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CAUTION REGARDING ISSUER’S BUSINESS
The Issuer currently derives, and is expected to continue to derive, a substantial portion of its revenues
from the production and distribution of cannabidiol (“CBD”) products extracted from hemp in certain
states in the United States.
The Agriculture Improvement Act of 2018 (Pub. L. 115-334) (the “2018 Farm Bill”) became law in the
United States on December 20, 2018. The 2018 Farm Bill removes hemp (as defined in the 2018 Farm Bill,
“Hemp”) and Hemp derivatives, such as CBD, as well as tetrahydrocannabinol (“THC”) in Hemp, from
scheduled drug control under the U.S. Controlled Substances Act (the “CSA”). Previously, except for
certain non-psychoactive parts of the plant, United States federal law had scheduled all cannabis grown or
cultivated in the United States as a Schedule I controlled substance. As a result, the cultivation of Hemp –
a subspecies of the cannabis plant – for any purpose in the United States without a Schedule I registration
with the U.S. Drug Enforcement Agency (the “DEA”) was, unless exempted by the 2014 Farm Bill, federally
illegal. Now, Hemp – broadly defined by the 2018 Farm Bill to include all parts of the plant, including
derivatives, extracts, and cannabinoids – is no longer a controlled substance. Additionally, the 2018 Farm
Bill permits states and Native American tribes to assume primary regulatory jurisdiction over the
production of Hemp in their jurisdictions. Any plant found to contain a higher concentration of THC than
permitted by the 2014 Farm Bill or 2018 Farm Bill is considered marijuana and a Schedule I substance
under the CSA. The 2014 Farm Bill and 2018 Farm Bill give significant discretion to states to adopt
regulations governing Hemp activity, but strictly define Hemp to include any part of the cannabis plant,
whether growing or not, with a delta-9 THC concentration of not more than 0.3% on a dry weight basis.
Under Section 10113 of the 2018 Farm Bill, state departments of agriculture must consult with the state’s
governor and chief law enforcement officer to devise a plan that must be submitted to the Secretary of the
USDA. A state’s plan to license and regulate Hemp can only commence once and if the Secretary of the
USDA approves that state’s plan. In states opting not to devise a Hemp regulatory program, the USDA will
need to construct a regulatory program under which Hemp cultivators in those states must apply for
licenses and comply with a federally-run program. Even if a state creates a plan in conjunction with its
governor and chief law enforcement officer, the Secretary of the USDA must approve it. As of the date
hereof, three states have submitted such plans to the USDA. There can be no guarantee that any state plan
will be approved. Review times may be extensive. There may be amendments and the ultimate plans, if
approved by states and the USDA, may materially limit the Issuer’s business depending upon the scope of
the regulations.
Prior to enactment of the 2018 Farm Bill, the Agricultural Act of 2014, 7 U.S.C. § 5940 (the “2014 Farm
Bill”) permitted, but did not require, states to establish agricultural pilot programs for the growth and
cultivation of Hemp for research purposes.
Under the 2018 Farm Bill, the 2014 Farm Bill pilot program regime expires one year after the U.S.
Department of Agriculture (“USDA”) establishes a guideline federal plan for the production of Hemp
under the 2018 Farm Bill, which the USDA is expected to establish by the end of 2019, in advance of the
2020 growing season. States have the right to assume jurisdiction over Hemp production in their
jurisdictions and apply for permanent program status to the USDA. The USDA then has sixty days to
accept or reject the states’ applications. At this time, the USDA has not authorized any state to establish a
permanent program under the 2018 Farm Bill, and it is not expected to do so until it establishes its guideline
federal plan. However, the USDA has granted permission for states to continue to operate their programs
under the 2014 Farm Bill authorization. The net result is that the 2018 Farm Bill is not yet fully in effect.
The belief of the Issuer is that its activities fall within the protections of the 2018 Farm Bill, since the 2018
Farm Bill removed Hemp from scheduled control under the CSA. However, even though the 2018 Farm
Bill removes Hemp from scheduled control under the CSA, the U.S. Food and Drug Administration (the
“FDA”) retains jurisdiction over ingestible and topical products, including such products that contain
Hemp or Hemp-derived CBD.

Moreover, despite the passage of the 2018 Farm Bill, several risks remain, including those arising from the
complex regulatory environment in the United States and the uncertain reaction of industry stakeholders
and the general public to the recent changes.
Although the FDA is considering ways to best address this issue, the agency has not deemed CBD or other
individual cannabinoids permissible for use in dietary supplements, as dietary ingredients or as safe for
use in food. The FDA has taken the position that CBD cannot be marketed in a dietary supplement or
added to food because it has been the subject of investigation as a new drug, a restriction generally referred
to as the “IND Preclusion”. In addition, the FDA is currently challenging whether similar products of other
companies can be sold in the U.S. without FDA approvals which have not yet been obtained. See Item 17
“Risk Factors” and Item 3.3 – “Trends Related to the Business of the Issuer”.
Prior to the 2018 Farm Bill becoming law, the DEA made public statements suggesting that CBD is a
controlled substance, and that the retail sale as such would be prohibited. To the knowledge of the Issuer
the DEA has not expressed its position with respect to the 2018 Farm Bill, which amended the federal CSA
to exempt Hemp, and THC naturally occurring in Hemp, from the definition of “marihuana”.
Enforcement of U.S. federal law and any other relevant law is a significant risk and an investor’s
contribution to and involvement in such activities could result in liability, including forfeiture of his, her
or its entire investment. There is also risk that state or local authorities could take enforcement action
against the Issuer.
Shortly after the 2018 Farm Bill signing, a letter was released by FDA Commissioner Scott Gottlieb that
restated the FDA’s current position, opining that it is a violation of federal law to introduce CBD
ingredients into the food supply or market them as dietary supplements. However, the FDA Commissioner
also acknowledged there are pathways for the FDA’s acceptance of Hemp-derived CBD as a food additive
or nutritional supplement. For the very first time, the FDA is seriously considering using its authority to
issue a regulation that will specifically allow Hemp-derived ingredients in foods and supplements, and it
has set a timetable for doing so. The FDA held its first public meeting on May 31, 2019 and has promised
to propose a legislative and regulatory strategy by the summer. As it makes this decision, the FDA is
reaching out to the industry and the public.
Legal barriers applicable to selling Hemp and Hemp-derived CBD products result from a number of
factors, including, without limitation, (i) the fact that Hemp and marijuana are both derived from the
cannabis plant; (ii) the rapidly changing patchwork of local and state laws governing Hemp and Hempderived CBD; and (iii) the lack of FDA approval for CBD as a lawful food ingredient, food additive, or
dietary supplement.
Any investment in the shares of the Issuer (the “Common Shares”) is speculative due to a variety of factors,
including, without limitation, the nature of the business of the Issuer. An investment in these securities
should only be made by persons who can afford a total loss of their investment. Legislative and regulatory
uncertainties, along with difficulties concerning potential enforcement activities by U.S. federal, state, and
local governments (or discretion exercised thereby), represent significant risks concerning the Issuer’s
business activities. These risks include, but are not limited to:


the position asserted by the FDA concerning products containing derivatives from Hemp;



uncertainty surrounding the characterization of cannabinoids as a dietary ingredient by the FDA;



enforcement activities by state and/or local law enforcement and regulatory authorities under the
auspice of individual state law, regardless of any potential conflict thereby with federal law; and



the fact that the DEA has not expressed any interpretation of the 2018 Farm Bill including the
removal of Hemp from the definition of “marihuana” in the CSA.
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If the Issuer’s operations are found to be in violation of any of such laws or any other governmental rules
or regulations, the Issuer may be subject to penalties, including, without limitation, civil and criminal
penalties, damages, fines, the curtailment or restructuring of the Issuer’s operations or asset seizures, any
of which could adversely affect the Issuer’s business and financial results. If the FDA takes action against
the Issuer or the CBD industry, this could have a material adverse effect on the Issuer’s business, financial
condition, and results of operations, including the cessation of operations entirely. Failure to comply with
FDA requirements may result in, among other things, injunctions, product withdrawals, recalls, product
seizures, fines, and criminal prosecutions. The Issuer’s suppliers, service providers, and distributors may
elect, at any time, to breach or otherwise cease to participate in supply, service, or distribution agreements,
or other relationships, on which the Issuer’s operations rely. Loss of its suppliers, service providers or
distributors would have a material adverse effect on the Issuer’s business and operational results.
A majority of the Issuer’s assets, liabilities, and operations are connected to U.S. Hemp-related activities.
See Item 17 - “Risk Factors” for more information about the risks concerning the Issuer’s business and
operations.
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2.1

CORPORATE STRUCTURE
Corporate Name

The full corporate name of the Issuer is Eureka 93 Inc. (formerly LiveWell Canada Inc.). The registered office of the
Issuer is 340 Albert St, Suite 1400, Ottawa, ON, K1R 0A5. The head office address is 179 Promenade du Portage, 3rd
floor, Gatineau, QC, J8X 2K5.
In this Listing Statement, Eureka 93 Inc. is sometimes referred to as the “Issuer” and the “Corporation”. The Issuer
and its wholly-owned subsidiaries are herein referred to collectively as “Eureka93”, “we”, “our”, and “us”.
2.2

Incorporation

The Issuer was incorporated under the Canada Business Corporations Act (“CBCA”) on June 18, 2014 under the
name “Percy Street Capital Corporation” and began trading on the TSX Venture Exchange (“TSX-V”) on January 12,
2016. In November 2018, the Issuer joined the Canadian Securities Exchange (“CSE”) and voluntarily delisted from
the TSX-V.
Refer to Item 2.3 “Intercorporate Relationships” for further details on incorporation of direct and indirect whollyowned subsidiaries. On April 12, 2019 the Issuer filed articles of amendment changing its name to Eureka 93 Inc.
2.3

Intercorporate Relationships

Prior to the Vitality Combination (as defined in Item 3.1 “General Development of the Issuer’s Business” below), the
following was the Issuer’s corporate organizational chart:
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The entities shown in the above corporate organizational structure had only common shares outstanding. The Issuer
directly or indirectly owned 100% of the common shares of all entities in its corporate organizational structure.
The following is the Issuer’s current corporate organizational chart giving effect to the Vitality Combination and
showing four wholly-owned direct subsidiaries and five indirect subsidiaries:

The entities shown in the above corporate organizational structure have only common shares outstanding. The Issuer
directly or indirectly owns 100% of the common shares of all entities in its corporate organizational structure. The
following is a brief summary of each subsidiary.
Acenzia Inc. (“Acenzia”) was formed by the amalgamation of predecessor companies Suntrition Inc. and Biomedcore
Inc. on May 1, 2015. Acenzia is incorporated under the Business Corporations Act (Ontario). Its registered and head
office is located at 1580 Rossi Dr., Tecumseh, Ontario, N9Z 6J3.
LiveWell Foods Canada Inc. (“LiveWell Foods”) was incorporated under the CBCA on May 5, 2015. Its registered
and head office is located at 179 Promenade du Portage, Gatineau, Québec, J8X 2K5. LiveWell Foods is the sole
shareholder and parent company of the following subsidiaries: LiveWell Foods Quebec Inc. (“LiveWell QC”), Artiva
Inc. (“Artiva”) and OHemp Inc. (“OHemp”).
LiveWell Foods incorporated LiveWell QC on September 5, 2017 under the CBCA. Its registered office is located at
179 Promenade du Portage, 3rd Floor, Gatineau, Québec, J8X 2K5.
LiveWell Foods incorporated Artiva on March 8, 2017 and subsequently amalgamated Artiva with 10545899 Canada
Inc., and 10545864 Canada Inc. on January 1, 2018 under the CBCA in connection with the acquisition of a vegetable
produce farm (see Item 3.1 “General Development of the Business”). Artiva’s registered office is located at 340 Albert
Street, Suite 1400, Ottawa, Ontario, K1R 0A5.
LiveWell Foods incorporated OHemp on December 6, 2016 under the CBCA. Its registered office is located at 340
Albert Street, Suite 1400, Ottawa, Ontario, K1R 0A5.
Mercal Capital Corp. (“Mercal”) was incorporated on August 31, 2015 under the CBCA. Its registered and principal
office is located at 340 Albert St, Suite 1400, Ottawa, ON K1R 0A5. As part of the Vitality Combination, on April
24, 2019, Mercal amalgamated with 11293320 Canada Inc., a wholly-owned subsidiary of the Issuer, and continued
under the name Mercal Capital Corp. Mercal does not currently have any operations and the Issuer does not intend to
conduct any business through Mercal.
7

Vitality CBD Natural Health Products Inc. (“Vitality”) was incorporated on February 8, 2018 under the CBCA as
Serenity CBD Canada Inc. On July 19, 2018 it changed its name to Vitality CBD Natural Health Products Inc. Its
registered and principal office is located 340 Albert Street, Suite 1400, Ottawa, Ontario, K1R 0A5. On April 24, 2019,
Vitality amalgamated with 11293346 Canada Inc., a wholly-owned subsidiary of the Issuer, and continued under the
name Vitality CBD Natural Health Products Inc.
Vitality Natural Health LLC (“VNH”) is a limited liability company organized under the laws of the State of Utah on
August 4, 2017. Its registered and principle office is located at 254 Truss Rd., Eureka, Montana, 59917.
USA Biofuels LLC (“Biofuels”) is a limited liability company organized under the laws of the State of Utah on August
4, 2017. Its registered and principle office is located at 254 Truss Rd., Eureka, Montana, 59917. Biofuels does not
currently have any operations and the Issuer does not intend to conduct any business through Biofuels.
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3.
3.1

GENERAL DEVELOPMENT OF THE BUSINESS
General Development of the Issuer’s Business

The Issuer was incorporated on June 18, 2014 under the CBCA and was initially a TSX-V capital pool company
(“CPC”) under the name “Percy Street Capital Corporation”. The Issuer began trading on the TSX-V on January 12,
2016 and its primary business objective thereafter was to acquire, and take public, an emerging company via the
Qualifying Transaction process (“QT”). On June 19, 2018, the Issuer completed its QT with LiveWell Foods and
changed its name to LiveWell Canada Inc. (“LiveWell Canada”). Following the QT, common shares of the Issuer
traded on the TSX-V under the symbol “LVWL”.
LiveWell Foods initially focused on pursuing the functional foods market, creating innovative healthy functional food
products. From May 2015 to September 2017, LiveWell Foods was in start-up phase with business activities limited
to raising capital, recruiting senior talent, and identifying potential acquisitions. LiveWell Canada then adjusted its
mission to become a publicly-traded, vertically integrated Hemp and cannabis company focused on research in CBD
and other cannabinoids, as well as to develop and distribute consumer health products. In March 2017, in anticipation
of the legalization of adult-use cannabis in Canada, LiveWell Canada created Artiva to house its future Canadian
cannabis business. In November 2017, LiveWell Canada and Artiva executed an Investment Agreement, a Royalty
Agreement and an Offtake Agreement (the “Canopy Agreements”) with Canopy Growth Corporation (“Canopy
Growth”) and Canopy Rivers Corporation (“Canopy Rivers”) to provide necessary and material services in order to
complete its Cannabis Act license application and ensure compliance. The Issuer is currently engaged in a legal
dispute with Canopy Growth and Canopy Rivers regarding the Canopy Agreements. See Item 19 “Legal
Proceedings”. On December 31, 2017, Artiva acquired a vegetable produce farm comprising 100 acres of land,
540,000 square feet of Dutch-engineered, gutter-connect greenhouses and 200,000 square feet of small greenhouses.
After this acquisition, Artiva proceeded with retrofitting approximately 61,000 square feet of Dutch greenhouse for
the cultivation, processing and distribution of cannabis. In April 2018, LiveWell Canada acquired land in Pontiac,
Quebec, to build a cannabis facility as well as a research and development centre focused on cannabinoids.
Development remains ongoing and completion is subject to obtaining additional financing.
In October 2018, Artiva submitted its video evidence package to Health Canada for approval of its application to
become as Licensed Producer (as defined below in Item 3.3 “Trends Related to the Business of the Issuer – Licensing
Requirements under the Cannabis Act in Canada”) for hemp and cannabis. In April 2019, Eureka93 received notice
from Canopy Growth and Canopy Rivers alleging, among other things, that Eureka93 had breached a number of
covenants in favour of Canopy Growth and Canopy Rivers under the Canopy Agreements. On May 23, 2019,
Eureka93 provided written notice to Canopy terminating the Agreements. See Item 19 “Legal Proceedings”.
Eureka93 has since taken carriage of its application file, previously managed by Canopy Growth, and is working
directly with Health Canada to continue to progress the application for Artiva to become a Licensed Producer.
In October 2018, to boost LiveWell Canada’s product innovation platform and meet current and future consumer
needs for hemp and cannabis health and wellness products, LiveWell Canada signed a binding letter of intent to acquire
100% of Acenzia, a developer and manufacturer of natural health products. LiveWell Canada executed the definitive
agreement for this acquisition in December 2018 and completed the transaction in March 2019. With this acquisition,
LiveWell Canada acquired an FDA-registered facility (NSF International (“NSF”) certification for Good
Manufacturing Practices (“GMP”) and a United States Department of Agriculture (“USDA”) Certified Organic
Manufacturer) in Tecumseh, Ontario. Acenzia’s business is currently focused on contract nutraceutical manufacturing.
The intention of the Issuer is that Acenzia will transition to focus on research and development related to CBD,
supporting the Issuer’s primary CBD business through the development, formulation and manufacturing of its future
CBD product lines. The acquisition of Acenzia also gives the Issuer access to advanced research expertise and a
patented in-vivo zebrafish research model for pre-clinical trials. The zebrafish models allows for fast, economical, and
effective trials, which will provide insights into product development with functional outcomes.
In December 2018, to further expand the Issuer’s operations in North America and strategically position the Issuer to
benefit from the legalization of Hemp-derived CBD in the United States (see Item 3.3 “Trends Related to the Business
of the Issuer - United States Federal Regulation of Hemp under the 2014 and 2018 Farm Bills”) and anticipated
significant global growth in demand for CBD, the Issuer entered into a binding letter of agreement to merge with
Vitality. The aforementioned letter of agreement was subsequently amended to also include the acquisition of Mercal,
as Vitality had initiated a reverse takeover discussion with Mercal prior to its letter of agreement with LiveWell
Canada. The combined amalgamation resulted in a reverse takeover of the Issuer by Vitality as the shareholders of
9

Vitality own approximately 83% of the fully diluted issued and outstanding Common Shares of the post-transaction
Issuer. Together, the shareholders of Vitality and Mercal own approximately 85% of the fully diluted issued and
outstanding Common Shares of the post-transaction Issuer.
The amalgamation of Vitality, Mercal and LiveWell Canada (the “Vitality Combination”) constituted a fundamental
change of the Issuer under the policies of the CSE and therefore at the Issuer’s request the Common Shares were
suspended from trading on December 3, 2018. The Common Shares will resume trading upon the CSE’s approval of
the Issuer’s relisting application. Each company held their respective special shareholder meeting in April 2019, at
which the shareholders of each company approved the Vitality Combination. The Issuer’s shareholders also approved
renaming the Issuer to Eureka 93 Inc. See Item 3.2 “Significant Acquisitions and Dispositions” for further details.
Following the Vitality Combination, the strategy of the Issuer is to focus on growing its Hemp-derived CBD business
in the United States, specifically processing and distributing CBD-based products. Acenzia will also continue its
nutraceutical contract manufacturing business.
3.2

Significant Acquisitions and Dispositions

On April 23, 2019, LiveWell Canada executed an amalgamation agreement with Mercal, Vitality, and two whollyowned subsidiaries of the Issuer providing for the Vitality Combination. Upon the filing of articles of amalgamation
on April 24, 2019, Mercal and Vitality became wholly-owned subsidiaries of the Issuer. The securityholders of Vitality
received 0.4022 Common Shares in exchange for each Vitality common share, rounded down. The securityholders of
Mercal received 0.27 Common Shares in exchange for each Mercal common share, rounded down. The particulars
of the Vitality Combination are as follows:
a) Nature of assets acquired: 100% of the outstanding common shares of each of Vitality and Mercal.
b) Acquisition consideration: after a 15 to 1 share consolidation, the Issuer issued 61,694,844 Common Shares
to the holders of Vitality common shares and Mercal common shares, and options to acquire Vitality common
shares and Mercal common shares became options to acquire Common Shares after applying a conversation
ratio of 0.4022 and 0.27, respectively.
c) Closing date: April 24, 2019.
d) Financial impact on Issuer: Management and the Issuer initially ascribed a value to the total consideration
for the Vitality Combination of approximately $685 million, or $11.10 per share of LiveWell Canada, based
on the share exchange ratio and the closing price of LiveWell Canada on November 30, 2018 (giving effect
to the 15 to 1 share consolidation), the last trading day prior to the announcement of the Vitality
Combination. As the Issuer’s Common Shares were halted from trading on December 3, 2018, the trading
price of $11.10 may not be representative of current fair value. Accordingly, in the pro forma financial
statements attached as Appendix “G” to this Listing Statement, the Issuer has applied a 50% discount to the
$11.10 stock price ($5.55) to value the Vitality Combination, implying a value of $342.5 million. See
Appendix “G” for pro-forma financial position of the Issuer. As a result of the Vitality Combination, former
shareholders of Vitality and Mercal own approximately 85% of the Issuer on a fully diluted basis. As Vitality
was in a start-up phase, it did not generate significant revenue in 2018. Its operating expenses for 2018 were
approximately US$4 million. Refer to Appendix “C” for Vitality’s audited financial statements for the year
ended December 31, 2018.
To assess the fairness of the purchase consideration, LiveWell Canada’s board of directors formed a special committee
of independent directors to evaluate and, if satisfied, recommend to the entire board to approve the Vitality
Combination (the “Independent Committee”). The Independent Committee consisted of Lawrence Cannon, Hugh
Notman and Paul G. Smith, each of whom was an independent director within the meaning of NI 58-101 – Disclosure
of Corporate Governance Practices. The Independent Committee was granted a mandate to assess, consider and
review the terms of any agreement to be entered into by LiveWell Canada and to conduct and carry out such
investigations and diligence in relation to the Vitality Combination as the Independent Committee may deem
necessary or advisable.
Although it was not legally required, the Independent Committee engaged a qualified independent third party to
provide a fairness opinion. The independent third party’s review of the Vitality Combination included the following:
-

the letter of intent dated October 30, 2018 and the binding letter of agreement dated December 1, 2018;

-

interviews with senior management of Vitality and site visits of the existing and proposed facilities in Canada
and the United States, including visits to thirty-three farms with which Vitality contracted to purchase Hemp;
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-

the volume of Hemp produced and the percentage of CBD contained in the product which did not achieve
the proposed target that had been established by Vitality;

-

the lawsuit brought by Montana farmers for damages of approximately US$8 million related to failure to pay
for contracted Hemp; and

-

the suspension of Montana state issued broker license for the purchase of Hemp from Montana farmers.

For more information on the dispute with Montana farmers and the suspension of the broker license, see Item 19
“Legal Proceedings”. The Issuer does not consider the dispute or suspension of the broker license material and has
recorded a contractual liability for the dispute in its unaudited consolidated financial statements for the period ended
March 31, 2019.
Following their review, the independent third party advised the Independent Committee that it was unable to provide
a fairness opinion for the Vitality Combination, primarily because of the significant uncertainty over production
capacity and sales forecasts and the then unknown impact of the dispute with Montana farmers and suspension of the
Montana broker licence on the Issuer’s future operating performance. In the absence of a fairness opinion, the
Independent Committee did not provide the board with any recommendation as to whether the Vitality Combination
was in the best interest of the Issuer.
The board weighed factors reviewed by the Independent Committee’s advisors against the success of LiveWell
Canada’s financings, reports from management of Vitality regarding projected growth and milestones, and LiveWell
Canada’s material going concern uncertainty. Furthermore, in the judgment of the board, there was a risk of
bankruptcy or a requirement to sell LiveWell Canada at a price reflective of a distressed asset because the secured
convertible notes issued during the first quarter of 2019 would become immediately due in the event that the Vitality
Combination was not approved by LiveWell Canada’s shareholders. See Item 8 “Capitalization – Brokered Private
Placement”. Accordingly, the board determined that the Vitality Combination was in the best interests of the
corporation, unanimously approved the Vitality Combination and unanimously recommended that LiveWell Canada’s
shareholders vote for the Vitality Combination. LiveWell Canada’s shareholders approved the Vitality Combination
on April 11, 2019, with over 94% of casted voting shares voted in favour of the transaction.
3.3

Trends Related to the Business of the Issuer

As a result of the Vitality Combination, the Issuer has now expanded its operations to the United States. For greater
clarity, the Issuer’s business activities in the United States are and will be strictly limited to Hemp-derived CBD
as permitted under the 2014 Farm Bill and 2018 Farm Bill (see below). The Issuer does not, nor does it have
any intention to engage, directly or indirectly, in the cultivation, production or distribution, in the United
States, of medicinal or recreational marijuana or products derived therefrom. In the United States, the Issuer
intends only to produce and sell Hemp-derived CBD products.
The following is a summary of the regulatory framework in the United States.
United States Federal Regulation of Hemp under the 2014 and 2018 Farm Bills
The Issuer does not, nor does it have any intention to engage, directly or indirectly, in the cultivation, production or
distribution, in the United States, of medicinal or recreational marijuana or products derived therefrom. In the United
States, the Issuer intends only to produce and sell Hemp-derived CBD products. While such products come from the
same plant genus and species, Hemp and marijuana are legally distinct and are generally regulated, respectively, by
two separate overarching bodies of law: the 2014 Farm Bill and 2018 Farm Bill, on the one hand, and the Controlled
Substances Act (“CSA”), on the other.
Under the 2018 Farm Bill, Hemp must contain less than 0.3% THC on a dry weight basis, which is not a sufficient
level to create a significant psychoactive effect in humans.
Consequently, the Issuer's products in the United States will not be sold pursuant to the rules and regulations governing
the cultivation, transportation and sale of medicinal or recreational marijuana. The Issuer plans to produce, transport
and sell its products derived from Hemp in compliance with the 2014 Farm Bill, the 2018 Farm Bill and applicable
state and local laws. Federal law now provides that any CBD derived from Hemp is not a controlled substance under
the CSA; however, CBD derived from Hemp could still be considered a controlled substance under applicable state
law. A common misunderstanding surrounding the passage of the 2018 Farm Bill is that the legislation has also
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legalized CBD and various CBD products in all circumstances. This stems from a clause in Section 12619 of the 2018
Farm Bill which exempts Hemp and its derivatives from the CSA by excluding Hemp and its derivatives from the
definition of “marihuana” (marijuana). Accordingly, where CBD is derived from Hemp, it is not a controlled
substance. However, while many state controlled substances laws mirror the CSA as amended by the 2018 Farm Bill,
some states have more restrictive laws governing Hemp and Hemp-derived CBD products. In addition, many states
are in the process of reforming state criminal laws to conform with the change in Federal law.
Federally, CBD per se will remain illegal, but the 2018 Farm Bill does create certain exceptions to this rule. Under
Section 12619, any cannabinoid that is derived from Hemp is legal, provided that the production meets all of the
federal regulations, state level regulations, and other guidelines in a manner that is consistent with the 2018 Farm Bill
(such as the production being carried out by a licensed cultivator in an appropriate setting). If any of these conditions
aren’t met, then the cannabinoid produced would be considered illegal under the CSA.
States and Indian tribes have the express authority to adopt more stringent plans governing Hemp production if such
states or Indian tribes submit plans approved by USDA that meet minimum federal standards. A state or Indian tribe
desiring primary regulatory authority over Hemp must submit to the USDA a plan under which the state or Indian
tribe intends to monitor and regulate the Hemp industry in its jurisdiction. A producer's failure to adhere to the state's
plan could result in federal prosecution. Individuals convicted of felony narcotic related offenses within the past ten
years are barred from participating in Hemp production.
The Secretary of the USDA has been mandated with creating a federal licensing scheme. To date, the Secretary has
not yet promulgated a federal licensing scheme. Under the 2018 Farm Bill, the 2014 Farm Bill pilot program regime
expires one year after the USDA establishes a guideline federal plan for the production of Hemp under the 2018 Farm
Bill, which the USDA is expected to establish by the end of 2019, in advance of the 2020 growing season. States have
the right to assume jurisdiction over Hemp production in their jurisdictions and apply for permanent program status
to the USDA. The USDA then has sixty days to accept or reject the states’ applications. At this time, the USDA has
not authorized any state to establish a permanent program under the 2018 Farm Bill, and it is not expected to do so
until it establishes its guideline federal plan. However, the USDA has granted permission for states to continue to
operate their programs under the 2014 Farm Bill authorization. The net result is that the 2018 Farm Bill is not yet fully
in effect. As a result, the 2014 Farm Bill will remain the primary federal law governing domestic hemp production for
at least the 2019 growing season, and will be repealed one year after the USDA establishes regulations governing
Hemp production in states without their own USDA-approved plans. Under both the 2014 and the 2018 Farm Bill,
states have authority to adopt their own regulatory regimes, and as such, regulations will likely continue to vary on a
state-by-state basis.
Hemp and related products can be moved in interstate commerce. Specifically, no state can prohibit the transportation
of Hemp or Hemp products produced in accordance with the 2018 Farm Bill within and between the states.
Hemp is no longer excluded from federal crop insurance coverage. In this respect, Hemp is treated like any other
agricultural commodity. Further, Hemp research has received additional eligibility for federal funding. Federallyinsured banks can now serve Hemp producers.
On May 2, 2019, the United States Patent and Trademark Office (“USPTO”) published an examination guide to
provide clarity for how they will assess the legitimacy of trademarks for cannabis products. In their guidance, the
USPTO distinguishes Hemp from other cannabis varieties as the basis for issuing or refusing to issue a trademark
registration in connection with the USPTO’s requirement that a mark must be used in a lawful setting. However, the
USPTO clarified that since the federal Food, Drug, and Cosmetic Act (the “FDCA”) does not permit the use of a
substance that is currently undergoing clinical trials as an ingredient in food, the registration of marks for foods,
beverages, dietary supplements or pet treats containing CBD will be refused.
Development of Current Regulatory Framework
The Issuer's operations related to Hemp are subject to state and federal regulation in respect of the production,
distribution and sale of products intended for human ingestion or topical application.
Hemp is an agricultural commodity cultivated for use in the production of a wide range of products globally. Among
others, Hemp is used in the agriculture, textile, recycling, automotive, furniture, food and beverage, paper, construction
materials and personal care industries.
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Botanically, Hemp is categorized as cannabis sativa L., a subspecies of the cannabis genus. Numerous unique chemical
compounds are extractable from Hemp, including THC and CBD. THC is the principal psychoactive constituent of
cannabis and is the main mind-altering ingredient found in the cannabis plant. CBD does not have intoxicating effects
like those caused by THC. Preliminary evidence has linked CBD to the ability to reduce nausea and anxiety as well
as anti-inflammatory and anti-psychotic properties.
In accordance with the taxonomy originally proposed by Canadian Ottawa-based researcher Dr. Ernie Smalls in 1976,
Hemp is distinguishable from its cousin marijuana, which also comes from the Cannabis sativa L. subspecies, by its
absence of more than trace amounts (less than 0.3%) of the psychoactive compound THC. Although international
standards vary, many countries, including the United States and Canada, have used this taxonomy to legally distinguish
Hemp from marijuana.
Historically, the effects of federal tax rendered the domestic farming of Hemp impractical. In addition, with the science
of distinguishing Hemp from marijuana undeveloped, and fearful of Hemp as a psychoactive substance, states legally
restricted growth and cultivation of the Hemp plant. Subsequently, federal legislation scheduled all cannabis grown
in the United States as a controlled substance, and as a result, until the passage of the 2014 Farm Bill, cultivating
Hemp for any purpose in the United States without a Schedule I registration with the DEA was illegal. The 2014 Farm
Bill opened an approximately four-year window to allow Hemp to be cultivated within the context of an agricultural
pilot program and where permitted by state law.
The 2018 Farm Bill removed Hemp from the CSA, meaning that Hemp is no longer a controlled substance. By
defining Hemp to include its “extracts, cannabinoids and derivatives,” the United States Congress explicitly removed
popular Hemp products, such has Hemp-derived CBD, from the purview of the CSA.
After the USDA publishes regulations implementing the Hemp production provisions of the 2018 Farm Bill, farmers
will be able to access crop insurance and fully participate in USDA programs for certification and competitive grants.
State and Indian tribe governments may impose separate restrictions or requirements on Hemp growth and the sale of
Hemp products; however, after the USDA publishes regulations implementing the Hemp production provisions of the
2018 Farm Bill, state and Indian tribe governments may not interfere with the interstate transport of Hemp or Hemp
products.
Under the 2018 Farm Bill, there will be significant, shared state-federal regulatory power over Hemp cultivation and
production. Under section 10113 of the 2018 Farm Bill, state departments of agriculture must consult with the state's
governor and chief law enforcement officer to devise a plan that must be submitted to the Secretary of the USDA. A
state's plan to license and regulate Hemp can only commence once the Secretary of the USDA approves that state's
plan. In states opting not to devise a Hemp regulatory program, the USDA will construct a regulatory program under
which Hemp cultivators in those states must apply for licenses and comply with a federally-run program. In the near
future the shared state-federal regulation is likely to result in a complex, fast-changing and complex regulatory
framework.
In summary, the cannabis plant is currently being regulated by the United States federal government as one (and
potentially more) of the following: (i) “marihuana” as defined under the CSA; (ii) parts of the cannabis plant exempted
from the CSA’s definition of “marihuana” such as stalks and sterile seed; and (iii) Hemp cultivated pursuant to and in
accordance with the 2014 Farm Bill or the 2018 Farm Bill. Rather than distinguishing between “hemp” and
“marijuana” based on the part of the plant from which the product is derived, the 2014 Farm Bill and the 2018 Farm
Bill distinguish Hemp and marijuana on the basis of the concentration of THC. Any plant found to contain a higher
concentration of THC than permitted by the 2014 Farm Bill or 2018 Farm Bill is considered marijuana and a Schedule
I substance under the CSA. Therefore, whether CBD is a controlled substance largely depends on whether it is derived
from Hemp or marijuana. Where CBD is derived from marijuana containing more than 0.3% THC, it is regulated as
a controlled substance under the CSA.
The 2014 Farm Bill
In 2014, Congress enacted the 2014 Farm Bill which provided for the domestic cultivation of Hemp as part of
agricultural pilot programs adopted by individual states and research by institutions of higher education. The 2014
Farm Bill provided, notwithstanding other federal laws such as the CSA, for the domestic cultivation of Hemp. Forty
U.S. states had implemented legislation pursuant to the 2014 Farm Bill. The various state Hemp programs have
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different requirements regarding the registration of cultivators and processors, the involvement of institutions of higher
education and permissible commercialization. The 2014 Farm Bill gave significant discretion to states to adopt
regulations governing Hemp activity, but strictly defined Hemp to include any part of the cannabis plant, whether
growing or not, with a delta-9 THC concentration of not more than 0.3% on a dry weight basis. Any plant found to
contain a higher concentration of THC than permitted by the 2014 Farm Bill was considered a Schedule I substance
under the CSA (i.e. marijuana) and was not protected by the 2014 Farm Bill.
The 2014 Farm Bill's provisions only permitted the cultivation of Hemp by institutions of higher education or state
departments of agriculture (i) for research purposes (which included market research); (ii) as part of an “agricultural
pilot program” or other agricultural or academic research; and (iii) where permitted by state law.
The various state 2014 Farm Bill Industrial Hemp pilot programs have different requirements regarding the registration
of cultivators and processors, the involvement of institutions of higher education, and permissible commercialization.
The 2014 Farm Bill did not establish a federal regulatory framework and gave significant discretion to states to adopt
regulations governing hemp activity. Any plant found to contain a higher concentration of THC than permitted by the
2014 Farm Bill (which uses the same THC threshold as the 2018 Farm Bill) is considered a Schedule I substance
under the CSA (i.e. marijuana) and is not protected by the 2014 Farm Bill.
FDA Approval of Epidiolex
On June 25, 2018, the FDA issued to GW Pharmaceuticals plc its approval for Epidiolex, the first cannabis-derived
prescription medicine to be available in the U.S. The active ingredient in Epidiolex is synthetic CBD.
State Regulation of Hemp
Under the 2018 Farm Bill there will be significant, shared state-federal regulatory power over Hemp cultivation and
production of Hemp. Under section 10113 of the 2018 Farm Bill, state departments of agriculture must consult with
the state's governor and chief law enforcement officer to devise a plan that must be submitted to the Secretary of the
USDA. A state's plan to license and regulate Hemp can only commence once the Secretary of the USDA approves
that state's plan. In states opting not to devise a Hemp regulatory program, the USDA will construct a regulatory
program under which Hemp cultivators in those states must apply for licenses and comply with a federally-run
program.
Even after the passage of the 2018 Farm Bill, there remains the risk of federal law enforcement action against the
Issuer. Any plant found to contain a higher concentration of THC than permitted by the 2014 Farm Bill or 2018 Farm
Bill is considered marijuana and a Schedule I substance under the CSA. The 2014 Farm Bill and 2018 Farm Bill give
significant discretion to states to adopt regulations governing Hemp activity, but strictly define Hemp to include any
part of the cannabis plant, whether growing or not, with a delta-9 THC concentration of not more than 0.3% on a dry
weight basis. Under Section 10113 of the 2018 Farm Bill, state departments of agriculture must consult with the state’s
governor and chief law enforcement officer to devise a plan that must be submitted to the Secretary of the USDA. A
state’s plan to license and regulate Hemp can only commence once and if the Secretary of the USDA approves that
state’s plan. In states opting not to devise a Hemp regulatory program, the USDA will need to construct a regulatory
program under which Hemp cultivators in those states must apply for licenses and comply with a federally-run
program. Even if a state creates a plan in conjunction with its governor and chief law enforcement officer, the Secretary
of the USDA must approve it. As of the date hereof, three states have submitted such plans to the USDA. There can
be no guarantee that any state plan will be approved. Review times may be extensive. There may be amendments and
the ultimate plans, if approved by states and the USDA, may materially limit the Issuer’s business depending upon
the scope of the regulations. There is also a risk that state law enforcement officials may read the statutes, as a whole,
differently and that such interpretations may change (both favourably and unfavourably) over time.
Currently the Issuer conducts Hemp-derived CBD activities in Montana and has plans to expand these activities in
New Mexico. The following is a regulatory overview of Hemp for these two states.
Montana
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Montana’s Hemp program authorizes the cultivation and manufacture of Hemp and Hemp products by a person
licensed by Montana’s Department of Agriculture (“MDA”) for research and commercial use.1 Hemp is considered
an agricultural crop in Montana, and upon meeting the state licensing requirements, an individual may plant, grow,
harvest, possess, process, sell, or buy Hemp.2 The licensee must notify the commissioner of each sale or distribution
of any industrial Hemp grown by the licensee, including the name and address of the person receiving the Hemp.3
Post-harvest commercial use of the Hemp, including the manufacture of products is permitted, but must also be
approved by the MDA. The MDA does not regulate the production or sale of food, drugs, health supplements, or
cosmetics, but states that participants are not permitted to produce Hemp-derived animal foods or feeds at present.4
The Montana Department of Public Health and Human Services (“DPHHS”) issued a policy statement, updated
February 6, 2019, specifying that, “CBD extracts are not allowed in food or dietary supplements, regardless of the
cannabis source, industrial hemp or otherwise;” however, the policy additionally states that the DPHHS has
determined that verifiable food-grade industrial hulled Hemp seeds and oil from such seeds will be allowed in a variety
of specified food products, including dietary supplements, if the food product is marketed without any health and
health-related claims.5
New Mexico
New Mexico adopted the Hemp Manufacturing Act (the “Hemp Act”) in April 2019 to expand its Hemp program and
explicitly regulate the production and sale of Hemp products, including those containing CBD. “Hemp finished
product” is defined in the Hemp Act as “a hemp product that is intended for retail sale and containing hemp or hemp
extracts that includes food, food additives and herbs for human use, including consumption, that has a THC content
of not more than three-tenths percent.”6 Consumption is defined in New Mexico law as including inhalation, indicating
that CBD vaporizer pens and other inhalables would be a permitted Hemp finished product once the Act takes effect
on July 1, 2019.7 Individuals, businesses, agencies, institutions, or other entities that possess a valid Hemp production
license must comply with all state and federal requirements relevant to the production of Hemp; however, the Hemp
Act explicitly states that “hemp finished products produced by a hemp manufacturer holding a permit issued [by New
Mexico’s Hemp program] shall not be deemed adulterated as that term is used in the Food Service Sanitation Act and
the New Mexico Food Act.”8 Permit holders are still required to comply with such acts for the production of Hemp
finished products intended for consumption by eating or drinking. Importantly, the state’s criminal code defines
marijuana to exclude “any part of the [cannabis sativa L.] plant, whether growing or not, containing a delta-9tetrahydrocannabinol concentration of no more than 0.3% on a dry weight basis”. As such, Hemp-derived CBD
products are not classified as “marijuana” under the state’s criminal code. Although the Hemp program expansion
language does not take effect until July, there are no explicit permissions or prohibitions regarding engaging in Hempderived CBD activity under its current program rules.
FDA Regulation
The governing food and drug law in the United States is the FDCA. The purpose of the FDCA is to forbid the
movement in interstate commerce of adulterated or misbranded food, drugs, devices and cosmetics. The FDA is
charged with protecting the integrity of the U.S. food supply and its cosmetic products, as well as monitoring the
safety and efficacy of drugs, biological products, and almost any compound intended for human or animal
consumption, among other areas. To date, the FDA has not approved any marijuana, Hemp or CBD or other individual
cannabinoids as permissible for use in dietary supplements, as dietary ingredients or as safe for use in food. This
creates additional barriers to lawfully selling cannabinoid and cannabinoid-based products in the U.S.
The Dietary Supplement Health and Education Act (the “DSHEA”), an amendment to the federal FDCA, established
a framework governing the composition, safety, labeling, manufacturing and marketing of dietary supplements in the
United States. Generally, under the DSHEA, dietary ingredients marketed in the United States prior to October 15,
1994 may be used in dietary supplements without notifying the FDA. “New” dietary ingredients (i.e. dietary
1
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Montana Code Annotated § 80-18-101-111.
Montana Code Annotated § 80-18-102.
Montana Code Annotated § 80-18-106.
Montana Department of Agriculture, Montana State Hemp Program, https://agr.mt.gov/Industrial-Hemp.
Id.
24 NMSA 1978 § 2.
84 NMSA §30-31-2(Y).
24 NMSA 1978 §6.
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ingredients “not marketed in the United States before October 15, 1994”) must be the subject of a new dietary
ingredient notification submitted to the FDA unless the ingredient has been “present in the food supply as an article
used for food” without being “chemically altered.” Any new dietary ingredient notification must provide the FDA
with evidence of a “history of use or other evidence of safety” establishing that use of the dietary ingredient “will
reasonably be expected to be safe.
The FDA has taken the position that CBD cannot be marketed in a dietary supplement because it has been the subject
of investigation as a new drug (such restrictions referred to as “IND Preclusion”). According to the FDA, the
submission of the IND application for Epidiolex by Greenwich Biosciences, the U.S. subsidiary of London-based GW
Pharmaceuticals, preceded the sales and marketing of CBD as a dietary supplement. Excluded from the DSHEA
definition of a dietary supplement is: “an article authorized for investigation as a new drug, antibiotic, or biological
for which substantial clinical investigations have been instituted and for which the existence of such investigations
has been made public, which was not before such approval, certification, licensing, or authorization marketed as a
dietary supplement or as a food unless the Secretary of the USDA, in the Secretary’s discretion, has issued a regulation,
and notice and comment, finding that the article would be lawful under this Act.” It is the FDA’s interpretation of the
IND Preclusion that the preclusion date is the date in which it authorized the drug for investigation.
The Issuer believes there are significant arguments against this position in that all conditions of the statute must be
met before the IND Preclusion applies, including (1) authorization for investigation as a new drug; (2) substantial
clinical investigations must be instituted; (3) such substantial investigations must be made public; and (4) all of the
above must occur prior to the marketing of the article as a food or dietary supplement. As discussed below, the FDA
takes the position that CBD was not marketed in a food or dietary supplement prior to all of the conditions for the IND
Preclusion rendering effective. The Issuer disagrees with this position and further believes that its products will be
sold in interstate commerce prior to the publication of substantial clinical investigations. Thus, the Issuer takes the
position that the IND Preclusion does not apply. As of the date of this Listing Statement, the Issuer has not, and does
not intend to file an investigational drug application with the FDA concerning any of its products that contain CBD
derived from Hemp.
The FDCA similarly does not recognize CBD as safe for use in food products, stating that a substance added to food
is unsafe unless the substance is Generally Recognized as Safe (“GRAS”). The FDA has not recognized CBD as
GRAS for human consumption, although certain Hemp seed oils may be considered GRAS. Further research is needed
to determine if other cannabinoids would be considered GRAS or what steps would be necessary for them to be
recognized as GRAS. In the meantime, stakeholders are collecting data to pursue a GRAS determination for CBD.
On December 20, 2018, the FDA released a letter from Commissioner Scott Gottlieb, which restated the FDA’s current
position, opining that products containing CBD ingredients may not be sold as food or dietary supplements. The letter
also contained, for the first time, a path toward the FDA’s acceptance of Hemp-derived CBD as a food additive or
nutritional supplement. The FDA indicated that it is considering using its authority to issue a regulation that will
specifically allow Hemp-derived ingredients in food and supplements. Furthermore, the FDA stated that it intends to
hold its first public meeting in April 2019, subsequently rescheduled and held on May 31, 2019, for stakeholder to
share their experiences with CBD products, including information and views related to the safety of such products.
The FDA stated that it is “…committed to pursuing an efficient regulatory framework for allowing product developers
that meet the requirements under our authorities to lawfully market these types of products.”
The Issuer believes there is substantial uncertainty and different interpretations among state and federal regulatory
agencies, legislators, academics and businesses as to whether cannabinoids were present in the food supply and
marketed prior to October 15, 1994. A determination that Hemp products containing cannabinoids were not present
in the food supply, marketed prior to October 15, 1994, and not otherwise permissible for use as a dietary ingredient
or ingredients in food may have a materially adverse effect upon the Issuer and its business. Moreover, if the FDA
were to enforce the IND Preclusion based on its interpretation of the legislation, this would have a material adverse
effect on the Issuer and its business.
Hemp derived products may be legally sold and marketed in the United States where they contain Hemp lawfully
imported from another country or cultivated pursuant to a state agricultural pilot program, provided the product
complies with the FDCA and applicable state and federal law. Textiles, fibers, and certain food and cosmetic products
containing Hemp seed and Hemp seed oils can be lawfully sold in compliance with federal law. Products containing
CBD, however, may only be legal to the extent they are lawfully sourced, sold in a state where state law does not
prohibit such sale and where they are compliant with the FDCA. Compliance with the FDCA may prove difficult for
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most CBD products, while other Hemp-based products such as Hemp seed, Hemp seed oils and certain nonconsumable products may be able to achieve compliance with FDCA more easily.
The Issuer believes it is in compliance with applicable law and has not received any citations or notices of violation
which may have an impact on the Issuer’s business activities or operations other than the revocation of VNH’s
commodity broker licence issued by the MDA due to non-payment to farmers in 2018, which the Issuer believes is
not material to its business because it can continue to purchase Hemp through third-party brokers. See Item 19 “Legal
Proceedings”.
Future Uncertainty of Legal Status
There remain a number of considerations and uncertainties regarding the cultivation, sourcing, production and
distribution of Hemp and products containing Hemp derivatives. Applicable laws and regulations remain subject to
change as there are different interpretations among federal, state and local regulatory agencies, legislators, academics
and businesses with respect to the treatment of the importation of derivatives from exempted portions of the cannabis
plant and the scope of operation of 2018 Farm Bill-compliant Hemp growers and licensed CBD producers from Hemp.
These different federal, state and local agency interpretations, as discussed above, touch on the regulation of
cannabinoids by the DEA and/or the FDA and the extent to which imported derivatives, and/or 2018 Farm Billcompliant cultivators and processors may engage in interstate commerce, whether under federal and/or state law. The
uncertainties likely cannot be resolved without further federal and state legislation, regulation or a definitive judicial
interpretation of existing legislation and rules.
Under the 2018 Farm Bill, there will be significant, shared state-federal regulatory power over Hemp cultivation and
production. Under section 10113 of the 2018 Farm Bill, state departments of agriculture must consult with the state's
governor and chief law enforcement officer to devise a plan that must be submitted to the Secretary of the USDA. A
state's plan to license and regulate Hemp can only commence once the Secretary of the USDA approves that state's
plan. In states opting not to devise a Hemp regulatory program, the USDA will construct a regulatory program under
which Hemp cultivators in those states must apply for licenses and comply with a federally-run program. In the near
future the shared state-federal regulation is likely to result in a complex, fast-changing and complex regulatory
framework.
The Issuer's Regulatory Compliance Activities
Under the oversight of its general counsel, the Issuer's senior management team regularly monitors the development
of applicable U.S. laws and the Issuer engages U.S. legal counsel to ensure it is operating in compliance with all
applicable laws and permits. These compliance-related activities include efforts affecting the following objectives,
when and as applicable:





ensuring all raw materials are sourced in compliance with the 2014 Farm Bill and, when the Hemp production
related provisions thereof become effective, the 2018 Farm Bill, as well as in either case applicable state and
local laws;
evaluating supply chain partners for quality standards;
setting and maintaining quality standards through raw material specifications; and
ensuring processing activities comply with applicable state law in Montana and New Mexico.

Licensing Requirements under the Cannabis Act in Canada
Artiva has applied for a “Standard Cultivation License” for its location in Ottawa, Ontario.
In its Cannabis Licensing Application Guide, Health Canada delineates the following activities that a licensee (a
“Licensed Producer” or “LP”) is authorized to undertake on the basis of a Standard Cultivation Licence:




possess cannabis;
obtain dried or fresh cannabis, cannabis plants or cannabis seeds by propagating, cultivating or harvesting;
for the purpose of testing, alter the chemical or physical properties of the cannabis;
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sell and distribute dried cannabis, fresh cannabis, cannabis plants or seeds to other licence holders
(cultivators, processors, analytical testers, researchers, cannabis drug licence holders), with the exception
that dried cannabis or fresh cannabis cannot be sold to the holder of a nursery licence;
sell and distribute cannabis plants or seeds to a licenced nursery;
sell and distribute cannabis products that are plants or seeds to a licence holder that is authorized to sell
cannabis for medical purposes or to a person authorized to sell cannabis under a provincial or territorial act;
send and deliver cannabis products that are plants or seeds to the purchaser at the request of a licence
holder that is authorized to sell cannabis for medical purposes or to a person authorized to sell cannabis
under a provincial or territorial act; and
conduct ancillary activities (e.g., drying, trimming, milling, etc.)

