) - (143,000) 

Net income (loss)  (1,383,149) 86,535 (2,275,195) (3,571,809) 

     

As at December 31, 2020     

Assets 4,305,556 5,991,539 4,530,920 14,828,015 

Liabilities 4,469,961 3,654,802 1,632,500 9,757,263 

 
During the year ended December 31, 2019, the Company operated as one segment, Weldon which represents the 
California segment. As a result, all operating results for the year ended December 31, 2019 and assets and liabilities 
as at December 31, 2019 are attributed to this segment. 
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19. Commitments 

 
Facility Lease: 
 
On August 28, 2017, the Company entered into an Agreement for Lease (the “Lease”) with an arm’s length party for 
the lease of approximately 37,000 sq. ft. of a building to be used as its manufacturing facility. The lease has a term 
of five years commencing on September 1, 2017, until August 31, 2022. The Lease is renewable for three additional 
5-year terms at the option of the Company. The Company anticipates that it will exercise the option to renew the 
Lease until August 2027. The Lease payments are personally guaranteed by the Company’s CEO. 
 
The Company’s minimum annual commitment is as follows: 
 

  
Future 

payments 

  $ 

2021  778,281 

2022  786,064 

2023  801,629 

2024  801,629 

2025  801,629 

2026 and beyond  1,336,049 

  5,305,281 

 
20. Supplemental cash flow information 

 

 
December 31, 

 2020 
December 31, 

 2019 

 $ $ 

Non-cash investing activities:   

Shares issued for acquisition of AlphaMind Brands 362,329 - 

Shares issued for acquisition of Venom Extracts  4,977,639 - 

Shares issued as Finders Shares  379,684 - 

Finders Options issued as finder’s fee 88,117 - 

Property and equipment depreciation included in inventory 70,365 54,003 

Property and equipment additions - ROU asset (adoption of IFRS 16) - 3,987,857 

Property and equipment additions in accounts payable - 5,823 

Property and equipment additions in long term debt 44,185 - 

Non-cash financing activities:   

Lease liability - ROU asset (adoption of IFRS 16) - 4,563,095 

 
During the year ended December 31, 2020, the Company paid $118,847 (2019 - $1,524) in interest expense, and 
$nil (2019 - $nil) for income tax expense. 
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21. Income taxes 

 
A reconciliation of income taxes at statutory rates with the reported taxes is as follows: 
 

 
December 31, 

2020 
December 31, 

2019 

 $ $ 

Loss for the year before income taxes (2,929,409) (1,893,495) 

   

Expected income tax (recovery) (794,000) (530,000) 

Change in statutory, foreign tax, foreign exchange rates and other (55,600) 12,000 

Permanent differences 887,000 215,000 

Share issue costs (22,000) (27,000) 
Adjustment to prior years provision versus statutory tax returns and 
expiry of non-capital losses (202,000) (130,000) 

Change in unrecognized deductible temporary differences 829,000 460,000 

Total income tax expense (recovery) 642,400 - 

 
The significant components of the Company’s deferred tax assets and liabilities are as follows: 
 

 
December 31, 

2020 
December 31, 

2019 

 $ $ 

Deferred tax assets (liabilities)   

   Property and equipment (767,000) - 

   Intangible assets (532,000) - 

Lease receivable (290,000) - 

   Lease liability 965,000 - 

Net deferred tax liability (624,000) - 

 
The significant components of the Company’s deferred tax assets that have not been included on the consolidated 
statement of financial position are as follows: 
 

 
December 31, 

2020 
December 31, 

2019 

 $ $ 

Deferred tax assets   

   Property and equipment 126,000 260,000 

   Share issue costs 35,000 21,000 

Lease liability 145,000 - 

Long-term debt 8,000 - 

   Non-capital losses available for future period 1,157,000 361,000 

 1,471,000 642,000 

Unrecognized deferred tax assets (1,471,000) (642,000) 

Net deferred tax assets - - 

The Company reconciles the expected income tax expense using the corporate head office’s Canadian statutory 
income tax rate of 27% to the amount recognized in the statement of operations. The Company’s income tax expense 
is calculated based on gross profits and the application of IRC Section 280E. 
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21. Income taxes (continued) 

 
As the Company operates in the cannabis industry, it is subject to the limits of IRC Section 280E under which the 
Company is only allowed to deduct expenses directly related to sales of the product for US tax purposes. Although 
proper deductions for cost of goods sold are generally allowed to determine gross income, the scope of such items 
has been the subject of debate, and deductions for significant costs may not be permitted. While there are currently 
several pending cases before various administrative and federal courts challenging these restrictions, there is no 
guarantee that these courts will issue an interpretation of Section 280E favorable to cannabis businesses. Thus, the 
operations of the Company and its subsidiaries may be subject to United States federal tax, without the benefit of 
certain deductions or credits. 
 
The significant components of the Company’s temporary differences, unused tax credits, and unused tax losses that 
have not been included on the consolidated statement of financial position are as follows: 
 

 
December 31, 

2020 
Expiry date 

range 
December 31, 

2019 
Expiry date 

range 

 $  $  

Temporary differences     

   Property and equipment 451,000 
No expiry 

date 930,000 
No expiry 

date 

   Share issue costs 131,000 
2041 to 

2044 79,000 
2040 to 

2043 

Lease liability 519,000 
No expiry 

date - - 

Long-term debt 28,000 
No expiry 

date - - 

   Non-capital losses available for future period 4,190,000 
2037 

onwards 1,300,000 
2037 

onwards 

Canada 1,606,000 
2039 to 

2040 205,000 2039 

USA 2,584,000 
2037 

onwards 1,095,000 
2037 

onwards 

 
Tax attributes are subject to review, and potential adjustment, by tax authorities. 

 
22. Subsequent events 

 
a) On March 4, 2021, the Company completed an offering of 21,635,094 Special Warrants at a price of $0.288 (C$0.365) 

each for gross proceeds of $6,237,368 (C$7,896,809). These Special Warrants were deemed exercised into 
21,635,094 common shares of the Company on March 17, 2021. 
 
In connection with the Special Warrant Financing, the Company paid $638,470 (C$808,334) in cash share issue 
costs including finder’s fees, filing fees, administrative and other expenses, and legal fees. Additionally, the Company 
issued 1,441,580 finder’s warrants. Each finder’s warrant entitles the holder to acquire one common share of the 
Company at a price of $0.288 (C$0.365) per share until March 17, 2023. 
 
On March 17, 2021, pursuant to the conversion of Special Warrants issued on March 4, 2021, the Company issued 
21,635,094 units for $0.288 (C$0.365) per unit for gross proceeds of $6,273,779 (C$7,088,475). Each unit is 
comprised of one common share and one-half common share purchase warrant. Each warrant entitles the holder to 
acquire one half a common share at a price of $0.395 (C$0.500) per share for a period of forty-six months following 
the closing date of the financing. 
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22. Subsequent events (continued) 

 
b) A total of 750,000 stock options of the Company were exercised for gross proceeds of C$90,750.  

 
c) A total of 5,421,525 warrants of the Company were exercised for gross proceeds of C$549,336. 

 
 

 