The process of becoming a Licensed Producer is rigorous and presents a significant barrier to entry for prospective
licensees. On May 8, 2019, Health Canada announced changes to its process for issuing cannabis licenses, in a bid
to improve turnaround. Effective immediately, new applicants for licenses to cultivate, process or sell cannabis, for
either medical or recreational purposes, must now have a fully built site that meets the regulations when they submit
their application. Prior to this change, applicants could submit an application with their plans and receive approval
before building. Health Canada noted that more than 70% of licensing applicants that passed its initial paper-based
review over the past three years have yet to submit the required evidence to demonstrate they have built a facility
that meets the regulatory requirements.
The stages in the application process for becoming a Licensed Producer are summarized as follows:
1.

Applications Received/Preliminary Screening: The applicant undergoes a preliminary screening for
application completeness, with incomplete applications returned to the applicant. A complete
application is assigned an application number. Once an application number is received, the applicant
has completed the preliminary screening stage.

2.

Enhanced Screening: An application will then be reviewed to ensure that the level of detail is sufficient
to assess the applicant’s satisfaction of the requirements of the Cannabis Act. Initial consideration is
also given to the location of the proposed growing site, likely risks to public health, safety and security,
the proposed security measures, and the credentials of the proposed qualified assurance personnel to
meet the good production requirements outlined in the Cannabis Act. Health Canada will also verify
that the applicant has provided notice to the local government where the applicant’s proposed growing
site is located.

3.

Security Clearance and Application Review: Once the screening of an application is complete, the
security clearance forms for key personnel are provided for processing. Security clearances involve
criminal record checks and background reviews to assess whether the applicant poses a risk to the
integrity of the control of the production and distribution of cannabis, including the risk of cannabis
being diverted to an illicit market or use. Concurrently with the security clearance process, the
application is reviewed to validate all information provided by the applicant. At this stage, the applicant
has regular communication with the Office of Medical Cannabis. Physical security plans, including
storage plans, are also evaluated and applicants must meet a minimum of security level to be considered
for a license.

4.

Licensing and Inspection: Following Health Canada’s determination that the application meets the
regulatory requirements and has issued a license to cultivate, and once the applicant producer is ready
to initiate production at its facility, Health Canada will schedule the first inspection. Health Canada
inspects facilities before cultivation begins and before a license to sell products to the public is issued.
During the initial inspection, Health Canada considers a variety of factors including security measures,
good production practices, packaging, labelling, shipping, registration and record-keeping. If granted,
the initial issuance of a license includes limits on licensed activities and a maximum limit on the total
amount of cannabis products authorized for production. Health Canada requires rigorous testing of
cannabis products and derivatives provided by Licensed Producers. A Licensed Producer is subject to
a wide variety of compliance and enforcement activities conducted by Health Canada after it has
received its license. For instance, Health Canada will typically perform unannounced inspections on a
Licensed Producer’s facility to ensure adequate security measures and production practices are in place.
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Licensed Producers have the broadest spectrum of activity with respect to the cultivation and sale of
cannabis and cannabis derivative products directly to patients.
The Issuer has invested significantly during 2018 to retrofit a greenhouse facility at its Artiva location in Ottawa,
Ontario. It submitted an evidence package in October 2018 for Health Canada’s review and has recently responded
to their inquiries.

4
4.1
(1)

NARRATIVE DESCRIPTION OF THE BUSINESS
General
Business of the Issuer
(a)

Business Objectives and Milestones
The business of the Issuer is to process and distribute Hemp-derived CBD wholesale and in
consumer products in the United States. The Issuer purchases industrial hemp biomass from brokers
who source it from farmers. Hemp biomass is the dried plant matter that is used for the production
of refined hemp products, such as CBD isolate. The Issuer then uses its proprietary extraction and
isolation technology at its Eureka, Montana facility (the “Montana Facility”), to extract the CBD
from the hemp. The Issuer is continuously refining its proprietary extraction and isolation process
which allows it to consistently produce an industry-leading output of up to 400 litres per day of fullplant extract or the equivalent of up to 240 kg per day of CBD (with sufficient hemp biomass).
Eureka93 currently offers the following principal product for wholesale:
 CBD isolate: a purified form of CBD (99% CBD) containing no more than the allowable
federal limit of 0.3% THC. CBD isolate is a powder that is easy to formulate with and is
utilized to make a wide variety of CBD-based products.
During the summer of 2019, Eureka93 anticipates beginning to sell the following products for
wholesale:
 Hemp distillate: a liquid product that contains >70% CBD and also contains other minor
cannabinoids and terpenes and that contains no more than 0.3% THC.
 Full spectrum CBD oil: a liquid product containing a large range of compounds naturally
occurring in the source Hemp plant, with a >12% CBD content, and no more than 0.3% THC.
The Issuer is dedicated to producing the highest-quality CBD products for consumers, supported by
research and development and nutraceutical industry expertise. Subject to receipt of the required
licences from Health Canada to become a Licensed Producer, the Issuer may expand this business
to Canada and may engage in the cannabis business in Canada. For greater clarity, the Issuer will
not engage in any marijuana-related activities in the United States. The Issuer’s business in the
United States is restricted to Hemp-derived CBD as permitted under the 2014 Farm Bill, 2018 Farm
Bill and applicable state and local regulations.
For greater clarity, the Issuer’s business activities in the United States are and will be strictly
limited to Hemp-derived CBD as permitted under the 2014 Farm Bill and 2018 Farm Bill. See
Item 3.3 “Trends Related to the Business of the Issuer”. The Issuer does not, nor does it have
any intention to engage, directly or indirectly, in the cultivation, production or distribution,
in the United States, of medicinal or recreational marijuana or products derived therefrom.
In the United States, the Issuer intends only to produce and sell Hemp-derived CBD products.
The Issuer also owns and operates Acenzia, a developer and manufacturer of natural health products
with an FDA-registered facility (NSF certification for Good Manufacturing Practices and a USDAcertified organic manufacturer) in Tecumseh, Ontario. Acenzia’s business is currently focused on
contract nutraceutical manufacturing. The intention of the Issuer is that Acenzia will transition to
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focus on research and development related to CBD, supporting the Issuer’s primary CBD business
through the development, formulation and manufacturing of its future CBD product lines.
Eureka93 currently has one reportable operating segment: the research, extraction, product
formulation, manufacture and distribution of CBD-based products. Based on existing working
capital and assuming the Issuer does not raise further capital, the following are the objectives that
the Issuer expects to accomplish in the following 12-month period:
U.S. Operations:
Business Objectives

Milestones

Obtain a Continuous Production
License for 2020 in New Mexico
Commission Las Cruces, New Mexico
Facility by December 31, 2019

Obtain State of New Mexico
license by Q4 2019
Obtain
an
independent
engineering study to support
retrofitting of New Mexico
Facility by end of summer 2019

TOTAL FOR US OPERATIONS

Estimated
Costs
$50,000
$50,000

$100,000

If the Issuer fails to achieve these milestones, its ability to commission its New Mexico Facility will
be delayed or possibly abandoned thereby impacting its future production objectives from the New
Mexico Facility.
Canadian Operations:
Business Objectives

Milestones

Cultivate and distribute medical
cannabis to Licensed Producers
Outdoor grow of hemp/cannabis at the
Ottawa Facility

Obtain Health Canada cultivation
license by Q4 2019
Obtain City of Ottawa approval
by Q4 2019, and obtain amended
cultivation license from Health
Canada to allow for outdoor
growing by Q1 2020
Obtain Health Canada research
license by Q1 2020

Research and product development on
CBD at the Acenzia site
TOTAL FOR CANADIAN
OPERATIONS

Estimated
Costs
$250,000 for
equipment
$20,000

$30,000
$300,000

If the Issuer fails to achieve these milestones, Acenzia’s ability to become a Licensed Producer will
be delayed and may only be achievable through a different approach such as an acquisition or a
strategic partnership with another Licensed Producer. In addition, until Acenzia becomes a Licensed
Producer, which it may never be, Acenzia will be precluded form commencing research and product
development which in turn could delay the development of future CBD products.
If the Issuer raises additional capital, it will also pursue the following objectives in the order of
priority listed and based on the amount of capital raised, if any:
U.S. Operations:
Business Objectives
Scale-up production to
3,000 kilogram (kg) per
month of CBD
equivalent products in
Eureka, Montana

Milestones
Procurement of additional extraction
equipment to further scale-up daily
capacity output from 50 kg to 100 kg
by end of summer 2019
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Estimated Costs
$1.5 to $2 million

Secure Hemp biomass on 1,000 acres
by fall 2019
Retrofit and commission
Las Cruces, New Mexico
extraction facility for
CBD production by
December 31, 2019
TOTAL FOR US
OPERATIONS

Complete engineering and budget by
end of summer 2019; Complete
retrofit by end of Q4 2019

$2 to $4 million for deposit
on future contracts (take
delivery in fall 2019)
$10 - $15 million (subject to
change – pending
engineering report)

$13.5 to $21 million

Canadian Operations:
Business Objectives
Establish a second
research lab with zebrafish model(1)
TOTAL FOR
CANADIAN
OPERATIONS
Note:
(1)

Milestones
Implement at the Artiva or another
strategic site by end of Q3 2019

Estimated Costs
$250,000

$250,000

See Item 3.1 “General Development of the Issuer’s Business”.

Total estimated funding requirement to achieve the above stated business objectives is
approximately $14.15 to $21.65 million. There is no assurance that the Issuer will be able to raise
the capital required to achieve these objectives on reasonable terms or at all.
(b)

Total Funds Available
At June 30, 2019, Eureka93’s unaudited consolidated working capital was as follows (in USD
000’s):
Current assets
Current liabilities
Estimated working capital

$36,942
$35,961
$981

Based on the above estimated working capital, Eureka93 has sufficient working capital to fund the
first half of part (a) above over the next 12 months.
Eureka93’s current assets include the following items:





US$22.5 million of inventories (primarily of hemp bales and nutraceutical supplement raw
materials).
US$6.8 million of cash.
US$6.5 million of prepayments.
US$1.2 million accounts receivable.

Eureka93’s current liabilities include the following items:




US$7.4 million of mortgages coming due for renewal in the fourth quarter of 2019.
Management anticipates beginning renewal discussions with the respective mortgage
lenders in September 2019. However, there can be no assurance that Eureka93 will
successfully renew the mortgages.
US$8 million of liabilities relating to the litigation with Montana farmers (see Item 19
“Legal Proceedings”), representing the full value of the contracts.
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US$15 million of convertible notes issued in February and March 2019 repayable within
12 months. These notes are convertible to Common Shares at the holders’ discretion (see
Item 8 “Consolidated Capitalization”). Subject to Eureka93’s performance, management
expects these to convert to equity and therefore not require repayment of principal and only
require the guaranteed 10% interest payment. However, there can be no assurance that these
notes will convert to equity.

The Issuer also has contingencies related to legal proceedings. See Item 19 “Legal Proceedings”.
The following table provides a summary of Eureka93’s debt obligations and the quarterly contractual
debt payments (principal and interest) coming due over the next four quarters (which are included
in current liabilities) (in USD 000’s):
Quarterly Payments

10% Convertible debt (interest-only)
10% Secured convertible notes
7.99% Mortgage (interest only)
10% Secured convertible notes
8% Mortgage (interest-only)
10% promissory notes
Bank operating line
10.5% Mortgage (interest-only)
Notes payable
6.5% Loan (interest-only)
10% mortgage
4.89% TD Bank equipment loans

Maturity
Total
Mar 31 2021 $ 18,507
Apr 20 2020
12,000
Nov 1 2019
4,500
Feb 24 2020
3,000
Dec 23 2019
2,940
July 31 2020
1,500
On Demand
1,404
May 29, 2024
1,350
Overdue
352
Jun 30 2019
281
Sept 2020
213
Due
90

Total debt obligations

$

46,137

$

$

Q3 2019
Q4 2019
Q1 2020
Q2 2020
463 $
463 $
463 $
463
1,775
5,025
5,025
1,588
90
4,530
590
1,620
1,105
59
2,999
38
38
38
38
1,404
142
352
281
78
78
78
90
5,219 $

14,752 $

6,708 $

Total for
Next 12
Months
$ 1,851
13,413
4,620
3,315
3,058
150
1,404
142
352
281
234
90

2,230 $ 28,910

Management believes that the Issuer’s current assets of $36.9 million are sufficient to timely service
the near-term debt obligations even if the holders of the secured convertible notes do not convert to
equity.
The Issuer’s current monthly cash requirement to continue operations as presently conducted is
approximately US$1.1 million. Based on recent production and sales activities, coupled with strong
market demand for CBD isolates and oil, management believes the Issuer will generate sufficient
future cash flows from operating activities to finance this monthly cash requirement to continue
operations as presently conducted including servicing its debt and to fund the $400,000 in capital
expenditures to achieve the business objectives noted in the first half of part (a) above.
The Issuer plans to undertake financing activities to fund the capital expenditures for the business
objectives noted in the second half of part (a) above. There can be no assurance that Eureka93
will be able to raise capital to fund its operations or achieve these business objectives on
reasonable terms or at all. Any shortfall on this capital raise will impact the timing of such
business objectives, including the retrofitting of the New Mexico Facility (as defined below).
(2)

Principal Products and Services
Eureka93’s current principal products and services are:
 Extracting, processing and distributing Hemp-derived CBD products, and
 nutraceutical contract manufacturing services
Hemp-derived CBD products are expected to drive the majority of the consolidated revenues over the next
12 months, with nutraceutical contract manufacturing services at Acenzia expected to represent less than 10%
of total consolidated revenues. See Item 4.1(1)(a) “Business Objectives and Milestones”.
Advanced GMP Manufacturing Services
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The Issuer has facilities in Eureka, Montana; Las Cruces, New Mexico; Tecumseh, Ontario; and Ottawa,
Ontario.
Utilizing Hemp plants with naturally occurring phytocannabinoids (plant-based compounds that include CBD
and over 80 other cannabinoids and terpenes), Eureka93 offers the following principal product for wholesale:


CBD isolate: a purified form of CBD (99% CBD) containing no more than the allowable federal
limit of 0.3% THC. CBD isolate is a powder that is easy to formulate with and is utilized to make a
wide variety of CBD-based products.

During the summer of 2019, Eureka93 anticipates beginning to sell the following products for wholesale:



Hemp distillate: a liquid product that contains >70% CBD and also contains other minor
cannabinoids and terpenes and that contains no more than 0.3% THC.
Full spectrum CBD oil: a liquid product containing a large range of compounds naturally occurring
in the source Hemp plant, with a >12% CBD content, and no more than 0.3% THC.

The Montana Facility is fully operational with approximately 8,700 square foot of manufacturing, lab facility
and office space. Subject to obtaining additional capital, management plans to further scale up production
capacity in the existing facility from 50 kilograms a day to 100 kilograms a day. In May 2019, the Issuer
filed an application with the FDA to register this facility. There is no requirement for a licence from the state
of Montana for the Montana Facility to carry on its business as presently conducted or contemplated.
The Las Cruces, New Mexico facility (the “New Mexico Facility”) was acquired during the first quarter of
2019. The New Mexico Facility was previously an algae bio-diesel facility that was discontinued. In late
March 2019, the Issuer hired an engineering firm for an independent engineering evaluation for a commercial
process to extract CBD oil from industrial Hemp, including recommendations for retrofit, replacement and
installation of certain components. The report will be issued in summer 2019. Subject to securing additional
capital, the Issuer intends to proceed with the construction and retrofit in the second half of 2019 with a target
to be operational by December 31, 2019.
At Acenzia’s facility in Tecumseh, Ontario (the “Tecumseh Facility”), Acenzia offers product development,
formulation, labelling and packaging services to large nutraceutical companies. The Tecumseh Facility
encompasses 36,500 square feet, including 20 pharmaceutical-grade clean rooms. It is certified by Health
Canada and has NSF certifications for GMP and Sport (a screening program to ensure sports supplements do
not contain banned or prohibited substances), is a USDA-Certified Organic Manufacturer and is an FDAregistered facility. Good Manufacturing Practices (GMP) are guidelines that provide a system of processes,
procedures and documentation to assure a product has the identity, strength, composition, quality and purity
that appear on its label. These GMP requirements are listed in Section 8 of NSF/ANSI 173 which is the only
American National Standard in the dietary supplement industry developed in accordance with the FDA’s 21
CFR part 111. NSF International independently registers manufacturers as meeting GMP requirements. The
program is open not just to manufacturers of dietary supplements but also to manufacturers of ingredients
and raw materials, as well as distribution, warehousing and packaging companies, who want to demonstrate
their commitment to public safety. As demand requires, it is intended that the Tecumseh Facility will support
the Issuer’s CBD business through research and development to create novel or differentiated CBD products
and Acenzia’s nutraceutical business may decline accordingly as capacity is taken up by the CBD business.
Subject to obtaining relevant licensing from Health Canada, Eureka93 plans to expand the Tecumseh Facility
for CBD related products.
Cannabis (Marijuana) Products in Canada
There is no assurance that Artiva will obtain a Standard Cultivation Licence or, if it does, on what timeline.
If Artiva is successful in obtaining a Standard Cultivation Licence, cultivation will take place at Artiva’s
Ottawa location (the “Ottawa Facility”) to grow and produce dry cannabis as well as cannabis oil. If Artiva
obtains a Standard Cultivation Licence, Artiva will only able to distribute cannabis products to Canadian LPs.
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See Item 3.3 “Trends Related to the Business of the Issuer – Licensing Requirements under the Cannabis Act
in Canada”.
(3)

Production and Sales
As noted in the above section (2), the majority of Eureka93’s business will be driven by Hemp-derived CBD
production and sales in the United States (see Item 17 “Risk Factors – Risks Related to the Regulatory
Environment”). Extraction and isolation of CBD is not a seasonal business and neither is the wholesale CBD
market nor the consumer goods CBD market.
Hemp-based CBD Products
Production and distribution of industrial Hemp-derived CBD products takes place at Eureka93’s current
location in Eureka, Montana, with plans for a second facility in Las Cruces, New Mexico. Eureka93 may
further expand this activity to Canada subject to forming a strategic partnership and/or securing appropriate
licenses from Health Canada.
Cultivation
If Artiva becomes a Licensed Producer in Canada, it is anticipated that Artiva will cultivate Hemp and
cannabis in Ontario, Canada. In the future, the Issuer or its subsidiaries may cultivate Hemp in Montana or
New Mexico or other states in the United States where permissible by law. Currently, the Issuer is purchasing
wholesale Hemp for processing at the Montana Facility and is not purchasing, processing or cultivating Hemp
or cannabis in any jurisdiction.
In 2018, VNH contracted with 33 farmers in Montana, United States and one farmer in Alberta, Canada, to
harvest approximately 20,000 acres of Hemp. The Montana farmers operated under a Hemp license issued
to VNH by the Montana Department of Agriculture to permit the cultivation of industrial Hemp.
While early signs were showing rich CBD yield in the plants during the 2018 growing season, after harvesting
the actual CBD yields were much lower than anticipated. To mitigate this risk going into the second half of
2019, Eureka93 will apply a hybrid model to source the required biomass for its CBD production forecast.
Specifically, Eureka93 will execute the following blended strategies over the next 12 months to effectively
manage the source and prices of this key raw material for the CBD production:







secure industrial Hemp supply arrangement for 1,000 acres to be harvested fall 2019;
spot buys of rich CBD industrial Hemp, subject to independent lab test;
through winter 2019 and spring and summer 2020, purchase the Hemp production of 1,000 to 2,000
acres of farmland via contracts with farmers in multiple US states;
purchase from farmers who use autoflower Hemp seeds to accelerate blooming. Autoflower seeds
are seeds of cannabis sativa cross-bred with cannabis ruderalis that transition from the vegetative to
flowering stage of the plant’s growth more quickly and allow for a shorter harvest cycle; and
purchase from farmers located in southern US states, where legally permissible, who harvest three
grow seasons.

VNH’s commodity broker licence issued by the MDA was suspended in February 2019 due to non-payment
to farmers in 2018. In Montana, VNH currently purchases Hemp through third-party registered brokers. The
broker licence suspension does not impede the Issuer’s ability to extract, process or distribute Hemp-derived
CBD products. Accordingly, management does not believe that this suspension will have a material adverse
impact on the Issuer’s operating performance. See Item 19 “Legal Proceedings”.
Cultivating Hemp requires specialized skill and knowledge; Eureka93 seeks to buy Hemp from experienced
farmers who have this skill and knowledge..
Production
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VNH operates the Montana Facility, an approximately 8,700 square foot manufacturing, lab facility and
office space. It acquired this facility during the summer of 2018 and it is financed by a mortgage over two
years. VNH is in good standing with the lessors and mortgagor. At the Montana Facility, VNH does not have
any material leases. In January 2019, Eureka93 implemented standard operating procedures at the Montana
Facility to meet the Good Production Practices standards.
Presently, using a proprietary cryogenic ethanol extraction system, management estimates it can process
approximately 300,000 pounds (lbs) per month of ethanol-extracted Hemp. During 2019, Eureka93 will
apply past experience with the goal of achieving higher production output. Other than the procurement of
Hemp biomass (see “Cultivation” above), ethanol and pentane are significant raw material components in the
production of CBD products, both of which are readily available in the market.
In anticipation of continued growth and subject to available capital, Eureka93 is planning for additional
expansion at the Montana Facility to further scale-up its processing capacity from 50 kg a day to 100 kg a
day. Additionally, subject to obtaining additional capital, management plans to retrofit the New Mexico
Facility for CBD production. Subject to securing capital to fund this capital expenditure, management
estimates that it will be commissioned by December 31, 2019.
Specialized skill and knowledge requirements are generally limited to the development and engineering of
the extraction and isolation technology. The President and COO of Eureka93 (a chemical engineer), is the
creator of the Montana Facility, and with the assistance of both internal engineers and outside consultants
will build an industrial grade extractor and isolation facility in Las Cruces, New Mexico.
The Issuer is not aware of any significant environmental protection requirements that would have a material
impact on the Issuer’s financial results and operations.
Sales Strategies
In 2018, given VNH was in the start-up phase building the industrial grade extraction facility, it did not
generate a significant amount of CBD products for sale. Accordingly, its sales strategy was limited to the
use of select brokers. The sales team will sell directly and indirectly via sales channels and distributors.
For 2019, the Issuer will concentrate on the wholesale of CBD distillates and isolates in the U.S., due to
favorable market conditions with pricing at high margins and a high-volume business. Management believes
margins will remain strong for the next 12-24 months.
Regarding Eureka93’s sales cycle, a customer purchase order with a deposit is required prior to processing
the sales order. Except for rare circumstances, all sales are on FOB origin shipping terms (i.e. the customer
accepts the CBD products at Eureka93’s location and is responsible for freight costs and liability during
transport). Generally, customers must also pay 100% of the balance, net of deposit, prior to receiving product.
Intangibles and Intellectual Property
Management believes that intangible properties such as the know-how to extract and isolate CBD at scale
and the development of brands commanding consumer recognition and confidence will be key to gaining
market share and protecting retail sales margins. The Issuer protects its know-how and trade secrets through
confidentiality agreements with employees and management. Currently, the Issuer has not sought any patent
protection with respect to any of its trade secrets or know-how. The Issuer has registered trademarks for its
corporate brand but has not sought trademark protection for any product brands.
Contracts
Except as described herein, (i) the Issuer does not anticipate that any aspects of the Issuer’s business will be
affected in the 12 months following the date of this Listing Statement by renegotiation or termination of any
of the Issuer’s contracts or sub-contracts and (ii) other than the Tilray Agreement (defined below) the Issuer
is not substantially dependent on any contracts or sub-contracts that it has entered into. A significant portion
of the revenues of the Issuer are derived in connection with a supply agreement between LiveWell Canada
and Tilray Inc. (“Tilray”) dated February 1, 2019 (the “Tilray Agreement”). See Item 22 “Material
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Contracts”. The Tilray Agreement is a master agreement pursuant to which Tilray purchases Hemp-derived
CBD isolate from LiveWell Foods. The price and quantity of CBD isolate is determined pursuant to certain
established prices in the Tilray Agreement or as may be determined in a purchase order. Upon execution of
the Tilray Agreement, Tilray paid US$2,000,000 as a deposit against future purchases. Subject to adjustment,
Tilray agreed to purchase a maximum of 150 kg’s a month of CBD isolate from February 1, 2019 until August
1, 2019, and 150 kg’s of CBD isolate for the period from September 1, 2019 to January 1, 2020. To date,
LiveWell Foods has sold approximately 600 kg’s of CBD isolate under the Tilray Agreement. Delivery of
the CBD isolate is on free on board shipping terms. At the end of an initial twelve month term, the Tilray
Agreement will automatically renew for successive one year terms unless a party provides notice in writing
to the other party of its intention to terminate at least 60 days before the expiry of the then current term.
Employees
As at December 31, 2018, Eureka93 had a total of 68 employees. As a result of the Vitality Combination,
Eureka93’s total headcount increased by 55 to a total of 113 employees. Subject to available working capital,
management anticipates increasing headcount during 2019 as it scales-up Eureka93 operations in North
America.
(4)

Competitive Conditions and Position
Eureka93 competes in a fast-growing Hemp-derived CBD market characterized by a plethora of small, statelevel players. With the passage of the 2018 Farm Bill, the Issuer expects competition to intensify, including
through the introduction into the competitive landscape of larger players who may be better capitalized than
Eureka93 and enjoy advantages such as greater corporate brand recognition. Management expects significant
growth in the Hemp-derived CBD market and with this significant growth Eureka93 expects to meaningfully
benefit from bulk wholesale sales of CBD oils and isolates as it scales-up its production capacity throughout
2019 through optimizing its process based on its experience and learnings and subject to the ability to raise
additional capital. Management believes the current market is constrained by the lack of readily available
CBD supplies and lack of education on the benefits of CBD.
Management expects CBD wellness products to benefit from a trend of consumer interest in wellness and
natural health products. While the Issuer anticipates significantly more competition in 2019 and 2020, it
believes that demand will far outstrip the CBD supply that can be produced at this time. Management believes
that key competitive differentiators will be production scale, customer service, end products, and strong
financial position.

(5)

Lending Operations
Eureka93 does not have any lending operations.

(6)

Bankruptcy and Receivership
Within the three most recently completed financial years and the current financial year, there have been no
bankruptcy, or any receivership or similar proceedings against Eureka93 or any of its subsidiaries or any
voluntary bankruptcy, receivership or similar proceedings by Eureka93 or any of its subsidiaries.

(7)

Material Restructuring
Other than the Vitality Combination, Eureka93 has not conducted any material restructuring transaction
within three most recently completed financial years or completed during or proposed for the current financial
year.

(8)

Social or Environmental Policies
The Issuer has not implemented social or environmental policies that are fundamental to the Issuer’s
operations.
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4.2

Companies with Asset Backed Securities

The Issuer does not have asset backed securities.
4.3

Companies with Mineral Projects

The Issuer does not have any mineral projects.
4.4

Companies with Oil and Gas Operations

The Issuer does not have oil and gas operations.

5.
5.1

SELECTED CONSOLIDATED FINANCIAL INFORMATION
Issuer Annual Information

The following table summarizes the financial information of Eureka93 for the fiscal years ended December 31, 2016
to December 31, 2018 and the three months ended March 31, 2019. This summary should only be read in conjunction
with Eureka93’s financial statements, including the notes thereto. Eureka93’s audited financial statements for the
years ended December 31, 2018 and 2017 are attached hereto as Appendix “A”.

Total Revenue
Total Income from
Continuing Operations
Income from Continuing
Operations per Basic &
Diluted Share
Net Loss
Net Loss per Basic & Diluted
Share
Total Assets
Total Long-Term Liabilities
Cash Dividend per Share
Shareholders’ Equity

December
31, 2016
(‘000s)
Nil
(569)

December
31, 2017
(‘000s)
16
(5,768)

December
31, 2018
(‘000s)
751
(14,322)

March
31, 2019
(‘000s)
1,163
(4,687)

(0.07)

(0.13)

(0.13)

(0.50)

(569)
(0.07)

(2,290)
(0.13)

(18,980)
(0.17)

(5,509)
(0.59)

582
Nil
Nil
417

15,910
6,927
Nil
7,075

69,476
5,224
Nil
37,701

84,976
6,756
Nil
34,245

Because the Vitality Combination closed in April 2019, the above table does not incorporate financial information in
relation to Vitality and Mercal. Revenue in 2017 relates to functional food (Hemp bars) sales, which was discontinued
in 2018 as management concluded it was not core to the Issuer’s revised business strategy. See Item 3.1 “General
Development of the Business”. As a result of consolidating Acenzia’s financials from December 14, 2018, the 2018
revenue includes $0.3 million from Acenzia with the remaining balance relating primarily to the sales of vegetable
produce sold by Artiva. While the retrofitting of Artiva’s greenhouses for cannabis production was taking place during
2018, the Issuer continued the former vegetable produce business to generate cash flows. For clarity, the Issuer has
no revenue associated with cannabis in 2018.
The following table summarizes the financial information of Vitality in USD for the period from August 4, 2017
(organization date) to December 31, 2017, the fiscal year ended December 31, 2018 and the three months ended March
31, 2019. This summary should only be read in conjunction with Vitality’s financial statements, including the notes
thereto. Vitality’s audited financial statements for the period from August 4, 2017 (organization date) to December
31, 2017 and the fiscal year ended December 31, 2018 are attached hereto as Appendix “C” and for the three months
ended March 31, 2019 and 2018 are attached hereto as Appendix “D”.
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Total Revenue
Total Income (Loss) from Continuing
Operations
Income from Continuing Operations
per Basic & Diluted Share
Net Loss
Net Loss per Basic & Diluted Share
Total Assets
Total Long-Term Liabilities
Cash Dividend per Share
Shareholders’ Equity
(1)

August 4, 2017
to December
31, 2017
(USD ‘000s)
61
(657)

December
31, 2018
(USD
‘000s)
839
3,976

March
31,
2019
(USD
‘000s)
1,299
(1,261)

N/A(1)

0.05

(0.01)

(657)
N/A(1)
561
Nil
Nil
(2,289)

(16,446)
(0.19)
27,867
65
Nil
(6,745)

(2,007)
(0.01)
37,609
6,817
Nil
(690)

VNH was a Limited Liability Corporation prior to it being acquired by Vitality and therefore there
were no common shares issued for this private company.

The following table summarizes the financial information of Mercal for the years ended December 31, 2018 and 2017
and the three month period ended March 31, 2019. This summary should only be read in conjunction with Mercal’s
financial statements, including the notes thereto. Mercal’s audited financial statements for the years ended December
31, 2018 and 2017 are attached hereto as Appendix “E” and for the three months ended March 31, 2019 and 2018 are
attached hereto as Appendix “F”.

Total Revenue
Total Loss from Continuing
Operations
Loss from Continuing
Operations per Basic & Diluted
Share
Net Loss
Net Loss per Basic & Diluted
Share
Total Assets
Total Long-Term Liabilities
Cash Dividend per Share
Shareholders’ Equity
(Deficiency)
5.2

December
31, 2017
(‘000s)
Nil
(360)

December 31,
2018
(‘000s)
Nil
(192)

March 31,
2019
(‘000s)
Nil
(12)

(0.05)

(0.02)

(0.00)

(358)
(0.05)

(188)
(0.02)

(12)
(0.00)

83
Nil
Nil
15,609

48
Nil
Nil
(135)

6
Nil
Nil
(146)

Quarterly Information

The following table summarizes quarterly information of Eureka93 for each of the eight most recently completed
quarters ending at March 31, 2019.
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Q2
2017
Results of Operations:
Revenue
Gross profit
OPEX
Other expense
Net loss
Adjusted EBITDA
Weighted average common shares outstanding (1)
Net loss per share

$
$
$
$
$
$
$

Q3
2017

311
1
(312)
(311)
2,907
(0.11)

$
$
$
$
$
$
$

Q4
2017

315
2
(317)
(315)
3,127
(0.10)

$
$
$
$
$
$
$

Q1
2018

16
(15)
4,651
(43)
(4,623)
(1,409)
3,365
(1.37)

$
$
$
$
$
$
$

Q2
2018

20
1
1,407
28
(1,434)
(805)
5,116
(0.28)

Q3
2018

$
87 $
$
(737) $
$
7,513 $
$
3,940 $
$ (12,190) $
$ (2,068) $
7,000
$
(1.74) $

351
93
1,879
68
(1,854)
(1,391)
8,451
(0.22)

Q4
2018
$
$
$
$
$
$
$

293
17
2,897
622
(3,502)
(2,513)
8,697
(0.40)

Q1
2019
$
$
$
$
$
$

1,163
132
4,819
822
(5,509)
(3,943)
9,336
(0.59)

$

The following table provides a reconciliation of Eureka93’s quarterly Adjusted EBITDA to Net Loss as reported
under International Financial Reporting Standards (“IFRS”).
Q2
Q3
Q4
Q1
2017
2017
2017
2018
$
(312) $
(317) $ (4,623) $ (1,434) $
(1)
(2)
(7)
1
3
(4)
35
37
0
5
124
$
(311) $
(315) $ (4,587) $ (1,282) $
1,390
302
1,770
175
19
$
(311) $
(315) $ (1,409) $
(805) $

Net loss as reported under IFRS
Finance income
Finance charge
Foreign exchange
Taxes
Depreciation
Gain on disposal
EBITDA
Stock-based compensation
Bad debt charge
Inventory impairment charge
Non-cash charge for Canopy
Listing expense
Adjusted EBITDA

Q2
Q3
Q4
Q1
2018
2018
2018
2019
(12,190) $ (1,854) $ (3,502) $ (5,509)
(3)
(9)
(4)
128
139
330
888
5
(230)
(62)
292
123
119
167
467
(67)
(12,172) $ (1,667) $ (2,713) $ (4,220)
434
256
234
275
55
20
(3)
2
521
(31)
5,049
3,986
(2,127) $ (1,391) $ (2,513) $ (3,943)

The following table summarizes quarterly information of Vitality for each of the eight most recently completed
quarters ending at March 31, 2019 (in USD ‘000s).
Results from Operations
Revenue

Q3'17

Q4'17

Q1'18

$

Fair Value Adjustment on Biological Assets

$

-

$

Gross profit

$

OPEX

$

Other expenses (income)

$

Net Income (loss)

$

(405) $

(1,886) $

(3,638) $

(1,650) $

(14,554) $

Adjusted EBITDA

$

(7) $

(607) $

(481) $

(621) $

(792) $

(0.10)

(0.02)

17

$

383

$

-

$

124

$

1,251

$

Net Income (loss) per share - basic

-

-

Weighted average shares- basic

-

-

Net Income (loss) per share - diluted

-

-

Weighted average shares- diluted

-

-

$

-

500

$

46

Q4'18

-

(511) $

212

Q3'18

$

(5) $

61 $

Q2'18

$

81

Q1'19
$ 1,299

$

1,945

$

3,889

$

1,944

$

-

(254) $

2,047

$

3,898

$

2,258

$

(267)

86 $

759

$

898 $

2,229

$

994

2,937

$

$ (3,366) $

746

3,298

35,064
(0.10)
35,064

$

100,000
(0.02)
100,000

17,554

3,395

$ (2,007)

(657) $ (1,136)

(0.14)

0.03

(0.01)

103,549

129,043

148,699

(0.14)

0.03

(0.01)

103,549

129,043

148,699

The following table provides a reconciliation of Vitality’s quarterly Adjusted EBITDA to Net Loss as reported
under IFRS (in USD ‘000s).
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Net profit/(loss) as per IFRS
$
Add back:
Finance expenses
Depreciation
EBITDA
$
Other Adjustments:
Stock-based compensation
Foreign exchange loss
Loss/(Gain) on debt settlement
Fair value adjustment on biological assets
Adjusted EBITDA
$

5.3

Q3'17
Q4'17
Q1'18
Q2'18
Q3'18
Q4'18
Q1'19
(405) $ (1,886) $ (3,638) $ (1,650) $ (14,554) $ 3,395 $ (2,007)
383
1,249
2,029
2,908
3,392
514
15
30
39
48
60
61
(7) $ (607) $ (1,570) $ 1,306 $ (11,101) $ 3,970
(7) $

281
137
$ (1,589)

43
863
312
141
1,089
17
14,155
(3,547)
(1,945)
(3,889)
(1,944)
(607) $ (481) $ (621) $
(792) $ (657) $ (1,136)

Dividends

It is not anticipated that the Issuer will pay any cash dividends in the foreseeable future. It is expected that the Issuer
will use its earnings to finance further business development. Any future determination to pay dividends will be at the
discretion of the Board and will depend on, among other things, the Issuer's results of operations, current and
anticipated cash requirements and surplus, financial condition, contractual restrictions and financing agreement
covenants, solvency tests imposed by corporate law and other factors that the Board may deem relevant. There are no
restrictions on the Issuer's ability to pay dividends.
5.4

Foreign GAAP

The Issuer is presenting its consolidated financial information in accordance with IFRS and not on the basis of foreign
GAAP.

6.

MANAGEMENT’S DISCUSSION AND ANALYSIS

The Issuer’s Management Discussion & Analysis (“MD&A”) for the years ending December 31, 2018 and 2017 is
attached hereto as Appendix “H”.
Vitality’s and Mercal’s MD&A for the period ending December 31, 2018 are attached hereto as Appendix “I” and
“J”, respectively.

7.

MARKET FOR SECURITIES

The Common Shares are listed on the CSE under the symbol “LVWL” and are expected to recommence trading under
the symbol “ERKA” following the Issuer’s requalification for listing in connection with the Vitality Combination.
The Common Shares were listed on the TSX-V from June 21, 2018 until November 28, 2018. The Common Shares
commenced trading on the CSE on November 26, 2018 until they were suspended from trading on December 3, 2018
pending approval of the Vitality Combination.

8.

CONSOLIDATED CAPITALIZATION

Since the most recently completed financial year contained in this Listing Statement, the Issuer had the following
material changes in its capitalization.
Brokered Private Placement


On February 19, 2019, the Issuer completed a brokered private placement of US$3 million of Senior Secured
Convertible Notes, which are convertible into Common Shares at $11.10 (“Bridge Notes”). This was a bridge
financing to allow more time to close the brokered private placement (see below). After agent fees and
professional fees, the net proceeds to the Issuer were US$2.5 million. The Bridge Notes, secured against various
Issuer assets, accrue interest at 10% per annum and have a maturity date of February 14, 2020. In addition to
the Bridge Notes, the investors received warrants which, as a result of the Vitality Combination, are warrants
to purchase 1,206,600 Common Shares of the Issuer at an exercise price of US$2.49 per share (the “Bridge
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Warrants”). The Issuer assumed the Bridge Warrants upon closing of the Vitality Combination. The Issuer
may prepay the Bridge Notes at a 3% premium on 10 trading days’ notice. The payment of the Bridge Notes
is amortized in six equal monthly payments beginning on September 1, 2019. The Bridge Warrants may be
put back to the Issuer by the holder at a cost of US$0.6 million, beginning six months after the date of issuance
and we can force the exercise of the warrants at $7.47 per share subject to certain conditions.


On March 20, 2019, the Issuer completed a brokered private placement of $1.7 million of units at $11.10 each.
Each unit consists of one common share of the Issuer and one common share purchase warrant (a “Unit
Warrant”). Accordingly, the Issuer issued from treasury 153,267 Common Shares. As a result of the Vitality
Combination, each Unit Warrant is exercisable into one Common Share of the Issuer at a price per share of
$11.10. The Unit Warrants expire on March 20, 2024.



On March 29, 2019, the Issuer a completed the brokered private placement of US$12 million of Senior Secured
Convertible Notes, subject to US$6 million holdback provisions, which are convertible into Common Shares
at the lower of: (i) the lowest daily volume weighted average price (“VWAP”) in the previous ten trading days
after trading resumes on the CSE or (ii) 75% of the lowest daily VWAP in the 10 trading days prior to the
trading day on which the conversion shares are free trading on the CSE or on the NASDAQ (if listed); provided
however that in no event shall the conversion price be lower than $11.10 per share (the “Notes”). The investors
were also issued warrants which, after giving effect to the Vitality Combination, are now warrants to purchase
an aggregate of 2,413,200 Common Shares at an exercise price of US$2.49 per share. The Notes accrue interest
at 10% per annum and have a maturity date of April 20, 2020. The Issuer may prepay the Notes at a 25%
premium on 10 trading days’ notice. The payment of the Notes is amortized in eight equal monthly payments
beginning September 1, 2019.

Conversion of Preferred Shares – Series 1 and 2
Holders of Series 1 and 2 Preferred Shares of the Issuer converted 57,691 and 57,691 preferred shares at $3.45 and
$6.45, respectively, for a total of 384,996 Common Shares during the first quarter of 2019. This resulted in
reclassifying $1.6 million from preferred shares to common shares in shareholders’ equity.
As a result of these conversions, there are no longer any outstanding Series 1 and 2 Preferred Shares of the Issuer.
Issuance to Acenzia Selling Shareholders and Creditor
On March 4, 2019, the Issuer issued 1,428,571 shares to the Acenzia selling shareholders for a total consideration of
$14.5 million. Additionally, we issued 29,762 shares to an Acenzia creditor to settle 50% of the $750,000 outstanding
debt.
Vitality Combination and Share Consolidation
On April 23, 2019, in connection with the Vitality Combination, the Issuer filed articles of amendment consolidating
its issued and outstanding securities on a 15 to 1 basis and shares and warrants of VNH became shares and warrants
of the Issuer. See Item 3.2 “Significant Acquisitions and Dispositions”.
Exercise of Stock Options and Warrants
In May 2019, option holders exercised 207,900 options at $0.37 each for total proceeds of $76,923. In June 2019,
option holders exercised 3,533 options at $4.50 each for total proceeds of $15,899. Additionally, warrant holders
exercised 365,100 warrants at $2.24 each for the total proceeds of $817,824. As a result, the Issuer issued 576,533
Common Shares.
Renegotiation of Surety Royalty
On June 12th, 2019, the Issuer and Surety Land Development LLC (“Surety”), among others, entered into a
termination agreement terminating an amended and restated settlement agreement among VNH and Surety, among
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others. In connection with the termination agreement, the parties terminated VNH’s royalty obligations to Surety and
VNH issued to Surety a convertible note which is convertible into Common Shares at $9.44 per share (the “Surety
Note”). Surety was also issued warrants to purchase an aggregate of 2,100,000 Common Shares at an exercise price
of $11.10 per share. The Surety Note accrues interest at 10% per annum and has a maturity date of March 31, 2021.
The Issuer may prepay the Surety Note at any time in whole or in part.
The following table sets forth the consolidated capitalization of the Issuer as at December 31, 2018 and as of June 30,
2019, reflecting the 15 to 1 share consolidation, completion of the Vitality Combination and the subsequent events
described above:
Authorized

Outstanding as at December
31, 2018

Outstanding as at June
30, 2019

Common Shares

Unlimited

8,779,141

73,138,424

Preferred
Series 3
Options

Unlimited

3,747,190

3,604,744

14,464,862(1)

1,089,319

6,589,936

N/A

779,236

13,401,857

Shares,

Warrants

Note:
(1)

9.

Representing 20% of the issued and outstanding Common Shares upon completion of the 15 to 1 share consolidation and Vitality
Combination.

OPTIONS TO PURCHASE SECURITIES

The following table summarizes the outstanding and issued options of the Issuer outstanding as of the date of this
Listing Statement.
Market Value of the Shares Under Option

Expiry

Exercise Price

Number Under
Option

June 30, 2019

Date of Grant

December 21, 2020

$4.50

17,615

$195,526.50

$79,267.50

December 31, 2022

$6.45

951,897

$10,566,056.70

$6,139,735.65

January 22, 2023

$6.45

89,029

$988,221.90

$574,237.05

March 31, 2023

$0.05

2,272,430

$25,223,973.00

$14,657,173.50

April 25, 2023

$6.45

21,367

$237,173.70

$137,817.15

August 18, 2023

$1.57

281,540

$3,125,094.00

$442,017.80

October 16, 2023

$0.05

1,769,680

$19,643,448.00

$2,778,397.60

November 30, 2023

$1.57

563,068

$6,250,054.80

$884,016.76

March 5, 2024

$11.10

569,977

$6,326,744.70

$6,326,744.70
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March 21, 2024

$11.10

20,000

$222,000

$222,000

April 19, 2024

$11.10

33,333

$369,996.30

$369,996.30

Total

-

6,589,936

$73,147,689.60

$32,611,404.01

The following is a description of the options to purchase Common Shares currently outstanding, by category of option
holder:
Category of Option Holder

Shares Under Option

All officers of the Issuer as a group(1)
All directors of the Issuer as a group who are not also officers(2)
All other employees of the Issuer as a group
All consultants of the Issuer as a group
Former officers and directors of the Issuer, Vitality and Mercal
Total
Notes:
(1)
(2)
Smith.

1,848,732
2,352,870
762,527
485,367
1,140,440
6,589,936

Four officers in total being David Rendimonti, Steven Archambault, Robert Leaker, Patrick McGrade.
Excluding David Rendimonti, other directors are Michael Mueller, William Mackinnon, Owen Kenney, Kent Hoggan, and Paul G.

Stock Option Plan
On April 11, 2019, the shareholders of the Issuer approved the amendment and restatement of Issuer’s stock option
plan (the “Option Plan”), which was established to provide additional incentives to attract, retain and motivate
directors, officers, employees and consultants.
The following is a summary of the material provisions of the Issuer’s Option Plan.
 It is a fixed plan – a maximum of 14,464,862 Common Shares reserved for issuance under the Option
Plan, which represented 20% of the issued and outstanding Common Shares on April 24, 2019.
 Subject to the following restrictions:
 The issuance to any one individual within a 12-month period may not exceed 5% of the outstanding
issue;
 The issuance to any one consultant in any 12-month period may not exceed 2% of the outstanding
issue; and
 The issuance to all individuals conducting investor relation activities in any 12-month period may
not exceed 2% in the aggregate of the outstanding issue.
 Five years is the maximum term for an option.
 Upon a change of control, any unvested options shall, at the discretion of the Board, vest immediately
and be exercisable within a 30-day period following the change of control.
Subject to the policies of the CSE, including that the exercise price of options under any grant cannot be less than
what is permitted under Policy 6 of the CSE, the Board administers the Option Plan and may at its sole discretion
determine the terms, limitations, restrictions, and conditions of each grant.

10.
10.1

DESCRIPTION OF THE SECURITIES
General

The Issuer is authorized to issue an unlimited number of common shares (the “Common Shares”) and an unlimited
number of preferred shares issuable in series (the “Preferred Shares”), of which an unlimited number of Series 1
Preferred Shares, an unlimited number of Series 2 Preferred Shares and an unlimited number of Series 3 Preferred
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Shares have been authorized. As of the date of the Listing Statement, 73,138,424 Common Shares, 3,604,744 Series
3 Preferred Shares, no Series 1 Preferred Shares and no Series 2 Preferred Shares were outstanding.
Common Shares of the Issuer
The holders of Common Shares are entitled to dividends, if, as and when declared by the Board, to one vote per share
at meetings of the shareholders of the Corporation and, upon liquidation, dissolution or winding-up of the Corporation
to receive such assets of the Corporation as are distributable to the holders of the Common Shares.
Series 1 Preferred Shares of the Corporation
Dividend Rights

The holders of the Series 1 Preferred Shares shall not
be entitled to receive dividends.
Except as provided by the CBCA as amended from
time to time, the holders of the Series 1 Preferred
Shares shall not be entitled to receive notice of or to
attend any meeting of the shareholders of the Issuer
and shall not be entitled to vote at any meetings of the
shareholders of the Issuer.
In the event of the liquidation, dissolution or windingup of the Corporation, whether voluntary or
involuntary, or other distribution of assets of the
Corporation among its shareholders for the purpose of
winding up its affairs, the holders of the Series 1
Preferred Shares shall be entitled, in preference to the
holders of the Common Shares, and pari passu in
respect of the holders of any other series of Preferred
Shares, to be paid the amount paid up thereon
The conversion price for the Series 1 Preferred Shares
shall be $0.25 per Common Share until January 1,
2023, following which, the conversion price shall be
the last closing price of the Common Shares of the
Issuer listed on a recognized public stock exchange
before the date on which certain conditions are
satisfied

Voting rights

Rights upon dissolution or winding-up

Conversion or exchange rights

Series 2 Preferred Shares of the Corporation
Dividend Rights

The holders of the Series 2 Preferred Shares shall not
be entitled to receive dividends.
Except as provided by the CBCA as amended from
time to time, the holders of the Series 2 Preferred
Shares shall not be entitled to receive notice of or to
attend any meeting of the shareholders of the Issuer
and shall not be entitled to vote at any meetings of the
shareholders of the Issuer.
In the event of the liquidation, dissolution or windingup of the Corporation, whether voluntary or
involuntary, or other distribution of assets of the
Corporation among its shareholders for the purpose of
winding up its affairs, the holders of the Series 2
Preferred Shares shall be entitled, in preference to the
holders of the Common Shares, and pari passu in
respect of the holders of any other series of Preferred
Shares, to be paid the amount paid up thereon;

Voting rights

Rights upon dissolution or winding-up
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Conversion or exchange rights

The conversion price for the Series 2 Preferred Shares
shall be $0.46 per Common Share until January 1,
2023, following which, the conversion price shall be
the last closing price of the Common Shares of the
Issuer listed on a recognized public stock exchange.

Series 3 Preferred Shares of the Issuer
Dividend Rights

The holders of the Series 3 Preferred Shares shall not be
entitled to receive dividends.
Except as provided by the Act, as amended from time to
time, the holders of the Series 3 Preferred Shares shall
not be entitled to receive notice of or to attend any
meeting of the shareholders of the Corporation and shall
not be entitled to vote at any meetings of the
shareholders of the Corporation.
In the event of the liquidation, dissolution or windingup of the Corporation, whether voluntary or involuntary,
or other distribution of assets of the Corporation among
its shareholders for the purpose of winding up its affairs,
the holders of the Series 3 Preferred Shares shall be
entitled, in preference to the holders of the Common
Shares, and pari passu in respect of the holders of any
other series of Preferred Shares, to be paid the amount
paid up thereon
The Corporation may, upon giving notice redeem the
whole or from time to time any part of the then
outstanding Series 3 Preferred Shares on payment for
each share to be redeemed of the Series 3 redemption
price of $1.00 per share.

Voting rights

Rights upon dissolution or winding-up

Redemption, retraction, purchase for cancellation or
surrender provisions

10.2

Debt Securities

The Issuer is not applying to list any debt securities.
10.3

Other Securities

The Issuer is not applying to list any other securities.
10.4

Modification of Terms

None of the rights of the Issuer’s listed securities may be modified or amended.
10.5

Other Attributes

None of the rights attaching to the securities being listed are materially limited or qualified by the rights of any other
class of securities. The securities being listed may not be partially redeemed or repurchased.
10.6

Prior Sales

The following table sets out the prior sales of the Common Shares during the 12-month period prior to the date of this
Listing Statement, including Common Shares issued in connection with the Vitality Combination:

Date Issued

Number of
Common Shares
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Issue Price
per Common
Share

Nature of
Consideration

June 15, 2018

8,122,255

$3.45-$6.45

Share exchange

June 15, 2018

712

$6.45

Share exchange

June 15, 2018

712

$6.45

Share exchange

June 29, 2018

7,122

$6.45

Cash

July 16, 2018

3,523

$4.50

Cash

September 10, 2018

266,133

$18.75

Cash

September 28, 2018

3,561

$6.45

Cash

November 22, 2018

129,166

$12.00

Cash

January 22, 2019

1,250

$6.45

Cash

February 28, 2019

4,324

$3.45

Conversion of
preferred shares

March 4, 2019

1,428,571

$12.60

Acquisition of
Acenzia

March 4, 2019

29,761

$12.60

Debt for shares
exchange

March 11, 2019

243,410

$3.45

Conversion of
preferred shares

March 11, 2019

132,509

$6.45

Conversion of
preferred shares

March 20, 2019

153,266

$11.10

Cash

April 18, 2019

3,096

$3.45

Conversion of
preferred shares

April 18, 2019

1,656

$6.45

Conversion of
preferred shares

April 24, 2019

61,694,844

$11.10(1)

May 9, 2019

207,900

$0.37

Cash

May 9, 2019

365,100

$2.49

May 23, 2019

58,830

$3.45

May 23, 2019

31,470

$6.45

June 6, 2019

3,523

$4.50

Cash
Conversion of
preferred shares
Conversion of
preferred shares
Exercise of options

June 12, 2019

207,900

$0.37
-

TOTAL

73,100,594

Shares of VNH and
Mercal

Exercise of options
-

Note:
(1) See Item 3.2 “Significant Acquisitions and Dispositions”.

10.7

Stock Exchange Price:

The following table sets out the price ranges and volume traded on the TSX-V (symbol: LVWL) for the 12
months before the date of this Listing Statement (shown as if the share consolidation effective April 23, 2019 was
effective throughout the periods presented):
Period Ended

High

Low
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Volume

June 30, 20181)

$30.00

$18.90

114,112

July 31, 2018

$27.00

$15.75

129,141

August 31, 2018

$21.75

$16.80

142,008

September 30, 2018

$21.00

$15.90

327,615

October 31, 2018

$19.35

$9.00

310,639

(2)

$14.85

$10.95

130,168

(3)

$13.80

$10.20

15,583

January 31, 2019

-

-

-

February 28, 2019

-

-

-

March 31, 2019

-

-

-

April 30, 2019

-

-

-

May 31, 2019

-

-

-

June 30, 2019

-

-

-

July 1-15, 2019

-

-

-

November 31, 2018
December 31, 2018

Notes:
(1)

Trading of LiveWell Canada’s common shares on the TSX-V commenced June 21, 2018.

(2)

On November 26, 2018, LiveWell Canada listed its common shares on the CSE. On November 28, 2018, LiveWell delisted its shares
from the TSX-V.

(3)

At LiveWell Canada’s request, trading of LiveWell Canada’s common shares on the CSE was suspended on December 3, 2018 following
announcement of the Vitality Combination.

11.

ESCROWED SECURITIES

Certain individuals deposited securities in escrow pursuant to an escrow agreement dated July 16, 2019 (the “Eureka
Escrow Agreement”), as required by the CSE in connection with the Issuer’s requalification for listing (the “Eureka
Escrow”). The securities deposited pursuant to the Eureka Escrow will be released in accordance with the following
timetable: 10% will be released on the date that the shares of Eureka 93 Inc. commence trading on the CSE and 15%
will be released every six months thereafter.
The aggregate number of securities of the Issuer deposited in escrow as at the date of this Listing Statement is set forth
in the following table:
Designation of Class Held in
Escrow
Common Shares
Options
Warrants

Number of Securities Held in
Escrow
30,481,769
4,168,269
777,764

Percentage of Class
41.68%
63.25%
6.88%

While held in escrow, the holder may exercise any voting rights attached to their escrow securities and receive
distributions on the holder’s escrow securities. Escrow restricts the ability of holders to deal with their escrow
securities while they are in escrow. Except to the extent that the Eureka Escrow Agreement expressly permits, a
principal cannot sell, transfer, assign, mortgage, enter into a derivative transaction concerning, or otherwise deal in
any way with the holder’s escrow securities.
Shares in escrow may be released earlier than scheduled where the Issuer demonstrates that it would be the equivalent
of an “established issuer” under National Policy 46-201 Escrow for Initial Public Offerings and such early release
would be permitted if the Issuer were an “established issuer.”
The escrowed securities are held by TSX Trust Company. The escrow agreement set out in this item is available on
www.sedar.com under the profile of the Issuer.
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12.

PRINCIPAL SHAREHOLDERS

To the knowledge of management of the Issuer, the principal shareholders of the Issuer as at the date of this Listing
Statement are:
Name and Municipality

Number of Total
Securities Beneficially
Owned Directly or
Indirectly

Percentage of Total
Securities Beneficially
Owned Directly or
Indirectly

11,022,125(1)

15.10%(3)

11,819,443(2)

16.16%(4)

Owen Kenney
Kerrville, Texas
Kent Hoggan
Sandy, Utah
Notes:
(1)
(2)
(3)
(4)

13.
13.1

Owen Kenney owns 80,440 personally, and the remainder beneficially through O&D Land Investment LLC, an investment company
wholly owned by Owen Kenney.
Kent Hoggan owns his shares beneficially through USA Land Investment LLC, an investment company wholly owned by Kent
Hoggan.
The percentage of total securities beneficially owned directly or indirectly on a fully-diluted basis is 11.76%.
The percentage of total securities beneficially owned directly or indirectly on a fully-diluted basis is 12.61%.

DIRECTORS AND OFFICERS
Directors and Officers

The following table lists the names, municipalities of residence, position, principal occupations, and the number of
“voting securities” that each of the directors and executive officers of the Issuer beneficially owns, directly or
indirectly, or exercises voting control of the Issuer on the date of this Listing Statement.
Name, Municipality
of Residence

Position with the
Issuer

David Rendimonti
Whitby, ON

Director, CEO

Michael Mueller
Toronto, ON

Director, Chairman

Periods during
which the
Director or
Officer has
Served as a
Director or
Officer of the
Issuer
December 2018 to
present

March 2018 to
present
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Principal Occupation
and Positions During
Last Five Years
(Principal
Organization)

President & CEO,
LiveWell Canada Inc.;
President, LiveWell
Foods Canada Inc.;
consultant, LiveWell
Foods Canada Inc.;
Consultant, Four4More
Inc.
Chairman of the board
of directors of
Laurentian Bank of
Canada and Revera Inc.
Former Chairman of
the board of directors
of the Public Sector
Pension Investment
Board (and former
chair of its Human
Resources and
Compensation

Common Shares
Beneficially Owned
or Controlled(1)

3,045,489

973,314

William Mackinnon
Toronto, ON

Audit Committee
Chairman and
Director

August 2018 to
present

Owen Kenney
Kerrville, TX

Director

November 2018 to
present

Kent Hoggan
Sandy, Utah
Paul G. Smith
Toronto, ON

Director

Steven Archambault
Ottawa, ON

Chief Financial
Officer

Director

November 2018 to
present
December 2018 to
present

N/A
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Committee). Member
of the board of
directors of:
Pediapharm Inc.,
Emily’s House,
Gensource Potash
Corporation and
Smarter Alloys Inc.
Chairperson of the
board of directors of
the Toronto Foundation
and director of the
Woodgreen
Foundation. Former
director and chairman
of the audit committee
of Telus Corporation.
Former director of the
Corporation of Massey
Hall & Roy Thomson
Hall. Former director
and chair of the audit
committee of
NOVODAQ
Technologies. Former
Chair of the audit
committee of Osisko
Mining Corporation.
Former director of
Pioneer Energy LP.
CEO of VitalPure
Nutraceutical; cofounder of VNH; cofounder of Wasatch
Panel Solutions
Co-founder of VNH;
Real Estate Developer
Chairman & CEO,
Frontline Broadband
Inc. since September
2015; consultant,
March 2014 to August
2015; CEO & CFO,
Equity Financial
Holdings Inc.,
December 2004 to
February 2014
CFO & CAO, LiveWell
Canada Inc.;
CFO, LiveWell Foods
Canada Inc.;
CFO, Novra
Technologies Inc.;
President & CFO,
International
Datacasting
Corporation

130,200

11,022,125(2)

11,819,443(3)
Nil

440,909

Robert Leaker
Stoney Creek, ON

President and Chief
Operating Officer

N/A

President and Chief
Operating Officer,
LiveWell Canada Inc.
and LiveWell Foods
Canada Inc.; President,
CEO and Director of
VNH; Chief Science
and Technology Officer
of LiveWell Foods;
director, Relief Effects,
Inc.; Chief Operating
Officer, Greenskylabs;
VP Distribution,
Meridian Credit Union

3,050,289

Patrick McGrade
Toronto, ON

General Counsel,
Chief
Administration
Officer, and
Corporate Secretary

N/A

Chief Corporate Affairs
Officer, Restaurant
Brands International;
Vice President,
Associate General
Counsel- Enterprise
and Assistant Corporate
Secretary, Tim Hortons
Inc

Nil

Notes:
(1)
(2)
(3)

13.2

The above table represents the interests of Directors and Officers in the Issuer after a 15 to 1 share consolidation and exchange ratio of
0.4022
Owen Kenney owns 80,440 personally, and the remainder beneficially through O&D Land Investment LLC, an investment company
wholly owned by Owen Kenney.
Kent Hoggan owns his shares beneficially through USA Land Investment LLC, an investment company wholly owned by Kent
Hoggan.

Terms of Office

The term of office of the directors expires annually at the Issuer’s annual general meeting or when or until a successor
is duly elected.
13.3

Number of Securities Owned or Controlled, Directly or Indirectly, by Directors and Officers

The following table shows the total holdings by the directors and officers in Eureka93.

Group Control of Issuer
Under voting control of Issuer’s
Directors and Executive Officers
13.4

Number of
Common
Shares
30,481,769

Board Committees

The Audit Committee of the Board of the Issuer consists of:
 William MacKinnon (Chair of the Audit Committee)
 Michael Mueller
 Paul G. Smith
The Compensation Committee of the Board of the Issuer consists of:
 Michael Mueller
 Paul G. Smith
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Percentage of
Total Issued and
Outstanding
Common Shares
41.68%

 Kent Hoggan (Chair of the Compensation Committee)
13.5

Principal Business of other Companies or Persons where Directors are Officers or Directors

The principal occupation of each of Kent Hoggan, Owen Kenney, Paul G. Smith and Michael Mueller is acting as a
director or officer of companies other than the Issuer.
Kent Hoggan’s principal occupation is acting as President and manager/owner of Frostwood Development,
Bakersfield 20 Development, Morey Morrison Development and Rocklin 41 Development, which are all real estate
companies engaged in land acquisitions, financing, and construction of residential homes in California and Utah.
Owen Kenney’s principal occupation is acting as the Chief Executive Officer of VitalPure Nutraceutical, a
manufacturer of CBD and non-CBD nutraceutical health and wellness products.
Paul G. Smith’s principal occupation is acting as the Chief Executive Officer of Frontline Broadband Inc., a provider
of telecommunications and information technology services offering high speed internet, phone and TV services for
residential markets.
Michael Mueller’s principal occupation is acting as a corporate director, including as chairman of the board of
directors of Laurentian Bank of Canada, a financial institution whose activates extend across Canada and are focused
on retail clients through its branch network in Quebec, and Revera Inc., a privately held company in the seniors living
space with more than 50,000 residents worldwide.
13.6

Cease Trade Orders or Bankruptcies

No director or officer of the Issuer or a shareholder holding a sufficient number of securities of the Issuer to affect
materially the control of the Issuer, is, or within 10 years before the date of this Listing Statement, has been, a director
or officer of any other issuer that, while that person was acting in that capacity:

13.7

(a)

was the subject of a cease trade or similar order, or an order that denied the other issuer access to
any exemptions under Ontario securities law, for a period of more than 30 consecutive days;

(b)

was subject to an event that resulted, after the director or executive officer ceased to be a director or
executive officer, in the company being the subject of a cease trade or similar order or an order that
denied the relevant company access to any exemption under securities legislation, for a period of
more than 30 consecutive days;

(c)

became bankrupt, made a proposal under any legislation relating to bankruptcy or insolvency or was
subject to or instituted any proceedings, arrangement or compromise with creditors or had a receiver,
receiver manager or trustee appointed to hold its assets; or

(d)

within a year of that person ceasing to act in that capacity, became bankrupt, made a proposal under
any legislation relating to bankruptcy or insolvency or was subject to or instituted any proceedings,
arrangement or compromise with creditors or had a receiver, receiver manager or trustee appointed
to hold its assets.

Penalties or Sanctions

No director, officer, or shareholder of the Issuer holding sufficient securities of the Issuer to affect materially the
control of the Issuer has:
(a)

been subject to any penalties or sanctions imposed by a court relating to Canadian securities
legislation or by a Canadian securities regulatory authority or has entered into a settlement
agreement with a Canadian securities regulatory authority; or

(b)

been subject to any other penalties or sanctions imposed by a court or regulatory body that would
be likely to be considered important to a reasonable investor making an investment decision.
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13.8

Settlement Agreements

No settlement agreement for actions related to any penalties or sanctions of the type described in item 13.7 “Penalties
or Sanctions” has been entered into by any of the persons referred to in Item 13.7.
13.9

Personal Bankruptcies

Kent Hoggan, a director of the Issuer and a significant shareholder of the Issuer, declared bankruptcy on May 20, 2010
in the United States Bankruptcy Court in the District of Utah. He was declared discharged on August 1, 2010.
Other than Kent Hoggan, no director nor officer of the Issuer, nor a shareholder holding sufficient securities of the
Issuer to affect materially the control of the Issuer, or a personal holding company of any such persons, has, within
the 10 years before the date of this Listing Statement, become bankrupt, made a proposal under any legislation relating
to bankruptcy or insolvency, or been subject to or instituted any proceedings, arrangement, or compromise with
creditors, or had a receiver, receiver manager, or trustee appointed to hold the assets of the director or officer.
13.10

Conflicts of Interest

Certain of the directors and officers of the Issuer are also directors and officers of other issuers. The directors and
officers of the Issuer are bound by the provisions of the CBCA to act honestly and in good faith with a view to the
best interests of the Issuer and to disclose any interests which they may have in any project or opportunity of the
Issuer.
Other than as disclosed in Item 20 “Interest of Management and Others in Material Transactions”, there are no known
existing or potential conflicts of interest among the Issuer, its promoters, directors and officers, or other members of
management of the Issuer or of any promoter, director, officer, or other member of management, as a result of their
outside business interests except that certain of the directors and officers serve as directors and officers of other
companies and, therefore, it is possible that a conflict may arise between their duties to the Issuer and their duties as
a director or officer of such other companies.
13.11

Management & Directors of the Resulting Issuer

Each of the officers listed below are employees, not independent contractors. Each of the directors listed below are
neither employees nor independent contractors (unless identified as part of management, in which case they are
employees in their capacity as management).
David Rendimonti, 52 – Director and Chief Executive Officer
Mr. Rendimonti has served as the President since September 2017 and CEO since October 2018 and director since
December 2018 of the Issuer. Following the Vitality Combination, he has relinquished the President role. Mr.
Rendimonti has also served as the co-CEO and director of Relief Effects, Inc. (a related party), a company with
proprietary technology to extract oils and isolates from Hemp, since November 2017 up to June 2018. He remains a
director of Relief Effects, Inc. Mr. Rendimonti’s 30-year business career has mostly been in the biopharmaceutical
industry, initially working for Merck Frosst and Janssen-Ortho, both Canadian pharmaceutical companies, as well as
Ortho Biotech (a Pfizer company), a U.S. biotechnology company. Subsequently, Mr. Rendimonti worked for Wyeth
Pharmaceuticals, an American pharmaceutical company focused on the research, development and marketing of
prescription drugs, up to and through its acquisition by Pfizer. Prior to his role with the Issuer and since 2010 (and
through to June 2017), Mr. Rendimonti provided management consulting and assumed senior strategic positions and
titles supporting emergent biotech companies as CEO for Four4More Inc., a personal holding entity. All of the above
noted companies, with the exception of Four4More Inc., are still carrying on business. His expertise includes corporate
and cross-functional commercial leadership including research planning and marketing as examples. Mr. Rendimonti
received his MBA from the University of Toronto.
Mr. Rendimonti devotes 100% of his time to Eureka93. Under his employment agreement with Eureka93, he is subject
to non-disclosure and non-competition terms.
Steven Archambault, 48 – Chief Financial Officer (CPA, CA)
Mr. Archambault has served as Chief Financial Officer of the Issuer since January 2018 and as Chief Administrative
Officer since December 2018 up to April 2019. Prior to that, Mr. Archambault served as the Chief Financial Officer
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of Novra Technologies Inc. (“Novra”) from July 2016 to May 2018 and as President of International Datacasting
Corporation (IDC) from July 2016 to May 2018 and as Chief Financial Officer from December 2013 to May 2018.
He also served as a director of IDC from July 2015 to June 2016. Novra and IDC operated both in the satellite
equipment communication industry. Mr. Archambault was also the Senior Vice President, Group Financial Reporting
of AXIS Capital Holdings Limited (NYSE: AXS), a global specialty insurance and reinsurance company, from
January 2009 to April 2012. All the above noted companies are still carrying on business. His expertise includes
financial reporting and control, strategic planning, merger and acquisitions, treasury and capital management. Mr.
Archambault has a Bachelor of Commerce (Honors) from the University of Ottawa.
Mr. Archambault devotes 100% of his time to Eureka93. Under his employment agreement with Eureka93, he is
subject to non-disclosure and non-competition terms.
Robert Leaker, 48 – President and Chief Operating Officer
Mr. Leaker has served as President and Chief Operating Officer of the Issuer since April 29, 2019 and served as
President, CEO and Director of VNH from March 2018 until the Vitality Combination. Mr. Leaker has served as the
Chief Science and Technology Officer of Livewell Foods since January 2018 and was the founder of and has been a
director of Relief Effects, Inc. (a related party), a company with proprietary technology to extract oils and isolates
from Hemp since November 2017. Mr. Leaker served as the Chief Operating Officer of Greensky Labs, a research
and development company in the cannabinoid industry, from 2014 to 2017. All of the above noted companies are
still carrying on business. Mr. Leaker has a diverse background in science, engineering and business finance. He has
successfully discovered, developed, and commercialized new chemical pathways and processes from concept to
consumer products. Mr. Robert has provided leadership and management within highly regulated industries and led
both operational and sales driven teams. Mr. Leaker has a MBA from Queen’s University, a Bachelor of Chemical
Engineering and a Bachelor of Science from McMaster University.
Mr. Leaker devotes 100% of his time to Eureka93. Under his employment agreement with Eureka93, he is subject to
non-disclosure and non-competition terms.
Patrick McGrade, 55 – General Counsel, Chief Administration Officer and Corporate Secretary (JD, C. DIR)
Mr. McGrade has served as General Counsel, Chief Administration Officer and Corporate Secretary of the Issuer since
April 15th, 2019. Prior that, Mr. McGrade served as the Chief Corporate Affairs Officer of Restaurant Brands
International Inc. (RBI) from March 2015 to June 2018 and as Vice President, Associate General Counsel - Enterprise
and Assistant Corporate Secretary of The TDL Group Corp. (TDL) (formerly Tim Hortons Inc.) from May 2013 to
March 2015. RBI and TDL both operate in the quick service restaurant industry. Mr. McGrade was also the Vice
President, Corporate and Legal Affairs of GlaxoSmithKline Inc., a global healthcare company, from 2001 to 2013. All
the above noted companies are still carrying on business.
Mr. McGrade devotes 100% of his time to Eureka93. Under his employment agreement with Eureka93, he is subject
to non-disclosure and non-competition terms.
Leslie Cooke-Bithrey, 42 – Chief Talent Officer
Ms. Cooke-Bithrey has served as Chief Talent Officer of Eureka93 since March 2019. She has served as the Sr.
Director of Human Resources – Canada for Carter’s Inc., the largest branded marketer in North America of apparel
and related products exclusively for babies and young children, from May 2016 to March 2019, and as Director of
Human Resources – Canada for Carter’s Inc. from October 2011 to May 2016. Prior to that, she held Human
Resources leadership roles at Shoppers Drug Mart Corp., a Canadian retailer and a licensor of retail drug stores, and
The TDL Group Corp. (formerly Tim Hortons Inc.), the largest quick service restaurant chain in Canada. All of the
above noted companies are still carrying on business. Ms. Cooke-Bithrey has earned her Bachelor of Arts (Honors)
from York University and her Certificate in Human Resource Management (CHRM) from the University of Toronto.
Ms. Cooke-Bithrey devotes 100% of her time to Eureka93. Under her employment agreement with Eureka93, she is
subject to non-disclosure and non-competition terms.
Peter Geimer, 46 – VP, Sales & Marketing
Mr. Geimer has more than 20 years of experience in the pharmaceutical, biomedical, and medical device sectors. Peter
has held leadership roles in the areas of marketing, sales, operations, market access, and training. Mr. Geimer was the
Canadian Country Manager for Bioventus Global (January 2013 – February 2017), a global leader in orthobiologics,
and a Regional Business Leader with Roche (February 2017 – May 2018), one of the world’s biggest
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biopharmaceutical companies, prior to joining Eureka93 in May 2018. All of the above noted companies are still
carrying on business.
Mr. Geimer devotes 100% of his time to Eureka93. Under his employment agreement with Eureka93, he is subject to
non-disclosure and non-competition terms.
Jean Bernard, 51 – VP, Information Security and Technology (B.Sc.A., MBA, P.Eng, PMP)
Mr. Bernard serves as Vice-President, Information Security and Technology since July 2018. Before joining the
company, he was Group Manager, Delivery Management responsible for all Eastern Canada projects at Avanade Inc.,
an IT consulting services company, from June 2015 to July 2018. Prior to that, Mr. Bernard was an IT Consultant and
Director of the Professional Services group at XRM Vision Inc., a customer relationship management consulting firm,
from January 2014 to March 2015. All the above noted companies are still carrying on business. Mr. Bernard earned
his B.Sc.A and MBA from Université Laval, his P.Eng from l’Ordre des ingénieurs du Québec and his Project
Management Profession (PMP) designation from the Project Management Institute.
Mr. Bernard devotes 100% of his time to Eureka93. Under his employment agreement with Eureka93, he is subject
to non-disclosure and non-competition terms.
Michael Mueller, 59 – Chairman of the Board & Director
Mr. Mueller was President and CEO of MDS Capital Corp., a North American venture capital firm that targeted health
and life science investments, from 2003 to 2005. Prior to that, he held a number of senior positions at TD Bank
Financial Group, a large Canadian financial institution, including Senior VP and Country Head of its USA Division,
and Vice Chairman and Head of Global Investment Banking. Mr. Mueller has served on a number of corporate and
non-profit boards, including as Chairman of PSP Investments, a Canadian crown corporation acting as one of Canada’s
largest pension investment managers. He is currently Chairman of Revera Inc., a privately held company in the seniors
living space, with more than 50,000 residents worldwide, and Laurentian Bank of Canada. Mr. Mueller acts as director
of Medexus Pharmaceuticals (since 2012) and Gensource Potash Corporation (since 2017). All of the above noted
companies are still carrying on business.
As Chairman and Director of Eureka93, Mr. Mueller devotes on average of 4 hours per week to the Issuer. He has no
non-disclosure or non-competition agreement with the Issuer.
Bill MacKinnon, 72 – Audit Committee Chairman and Director
Mr. MacKinnon is a Chartered Professional Accountant. He was the CEO of KPMG from April 1999, until his
retirement in December 2008. Post-retirement he has served on a number of corporate and non-for-profit boards. Mr.
MacKinnon currently sits as Chairperson of the board of directors of the Toronto Foundation, a registered charity that
facilitates charitable donations, and a director of the Woodgreen Foundation, a registered charity aimed at the
alleviation of the effects of poverty through social services. He currently also serves as the Chairman of the Audit
Committee for The Public Sector Investment Board.
Mr. MacKinnon joined the board of directors and the Audit Committee of Telus Corporation, a Canadian
telecommunications company in April 2009 and became Chair of the audit committee in May 2010, until May 2019.
He also sat on the board of directors of the Corporation of Massey Hall & Roy Thomson Hall from May 2009 until
November 2018. Mr. MacKinnon sat on the board of directors and acted as Chair of the Audit Committee of
NOVODAQ Technologies, a technology company that develops, manufactures and market fluorescence imaging
products, from October 2009 until September 2017. He continued as a director and Chairman of this board until
September 2018. Mr. MacKinnon also sat on the board of directors for Pioneer Energy LP (formerly Pioneer Energy),
a gas retailer and convenience store operator, from September 2009 until September 2014 and acted as director and
Chair of the Audit Committee of Osisko Mining Corporation, a mineral exploration company, from June 2009 until
June 2014. All of the above noted companies are still carrying on business except for NOVODAQ Technologies.
As Director of Eureka93, Mr. MacKinnon devotes on average 5-10 hours per week to the Issuer. He has no nondisclosure or non-competition agreement with the Issuer. He is an independent director.
Paul G. Smith, 54 – Director
Mr. Smith is currently the Chairman and CEO of Frontline Broadband Inc., a telecommunications service provider in
Toronto. Mr. Smith was Chair of VIA Rail Canada’s board of directors, a passenger rail transport company, from
2010 to 2014 after having joined the board in September 2006 and was President & CEO of Equity Financial Holdings
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Inc. (TSX: EQI), a Canadian financial services firm he co-founded whose principal subsidiary is an OSFI-regulated
deposit-taking institution from 2004 to 2014. He is a director of several companies and, before joining the private
sector, served as Executive Assistant to the Prime Minister of Canada.
Until 2014, Mr. Smith sat as a director and Chairman of the board of directors of Royal Standard Minerals, a mineral
exploration company with gold projects in Nevada. Since 2014, Mr. Smith has been a member of the Audit Committee
and chair of Special Committee of the board of directors of Flexiti Financial, an innovative provider of retail lending
solutions. He is also a board member (since 2014) and chair of the Audit Committee of Delivra Corp., a company that
commercializes a proprietary technology for transdermal delivery of pharmaceutical and natural molecules. Since
2016, Mr. Smith has sat on the board of directors of Park Lawn Corporation, the largest publicly traded funeral,
cremation and cemetery provider in Canada, and is a member of the Audit, Investment and Human Resources
Committees. Most recently starting in 2019, he has chaired the Audit Committee of BlueRush Inc., a SaaS platform
that enables organizations to achieve greater engagement and metrics from their customers.
All of the above noted companies are still carrying on business.
Mr. Smith holds a Master of Business Administration from INSEAD (France), a Master of Arts in Public
Administration from Carleton University, and undergraduate degrees (Accounting, Political Science) from the
University of Ottawa.
As Director of Eureka93, Mr. Smith devotes on average 2 hours per week to the Issuer. He has no non-disclosure or
non-competition agreement with the Issuer. He is an independent director.
Owen Kenney, 55 – Director
Mr. Kenney is CEO of VitalPure Nutraceutical (September 2017- Present), developed and brought to market 11 CBD
based nutraceutical products. Co-founder of VNH (July 2017 - Present), built from the ground up a seed to sale CBD
extraction company. Mr. Kenney has more than 30 years of experience in residential, agricultural, commercial and
civil construction and operations, managing projects over US$25 million in value, overseeing negotiations with
municipalities, landowners, engineers, lawyers and other professionals. Mr. Kenney founded Wasatch Panel Solutions
(June 2012-September 2017), an energy efficient MgO SIP panel production plant supplying building packages for
residential and commercial developments including medical marijuana production facilities. All of the above noted
companies are still carrying on business.
As Director of Eureka93, Mr. Kenney devotes on average 8 hours per week to the Issuer. He has presently no nondisclosure or non-competition agreement with the Issuer. He is not an independent director because he was an officer
of Vitality.
Kent Hoggan, 71 – Director
Mr. Hoggan has more than 49 years of experience in residential construction, agricultural and farming large irrigated
farms in the western United states, commercial and civil construction and operations in 8 western states, owning and
managing projects over US$250 million in value, overseeing negotiations with municipalities, landowners, engineers,
lawyers and other professionals. More recently, Mr. Hoggan is a co-founder of VNH (July 2017 – Present), built from
the ground up a seed to sale CBD extraction company. Mr. Hoggan is also President and manager/owner of Frostwood
Development (2013 – Present), Bakersfield 20 Development (2016 – Present), Morey Morrison Development (2016
– Present) and Rocklin 41 Development (2016 – Present), all real estate companies engaged in land acquisitions,
financing, and construction of residential homes in California and Utah. All of the above noted companies are still
carrying on business.
As Director of Eureka93, Mr. Kenney devotes on average 8 hours per week. He has presently no non-disclosure or
non-competition agreement with the Issuer. He is not an independent director because he was an officer of Vitality.
Other Reporting Issuer Experience
The following table summarizes other public company experience from our current directors and officers for the
past five years.
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Name
William
Mackinnon

Paul G. Smith

Michael Mueller

Name of
Exchange or
Market
TSX

Position
Director

From
May 2009

To
Present

Novadaq Technologies
Inc.
BlueRush Inc.

TSX

Director

May 2009

TSX-V

Director

Delivra Corp.

TSX-V

Director

Equity Financial Holdings
Inc.
StorageVault Inc.

TSX
TSX-V

Director &
CEO
Director

February
2019
December
2015
December
2004
July 2007

September
2017
Present

February
2014
April 2015

Park Lawn Corporation

TSX-V

Director

May 2016

Present

Royal Standard Minerals
Inc.
Laurentian Bank of
Canada
Annidis Corporation

OTC BB

Director

TSX

January
2014
Present

TSX-V

Director &
Chairman
Chairman

Annidis Corporation

TSX-V

Director

Magor Corporation

TSX-V

Director

Medexus Pharmaceuticals

TSX-V

Director

February
2009
December
2018
November
2010
September
2009
November
2010
May 2013

Gensource Potash
Corporation
Novra Technologies Inc.

TSX-V

Director

TSX-V

International Datacasting
Corporation (acquired by
Novra Technologies Inc.
in June 2016)

TSX / TSX-V
(up to June
2016)

Name and Jurisdiction of
Reporting Issuer
Telus Corporation

Steven
Archambault

AXIS Capital Holdings
Limited

NYSE

Tim Hortons Inc.

NYSE &TSX

Restaurant Brands
International Inc.

NYSE & TSX

Patrick McGrade
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Present

April 2015
August
2015
November
2017
Present

CFO

August
2018
July 2016

May 2018

President

June 2016

May 2018

Interim
CEO
Director

February
2016
July 2015

June 2016

CFO

December
2013
January
2009

SVP,
Group
Financial
Reporting
VP &
Associate
General
Counsel
and
Assistant
Secretary
Chief
Corporate
Affairs

Present

June 2016
May 2018
April 2012

May 2013

March
2015

March 2015

June 2018

Officer

13.12

Management of Issuer’s subsidiaries

On April 29, 2019, Michael Mueller, David Rendimonti, Robert Leaker, Steven Archambault and Patrick McGrade
were appointed directors of the Issuer’s subsidiaries to manage their businesses.

14.

CAPITALIZATION

14.1

Share Capital of Issuer

The following table sets forth the number of the Common Shares available on a non-diluted and diluted basis.

Issued Capital
Number of
Securities
(non-diluted)

Number
of
Securities
(fully-diluted)

%of Issued
(non-diluted)

% of
Issued
(fully diluted)

73,138,424

98,055,833

100%

100%

30,462,779

35,442,145

42%

36%

42,675,645

62,613,688

58%

64%

30,462,779

35,442,145

42%

36%

42,675,645

62,613,688

58%

64%

Public Float
Total outstanding (A)

Held by Related Persons or
employees of the Issuer or Related
Person of the Issuer, or by persons
or companies who beneficially
own or control, directly or
indirectly, more than a 5% voting
position in the Issuer (or who
would beneficially own or control,
directly or indirectly, more than a
5% voting position in the Issuer
upon exercise or conversion of
other securities held) (B)
Total Public Float (A-B)

Freely-Tradeable Float
Number of outstanding securities
subject to resale restrictions,
including restrictions imposed by
pooling or other arrangements or
in a shareholder agreement and
securities held by control block
holders (C)
Total Tradeable Float (A-C)
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Public Securityholders (Registered)
Size of Holding
1-99 securities
100 – 499 securities
500 – 999 securities
1,000 – 1,999 securities
2,000 – 2,999 securities
3,000 – 3,999 securities
4,000 – 4,999 securities
5,000 or more securities
Unable to confirm
TOTAL:

Number of Holders

Total Number of Securities
78
36,537
67,052
116,566
102,075
108,222
105,609
41,931,606
42,467,745

Number of Holders

Total Number of Securities

1
159
90
78
42
32
24
233
-

Public Securityholders (Beneficial)9
Size of Holding
1-99 securities
100 – 499 securities
500 – 999 securities
1,000 – 1,999 securities
2,000 – 2,999 securities
3,000 – 3,999 securities
4,000 – 4,999 securities
5,000 or more securities
Unable to confirm
TOTAL:

42,675,646
42,675,646

Non-Public Securityholders (Registered)
Size of Holding
1-99 securities
100 – 499 securities
500 – 999 securities
1,000 – 1,999 securities
2,000 – 2,999 securities
3,000 – 3,999 securities
4,000 – 4,999 securities
5,000 or more securities
Unable to confirm
TOTAL:

14.2

Number of Holders
7
7

Total Number of Securities
30,462,779
30,462,779

Convertible/Exchangeable Securities

The following table provides the particulars of the convertible securities of the Issuer.

9

To be updated upon receipt of Broadridge report
48

Description of Security
(include conversion /
exercise terms,
including conversion /
exercise price)

Exercise /
Conversion
price

Number of
convertible /
exchangeable
securities
outstanding

Number of listed
securities issuable
upon conversion /
exercise

Stock Options

$0.05

2,272,430

2,272,430

Stock Options

$0.05

1,769,680

1,769,680

Stock Options

$1.57

563,068

563,068

Stock Options

$1.57

281,540

281,540

Stock Options

$4.50

17,605

17,605

Stock Options

$6.45

951,897

951,897

Stock Options

$6.45

89,029

89,029

Stock Options

$6.45

21,367

21,367

Stock Options

$11.10

569,977

569,977

Stock Options

$11.10

20,000

20,000

Stock Options

$11.10

33,333

33,333

Warrants

$18.30

334,990

334,990

Warrants

$22.50

266,128

266,128

Warrants

$15.00

129,160

129,160

Warrants

$2.24

6,749,912

6,749,912

Warrants(1)

USD$2.49

1,206,600

1,206,600

Warrants(1)

USD$2.49

2,413,200

2,413,200

Warrants(1)

$11.10

153,267

153,267

Agent Warrants(1)

$14.04

32,400

32,400

Agent Warrants(1)

$18.30

16,200

16,200

Convertible
$692,340(2)

$0.783192

Debenture
1
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883,997

Expiry Dates

March 31, 2023
October 16, 2023
November 30, 2019
August 18, 2023
December 21, 2020
December 31, 2022
January 22, 2023
April 25, 2023
March 5, 2024
March 21, 2024
April 19, 2024
June 11, 2020
September 5, 2020
November 21, 2020
April 24, 2021
February 14, 2024
March 20, 2024
March 20, 2024
June 11, 2020
June 11, 2020
October 1, 2020

Secured Convertible
Note - USD $3 million(3)
Secured Convertible
Note - USD $12
million(4)
Surety Convertible
Note(5)
Warrants(6)
Notes:
(1)
(2)

(3)
(4)
(5)
(6)

$11.10

1

$11.10

4

$11.10
$11.10

1
2,100,000

363,676

February 14, 2020

1,454,703
April 20, 2020
2,223,250
2,100,000

March 31, 2021
March 31, 2021

Issued in connection with the Brokered Private Placement. See Item 8 “Consolidated Capitalization – Brokered Private Placement”.
Issued by Vitality in connection with equipment purchases. See Note 15 “Convertible Debt – Convertible Promissory Notes for
Equipment” in the audited consolidated financial statements for Vitality for the year ending December 31, 2018 and the period from
August 4, 2017 to December 31, 2017 attached as Appendix “C”.
Issued in connection with the Brokered Private Placement. See Item 8 “Consolidated Capitalization – Brokered Private Placement”.
Issued in connection with the Brokered Private Placement. See Item 8 “Consolidated Capitalization – Brokered Private Placement”.
See Item 8 “Consolidated Capitalization – Renegotiation of Surety Royalty”.
Issued in connection with the Surety Convertible Note. See Item 8 “Consolidated Capitalization – Renegotiation of Surety Royalty”.

Below is a summary of all convertible securities of the Issuer:
Number of
convertible /
exchangeable
securities
outstanding

Number of listed
securities issuable
upon conversion /
exercise

Exercise/conversion
price range

Expiry date
range

6,589,926

6,589,926

$0.05 - $11.10

November
30,
2019 – March 21,
2024

Total Warrants

13,353,257

13,353,257

$2.24 - $22.50

June 11, 2020 –
March 30, 2024

Total Agent Warrants

48,600

48,600

$14.04 - $18.30

June 11, 2020

Total Convertible
Debenture

1

883,997

$0.783192

October 1, 2020

Total Secured
Convertible Note

5

1,818,379

$11.10

February 14, 2020
– April 20, 2020

Total Convertible
Note

1

2,223,250

$11.10

March 31, 2021

19,991,790

24,917,409

$0.05 - $18.30

November
30,
2019 – March 21,
2024

Total Stock Options

Total

14.3

Other Listed Securities

There are no other listed securities reserved for issuance that are not included in Item 14.2 “Convertible/Exchangeable
Securities”.
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15.

EXECUTIVE COMPENSATION

The Issuer’s Form 51-102F6V - Statement of Executive Compensation for the year ended December 31, 2018 is
attached to this Listing Statement as Appendix “K”.

16.

INDEBTEDNESS OF DIRECTORS AND EXECUTIVE OFFICERS

No director or executive officer of the Issuer, or an associate of any such director or executive officer, is currently or
has been during the previously completed financial year:
(a)
(b)

(c)

17.

indebted to the Issuer or any of its subsidiaries;
has or had indebtedness to another entity that is or was subject of a guarantee, support agreement, letter
of credit, or other similar arrangement or understanding provided by the Issuer or any of its subsidiaries;
or
indebted for security purchase programs or any other programs.

RISK FACTORS

An investment in the securities of the Issuer is speculative and subject to risks and uncertainties. In addition to the
usual risks associated with an investment in a business at an early stage of its development, the Issuer has identified
the risks described below, which could potentially have a material adverse effect on the Issuer.
The risks described herein are not the only risks faced by the Issuer and shareholders of the Issuer. Additional risks
and uncertainties not currently known to the Issuer, or that the Issuer currently deems immaterial, may also materially
and adversely affect its business. The business, financial condition, revenues or profitability of the Issuer could be
materially adversely affected by any of the risks set forth herein or such other risks. The Issuer cautions that the
Issuer’s actual results could differ materially from those expressed in forward-looking statements made by the Issuer
or on the Issuer’s behalf in public filings, including this Listing Statement, press releases, communications with
investors, and oral statements, as a result of certain factors, including the risks faced by the Issuer described below
and elsewhere herein. Any or all of the Issuer’s forward-looking statements in this Listing Statement, and in any other
public statements the Issuer may make, may turn out to be wrong. Consequently, no forward-looking statement can
be guaranteed. Actual future results may vary materially from those anticipated in forward-looking statements.
Risks Related to the Regulatory Environment
Regulatory Risks
The Issuer will operate in a new industry which is highly regulated, highly competitive and evolving rapidly. As such,
new risks may emerge, and management may not be able to predict all such risks or be able to predict how such risks
may result in actual results differing from the results contained in any forward-looking statements.
The Issuer will incur ongoing costs and obligations related to regulatory compliance. Failure to comply with
regulations may result in additional costs for corrective measures, penalties or in restrictions of operations. In addition,
changes in regulations, more vigorous enforcement thereof or other unanticipated events could require extensive
changes to operations, increased compliance costs or give rise to material liabilities, which could have a material
adverse effect on the business, results of operations and financial condition of the Issuer, and therefore, its prospective
returns.
The industry is subject to extensive controls and regulations, which may significantly affect the financial condition of
market participants. The marketability of any product may be affected by numerous factors that are beyond the control
of the Issuer and which cannot be predicted, such as changes to government regulations, including those relating to
taxes and other government levies which may be imposed. Changes in government levies, including taxes, could
reduce the Issuer's earnings and could make future capital investments or the Issuer’s operations uneconomic. The
industry is also subject to numerous legal challenges, which may significantly affect the financial condition of market
participants and which cannot be reliably predicted.
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In case of non-compliance with the strict requirements of the 2014 Farm Bill and/or 2018 Farm Bill, the Issuer may
be deemed involved in the cannabis industry in the U.S. where local and state laws permit such activities or provide
limited defenses to criminal prosecutions. The enforcement of relevant laws is a significant risk.
While the 2018 Farm Bill removes Hemp derived products from Schedule I status under the CSA, the legislation does
not legalize cannabis generally. Marijuana continues to be categorized as a Schedule I controlled substance under the
CSA. Therefore, unless in strict compliance with the 2014 Farm Bill and/or 2018 Farm Bill, as applicable, marijuanarelated activities such as cultivation, manufacture, importation, possession, use or distribution of cannabis, are illegal
under U.S. federal law. Strict compliance with state laws with respect to cannabis will neither absolve the Issuer of
liability under U.S. federal law, nor will it provide a defense to any federal proceeding which may be brought against
the Issuer. Any such proceedings brought against the Issuer may adversely affect the Issuer’s operations and financial
performance.
Because of the conflicting views between state legislatures and the federal government of the United States regarding
cannabis (inclusive of marijuana and hemp), investments in hemp businesses in the United States are subject to
inconsistent and constantly changing legislation, regulation, and enforcement. Unless and until the United States
Congress amends the CSA with respect to marijuana or the DEA reschedules or de-schedules marijuana (and as to the
timing or scope of any such potential amendments there can be no assurance), there is a risk that federal authorities
may enforce current federal law, which would adversely affect the current and future business of the Issuer in the
United States. As a result of the tension between state and federal law, there could be a number of risks associated
with the Issuer’s future business in the United States.
Violations of any United States federal laws and regulations as they relate to the 2014 Farm Bill and 2018 Farm Bills
could result in significant fines, penalties, administrative sanctions, convictions or settlements arising from civil
proceedings conducted by either the United States federal government or private citizens, or criminal charges,
including, but not limited to, disgorgement of profits, cessation of business activities or divestiture. This could have a
material adverse effect on the Issuer, including its reputation and ability to conduct business, the listing of its securities
on various stock exchanges, its financial position, operating results, profitability or liquidity or the market price of its
publicly traded shares. In addition, it is difficult for the Issuer to estimate the time or resources that would be needed
for the investigation of any such matters or its final resolution because, in part, the time and resources that may be
needed are dependent on the nature and extent of any information requested by the applicable authorities involved,
and such time or resources could be substantial.
Constraints on marketing products
The development of the Issuer’s business and operating results may be hindered by applicable restrictions on sales
and marketing activities imposed by government regulatory bodies. The regulatory environment in the United States
limits the Issuer’s ability to compete for market share in a manner similar to other industries. If the Issuer is unable to
effectively market its products and compete for market share, or if the costs of compliance with government legislation
and regulation cannot be absorbed through increased selling prices for its products, the Issuer’s sales and operating
results could be adversely affected.
The 2018 Farm Bill and undeveloped shared state-federal regulations over Hemp cultivation and production may
impact the Issuer’s business
Under Section 10113 of the 2018 Farm Bill, state departments of agriculture must consult with the state’s governor
and chief law enforcement officer to devise a plan that must be submitted to the Secretary of the USDA. A state’s plan
to license and regulate Hemp can only commence once and if the Secretary of the USDA approves that state’s plan.
In states opting not to devise a Hemp regulatory program, the USDA will need to construct a regulatory program under
which Hemp cultivators in those states must apply for licenses and comply with a federally-run program. Even if a
state creates a plan in conjunction with its governor and chief law enforcement officer, the Secretary of the USDA
must approve it. As of the date hereof, three states have submitted such plans to the USDA. There can be no guarantee
that any state plan will be approved. Review times may be extensive. There may be amendments and the ultimate
plans, if approved by states and the USDA, may materially limit the Issuer’s business depending upon the scope of
the regulations.
Continued development of the Hemp industry will be dependent upon new legislative authorization of Hemp at the
state level, and further amendment or supplementation of legislation at the federal level. Any number of events or
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occurrences could slow or halt progress all together in this space. While progress within the Hemp industry is currently
encouraging, growth is not assured. While there appears to be ample public support for favorable legislative action at
the state and federal levels, numerous factors may impact or negatively affect the legislative process(es) within the
various states the Issuer has business interests in. Any one of these factors could slow or halt use of Hemp or CBD,
which would negatively impact the Issuer’s business or growth, including possibly causing us to discontinue
operations as a whole.
Continued Applicability of the 2014 Farm Bill Pending Full Implementation of the 2018 Farm Bill
Section 7606 of the 2014 Farm Bill will remain in effect until one (1) year after the USDA establishes regulations
implementing the Hemp production provisions of the 2018 Farm Bill, at which point the 2014 Farm Bill will be
repealed. The 2014 Farm Bill permits cultivation of hemp for research purposes (inclusive of market research)
pursuant to state agricultural programs but leaves significant discretion to states as to how to implement such
programs. In addition, the DEA, FDA and USDA have taken the position, as set forth in 2016 guidance (the
“Statement of Principles”), that under the 2014 Farm Bill (i) industrial hemp products may be sold “[f]or purposes
of marketing research…but not for the purpose of general commercial activity” and (ii) such products may only be
sold within or among states with agricultural pilot programs that allow such activity, but not in states where such sales
are prohibited. The Statement of Principles is not legally binding and is widely disputed as invalid by many, including
members of Congress, on the grounds that it exceeds DEA’s authority and contravenes the intent of the 2014 Farm
Bill. Moreover, to date, the Statement of Principles has only been minimally enforced. However, as recently as
February 27, 2019, the USDA referenced the Statement of Principles as “additional guidance” that remains applicable
to the 2014 Farm Bill.
Because hemp has been removed from the definition of “marihuana" within the CSA, the DEA can no longer assert
authority over hemp and hemp products. Additionally, given the passage of the 2018 Farm Bill (which permits the
commercial sale of hemp and hemp products produced in accordance with the 2018 Farm Bill and precludes states
from prohibiting any interstate transportation or shipment of the same), it is also possible that the FDA and USDA
will not enforce their position outlined in the Statement of Principles.
The Issuer’s CBD products are subject to various state and federal laws regarding the production and sales of Hempbased products
The Issuer’s CBD products are subject to various state and federal laws regarding the production and sales of Hempbased products. Section 12619 of the 2018 Farm Bill removed “hemp,” as defined in the Agricultural Marketing Act
of 1946 (the “1946 Agricultural Act”), from the classification of “marijuana,” which is generally prohibited as a
Schedule I drug under the CSA. Under the 1946 Agricultural Act (as amended by the 2018 Farm Bill), the term “hemp”
means “the plant Cannabis sativa L. and any part of that plant, including the seeds thereof and all derivatives, extracts,
cannabinoids, isomers, acids, salts, and salts of isomers, whether growing or not, with a delta-9 tetrahydrocannabinol
concentration of not more than 0.3 percent on a dry weight basis.” As a result of the passage of the 2018 Farm Bill,
and since the Issuer believes that its CBD products contain parts of the cannabis plant with a delta-9 THC concentration
of not more than 0.3 percent on a dry weight basis, the Issuer believes that its CBD products are not governed by the
CSA and, ergo, would not be subject to prosecution thereunder because the Issuer believes that its CBD products
contain “hemp” within the meaning of the 1946 Agricultural Act (as amended by the 2018 Farm Bill) and do not
contain any “marijuana” as prohibited under the CSA (as amended by the 2018 Farm Bill); provided, however, there
is a lack of legal protection for Hemp-based products that contain more than 0.3 percent THC and there is a risk that
the Issuer would be subject to prosecution under the CSA in the event that its CBD products are found to contain more
than 0.3 percent THC.
Furthermore, the 1946 Agricultural Act (as amended by the 2018 Farm Bill) provides additional regulations regarding
the production of Hemp-based products and there is the risk that the Issuer’s CBD products may be found to be in
violation of these regulations. Specifically, the 1946 Agricultural Act (as amended by the 2018 Farm Bill) contains
provisions relating to the shared state-federal jurisdiction over Hemp cultivation and production, whereby States and
Indian tribes have been delegated the broad authority to regulate and limit the production and sale of Hemp and Hemp
products within their borders. Under the 2018 Farm Bill, a state or Indian tribe that desires to have primary regulatory
authority over the production of Hemp in the state or territory of the Indian tribe must submit a plan to monitor and
regulate Hemp production to the Secretary of the USDA. The Secretary must then approve the state or tribal plan after
determining if the plan complies with the requirements set forth in the Agriculture Improvement Act of 2018. The
Secretary may also audit the state or Indian tribe’s compliance with the federally-approved plan. If the Secretary does
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not approve the state or Indian tribe’s plan, then the production of Hemp in that state or territory of that Indian tribe
will be subject to a plan established by the USDA. The USDA has not yet established such a plan. The Issuer
anticipates that many states will seek to have primary regulatory authority over the production of Hemp. States that
seek such authority may create new laws and regulations that limit or restrict the use of Hemp.
Risks Specifically Related to State Law and Policy Governing Hemp and Hemp Products
States take varying approaches to regulating the production and sale of hemp, hemp products, and hemp-derived CBD
under the 2014 Farm Bill and state food and drug laws. In addition, many states are in the process of changing law
and policy to align with the 2018 Farm Bill. While some states explicitly authorize and regulate the production and
sale of hemp-derived CBD or otherwise provide legal protection for authorized individuals to engage in commercial
hemp activities, other states maintain outdated drug laws that do not distinguish between marijuana, hemp and/or
hemp-derived CBD, resulting in hemp being classified as a controlled substance under some state laws. In these states,
sale of CBD, notwithstanding origin, is either restricted to state medical or adult-use marijuana program licensees or
remains otherwise unlawful under state criminal laws. Additionally, a number of state laws and policies prohibit the
sale of certain consumable CBD products based on the FDA’s position that, pursuant to the FDCA it is unlawful “. . .
to introduce food containing added CBD or THC into interstate commerce, or to market CBD or THC products as, or
in, dietary supplements, regardless of whether the substances are hemp-derived.” There is also significant confusion
amongst state regulators and enforcement agencies as to the legality of hemp products. Although the Issuer believes
that, as a result of the passage of the 2018 Farm Bill, states with prohibitive laws and policies will change their laws
to explicitly authorize the Issuer’s activities or that such changes in law or policy will at least be favorable to the
Issuer’s business, there can be no assurance that such laws or policies will change at all, or if changed, will be favorable
to the Issuer’s business operations. Further, Under the 2018 Farm Bill, states have express authority to adopt
regulations that are more stringent than federal regulations, and therefore state regulation will likely continue to vary
following implementation of the 2018 Farm Bill. There is risk that some states will keep or adopt restrictive regulations
that prohibit certain activity and are unfavorable to Issuer’s business operations. Variance in state regulation creates
risk and increased costs of compliance for Issuer’s business.
Given the constantly changing regulatory environment and varying interpretations by state regulatory and enforcement
agencies as to the correct application and enforcement of applicable state laws and policies, there is risk that, given
the scope of the Issuer’s business activities, that the Issuer’s operations are, or may become, non-compliant with one
or more state laws or policies. Changes in law and policy, or more vigorous enforcement thereof, may negatively
impact the Issuer’s ability to operate in the U.S., increase compliance costs, or give rise to material liabilities, which
could have a material adverse effect on the business, results of operations, and financial condition of the Issuer. Failure
to comply with state policy or other state-imposed requirements may result in, among other penalties, injunctions,
product withdrawals, recalls, product seizures, fines and criminal prosecutions. While management believes that the
Issuer will be able to obtain all licenses, permits, authorizations and approvals necessary to conduct its business and
that the Issuer is properly operating within all applicable regulatory regimes, there can be no assurance that these
beliefs are accurate or that laws or regulatory regimes will not be changed in a manner that would adversely impact
the Issuer, including by requiring it to obtain certain licenses, permits, authorizations or approvals or requiring it to
operate subject to a regulatory regime or by prohibiting operations in certain states. Any actions against the Issuer by
state governmental authorities could have a material adverse effect on the Issuer’s business, financial condition, and
results of operations, including resulting in the Issuer having to cease operations in such jurisdictions, or entirely.
State-Imposed Restrictions Regarding the Production of Hemp and Sale of CBD
To date, the vast majority of states have passed legislation related to industrial hemp, and at least forty-one (41) states
allow hemp cultivation and production programs. However, state approaches to regulation vary and some states have
limited programs or restrictions on certain activity. For example, some states prohibit the sale of CBD products outside
of marijuana businesses, while other states prohibit the sale of hemp-derived CBD products altogether. Other states
have laws that criminalize all parts of the cannabis plant (including “hemp,” as defined under the 2018 Farm Bill) or
significantly limit activity related to the cannabis plant (including “hemp,” as defined under the 2018 Farm Bill). A
number of state laws and regulations, including in major markets such as California, New York, and Ohio, currently
contain restrictions limiting the types of hemp-derived products that may be sold and where such products may be
sold. Accordingly, this patchwork of state laws may, for the foreseeable future, materially impact the Issuer’s business
and financial condition, limit the accessibility of certain state markets, cause confusion amongst regulators, and
increase legal and compliance costs.
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Laws and regulations affecting the Hemp industry are constantly changing, which could detrimentally affect the
Issuer’s proposed operations in the event that the Issuer’s CBD products become subject to such regulation
Local, state and federal laws and regulations relating to Hemp-based products are broad in scope and subject to
evolving interpretations, which could require the Issuer to incur substantial costs associated with compliance or alter
certain aspects of its business plan in the event that the Issuer’s CBD products become subject to such regulation.
In addition, violations of these laws, or allegations of such violations, could disrupt certain aspects of the Issuer’s
business plan and result in a material adverse effect on certain aspects of the Issuer’s planned operations in the event
that the Issuer’s CBD products become subject to such regulation. The Issuer cannot predict the nature of any future
laws, regulations, interpretations or applications, nor can it determine what effect additional governmental
regulations or administrative policies and procedures, when and if promulgated, could have on the Issuer’s business
in the event that the Issuer’s CBD products become subject to such regulation.
The Issuer’s CBD products may become subject to the application of laws relating to health and safety of the Issuer’s
products
The Issuer’s CBD products may become subject to the application of laws relating to health and safety of the Issuer’s
products. Specifically, the Issuer’s CBD products may be governed by the FDCA as a drug. The FDCA is intended to
assure the consumer, in part, that drugs and devices are safe and effective for their intended uses and that all labeling
and packaging is truthful, informative, and not deceptive. The FDCA and FDA regulations define the term drug, in
part, by reference to its intended use, as “articles intended for use in the diagnosis, cure, mitigation, treatment, or
prevention of disease” and “articles (other than food) intended to affect the structure or any function of the body of
man or other animals.” Therefore, almost any ingested or topical or injectable product that, through its label or labeling
(including internet websites, promotional pamphlets, and other marketing material), that is claimed to be beneficial
for such uses will be regulated by FDA as a drug. The definition also includes components of drugs, such as active
pharmaceutical ingredients. The FDCA defines cosmetics by their intended use, as "articles intended to be rubbed,
poured, sprinkled, or sprayed on, introduced into, or otherwise applied to the human body...for cleansing, beautifying,
promoting attractiveness, or altering the appearance." See FDCA, sec. 201(i). Among the products included in this
definition are skin moisturizers, perfumes, lipsticks, fingernail polishes, eye and facial makeup preparations, cleansing
shampoos, permanent waves, hair colors, and deodorants, as well as any substance intended for use as a component
of a cosmetic product. Under the FDCA, cosmetic products and ingredients, with the exception of color additives, do
not require FDA approval before they go on the market. Drugs, however, must generally either receive premarket
approval by FDA through the New Drug Application (“NDA”) process or conform to a "monograph" for a particular
drug category, as established by the FDA's Over-the-Counter (“OTC”) drug review. These monographs specify
conditions whereby OTC drug ingredients are generally recognized as safe and effective, and not misbranded. Certain
OTC drugs may remain on the market without an NDA approval until a monograph for its class of drugs is finalized
as a regulation. However, once FDA has made a final determination on the status of an OTC drug category, such
products must either be the subject of an approved NDA (see FDCA, sec. 505(a) and (b)), or comply with the
appropriate monograph for an OTC drug.
Additionally, it is unlawful under the FDCA to introduce food containing added CBD or THC into interstate
commerce, or to market CBD or THC products as, or in, dietary supplements, regardless of whether the substances
are Hemp-derived. In January of 2018, the New York City Department of Health banned the sale of CBD-infused
food products. As of the date hereof, legislators are calling on the FDA to provide guidance on legal pathways for
food products infused with CBD to be sold. Therefore, until the FDA provides guidance, restaurants may become
hesitant to purchase CBD additives and CBD-infused food products.
Changes in the Law and Development Programs
The 2018 Farm Bill declassified industrial Hemp as a Schedule I substance, shifted regulatory authority from the DEA
to the USDA, and provided autonomy for states to regulate the industry. The 2018 Farm Bill did not change the Food
and Drug Administration’s oversight authority over CBD products. The 2018 Farm Bill defined industrial Hemp as a
variety of cannabis containing an amount equal to or lower than 0.3% THC and allowed farmers to grow and sell
Hemp under state regulation. According to the National Conference of State Legislatures, 41 states have enacted
legislation to establish industrial Hemp cultivation and production programs
For the first time since 1937, industrial Hemp has been decriminalized at the federal level and can be grown legally
in the United States, but on a limited basis. A landmark provision passed in the 2014 Farm Bill had previously
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classified Hemp as distinct from its genetic cousin, marijuana. Marijuana cannabis remains illegal under federal law,
and therefore, strict enforcement of federal laws regarding cannabis will likely affect the perception of the lawfulness
of the Issuer’s activity for a continuing period of time, which could result in the Issuer’s inability and the inability of
the Issuer’s customers to execute their respective business plans.
Although the Issuer believes the foregoing will be applicable to business other than Hemp-based CBD businesses,
there is risk that confusion or uncertainty surrounding the Issuer’s products with regulated cannabis could occur on
the state or federal level and impact the Issuer. The Issuer may have difficulty with establishing banking relationships,
working with investment banks and brokers who would be willing to offer and sell the Issuer’s securities or accept
deposits from shareholders, and auditors willing to certify the Issuer’s financial statements if the Issuer is confused
with businesses that are in the cannabis business. Any of these additional factors, should they occur, could also affect
the Issuer’s business, prospects, assets or results of operation could have a material adverse effect on the business,
prospects, results of operations or financial condition of the Issuer.
There is No Guarantee that Future Federal Regulations will be on Terms Favorable to the Issuer’s Business
Federal regulations under the 2018 Farm Bill have not yet been promulgated. There is no guarantee that such
regulations will be on terms favorable to the Issuer’s business. Should the regulations result in stricter requirements
on the Issuer than those of the 2014 Farm Bill, such changes could have a material adverse effect on the Issuer’s
business, financial condition and results of operations.
There Is a Risk that the Issuer’s Interpretation of the 2018 Farm Bill is Inaccurate
The Issuer’s position is the 2018 Farm Bill permanently removed Hemp from the CSA and is now deemed an
agricultural commodity, and accordingly the DEA no longer has any claim to interfere with the interstate commerce
of Hemp products, so long as the THC level is at or below 0.3%. There is a risk that the Issuer’s interpretation of the
legislation is inaccurate or that it will be successfully challenged by federal or state authorities. A successful challenge
to such position by a state or federal authority could have a material adverse effect on the Issuer, including civil and
criminal penalties, damages, fines, the curtailment or restructuring of the Issuer’s operations or asset seizures and the
denial of regulatory applications.
FDA Regulation
The 2018 Farm Bill expressly preserves the FDA’s authority to regulate certain products containing cannabis or
cannabis-derived compounds under the federal Food, Drug, and Cosmetic Act (“FDCA”). Certain provisions of the
FDCA preclude a substance from being considered a food and prohibit a substance from being marketed as a dietary
supplement or dietary ingredient if such substance has been approved by the FDA as a new drug, or if such substance
has been authorized for investigation as a new drug (“IND”) for which substantial clinical investigations have been
instituted and for which the existence of such investigations has been made public. Because CBD was the subject of
public drug trials and is the active ingredient in an FDA-approved drug (Epidiolex), the FDA takes the position that it
is unlawful under the FDCA to introduce food containing added CBD into interstate commerce, or to market CBD
products as, or in, dietary supplements, regardless of whether the substances are hemp-derived. Additionally, the FDA
requires a cannabis product (hemp-derived or otherwise) that is marketed with a claim of structure/function therapeutic
benefit, or with any other disease claim, and therefore intended for use as a drug, to be approved by the FDA for its
intended use before it may be introduced into interstate commerce.
The Issuer could be required to submit an NDI notification to the FDA
There is substantial uncertainty and different interpretations among state and federal regulatory agencies, legislators,
academics and businesses as to whether cannabinoids were present in the food supply and marketed prior to October
15, 1994, or whether such inclusion of cannabinoids is otherwise approved by the FDA as dietary ingredients. In
addition, there is substantial uncertainty and different interpretations as to whether cannabinoids are by definition an
impermissible adulterant due to marijuana being a controlled substance under the CSA. The uncertainties cannot be
resolved without further federal legislation, regulation or a definitive judicial interpretation of existing legislation and
rules. A determination that Hemp products containing cannabinoids were not present in the food supply, marketed
prior to October 15, 1994, are not otherwise permissible for use as a dietary ingredient or are adulterants would have
a materially adverse effect upon the Issuer and its business. The Issuer could be required to submit an New Dietary
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Ingredients (“NDI”) notification to the FDA with respect to Hemp extracts. If FDA objects to the Issuer’s NDI
notification, this would have a materially adverse effect upon the Issuer and its business.
FDA Enforcement of its Interpretation of IND Preclusion could materially and adversely impact the Issuer’s business
The FDA has taken the position that CBD cannot be marketed as a dietary supplement because it has been the subject
of investigation as a new drug (i.e. IND Preclusion). According to the FDA, the submission of the IND application
for Epidiolex by Greenwich Biosciences, the U.S. subsidiary of London-based GW Pharmaceuticals, preceded the
sales and marketing of CBD as a dietary supplement. It is the FDAs interpretation of the IND Preclusion that the
preclusion date is the date in which it authorized the drug for investigation. If the FDA were to enforce the IND
Preclusion based on its interpretation of the legislation, this would materially and adversely impact the Issuer’s
business and financial condition.
The Issuer May Need to Obtain Regulatory Approval and Permits
The Issuer may be required to obtain and maintain certain permits, licenses and approvals in the jurisdictions where
its products are sold. There can be no assurance that the Issuer will be able to obtain or maintain any necessary licenses,
permits or approvals. Any material delay or inability to receive these items is likely to delay and/or inhibit the Issuer’s
ability to conduct its business, and would have an adverse effect on its business, financial condition and results of
operations.
Anti-money Laundering Laws and Regulations
The Issuer is subject to a variety of laws and regulations domestically and in the United States that involve money
laundering, financial recordkeeping and proceeds of crime, including the U.S. Currency and Foreign Transactions
Reporting Act of 1970 (commonly known as the Bank Secrecy Act), as amended by Title III of the Uniting and
Strengthening America by Providing Appropriate Tools Required to Intercept and Obstruct Terrorism Act of 2001
(USA Patriot Act), the Proceeds of Crime (Money Laundering) and Terrorist Financing Act (Canada), the Criminal
Code (Canada), as amended and the rules and regulations thereunder, and any related or similar rules, regulations or
guidelines, issued, administered or enforced by governmental authorities in the United States and Canada.
In February 2014, the Financial Crimes Enforcement Network (“FinCEN”) of the U.S. Department of the Treasury
issued a memorandum providing instructions to banks seeking to provide services to marijuana related businesses (the
“FinCEN Memo”). The FinCEN Memo states that in some circumstances, it may not be appropriate to prosecute
banks that provide services to marijuana-related businesses for violations of federal money laundering laws. It refers
to supplementary guidance that Deputy Attorney General Cole issued to federal prosecutors relating to the prosecution
of money laundering offenses predicated on cannabis-related violations of the CSA. It is unclear at this time whether
the current administration will follow the guidelines of the FinCEN Memo. Under U.S. federal law, banks or other
financial institutions that provide a Cannabis-related business with a checking account, debit or credit card, small
business loan, or any other service could be found guilty of money laundering, aiding and abetting, or conspiracy.
If any of the Issuer’s investments, or any proceeds thereof, any dividends or distributions therefrom, or any profits or
revenues accruing from such investments in the United States or Canada were found to be in violation of money
laundering legislation or otherwise, such transactions may be viewed as proceeds of crime under one or more of the
statutes noted above or any other applicable legislation. This could restrict or otherwise jeopardize the ability of the
Issuer to declare or pay dividends, effect other distributions or subsequently repatriate such funds back to Canada.
Furthermore, while the Issuer has no current intention to declare or pay dividends on its Common Shares in the
foreseeable future, the Issuer may decide or be required to suspend declaring or paying dividends without advance
notice and for an indefinite period of time.
Regulatory Risks
The activities of the Issuer are subject to regulation by governmental authorities, particularly under the Cannabis Act,
the 2018 U.S. Farm Bill and applicable state, provincial and local laws. Achievement of the Issuer’s business
objectives are contingent, in part, upon compliance with regulatory requirements enacted by governmental authorities
and obtaining all regulatory approvals, permits and licenses where necessary, for the cultivation, processing,
distribution, transport and sale of its products. The Issuer cannot predict the time required to secure all appropriate
regulatory approvals, permits and licenses for the Issuer or its products, or the extent of testing and documentation
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that may be required by governmental authorities. Any delays in obtaining, or failure to obtain, regulatory approvals,
permits and licenses would significantly delay the development of products and could have a material adverse effect
on the business, prospects, financial condition, results of operations and cash flows of the Issuer.
The commercial cannabis industry is a new industry in Canada and the U.S. and the Issuer anticipates that regulations
governing the industry will be subject to change. The operations of the Issuer will be subject to a variety of laws,
regulations, guidelines and policies relating to the manufacture, processing, import, export, management,
packaging/labelling, advertising, sale, transportation, storage and disposal of cannabis and cannabis by-products but
also laws and regulations relating to drugs, controlled substances, health and safety, land use, the conduct of operations
and the protection of the environment. Any changes to such laws, regulations, guidelines and policies may have a
material adverse effect on the business, prospects, financial condition, results of operations and cash flows of the
Issuer.
Federal regulation and enforcement of cannabis laws and regulations may negatively impact the Issuer’s revenues
and profits in the event that the Issuer’s CBD products become subject to such regulation and enforcement
Active enforcement of the current federal regulatory position on Hemp, a plant within the cannabis family, may
directly and adversely affect revenues and profits with respect to the Issuer’s business operations in the event that
the Issuer’s CBD products become subject to such regulation. A majority of states have laws and/or regulations that
recognize, in one form or another, legitimate medical uses for cannabis and consumer use of cannabis in connection
with medical treatment or otherwise permit recreational use. Many other states are considering similar legislation.
Conversely, under the CSA, the policies and regulations of the federal government and its agencies are that cannabis
has no medical benefit and a range of activities including cultivation and the personal use of cannabis is prohibited.
The risk of strict enforcement of the CSA in light of congressional activity, judicial holdings and stated federal
policy remains uncertain.
The Issuer’s business is subject to a variety of U.S. and foreign laws, many of which are unsettled and still developing
and which could subject us to claims or otherwise harm the Issuer’s business
The Issuer is subject to a variety of laws in the United States, Canada and elsewhere. The Issuer plans in the future to
commercialize in the United States a variety of products containing broad spectrum Hemp extract, which might include
certain cannabinoids including CBD and no more than 0.3% THC. While the 2018 Farm Bill exempted Hemp and
Hemp derived products from the CSA, any such product commercialization will be subject to various laws, including
the 2018 Farm Bill, the FDCA, the DSHEA, applicable state and/or local laws and FDA regulations. The Issuer
intends to offer broad spectrum Hemp extract products in full compliance with applicable food, drug, cosmetic, and
dietary supplement laws and regulations. Nevertheless, violations of any such law or regulation could result in
warning letters, significant fines, penalties, administrative sanctions, injunctions, convictions or settlements arising
from civil proceedings initiated.
The Issuer is further subject to a variety of laws and regulations in the United States, Canada and elsewhere that
prohibit money laundering, including the Proceeds of Crime and Terrorist Financing Act (Canada) and the Money
Laundering Control Act (United States), as amended, and the rules and regulations thereunder and any related or
similar rules, regulations or guidelines issued, administered or enforced by governmental authorities in the United
States, Canada or any other jurisdiction in which the Issuer has business operations or to which it exports. Although
the Issuer believes that none of its activities implicate any applicable money laundering statutes, in the event that any
of its business activities, any dividends or distributions therefrom, or any profits or revenue accruing thereby are found
to be in violation of money laundering statutes, such transactions may be viewed as proceeds of crime under one or
more of the statutes described above or any other applicable legislation, and any persons, including such U.S.-based
investors, found to be aiding and abetting us in such violations could be subject to liability. Any violations of these
laws, or allegations of such violations, could disrupt the Issuer’s operations, involve significant management
distraction and involve significant costs and expenses, including legal fees. The Issuer could also suffer severe
penalties, including criminal and civil penalties, disgorgement and other remedial measures.
Inability to Protect Intellectual Property
The Issuer’s success is dependent upon its intangible property and technology. The Issuer relies upon copyrights,
patents, trade secrets, unpatented proprietary know-how and continuing innovation to protect the intangible property,
technology and information that is considered important to the development of the business. The Issuer relies on
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various methods to protect its proprietary rights, including confidentiality agreements with consultants, service
providers and management that contain terms and conditions prohibiting unauthorized use and disclosure of
confidential information. However, despite efforts to protect intangible property rights, unauthorized parties may
attempt to copy or replicate intangible property, technology or processes. There can be no assurances that the steps
taken by the Issuer to protect its intangible property, technology and information will be adequate to prevent
misappropriation or independent third-party development of the Issuer’s intangible property, technology or processes.
It is likely that other companies can duplicate a production process similar to the Issuer’s. To the extent that any of
the above would occur, revenue could be negatively affected, and in the future, the Issuer may have to litigate to
enforce its intangible property rights, which could result in substantial costs and divert management’s attention and
other resources.
The Issuer’s ability to successfully implement its business plan depends in part on its ability to obtain, maintain and
build brand recognition using its trademarks, service marks, trade dress, domain names and other intellectual property
rights, including the Issuer’s names and logos. If the Issuer’s efforts to protect its intellectual property are unsuccessful
or inadequate, or if any third party misappropriates or infringes on its intellectual property, the value of its brands may
be harmed, which could have a material adverse effect on the Issuer’s business and might prevent its brands from
achieving or maintaining market acceptance.
The Issuer may be unable to obtain registrations for its intellectual property rights for various reasons, including FDCA
non-compliance, refusal by regulatory authorities to register trademarks or other intellectual property protections, prior
registrations of which it is not aware, or it may encounter claims from prior users of similar intellectual property in
areas where it operates or intends to conduct operations. This could harm its image, brand or competitive position and
cause the Issuer to incur significant penalties and costs.
Trade Secrets may be Difficult to Protect
The Issuer’s success depends upon the skills, knowledge and experience of its scientific and technical personnel,
consultants and advisors, as well as contractors. Because the Issuer operates in a highly competitive industry, it relies
in part on trade secrets to protect its proprietary products and processes. However, trade secrets are difficult to protect.
The enforcement of a claim alleging that a party illegally obtained and was using the Issuer’s trade secrets could be
difficult, expensive and time consuming and the outcome could be unpredictable. The failure to obtain or maintain
meaningful trade secret protection could adversely affect the Issuer’s competitive position.
Limited trademark protection
The Issuer may not be able to register United States federal trademarks for certain of its CBD products. Because the
FDA continues to prohibit the use of Hemp or Hemp-derived CBD as an ingredient in food, the United States Patent
and Trademark Office will not permit the registration of any trademark for a CBD product intended to be ingested. As
a result, the Issuer likely will be unable to protect certain of its CBD product trademarks beyond the geographic areas
in which it conducts business. The use of its trademarks outside the states in which it operates by one or more other
persons could have a material adverse effect on the value of such trademarks.
Environmental Regulations and Risks
The Issuer’s operations are subject to environmental regulation in the various jurisdictions in which it operates. These
regulations mandate, among other things, the maintenance of air and water quality standards and land reclamation.
They also set forth limitations on the generation, transportation, storage and disposal of solid and hazardous waste.
Environmental legislation is evolving in a manner that will require stricter standards and enforcement, particularly for
the cannabis industry, increased fines and penalties for non-compliance, more stringent environmental assessments of
proposed projects and a heightened degree of responsibility for companies and their officers, directors and employees.
There is no assurance that future changes in environmental regulation, if any, will not adversely affect the Issuer’s
operations. Government approvals and permits are currently, and may in the future be, required in connection with
the Issuer’s operations. To the extent such approvals are required and not obtained, the Issuer may be curtailed or
prohibited from its proposed production of cannabis or from proceeding with the development of its operations as
currently proposed. Failure to comply with applicable laws, regulations and permitting requirements may result in
enforcement actions thereunder, including orders issued by regulatory or judicial authorities causing operations to
cease or be curtailed, and may include corrective measures requiring capital expenditures, installation of additional
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equipment or remedial actions. The Issuer may be required to compensate those suffering loss or damage by reason
of the Issuer’s operations and may have civil or criminal fines or penalties imposed for violations of applicable laws
or regulations. Amendments to current laws, regulations and permits governing the production of cannabis, or more
stringent implementation thereof, could have a material adverse impact on the Issuer, and cause increases in expenses,
capital expenditures or production costs or reduction in levels of production or require abandonment or delays in
development.
Employee Health and Safety Regulations
The Issuer's operations are subject to safety laws and regulations concerning employee health and safety. The Issuer
will incur ongoing costs and obligations related to compliance with employee health and safety matters. Failure to
comply with safety laws and regulations may result in additional costs for corrective measures, penalties or restrictions
on the Issuer's manufacturing operations. Changes in employee health and safety laws, more vigorous enforcement
thereof or other unanticipated events could require extensive changes to current operations or give rise to material
liabilities, which could have a material adverse effect on the business, financial condition and results of operations of
the Issuer.
Change in Laws, Regulations and Guidelines
The Issuer’s current and proposed operations are subject to a variety of laws, regulations and guidelines, including,
but not limited to, those relating to the manufacture, management, transportation, storage and disposal of cannabis, as
well as laws and regulations relating to health and safety (including but not limited to those governing consumable
products), the conduct of operations and the protection of the environment. These laws and regulations are broad in
scope, rapidly changing, and are subject to constantly evolving interpretations. If any changes to such laws, regulations
or guidelines occur, which are matters beyond the control of the Issuer, the Issuer may incur significant costs in
complying with such changes or it may be unable to comply therewith, which in turn may result in a material adverse
effect on the Issuer’s business, financial condition and results of operation. In addition, violations of these laws, or
allegations of such violations, could disrupt certain aspects of the Issuer’s business plan and result in a material adverse
effect on certain aspects of its planned operations, including materially limiting or ceasing current or planned
operations all together.
Changes in laws and regulations, more vigorous enforcement thereof, the imposition of restrictions on the Issuer’s
ability to operate in the U.S. or other unanticipated events could require extensive changes to the Issuer’s operations,
increased compliance costs or give rise to material liabilities, which could have a material adverse effect on the
business, results of operations and financial condition of the Issuer.
While management believes that the Issuer will be able to obtain all licenses, permits, authorizations and approvals
necessary to conduct its business and that the Issuer is properly operating within all applicable regulatory regimes,
there can be no assurance that these beliefs are accurate or that laws or regulatory regimes will not be changed in a
manner that would adversely impact the Issuer, including by requiring it to obtain certain licenses, permits,
authorizations or approvals or requiring it to operate subject to a regulatory regime.
Risks Associated with Numerous Laws and Regulations
The production, labeling and distribution of the products that the Issuer plans to distribute are regulated by various
federal, state and local agencies. These governmental authorities may commence regulatory or legal proceedings,
which could restrict the permissible scope of the Issuer’s product claims or the ability to sell its products in the future.
The FDA and applicable state agencies regulate the Issuer’s products to ensure that the products are not adulterated
or misbranded.
The Issuer is subject to regulation by the FDA and other agencies as a result of the manufacture and sale of its CBD
products. State laws vary significantly as to regulation of hemp-derived CBD in consumable products. The shifting
compliance environment, patchwork of state laws, and the need to build and maintain robust systems to comply with
different regulations in multiple jurisdictions increases the possibility that the Issuer may violate one or more of the
requirements. If the Issuer’s operations are found to be in violation of any of such laws or any other governmental
regulations, or perceived to be in violation, the Issuer may be subject to penalties or other negative effects, including,
without limitation, civil and criminal penalties, damages, fines, the curtailment or restructuring of the Issuer’s
operations or asset seizures and the denial of regulatory applications (including those regulatory regimes outside of
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the scope of DEA and FDA jurisdiction, but which may rely on the positions of the DEA and FDA in the application
of their respective regimes), any of which could adversely affect the Issuer’s’ business and financial results.
Failure to comply with FDA requirements may result in, among other things, injunctions, product withdrawals, recalls,
product seizures, fines and criminal prosecutions. The Issuer’s advertising is subject to regulation by the Federal Trade
Commission (“FTC”) under the Federal Trade Commission Act as well as subject to regulation by the FDA under the
DSHEA, and applicable state laws. In recent years, the FTC has initiated numerous investigations of dietary and
nutritional supplement products and companies based on allegedly deceptive or misleading claims. At any point,
enforcement strategies of a given agency can change as a result of other litigation in the space or changes in political
landscapes, and could result in increased enforcement efforts, which would materially impact the Issuer’s business.
Additionally, some states also permit advertising and labeling laws to be enforced by state attorney generals, who may
seek relief for consumers, class action certifications, class wide damages and product recalls of products sold by the
Issuer. Private litigations may also seek relief for consumers, class action certifications, class wide damages and
product recalls of products sold by the Issuer. Any actions against the Issuer by governmental authorities or private
litigants could have a material adverse effect on the Issuer’s business, financial condition and results of operations.
Uncertainty Caused by Potential Changes to Regulatory Framework
There is substantial uncertainty and different interpretations among federal, state and local regulatory agencies,
legislators, academics and businesses as to the importation of derivatives from the Cannabis plant and the scope of
2014 Farm Bill-compliant hemp production and commercialization, the 2018 Farm Bill and the emerging regulation
of cannabinoids. These different opinions include, but are not limited to, the regulation of cannabinoids by the DEA
and or the FDA, as well as applicable state agencies, and the extent to which manufacturers of products containing
imported raw materials and/or 2014 and 2018 Farm Bill-compliant cultivators and processors may engage in interstate
commerce. The USDA and FDA are currently in the process of rulemaking to establish standards governing the
production and sale of hemp products in the U.S., and there is uncertainty as to whether such rules will be unfavorable
or could negatively impact operations. The uncertainties cannot be resolved without further federal, and perhaps even
state-level, legislation, regulation or a definitive judicial interpretation of existing legislation and rules. If these
uncertainties continue, they may have an adverse effect upon the introduction of the Issuer’s products in different
markets.
Risks Related to the Issuer
Going Concern
There is uncertainty about the Issuer’s ability to continue as a going concern and there is no assurance that it will
generate profit in the near term or raise sufficient capital on acceptable terms, if any. The Issuer’s actual financial
position and results of operations may differ materially from the expectations of the Issuer‘s management. Further,
there is no assurance that the Issuer will realize the projected cash flows for Artiva’s facility, the Montana Facility or
the New Mexico Facility, which could result in a full or partial impairment of goodwill. The Issuer’s audited financial
statements for the year ended December 31, 2018, included a going concern disclosure.
The Issuer is in the development stage and is currently seeking additional capital, acquisitions, joint ventures, strategic
partnerships and other business arrangements to generate and grow its revenues and expand its product offerings in
the Hemp and cannabis industry.
The Issuer has incurred significant operating losses from inception. The Issuer’s ability to generate and grow future
revenue to cover its working capital requirements is primarily dependent on the Issuer executing its current production
capacity at the Montana Facility and continued favourable market conditions in the CBD market.
The Issuer’s ability to continue as a going concern is dependent upon its ability in the future to achieve profitable
operations and to obtain the necessary financing to meet its near-term obligations such that it can repay its liabilities
when they become due.
History of Net Losses
The Issuer has incurred operating losses in recent periods. The Issuer may not be able to achieve or maintain
profitability and may continue to incur significant losses in the future. In addition, the Issuer expects to continue to
61

increase its operating expenses as it implements initiatives to continue to grow its business. If the Issuer's revenues do
not increase to offset its expected increases in costs and operating expenses, the Issuer will not be profitable.
Failure to Realize Growth Strategy
There are risks associated with the Issuer’s growth strategy, and such strategies may not succeed, as they can be
adversely affected by a variety of factors, including failure to raise additional capital, adverse changes in the regulatory
environment, delays in obtaining, or conditions imposed by, regulatory approvals, competition, failure to control
product quality and cleanliness, and changes in consumer preference as well as the other risks set out in this section
under the heading “Risks Related to the Hemp Business and Industry”. If the Issuer cannot manage growth effectively,
it may have a material adverse effect on its business, prospects, financial condition, results of operations and cash
flows. Given the fast pace environment in the emerging Hemp and cannabis industry, the Issuer’s business plan and
strategies may change in the short-term.
Management of growth
The Issuer may be subject to growth-related risks including capacity constraints and pressure on its internal systems
and controls. The ability of the Issuer to manage growth effectively will require it to continue to implement and
improve its operational and financial systems and to expand, train and manage its employee base. The inability of the
Issuer to deal with this growth may have a material adverse effect on the Issuer’s business, financial condition, results
of operations and prospects.
Internal controls
Effective internal controls are necessary for the Issuer to provide reliable financial reports and to help prevent fraud.
Although the Issuer will undertake a number of procedures and will implement a number of safeguards, in each case,
in order to help ensure the reliability of its financial reports, including those imposed on the Issuer under securities
law, the Issuer cannot be certain that such measures will ensure that the Issuer will maintain adequate control over
financial processes and reporting. Failure to implement required new or improved controls, or difficulties encountered
in their implementation, could harm the Issuer’s results of operations or cause it to fail to meet its reporting obligations.
If the Issuer or its auditors discover a material weakness, the disclosure of that fact, even if quickly remedied, could
reduce the market’s confidence in the Issuer’s consolidated financial statements and materially adversely affect the
trading price of the Common Shares.
The Issuer’s actual financial positions and results of operations may differ materially from the expectations of the
Issuer’s management
The Issuer’s actual financial position and results of operations may differ materially from management’s expectations.
The process for estimating the Issuer’s revenue, net income and cash flow requires the use of judgment in determining
appropriate assumptions and estimates. These estimates and assumptions may be revised as additional information
becomes available and as additional analyses are performed. In addition, the assumptions used in planning may not
prove to be accurate, and other factors may affect the Issuer’s financial condition or results of operations.
Additional Financing
The Issuer will be required to obtain additional financing in order to achieve its planned business objectives. The
ability of the Issuer to arrange such financing in the future will depend in part upon prevailing capital market
conditions, as well as upon the business success of the Issuer. There can be no assurance that the Issuer will be
successful in its efforts to arrange additional financing, or that such financing will be available on terms satisfactory
to the Issuer. If additional financing is raised by the issuance of shares or other forms of convertible securities from
treasury, control of the Issuer may change and shareholders may suffer additional dilution. If adequate funds are not
available, or are not available on acceptable terms, the Issuer may not be able to take advantage of opportunities, or
otherwise respond to competitive pressures and remain in business. The level of the Issuer’s indebtedness from time
to time could impair the Issuer's ability to obtain additional financing on a timely basis to take advantage of business
opportunities that may arise. The Issuer’s inability to service the Issuer’s debts as required may have a materially
adverse impact on the results and operations of the Issuer.
Production Capacity
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The current projected production capacity of Issuer’s current and future manufacturing facilities is only an estimate
and is subject to a number of factors including plant design errors, dependence on certain production technologies and
key personnel, among others. The failure of Issuer to achieve full production capacity at its current and proposed
manufacturing facilities could have a material adverse effect on the Issuer.
Conversion of Facilities
The conversion of the New Mexico Facility is subject to raising additional capital. There is no assurance that the
Issuer will successfully raise sufficient capital on reasonable terms or at all.
The conversion of Artiva’s facility is subject to Health Canada regulatory approvals. There is no guarantee that Health
Canada will approve the Artiva facility in a timely fashion, or at all. The delay or denial of such approvals would mean
that the Issuer may not pursue the cannabis business.
Limited Operating History in the Hemp and Cannabis Industries
The Issuer has yet to generate a profit from its operations and has significant operating losses from inception. The
Issuer is therefore subject to many of the risks common to early-stage enterprises, including limitations with respect
to personnel, financial, and other resources and lack of significant revenues. There is no assurance that the Issuer will
be successful in achieving a return on shareholders’ investment from the operations of the Issuer and the likelihood of
success must be considered in light of the early stage of operations.
The Issuer has not paid any dividends and it is not expected that the Issuer will pay any dividends in the immediate
future. The success of the Issuer will depend entirely on the expertise, ability, judgment, discretion, integrity and good
faith of its management. The Issuer has limited financial resources and there is no assurance that additional funding
will be available to the Issuer for further operations or to fulfill its obligations under applicable agreements. There is
no assurance that the Issuer can generate sufficient revenues to operate profitably, or provide a return on investment,
or that it will successfully implement its plans.
Profitability
There is no assurance that the Issuer will earn profits in the future, or that any profitability will be sustained. There is
no assurance that future revenues will be sufficient to generate the funds required to continue the Issuer’s business
development and marketing activities. If the Issuer does not have sufficient capital to fund its operations, it may be
required to reduce its sales and marketing efforts or forego certain business opportunities.
Conflicts of Interest
The Issuer’s directors and officers may serve as directors or officers, or may be associated with, other reporting
companies, or have significant shareholdings in other companies. To the extent that such other companies may
participate, the directors and officers of the Issuer may have a conflict of interest in negotiating and concluding on
terms with respect to the transaction. If a conflict of interest arises, the Issuer will follow the provisions of its governing
corporate statute, the CBCA, that address conflicts of interest. The CBCA requires each director and officer to disclose
in writing (or request to have entered in the minutes of the board meeting) the nature and extent of the director’s or
officer’s interest in a material contract or transaction, whether made or proposed, with the Issuer. The CBCA further
requires such a director to refrain from voting on a resolution to approve the contract or transaction except in narrow
circumstances set out in the CBCA. In all circumstances, the directors and officers of the Issuer are required to act
honestly, in good faith, and in the best interest of the Issuer.
The Issuer’s directors, officers and principal shareholders together will control a large percentage of the Common
Shares and therefore collectively they are in a position to influence the shareholder voting results at a special meeting,
which might include matters that could delay or prevent a change in control of the Issuer. The interests of principal
shareholders may not always align with the interests of other shareholders.
Dependence on Management and Key Personnel
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The Issuer will depend on the business and technical expertise of its management team and there is little possibility
that this dependence will decrease in the near-term. The Issuer’s success will depend in large measure on certain key
personnel. The loss of the services of such key personnel may have a material adverse effect on the Issuer’s business,
financial condition, results of operations and prospects. The contributions of the existing management team or any
new additions to the management team to the immediate and near term operations of the Issuer are likely to be of
central importance. In addition, the competition for qualified personnel in the Issuer’s industry is significant and there
can be no assurance that the Issuer will be able to continue to attract and retain all personnel necessary for the
development and operation of its business. Investors must rely upon the ability, expertise, judgment, discretion,
integrity and good faith of the management of the Issuer. The Issuer’s future success and the execution of its growth
strategy also depend largely on its continuing ability to identify, hire, develop, motivate and retain highly specialized
personnel, including software engineers and other technical, sales and marketing personnel. The Issuer competitors,
employers in other industries, healthcare providers, academic institutions and governmental entities and organizations
also often seek persons with similar qualifications. The Issuer cannot ensure that it will be able to hire or retain a
sufficient number of qualified personnel to meet its requirements, or that it will be able to do so at salary and benefit
costs that is acceptable to it.
Issuance of Debt
From time to time, the Issuer may enter into transactions to acquire assets or the shares of other organizations or seek
to obtain additional working capital. These transactions may be financed in whole or in part with debt, which may
increase the Issuer’s debt levels above industry standards for companies of similar size. Depending on future plans,
the Issuer may require additional equity and/or debt financing that may not be available or, if available, may not be
available on terms favourable to the Issuer. The level of the Issuer’s indebtedness from time to time could impair its
ability to obtain additional financing on a timely basis to take advantage of business opportunities that may arise. The
inability of the Issuer to service its debts as required may have a materially adverse impact on the results and operations
of the Issuer.
Risk of Litigation
The Issuer could become involved in other various legal actions in the ordinary course of business. The cost of
litigation could have a material effect on the Issuer. In certain cases, legal claims may be covered under the Issuer’s
various insurance policies.
Termination of Canopy Agreements and Uncertainty of Outcome of Dispute Resolution Process
The Issuer and its subsidiary Artiva executed an Investment Agreement, Royalty Agreement and Offtake Agreement
with Canopy Growth and Canopy Rivers to provide necessary and material services in order to complete Artiva’s
Cannabis Act license application and assure compliance. On April 3, 2019, the Issuer received notice from Canopy
Growth and Canopy Rivers alleging, among other things, that it had breached a number of covenants in favour of
Canopy Growth and Canopy Rivers under the Canopy Agreements, including an allegation that the Issuer failed to
provide notice to Canopy Growth of the Vitality Combination. Canopy Growth and Canopy Rivers have taken the
position that they are terminating the Canopy Agreements. It is the Issuer’s position that Canopy Growth and Canopy
Rivers have missed a key milestone in two of the Canopy Agreements around obtaining the Health Canada LP license
at the Artiva location. Management believes there is no factual basis for the position taken by Canopy Growth and
Canopy Rivers, that their claims are tactical, and that Canopy Growth and Canopy Rivers are in breach of all of the
Canopy Agreements for, among other things, failing in their obligation to assist Artiva and Eureka93 in obtaining the
License, entitling Eureka93 and Artiva to terminate the Agreements. Management strongly believes the allegations
and claims put forward by Canopy Growth and Canopy Rivers are frivolous, and disputes the positions taken by
Canopy Growth and Canopy Rivers with respect to termination of the Agreements. On May 23, 2019, the Issuer
provided written notice to Canopy Growth terminating the Canopy Agreements. The Issuer terminated the Investment
Agreement for breach by Canopy Growth of its obligations under such agreement and terminated the Offtake and
Royalty Agreements due to, among other reasons, Canopy Growth failing to obtain the License from Health Canada
by a fixed date set out in the Canopy Agreements. The Issuer is vigorously pursuing its rights through the dispute
resolution process set out in the Canopy Agreements. The Issuer has since taken over carriage of the Health Canada
application file, previously managed by Canopy Growth, and is working directly with Health Canada to continue to
progress its License application. Management believes the dispute with Canopy is not material. However, the quantum
of damages to which Canopy Growth and Canopy Rivers may be entitled if their position is successful through the
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dispute resolution process may be material to the financial position of the Issuer. No formal claim has been filed with
respect to the dispute and the parties are engaged in a dispute resolution process.
Dependence on Tilray Agreement
The Issuer derives a substantial portion of its revenues from the Tilray Agreement. See Item 4.1(3) “Narrative
Description of the Business – General – Production and Sales - Contracts” and Item 22 “Material Contracts”. As a
result, the Issuer is directly affected by the financial and operational strength of Tilray, its competitive position, and
its ability to maintain sufficient liquidity.
In the event of any material decrease in its financial or operational strength, Tilray’s ability to make full payment of
amounts owing to the Issuer may be adversely affected. Such events could result in the inability of Tilray to pay all
amounts owing to the Issuer under the Tilray Agreement or other defaults by Tilray of its obligations under the Tilray
Agreement, which would have a material adverse effect on the Issuer’s business, results of operations, cash flows,
financial position and prospects.
Management is committed to diversifying the Issuer’s business to reduce the risk of the Issuer’s economic dependence
on the Tilray Agreement and continually evaluates opportunities in the market to diversify the Issuer’s business.
Notwithstanding these efforts, management expects that the Issuer will remain economically dependent on the Tilray
Agreement in the short term and there can be no assurance that efforts to diversify the Issuer’s business will materially
reduce the Issuer’s economic dependence on the Tilray Agreement over the long-term.
The Issuer May be Exposed to Infringement or Misappropriation Claims by Third Parties, Which, if Determined
Adversely to the Issuer, Could Subject the Issuer to Significant Liabilities and Other Costs
The Issuer’s success may likely depend on its ability to use and develop new extraction technologies, recipes, knowhow and new strains of marijuana without infringing the intellectual property rights of third parties. The Issuer cannot
assure that third parties will not assert intellectual property claims against it. The Issuer is subject to additional risks
if entities licensing to it intellectual property do not have adequate rights in any such licensed materials. If third parties
assert copyright or patent infringement or violation of other intellectual property rights against the Issuer, it will be
required to defend itself in litigation or administrative proceedings, which can be both costly and time consuming and
may significantly divert the efforts and resources of management personnel. An adverse determination in any such
litigation or proceedings to which the Issuer may become a party could subject it to significant liability to third parties,
require it to seek licenses from third parties, to pay ongoing royalties or subject the Issuer to injunctions prohibiting
the development and operation of its applications.
Product Viability
If the products the Issuer sells are not perceived to have the effects intended by the end user, its business may suffer
and the business may be subject to products liability or other legal actions. Many of the Issuer’s products contain
innovative ingredients or combinations of ingredients. There is little long-term data available with respect to efficacy,
unknown side effects and/or interaction with individual human biochemistry, or interaction with other drugs.
Moreover, there is little long-term data available with respect to efficacy, unknown side effects and/or its interaction
with individual animal biochemistry. As a result, the Issuers products could have certain side effects if not taken as
directed or if taken by an end user that has certain known or unknown medical conditions.
Product Returns
Product returns are a customary part of the Issuer’s business. Products may be returned for various reasons, including
expiration dates or lack of sufficient sales volume. Any increase in product returns could reduce the Issuer’s results
of operations, negatively impact its operations and reputation, and increase costs to the business.
Reliance on Third-Party Suppliers, Manufacturers and Contractors
Due to the uncertain regulatory landscape for regulating Hemp in the U.S., the Issuer and its potential third-party
suppliers, manufacturers and contractors may elect, at any time, to decline or withdraw services necessary for the
Issuer’s operations. Loss of possible supply chain, manufacturers and contractors may have a material adverse effect
on the Issuer’s future potential business and operational results.
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Domestic Supply Risk
The Issuer’s business relies on full compliance under applicable laws and regulations relating to the sale of its products
across the United States and internationally. The regulation of third-party suppliers may have a significant impact on
the Issuer’s business. Any enforcement activity or any additional uncertainties, including but not limited to changes
in law which may arise in the future, could cause substantial interruption or cessation of the Issuer’s business,
including adverse impacts to the Issuer’s supply chain and distribution channels, and other civil and/or criminal
penalties at the federal level.
Dependence on key inputs, suppliers and skilled labour
The Hemp business is dependent on a number of key inputs and their related costs including raw materials and supplies
related to growing operations, as well as electricity, water and other local utilities. Hemp cultivators in particular
utilize a large amount of energy, making the cannabis supply chain in general highly vulnerable to rising energy costs.
Any significant interruption or negative change in the availability or economics of the supply chain for key inputs
could materially impact the business, financial condition, results of operations or prospects of the Issuer. Some of
these inputs may only be available from a single supplier or a limited group of suppliers. If a sole source supplier was
to go out of business, the Issuer might be unable to find a replacement for such source in a timely manner or at all. If
a sole source supplier were to be acquired by a competitor, that competitor may elect not to sell to the Issuer in the
future. Any inability to secure required supplies and services or to do so on appropriate terms could have a materially
adverse impact on the business, financial condition, results of operations or prospects of the Issuer.
The ability of the Issuer to compete and grow will be dependent on it having access, at a reasonable cost and in a
timely manner, to skilled labour, equipment, parts and components. No assurances can be given that the Issuer will be
successful in maintaining its required supply of skilled labour, equipment, parts and components. This could have an
adverse effect on the financial results of the Issuer.
Inability to Sustain Pricing Models
Significant price fluctuations or shortages in the cost of materials may increase the Issuer’s cost of goods sold and
cause its results of operations and financial condition to suffer. If the Issuer is unable to secure materials at a reasonable
price, it may have to alter or discontinue selling some of its products or attempt to pass along the cost to its customers,
any of which could adversely affect its results of operations and financial condition.
Additionally, increasing costs of labour, freight and energy could increase its and its suppliers’ cost of goods. If its
suppliers are affected by increases in their costs of labour, freight and energy, they may attempt to pass these cost
increases on to the Issuer. If the Issuer pays such increases, it may not be able to offset them through increases in its
pricing, which could adversely affect its results of operations and financial condition.
Future acquisitions or dispositions
Material acquisitions, dispositions and other strategic transactions involve a number of risks, including: (i) potential
disruption of the Issuer’s ongoing business; (ii) distraction of management; (iii) the Issuer may become more
financially leveraged; (iv) the anticipated benefits and cost savings of those transactions may not be realized fully or
at all or may take longer to realize than expected; (v) increasing the scope and complexity of the Issuer’s operations;
and (vi) loss or reduction of control over certain of the Issuer’s assets. Additionally, the Issuer may issue additional
Common Shares in connection with such transactions, which would dilute a shareholder’s holdings in the Issuer.
The presence of one or more material liabilities of an acquired company that are unknown to the Issuer at the time of
acquisition could have a material adverse effect on the business, results of operations, prospects and financial condition
of the Issuer. A strategic transaction may result in a significant change in the nature of the Issuer’s business, operations
and strategy. In addition, the Issuer may encounter unforeseen obstacles or costs in implementing a strategic
transaction or integrating any acquired business into the Issuer’s operations.
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Unknown environmental risks
There can be no assurance that the Issuer will not encounter hazardous conditions at the site of the real estate used to
operate its businesses, such as asbestos or lead, in excess of expectations that may delay the development of its
businesses. Upon encountering a hazardous condition, work at the facilities of the Issuer may be suspended. If the
Issuer receives notice of a hazardous condition, it may be required to correct the condition prior to continuing
construction. The presence of other hazardous conditions will likely delay construction and may require significant
expenditure of the Issuer’s resources to correct the condition. Such conditions could have a material impact on the
investment returns of the Issuer.
Insurance and uninsured risks
The Issuer’s business is subject to a number of risks and hazards generally, including adverse environmental
conditions, accidents, labour disputes and changes in the regulatory environment. Such occurrences could result in
damage to assets, personal injury or death, environmental damage, delays in operations, monetary losses and possible
legal liability.
Although the Issuer intends to continue to maintain insurance to protect against certain risks in such amounts as it
considers to be reasonable, its insurance will not cover all the potential risks associated with its operations. The Issuer
may also be unable to maintain insurance to cover these risks at economically feasible premiums. Insurance coverage
may not continue to be available or may not be adequate to cover any resulting liability. Moreover, insurance against
risks such as environmental pollution or other hazards encountered in the operations of the Issuer is not generally
available on acceptable terms. The Issuer might also become subject to liability for pollution or other hazards which
may not be insured against or which the Issuer may elect not to insure against because of premium costs or other
reasons. Losses from these events may cause the Issuer to incur significant costs that could have a material adverse
effect upon its financial performance and results of operations.
Liability for Actions of Employees, Contractors and Consultants
The Issuer could be liable for fraudulent or illegal activity by its employees, contractors and consultants resulting in
significant financial losses to claims against the Issuer.
The Issuer is exposed to the risk that its employees, independent contractors and consultants may engage in fraudulent
or other illegal activity. Misconduct by these parties could include intentional, reckless and/or negligent conduct or
disclosure of unauthorized activities to the Issuer that violates: (i) government regulations; (ii) manufacturing
standards; (iii) U.S. federal fraud and abuse laws and regulations; or (iv) laws that require the true, complete and
accurate reporting of financial information or data. It is not always possible for the Issuer to identify and deter
misconduct by its employees and other third parties, and the precautions taken by the Issuer to detect and prevent this
activity may not be effective in controlling unknown or unmanaged risks or losses or in protecting the Issuer from
governmental investigations or other actions or lawsuits stemming from a failure to be in compliance with such laws
or regulations. If any such actions are instituted against the Issuer, and it is not successful in defending itself or
asserting its rights, those actions could have a significant impact on its business, including the imposition of civil,
criminal and administrative penalties, damages, monetary fines, contractual damages, reputational harm, diminished
profits and future earnings, the curtailment of the Issuer’s operations or asset seizures, any of which could have a
material adverse effect on the Issuer’s business, financial condition and results of operations.
Currency Risk
The Issuer will be exposed to currency fluctuations to the extent that a majority of its operations are located in the
United States and therefore a majority of its expenditures, obligations and revenues are denominated in US dollars.
The Issuer reports financial results in Canadian dollars and therefore the Issuer’s results of operations are subject to
currency fluctuation risks and such fluctuations may adversely affect the financial position and operating results of
the Issuer.
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Cyber Security Threats
The Issuer will rely on secure operations of information technology systems in the conduct of the Issuer’s operations.
Access to and security of the information technology systems are critical to the Issuer’s proposed operations. Given
that cyber risks cannot be fully mitigated and the evolving nature of these threats, the Issuer cannot assure that the
Issuer’s information technology systems are fully protected from cybercrime or that the systems will not be
inadvertently compromised, or without failures or defects. Disruptions to the Issuer’s information technology systems,
including, without limitation, security breaches, power loss, theft, computer viruses, cyberattacks, natural disasters,
and non- compliance by third party service providers and inadequate levels of cyber security expertise and safeguards
of third party information technology service providers, may adversely affect the operations of the Issuer as well as
present significant costs and risks including, without limitation, loss or disclosure of confidential, proprietary, personal
or sensitive information and third party data, material adverse effect on the Issuer’s financial performance, compliance
with the Issuer’s contractual obligations, compliance with applicable laws, damaged reputation, remediation costs,
potential litigation, regulatory enforcement proceedings and heightened regulatory scrutiny.

United States tax classification of the Issuer
The Issuer, which is and will continue to be a Canadian corporation as of the date of this Listing Statement, generally
would be classified as a non-United States corporation under general rules of United States federal income taxation.
Section 7874 of the U.S. Tax Code, however, contains rules that can cause a non-United States corporation to be taxed
as a United States corporation for United States federal income tax purposes. Under section 7874 of the U.S. Tax
Code, a corporation created or organized outside the United States. (i.e., a non-United States corporation) will
nevertheless be treated as a United States corporation for United States federal income tax purposes (such treatment
is referred to as an “Inversion”) if each of the following three conditions are met (i) the non-United States corporation
acquires, directly or indirectly, or is treated as acquiring under applicable United States Treasury Regulations,
substantially all of the assets held, directly or indirectly, by a United States corporation, (ii) after the acquisition, the
former stockholders of the acquired United States corporation hold at least 80% (by vote or value) of the shares of the
non-United States corporation by reason of holding shares of the United States acquired corporation, and (iii) after the
acquisition, the non-United States corporation’s expanded affiliated group does not have substantial business activities
in the non- United States corporation’s country of organization or incorporation when compared to the expanded
affiliated group’s total business activities (clauses (i) – (iii), collectively, the “Inversion Conditions”).
For this purpose, “expanded affiliated group” means a group of corporations where (i) the non- United States
corporation owns stock representing more than 50% of the vote and value of at least one member of the expanded
affiliated group, and (ii) stock representing more than 50% of the vote and value of each member is owned by other
members of the group. The definition of an “expanded affiliated group” includes partnerships where one or more
members of the expanded affiliated group own more than 50% (by vote and value) of the interests of the partnership.
The Issuer intends to be treated as a United States corporation for United States federal income tax purposes under
section 7874 of the U.S. Tax Code and is expected to be subject to United States federal income tax on its worldwide
income. However, for Canadian tax purposes, the Issuer is expected, regardless of any application of section 7874 of
the U.S. Tax Code, to be treated as a Canadian resident company (as defined in the Income Tax Act (Canada) (the
“ITA”) for Canadian income tax purposes. As a result, the Issuer will be subject to taxation both in Canada and the
United States which could have a material adverse effect on its financial condition and results of operations.
It is unlikely that the Issuer will pay any dividends on the common shares in the foreseeable future. However, dividends
received by shareholders who are residents of Canada for purpose of the ITA will be subject to U.S. withholding tax.
Any such dividends may not qualify for a reduced rate of withholding tax under the Canada-United States tax treaty.
In addition, a foreign tax credit or a deduction in respect of foreign taxes may not be available.
Dividends received by U.S. shareholders will not be subject to U.S. withholding tax but will be subject to Canadian
withholding tax. Dividends paid by the Issuer will be characterized as U.S. source income for purposes of the foreign
tax credit rules under the U.S. Tax Code. Accordingly, U.S. shareholders generally will not be able to claim a credit
for any Canadian tax withheld unless, depending on the circumstances, they have an excess foreign tax credit limitation
due to other foreign source income that is subject to a low or zero rate of foreign tax.
Dividends received by shareholders that are neither Canadian nor U.S. shareholders will be subject to U.S. withholding
tax and will also be subject to Canadian withholding tax. These dividends may not qualify for a reduced rate of U.S.
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withholding tax under any income tax treaty otherwise applicable to a shareholder of the Issuer, subject to examination
of the relevant treaty.
Because the common shares will be treated as shares of a U.S. domestic corporation, the U.S. gift, estate and
generation-skipping transfer tax rules generally apply to a non-U.S. shareholder of common shares.
Risks Related to the Common Shares
Limited Market for Securities
There can be no assurance that an active and liquid market for the Common Shares will be maintained and an investor
may find it difficult to resell any securities of the Issuer. In particular, there is no public market for the Common
Shares in the United States and a public market in the United States may not develop. Even if a market for the
Common Shares in the United States does develop, the market price of the Common Shares may be highly volatile. In
addition to the uncertainties relating to the Issuer’s future operating performance and the profitability of the Issuer’s
operations, factors such as variations in the Issuer’s financial results, or various, as yet unpredictable factors, many of
which are beyond the Issuer’s control, may have a negative effect on the market price of the Common Shares.
There can be no assurance as to the liquidity of any markets for the Common Shares, the ability of holders of the
Common Shares to sell the Common Shares, or the prices at which holders may be able to sell the Common Shares.
Dilution
The Issuer may make future acquisitions or enter into financings or other transactions involving the issuance of
securities of the Issuer which may be dilutive to the existing shareholders.
Price Volatility of Publicly Traded Securities
In recent years, the securities markets in the United States and Canada have experienced a high level of price and
volume volatility, and the market prices of securities of many companies have experienced wide fluctuations in price.
There can be no assurance that continuing fluctuations in price will not occur. Any quoted market for the Issuer’s
shares will be subject to market trends generally, notwithstanding any potential success of the Issuer in generating
revenues, cash flows or earnings. The value of the Common Shares will be affected by such volatility. A public trading
market in the Issuer’s securities having the desired characteristics of depth, liquidity and orderliness depends on the
presence in the marketplace of willing buyers and sellers of Resulting Common Shares at any given time, which
presence is dependent on the individual decisions of investors over which the Issuer has no control. There can be no
assurance that an active trading market in securities of the Issuer will be established and sustained. The market price
for the Issuer’s securities could be subject to wide fluctuations, which could have an adverse effect on the market price
of the Issuer. The stock market has, from time to time, experienced extreme price and volume fluctuations, which have
often been unrelated to the operating performance, net asset values or prospects of particular companies. If an active
public market for the Issuer’s shares does not develop, the liquidity of a shareholder’s investment may be limited and
the share price may decline.
Future Sales of Common Shares by the Issuer Shareholders, Directors or Officers
Subject to compliance with applicable securities laws and the terms of the escrow described in Item 11 “Escrowed
Securities”, the Issuer’s, insiders, officers, directors, and their affiliates may sell some or all of their Common Shares
in the future. No prediction can be made as to the effect, if any, such future sales of the Common Shares will have on
the market price of the Common Shares prevailing from time to time. However, the future sale of a substantial number
of the Common Shares by its insiders, officers, directors and their affiliates, or the perception that such sales could
occur, could materially adversely affect prevailing market prices for the Common Shares.
Additional Common Shares issuable upon the exercise of stock options or the conversion of warrants may also be
available for sale in the public market after the date of the listing of the Common Shares, which may also cause the
market price of the Common Shares to fall. Accordingly, if substantial amounts of the Common Shares are sold in the
public market, the market price could fall.
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Limited Control Over the Issuer’s Operations
Holders of the Common Shares will have limited control over changes in the Issuer’s policies and operations, which
increases the uncertainty and risks of an investment in the Issuer. The board of directors of the Issuer will determine
major policies, including policies regarding financing, growth, debt capitalization and any future dividends to
shareholders. Generally, the board of directors may amend or revise these and other policies without a vote of the
holders of the Common Shares. The Board’s broad discretion in setting policies and the limited ability of holders of
the Common Shares to exert control over those policies increases the uncertainty and risks of an investment in the
Issuer.
Risks Related to the Hemp Business and Industry
The Issuer may face significant competition from companies that serve its industries
The CBD products industry is subject to intense competition. The Issuer will be competing for customers with
competitors who have greater financial and marketing resources, which would allow them to expand and improve
their marketing efforts in ways that could affect the Issuer’s ability to effectively compete in this market. If the Issuer
is unable to compete successfully, its financial performance may be adversely affected.
The Issuer faces competition from other cultivators, producers and sellers and may face increased competition from
such competitors and potential other competitors as the cannabis industry matures. Increased competition from larger
and/or better-financed competitors could have a material adverse effect on the business, prospects, financial condition,
results of operations and cash flows of the Issuer. In addition, there may be pressure for industry consolidation creating
larger companies with increased scope. If demand for cannabis production increases, the Issuer expects competition
to increase, as current and future competitors will begin to offer an increasing number of diversified products. A
significant increase in the number of licenses granted could have a material adverse impact on the operations of the
Issuer. The Issuer will require continued investment in research and development, marketing, sales and client support
efforts to remain competitive. The Issuer may not have sufficient resources to meet such investment needs which could
materially adversely affect the business, prospects, financial condition, results of operations and cash flows of the
Issuer.
The industry in which the Issuer does business is experiencing rapid growth and consolidation that may cause the
Issuer to lose key relationships and intensify competition.
Success of Quality Control Systems
The quality and safety of the Issuer’s products are critical to the success of its business and operations. As such, it is
imperative that the Issuer’s (and its service providers’) quality control systems operate effectively and successfully.
Quality control systems can be negatively impacted by the design of the quality control systems, the quality training
program, and adherence by employees to quality control guidelines. Although the Issuer strives to ensure that all of
its service providers have implemented and adhere to high caliber quality control systems, any significant failure or
deterioration of such quality control systems could have a material adverse effect on the Issuer’s business and
operating results.
Negative press from having a Hemp or cannabis-related line of business could have a material adverse effect on the
Issuer’s business, financial condition, and results of operations
There is a misconception that Hemp and marijuana, which both belong to the cannabis family, are the same thing, but
industrial Hemp is roughly defined as a cannabis plant with not more than 0.3 percent THC content on a dry-weight
basis. Any Hemp oil or Hemp derivative the Issuer uses will comport with this definition of no more than 0.3% THC.
Despite this, the Issuer may still receive negative attention from the press, business clients, or partners, grounded in
these broad misconceptions, and this in turn can materially adversely affect the Issuer’s business.
The Issuer depends on the development of the Hemp and CBD industries
Over the past several years, the Hemp and CBD industries have grown significantly as a result of an increase of
deregulation at a state level. The Issuer’s revenues depend greatly on the expenditures made by companies within the
Hemp and CBD industries. In some instances, companies in these industries are reliant on their ability to raise capital
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in order to fund their operations. Accordingly, economic factors and industry trends that affect the Issuer’s clients in
this industry also affect the Issuer’s business. If companies in this industry were forced to reduce the volume of CBD
distillate or isolate they purchase or number of research and development projects they conduct or outsource, or if
consumers reduce the volume of CBD-based products they purchase, the Issuer’s business could be materially
adversely affected.
Continued development of the Hemp and CBD industries in Canada will be dependent upon new legislative
authorization of such products. Any number of events or occurrences could slow or halt progress all together in these
industries. While the progress of the Hemp and CBD product industries is currently encouraging, growth of such
industries is not assured. Numerous factors may impact or negatively affect the lawmaking process within the various
jurisdictions where the Issuer has business interests. Any one of these factors could slow or halt the use of Hemp or
CBD, which could negatively impact the Issuer’s business and possibly cause the Issuer to discontinue operations as
a whole.
In Canada, the new Industrial Hemp Regulations under the Cannabis Act (the “IHR”) replaced the previous industrial
hemp regulations under the Controlled Drugs and Substances Act on October 17, 2018. The regulatory scheme for
industrial hemp largely remains the same, however the IHR permits the sale of hemp plants to federally licensed
cannabis processors, and licensing requirements were softened in accordance with the perceived lower risk posed by
industrial hemp. The IHR defines industrial hemp as a cannabis plant, or any part of that plant, in which the
concentration of THC is 0.3 % on a dry weight basis or less in the flowering heads and leads. In Canada, products
containing concentrated or extracted CBD are subject to the Cannabis Act.
The shifting compliance environment in Canada and the need to build and maintain robust systems to comply with
different regulations in multiple jurisdictions increases the possibility that the Issuer may violate one or more of the
requirements. If the Issuer’s operations are found to be in violation of any of such laws or any other governmental
regulations that apply to the Issuer, it may be subject to penalties, including, without limitation, civil and criminal
penalties, damages, fines, the curtailment or restructuring of its operations, any of which could adversely affect the
ability to operate its business and its financial results.
Issuer’s products
As a relatively new industry, there are not many established players in the recreational cannabis industry whose
business model the Issuer can follow or build on the success of. Similarly, there is no information about comparable
companies available for potential investors to review in making a decision about whether to invest in the Issuer.
Shareholders and investors should further consider, among other factors, the Issuer’s prospects for success in light of
the risks and uncertainties encountered by companies that, like the Issuer, are in their early stages. For example,
unanticipated expenses and problems or technical difficulties may occur and they may result in material delays in the
operation of the Issuer’s business. The Issuer may not successfully address these risks and uncertainties or successfully
implement its operating strategies. If the Issuer fails to do so, it could materially harm the Issuer’s business to the
point of having to cease operations and could impair the value of the common shares to the point investors may lose
their entire investment.
The Issuer expects to commit significant resources and capital to develop and market existing products and new
products and services. These products are relatively untested, and the Issuer cannot assure shareholders and investors
that it will achieve market acceptance for these products, or other new products and services that the Issuer may offer
in the future. Moreover, these and other new products and services may be subject to significant competition with
offerings by new and existing competitors in the business. In addition, new products and services may pose a variety
of challenges and require the Issuer to attract additional qualified employees. The failure to successfully develop and
market these new products and services could seriously harm the Issuer’s business, financial condition and results of
operations.
Difficulty to forecast
The Issuer must rely largely on its own market research to forecast sales as detailed forecasts are not generally
obtainable from other sources at this early stage of the Hemp industry in the states in which the Issuer’s business will
operate. A failure in the demand for its products to materialize as a result of competition, technological change or
other factors could have a material adverse effect on the business, results of operations and financial condition of the
Issuer.
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There has been limited study on the effects of medical cannabis and CBD, and future clinical research studies may
lead to conclusions that dispute or conflict with the Issuer’s understanding and belief regarding the medical benefits,
viability, safety, efficacy, dosing and social acceptance of cannabis
Research in Canada, the United States and internationally regarding the medical benefits, viability, safety, efficacy
and dosing of cannabis or isolated cannabinoids (such as CBD and THC) remains in relatively early stages. There
have been few clinical trials on the benefits of cannabis or isolated cannabinoids conducted by us or by others.
Future research and clinical trials may draw opposing conclusions to statements contained in the articles, reports and
studies referenced in this Listing Statement, or could reach different or negative conclusions regarding the medical
benefits, viability, safety, efficacy, dosing or other facts and perceptions related to medical cannabis, which could
adversely affect social acceptance of cannabis and the demand for the Issuer’s products.
Unfavourable Publicity or Consumer Perception
The cannabis industry is highly dependent upon consumer perception regarding the safety, efficacy and quality of the
cannabis produced. Consumer perception of the Issuer’s products can be significantly influenced by scientific research
or findings, regulatory investigations, litigation, media attention and other publicity regarding the consumption of
cannabis products. There can be no assurance that future scientific research, findings, regulatory proceedings,
litigation, media attention or other research findings or publicity will be favourable to the cannabis market or any
particular product, or consistent with earlier publicity. Future research reports, findings, regulatory proceedings,
litigation, media attention or other publicity that are perceived as less favourable than, or that question, earlier research
reports, findings or publicity could have a material adverse effect on the demand for the Issuer’s products and the
business, prospects, results of operations, financial condition and cash flows of the Issuer. The Issuer’s dependence
upon consumer perceptions means that adverse scientific research reports, findings, regulatory proceedings, litigation,
media attention or other publicity, whether or not accurate or with merit, could have a material adverse effect on the
Issuer, the demand for the Issuer’s products, and the business, prospects, results of operations, financial condition and
cash flows of the Issuer. Further, adverse publicity reports or other media attention regarding the safety, efficacy and
quality of cannabis in general, or the Issuer’s products specifically, or associating the consumption of cannabis with
illness or other negative effects or events, could have such a material adverse effect on the Issuer. Such adverse
publicity reports or other media attention could arise even if the adverse effects associated with such products resulted
from consumers’ failure to consume such products appropriately or as directed. Such adverse publicity reports or other
media attention may also impact the Issuer’s reputation.
Changing Consumer Preferences and Customer Retention
As a result of changing consumer preferences, many dietary supplements and other innovative products attain financial
success for a limited period of time. Even if the Issuer’s products find retail success, there can be no assurance that
any of its products will continue to see extended financial success. The Issuer’s success will be significantly dependent
upon its ability to develop new and improved product lines. Even if it is successful in introducing new products or
developing its proposed products, a failure to gain consumer acceptance or to update products with compelling content
could cause a decline in its products’ popularity that could reduce revenues and harm the Issuer’s business, operating
results and financial condition. Failure to introduce new features and product lines and to achieve and sustain market
acceptance could result in the Issuer being unable to meet consumer preferences and generate revenue which would
have a material adverse effect on its profitability and financial results from operations.
The Issuer’s success depends on its ability to attract and retain customers. There are many factors which could impact
the Issuer’s ability to attract and retain customers, including but not limited to the Issuer’s ability to continually
produce desirable and effective product, the successful implementation of the Issuer’s customer acquisition plan and
the continued growth in the aggregate number of people selecting CBD wellness products. The Issuer’s failure to
acquire and retain customers could have a material adverse effect on the Issuer’s business, operating results and
financial position.
Creating, Maintaining and Promoting the Issuer’s Brand
Management believes that creating, maintaining and promoting the Issuer’s brand is critical to expanding its customer
base. Maintaining and promoting the Issuer’s brand will depend largely on its ability to continue to provide quality,
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reliable and innovative products, which it may not do successfully. The Issuer may introduce new products or services
that its customers do not like, which may negatively affect its brand and reputation. Maintaining and enhancing the
Issuer’s brand may require it to make substantial investments, and these investments may not achieve the desired
goals. If the Issuer fails to successfully create, promote and maintain its brand or if it incurs excessive expenses in this
effort, its business and financial results from operations could be materially adversely affected.
Effectiveness and Efficiency of Advertising and Promotional Expenditures
The Issuer’s future growth and profitability will depend on the effectiveness and efficiency of advertising and
promotional expenditures, including its ability to (i) create greater awareness of its products; (ii) determine the
appropriate creative message and media mix for future advertising expenditures; and (iii) effectively manage
advertising and promotional costs in order to maintain acceptable operating margins. There can be no assurance that
advertising and promotional expenditures will result in revenues in the future or will generate awareness of the Issuer’s
products or services. In addition, no assurance can be given that the Issuer will be able to manage its advertising and
promotional expenditures on a cost-effective basis.
Risks Inherent in an Agricultural Business
The Issuer’s business involves purchasing Hemp, and may in the future involve growing Hemp in the United States
and Canada and cannabis in Canada, each an agricultural product. Such business is subject to the risks inherent in any
agricultural business, such as insects, plant diseases, shortage of qualified labour and similar agricultural risks. There
can be no assurance that natural elements or labour issues will not have a material adverse effect on any such future
ability to purchase or grow Hemp or cannabis and the production, business, prospects, financial condition, results of
operations and cash flows of the Issuer.
Climate and Agricultural Operations Risks
The Issuer’s business can be affected by unusual weather patterns. The production of some of the Issuer’s products
relies on the availability and use of live plant material, which is grown in several US states as well as Alberta. Potential
risks include low yields, the risk that crops may become diseased or victim to insects or other pests and contamination,
or subject to extreme weather conditions such as excess rainfall, freezing temperature, or drought, all of which could
result in low crop yields, decreased availability of Industrial Hemp, and higher acquisition prices. If the Issuer is
unable to obtain Industrial Hemp through spot buys or contractual farming arrangements, its ability to meet customer
demand, generate sales and maintain operations will be impacted. The Issuer’s ability to obtain adequate (or any)
insurance relating to the foregoing risks may be limited. There can be no guarantee that an agricultural event will not
adversely affect the Issuer’s business and operating results.
Price Fluctuations
The price of production, sale and distribution of Hemp and cannabis will fluctuate widely due to, among other factors,
how young the cannabis industry is and the impact of numerous factors beyond the control of the Issuer including
international, economic and political trends, expectations of inflation, currency exchange fluctuations, interest rates,
global or regional consumptive patterns, speculative activities and increased production due to new production and
distribution developments and improved production and distribution methods.
The Issuer Will be Dependent on the Popularity of Consumer Acceptance of its Product Lines
The Issuer’s ability to generate revenue and be successful in the implementation of its business plan will be dependent
on consumer acceptance and demand of its product lines. Acceptance of the Issuer’s products will depend on several
factors, including availability, cost, ease of use, familiarity of use, convenience, effectiveness, safety and reliability.
If customers do not accept the Issuer’s products, or if the Issuer fails to meet customers’ needs and expectations
adequately, the Issuer’s ability to generate revenues would be reduced.
Research and Development and Product Obsolescence
Rapidly changing markets, technology, emerging industry standards and frequent introduction of new products
characterize the Issuer’s business. The introduction of new products embodying new technologies, including new
manufacturing processes, and the emergence of new industry standards may render the Issuer’s cannabis products
73

obsolete, less competitive or less marketable. The process of developing the Issuer’s products is complex and requires
significant continuing costs, development efforts and third party commitments. The Issuer’s failure to develop new
technologies and products and the obsolescence of existing technologies could adversely affect the business, prospects,
financial condition, results of operations and cash flows of the Issuer. The Issuer may not be able to develop its
products, which could prevent it from ever becoming profitable. The Issuer may be unable to anticipate changes in its
potential customer requirements that could make the Issuer’s existing technology obsolete. The Issuer’s success will
depend, in part, on its ability to continue to enhance its existing technologies, develop new technology that addresses
the increasing sophistication and varied needs of the market, and respond to technological advances and emerging
industry standards and practices on a timely and cost-effective basis. The development of the Issuer’s proprietary
technology entails significant technical and business risks. The Issuer may not be successful in using its new
technologies or exploiting its niche markets effectively or adapting its businesses to evolving customer or medical
requirements or preferences or emerging industry standards. This may have a material adverse effect on the business,
prospects, financial condition, results of operations and cash flows of the Issuer. The Issuer expects to incur significant
ongoing costs and obligations related to investment in infrastructure, growth, regulatory compliance and operations.
Product Liability
As the Issuer’s products are designed to be ingested or absorbed by humans, the Issuer faces a risk of exposure to
product liability claims, regulatory action and litigation if its products are alleged to have caused significant loss or
injury. In addition, the sale of the Issuer’s cannabis products involves the risk of injury to consumers due to tampering
by unauthorized third parties or product contamination. Previously unknown adverse reactions resulting from human
consumption of the Issuer’s cannabis products alone or in combination with other medications or substances could
occur. The Issuer may be subject to various product liability claims, including, among others, that the Issuer’s products
caused injury or illness and that the Issuer provided inadequate instructions for use or inadequate warnings concerning
possible side effects or interactions with other substances. A product liability claim or regulatory action against the
Issuer could result in increased costs, could adversely affect the Issuer’s reputation with its clients and consumers
generally, and could have a material adverse effect on the business, prospects, financial condition, results of operations
and cash flows of the Issuer. There can be no assurance that the Issuer will be able to obtain or maintain product
liability insurance on acceptable terms or with adequate coverage against potential liabilities. Such insurance is
expensive and may not be available in the future on acceptable terms, or at all. The inability to obtain sufficient
insurance coverage on reasonable terms or to otherwise protect against potential product liability claims could prevent
or inhibit the commercialization of the Issuer’s potential products.
Product Recalls
Manufacturers of products are sometimes subject to the recall or return of their products for a variety of reasons,
including product defects, such as contamination, unintended harmful side effects or interactions with other
substances, packaging safety and inadequate or inaccurate labelling disclosure. If any of the Issuer’s cannabis products
are recalled due to an alleged product defect or for any other reason, the Issuer could be required to incur the
unexpected expense of the recall and any legal proceedings that might arise in connection with the recall. The Issuer
may lose a significant amount of sales and may not be able to replace those sales at an acceptable margin or at all. In
addition, a product recall may require significant management attention. Although the Issuer will put in place detailed
procedures for testing its cannabis products before production of cannabis products begin, there can be no assurance
that any quality, potency or contamination problems will be detected in time to avoid unforeseen product recalls,
regulatory action or lawsuits. A recall for any of the foregoing reasons could lead to decreased demand for the Issuer’s
products and could have a material adverse effect on the business, prospects, financial condition, results of operations
and cash flows of the Issuer. Additionally, product recalls may lead to increased scrutiny of the Issuer’s operations by
Health Canada or other regulatory agencies, requiring further management attention and potential legal fees and other
expenses.
Positive Test for THC or Banned Substances
The Issuer’s Hemp products are made from cannabis, which contains THC. As a result, certain of the Issuer’s products
contain low levels of THC. THC is considered a banned substance in many jurisdictions. Moreover, regulatory
framework for legal amounts of consumed THC is evolving. Whether or not ingestion of THC (at low levels or
otherwise) is permitted in a particular jurisdiction, there may be adverse consequences to end users who test positive
for trace amounts of THC attributed to use of the Issuer’s products. In addition, certain metabolic processes in the
body may cause certain molecules to convert to other molecules which may negatively affect the results of drug tests.
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Positive tests may adversely affect the end user’s reputation, ability to obtain or retain employment and participation
in certain athletic or other activities. A claim or regulatory action against the Issuer based on such positive test results
could adversely affect the Issuer’s reputation and could have a material adverse effect on its business and operational
results.
Reliance on Key Inputs
The Issuer’s business is dependent on a number of key inputs and their related costs, including raw materials and
supplies related to its growing operations, as well as electricity, water and other local utilities. Any significant
interruption or negative change in the availability or economics of the supply chain for key inputs could materially
impact the business, financial condition and operating results of the Issuer. Any inability to secure required supplies
and services or to do so on appropriate terms could have a materially adverse impact on the business, financial
condition and operating results of the Issuer. The ability of the Issuer to compete will be dependent on having access,
at a reasonable cost and in a timely manner, to skilled labour, equipment, parts and components. No assurances can
be given that the Issuer will be successful in maintaining the required supply of skilled labour, equipment, parts and
components. It is also possible that the expansion plans contemplated by the Issuer may cost more than anticipated, in
which circumstance the Issuer may curtail, or extend timeframes for completing the expansion plans and materially
affect the financial results and operations of the Issuer.
Labour Costs and Shortages and Labour Relations
The success of the Issuer’s business will depend on a large number of both hourly and salaried employees. Changes
in the general conditions of the employment market could affect the ability of the Issuer to hire or retain staff at current
wage levels. The occurrence of either of these events could have an adverse effect on the Issuer’s results of operations.
The Issuer does not currently have unionized staff but no assurance can be made that some or all of the employees of
The Issuer will not unionize in the future. If successful, such an occurrence could increase labour costs and thereby
have an adverse effect on the Issuer’s results of operations.
Global Economic Uncertainty
Demand for the Issuer’s products and services are influenced by general economic and consumer trends beyond the
Issuer’s control. There can be no assurance that the Issuer’s business and corresponding financial performance will
not be adversely affected by general economic or consumer trends. In particular, global economic conditions are still
tight, and if such conditions continue, recur or worsen, there can be no assurance that they will not have a material
adverse effect on the Issuer’s business, financial condition and results of operations.
Furthermore, such economic conditions have produced downward pressure on stock prices and on the availability of
credit for financial institutions and corporations. If these levels of market disruption and volatility continue, the Issuer
might experience reductions in business activity, increased funding costs and funding pressures, as applicable, a
decrease in the market price of the Common Shares, a decrease in asset values, additional write-downs and impairment
charges and lower profitability.
Risks Related to the Canadian Cannabis Industry
Reliance on Licenses
The Issuer does not have a license to cultivate, sell, or distribute cannabis anywhere in Canada. The Issuer’s
ability to grow, store and sell cannabis at a wholesale level in Canada will be dependent on its ability to obtain a
Standard Cultivation License to cultivate cannabis and a Standard Processing License under the Cannabis Act and its
accompanying regulations (each a “License”) for each of the greenhouses at which it proposes to grow cannabis.
Failure to comply with the requirements of a License or any failure to maintain such License would have a material
adverse impact on the business, prospects, financial condition, results of operations and cash flows of the Issuer. The
Issuer does not currently have a License that permits cultivation or sale of cannabis. The Issuer has applied for a
License that permits cultivation, and intends to apply for a license at a retail level to sell where permitted.
If a licensed cultivator wishes to add the activity of retail sale to their existing license, an amendment application must
be submitted to the Office of Medical Cannabis. Health Canada will then schedule an inspection to verify that the
licensed cultivator is meeting the requirements of the Cannabis Act including, but not limited to, Good Production
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Practices, packaging, labelling, shipping, and record keeping prior to allowing the sale or provision of product. To
complete the assessment of the requirements of the Cannabis Act and establish that adding the activity of sale of
cannabis products is not likely to create a risk to public health, safety or security, and to confirm that there are no other
grounds for refusing the amendment application, Health Canada will conduct a review. Once the review is complete,
an amended License that permits the sale of cannabis is provided.
Although the Issuer believes it should be able to obtain any required Licenses and meet the requirements for extension
and/or amendment of any License, there can be no guarantee that any License will be granted, extended or renewed,
or if it is extended, amended or renewed, that it will be extended, amended or renewed on the same or similar or
desired terms. Should a License not be granted, extended, amended or renewed or should it be extended, amended or
renewed on different terms or terms not desired, the Issuer might not enter into the cannabis business in Canada or
would have to pursue a different path to become an LP, for instance through a joint venture or acquisition.
Other government licences are currently, and in the future may be, required in connection with the Issuer’s operations,
in addition to other unknown permits and approvals which may be required. To the extent such permits and approvals
are required and not obtained, the Issuer may be prevented from operating and/or expanding its business, which could
have a material adverse effect on the Issuer’s business, financial condition and results of operations. Moreover, there
is no assurance of new licences or approvals from Health Canada or any other regulatory authority.
The Issuer cannot predict the time required to secure all appropriate regulatory approvals for its products, or the extent
of testing and documentation that may be required by governmental authorities. Any delays in obtaining, or failure to
obtain the necessary regulatory approvals will significantly delay the development of the Issuer’s markets and products
and could have a material adverse effect on the business, results of operations and financial condition of the Issuer.
The adult-use cannabis market in Canada is a relatively new industry
There is no assurance that adult-use cannabis industry and market will continue to exist and grow as currently
estimated or anticipated or function and evolve in the manner consistent with management’s expectations and
assumptions. Any event or circumstance that adversely affects the cannabis industry, such as the imposition of
further restrictions on sales and marketing or further restrictions on sales in certain areas and markets could have a
material adverse effect on the Issuer’s business financial conditions and results of operations.
Although the Issuer is committed to researching and developing new markets and products and improving existing
products, there can be no assurances that such research and market development activities will prove profitable or
that the resulting markets and/or products, if any, will be commercially viable or successfully produced and
marketed. The Issuer must rely largely on its own market research to forecast sales as detailed forecasts are not
generally obtainable from other sources at this early stage of the cannabis industry domestically in Canada and in
other international jurisdictions.
The adult-use cannabis market in Canada may experience supply and demand fluctuations that could result in
revenue and price decreases
Entities licensed under the Cannabis Act have not been, and may not be, able to produce enough cannabis to meet
adult-use demand. In order to meet this demand, other entities licensed under the Cannabis Act have increased, and
plan to continue to increase, their production capacities. However, demand for cannabis products is dependent on a
number of social, political and economic factors that are beyond the Issuer’s control. In addition, the initial demand
that has been experienced following legalization may not continue at comparable levels or may not be sustainable
as a portion of such demand may have been a result of the novelty of legalization. Market demand may not continue
to be sufficient to support the Issuer’s current or future products or business.
There has been a shortfall in supply in the Canadian adult-use market. Certain entities licensed under the Cannabis
Act are moving to increase capacity to meet existing demand. However, in the future, entities licensed under the
Cannabis Act may produce more cannabis than is needed to satisfy the collective demand of the Canadian adult-use
markets. As a result, the available supply of cannabis could exceed demand, resulting in a significant decline in the
market price for cannabis. If this were to occur, there is no assurance that the Issuer would be able to generate
sufficient revenue from the sale of adult-use cannabis to be profitable.
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Under Canadian regulations, a licensed producer of cannabis is restricted regarding the type and form of marketing it
can undertake which could materially impact sales performance
The development of the Issuer’s business and operating results may be hindered by applicable restrictions on
production, sales and marketing activities imposed on the Issuer and other entities licensed under the Cannabis Act by
Health Canada and the Cannabis Act. All products distributed by the Issuer into the Canadian adult-use market need
to comply with requirements under Canadian legislation, including with respect to product formats, product packaging
and labelling, and marketing activities around such products. Among other restrictions, the Cannabis Act prohibits
testimonials and endorsements, lifestyle branding, and promotion that is appealing to young persons. As such, the
Issuer’s portfolio of brands and products will need to be specifically adapted, and its marketing activities carefully
structured, to enable the Issuer to develop its brands in an effective and compliant manner. If the Issuer is unable to
effectively market its cannabis products and compete for market share, or if the costs of compliance with government
legislation and regulation cannot be absorbed through increased selling prices for its cannabis products, then the
Issuer’s sales and operating results could be adversely affected.
Trade of cannabis for non-medicinal purposes within Canada may be restricted by the Canadian Free Trade
Agreement.
Article 1206 of the Canadian Free Trade Agreement specifically excludes the application of the agreement to cannabis
for non-medical purposes. Article 1206 states that the provinces and territories of Canada shall commence negotiations
regarding the application of the Canada Free Trade Agreement to cannabis for non-medical purposes following Royal
Assent of federal legislation legalizing cannabis for non-medical purposes. There is a risk that the outcome of the
negotiations will result in the interprovincial and inter-territorial trade of cannabis for non-medical purposes in Canada
being entirely restricted or subject to conditions that could negatively impact the Issuer’s ability to sell cannabis in
other provinces and territories.
Border Crossing Risk
While cannabis use has been legalized for both recreational and medical use in Canada, it remains illegal in many
jurisdictions around the world including remaining federally illegal in the United States. There is a risk that such other
jurisdictions may implement laws or policies that prohibit entry into their country of any person involved in the
cannabis industry. If such a law or policy were implemented in a jurisdiction in which the Issuer does, or seeks to do,
business, it could have a material adverse impact on the Issuer.

18.

PROMOTERS

Other than Kent Hoggan and Owen Kenney (who are promoters of the Issuer and VNH), neither the Issuer nor a
subsidiary of the Issuer has or had within the two years immediately preceding this Listing Statement, any “promoter”
within the meaning of applicable securities law or the policies of the CSE.
Kent Hoggan is a director of the Issuer and holds or controls, directly or indirectly, 11,819,443 Common Shares
(representing 16.16% of the issued and outstanding Common Shares) and options to purchase 884,840 Common
Shares (representing 13.43% of the issued and outstanding options to purchase Common Shares). In addition, Mr.
Hoggan will receive compensation from the Issuer for his services as director.
Owen Kenney is a director of the Issuer and holds or controls, directly or indirectly, 11,022,125 Common Shares
(representing 15.10% of the issued and outstanding Common Shares) and options to purchase 884,840 Common
Shares (representing 13.43% of the issued and outstanding options to purchase Common Shares). In addition, Mr.
Kenney will receive compensation from the Issuer for his services as director.
Other than the Common Shares and options to purchase Common Shares held, directly or indirectly, by Mr. Hoggan
and Mr. Kenney and received as a result of the Vitality Combination (see Item 3.2 “Significant Acquisitions and
Dispositions”), no asset has been acquired by the Issuer from a promoter of the Issuer.
For information on corporate and personal bankruptcies and cease trade orders, see Items 13.6 “Cease Trade Orders
or Bankruptcies”, 13.7 “Penalties or Sanctions”, 13.8 “Settlement Agreements” and 13.9 “Personal Bankruptcies”.
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19.

LEGAL PROCEEDINGS

There are no legal proceedings material to the Issuer or a subsidiary of the Issuer to which the Issuer or a subsidiary
of the Issuer is a party or of which any of their respective property is the subject matter, and there are no such
proceedings known to the Issuer or a subsidiary of the Issuer to be contemplated except for:


The Issuer and its subsidiary Artiva executed an Investment Agreement, Royalty Agreement and Offtake
Agreement with Canopy Growth and Canopy Rivers to provide necessary and material services in order to
complete Eureka93’s Cannabis Act license application and assure compliance. On April 3, 2019, the Issuer
received notice from Canopy Growth and Canopy Rivers alleging, among other things, that it had breached
a number of covenants in favour of Canopy Growth and Canopy Rivers under the Canopy Agreements,
including an allegation that the Issuer failed to provide notice to Canopy Growth of the Vitality Combination.
Canopy Growth and Canopy Rivers have taken the position that they are terminating the Canopy Agreements.
It is the Issuer’s position that Canopy Growth and Canopy Rivers have missed a key milestone in two of the
Canopy Agreements around obtaining the Health Canada LP license at the Artiva location. Management
believes there is no factual basis for the position taken by Canopy Growth and Canopy Rivers, that their
claims are tactical, and that Canopy Growth and Canopy Rivers are in breach of all of the Canopy Agreements
for, among other things, failing in their obligation to assist Artiva and Eureka93 in obtaining the License,
entitling Eureka93 and Artiva to terminate the Agreements. Management strongly believes the allegations
and claims put forward by Canopy Growth and Canopy Rivers are frivolous, and disputes the positions taken
by Canopy Growth and Canopy Rivers with respect to termination of the Agreements. On May 23, 2019,
the Issuer provided written notice to Canopy Growth terminating the Canopy Agreements. The Issuer
terminated the Investment Agreement for breach by Canopy Growth of its obligations under such agreement
and terminated the Offtake and Royalty Agreements due to, among other reasons, Canopy Growth failing to
obtain the License from Health Canada by a fixed date set out in the Canopy Agreements. The Issuer is
vigorously pursuing its rights through the dispute resolution process set out in the Canopy Agreements. The
Issuer has since taken over carriage of the Health Canada application file, previously managed by Canopy
Growth, and is working directly with Health Canada to continue to progress its License application.
Management believes the dispute with Canopy is not material. However, the quantum of damages to which
Canopy Growth and Canopy Rivers may be entitled if their position is successful through the dispute
resolution process may be material to the financial position of the Issuer. No formal claim has been filed with
respect to the dispute and the parties are engaged in a dispute resolution process.



Biofuels, an indirect wholly-owned subsidiary of the Issuer, is a defendant in lawsuits filed in Montana in
July 2018 and August 2018 by 21 farmers seeking approximately US$8 million in damages for non-payment
of their fees pursuant to Hemp fixed acreage production agreements entered by Biofuels and each of the
farmers in May 2018. In relation to such claim, on February 1, 2019, the MDA has suspended our 2019
Montana Commodity Dealer license, which is a licence required to purchase directly from farmers in
Montana rather than through a third-party broker that holds such a licence. This suspension prohibits Vitality
from entering into any new contracts with Montana producers . The suspension has no effect on the Issuer’s
ability to continue to carry on business at the Montana Facility because the Issuer can continue to purchase
Hemp through third-party brokers. Biofuels contests the amounts owing given the lack of fulfilment of the
terms of the agreements by the farmers and continues to engage in settlement discussions with the farmers.
On May 6th, 2019, the MDA filed a Petition with the Montana First Judicial District Court, Lewis and Clark
County against the Issuer and certain of its subsidiaries seeking, among other things, the posting of a bond to
cover the outstanding amounts owing to Montana producers. The Issuer intends to answer the Petition and
pursue its rights under the agreements with the farmers. The Issuer does not consider the dispute or the
suspension of the broker license material and has accrued a contractual liability in the full amount of the
claim in respect of this dispute in its unaudited consolidated financial statements for the period ended March
31, 2019. See Appendix “B”.



LiveWell QC, an indirect subsidiary of the Issuer, is subject to an action commenced in the Superior Court –
Province of Quebec on February 20, 2019 by Delsan – A.I.M. Environmental Services Inc. (the “Quebec
Plaintiff”). The action alleges that the Issuer’s subsidiary has not paid the sum of $1,679,119 to the Quebec
Plaintiff for the work it performed at a site located at 211, route 301, in Litchfield, Quebec. The Issuer
expects to respond to this claim in the near term and has accrued a liability for the unpaid amount.
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19.2

Regulatory actions

No penalties or sanctions have been imposed against the Issuer or a subsidiary of the Issuer by a court relating to
provincial and territorial securities legislation or by a securities regulatory authority within the three years immediately
preceding the date of this Listing Statement.
No other penalties or sanctions have been imposed by a court or regulatory body against the Issuer or a subsidiary of
the Issuer necessary to contain full, true and plain disclosure of all material facts relating to the securities being listed.
There were no settlement agreements entered into by the Issuer or a subsidiary of the Issuer before a court relating to
provincial and territorial securities legislation or with a securities regulatory authority within the three years
immediately preceding the date of this Listing Statement.

20. INTEREST OF MANAGEMENT AND OTHERS IN MATERIAL
TRANSACTIONS
None of the directors or executive officers or principal shareholders who control or have direction over more than
10% of any class or series of the outstanding voting securities of the Issuer, or any associates or affiliate of the
foregoing, have had a material interest, direct or indirect, in any transaction within the three-year period prior to the
date of this Listing Statement, or will have any material interest in any proposed transaction, which has materially
affected or will materially affect the Issuer or any of its subsidiaries except for the following:


21.

The Issuer entered into a license agreement dated September 1, 2017, with Relief Effects Inc. (“RFx”) in
order to use RFx’s proprietary technology to extract oils and isolates from cannabis. In return, the Issuer will
pay RFx a licensing fee of 10% of the Issuer’s gross Canadian sales on extracted oil and isolates from its
cannabis. This contract expires December 15, 2037. To date, the Issuer has made a prepayment of $184,000
to RFx. Additionally, effective January 1, 2019, Vitality has entered a one-year consulting services agreement
with RFx for engineering and processing services at Vitality’s facility in Eureka, Montana. The total annual
consulting fee will be $390,000. RFx is a non-arm’s length party because the Issuer’s CEO owns
approximately 20.74% of the common shares of RFx and the Issuer’s President & COO owns approximately
20.74% of the common shares of RFx. Further the Issuer’s CFO has provided financing to RFx and holds
warrants to purchase common shares of RFx.

AUDITORS, TRANSFER AGENTS AND REGISTRARS

The Issuer’s auditor is MNP SENCRL, SRL (“MNP”), 1155 René-Lévesque W Blvd, 23e étage, Montreal, Quebec
H3B 2K2.
The Issuer’s transfer agent and registrar is TSX Trust Company, 301 – 100 Adelaide St W, Toronto, ON M5H 1S3.
Additionally, the Issuer’s US transfer agent is Globex Transfer LLC, 780 Deltona Blvd, Suite 201, Deltona, FL, 32725.

22.

MATERIAL CONTRACTS

The following table provides the particulars of material contracts, other than in the ordinary course of business, that
were entered into within the last two years before the date of the Listing Statement by the Issuer, Vitality, or Mercal:
Date
September 1,
2017

Name of
Contract
Licensing
Agreement

the

Parties

Description

Status

Issuer and Relief Effects
Inc. (non-arm’s length
transaction)

Exclusive license in Canada for use
of extraction, isolation and infusion
technologies for hemp and
cannabis products; 10% royalty on
Canadian sales.

Active

See Item 20 “Interest of
Management and Others in
Material Transactions”.
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March 23,
2018

Share exchange
agreement

Vitality CBD Natural
Health Products Inc. and
the following parties:
Vitality Natural Health
LLC, USA Biofuels LLC,
Owen Kenney, Kent
Hoggan, USA Land
Investments LLC, O&D
Investments LLC
Issuer, Canopy Growth
and Canopy Rivers

November
22, 2017
(amended
April 2,
2018)
November
22, 2017
(amended
April 2,
2018)

Investment
Agreement

Off-take
Agreement

Issuer and Canopy Growth

November
22, 2017
(amended
April 2,
2018)
February 14,
2019

Royalty
Agreement

Issuer and Canopy Rivers

Senior
Convertible Note

Issuer and Institutional
Investors

The agreement providing for the
Vitality Combination, involving
consideration valued at
approximately $623 million.

Complete

See Item 3.2 “Significant
Acquisitions and Dispositions”.

Canopy Rivers offered a $20
million convertible financing
facility
See Item 19 “Legal Proceedings”.
Canopy Growth has the option to
buy a fixed % of cannabis from the
Issuer at certain set prices for 20
years.
See Item 19 “Legal Proceedings”.
Canopy Rivers to receive a nominal
royalty on the Issuer’s cannabis
purchased by Canopy Growth.
See Item 19 “Legal Proceedings”.
US$3 million secured debt,
convertible at $11.10 of Common
Shares; guaranteed interest at 10%
per annum and maturing on
February 20, 2020; secured by all
assets of Issuer;

Under dispute(1)

Under dispute(1)

Under dispute(1)

Active

In addition, VNH issued warrants
which, as a result of the Vitality
Combination, are now1,206,600
warrants exercisable at $2.49 per
share to purchase Common Shares
and expiring on February 14, 2024.

March 29,
2019

Senior
Convertible Note

See Item 8 “Consolidated
Capitalization – Brokered Private
Placement”.
US$12 million secured debt,
subject to US$6 million holdbacks,
convertible at a minimum price of
$11.10 of Common Shares;
guaranteed interest at 10% per
annum and maturing on April 20,
2020; secured by all assets of
Issuer;

Issuer and Institutional
Investors

Active

In addition, VNH issued warrants
which, as a result of the Vitality
Combination, are now 2,413,200
warrants exercisable at $2.49 per
share to purchase Common Shares
and expiring on March 29, 2024.

February 1,
2019

Supply
Agreement

See Item 8 “Consolidated
Capitalization – Brokered Private
Placement”.
Issuer to produce CBD and supply
CBD to Tilray during the period

Issuer and Tilray
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Active

beginning February 1, 2019 and
January 31, 2020.

June 12,
2019

Convertible Note

See Item 4.1(3)(3) “Narrative
Description of the Business –
General – Production and Sales –
Contracts”.
US$18.5 million convertible note
bearing 10% interest per annum
and maturing March 21, 2021. The
convertible note is convertible at
the option of the holder into
Common Shares at $9.44 at any
time until the maturity date;

VNH and Surety

Active

In addition, Eureka93 issued
2,100,000 warrants exercisable at
$11.10 per share to purchase
Common Shares and expiring
March 31, 2021.
See Item 8 “Consolidated
Capitalization – Renegotiation of
Surety Royalty”.
Note:
(1)
Canopy Growth and/or Canopy Rivers has purported to terminate these agreements; however, the Issuer disputes its right to do so and has
terminated these agreements itself for non-performance by Canopy. See Item 19 “Legal Proceedings”.

23.

INTEREST OF EXPERTS

The consolidated financial statements of the Issuer for the years ended December 31, 2018 and 2017 have been audited
by MNP and their audited reported dated April 29, 2019 is included in this Listing Statement. MNP is the independent
auditor of the Issuer and is independent within the meaning of the Rules of Professional Conduct of the Chartered
Professional Accountants of Ontario.
No other person or company is named in this Listing Statement as having prepared or certified a part of this Listing
Statement or prepared or certified a report or valuation described or included in this Listing.
There are no direct or indirect interests in the property of the Issuer or of a Related Person of the Issuer that have been
received or are to be received by MNP and neither MNP nor the partners and associates of MNP beneficially own,
directly or indirectly, 1% or more of any class of securities of the Issuer or any Related Person of the Issuer.

24.

OTHER MATERIAL FACTS

There are no other material facts about the Issuer or a subsidiary of the Issuer or any of their securities that are not
elsewhere disclosed herein and which are necessary in order for this Listing Statement to contain full, true and plain
disclosure of all material facts relating to the Issuer or a subsidiary of the Issuer and their securities.

25.

FINANCIAL STATEMENTS

25.1

Financial Statements of the Issuer
a.
b.

Audited consolidated financial statements of the Issuer for the years ended December 31, 2018 and 2017
(Appendix “A”).
Unaudited consolidated financial statements of the Issuer for the three months ended March 31, 2019
and 2018 (Appendix “B”).

The above is also available under the Issuer’s profile on SEDAR at www.sedar.com.
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25.2

Financial Statements of Target
a.
b.
c.
d.

25.3

Audited consolidated financial statements for Vitality for the year ending December 31, 2018 and the
period from August 4, 2017 to December 31, 2017 (Appendix “C”).
Unaudited consolidated financial statements for Vitality for the three months ended March 31, 2019
and 2018 (Appendix “D”).
Audited financial statements for Mercal for the year ended December 31, 2018 (Appendix “E”).
Unaudited financial statements for Mercal for the three months ended March 31, 2019 and 2018
(Appendix “F”).

Pro-forma Financial Statements of the Issuer
a.

See attached Appendix “G” for pro-forma consolidated financial statements of the Issuer for the period
ended March 31, 2019, giving effect to the Vitality Combination which closed on April 24, 2019.
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CERTIFICATE OF THE ISSUER
Pursuant to a resolution duly passed by its Board of Directors, Eureka 93 Inc. hereby applies for the listing of the
above-mentioned securities on the Exchange. The foregoing contains full, true and plain disclosure of all material
information relating to Eureka 93 Inc. It contains no untrue statement of a material fact and does not omit to state a
material fact that is required to be stated or that is necessary to prevent a statement that is made from being false or
misleading in light of the circumstances in which it was made.
Dated at Ottawa, Ontario.
this 15th day of July, 2019.

“David Rendimonti”

“Steven Archambault”

David Rendimonti

Steven Archambault

Chief Executive Officer

Chief Financial Officer

“Michael Mueller”

“William MacKinnon"

Michael Mueller

William MacKinnon

Chairman and Director

Director

“Owen Kenney”

“Kent Hoggan”

Owen Kenney

Kent Hoggan

Promoter

Promoter
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CERTIFICATE OF THE TARGET
The foregoing contains full, true and plain disclosure of all material information related to Vitality CBD Natural
Health Products Inc. It contains no untrue statement of a material fact and does not omit to state a material fact that is
required to be stated or that is necessary to prevent a statement that is made from being false or misleading in light of
the circumstances in which it was made.
Dated at Ottawa, Ontario.
this 15th day of July, 2019.

“David Rendimonti”

“Steven Archambault”

David Rendimonti

Steven Archambault

Chief Executive Officer

Chief Financial Officer

“Robert Leaker”

“Michael Mueller”

Robert Leaker

Michael Mueller

Director

Director

“Owen Kenney”

“Kent Hoggan”

Owen Kenney

Kent Hoggan

Promoter

Promoter
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CERTIFICATE OF THE TARGET
The foregoing contains full, true and plain disclosure of all material information related to Mercal Capital Corp. It
contains no untrue statement of a material fact and does not omit to state a material fact that is required to be stated or
that is necessary to prevent a statement that is made from being false or misleading in light of the circumstances in
which it was made.
Dated at Ottawa, Ontario.
this 15th day of July, 2019.

“David Rendimonti”

“Steven Archambault”

David Rendimonti

Steven Archambault

Chief Executive Officer

Chief Financial Officer

“Robert Leaker”

“Michael Mueller”

Robert Leaker

Michael Mueller

Director

Director
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APPENDIX “A”
AUDITED CONSOLIDATED FINANCIAL STATEMENTS OF EUREKA 93 INC. FOR
THE YEARS ENDED DECEMBER 31, 2018 AND 2017
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Stockholders of LiveWell Canada Inc.
Opinion on the Consolidated Financial Statements
We have audited the accompanying consolidated balance sheets of LiveWell Canada Inc. (the Company)
as of December 31, 2018 and 2017, and the related consolidated statements of loss, comprehensive loss,
stockholders’ deficit, and cash flows for the years ended December 31, 2018 and December 31, 2017, and
the related notes (collectively referred to as the consolidated financial statements).
In our opinion, the consolidated financial statements present fairly, in all material respects, the consolidated
financial position of the Company as of December 31, 2018 and 2017, and the results of its consolidated
operations and its consolidated cash flows for the year ended December 31, 2018 and 2017, in conformity
with International Financial Reporting Standards as issued by the International Accounting Standards
Board.
Material Uncertainty Related to Going Concern
The accompanying consolidated financial statements have been prepared assuming that the Company will
continue as a going concern. As discussed in Note 2-A to the consolidated financial statements, the
Company has incurred significant operating losses from inception and as of December 31, 2018, have
generated little revenue to date and has a net capital deficiency that raises substantial doubt about its ability
to continue as a going concern. Management's plans in regard to these matters are also described in Note
2-A. The consolidated financial statements do not include any adjustments that might result from the
outcome of this uncertainty.
Basis for Opinion
These consolidated financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on the Company’s consolidated financial statements based on our
audits. We are a public accounting firm registered with the Public Company Accounting Oversight Board
(United States) (PCAOB) and are required to be independent with respect to the Company in accordance
with the U.S. federal securities laws and the applicable rules and regulations of the Securities and Exchange
Commission and the PCAOB.
We conducted our audits in accordance with the standards of the PCAOB. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial
statements are free of material misstatement, whether due to error or fraud. The Company is not required
to have, nor were we engaged to perform, an audit of its internal control over financial reporting. As part of
our audits, we are required to obtain an understanding of internal control over financial reporting, but not
for the purpose of expressing an opinion on the effectiveness of the Company’s internal control over
financial reporting. Accordingly, we express no such opinion.
Our audits included performing procedures to assess the risks of material misstatement of the consolidated
financial statements, whether due to error or fraud, and performing procedures that respond to those risks.
Such procedures included examining, on a test basis, evidence regarding the amounts and disclosures in
the consolidated financial statements. Our audits also included evaluating the accounting principles used
and significant estimates made by management, as well as evaluating the overall presentation of the
consolidated financial statements. We believe that our audits provide a reasonable basis for our opinion.
We have served as the Company’s auditor since 2017.
Montréal, Québec

1

MNP SENCRL, srl

April 29th, 2019
1CPA

auditor, CA, public accountancy permit No. A126822

1155, BOUL. RENÉ-LÉVESQUE O., 23e ÉTAGE, MONTRÉAL (QUÉBEC) H3B 2K2
1.888.861.9724 TÉL : 514.861.9724 TÉLÉC : 514.861.9446 MNP.ca

LIVEWELL CANADA INC.
CONSOLIDATED STATEMENTS OF FINANCIAL POSITION
(Expressed in CDN $000s)

-

Notes
ASSETS
Current Assets
Cash
Restricted short-term investment
Amounts receivable
Prepaid expenses and other
Inventory

17,042

December 31, December 31,
2018
2017

$

1,195 $
125
2,437
4,743
1,009

1,230
307
71
545

9,509

2,153

34,305
12,757
10,381
2,524

10,215
3,542
-

59,967

13,757

$

69,476 $

15,910

$

2,031 $
8,246
2,111
2,000
56
12,107
-

1,542
13
353

26,551

1,908

444
118
371
4,291

6,087
840

5,224

6,927

31,775

8,835

5,605
49,275

5,605
17,576

2,592
2,193
14,499
(11,186)
(25,277)

1,377
(11,186)
(6,297)

37,701

7,075

8
9
10
11

Total Current Assets
Non-Current Assets
Property, plant and equipment
Intangible assets
Goodwill
Other

12
13
6,7 & 14
19(b)(3)

Total Non-Current Assets
TOTAL ASSETS
LIABILITIES
Current Liabilities
Bank indebtedness
Accounts payable and accrued liabilities
Customer deposits
Due to Acenzia selling shareholders
Capital leases- current portion
Borrowings - current portion
Subscription deposits

15
16
7
17
18

Total Current Liabilities
Non-Current Liabilities
Borrowings
Capital leases- non-current portion
Loans due to related parties
Deferred tax liabilities

18
17
24
21

Total Non-Current Liabilities
TOTAL LIABILITIES
Commitments and contingencies

245

25

SHAREHOLDERS' EQUITY
Preferred shares
19(a)
Common shares
19(b)
Equity reserves:
19(c)
Share-based payments
Warrants
Shares to be issued to Acenzia selling shareholders
Other
Deficit
TOTAL SHAREHOLDERS' EQUITY
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY

$

69,476 $

15,910

See Notes 2(A) "Going Concern" and 29 "Subsequent events"
The accompanying notes are an integral part of these consolidated financial statements
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LIVEWELL CANADA INC.
CONSOLIDATED STATEMENTS OF NET LOSS AND COMPREHENSIVE LOSS
FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2017
(Expressed in CDN $000s)

Notes
Revenue
Cost of sales
Cost of product sales
Inventory impairment charge

December 31, 2018 December 31, 2017
$

11

Cost of sales
Gross loss
Operating expenses
General and administrative ("G&A")
Sales & Marketing ("S&M")
Research and development ("R&D")
Non-cash charge for Canopy Transaction
Stock-based compensation
Depreciation and amortization

887
490

12
19

1,377

31
(15)

28

19(b)
19(c)

Loss from operations

6,015
577
296
5,049
1,226
533

3,899
318
16
1,515
5

13,696

5,753

(14,322)

(5,768)

19
(632)
(4,045)

5

Loss before income taxes

(18,980)

Income tax recovery (expense)

-

NET LOSS AND COMPREHENSIVE LOSS
LOSS PER SHARE, BASIC AND DILUTED
Net loss per share
Weighted average number of outstanding common shares

16

(626)

Total operating expenses

Other income/ (expenses)
Finance income
Finance expense
Listing expense

751 $

3
(5,765)
37

$

(18,980) $

(5,728)

$

(0.17) $
112,734

(0.13)
43,778

20

The accompanying notes are an integral part of these consolidated financial statements
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5
5

6

5,741

131,688 $

17,590
16,012
11
854

5,924
(644)
60
(60)

9,164

-

15
(1,614)
298

7,573
13,649

5,605 $ 49,275 $

-

Reserves

2,592 $

1,226
(214)

1,501
(125)
1,377 $
203

-

-

-

$

-

-

-

-

(2,022)
$ (11,186) $
-

-

(9,164)

-

$

14,499
2,193 $ 14,499 $ (11,186) $

2,172
155
(2)
(132)
-

-

-

-

-

ShareCommon
based
Shares to
shares Payment Warrants be issued
Other
$
985 $
1 $
$
$
-

2,022
125
5,605 $ 17,576 $
8,315
3,463
-

-

-

5,605

Preferred
Shares
$
-

8,639
534
74,209 $
19,313
3,700
-

17,598
2,029
(2,029)

5,741
-

21,285

-

Common
26,152

-

5,741

Other
Notes Preferred
-

Number of Shares

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

(Refer to Note 19)
Balance at December 31, 2016
Issuance of preferred shares from
acquisition
Issuance of common shares for LiveWell
Quebec
Issuance of common shares from share
offerings
Share issuance costs
Loans for stock repurchase
Repurchase of common shares
Issuance of seeding common shares to
founders
Share-based compensation
Exercise of stock options
Net loss
Balance at December 31, 2017
Equity raises
Issuance of common shares from QT
Issuance of stock options from QT
Issuance of common shares for Canopy
transaction
Issuance of units
Issuance of warrants
Exercise of warrants
Share issuance costs
Share-based compensation
Exercise of stock options
Shares to be issued
Net loss
Balance at December 31, 2018

(Expressed in CDN $000s and thousands of shares)

FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2017

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

LIVEWELL CANADA INC.

(18,980)
(25,277) $

-

(5,728)
(6,297) $
-

-

-

-

7,573
15,821
155
13
(1,746)
1,226
84
14,499
(18,980)
37,701

1,501
(5,728)
7,075
8,315
3,463
203

5,924
(644)
60
(60)

-

5,605

Deficit
Total Equity
(569) $
417

LIVEWELL CANADA INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2017
(Expressed in CDN $000s)
Notes
Cash flows from operating activities
Net loss
Adjustments for non-cash items:
Income tax recovery
Depreciation and amortization
Bad debt provision
Inventory impairment charge
Stock-based compensation
Charge (reversal) for non-refundable deposit for property
Non-cash charge for Canopy Transaction
Non-cash listing expense
Adjustments for net changes in non-cash working capital

December 31, 2018

December 31, 2017

$

$

19(b)
5

(37)
5
1,770
19
1,515
63
-

26

1,531

(2,222)

(6,294)

(4,615)

(160)
125
(125)
(125)
(605)
(15,067)
(12)

142
293
(125)
(372)
(36)

(15,969)

(98)

21,611
2,327
84
13
(1,746)
(44)
(17)

5,910
353
(644)
(60)
-

22,228

5,559

9
11
19(c)

8

Net cash used in investing activities
Cash flows from financing activities
Proceeds from issuance of common shares
Proceeds from issuance of warrants
Exercise of options
Exercise of warrants
Receipt of subscription deposits
Payment of share and warrant issuance costs
Repurchase of common shares
Payment on bank indebtedness
Payment on borrowings

19(b)
19(c)

19(b)
15
18

Net cash from financing activities
Net change in cash

(35)

Cash, beginning of year
Cash, end of year

(5,728)

540
247
490
1,226
(63)
5,049
3,666

Net cash used in operating activities
Cash flows from investing activities
Advances to related party
Repayment from related party
Loans from related party
Repayment to related party
Net cash inflow from acquisition of Sole Produce
Purchase of short-term investment
Purchase of Litchfield property
Investment in greenhouse improvements
Purchase of furniture and equipment

(18,980)

846

1,230
$

1,195

384
$

1,230

The accompanying notes are an integral part of these consolidated financial statements
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LIVEWELL CANADA INC.
Notes to the Consolidated Financial Statements
Years ended December 31, 2018 and 2017
(Expressed in Canadian Dollars, except otherwise noted)

1.

CORPORATE INFORMATION
Livewell Canada Inc. (“LiveWell”), formerly Percy Street Capital Corporation (“Percy Street”), was
incorporated on June 18, 2014 by articles pursuant to the Canada Business Corporations Act.
LiveWell’s registered address is 1400-340 Albert Street, Ottawa, Ontario, Canada and its principal
address is 179 Promenade du Portage, Suite 300, Gatineau, J8X 2K5, Quebec.
LiveWell is a Canadian health and wellness company focused on advanced research in cannabidiol
(“CBD”) and other cannabinoids, as well as development and distribution of prescription and
consumer health products.
During 2018, LiveWell entered the following acquisition transactions:
•

On June 19, 2018, Percy Street completed its Qualifying Transaction (“QT”) with LiveWell
Foods Canada Inc. This transaction also constituted a reverse takeover (“RTO”) by LiveWell
as the shareholders of LiveWell Foods Canada, Inc. owned approximately 97% of the
common shares of the combined companies (see Note 5). After the closing of the QT, Percy
Street was renamed to LiveWell Canada Inc. and its trading symbol was changed to “LVWL”
on the TSXV. On November 26, 2018, LiveWell received an approval to list its common
shares on the Canadian Securities Exchange (“CSE”). As a result of this listing, LiveWell
voluntarily delisted from the TSXV.

•

On December 3, 2018, LiveWell entered a binding letter of agreement (“LOA”) to acquire
100% of Vitality CBD Natural Health Products Inc. (“Vitality”) common shares. This was
subsequently amended to also include the acquisition of Mercal Capital Corp. via an
amalgamation. At closing, these transactions will be an RTO by Vitality as the shareholders
of Vitality will own approximately 83% of the fully diluted outstanding and issued common
shares of the combined companies, with potentially an additional 5% subject to achieving a
milestone by June 30, 2019 as defined in the LOA. This RTO closed on April 24, 2019 (see
Note 29).

•

On December 14, 2018, LiveWell entered a definitive agreement to acquire 100% of the
issued and outstanding shares of Acenzia Inc. (“Acenzia”), a company offering scientific
research, product development, and advanced manufacturing services in the nutraceutical
industry (Note 7).

In these consolidated financial statements, “LiveWell”, “Company”, “we”, “us”, or “ours” refers to
LiveWell Canada Inc. and its wholly-owned subsidiaries.
Amounts in tables may not reconcile due to rounding differences.

2.

BASIS OF PRESENTATION
A) Going Concern
LiveWell is in the development stage and is currently seeking additional capital, acquisitions, joint
ventures, strategic partnerships and other business arrangements to generate and grow its revenues
and expand its product offerings in the health and wellness industry.
We have incurred significant operating losses from inception and as of December 31, 2018, we have
not generated significant revenues. At December 31, 2018, LiveWell has an accumulated deficit of
$25.3 million (December 31, 2017 - $6.3 million) and incurred a net loss of $18.9 million for the year
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LIVEWELL CANADA INC.
Notes to the Consolidated Financial Statements
Years ended December 31, 2018 and 2017
(Expressed in Canadian Dollars, except otherwise noted)

ended December 31, 2018 and $5.7 million for the year ended December 31, 2017. At December
31, 2018, LiveWell has cash of $1.2 million (2017- $1.2 million) and working capital of negative $17.0
million (2017- positive $245 thousand). These events or conditions indicate that a material
uncertainty exists that casts substantial doubts on LiveWell’s ability to continue as a going concern.
Prior to the Acenzia acquisition and Vitality RTO, our ability to generate and grow future revenue to
cover our working capital requirements was dependent on securing the cultivation, processing, and
sales licenses for hemp and cannabis from Health Canada under The Cannabis Act. However, with
the addition of Acenzia and Vitality, we are no longer dependent on this Canadian license for future
revenues. During 2019, we will be expanding Acenzia’s customer base to drive revenue. Further,
through Vitality, we will be selling CBD related health and wellness products and gain access to the
US markets to drive sales growth and cash flows for the combined companies.
LiveWell’s ability to continue as a going concern is dependent upon its ability in the future to achieve
profitable operations and to obtain the necessary financing to meet its near-term obligations such
that it can repay its liabilities when they become due.
Subsequent to December 31, 2018, we raised gross proceeds of $21.7 million, before agent fees
and legal expenses of $3.1 million in a brokered private placement with institutional investors (Note
29). While Management is confident in raising additional capital during 2019, there can be no
certainty that such financing will be available on a timely basis and at terms acceptable to LiveWell.
These consolidated financial statements have been prepared on a going concern basis, which
assumes that LiveWell will continue to operate for the foreseeable future and will be able to realize
its assets and discharge its liabilities in the normal course of business. Accordingly, no adjustments
to the carrying value of the assets and liabilities have been made in these audited financial
statements should LiveWell no longer be able to continue as a going concern.
B) Statement of compliance
We have prepared these consolidated financial statements in accordance with International Financial
Reporting Standards (“IFRS”) as issued by the International Accounting Standards Board (“IASB”)
and the Interpretations of the International Financial Reporting Interpretations Committee (“IFRIC”).
On April 29, 2019 our Board of Directors approved these consolidated financial statements and
authorized them for issue.

C) Basis of measurement
The consolidated financial statements have been prepared on a historical cost basis except for
biological assets, certain financial instruments and acquisition related contingent liabilities which are
measured at fair value. Historical cost is generally based upon the fair value of the consideration
given in exchange for assets. The expenses within the Statements of Operations and
Comprehensive Loss are presented by function. See Note 28 for details of expenses by nature.

D) Functional and presentation currency
These consolidated financial statements are presented in Canadian dollars, which is also LiveWell’s
functional currency.
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LIVEWELL CANADA INC.
Notes to the Consolidated Financial Statements
Years ended December 31, 2018 and 2017
(Expressed in Canadian Dollars, except otherwise noted)

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
We have used the following significant accounting policies to prepare LiveWell’s consolidated financial
statements. These policies have been consistently applied to all years presented, unless otherwise
noted.
(a) Basis of consolidation
These consolidated financial statements incorporate the financial statements of LiveWell Canada Inc.
and entities that it controls.
Control is achieved when we have the power to govern the financial and operating policies of an entity
so as to obtain benefits from its activities, are exposed to, or have rights to, variable returns from our
involvement with the entity and have the ability to affect those returns through our power over the entity.
Subsidiaries are fully consolidated from the date on which control is transferred to LiveWell until the
date on which control ceases. Profit and loss or other comprehensive income (loss) of subsidiaries
acquired during the year are recognized from the date of acquisition or effective date of disposal as
applicable. All intercompany transactions and balances have been eliminated.
The following table lists LiveWell’s subsidiaries and the ownership interest in each:

Location
% Ownership Accounting Method
LiveWell Foods Canada, Inc. Gatineau, Quebec
100%
Consolidation
O'Hemp
Ottawa, Ontario
100%
Consolidation
LiveWell Foods Quebec, Inc. Gatineau, Quebec
100%
Consolidation
Artiva Inc.
Ottawa, Ontario
100%
Consolidation
Acenzia Inc.
Windsor, Ontario
100%
Consolidation
(b) Business combinations and Goodwill
We apply the acquisition method in accounting for business combinations when control is transferred
to LiveWell. The consideration transferred by LiveWell to obtain control of a subsidiary is calculated as
the sum of the acquisition-date fair values of assets transferred, liabilities incurred and the equity
interests issued by LiveWell, which includes the fair value of any asset or liability arising from a
contingent consideration arrangement. Acquisition costs are expensed as incurred.
Goodwill represents the excess of the price paid for the acquisition of an entity over the fair value of
the net identifiable tangible and intangible assets and liabilities acquired. Goodwill is allocated to the
cash-generating unit (“CGU”) or CGUs to which it relates.
We measure goodwill at historical cost and evaluate for impairment annually in the last quarter of the
fiscal year or more often if events or circumstances indicate there may be an impairment. Impairment is
determined for goodwill by assessing if the carrying value of a CGU, including the allocated goodwill,
exceeds its recoverable amount determined as the greater of the estimated fair value less costs to sell
and the value in use. Impairment losses recognized in respect of a CGU are first allocated to the
carrying value of goodwill and any excess is allocated to the carrying amount of assets in the CGU. Any
goodwill impairment is recorded in income in the period in which the impairment is identified. Impairment
losses on goodwill are not subsequently reversed.
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LIVEWELL CANADA INC.
Notes to the Consolidated Financial Statements
Years ended December 31, 2018 and 2017
(Expressed in Canadian Dollars, except otherwise noted)

(c) Foreign currency translation
Transactions in foreign currency are translated into the functional currency using the exchange rate in
effect on the transaction date. Foreign exchange gains and losses resulting from the settlement of such
transactions and from the re-measurement of monetary items at the reporting date exchange rate are
recognized in net earnings (“P&L”). Non-monetary items measured at historical cost are translated
using the exchange rate at the date of the transaction. Assets and liabilities of the foreign operations,
including goodwill and fair value adjustments arising from the acquisition, are translated into the
functional currency at the period end rates of exchange, and the results of its operations are translated
at average rates of exchange for the period. Exchange differences resulting from translating foreign
operations are recognized in other comprehensive income and accumulated in equity.
(d) Cash
Cash includes cash on hand or deposits held with financial institutions.
(e) Biological assets
We classify vegetable produce, industrial hemp and medicinal cannabis plants as biological assets.
While LiveWell’s biological assets are within the scope of IAS 41, Agriculture, the direct and indirect
costs of biological assets are determined using an approach like the capitalization criteria as outlined
in IAS 2, Inventories. They include the direct cost of seeds and growing materials as well as other
indirect costs such as utilities and supplies used in the growing process. Indirect labour for individuals
involved in the growing and quality control process is also included, as well as depreciation on
production equipment and overhead costs such as rent to the extent it is associated with the growing
space. We capitalize all direct and indirect costs of biological assets as they are incurred and they are
all subsequently recorded within the line item “cost of goods sold” in the P&L in the period that the
related product is sold. Unrealized fair value gains/losses on growth of biological assets are recorded
separately in the P&L. Biological assets are measured at their fair value less costs to sell on the
consolidated statements of financial position.
(f)

Inventory

Inventory may comprise of harvested finished goods, agriculture produce, seeds, potting soil, fertilizer,
and packaging materials. The direct and indirect costs of inventory initially include the fair value of the
biological asset at the time of harvest. They also include subsequent costs such as materials, labour,
and depreciation expense on equipment involved in packaging, labelling and inspection. All direct and
indirect costs related to inventory are capitalized as they are incurred, and they are subsequently
recorded within “costs of goods sold” on the P&L at the time of sale, except for realized fair value
amounts included in inventory sold which are recorded separately in the P&L.
We record inventories at the lower of cost and net realizable value on the consolidated statements of
financial position. We determined cost using the average cost basis.
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LIVEWELL CANADA INC.
Notes to the Consolidated Financial Statements
Years ended December 31, 2018 and 2017
(Expressed in Canadian Dollars, except otherwise noted)

(g) Property, plant & equipment
Property, plant and equipment are measured at cost less accumulated depreciation and impairment
losses. We determine depreciation on a straight-line basis over the following estimated useful lives:
Computer Equipment
Furniture and fixtures
Production equipment
Building and improvements
Greenhouse and improvements
Vehicles and trailers

3 years
5 years
5 years
20 years
10-20 years
5 years

As no finite life for land can be determined, the related carrying amounts are not amortized.
An asset’s residual value, useful life and depreciation method are reviewed during each financial year
and adjusted if appropriate. When parts of an item of equipment have different useful lives, we account
for these as separate items (major components) of property, plant and equipment. We capitalize the
cost associated with substantive betterments or improvements to equipment that significantly add to
the productive capacity or extend the useful life of an asset. All other repair and maintenance costs
are recognized as expenses.
Gains or losses on disposal of an item are determined by comparing the proceeds from disposal with
the carrying amount of the item and recognized in the P&L.
(h) Finite-lived and indefinite-lived intangible assets
Finite-lived intangible assets are recorded at cost less accumulated amortization and accumulated
impairment losses. The estimated useful lives and amortization methods are reviewed at the end of
each reporting period, with the effect of any changes in estimates being accounted for on a prospective
basis.
Intangible assets with indefinite useful lives are carried at cost less accumulated impairment losses.
(i)

Impairment of long-lived assets

Long-lived assets, including property, plant and equipment and intangible assets are reviewed for
impairment at each statement of financial position date or earlier when events or changes in
circumstances indicate that the carrying amount of an asset exceeds its recoverable amount. For the
purpose 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 – referred as the cash-generating unit (the 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. If the carrying amount of an asset exceeds its recoverable amount, an impairment charge
is recognized immediately in the P&L 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.
(j)

Borrowings

Borrowings are recognized initially at fair value, net of transaction costs incurred. Borrowings are
subsequently carried at amortized cost; any difference between the proceeds (net of transaction costs)

10 | P a g e
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Notes to the Consolidated Financial Statements
Years ended December 31, 2018 and 2017
(Expressed in Canadian Dollars, except otherwise noted)

and the redemption value is recognized in the P&L over the period of the borrowings using the effective
interest method.
Borrowing costs directly attributable to the acquisition, construction, or production of qualifying assets,
which are assets that necessarily take a substantial period of time to get ready for their intended use
or sale, are capitalized until such time the assets are substantially ready for their intended use or sale.
All other borrowing costs are recognized in the P&L in the period in which they are incurred.
(k) Leases
Leases in which a significant portion of the risks and rewards of ownership are retained by the lessor
are classified as operating leases. Payments on operating lease agreements are recognized as an
expense on a straight-line basis in accordance with the lease term. Associated costs, such as
maintenance and insurance, are expensed as incurred.
(l)

Capital stock

Financial instruments issued by LiveWell are classified as shareholders’ equity only to the extent that
they do not meet the definition of a financial asset or financial liability. LiveWell’s preferred shares,
common shares, warrants and stock options are classified as equity instruments.
Incremental costs directly attributable to the issue of new shares, warrants or stock options are
recognized as a deduction from shareholders’ equity, net of tax.
(m) Share-based compensation
We measure equity settled share-based payments based on their fair value at the grant date and
recognize compensation expense over the vesting period based on management’s estimate of equity
instruments that will eventually vest. Expected forfeitures are estimated at the date of grant and
subsequently adjusted if further information indicates actual forfeitures may vary from the original
estimate. The impact of the revision of the original estimate is recognized in profit or loss such that the
cumulative expense reflects the revised estimate.
For share-based payments granted to non-employees, the compensation expense is measured at the
fair value of the goods and services received except where the fair value cannot be estimated in which
case it is measured at the fair value of the equity instruments granted. The fair value of share-based
compensation to non-employees is periodically re-measured until counterparty performance is
complete, and any change therein is recognized over the period and in the same manner as if we had
paid cash instead of paying with or using equity instruments. Consideration paid by employees or nonemployees on the exercise of stock options is recorded as share capital and the related share-based
compensation is transferred from share-based reserve to share capital.
Our plan does not feature any options for cash settlement.
Amendments to IFRS 2, issued in June 2016, provide clarification on how to account for certain types of
share-based payment transactions. The amendments provide requirements on the accounting for:
•
•

The effects of vesting and non-vesting conditions on the measurement of cash-settled sharebased payments;
Share-based payment transactions with a net settlement feature for withholding tax obligations;
and
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•

A modification to the terms and conditions of a share-based payment that changes the
classification of the transaction from cash-settled to equity-settled.

The amendments are effective for reporting periods beginning on or after January 1, 2018. There is no
impact to our consolidated financial statements for the period January 1, 2018 to December 31, 2018.
(n) Warrants
Warrants that have been issued in combination with common shares are accounted for under IAS 32,
Financial Instruments: Presentation. Equity Classification applies to instruments where a fixed amount
of cash (or liability) denominated in the issuer’s functional currency is exchanged for a fixed number of
shares.
In calculating the value of the warrants, we use the Black Scholes option model and incorporate the
following key inputs: LiveWell’s stock price, expected life of the warrant, volatility of LiveWell’s stock
price, dividend yield and the risk-free interest rate.
(o) Valuation of equity units
We adopted the residual value method with respect to the measurement of common shares and
warrants issued as “Units” under a private placement. Under the residual method, we first allocate
value to the more easily measurable component based on fair value and then the residual value, if any,
to the less easily measurable component.
The fair value of the common shares issued in private placements is determined to be the more easily
measurable component and are valued at fair value, as determined by the closing price on the issuance
date. The balance, if any, is allocated to the attached warrants. Any fair value attributed to the warrants
is recorded to reserves. If the warrants expire unexercised, the value attributed to the warrants is
transferred to accumulated deficit.
(p) Revenue recognition
IFRS 15 supersedes previous accounting standards for revenue, including IAS 11, Construction
Contracts, and IAS 18, Revenue, and all existing IFRS revenue interpretations. IFRS 15 introduced a
single model for recognizing revenue from contracts with customers. This standard applies to all
contracts with customers (with limited exceptions), regardless of the type of revenue transaction or the
industry. The standard requires revenue to be recognized in a manner that depicts the transfer of
promised goods or services to a customer and at an amount that reflects the consideration expected
to be received in exchange for transferring those goods or services.
To determine the amount and timing of revenue to be recognized, the below mentioned 5-step process
is followed:
1.
2.
3.
4.
5.

Identify the contract with a customer;
Identify the performance obligations in the contract;
Determine the transaction price;
Allocate the transaction price to the performance obligations in the contract; and
Recognize revenue when (or as) the entity satisfies a performance obligation.

The performance obligations are the transfer of control of goods to the customer.
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Given LiveWell has insignificant revenue since its inception in 2015, the adoption of IFRS 15 has not
had a material impact on LiveWell’s consolidated financial statements, except for additional required
disclosures.
(q) Research and development (“R&D”) costs
Research costs are recognized in the P&L as incurred. We capitalize development expenditures
only if development costs can be measured reliably, the product or process is technically and
commercially feasible, future economic benefits are probable, and LiveWell intends to and has
sufficient resources to complete the development to use or sell the asset. Otherwise, development
expenditures are recognized in the P&L as incurred.
(r)

Income taxes

Income taxes comprise current and deferred taxes. Income taxes are recognized in the P&L, except to
the extent that they relate to a business combination or items recognized in other comprehensive
income (loss) or directly to equity.
1) Current taxes
The taxes currently payable are based on the taxable income for the year, using tax rates enacted
or substantively enacted at the dates of the Consolidated Statements of Financial Position in the
countries where the Parent and its subsidiaries operate and generate taxable income.
Additionally, it includes any adjustment to tax payable in respect of previous years. Taxable profit
differs from IFRS profit because it excludes items of income or expense that are taxable or
deductible in other years and it further excludes items that are never taxable or deductible.
2) Deferred taxes
Deferred taxes are recognized using the asset and liability method. Under this method, deferred
tax assets and liabilities are recognized for the estimated tax effects of temporary differences
between financial reporting and taxable income (loss) and for tax credit and loss carryforwards.
This is measured on a non-discounted basis using tax rates and laws that were enacted or
substantively enacted at the dates of the Consolidated Statements of Financial Position and are
expected to apply when the deferred tax asset or liability is settled. The effect on deferred tax
assets and liabilities of a change in statutory tax rates is recognized in profit or loss in the year of
change.
Recognition of deferred tax assets for unused tax losses, tax credits and deductible temporary
differences is restricted to those instances where it is probable that future taxable profit will be
available against which the deferred tax asset can be utilized. At the end of each reporting period,
management reassess unrecognized deferred tax assets. We recognize a previously
unrecognized deferred tax asset to the extent that it has become probable that future tax profit
will allow the deferred tax asset to be recovered.
Deferred tax assets and liabilities are offset if there is a legally enforceable right to offset current
tax liabilities and assets and they relate to income taxes levied by the same tax authority on
the same taxable entity, or on different tax entities, but they intend to settle current tax liabilities
and assets on a net basis or their tax assets and liabilities will be realized simultaneously.
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(s) Earnings (loss) per share
We present basic and diluted earnings (loss) per share (“EPS”) data. Basic EPS is calculated by
dividing the net earnings (loss) attributable to LiveWell’s common shareholders by the weighted
average number of common shares outstanding during the period. Diluted EPS is determined by
adjusting the net earnings (loss) attributable to common shareholders and the weighted average
number of common shares outstanding, for the effects of all potential dilutive shares. The diluted
EPS is equal to the basic EPS when the effect of stock options is antidilutive as it would decrease
the EPS.
(t)

Financial instruments

IFRS 9 sets out requirements for recognizing and measuring financial assets, financial liabilities and
some contracts to buy or sell non-financial items. This standard replaces IAS 39 Financial
Instruments: Recognition and Measurement. IFRS 9 largely retains the existing requirements in IAS
39 for the classification and measurement of financial liabilities. However, it eliminates the previous
IAS 39 categories for financial assets of held to maturity, loans and receivables and available for
sale.
IFRS 9 uses a single approach to determine whether a financial asset is classified and measured at
amortized cost or at fair value. The classification and measurement of financial assets is based on
the Company’s business models for managing its financial assets and whether the contractual cash
flows represent solely payments of principal and interest (“SPPI”). Financial assets are initially
measured at fair value and are subsequently measured at either (i) amortized cost; (ii) fair value
through other comprehensive income (“FVTOCI”), or (iii) at fair value through profit or loss (“FVTPL”).
•

Amortized Cost
Financial assets classified and measured at amortized cost are those assets that are held
within a business model whose objective is to hold financial assets in order to collect
contractual cash flows, and the contractual terms of the financial asset give rise to cash flows
that are SPPI. Financial assets classified at amortized cost are measured using the effective
interest method.

•

Fair value through other comprehensive income
Financial assets classified and measured at FVTOCI are those assets that are held within a
business model whose objective is achieved by both collecting contractual cash flows and
selling financial assets, and the contractual terms of the financial asset give rise to cash flows
that are SPPI.
This classification includes certain equity instruments where IFRS 9 allows an entity to make
an irrevocable election to designate the equity instruments as FVOCI, on an instrument-byinstrument basis, unless the asset is:
➢
➢

Held for trading, or
Contingent consideration in a business combination.

Under this option, only qualifying dividends are recognized in profit and loss. Changes in fair
value are recognized in OCI and never reclassified to profit or loss, even if the asset is
impaired, sold or otherwise derecognized.
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•

Fair value through profit or loss
Financial assets classified and measured at FVTPL are those assets that do not meet the
criteria to be classified at amortized cost or at FVTOCI. This category includes debt
instruments whose cash flow characteristics are not SPPI or are not held within a business
model whose objective is either to collect contractual cash flows, or to both collect contractual
cash flows and sell the financial asset.

Consistent with IAS 39, financial liabilities under IFRS 9 are generally classified and measured at fair
value at initial recognition and subsequently measured at amortized cost.
The following table summarizes the original measurement categories under IAS 39 and the new
measurement categories under IFRS 9 for each class of LiveWell’s financial assets and financial
liabilities.

IAS 39 Classification IFRS 9 Classification
Financial assets
Cash
Loans and receivables
Restricted short term investments
Loans and receivables
Amounts receivable
Loans and receivables
Financial liabilities
Accounts payable and accrued liabilities
Other liabilities
Loans and Borrowings
Other liabilities
Subscription deposits
Other liabilities
Bank indebtedness
Other liabilities
Due to Acenzia shareholders (Promissory notes)
Other liabilities
Customer deposits
Other liabilities

Amortized cost
Amortized cost
Amortized cost
Amortized cost
Amortized cost
Amortized cost
Amortized cost
Amortized cost
Amortized cost

Impairment
IFRS 9 replaces the ‘incurred loss’ model in IAS 39 with an ‘expected credit loss’ (“ECL”) model
where credit losses that are expected to transpire in futures years are provided for, irrespective of
whether a loss event has occurred or not as at the balance sheet date. The new impairment model
applies to financial assets measured at amortized cost, contract assets and debt investments at
FVOCI, but not to investments in equity instruments. Under IFRS 9, credit losses are recognized
earlier than under IAS 39.
Under IFRS 9, loss allowances are measured on either of the following bases:
•

12-month ECLs: These are ECLs that result from possible default events within the 12
months after the reporting date; and

•

Lifetime ECLs: These are ECLs that result from all possible default events over the expected
life of a financial instrument.

Measurement of ECLs
ECLs are a probability-weighted estimate of credit losses. Credit losses are measured as the present
value of all cash shortfalls (i.e. the difference between the cash flows due to the entity in accordance
with the contract and the cash flows that the Group expects to receive).
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ECLs are discounted at the effective interest rate of the financial asset.
For trade receivables, we have applied the simplified approach under IFRS 9 and calculated ECLs
based on lifetime expected credit losses taking into considerations historical credit loss experience
and financial factors specific to the debtors and general economic conditions.
There was no material impact to LiveWell’s consolidated financial statements based on adoption of
IFRS 9.
Fair Value Hierarchy
In line with IFRS 13, Fair Value Measurement, we categorize LiveWell’s financial instruments,
measured at fair value in the Consolidated Statement of Financial Position, including its financial
assets and financial liabilities, into a three-level fair value measurement hierarchy as follows:
Level 1: The fair value is determined directly by reference to unadjusted quoted prices in active
markets for identical assets and liabilities.
Level 2: The fair value is estimated using a valuation technique based on observable market data,
either directly or indirectly.
Level 3: The fair value is estimated using a valuation technique based on unobservable data.
(u) Segment reporting
Operating segments are reported in a manner consistent with the internal reporting provided to the
chief operating decision-maker (“CODM”). The CODM is responsible for allocating resources and
assessing performance of the operating segments. Management has determined that LiveWell has
only one operating segment.
(v) Future changes in accounting policy and disclosures
Relevant to LiveWell, the following standards have been issued by the IASB but were not yet effective
for LiveWell’s year ended December 31, 2018.
IFRS 16 Leases (“IFRS 16”)
In January 2016, the IASB issued IFRS 16, which replaces the existing leases guidance including
IAS 17 Leases.
IFRS 16 introduces a single, on-balance sheet lease accounting model for lessees. A lessee
recognizes a right-of-use asset representing its right to use the underlying asset and a lease liability
representing its obligation to make lease payments. There are recognition exemptions for short-term
leases and leases of low-value items. Lessor accounting remains similar to the current standard –
i.e. lessors continue to classify leases as finance or operating leases.
The new standard will be effective for annual periods beginning on or after January 1, 2019, with
earlier application permitted for entities that apply IFRS 15 Revenue from Contracts with Customers
at or before the date of initial adoption of IFRS 16.
The Company is currently assessing the impact of this new standard on its consolidated financial
statements.
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4.

CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS
The preparation of the consolidated financial statements in conformity with IFRS requires management
to make judgments, estimates and assumptions about future events that can have a material impact
on the amounts reported in LiveWell’s consolidated financial statements and accompanying notes.
Consequently, actual results could differ materially from those estimated. The following are deemed
to be critical accounting policies by management for the years ended December 31, 2018 and 2017,
as these require a high level of subjectivity and judgment and could have a material impact on
LiveWell’s consolidated financial statements.
Business Combinations
Management exercises judgment in determining whether an acquisition is a business combination or
an asset acquisition. The acquisitions for Sole Produce and Acenzia Inc. were accounted for by the
acquisition method (Notes 6 and 7 respectively).
Under the acquisition method, assets acquired (including intangible assets) and liabilities assumed as
part of the business combination are recorded at their fair value at the date of acquisition. In
determining the allocation of the purchase price in a business combination, including any acquisitionrelated contingent consideration, management estimates the fair value of identifiable assets and
liabilities based on observable market inputs and third-party valuation appraisal. When applicable, the
contingent consideration is measured at its acquisition-date fair value and included as part of the
consideration transferred in a business combination. Contingent consideration that is classified as
equity is not remeasured at subsequent reporting dates and its subsequent settlement is accounted
for within equity. Contingent consideration that is classified as an asset or a liability is remeasured at
subsequent reporting dates in accordance with IAS 39, or IAS 37 Provisions, Contingent Liabilities and
Contingent Assets, as appropriate, with the corresponding gain or loss being recognized in profit or
loss.
In some cases, contingent payments are recognized in the income statement over the service period
if it is deemed to be remuneration, if certain conditions are met. Some of the important considerations
are:
▪
▪
▪
▪
▪
▪
▪

Continuing employment;
Duration of continuing employment;
Level of remuneration (excluding contingent payment);
Incremental payments to employees;
Number of shares owned;
Linkage to the valuation (that is, is the contingent payment compensating for low upfront
consideration); and
Formula for determining consideration.

Contingent payments that are forfeited if employment ceases are accounted for as remuneration
regardless of whether other indicators point towards the payment being classified as consideration.
Where applicable, we recognize any non-controlling interest in the acquiree on an acquisition-byacquisition basis, either at fair value or at the non-controlling interest’s proportionate share of the
recognized amounts of the acquiree’s identifiable net assets.
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Acquisition-related costs are recognized as expenses in the periods in which the costs are incurred
and the services are received (except for the costs to issue debt or equity securities which are
recognized according to specific requirements).
The excess of the aggregate of (a) the consideration transferred to obtain control, the amount of any
non-controlling interest in the acquiree over (b) the net of the acquisition-date amounts of the
identifiable assets acquired and the liabilities assumed, is recognized as goodwill as of the acquisition
date.
Share-based compensation
We have granted stock options to employees, directors and consultants (Note 19). To estimate the fair
value of stock option grants, we used the Black-Scholes option pricing model. This valuation model
requires the following significant inputs/assumptions: the underlying stock price, expected life,
volatility, dividend yield, and risk-free interest rate.
For the options in 2017 and the first six months of 2018 granted prior to the Qualifying Transaction,
the underlying common stock was not trading on an active listing. Accordingly, for the significant inputs
in the Black-Scholes option pricing model, management made the following assumptions:
•
•
•

Underlying stock price: Set the stock price based on the equity offering from non-brokered
private placements at or near the grant date of the options.
Underlying stock price volatility: Based on historical data of comparable publicly traded
companies in the cannabis industry.
Expected life: Given the limited history of the stock option plan and LiveWell, setting expected
life was inherently subjective. Management assumed the majority of option holders will exercise
within the first two and half years of the five-year life of the options.

Additionally, management is required to make an estimate of future forfeitures at the time of each grant
and reduce the share-based compensation charge accordingly. This was also inherently subjective
due to the limited history of LiveWell.
Refer to Note 19(c) for further details on key assumptions used by management.
Provision for bad debts
At each reporting period, we perform an impairment review process for all financial assets. An
impairment exists when there is objective evidence of impairment as a result of one or more events
that have occurred after initial recognition of the asset and that the event has an impact on the
estimated future cash flows of the financial asset or the group of financial assets.
Given the limited history of LiveWell, including Acenzia, management exercised significant judgement
in calculating the ECL at December 31, 2018.
Estimated useful lives and depreciation and amortization of property, plant & equipment
(PP&E) and intangible assets
As a result of the acquisition of Sole Produce and Acenzia, we have acquired property, plant &
equipment (Note 12). Management based the estimated useful lives of the respective PP&E based
on current conditions and information provided by third party appraisals.
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Assessing the probability of utilizing deferred tax assets
Deferred tax assets are recognized for unused tax losses and credits to the extent that it is probable
that taxable income will be available against which the losses can be utilized. As part of this evaluation,
management considers the likely timing and the level of the reversal of existing timing differences,
future taxable income and future tax planning strategies. These estimates are reviewed at every
reporting date.
Due to LiveWell’s limited history and its current and historical operating losses, management has
concluded the “probable” threshold for recognition of deferred tax assets was not met and therefore
no deferred tax asset was recorded at December 31, 2018 and 2017 (Note 21).
Impairment of long-lived assets
As previously noted, we test long-lived assets for impairment at the end of each financial reporting
period or whenever events or changes in circumstances indicate that the carrying value may not be
recoverable. An impairment loss is recognized in the P&L whenever the carrying amount of the nonfinancial asset or its CGU exceeds its recoverable amount.
In light of the going concern uncertainty as disclosed in Note 2(a), the recoverability analysis required
significant management judgement.
Goodwill
The outstanding goodwill balance at December 31, 2018 is attributable to the Acenzia acquisition on
December 14, 2018 as well as to the Sole Produce acquisition on December 31, 2017.
Sole Produce was converted to the Artiva Cannabis Facility and accordingly this is the CGU for the
purpose of the goodwill impairment test attributable to the Sole Produce acquisition.
The recoverable amount of these CGUs is based on a “value in use” calculation that is subject to
significant management judgement including:
•
•
•
•

the number of years to use in the cash flow projection;
the revenue growth rate;
the production costs; and
the discount rate reflecting current market conditions for our sector.

In the fourth quarter of 2018, a goodwill impairment test was performed for the goodwill attributable to
the Sole Produce acquisition in 2017. Management exercised significant judgment in concluding that
the goodwill was not impaired.
The CGU relating to the Acenzia goodwill was not identified for the year ended December 31, 2018
(Note 14).
PP&E
Approximately $14.2 million of the total PP&E at December 31, 2018, relates to the Artiva Cannabis
Facility. Based on an independent appraisal report dated September 10, 2018, for the retrofit
completed to date, the market value was higher than its carrying value at December 31, 2018, after
adjusting for the additional investment we made since the appraisal report. Accordingly, management
concluded the carrying value of the Artiva Cannabis Facility was not impaired.
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Approximately $9.2 million of the total PP&E at December 31, 2018 relates to the Litchfield Project,
the future site of our Research and Innovation Center. In April 2018 we acquired the property for $4.7
million and incurred demolition costs of the existing building and site preparation. While the
construction is currently on hold pending securing financing from the private and public sector,
management is confident in raising additional funds and resuming the project mid-2019 and therefore
no impairment charge for the year ended December 31, 2018.
Inventory impairment
Inventory is comprised of raw materials, finished goods, work-in-progress and packaging material. At
the end of each reporting period, the Company performs an assessment of inventory obsolescence to
measure inventory at the lower of cost or net realizable value. Factors considered in the determination
of obsolescence include slow-moving or non-marketable items. As at December 31, 2017 inventory
impairment of $0.2 million related to Acenzia has been recorded.
5. REVERSE TAKEOVER (“RTO”)
On June 19, 2018, Percy Street completed its Qualifying Transaction (the “QT”) with LiveWell Foods
Canada Inc. by way of a three-cornered acquisition and amalgamation among, Percy Street, its whollyowned subsidiary (108311891 Canada Inc.) and LiveWell Foods Canada Inc. Percy Street acquired
all the issued and outstanding securities of LiveWell Foods Canada Inc. by issuing an aggregate of
122.8 million common shares, 1.1 million Series 1 preferred shares, 1.1 million Series 2 preferred
shares, and 3.6 million Series 3 preferred shares (see Note 19). This QT resulted in an RTO as the
common shareholders of LiveWell Foods Canada Inc. owned approximately 97% of the total issued
and outstanding common shares of Percy Street on a non-diluted basis. As part of the QT, Percy Street
was renamed to LiveWell Canada Inc. (“LiveWell”).
The RTO of Percy Street was accounted for under IFRS 2, Share-based Payment. Accordingly, the
RTO was accounted for at the fair value of the equity instruments granted by the shareholders of
LiveWell Foods Canada Inc. to the shareholders and option holders of Percy Street. The difference
between the fair value of the consideration (including the outstanding options) and the fair value of
Percy Street’s net assets, was recognized as a listing expense in the Consolidated Statements of Net
Loss and Comprehensive Loss for the year ended December 31, 2018. The fair value of the options
granted to Percy Street’s former directors and officers was estimated using the Black-Scholes option
pricing model with the following key inputs:
Exercise price
Expected life
Dividends
Volatility
Risk free interest rate

$0.30
1 year
Nil
60%
1.88%

These options vested immediately.
The results of operations of Percy Street are included in the Consolidated Statements of Net Loss
and Comprehensive Loss of LiveWell from the date of the QT.
The following represents management’s estimate of the fair value of the net assets acquired and total
consideration transferred at June 19, 2018, the closing date of the QT (‘000s).
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Fair value of Percy Street shares prior to QT
(3,700 shares at $0.936 per share)
Options
Total consideration transferred
Less: net assets acquired from Percy Street
Excess attributed to cost of listing
Professional, consulting and other fees
Total listing costs

$

$

3,463
203
3,666
6
3,660
385
4,045

The net assets acquired include the following (‘000s):

Cash
Amounts receivable
Accounts payable and accrued liabilities
Net assets acquired

$

206
1
(201)
6

Immediately prior to the closing of the QT, Percy Street consolidated its 11.1 million common shares
and 1.1 million stock options on a 3 to 1 basis to 3.7 million common shares and 0.4 million options,
respectively.

6. Acquisition of Sole Produce
On December 31, 2017, we acquired 100% of the issued and outstanding common shares of 1019884
Ontario Inc. and 1496013 Ontario Inc. (collectively operated as “Sole Produce”), a local family farming
business with 100 acres of land and hosts 540,000 square feet (“SFT”) of Dutch engineered, gutter
connect greenhouses and 200,000 SFT of small greenhouses. Subject to obtaining appropriate
licenses from Health Canada and retrofitting a portion of the greenhouses, LiveWell plans to cultivate,
process and distribute cannabis (known herein as the Artiva Cannabis Facility). For 2018, we continued
to produce, market and sell premium quality vegetables (the farming business of Sole Produce).
The acquisition was accounted for as a business combination under IFRS.
At the closing of the acquisition of Sole Produce, the net cash inflow was as follows (‘000s).
Cash acquired
Consideration paid in cash
Net cash inflow

$ 1,126
833
$ 293

The total purchase price was $11.6 million as per the agreement; however, this total included debt
assumption that already existed on Sole Produce’s financial position.
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The net purchase consideration comprised the following (‘000s).
Cash
Preferred Shares Series 1
Preferred Shares Series 2
Preferred Shares Series 3
Forgiveness of debt
Total purchase consideration

$

833
1,000
1,000
3,605
610
$ 7,048

Refer to Note 19(a) for further details on the preferred shares issued by LiveWell. The total purchase
price of $7.0 million was allocated as follows (‘000s).

Net assets acquired
Goodwill
Total purchase price

$ 3,506
3,542
$ 7,048

The fair value of the identifiable net assets acquired at the closing date included the following (‘000s).
Current assets
Cash
HST receivable
Due from shareholders
Other

$ 1,126
63
610
8
1,807

Non-current assets
Property, plant & equipment
Total assets acquired
Current liabilities
Accounts payable and accrued liabilities
Borrowings - current portion
Due to LiveWell (1)
Non-current liabilities
Deferred tax liability
Long-term debt

9,812
$ 11,619
$

625
10
512
1,147
877
6,089
6,966

Total liabilities assumed

$ 8,113

Net assets acquired

$ 3,506

(1) Eliminated on consolidation

We incurred acquisition-related costs of $0.05 million for the acquisition of Sole Produce, which were
recorded in G&A in 2017.
Had the acquisition occurred on January 1, 2017, management estimates that LiveWell’s proforma
consolidated revenue would have been $2.2 million and net loss $0.3 million for the year ended
December 31, 2017.
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On January 1, 2018, Sole Produce was amalgamated with our wholly-owned subsidiary, Artiva Inc., and
the newly amalgamated company retained the name of Artiva Inc.
7. Acquisition of Acenzia
On December 14, 2018, LiveWell entered a definitive agreement to acquire 100% of the issued and
outstanding shares of Acenzia for $20 million in cash and common shares, including $8 million
contingent consideration subject to attaining performance milestone in 2019. This acquisition closed on
March 29, 2019.
Acenzia is an advanced developer and manufacturer of natural health products and dietary supplements
based in Tecumseh, Ontario. Management believes this acquisition will enable LiveWell in its plan to
become a fully integrated global CBD life sciences company. Acenzia’s has manufacturing capabilities
and distribution networks within the health and dietary supplements markets to allow it to deliver
products to targeted consumer markets.
Based on LiveWell’s ability to control Acenzia’s financial and operating policies effective from December
14, 2018, this was deemed to be the acquisition date under IFRS. Accordingly, these consolidated
financial statements include Acenzia’s financial position and its results from operations from December
14, 2018.
The acquisition of Acenzia was accounted for as a business combination under IFRS.
At the acquisition date, there was no net cash inflow as the purchase consideration did not have any
cash component and Acenzia had a nil cash position due to its bank indebtedness (see Note15).
The total purchase consideration of $20 million for the acquisition comprised of the following:
▪

$2 million of promissory notes bearing interest at 10% per annum and maturing on June
30, 2019; and

▪

$10 million of LiveWell common shares at closing; and

▪

$8 million of LiveWell common shares in escrow, subject to achieving a minimum adjusted
EBITDA in calendar 2019 as defined in the definitive agreement.

The fair value of LiveWell common stock was set at $0.84 per share to settle the $18 million in common
shares, based on the 20-day weighted average up to November 30, 2018 in accordance with the
definitive agreement. Accordingly, at December 31, 2018, 21.4 million common shares of LiveWell
were reserved for this acquisition, of which 9.5 million common shares will be held in escrow. These
common shares were issued in March 2019.
For financial reporting purposes, we have adjusted the fair value of the common shares issued to $0.74
from $0.84 to reflect the last closing stock price of LiveWell on December 3, 2018 prior to the stock halt
for the pending the RTO by Vitality. This resulted in decreasing the purchase consideration payable
from $20.0 million to $16.5 million with the following breakdown (‘000s).
Promissory notes

$

Common shares
Total purchase price

2,000
14,499

$

16,499
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Following a third-party business valuation of Acenzia’s intangible assets, LiveWell allocated the $16.5
million purchase consideration as follows (in ‘000s):
Net assets acquired
Goodwill
Total purchase price

$
$

9,661
6,838
16,499

The fair value of the identifiable net assets acquired included the following (in ‘000s):

Current assets
Inventory
Accounts receivable
Prepaid expenses
Non-current assets
Intellectual property
Land and Building
Machinery & Equipment
Customer relationships
Computers
Furniture & Fixtures
Total assets acquired
Current liabilities
Current portion of long-term debt
Bank indebtedness
Accounts payable and accrued liabilities
Customer deposits
Current portion of obligations under capital leases
Non-current liabilities
Long term debt
Due to related parties
Deferred tax liability
Obligation under capital lease

$ 1,189
879
71
2,139
11,541
2,985
1,956
1,249
55
9
17,795
$ 19,934
2,404
2,075
1,157
271
56
5,962
372
371
3,451
118
4,311

Total liabilities assumed

$ 10,274

Net assets acquired

$ 9,661
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The following amounts have been measured in context of the Accounts receivable as on December 14,
2018:
▪
▪
▪

The fair value of the receivables was $0.9 million.
The gross contractual amounts receivable was $1.3 million.
The estimated contractual cash flows not expected to be collected were $0.4 million.

Had the acquisition occurred on January 1, 2018, management estimates that LiveWell’s proforma
consolidated revenue would have increased by $6.2 million and the net loss would have increased by
$3.0 million for the twelve months ended December 31, 2018.

8. RESTRICTED SHORT-TERM INVESTMENT
Short-term investment consists of a $125 thousand redeemable term deposit that matured on March 28,
2019, with an annual interest rate of 1.30%. This is collateral to secure the office lease (Note 25). On
March 28, 2019, we renewed the redeemable term deposit to $75 thousand.

9. AMOUNTS RECEIVABLE
The breakdown of the amounts receivable was as follows (in ‘000s):

December 31, December 31,
2018
2017
Amounts receivable:
Promissory note due from related party
Trade receivable
Due from Vitality
Commodity tax receivable
Due from employees
Loans to directors
Provision for doubtful accounts
Total amounts receivable

$

$

1,997 $
1,011
477
941
28
4,454
(2,017)
2,437 $

1,770
130
115
2
60
2,077
(1,770)
307

In 2017 and early 2018, under a promissory note agreement, we have advanced a cumulative $2.0
million interest free to Delisse Fine Cuisine Inc. (“Delisse”), a family business related to one of the
Founders (Note 24). While it was our intention to make a significant equity investment in Delisse in
early 2018 to complement our functional food strategy; we modified our strategy to be a dedicated
hemp and cannabis company (Note 1). As a result, we ceased funding Delisse’s capital expenditure
needs. Our promissory note was secured by a general security agreement (“GSA”) over Delisse’s
assets.
In 2018, Delisse sold the majority of its assets and business to a third party (“Private Co”) in exchange
for 22% equity ownership in Private Co, an organic and natural food manufacturing company based in
Ottawa. We agreed to release the GSA on Delisse’s assets to facilitate this transaction in return for a
security pledge over Delisse’s equity ownership in Private Co. Due to lack of available financial
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information and visibility on the performance of Private Co to assess recoverability of our $2.0 million
promissory note, management continued to carry a full provision at December 31, 2018.
10. PREPAID EXPENSES AND OTHER
The breakdown of prepaid expenses and other is as follows (‘000s):

Deposit for hemp CBD biomass (Note 25)
Prepaid expenses
Total

December 31, December 31,
2018
2017
$
3,821 $
922
-71
$
4,743 $
71

11. INVENTORY
The breakdown of inventory was as follows (in ‘000s):
December 31,
2018
Raw Material
Work-in-process
Packaging and supplies
Finished goods

$

859 $
143
145
45
1,192
(183)

32
513
545
-

$

1,009 $

545

Inventory impairment
Total inventory

December 31,
2017

During 2018, we impaired $0.5 million of O’Hemp inventory with a charge to cost of sales due to
change in company strategy.
In 2018, a total of $1.38 million (2017 - $0.03 million) of inventories was included as an expense,
including $0.5 million (2017 - $0.03 million) resulting from a direct write-down of inventories.
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12. PROPERTY, PLANT AND EQUIPMENT (“PP&E”)
The following table provides a continuity of our PP&E for the year ended December 31, 2018 (in ‘000s):
COST

Computer equipment
Furniture and fixtures
Production equipment
Building and improvements
Greenhouse and improvements
Vehicles and trailers
Leasehold Improvements
Land
Construction in progress

December 31,
2017
$
35
250
7,750
112
1,700
373

Total

$

10,220

26
3
4,654
14,905

Additions
from Acenzia
Acquisition
$
55
9
1,956
2,675
310
-

Disposals
$
-

December 31,
2018
$
67
49
2,206
2,675
7,750
138
3
6,664
15,278

19,605

$

$

$

Additions
$

12
5
-

$

5,005

-

34,830

ACCUMULATED DEPRECIATION

$

4
9
65
3
414
25
-

Additions
from Acenzia
Acquisition
$
-

5

$

520

$

-

$

-

$

525

10,215

$

19,085

$

5,005

$

-

$

34,305

Computer equipment
Furniture and fixtures
Production equipment
Building and improvements
Greenhouse and improvements
Vehicles and trailers
Leasehold Improvements
Land
Construction in progress

December 31,
2017
$
5
-

Total

$

Net Carrying Values

$

Additions

Disposals
$
-

December 31,
2018
$
4
14
65
3
414
25
-

For the year ended December 31, 2018, we capitalized $0.2 million of borrowing costs associated
with the construction of the Artiva Cannabis Facility.
Additionally, as part of the land purchase transaction for the Litchfield Project made in April 2018, we
have the option to buy the adjacent property of approximately 1,041 acres for $5.0 million on or
before June 1, 2019.
The bank indebtedness (see Note 15) grant the lender a general security interest upon all of the
assets acquired from Acenzia.
Included in computer equipment is $12 thousand under capital lease, expiring in June 30, 2022 with
a cost of $24 thousand and accumulated depreciation of $12 thousand.
Included in production equipment is $146 thousand under capital lease, expiring between October
2021 and August 2022, with a cost of $206 thousand and accumulated depreciation of $60 thousand.
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The following table provides a continuity of our PP&E for the 12 months ended December 31, 2017
(in ‘000s):

COST
Additions
Balance at
from Sole
Balance at
January 1,
Produce
December 31,
2017
Acquisition
2017
Additions
Disposals
Furniture and fixtures
$
Production equipment
Greenhouse and improvements
Vehicles and trailers
Land

-

Construction in progress

Total

$

$

-

35 $
-

-

-

$

-

$

35

250

-

250

7,750

-

7,750

-

-

112

-

112

-

-

1,700

-

1,700

-

373

-

-

373

-

$

408 $

9,812 $

-

$

10,220

ACCUMULATED DEPRECIATION
Additions
Balance at
from Sole
Balance at
January 1,
Produce
December 31,
2017
2017
Additions Acquisition Disposals
Furniture and fixtures
$
Production equipment
Greenhouse and improvements
Vehicles
Land

-

Construction in progress

$

5 $

-

$

-

$

5

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

Total

$

-

$

5 $

Net Carrying Values

$

-

$

403 $

-

$

-

$

5

9,812

$

-

$

10,215
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13. INTANGIBLE ASSETS

The following table provides the details of the intangible assets for the year ended December 31,
2018 (in ‘000s):

COST

(in thousands)

Customer relationships
Intellectual property rights
Total

Additions from
December 31,
Acenzia
December 31,
2017
Acquisition Disposals
2018
$
$
1,249 $
$
1,249
11,541
11,541
$
$
12,790 $
$
12,790

ACCUMULATED AMORTIZATION

Customer relationships
Intellectual property rights
Total

December 31,
2017
$
$
-

Net Carrying Values

$

(in thousands)

-

Additions from
Acenzia
December 31,
Acquisition Disposals
2018
$
3 $
$
3
30
30
$
33 $
$
33
$

12,757

$

-

$

12,757

14. GOODWILL
The following table provides a continuity of goodwill for the years ended December 31, 2018 and
2017(in ‘000s):

Balance at December 31, 2016
Acquisition of Sole Produce (note 6)
Impairment
Balance at December 31, 2017
Acquisition of Acenzia (note 7)
Impairment
Balance at December 31, 2018

$

3,542
3,542
6,839
$ 10,381

For the purpose of the goodwill impairment review, the (CGU) for the acquisition of Sole Produce is
LiveWell’s wholly-owned subsidiary, Artiva. Management estimated the recoverable amount of the
CGU based on a “value in use” calculation. This entailed the preparation of estimated future cash
flows discounted to their present value using a pre-tax discount rate that reflects current market
assessments of the time value of money plus a risk margin for the risks associated with the acquired
assets.
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Subject to obtaining the required licenses from Health Canada for cultivation, processing and
distribution of cannabis, management prepared a three-year cash flow projection and incorporated
the following key assumptions:
▪ Revenue projections based on the following key factors:
✓
✓
✓
✓
✓
✓

Cannabis grow space
Average cultivation yields of dry flower
THC extraction readiness
THC extraction yield from dry flower
Average price per gram of dry flower
Average price per gram of THC isolate

▪

Production cost projections based on headcount, square footage of grow space and flat fee.

▪

A discount rate of 23% to reflect the high investment risk given the lack of historical
experience in cultivating, processing and distributing cannabis, and a terminal value growth
rate of 2%.

Based on this “value in use” calculation, management concluded the estimated recoverable amount
of the CGU is well in excess of its carrying amount at December 31, 2018, and therefore no
impairment charge was recognized for the year ended December 31, 2018.
Goodwill of $6.8 million, recorded in context of the Acenzia transaction on December 14, 2018 reflects
the synergies expected to be derived from the Acenzia operations with the other components of
LiveWell. Given the short time period from the transaction date and the year-end date, the initial
allocation of goodwill to a specific CGU has not been completed as at December 31, 2018. This initial
allocation would be made before the end of the first annual period beginning after the acquisition
date.

15. BANK INDEBTEDNESS
As part of the acquisition of Acenzia in December 2018, LiveWell has assumed bank indebtedness.
Acenzia has a credit facility of up to $2.1 million with the Toronto-Dominion Bank (TD Bank) based
on a financial margin which bears interest at prime plus 0.75%. At December 31, 2018, the
outstanding balance was $2.0 million. This facility is currently under forbearance and is repayable
on demand to TD Bank. In light of LiveWell’s pending closing of its acquisition of Acenzia, TD Bank
agreed to extend the forbearance to the end of April 2019. In return, LiveWell has committed to fully
repay the credit facility and equipment loans, which amount to $2.2 million.
This facility is secured by a general security agreement on all Acenzia’s assets, postponement and
assignment of owed amounts to the selling shareholders of Acenzia, subordination priority over
BDC’s security interest (see Note 18), and personal guarantees of $0.4 million by the selling
shareholders of Acenzia.

30 | P a g e

LIVEWELL CANADA INC.
Notes to the Consolidated Financial Statements
Years ended December 31, 2018 and 2017
(Expressed in Canadian Dollars, except otherwise noted)

16. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES
The following table provides a breakdown of LiveWell’s accounts payable and accrued liabilities for
the years ended December 31, 2018 and 2017 (in ‘000s):

Trade payables
Accrued liabilities
Payroll liabilities
Total

December 31, December 31,
2018
2017
$
7,835 $
918
272
624
139
$
8,246 $
1,542

The trade payables balance of $7.8 million is comprised of amounts due to suppliers and contractors
mainly related to the work done for our Artiva Cannabis Facility and the Litchfield Project last summer.
During the first quarter of 2019, we have agreed with most of these creditors a payment schedule for
the outstanding balance. One contractor has placed a lien on the Litchfield property for non-payment
of $1.6 million for demolition services (see Note 25 under “Contingencies”).

17. CAPITAL LEASES
The following is breakdown of LiveWell’s capital leases (in ‘000s):
December 31,
2018

Maturity Date

December 31,
2017

Capital lease obligation bearing interest at
3.10%. Repayable in monthly blended
instalments of $4. Secured by related asset
with a carrying value of $169.

October 31, 2021

Capital lease obligation bearing interest at
1.76%. Repayable in monthly blended
instalments of $0.5. Secured by related asset
with a carrying value of $15.

August 31, 2022

22

-

Capital lease obligation bearing interest at
1.29%. Repayable in monthly blended
instalments of $0.5. Secured by related asset
with a carrying value of $24.

June 30, 2022

19

-

$

Total borrowings
Less: current portion
$

133 $

174
(56)
118 $

-

-

The payments for the next five years are as follows:
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2019
2020
2021
2022

$

$

56
58
53
7
174

18. BORROWINGS
The following is breakdown of LiveWell’s borrowings (in ‘000s):

(in thousands)

Lender

December 31,
2018

Maturity Date

December 31,
2017

Mortgage payable with a two year term,
interest only monthly payment at an annual
interest rate of 7.99%; bullet principal payment
due at maturity (1)

Private
Lender

November 1, 2019

Mortgage payable with a one year term,
interest only monthly payment at an annual
interest rate of 8%; bullet principal payment
due at maturity (2)

Selling
Owner

April 23, 2019

Vehicle loan payable with a seven year term
bearing an annual interest rate of 5.49%

RBC

October 20, 2024

Loan bearing interest at a floating base rate
plus a variance of 1%. Repayable in monthly
blended payments of $5.6 thousand plus
interest.

BDC

May 31, 2041

1,495

-

Loan bearing interest at a floating base rate
plus a variance of 1%. Repayable in monthly
blended payments of $4.2 thousand plus
interest.

BDC

May 31, 2022

171

-

Equipment loan bearing interest at a rate of
4.89% repayable with monthly blended
payments of $2.6 thousand. Secured by
certain assets.

TD Bank

December 31, 2021

87

-

Equipment loan bearing interest at a rate of
4.93% repayable with monthly blended
payments of $1.5 thousand. Secured by
certain assets.

TD Bank

June 30,2021

43

-

Loan with an annual interest rate of 6.5%;
interest only. Secured by inventories (3)

Private
Lender

July 3, 2021

750

-

$

3,920

85

Total borrowings
Less: current portion
Non-current portion

6,000 $

12,551
(12,107)
$

444 $

6,000

-

100

6,100
(13)
6,087

(1)

Secured by a first charge on Artiva’s land and a general security agreement on all of Artiva’s
assets. At the maturity, we have the right to renew it for an additional two years at an annual
interest rate of prime + 5%.

(2)

Secured by a first charge on the Litchfield property. We are currently in active discussion to
extend the maturity date of the mortgage by one year.
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(3)

On March 4, 2019, we issued 0.4 million common shares at $0.84 each to the private lender in
exchange for reducing the owed amount by 50% to $0.4 million.

The entirety of the borrowings owed to Business Development Bank of Canada (“BDC”) and TD Bank
are included in the current portion balance as financial covenants were not met at December 31,
2018 (see Note 29(i)). These borrowings were assumed as part of the Acenzia acquisition.
In addition to the above borrowing, in May 2018 we entered into the following credit facilities (in ‘000s)
with the Bank of Montreal (“BMO Credit Facilities”) :
• $400 letter of credit facility;
• $100 foreign exchange contract facility; and
• $50 corporate Mastercard facility.
The BMO Credit Facilities are secured by LiveWell’s cash for the amount outstanding. At December
31, 2018, we had no outstanding amount under the BMO Credit Facilities. During the year, we issued
a $0.2 million letter of credit to Hydro Québec for a substation project at Litchfield, Québec in
connection with the construction of our Research and Innovation Centre.
19. SHARE CAPITAL
a) Preferred Shares
The preferred shares consist of an unlimited number of preferred shares Series 1, 2, and 3, without
par value. In connection with the acquisition of Sole Produce in 2017 (see Note 6), we issued the
following preferred shares (in ‘000s):

Preferred Shares - Series 1
Preferred Shares - Series 2
Preferred Shares - Series 3
Total preferred shares

December 31, 2018
December 31, 2017
# of Shares
Value # of Shares
Value
1,068 $ 1,000
1,000 $ 1,000
1,068
1,000
1,000
1,000
3,605
3,605
3,605
3,605
5,741 $ 5,605
5,605 $ 5,605

In June 2018, the number of preferred shares for Series 1 and 2 was adjusted on a 1:1.0684 share
conversion basis as part of the QT (Note 5).
Convertible Preferred shares
The significant terms of the convertible preferred shares are as follows:
• At the holder’s sole discretion, Series 1 Preferred Shares may be converted to Livewell
common shares at a rate of $0.23399 per share (after share conversion adjustment) on or
before January 1, 2023. Accordingly, if fully converted, a total of 4.6 million common shares
would be issued.
• At the holder’s sole discretion, Series 2 Preferred Shares may be converted to Livewell
common shares at a rate of $0.43055 per share (after share conversion adjustment) on or
before January 1, 2023. Accordingly, if fully converted, a total of 2.5 million common shares
would be issued.
• Not entitled to dividends and no voting rights.
Subsequent to December 31, 2018, some of Series 1 and 2 Preferred Shares were converted by the
holders to LiveWell common shares (see Note 29 (e)).
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Redeemable Preferred shares
The significant terms of the redeemable Series 3 preferred shares are as follows:
• Not entitled to dividends and no voting rights.
• At LiveWell’s sole discretion, it may redeem the Series 3 preferred shares at $1.00 per share.
In the event of liquidation, dissolution, or wind-up of LiveWell, the holders of convertible and
redeemable preferred shares shall be paid in preference to the common shareholders.
b)

Common Shares
The share capital of LiveWell consists of an unlimited number of common shares, without par value.
The following table provides a summary of the common share activities for the years ended
December 31, 2018 and December 31, 2017.
# of
Common
Shares
('000s)
Balance at December 31, 2016

26,152 $

Value

985

Share issuances during the year:
Equity raises
Exercised seeding options by consultant
Exercised seeding options by Founders
Purchase of minority interest in LiveWell Quebec
Loans to directors for stock purchase
Total share issuances

17,598

5,924

534

125

8,639

2,022

21,285

9,164

2,029

60

50,086

17,295

Share issue costs

(644)

Share repurchase from former director

(2,029)

Balance at December 31, 2017

74,209 $

(60)
17,576

Share issuances during the year:
Exercised warrants

19,313
11

8,315
15

Issuance of units

16,012

13,649

Issuance of common shares for Canopy transaction

17,590

7,573

3,700

3,463

Equity raises

Issuance of common shares to Percy Street shareholders
Exercised stock options
Total share issuances
Share issue costs
Balance at December 31, 2018

854

298

57,479

33,313

-

(1,614)

131,688 $

49,275

Share Issuances
1) Equity raises
For the year ended December 31, 2018, we closed a non-brokered private
placement of 18.1 million (adjusted to 19.3 million after the QT) common shares at
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$0.46 each for total gross proceeds of $8.3 million, before $0.7 million commissions
and other share issuance costs.
For the year ended December 31, 2017, we held several non-brokered private
placements resulting in the issuance of 16.4 million (adjusted to 17.6 million after
QT) common shares for total proceeds of $5.9 million, before $0.6 million
commissions and other share issuance costs.
2) Issuance of units
On June 11, 2018, we closed a brokered private placement resulting in the issuance
of 9.4 million (adjusted to 10.0 million after the QT) Units at $1.00 each for gross
proceeds of $9.4 million. Each Unit consisted one common share and one-half of
one common share purchase warrant of LiveWell. Each warrant is exercisable into
one common share at $1.22 each for a period of two years. Additionally, we issued
0.5 million Agent Warrants (a warrant to buy a Unit as defined above) to the lead
broker and syndicate. For further details on warrants see below part (c) Equity
Reserves - Warrants. In connection with this placement, the total cash share issue
costs amounted to $0.8 million, which we allocated $0.7 million and $0.1 million to
common shares and warrants, respectively.
On September 6, 2018, we closed a non-brokered private placement resulting in the
issuance of 4.0 million Units at $1.25 each for gross proceeds of $5.0 million. Each
Unit consisted of one common share and one common share purchase warrant of
LiveWell (a "Warrant"). Each warrant is exercisable into one common share at $1.50
each for a period of 24 months from the date of closing (see below – part (c) Equity
Reserves - Warrants). If the volume weighted average price of the common shares
on the TSXV is equal to or greater than $2.00 for any 10 consecutive trading days,
LiveWell Canada may accelerate the expiry date of the Warrants to the date that is
180 days following the date of such written notice. The total cash share issue costs
amounted to $0.2 million, which we allocated $0.1 million and $0.1 million to common
shares and warrants, respectively.
On November 21, 2018, we closed a non-brokered private placement resulting in the
issuance of 1.9 million Units at $0.80 each for gross proceeds of $1.6 million. Each
Unit consisted one common share and one common share purchase warrant of
LiveWell. Each warrant is exercisable into one common share at $1.00 each for a
period of 24 months from the date of closing (see below – part (c) Equity Reserves
- Warrants). If the volume weighted average price of the common shares on the
TSXV is equal to or greater than $1.50 for any 10 consecutive trading days, LiveWell
Canada may accelerate the expiry date of the Warrants to the date that is 180 days
following the date of such written notice. The total cash share issue costs amounted
to $0.02 million, which we allocated $0.01 and $0.01 to common shares and
warrants, respectively.
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3) Canopy Transaction
Under the terms of the Investment Agreement, in exchange for Canopy’s strategic
support services and the offering of financial support and commitment to fund
licensing application expenses by Canopy (Note 25), on April 15, 2018, we issued
5.5 million (adjusted to 5.9 million after the QT) common shares to Canopy and 5.5
million (adjusted to 5.9 million after the QT) common shares to Rivers, together
representing 10% equity interest in LiveWell at the time. As these shares vested on
the issuance date of April 15, 2018, the services to be received from Canopy were
recorded as a charge to net loss. Management determined that the fair value of the
services to be received cannot be determined reliably and therefore these common
shares were measured at the fair value of LiveWell’s common shares, which was
determined to be $0.46 per share based on the pricing for the March 2018 nonbrokered private placement. All negotiations of material terms and conditions of the
amended agreement with Canopy were concluded in mid-March 2018. This resulted
in $5.0 million charge for the year ended December 31, 2018.
An additional 5.5 million (adjusted to 5.9 million after the QT) common shares,
representing an additional 5% equity interest in LiveWell at that time, were placed in
escrow and will be released in two equal, separate tranches to Canopy when the
following conditions are met.
• Under the terms of the agreement, the first tranche will be released when our
wholly-owned subsidiary, Artiva Inc., receives the cultivation license; and
• the second tranche will be released when other wholly-owned subsidiary,
LiveWell Foods Québec Inc., receives the cultivation license.
The fair value of the 5.5 million (adjusted to 5.9 million after the QT) common shares
held in escrow was valued at $2.5 million and was included in “Other” in the noncurrent assets section of the consolidated statements of financial position for $2,524
on April 15, 2018.
See Note 25 under “Contingencies”.
4) Qualifying Transaction (“QT”)
As disclosed in Note 5, we completed the QT in June 2018, which resulted in
increasing LiveWell’s outstanding common shares by 3.7 million for Percy Street
shareholders.
5) Seeding shares/options for Founders
On March 1, 2017, the Board of Directors approved the following stock option grants
to the founders (also directors and officers) of LiveWell (in ‘000s except exercise
price).

Founders
Tim McCunn
Peter Abboud
Seann Poli
Total

Number of
Options
4,010
2,038
2,038
8,086

Number
of Options
(adjusted
for QT)
4,284
2,177
2,177
8,639

Exercise Price
$
0.0001
$
0.0001
$
0.0001
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These options were not granted under a stock option plan. The options were granted
to rebalance the total ownership percentage between the founders and new
shareholders to an 80%/20% ratio respectively, after the equity raise during the first
quarter of 2017. The options vested immediately and were exercised, resulting in
the issuance of 8.1 million (adjusted to 8.6 million after the QT) common shares. The
estimated fair value was $2.0 million.
This was accounted for as an equity
transaction and therefore the increase in common shares was offset by an equal
reduction in reserve (see part (d) below).
6) Seeding options for Consultant
On March 1, 2017, the Board of Directors granted 1.1 million (adjusted to 1.2 million
after the QT) options at an exercise price of $0.0001 each to a consultant who was
instrumental and contributed significantly in the start-up of LiveWell. The vesting of
these options was set as follows: 0.5 million (adjusted to 0.5 million after QT) options
immediate, 0.3 million (adjusted to 0.3 after QT) options on December 31, 2018, and
0.3 million (adjusted to 0.3 million after QT) options on December 31, 2019. As the
0.5 million (adjusted to 0.5 million after QT) options were immediately converted to
common shares, we have set the fair value at $0.25 each. For the remaining two
tranches, the estimated fair value was also $0.25 each based on the following key
assumptions used in the Black-Scholes option pricing model:
Expected life, in years
Volatility
Risk free interest rate
Anticipated forfeiture
Dividend yield

2.5
74%
1.15%
0%
0%

Closing stock price at grant date

$

0.25

During 2017, we recognized $0.2 million of share-based compensation cost for the
above options (in addition to the share-based compensation charge under the 2017
Stock Option Plan noted below).
7) Purchase of minority interest in LiveWell Quebec
On December 31, 2017, we acquired the remaining 45% ownership interest of
LiveWell Québec by issuing 19.9 million (adjusted to 21.3 million after QT) common
shares from treasury to the selling shareholders. We made this investment to fully
own the company prior to making the anticipated large capital investment for the
Litchfield project and to better position LiveWell in the marketplace.

Share Repurchase
In February 2017, we repurchased 1.9 million (adjusted to 2.0 million after QT) LiveWell common
shares from a former director for a total cash consideration of $0.06 million. The purchase price was
paid by delivery of a promissory note. The repurchased shares and the obligation to repay the note
were subsequently assigned to the Founders. LiveWell repaid the note and entered into a loan
agreement with each or the Founders. The loans bear 10% interest per annum. The Founders have
repaid the principal amount of the loans prior to the Qualifying Transaction.
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c)

Equity Reserves

Share-Based Payments
Prior to QT (Note 5), Percy Street had in place an incentive stock option plan (“Option Plan”) for its
directors, employees, and consultants, pursuant to which Percy Street could grant options to acquire
a maximum number of common shares equal to 10% of the total issued and outstanding common
shares. At a meeting of shareholders held on April 5, 2018, a rolling 10% Stock Option Plan was
approved. Immediately prior to closing the QT, and after reflecting share capital consolidation on a
3:1 basis (see Part B – Common Shares), there were 0.4 million options outstanding at an exercise
price of $0.30 each, expiring on December 21, 2020 and fully vested.
Prior to QT, LiveWell Foods Canada Inc. (“LiveWell Foods”) had implemented a 2017 Stock Option
Plan. Pursuant to this option plan, the Board could at its sole discretion grant non-transferable
options to purchase common shares of LiveWell Foods to directors, officers, employees, and
consultants provided that the number of common shares reserved for issuance did not exceed 20%
of the issued and outstanding common shares. Options granted under this plan expire in five years
and generally vest over four years. Immediately prior to closing the QT, there were 15 million options
outstanding at an exercise price of $0.46 each, with a five-year life.
Upon closing the QT, LiveWell’s total outstanding common shares and stock options were converted
to LiveWell Canada’s securities at a share conversion rate of 1:1.0684. As a result of being subject
to the Percy Street’s Option Plan at the closing of QT, we had 4.0 million options in excess of the
limit imposed by its stock option plan. Consequently, LiveWell has provided an undertaking to the
TSX-V to restrict the exercise of stock options to an aggregate of 12.5 million options or 10% of the
issued and outstanding shares until disinterested shareholder approval is obtained in a separate
resolution for the 4.3 million options exercisable at $0.43 that have above issued over the 10% limit.
At the Annual General and Special Meeting of Shareholders held on December 13, 2018, our
shareholders approved the above stock options over-allotment resolution, in addition to the new stock
option plan to convert the 10% “rolling” plan into a 20% fixed option plan. Accordingly, pursuant to
the new stock option plan, we may grant stock options to employees, officers, consultants and
directors up to 25.9 million options to purchase common shares of LiveWell. At December 31, 2018,
9.6 million options were available for future grants.
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The following table provides a summary of the changes to LiveWell’s stock option plan for the year
ended December 31, 2018:

Number of Options
(in 000s)
13,898
1,035
370
1,550
(213)
(300)
-

Outstanding, beginning of year
QT adjustment
Granted to Percy Street under QT
Granted
Exercised
Forfeited
Expired

Weighted
Average
Exercise
Price (1)
$
0.43
$
0.43
$
0.30
$
0.43
$
0.40
$
0.43
$
-

Outstanding, end of year

16,340

$

0.43

Exercisable options

10,466

$

0.43

(1)

Adjusted for the share conversion rate under the QT

Excluding the options granted under the QT, we granted 1.6 million options during the year ended
December 31, 2018, including 1.3 million options (adjusted to 1.4 million options after QT) to the
newly hired Chief Financial Officer (CFO), exercisable at $0.46 each (adjusted to $0.43 after QT)
and expiring in five years. The vesting provision for the CFO stock options were subject to service
and performance conditions as follows:
•
•
•
•

0.1 million options on January 22, 2018 (acceptance of employment offer);
0.7 million options upon successful listing of LiveWell’s common shares on the TSX-V
(performance based);
0.3 million options on December 31, 2018 (service based); and
0.3 million options on December 31, 2019 (service based).

At the grant date for the CFO stock options, we estimated a fair value of $0.20 each, based on the
following key inputs used in the Black-Scholes option pricing model:
2.5

Expected life, in years

70%

Volatility
Risk free interest rate

1.87%

Anticipated forfeiture

0%

Dividend yield

0%

Estimated stock price

$

0.46

As LiveWell Foods was not a public company at the time of granting the above options, we estimated
volatility by using the historical volatility of comparable publicly traded companies in our industry.
For the year ended December 31, 2018, we have recorded $1.2 million of share-based compensation
expense in the P&L.
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The following is a summary of the outstanding stock options at December 31, 2018:
Options Outstanding
Weighted
Average
Number Outstanding at Remaining Range of
December 31, 2018
Contractual Exercise
('000s)
Life
Prices

Options Exercisable
Number
Exercisable at
December 31,
2018 ('000s)

Range of
Exercise Prices

16,023

4.01

0.43

10,150

0.43

317

1.98

0.30

317

0.30

16,340

3.97

10,467

The following table provides a summary of the outstanding stock options as at December 31, 2017,
prior to the share conversion adjustment for the QT.

Outstanding, beginning of year
Granted
Exercised
Forfeited
Expired

Number of
Options (in
000s)
13,898
-

Outstanding, end of year
Exercisable options

Weighted
Average
Exercise
Price
$
$
0.46
$
$
$
-

13,898

$

0.46

6,600

$

0.46

At December 31, 2017, the Board approved a total grant of 7.7 million options for directors,
executives, employees, and consultants. These options expire in five years and vest 25% per
annum, except for 0.3 million options which vested immediately. We estimated a fair value of $0.20
each at the grant date, using the Black-Scholes option pricing model by applying the following key
assumptions:
Expected life, in years
Volatility
Risk free interest rate
Anticipated forfeiture
Dividend yield
Closing stock price at grant date

1.0 to 2.5
70%
1.87%
0 to 15%
0%
$ 0.46

Additionally, on December 31, 2017, we granted 6.2 million options exercisable at $0.46 each to two
designees of a corporate advisory firm for consulting services in return for it to forego the 5%
transaction incentive fee under a Corporate Event or Liquidity Event as defined under the original
agreement dated February 13, 2016 and subsequently amended on March 15, 2017. These options
vested immediately and expire in five years.
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For the year ended December 31, 2017, we have recorded $1.3 million of share-based compensation
expense in the P&L for the above options, in addition to the $0.2 million share-based compensation
charge relating to the seeding options for a consultant (as noted above under Share Issuances:
Seeding options for Consultant).
Warrants
As previously noted under part (a) – Share Issuances: Brokered Private Placement, we issued
warrants during the year ended December 31, 2018. The following table provides a summary of the
warrants issued, the related fair value, and key assumptions to calculate fair value.
•

On June 11, 2018, we issued one-half warrant for each Unit, or 5 million (adjusted to 4.7
million after QT) warrants. Each warrant is exercisable into one common share at $1.22
each for a period of two years. The fair value of one warrant at the date of the closing was
estimated at $0.20 each, or $0.10 for one-half warrant, based on the following key
assumptions used in the Black Scholes valuation model:
Exercise price
Expected life
Dividends
Volatility
Risk free interest rate

$1.22
2 years
Nil
60%
2%

In addition, we issued 0.5 million Agent Warrants to the lead broker and syndicate. Each
Agent Warrant consisted one Unit of LiveWell, as defined above (each Unit at $1.00 each
allows to purchase 1 common share and 1/2 warrant at $1.22 for two years). The fair value
of one Agent Warrant at the date of the closing was estimated at $0.34 each based on the
following key assumptions used in the Black Scholes valuation model:
Exercise price
Expected life
Dividends
Volatility
Risk free interest rate
•

On September 6, 2018, we issued one warrant for each Unit, or 4.0 million warrants. Each
warrant is exercisable into one common share at $1.50 each for a period of two years. The
fair value of one warrant at the date of the closing was estimated at $0.24 each, based on
the following key assumptions used in the Black Scholes valuation model:
Exercise price
Expected life
Dividends
Volatility
Risk free interest rate

•

$1.00
2 years
Nil
60%
2%

$1.50
1 year
Nil
90%
2%

On November 21, 2018, we issued one warrant for each Unit, or 1.9 million warrants. Each
warrant is exercisable into one common share at $1.00 each for a period of two years. The
fair value of one warrant at the date of the closing was estimated at $0.15 each, based on
the following key assumptions used in the Black Scholes valuation model:
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Exercise price
Expected life
Dividends
Volatility
Risk free interest rate

$1.00
1 year
Nil
90%
2.29%

The following table provides a summary of the changes to LiveWell’s warrants (excluding agent
warrants) for the year ended December 31, 2018:

Weighted
Average
Exercise
Price

Number of
Warrants (in
000s)
Outstanding, beginning of year
Issued

-

$

-

10,970 $

1.28

Exercised

(11) $

1.22

Expired

-

Outstanding, end of year

$

10,959 $

1.28

Shares to be issued
This relates to the fair value of the 21.4 million common shares to be issued to the selling
shareholders of Acenzia(see note 7).

Other Reserve
The other reserve account relates to the offset for the fair value of the 8.1 million (adjusted to 8.6
million after QT) seeding options / shares issued to the Founders on March 1, 2017, the fair value of
19.9 million (adjusted to 21.3 million after QT) common shares issued to the minority shareholders
of LiveWell Québec (see above Share Issuances).
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20.

NET LOSS PER SHARE
The following securities could potentially dilute basic net loss per share in the future but have not
been included in diluted per share because their effect was anti-dilutive (in ‘000s).

Convertible preferred shares - Series 1
Convertible preferred shares - Series 2
Stock options per Option Plan
Warrants
Agent warrants
Seeding stock options

December 31,
2018
4,645
2,485
16,340
10,959
729
-

December 31,
2017
4,000
2,174
7,698
600

35,158

14,472

Potential additional common shares

Refer to Note 19 for further details on the above securities. Also see Note 29(h) for additional stock
options granted during the first quarter of 2019. The number of shares as shown in the financial
statements are prior to the impact of the 15 to 1 share consolidation (Note 29(g)). Considering the
effect of the 15 to 1 share consolidation, the net loss per share would be $2.53 for the year ended
December 31, 2018 and $1.96 for the year ended December 31, 2017.

21.

INCOME TAXES
a) Reconciliation of effective income tax rate
LiveWell’s effective income tax rate differs from the statutory rate of 26.6% (2017 – 26.5%) that would
be obtained by applying the combined Canadian basic federal and provincial income tax rate to
income (loss) before income taxes. These differences result from the following (in ‘000s):

Loss before taxes
Statutory tax rate

December 31, 2018
$
(18,980)
26.6%

Expected tax benefit resulting from loss
Non-deductible expenses and other
Increase in tax rate
Non-taxable portion of capital gains
Other
Deductable temporary differences for which no deferred tax asset
is recognized
Income tax (expense) recovery

December 31, 2017
$
(5,763)
26.5%

5,052

1,527

(1,356)
(42)
477

$

(4,131)
-

(431)
-

$

(1,059)
37
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b) Breakdown of deferred tax liability
The effect of temporary differences that give rise to significant portions of the deferred tax liability,
which has been recognized during the year ended December 31, 2018 are as follows (‘000s):

2018

Opening
Deferred tax liability:
Fixed assets
Deductible provisions
Financing Fees
Losses carried forward

$

$

Recognized
in net
Acquisitions
income

(1,068) $
186
42
(840) $

(3,451)
(3,451) $

(305) $
(186)
6
485
-

Closing
balance
(4,824)
47
485
(4,291)

c) Unrecognized net deferred tax assets
Deferred taxes reflect the impact of loss carryforwards and of temporary differences between
amounts of assets and liabilities for financial reporting purposes and such amounts as measured by
enacted tax laws. However, we have not recorded net deferred tax assets at December 31, 2018,
and 2017, due to the uncertainty involved in determining whether these deferred tax assets will be
realized before expiration as a result of LiveWell’s limited history and operating losses since its
inception.
The following is a summary of LiveWell’s deductible temporary differences and unused tax losses for
which no deferred tax asset has been recognized at December 31, 2018 and 2017 (in ‘000s):

Losses carried forward
Amounts receivable
Deposits for property
Fixed assets
Share issue costs

December 31, 2018
$
14,781
2,000
235
2,078
$
19,094

December 31, 2017
$
2,887
1,770
70
5
525
$
5,257

d) Unrecognized non-capital tax losses
As at December 31, 2018, LiveWell has the following non-capital losses in Canada available to
reduce future year's taxable income which expires as follows:
2036
2037
2038
Total

$

$

697
769
13,315
14,781
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22.

FINANCIAL RISK AND CAPITAL MANAGEMENT
Financial Risk Management Objectives and Policies
In the normal course of business, we are exposed to a variety of financial risks: credit risk, liquidity
risk, and interest rate risk. These financial risks are subject to normal credit standards, financial
controls, risk management as well as monitoring. LiveWell’s Board of Directors has overall
responsibility for the establishment and oversight of the Company’s risk management framework.
Credit risk
Credit risk arises from cash and term deposits held with banks and amounts receivable. The
maximum exposure to credit risk is equal to the carrying value of the financial assets. The objective
of managing counterparty credit risk is to prevent losses on financial assets. We minimize the credit
risk of cash and term deposit by depositing with only reputable financial institutions. We also assess
the credit quality of counterparties, taking into account their financial position, past experience and
other factors.
Cash consists of bank balances. Credit risk associated with cash is minimized substantially by
ensuring that these financial assets are held with reputable financial institutions.
Credit risk on trade receivable is also managed actively by monitoring regularly its aging and
concentration by customer. Amounts due from related parties are viewed as having low credit risk
based on the relationship we have with the related parties and management’s understanding of the
counterparty’s business.

Liquidity risk
Liquidity risk is the risk that we will not be able to meet LiveWell’s financial obligations as they fall
due. We manage liquidity risk by continuously monitoring forecasts and actual cash flows and taking
the necessary actions to maintain enough liquidity for operations and for growth objectives.
The following table reflects the maturities of our financial liabilities at December 31, 2018 (in ‘000s).

Payment due:
Borrowings
Accounts payable & accrued liabilities
Customer deposits
Bank indebtedness
Due to Acenzia selling shareholders
Total financial liabilities

Within 1 Year 1 to 3 years 3 to 5 years > 5 years
Total
12,551 $
12,107 $
415 $
29 $
8,246
8,246
2,111
2,031
2,000
2,000
$ 26,939 $
22,353 $
415 $
29 $
$

Refer to Note 2(a) “Going Concern” for management current plan to raise additional liquidity in the
near term, coupled with management expectation to generate positive cash flows in 2019 with the
Acenzia acquisition and Vitality RTO. Further, we raised additional capital during the first quarter of
2019 (see Note 29 (b) and (c)).
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Interest rate risk
Our exposure to interest rate risk is limited to any investments of surplus cash and borrowings. We
may invest surplus cash in highly liquid investments with short term maturities.
Interest rate risk on borrowings is limited due to $1.7 million of loans subject to floating interest rate
(see Note 18). A 2% change in interest rate would have a negligible adverse impact to LiveWell’s
operating results.
Capital Management
Our key objectives when managing capital are to maintain a strong capital base in order to:
•
•
•

Maintain investor, creditor, and market confidence;
Advance LiveWell’s corporate strategies to generate attractive risk-adjusted return over the
long-term for our shareholders; and
Sustain LiveWell’s operations and growth though all cycles.

The Board and senior management monitor LiveWell’s capital and capital structure on a regular basis
to ensure it is sufficient to achieve LiveWell’s short-term and long-term objectives. The capital
structure may vary from time to time based on changes in economic conditions.
Our capital resources consisted of the following (in ‘000s):

Borrowings (drawn)
Preferred shares
Common shares
Share-based payments
Warrants
Reserve- other
Less: deficit

December 31, December 31,
2017
2018
$
12,551 $
6,100
5,605
5,605
49,275
17,576
2,592
1,377
2,193
(11,186)
(11,186)
(25,277)
(6,297)

Total capital resources

$

35,753

$

13,175

Given the lack of earnings, LiveWell has no intention of declaring dividends in the next 12 months.
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23.

FINANCIAL INSTRUMENTS
The table below summarizes the carrying values of LiveWell’s financial assets and financial liabilities
(in ‘000s):
December 31,
2018
Financial assets:
At amortized cost
Cash
Restricted short-term investment
Amounts receivable

$

1,195 $
125
2,437

1,230
307

Total financial assets

$

3,757 $

1,537

$

2,031 $
8,246
371
2,000
12,551
2,111

1,542
6,100
353
-

$

27,310 $

7,995

Financial liabilities:
At amortized cost
Bank indebtedness
Accounts payable and accrued liabilities
Loans from related parties
Promissory notes to Acenzia selling shareholders
Borrowings
Subscription deposits
Customer deposits
Total financial liabilities

24.

December 31,
2017

RELATED PARTIES
a) Key management personnel compensation
Key management personnel are those persons having the authority and responsibility for planning,
directing and controlling activities of LiveWell. The key management personnel of LiveWell are the
executive management team and Board of Directors, who collectively control approximately 31% of
the issued and outstanding common shares of LiveWell at December 31, 2018.
Compensation (including benefits) provided to the key management personnel is as follows (in
‘000s):

Management cash compensation

December 31,
2018

December 31,
2017

$

$

Share-based compensation
Directors cash compensation
$

1,334

461

1,041

60

261

60

2,636

$

581
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b) Transactions with other related parties (in ‘000s):

Financing
Advances to Delisse

(1)

Advances to Vitality CBD Natural Health Products Inc.
Loan from Excelins Consulting Inc.

December 31,
2017

$

$

(2)

(7)

Purchase of goods and services
Rent (3)
Legal fees

December 31,
2018

$

(4)

Prepaid royalty payments to Relief Effects (5)
Purchase of equipment for cannabis facility

(6)

230

1,770

477

-

125

-

-

$

11

616

407

184

-

54

-

(1) Delisse Fine Cuisine (“Delisse”) is a related party as it is owned by Mr. Peter Abboud, Co-Founder, Special Advisor and
Director of LiveWell. Additionally, Mr. Abboud’s brother owns certain preferred shares of LiveWell as a result of the sale
of Sole Produce to LiveWell on December 31, 2017 (see Note 6).
(2) See “Subsequent Events” – Note 29 (a). Certain LiveWell’s executive officers and directors have equity ownership in
Vitality.
(3) We have rented accommodation for visiting executives from a party related to Mr. Peter Abboud.
(4) LiveWell’s Chairman is a partner with the law firm, Perley-Robertson, Hill & McDougall LLP in which we have received
corporate, M&A and listing legal services. These services were at arm’s length and market based.
(5) See “Commitments and Contingencies” note.
(6) We have purchased equipment from a party related to a senior employee of LiveWell. The purchase was negotiated at
arm’s length and at market rate – the transaction was approved by LiveWell’s CFO.
(7) Excelins Consulting is owned by a current employee of LiveWell. Lending was negotiated at arm’s length and at market
rate – the transaction was pre-approved by LiveWell’s CFO.
(8) Unless otherwise stated, none of the above transactions incorporate special terms and conditions. Outstanding balances
are settled in cash.
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c) Breakdown of amounts due from (to) related parties (in ‘000s):

December 31,
2018

December 31,
2017

Included in Amounts receivable:
Due from directors

$

Loans to directors (see Note 19(b))

28 $
-

60

Delisse Fine Cuisine Inc. ("Delisse")
Amount due from Delisse
Provision for doubtful account

2,000

1,770

(2,000)

(1,770)

$

-

$

-

$

185 $

-

Included in Prepaid expenses and Other:
Receivable from Relief Effects Inc.
Deposits for hemp CBD biomass- Vitality
Advances to Vitality

3,321

-

477

-

$

3,983 $

$

184 $

-

Included in Accounts payable and accrued liabilities:
Perley-Robertson, Hill & McDougall LLP (law firm)
Due to directors
Due to Acenzia selling shareholders (see Note 7)

239

42

-

$

2,000 $

-

$

371 $

-

Included in Loans from related parties:
Due to Acenzia selling shareholders

Except for the loans to directors (see Note 19(b)), all amounts due from (to) related parties bear no
interest, were unsecured and had no fixed terms of repayment.
d) Acquisition of Sole Produce
As disclosed in Note 6, we acquired Sole Produce on December 31, 2017. Sole Produce was a
family farming business related to one of the Co-Founders, Mr. Peter Abboud. The purchase
consideration was negotiated at arm’s length and approved by LiveWell’s Board.
e) Acquisition of 45% minority interest in LiveWell Québec
LiveWell Québec was incorporated on September 5, 2017, in which LiveWell was initially a 55%
shareholder. LiveWell acquired the remaining 45% minority interest on December 31, 2017. The
majority of the 45% selling shareholders were also executives of LiveWell. The acquisition of the 45%
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minority interest was negotiated at arm’s length by the Founders of LiveWell, the majority
shareholders of LiveWell at the time.
As the acquisition of the 45% minority interest did not result in a change of control, the acquisition
was accounted for as an equity transaction under IFRS 10 (see Note 19(c)).
f)

Licensing Agreement with Relief Effects Inc. (“Relief Effects”)

As disclosed in Note 25, we have entered into a licensing agreement with Relief Effects, which is a
related party because certain directors and officers of LiveWell collectively own over 90% of the
voting common shares of Relief Effects Inc.
For the years ended December 31, 2018 and 2017, no royalty payments were made to Relief Effects.
g) Personal Use of Company Vehicle
As part of the acquisition of Sole Produce on December 31, 2017, we assumed a high-end vehicle
and related loan financing (see Note 18). During the year ended December 31, 2018, Mr. Peter
Abboud reimbursed $10 thousand to LiveWell for the personal use of this vehicle.

25.

COMMITMENTS AND CONTINGENCIES
Commitments
For the year ended December 31, 2018, we entered into the following commitments:
Office Lease Commitment
On March 14, 2018, we entered an office lease agreement in Gatineau, Québec, for two years with
a right of renewal. The future minimum lease payments due in each of the next five years are as
follows (in ‘000s):
2019
2020
2021
2022
2023 and thereafter
Total

$

$

286
215
501

The office lease agreement is collateralized by a $0.1 million letter of credit. This amount was
reduced to $75 thousand for the second year of the term of the lease agreement. The letter of
credit is secured by a one-year redeemable term deposit (Note 8).

Supply Commitments
a) Supply of Hemp-Derived CBD Commitment – Global Wellness Distributors LLC.
On October 27, 2018 we signed a binding term sheet with Global Wellness Distributors, LLC
(“Global Wellness”), a Nevada entity controlled by a U.S. private equity firm, for the supply of
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cannabidiol (CBD) wholesale products in North America. The key terms of the term sheet include
the following:
• The term will be a period of 15 months with an option for four renewable one-year terms.
• Global Wellness commits to distribute CBD isolate, distillate and full spectrum CBD oil at a
minimum aggregate quantity of 1,000 kilograms per month from LiveWell.
• Starting April 2019 to March 2020, the minimum quantity increases to 3,000 kilograms per
month, for a total minimum quantity of 39,000 kilograms over the 15-month contract period.
Due to the delays in scaling production by our CBD provider (Vitality) to meet the above monthly
minimums, we mutually agreed to delay the execution of a supply agreement.
b) Supply of Hemp-Derived CBD Commitment – Tilray Inc.
On December 17, 2018, we signed a binding term sheet to supply Tilray Inc. (“Tilray”) with hempderived CBD isolate in North America. On February 1, 2019, we finalized the CBD supply
agreement with Tilray, in which LiveWell agreed to initially provide 150 kilograms (kgs) per month
of wholesale CBD isolate, or an equivalent amount of full spectrum CBD extract, cultivated and
processed from hemp, and meeting jurisdictional regulations. As of August 2019, the monthly
commitment increases to 300 kgs, with an option to increase to 500 kgs per month. The supply
agreement is for 12 months, at which time it will automatically renew for successive 12-month
terms unless either party has opted out of such renewal. At the request of Tilray, we have
delayed the shipment of CBD products until the second quarter of 2019.

Purchase Commitments
a) Cannabis Facilities
We have entered purchase commitments amounting to $0.2 million for the cannabis facility
project in Ottawa, Ontario and $0.9 million for the global innovation center project in Litchfield,
Québec. We expect the equipment to be delivered in 2019 when we resume the project and
will be payable shortly after delivery.
b) Purchase of Industrial Hemp Biomass with Vitality
On August 2, 2018, and further amended on September 10, 2018, we entered into an agreement
with Vitality to purchase 1,000 acres of industrial hemp biomass to be harvested from farmland
located in Alberta for total cash consideration of USD$10 million payable over a payment
schedule as defined in the agreement. To date, total payment of US$2.5 million or $3.8 million
have been made. In light of the Vitality RTO, both parties agreed to revisit this transaction post
RTO.

Contingencies
Trademark Infringement
On April 20, 2018, we received a letter on behalf of a Colorado-based cannabis company, asking us
to cease all use of LIVEWELL in the marijuana business. We note that both parties have pending
trademark applications before the Trademarks Office. The Colorado-based company is not licensed
to sell cannabis in Canada and to our knowledge has not used their LIVWELL trademark in
Canada. We have replied asking the Colorado-based company to confirm if they have used their
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trademark in Canada, and if so, to provide us with evidence of use and their date of first use. Based
on the evidence that we have been provided with to date, we do not believe that the Colorado-based
company has any significant goodwill or reputation in Canada in association with the LIVWELL mark,
or any use of the LIVWELL mark in Canada.
In light of the change in company name to Eureka 93 Inc., we expect this trademark claim will be
dismissed by the LIVWELL in 2019.
Cannabis Purchase and Sale Transaction with Canopy Growth and Canopy Rivers (“Canopy
Transaction”)
On November 22, 2017, LiveWell entered into an arrangement with Canopy Growth Corporation
(“Canopy”) and Canopy Rivers (“Rivers”) consisting of three agreements: an Investment Agreement,
a Royalty Agreement and an Offtake Agreement, (which agreements were amended on April 2, 2018)
which provide as follows:
(i) Canopy shall provide strategic and logistical support to LiveWell including regulatory support to
further ACMPR license at both the Artiva location and LiveWell Québec location;
(ii) In return, LiveWell shall issue 15% of LiveWell’s fully diluted total common shares at March 31,
2018 and effective April 15, 2018 with 5% to be held in escrow pending licensing at each location
(Artiva and Litchfield sites) – see Note 19(b);
(iii) Rivers had offered a $20 million convertible financing facility to LiveWell. LiveWell declined this
financing offer as the conversion term was no longer in the best interest of LiveWell as result of
LiveWell’s stock price being much higher than the conversion rate;
(iv) Canopy has the option to purchase up to a maximum fixed percentage of the annual cannabis
production at the Artiva facility for a period of 20 years at certain set prices (based on agreed
formulas); and
(v) Rivers shall also receive a nominal royalty on cannabis purchased by Canopy.
On April 3, 2019, LiveWell received notice from Canopy and Rivers alleging, among other things,
that LiveWell had breached a number of covenants in favour of Canopy and Rivers under the
Agreements, including allegation that LiveWell failed to provide notice to Canopy of the proposed
merger of LiveWell, Vitality CBD National Health Inc. and Mercal Capital Corporation (see Notes 1
and 29 (f)). Canopy and Rivers have taken the position that they are terminating the Agreements.
It is LiveWell’s position that Canopy and Rivers have missed a key milestone in two of the
Agreements around obtaining the ACMPR license at both the Artiva location and LiveWell Québec
location. Management believes there is no factual basis for the position taken by Canopy and Rivers,
that their claims are tactical, and that Canopy and Rivers are in breach of all of the Agreements for,
amount other things, failing in their obligation to assist Artiva and LiveWell Québec in obtaining the
ACMPR license, entitling LiveWell and Artiva to terminate the Agreements. Management strongly
believes the allegations and claims put forward by Canopy and Rivers are frivolous, and disputes the
positions taken by Canopy and Rivers with respect to termination of the Agreements. LiveWell will
vigorously pursue its rights through the dispute resolution process set out in the Agreements.
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Non-payment of Demolition Services
On February 20, 2019, Delsan-A.I.M. Environmental Services Inc. (“Delsan”), based in Montreal,
Québec, initiated legal proceedings against Livewell Foods Québec Inc. (“LiveWell Québec”), a
wholly-owned subsidiary, for non-payment of $1.6 million for demolition services rendered between
June 2018 to October 2018 at LiveWell Québec’s Litchfield site. We have accrued this liability and
intend to settle in the near term following a successful capital raise and/or positive operating cash
flows following the reverse takeover by Vitality (see Note 29).
Licensing Agreement with Relief Effects Inc.
On September 1, 2017, we entered into an exclusive licensing agreement with Relief Effects Inc. for
the intellectual property surrounding extraction, isolation, and infusion technologies in Canada only
(see Note 24). These technologies will enable us to process cannabis and hemp extracts and
isolates that will be used in the formulation of numerous functional food products, edibles, and
infusions. In return for accessing these technologies, we agreed to pay a 10% royalty based on
LiveWell’s future gross products revenue generated from the use of Relief Effects technology.

26. SUPPLEMENTAL CASH FLOW INFORMATION
The changes in non-cash working capital items are as follows (in ‘000s):

Amounts receivable
Inventory
Prepaid expenses
Other assets
Accounts payable & accrued liabilities
Customer deposits
Changes in non-cash working capital

December 31, 2018 December 31, 2017
$
(1,555) $
(1,898)
235
(564)
(4,672)
134
5,548
240
1,840
$

1,531

$

(2,222)

Non-cash transactions for the year ended December 31, 2018:
• The issuance of common shares for the Canopy Transaction (see Note 19(b)).
• The share conversion adjustment to preferred shares and common shares in connection
with the QT (Note 19(a) and (b)).
• The shares to be issued to Acenzia’s selling shareholders (see Note 7)

Non-cash transactions for the year ended December 31, 2017:
• The issuance of convertible preference shares (Series 1 and 2) and the redeemable
preference shares (Series 3) in connection with the acquisition of Sole Produce (see Note
6).
• The issuance of 19.9 million common shares in the amount of $9.1 million for the
acquisition of the minority interest in LiveWell Foods Québec (see Note 19(b)).
• The loans to the Founders to purchase common shares from LiveWell (Note 19(b)).
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27. SEGMENTED INFORMATION
For the year ended December 31, 2017, management determined that LiveWell operated only in one
segment: the cultivation and sale of agriculture products (vegetable produce).
While the acquisition of Acenzia (Note 7) on December 14, 2018 expanded LiveWell’s business
operations, the two weeks of operating results were insignificant and not reviewed separately by the
Chief Operating Decision Maker (CODM). Further, LiveWell is still waiting for its Health Canada
license for cultivating, processing and distributing hemp-based cannabidiol (CBD) and cannabis
products. No revenue was generated from the latter business. Accordingly, management
determined that LiveWell’s reporting segment is the same segment as in 2017.
All revenues in 2017 and 2018 were generated in Canada. All the property, plant and equipment
and intangible assets are located in Canada.
28.

EXPENSES BY NATURE
We have presented operating expenses on the face of the Consolidated Statements of Net Loss
and Comprehensive Loss using a classification based on the following functions: “Cost of sales”,
“G&A”, “S&M”, and “R&D”. We also presented other material other operating expenses separately
as they were deemed to be items of dissimilar function. The following table provides a breakdown
of LiveWell’s operating expenses for the years ended December 31, 2018 and 2017.

(in thousands)

G&A:
Professional fees
Employee compensation and benefits
Office expenses
Insurance expense
Travel and other employee expenses
Bad debt
Other
Total G&A
R&D
Employee compensation and benefits
Professional fees
Office expenses
Other
Total R&D
Sales & Marketing:
Employee compensation and benefits
Professional fees
Travel and other employee expenses
Advertising promotions
Office expenses
Other
Total S&M

Year Ended
December 31, 2018

Year Ended
December 31,
2017

$

2,189
2,011
794
259
387
247
127
6,015

$

$

254
23
3
16
296

$

Non-cash charge for Canopy Transaction
Share-based compensation
Depreciation
Total operating expenses

338
110
61
58
2
8
577

16
16

$

5,049
1,226
533
$

13,696

1,337
500
112
6
106
1,770
68
3,899

103
193
22
318
1,515
5

$

5,753
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29.

SUBSEQUENT EVENTS
a) Loan to Vitality
In February 2019, we entered into a promissory note agreement with Vitality (“Vitality Note”) to
transfer prior unsecured advances to Vitality. Future advances will also be made under the
provision of this Vitality Note. On April 25, 2019, the total outstanding amount was $6.7 million.
This Vitality Note bears interest rate of 15% per annum and is repayable after six months from
the closing date of the Amalgamation. As security for this Vitality Note, Vitality has agreed to
grant to LiveWell a general security agreement encumbering all of the property, assets and
undertaking of Vitality in favour of LiveWell.
b) Bridge Financing
On February 19, 2019, we completed a brokered private placement of US$3 million of Senior
Secured Convertible Note, which are convertible into our common shares at CAN$0.74 (“Bridge
Notes”). This was a bridge financing to allow more time to close the brokered private placement
(see point below). After agent fees and professional fees, the net proceeds were US$2.5 million.
The Bridge Notes, secured against various company assets, accrue guaranteed interest at 10%
per annum and have a maturity date of February 14, 2020. In addition to the Notes, the investors
received warrants from Vitality to purchase 3 million common shares of Vitality priced at US$1.00
each. We assumed these warrants upon closing the amalgamation. We may prepay the Bridge
Notes at a 3% premium on 10 trading days’ notice. The payment of the Bridge Notes is amortized
in six equal monthly payments beginning on September 1, 2019. The Bridge Warrants may be
put back to us by the holder at a cost of US$0.4 million, beginning six months after the date of
issuance and we can force the exercise of the warrants at CAN$3.00 per share subject to certain
conditions.

c) Brokered Private Placement
▪

On March 20, 2019, we completed a brokered private placement of $1.7 million of Equity
Units at $0.74 each. Each Equity Unit consists of one common share of LiveWell and one
common share purchase warrant. Each warrant shall be exercisable into one common
share of LiveWell at a price of $0.74. The warrants expire on March 20, 2024.
Accordingly, we have issued from treasury 2,299,000 common shares.

▪

On March 27, 2019, we completed the brokered private placement of US$12 million of
our Senior Secured Convertible Promissory Notes, subject to US$6 million holdback
provisions, which are convertible into our common shares at lower of: (i) the lowest daily
volume weighted average price (“VWAP”) in the previous ten trading days after trading
resumes on the CSE or (ii) 75% of the lowest daily VWAP in the 10 trading days prior to
the trading day on which the conversion shares are free trading in the United States on
the NASDAQ or the CSE; provided however that in no event shall the conversion price
be lower than CAD$0.74 per share (referred to herein as the “Notes”). The investors
were also issued warrants of to purchase an aggregate of 6 million common shares at an
initial exercise price of $US1.00 per share. (referred to herein as the “Warrants”). The
Notes accrue guaranteed interest at 10% per annum and have a maturity date of April
20, 2020. We may prepay the Bridge Notes at a 25% premium on 10 trading days’ notice.
The payment of the Notes is amortized in eight equal monthly payments beginning
September 1, 2019.
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The total net proceeds from the above capital raises will be used to further invest in Vitality’s
Eureka, Montana extraction facility (via loans- see part a), with the balance for general corporate
purposes.
d) Stock Option Grants
In March 2019, we granted an aggregate of 9.4 million options to purchase common stock of
LiveWell to certain officers, employees and consultants. The options are exercisable at a price of
$0.74 per share and will vest one third on each December 31st starting with December 31, 2019.
These options will expire in five years. All options were granted in accordance with our stock
option plan as approved by the shareholders in December 2018.
e) Conversion of Preferred Shares – Series 1 and 2
In March and April 2019, Holders of Series 1 and 2 Preferred Shares converted 876,050 and
876,049 preferred shares at $0.23 and $0.43, respectively, for a total of 5,774,943 common
shares during the first quarter of 2019. A further 10,683 of each Series 1 and Series 2 Preferred
Shares were converted for a total of 71,291 common shares in April 2019. This resulted in
reclassifying $1.6 million from preferred shares to common shares in shareholders’ equity.
f) Reverse Takeover and Change in Company Name
On April 11, 2019, our shareholders approved the amalgamation of LiveWell, Vitality and Mercal
and renamed the Company to Eureka 93 Inc. (“Eureka93”). Subject to final approval by the
Canadian Securities Exchange (the “CSE”), Eureka93 common shares will resume trading on the
CSE with a new stock ticker: ERKA. We have also applied to list Eureka93’s common shares on
NASDAQ. There is no guarantee that this listing will be accepted or at what time in the future.
Vitality shareholders will own approximately 83% of the total outstanding and issued common
shares of Eureka93 and as a result the above transaction will be accounted for as a reverse
takeover by Vitality. Accordingly, Vitality is the accounting acquiror whereas LiveWell and Mercal
are the accounting acquirees under IFRS. LiveWell and Mercal shareholders will own
approximately 15% and 2%, respectively, of Eureka93’s total issued and outstanding common
shares.
g) Share Consolidation
On April 11, 2019, our shareholders approved a share consolidation of 15 to 1, which will take
place in May 2019.
h) Amended and Restated Stock Option Plan
As disclosed in Note 19 (c), LiveWell has an Option Plan. On April 11, 2019, our shareholders
approved to amend and restate this plan ( the “2019 Option Plan”) to adjust the aggregate number
to 14.5 million of Eureka93 common shares reserved for issuance under the 2019 Option Plan
and under any other share compensation arrangement granted or made available by Eureka93.
This represents 20% of the issued and outstanding common shares of Eureka93 at the closing of
the share consolidation and amalgamation.
The outstanding stock options immediately prior to the 2019 Option Plan will be consolidated to
a 15 to 1 ratio and the exercise price will be adjusted accordingly as a result of the share
consolidation (as noted in part G). The following table summarizes the option adjustments.
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Prior
Outstanding
Stock Options
(‘000s)
15,935
317
9,350

Exercise
Price

$0.43
$0.30
$0.74

Adjusted
Outstanding
Stock Options
(‘000s)
1,062
21
623

Adjusted
Exercise
Price
$6.45
$4.50
$11.10

i) Mortgage Loan Commitment Agreement
On April 4, 2019, we entered into a mortgage loan commitment agreement with private lenders
for a five-year interest-only mortgage of $1.8 million bearing interest at 10.5% per annum and
payable monthly to replace the current BDC mortgage loan of $1.7 million. The mortgage loan
will have a first charge on Acenzia’s property.
On April 15, 2019, the private lenders fully funded the mortgage loan commitment. The $1.8
million is held in escrow until the closing of the transaction which is expected to be in May 2019.
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EUREKA 93 INC.
(formerly LiveWell Canada Inc.)
CONSOLIDATED STATEMENTS OF FINANCIAL POSITION
(UNAUDITED)
(Expressed in CDN $000s)

March 31,
2019

Notes
ASSETS
Current Assets
Cash
Restricted cash
Restricted short-term investment
Amounts receivable
Prepaid expenses and other
Inventory

$
5
6
7
8
9

Total Current Assets
Non-Current Assets
Property, plant and equipment
Right-of-use assets
Intangible assets
Goodwill
Other

9,509

33,905
609
12,544
10,381
2,524

34,305
12,757
10,381
2,524

59,963

59,967

$

84,976 $

69,476

$

1,978 $
9,300
2,059
2,000
364
12,081
4,805
1,363
10,025

2,031
8,246
2,111
2,000
56
12,107
-

43,975

26,551

69
145
1,855
396
4,291

444
118
371
4,291

6,756

5,224

50,731

31,775

4,005
66,739

5,605
49,275

2,864
2,633
(11,186)
(30,810)

2,592
2,193
14,499
(11,186)
(25,277)

34,245

37,701

84,976 $

69,476

Total Non-Current Assets

LIABILITIES
Current Liabilities
Bank indebtedness
Accounts payable and accrued liabilities
Customer deposits
Due to Acenzia selling shareholders
Lease obligations
Borrowings
Secured convertible notes
Derivative liability - Secured notes
Warrants liability - Secured notes

13
14

15
16
17
17
17

Total Current Liabilities
Non-Current Liabilities
Borrowings
Lease obligations
Secured convertible notes
Loans due to related parties
Deferred tax liabilities

16
15
17
22

Total Non-Current Liabilities
TOTAL LIABILITIES
Commitments and contingencies

1,195
125
2,437
4,743
1,009

25,013

10
11
12

TOTAL ASSETS

4,972 $
8,007
127
5,795
4,945
1,167

December 31,
2018

23

SHAREHOLDERS' EQUITY
Preferred shares
18(a)
Common shares
18(b)
Equity reserves:
18(c)
Share-based payments
Warrants
Shares to be issued to Acenzia selling shareholders
Other
Deficit
TOTAL SHAREHOLDERS' EQUITY
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY

$

See Notes 2(A) "Going Concern" and 26 "Subsequent events"
The accompanying notes are an integral part of these condensed interim consolidated financial statements
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EUREKA 93 INC.
(formerly LiveWell Canada Inc.)
CONDENSED INTERIM CONSOLIDATED STATEMENTS OF NET LOSS AND COMPREHENSIVE LOSS
FOR THE THREE MONTHS ENDED MARCH 31, 2019 AND 2018
(UNAUDITED)
(Expressed in CDN $000s)

Revenue

Notes

March 31, 2019 March 31, 2018

4

$

1,163 $

20

Cost of sales

1,031

19

Gross profit

132

1

3,790
148
139
275
467

895
85
1
302
124

4,819

1,407

(4,687)

(1,406)

4
(888)
(5)
67

7
(35)
-

(5,509)

(1,434)

Operating expenses
General and administrative ("G&A")
Sales & Marketing ("S&M")
Research and development ("R&D")
Stock-based compensation
Depreciation and amortization

18(c)

Total operating expenses
Loss from operations
Other income/ (expenses)
Finance income
Finance expense
Foreign exchange gain (loss)
Gain on disposal of capital assets
Loss before income taxes
Income tax recovery (expense)

-

NET LOSS AND COMPREHENSIVE LOSS
LOSS PER SHARE, BASIC AND DILUTED
Net loss per share
Weighted average number of outstanding common shares (in '000s)

-

$

(5,509) $

(1,434)

$

(0.59) $
9,336

(0.28)
5,116

19

The accompanying notes are an integral part of these condensed interim consolidated financial statements
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2,592 $
276
(4)
2,864 $
5,605 $ 49,275 $
1,178
14,499
375
1,600
(1,600)
(200)
12
4,005 $ 66,739 $

8,779 $
153
1,429
30
380
1
10,772 $

3,747
(114)
3,633

Balance at January 1, 2019
Equity raises
Issuance to Acenzia selling shareholders
Issuance to creditor
Conversion of preferred shares
Share issuance costs
Share-based compensation
Exercise of stock options
Net loss
Balance at March 31, 2019

37,677
1,701
375
(283)
276
8
(5,509)
34,245
(25,301) $
5,509
(30,810) $
2,193 $ 14,499 $ (11,186) $
523
(14,499)
(83)
$ (11,186) $
2,633 $

$

8,315
(683)
(59)
302
(1,434)
13,516
(1,434)
(7,731) $
-

(59)
$ (11,245) $
-

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

In April 2019, we completed a one-for-fifteen share consolidation. All references to the number of common shares have been adjusted retrospectively
to reflect our one-for-fifteen share consolidation for all periods disclosed in these financial statements.

302
1,679 $

8,315
(683)
5,605 $ 25,208 $

1,288
6,235 $

Reserves
ShareShares to
based
Preferred Common
Total Equity
Deficit
Other
shares Payment Warrants be issued
Shares
7,075
$ (11,186) $ (6,297) $
$
5,605 $ 17,576 $ 1,377 $
$

3,747

# of
Common
Shares
4,947

(Refer to Note 18)
Balance at January 1, 2018
Issuance of common shares from share
offerings
Share issuance costs
RTO costs
Share-based compensation
Net loss
Balance at March 31, 2018

# of
Preferred
Shares
3,747

(Expressed in CDN $000s and thousands of shares)

FOR THE THREE MONTHS ENDED MARCH 31, 2019 AND 2018
(UNAUDITED)

CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

EUREKA 93 INC.
(formerly LiveWell Canada Inc.)

EUREKA 93 INC.
(formerly LiveWell Canada Inc.)
CONDENSED INTERIM CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE THREE MONTHS ENDED MARCH 31, 2019 AND 2018
(UNAUDITED)
(Expressed in CDN $000s)
Notes
Cash flows from operating activities
Net loss
Adjustments for non-cash items:
Depreciation and amortization
Bad debt provision
Stock-based compensation
Gain on disposal of vehicle
Charge (reversal) for non-refundable deposit for property
Restricted short-term investment
Leases- current portion
Secured convertible notes
Borrowings- current portion

March 31, 2018

March 31, 2019
$

(5,509)

$

(1,434)

530
276
(66)
(2)
17
553
7

124
175
302
(63)
-

(3,035)

(815)

(7,228)

(1,711)

65
(40)
(51)
(50)
(103)

(171)
(125)
(2,659)
(12)

(179)

(2,967)

1,179
523
8
51
(97)
19,936
(2,107)
64
(8,007)
(283)
(53)
(30)

7,923
(644)
(59)
(4)

11,184

7,216

Net change in cash

3,777

2,538

Cash, beginning of period

1,195

1,230

Cash, end of period

4,972

Adjustments for net changes in non-cash working capital

18(c)

24

Net cash used in operating activities
Cash flows from investing activities
Advances to related party
Loans from related party
Repayment to related party
Purchase of short-term investment
Purchase of right-of-use assets
Investment in greenhouse improvements
Purchase of furniture and equipment

6

Net cash used in investing activities
Cash flows from financing activities
Proceeds from issuance of common shares
Proceeds from issuance of warrants
Exercise of options
Proceeds from leases
Payments on leases
Proceeds from issuance of secured convertible notes
Payment of fees related to secured convertible notes
Foreign exchange on secured convertible notes
Transfer to restricted cash
Payment of share and warrant issuance costs
Payment of fees relating to qualifying transaction
Payment on bank indebtedness
Payment on borrowings
Net cash from financing activities

18(b)
18(c)

18(b)
13
16

$

3,768

The accompanying notes are an integral part of these condensed interim consolidated financial statements
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Three months ended March 31, 2019 and 2018
(Unaudited – Tabular amounts in thousands of Canadian Dollars, except share and share amounts)

1.

CORPORATE INFORMATION
Eureka 93 Inc., formerly Livewell Canada Inc., (“Eureka93”) was incorporated on June 18, 2014 by
articles pursuant to the Canada Business Corporations Act (see Note 26 (a)). Eureka93’s registered
address is 1400-340 Albert Street, Ottawa, Ontario, Canada and its principal address is 179
Promenade du Portage, Suite 300, Gatineau, J8X 2K5, Quebec.
Eureka93 is a life sciences company, focused on advanced research in cannabidiol (“CBD”) and
other cannabinoids, as well as development and distribution of prescription and consumer health and
wellness products. Following the completion of the Vitality RTO (see Note 26(a)) on April 24, 2019,
Eureka93’s principal activities are the cultivation, processing and distribution of hemp-derived CBD
products in the United States. Subject to obtaining a license under The Cannabis Act from Health
Canada, Eureka93 plans to cultivate, process and distribute medical hemp and cannabis in Canada
In these interim consolidated financial statements, “Eureka93.”, “Company”, “we”, “us”, or “ours”
refers to Eureka 93 Inc. and its wholly-owned subsidiaries.

2.

BASIS OF PRESENTATION
A) Going Concern
Eureka93 is in the development stage and is currently seeking additional capital, acquisitions, joint
ventures, strategic partnerships and other business arrangements to generate and grow its revenues
and expand its product offerings in the health and wellness industry.
We have incurred significant operating losses from inception and as of March 31, 2019, we have not
generated significant revenues. At March 31, 2019, Eureka93 has an accumulated deficit of $30.8
million (December 31, 2018 - $25.3 million) and incurred a net loss of $5.5 million for the three months
ended March 31, 2019, $19.0 million for the year ended December 31, 2018 and $5.8 million for the
year ended December 31, 2017. At March 31, 2019, Eureka93 has cash of $4.9 million (December
31, 2018 - $1.2 million) and negative working capital of $19.0 million (December 31, 2018- negative
$17.0 million). These events or conditions indicate that a material uncertainty exists that casts
substantial doubts on Eureka93’s ability to continue as a going concern.
Prior to the Acenzia acquisition (in December 2018) and the completion of the Vitality RTO (in April
2019 – see Note 26(a)), our ability to generate and grow future revenue to cover our working capital
requirements was dependent on securing the cultivation, processing, and sales licenses for hemp
and cannabis from Health Canada under The Cannabis Act. However, with the addition of Acenzia
and the completion of the Vitality RTO, we are no longer dependent on this Canadian license for
future revenues and expect to generate enough revenues with the customer base of these two
companies.
Eureka93’s ability to continue as a going concern is dependent upon its ability in the future to achieve
profitable operations and to obtain the necessary financing to meet its near-term obligations such
that it can repay its liabilities when they become due.
During the three months ended March 31, 2019, we raised gross proceeds of $21.7 million, before
agent fees and legal expenses of $2.4 million in a brokered private placement with institutional
investors (Note 17). While Management is confident in raising additional capital during the remaining
part of 2019, there can be no certainty that such financing will be available on a timely basis and at
terms acceptable to Eureka93.
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EUREKA 93 INC.
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Three months ended March 31, 2019 and 2018
(Unaudited – Tabular amounts in thousands of Canadian Dollars, except share and share amounts)

These condensed interim consolidated financial statements have been prepared on a going concern
basis, which assumes that Eureka93 will continue to operate for the foreseeable future and will be
able to realize its assets and discharge its liabilities in the normal course of business. Accordingly,
no adjustments to the carrying value of the assets and liabilities have been made in these audited
financial statements should Eureka93 no longer be able to continue as a going concern.

B) Statement of compliance
We have prepared these condensed interim consolidated financial statements in accordance with
International Accounting Standard 34, “Interim Financial Reporting” (“IAS 34”), using accounting
policies consistent with International Financial Reporting Standards (“IFRS”) as issued by the
International Accounting Standards Board (“IASB”) and interpretations of the IFRS Interpretations
Committee (“IFRIC”).
The condensed interim consolidated financial statements do not include all the information required
for a complete set of IFRS financial statements. The accounting policies and critical estimates used
in preparing these condensed interim consolidated financial statements are the same as those
applied in the Company’s annual consolidated financial statements for the year ended December 31,
2018, except for the adoption of IFRS 16 as explained in Note 3. However, selected explanatory
notes are included to explain events and transactions that are significant to an understanding of the
changes in the Company’s financial position and performance since the last annual financial
statements.
In the opinion of the Management, these condensed interim consolidated financial statements reflect
all adjustments considered necessary for a fair presentation of Eureka93’s financial position and
results of operations for the periods presented. Further, the results of operations for any interim
period are not necessarily indicative of the results for a full year.
On May 29, 2019 our Board of Directors approved these condensed interim consolidated financial
statements and authorized them for issue.

C) Basis of measurement
The condensed interim consolidated financial statements have been prepared on a historical cost
basis except for biological assets, certain financial instruments and acquisition related contingent
liabilities which are measured at fair value. Historical cost is the original cost of an asset as recorded
in our accounting records and is generally based upon the fair value of the consideration given in
exchange for assets. The expenses within the Statements of Operations and Comprehensive Loss
are presented by function.

D) Functional and presentation currency
These condensed interim consolidated financial statements are presented in Canadian dollars, which
is also Eureka93’s functional currency.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Our significant accounting policies are consistent with those disclosed in Note 3 of the audited
consolidated financial statements for the year ended December 31, 2018.
Relevant to Eureka93, the following new accounting standards as issued by IASB, have been adopted
starting from January 1, 2019.
IFRS 16 Leases (“IFRS 16”)
Effective on January 1, 2019, we adopted IFRS 16, which replaces the existing leases guidance
including IAS 17 Leases and IFRIC 4. This new standard specifies how to recognize, measure, present
and disclose leases. It provides a single lessee accounting model, requiring lessees to recognize
assets and liabilities for all significant leases.
New Accounting Policy:
At inception of a lease contract, we assess whether the contract is, or contains, a lease based on
whether the contract conveys the right to control the use of an identified asset for a period of time in
exchange for consideration.
We recognize a right-of-use asset and a lease liability at the beginning of the lease. This is initially
measured based on the initial amount of the lease liability adjusted for any lease payments made at or
before the commencement date, plus any initial direct costs incurred and an estimate of costs to
dismantle and remove the underlying asset or to restore the underlying asset or the site on which it is
located, less any lease incentives received. We then depreciate this right-of-use asset to the earlier of
the end of the useful life of the right-of-use asset or the lease term using the straight-line method as
this most closely reflects the expected pattern of consumption of the future economic benefits. The
lease period includes periods covered by an option to extend if Eureka93 is reasonably certain to
exercise that renewal option. Furthermore, we assess for potential impairment losses at each reporting
period.
We initially measure the lease liability at the present value of the lease payments that are not paid at
the commencement date, discounted using the interest rate implicit in the lease or, if that rate cannot
be readily determined, we use Eureka93’s incremental borrowing rate. At each reporting period, we
adjust the balance using the effective interest method. The lease liability may also be remeasured
when there is a change in future lease payments arising from a change in an index or rate, if there is a
change in management’s estimate of the amount expected to be payable under a residual value
guarantee, or if management changes its assessment of whether it will exercise a purchase, extension,
or termination option. If remeasured, a corresponding adjustment is also made to the carrying amount
of the right-of-use asset, or is recorded in profit or loss (“P&L”) if the carrying amount of the right-of-use
asset has been reduced to zero.
Impact of adoption of IFRS 16:
We have adopted IFRS 16 using the modified retrospective approach and accordingly the comparative
information has not been restated and continues to be reported under IAS 17. In the comparative period
under IAS 17, as the lessee, we classified all of Eureka93’s leases as operating leases. Payments
under operating leases were recognized in P&L on a straight-line basis over the term of the lease.
As permitted under IFRS 16, we have elected to not recognize right-of-use assets and lease liabilities
for short-term leases that have a lease term of 12 months or less and leases of low-value assets. For
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these short-term leases, we recognize the lease payments as an expense on a straight-line basis over
the lease term. We also elected to apply the practical expedient to grandfather the assessment of
which transactions are leases on the date of initial application, as previously assessed under IAS 17
and IFRIC 4. We have applied the definition of a lease under IFRS 16 to contracts entered into or
changed from January 1, 2019.
On initial application, we have elected to record right-of-use assets based on the corresponding lease
liability. The following table reconciles Eureka93’s operating lease obligations at December 31, 2018,
as previously disclosed in Eureka’s consolidated financial statements, to the lease obligations
recognized on initial application of IFRS 16 at January 1, 2019. Management has estimated Eureka93’s
incremental borrowing rate at 20% per annum for discounting purposes.
Operating lease commitments at December 31, 2018
Discounted using the incremental borrowing rate at January 1, 2019
Recognition exemption for low-value assets
Recognition exemption for short term assets
Extension options reasonably certain to be exercised
Lease obligations recognized at January 1, 2019

$
$

$

654
413
(11)
(38)
364

We had the below mentioned capital leases (under IAS 17) as on the date of adoption of IFRS 16. The
new IFRS 16 did not result in the change in accounting treatment for any of these.
•
•
•
•

Server computer
Metal Detector
Heat Tunnel
Equipment

Further, we have a renewal option of 1 year for the current head office space. However, management
is uncertain on the renewal due to its current growth plans and therefore has not assumed renewal in
the lease obligation.

Critical Accounting Estimates and Judgements
Interim Consolidated Financial Statements include certain amounts that are inherently uncertain and
judgmental in nature. Management is required to make assumptions and best estimates about future
events that can have a material impact on the amounts reported in Eureka93’s consolidated financial
statements and accompanying notes. Consequently, actual results could differ materially from those
estimated.
We consider an accounting estimate to be critical if: (1) it requires that significant assumptions be made
in order to deal with uncertainties; and (2) changes in the estimate could have a material impact on our
results of operations, financial condition or liquidity.

At March 31, 2019, we believe that the material items requiring such subjective and complex
estimates are the same as those listed in Note 4 of the audited Consolidated Financial
Statements for the year ended December 31, 2018. Additionally, during the current quarter,
we issued senior convertible notes requiring significant management judgment in estimating
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the fair value of the various embedded derivatives. Refer to Note 17 for disclosures on the
key valuation assumptions used by management.
4. REVENUE
Eureke93’s total revenue is disaggregated as follows for the three months.

Neutraceutical manufacturing services
Hemp-derived CBD products
Total revenue

March 31, March 31,
2019
2018
$
1,163 $
20
$
1,163 $
20

5. RESTRICTED CASH
Restricted cash consists of the Canadian dollar equivalent of US$6.0 million held in escrow. This amount
is part of the US$12.0 million raised by Eureka93 through issuance of secured convertible notes (see
Note 17).
US$2.4 million of the total escrowed amount of US$6 million will be released on the completion of the
merger with Vitality and the commencement of trading of the Eureka93 common shares on the CSE.
The merger with Vitality closed on April 24, 2019.
The remaining amount of US$3.6 million will be released on meeting certain other specified performance
related targets.

6. RESTRICTED SHORT-TERM INVESTMENT
Short-term investment consists of a $125 thousand redeemable term deposit with an annual interest
rate of 1.30%. This is collateral to secure the office lease. The deposit matured in April 2019 and we
renewed it for $75,000.
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7. AMOUNTS RECEIVABLE
The breakdown of the amounts receivable was as follows.
March 31,
2019
Amounts receivable:
Due from Vitality
Promissory note due from related party
Trade receivable
Commodity tax receivable
Due from employees

$

Provision for doubtful accounts
Total amounts receivable

$

December 31,
2018

4,675 $
1,997
862
250
28
7,812
(2,017)
5,795 $

477
1,997
1,011
941
28
4,454
(2,017)
2,437

In February 2019, we entered into a promissory note agreement with Vitality (“Vitality Note”) to transfer
prior unsecured advances to Vitality. Future advances will also be made under the provision of this
Vitality Note. At March 31, 2019, the amount due from Vitality was $4.7 million. This Vitality Note bears
interest rate of 15% per annum and is repayable after six months from April 24, 2019. As security for
this Vitality Note, Vitality has agreed to grant to LiveWell a general security agreement encumbering
all of the property, assets and undertaking of Vitality in favour of LiveWell. See Subsequent Event –
Note 26 (a) – in future reporting periods this amount will be eliminated on consolidation.
8. PREPAID EXPENSES AND OTHER
The breakdown of prepaid expenses and other is as follows.

March 31, December 31,
2019
2018
$
3,821 $
3,821
1,124
922
$
4,945 $
4,743

Deposit for hemp biomass
Other prepaid expenses
Total
9. INVENTORY
The breakdown of inventory was as follows.
March 31,
2019
Raw Material
Work-in-process
Packaging and supplies
Finished goods

$

1,084 $
34
188
14
1,320
(153)

859
143
145
45
1,192
(183)

$

1,167

1,009

Inventory impairment
Total inventory

December 31,
2018

$
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10. PROPERTY, PLANT AND EQUIPMENT (“PP&E”)
The following table provides a continuity of our PP&E for the three months ended March 31, 2019:

Computer equipment
Furniture and fixtures
Machinery and equipment
Building and improvements
Greenhouse and improvements
Vehicles and trailers
Leasehold Improvements
Land
Construction in progress

January 1, 2019
$
55
49
1,935
2,675
7,750
138
3
6,664
15,278

Total

$

COST

34,548

Computer equipment
Furniture and fixtures
Production equipment
Building and improvements
Greenhouse and improvements
Vehicles and trailers
Leasehold Improvements

January 1, 2019
$
4
14
63
3
414
25
-

Total

$

523

Net Carrying Values

$

34,025

ACCUMULATED DEPRECIATION

Additions
from Acenzia
Acquisition

Additions
$

4
0
48

$

101
$

153

Additions

March 31, 2019
Disposals
$
59
49
1,983
2,675
7,750
(20)
118
3
6,664
15,379

$

(20) $

Additions
from Acenzia
Acquisition

$

6
2
102
35
103
6
1

$

$

256

$

(103)

34,680

March 31, 2019
$
10
16
165
38
517
(4)
27
1

Disposals
-

(4) $

775

(16) $

33,905

11. Right-Of-Use-Assets
The following table presents Eureka93’s right-of-use assets:

Balance at January 1, 2019
Additions
Depreciation
Prepaid Rent Adjustment
Balance at March 31, 2019

Office
Parking
Computer
Building
Space Machinery Equipment
Total
$
314 $
50 $
268 $
12 $
644
51
51
(39)
(6)
(15)
(2)
(62)
(24)
(24)
$
251 $
44 $
305 $
10 $
609

Eureka93 leases office space in a building along with parking spaces, capitalized in line with the
requirements of IFRS 16:
▪

Office Building of $251 thousand, leased for a period of 2 years starting April 1, 2018, with a
cost of $314 thousand, an accumulated depreciation of $39 thousand and prepaid rent
adjustment of $24 thousand.
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▪

Parking Space of $44 thousand, leased for a period of 2 years starting April 1, 2018, with a
cost of $50 thousand and accumulated depreciation of $6 thousand

The remaining terms of these leases are within 1 year of the end of March 31, 2019. The lease for the
office space has a renewal option for 1 year after the end of the initial lease term.
Included in machinery (production equipment) is $187 thousand of right-of-use asset, expiring between
October 2021 and August 2022, with a cost of $257 thousand and accumulated depreciation of $70
thousand. During the quarter ended March 31, 2019, we added a machinery lease with a book value
of $51 thousand.
Included in computer equipment is $10 thousand of right-of-use asset, expiring in June 30, 2022 with
a cost of $24 thousand and accumulated depreciation of $14 thousand.

12. INTANGIBLE ASSETS
The following table provides the details of the intangible assets for the three months ended March 31,
2019.

COST
Customer relationships
Intellectual property rights
Total

December 31,
2018
Additions
$
1,249 $
11,541
$
12,790 $
-

ACCUMULATED AMORTIZATION
Customer relationships
Intellectual property rights
Total

December 31,
2018
$
3
30
$
33

March 31,
Additions
2019
Disposals
$
213 $
$
216
30
$
213 $
$
246

Net Carrying Values

$

$

12,757

Disposals
$
$
$
$

(213) $

-

$

March 31,
2019
1,249
11,541
12,790

12,544

13. BANK INDEBTEDNESS
At March 31, 2019, Eureka93 has a credit facility of up to $2.1 million with the Toronto-Dominion Bank
(TD Bank) based on a financial margin which bears interest at prime plus 1.75%. This facility is
currently under forbearance and is repayable on demand to TD Bank. This facility is secured by a
general security agreement on all of the assets of Acenzia (a wholly-owned subsidiary), postponement
and assignment of owed amounts to the former shareholders of Acenzia, subordination priority over
BDC’s security interest, and personal guarantees of $1.0 million by the former shareholders of Acenzia.
See Note 26(b) – Subsequent Events.
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14. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES
The following table provides a breakdown of our accounts payable and accrued liabilities as on March
31, 2019 and December 31, 2018.

Trade payables
Accrued liabilities
Payroll liabilities
Total

March 31,
2019
$
7,237
852
1,211
$
9,300

December 31,
2018
$
7,835
272
139
$
8,246

15. LEASE OBLIGATIONS
The following is table presents the contractual undiscounted cash flows for our lease obligations at
March 31, 2019:

Less than one year - our office and equipment lease obligations
One to five years
Total undiscounted lease obligations
Discounted using the incremental borrowing rate
Current
Non-current

$

405
155
560
509
364
145

Interest expense on our office and equipment lease obligations for the three months ended March
31, 2019 was $18 thousand. Total cash outflow for leases was $98 thousand.
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16. BORROWINGS
The following is breakdown of Eureka93’s borrowings:
(in thousands)

Mortgage payable with a two year term, interest
only monthly payment at an annual interest rate
of 7.99%; bullet principal payment due at
maturity (1)

Lender

Private
Lender

November 1, 2019

Selling
Owner

Due

Vehicle loan payable with a seven year term
bearing an annual interest rate of 5.49%

RBC

October 20, 2024

Loan bearing interest at a floating base rate plus
a variance of 1%. Repayable in monthly
blended payments of $5.6 thousand plus
interest.

BDC

Loan bearing interest at a floating base rate plus
a variance of 1%. Repayable in monthly
blended payments of $4.2 thousand plus
interest.

Mortgage payable with a one year term, interest
only monthly payment at an annual interest rate
of 8%; bullet principal payment due at maturity
(2)

March 31, 2019

Maturity Date

$

6,000

December 31, 2018

$

6,000

3,920

3,920

82

85

May 31, 2041

1,490

1,495

BDC

May 31, 2022

163

171

Equipment loan bearing interest at a rate of
4.89% repayable with monthly blended
payments of $2.6 thousand. Secured by certain
assets.

TD Bank

December 31, 2021

81

87

Equipment loan bearing interest at a rate of
4.93% repayable with monthly blended
payments of $1.5 thousand. Secured by certain
assets.

TD Bank

June 30,2021

39

43

Loan with an annual interest rate of 6.5%;
interest only. Secured by inventories (3)

Private
Lender

July 3, 2021

375

750

Total borrowings
Less: current portion
Non-current portion

12,150
(12,081)
$

69 $

12,551
(12,107)
444

(1)

Secured by a first charge on Artiva’s land and a general security agreement on all of Artiva’s assets. At maturity and at
the lender’s discretion, the mortgage may be renewed for an additional two years at an annual interest rate of prime +
5%.

(2)

Secured by a first charge on the Litchfield property. We are currently in active discussion to extend the mortgage to
December 31, 2019.

(3)

On March 4, 2019, we issued 29,761 common shares at $12.60 each to the private lender in exchange for reducing the
owed amount by 50% to $0.4 million.

The following tables show the movement for the borrowings for Q1 2019 and the year ended 2018:
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Opening balance
Additions
Assumed on acquisition
Accrued interest
Principal repayments
Interest payments

March 31, December 31,
2019
2018
$
12,551 $
6,100
3,920
2,556
216
474
(408)
(25)
(209)
(474)

Ending balance

$

12,150

$

12,551

The entirety of the borrowings owed to Business Development Bank of Canada (“BDC”) and TD Bank
are included in the current portion balance as financial covenants were not met at March 31, 2019
and December 31, 2018.
In addition to the above borrowing, in 2018 Eureka93 has entered into the following credit facilities
(in ‘000s) with the Bank of Montreal (“BMO Credit Facilities”):
• $400 letter of credit facility;
• $100 foreign exchange contract facility; and
• $50 corporate Mastercard facility.
The BMO Credit Facilities are secured by Eureka93’s cash for the amount outstanding. At March
31, 2019, we had no outstanding amount under the BMO Credit Facilities, except for a $0.2 million
letter of credit to Hydro Québec for a substation project at Litchfield, Québec in connection with the
construction of our Research and Innovation Centre.
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17. SECURED CONVERTIBLE NOTES AND DERIVATIVE LIABILITY
The following is a continuity schedule of the secured convertible notes issued during the quarter ended
March 31, 2019:

(a) On February 14, 2019, Eureka93 issued $4 million (US$3 million) of senior secured convertible
notes (“Bridge Notes”) due on February 14, 2020, bearing interest of 10% per annum and payable
monthly in cash or stock subject to equity conditions as defined in the agreement, with 12 months
guaranteed interest. The principal of the Bridge Notes is amortized in six payments beginning on
September 1, 2019. If the principal is to be paid in cash (rather than converted to common shares),
the amount is adjusted for a 3% premium. The principal amount is also convertible by the holder
into Eureka93 common shares at $0.74 per share on a pre-reverse takeover basis ($11.10 per
share post-reverse takeover). Additionally, after Eureka93’s common stock has traded for an initial
30 trading days, Eureka93 has the option to prepay with 10 trading day notice at 103% of the sum
of the principal amount, accrued interest and guaranteed interest that is being redeemed provided
that the Bridge Notes are not in default and equity conditions as defined in the agreement are met
unless these conditions are waived by the majority of the holders of the Bridge Notes.
In addition to the Bridge Notes, the holders received warrants (“Bridge Warrants”) from Vitality to
purchase 3,000,000 common shares of Vitality on a pre-reverse takeover basis (1,206,600 postreverse takeover) priced at US$1.00 per share on a pre-reverse takeover basis (US$2.49 on a
post-reverse takeover basis) and maturing in five years. Eureka93 has recognized a liability of
$2.6 million (US$2.0 million) for the value provided to the holders by these Bridge Warrants – refer
Borrowings (Note 16). As a result of the reverse takeover with Vitality in April 2019, new warrants
were issued under Eureka93 under the same terms. Eureka93 can force an earlier exercise of
the warrants subject to certain conditions.
Therefore, at the issuance date, we allocated the $4 million (US$3 million) gross proceeds of the
Bridge Notes as follows:

Host debt
Embedded derivative
Warranty liability
Total Bridge Notes

CAD $
US $
1,267 $
953
124
93
2,598
1,954
$
3,989 $ 3,000

$
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The common shares underlying the Bridge Warrants may be put back to Vitality by the holders at
a cost of $0.8 million (US$0.6 million), beginning on September 15, 2019. The common shares
underlying the new Bridge Warrants that were issued by Eureka93 after the reverse takeover may
be put back under similar terms.
Derivative liability:
In accordance with IFRS 9, the Bridge Notes were classified as financial liabilities because they
are denominated in US$ and will be settled by a variable number of shares, cash or a combination
based on the foreign exchange rate. The equity conversion option and prepayment option
embedded in the Bridge Notes were determined to be derivative liabilities as they are not closely
related to the host debt contract. The equity conversion option and prepayment option are treated
as a single compound derivative (“the Bridge Note Derivative”) which was recognized separately
at its initial fair value of $0.1 million (US$0.1 million). The host debt contract is subsequently
measured at amortized cost, and the carrying amount of $0.7 million (US$0.5 million) as at March
31, 2019 approximates its fair value.
The fair value of the Bridge Note Derivative is determined using an option pricing model that
includes the following key Level 3 unobservable inputs and assumptions: share price of $0.74,
volatility of 48% and implied credit spread of 30%. As Eureka93’s common shares are currently
not trading, the share price is the unobservable input that has the most significant impact on the
fair value of the Bridge Note Derivative – an increase (decrease) in the share price will result in an
increase (decrease) in the fair value of the Bridge Note Derivative.

(b) On March 20, 2019, Eureka93 issued $16 million (US$12 million) of senior secured convertible
notes (Secured Notes), subject to $8 million (US$6 million) holdback provisions, bearing interest
at 10% per annum and payable monthly in cash or stock subject to equity conditions as defined in
the agreement, with 12 months guaranteed interest. The principal of the Secured Notes is
amortized in six payments beginning on September 1, 2019. If the principal is to be paid in cash
(rather than converted to common shares), the amount is adjusted for a 5% premium. The
principal amount is also convertible by the holder into Eureka93 common shares at the lower of:
(i) the lowest daily volume weighted average price (“VWAP”) in the previous ten trading days after
trading resumes on the Canadian Securities Exchange (“CSE”) or (ii) 75% of the lowest daily
VWAP in the 10 trading days prior to the trading day on which the conversion shares are free
trading on the CSE or on the NASDAQ (if listed); provided however that in no event shall the
conversion price be lower than $0.74 per share on a pre-reverse takeover basis ($11.10 per share
post-reverse takeover). Additionally, after Eureka93’s common stock has traded for an initial 30
trading days, Eureka93 has the option to prepay with 10 trading day notice at 125% of the sum of
the principal amount accrued interest and guaranteed interest that is being redeemed provided
that the Bridge Notes are not in default and equity conditions as defined in the agreement are met
unless these conditions are waived by the majority of the holders of the Bridge Notes. The Secured
Notes mature on April 20, 2020.
In addition to the Secured Notes, the holders received warrants (“Secured Warrants”) to purchase
an aggregate of 6,000,000 common shares of Vitality on a pre-reverse takeover basis (2,413,200
post-reverse takeover) at US$1.00per share on a pre-reverse takeover basis (US$2.49 on a postreverse takeover basis) and maturing in five years. Eureka93 has recognized a liability of $7.4
million (US$5.5 million) for the value provided to the holders by these Secured Warrants. As a
result of the reverse takeover with Vitality in April 2019, new warrants were issued under Eureka93
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(“Bridge Warrants”) under the same terms. Eureka93 can force an earlier exercise of the warrants
subject to certain conditions.
Therefore, at the issuance date, we allocated the $16 million (US$12 million) gross proceeds of
the Secured Notes as follows:

Host debt
Embedded derivative
Warranty liability
Total Secured Notes

CAD $
US $
$
7,357 $ 5,525
1,234
927
7,389
5,548
$ 15,980 $ 12,000

Derivative liability:
The Secured Notes were classified as financial liabilities because they are denominated in US$,
and will be settled by a variable number of shares, cash or a combination based on the foreign
exchange rate and the VWAP of Eureka93’s common shares. The equity conversion option and
prepayment option embedded in the Secured Notes were determined to be derivative liabilities as
they are not closely related to the host debt contract. The equity conversion option and prepayment
option are treated as a single compound derivative (“the Secured Note Derivative”) which was
recognized separately at its initial fair value of $1.2 million (US$0.9 million). The host debt contract
is subsequently measured at amortized cost, and the carrying amount of $6.0 million (US$4.5
million) as at March 31, 2019 approximates its fair value.
The fair value of the Secured Note Derivative is determined using an option pricing model that
includes the following key Level 3 unobservable inputs and assumptions: share price of $0.74,
volatility of 48% and implied credit spread of 30%. As Eureka93’s common shares are currently
not trading, the share price is the unobservable input that has the most significant impact on the
fair value of the Bridge Note Derivative – an increase (decrease) in the share price will result in an
increase (decrease) in the fair value of the Secured Note Derivative.
Combining both the Bridge Note Derivative and the Secured Note Derivative, at March 31, 2019,
these embedded options had a total fair value of $1.4 million (US$1.0 million). The warrant liability
has been adjusted for the foreign exchange rates at the balance sheet date.

18. SHARE CAPITAL
Following Eureka93’s shareholder approval at the special meeting in April 2019, we completed a 1 for
15 share consolidation. Accordingly, all references to the number of shares, warrants, and options in
these condensed interim consolidated financial statements, including prior periods, have been
adjusted to reflect this share consolidation.
a) Preferred Shares
The preferred shares consist of an unlimited number of preferred shares Series 1, 2, and 3, without
par value.
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Preferred Shares - Series 1
Preferred Shares - Series 2
Preferred Shares - Series 3
Total preferred shares

March 31, 2019
# of Shares Value
14 $ 200
14
200
3,605
3,605
3,633 $ 4,005

December 31, 2018
# of Shares
Value
71 $
1,000
71
1,000
3,605
3,605
3,747 $
5,605

During the three months ended March 31, 2019, holders of Series 1 and 2 Preferred Shares
converted 57 thousand shares each, resulting in the issuance of 380 thousand common shares of
Eureka93.
Subsequent to March 31, 2019, the remaining Series 1 and 2 Preferred Shares were converted by
the holders to Eureka93 common shares.

b)

Common Shares
The share capital of Eureka93 consists of an unlimited number of common shares, without par
value. The following table shows the movement in share capital for the first quarter of 2019.

Balance at December 31, 2018
Share issuance:
Acquisition of Acenzia (1)
Debt settlement (2)
Equity raises
Conversion of preferred shares
Exercise of stock options
Total share issuances
Share issue costs
Balance at March 31, 2019
(1)
(2)

# of
Common
Shares
('000s)
Value
8,779 $
49,275
1,429
30
153
380
1
1,993
10,772

14,499
375
1,178
1,600
12
17,664
(200)
$

66,739

In connection with the acquisition of Acenzia in December 2018. The share issuance of 1.4
million common shares includes 0.6 million common shares held in escrow subject to
achieving performance milestone for 2019.
In connection with a creditor of Acenzia who agreed to convert a portion of its owed debt
(see Note 16).

For the quarter ended March 31, 2019, we completed a brokered private placement of 153 thousand
Equity Units at $11.10 each for total gross proceeds of $1.7 million, before $0.2 million commissions
and other share issuance costs. Each Equity Unit consists of one common share and one common
share purchase warrant. Each Warrant is exercisable into one common share of Eureka93 at $11.10
each. The warrants expire on March 20, 2024.
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c)

Equity Reserves

Stock Option Plan
The following table provides a summary of the activities in Eureka93’s Stock Option Plan for the
quarter ended March 31, 2019.
Number of
Options
(in 000s)

Weighted
Average
Exercise Price

Outstanding, beginning of period
Granted
Exercised
Forfeited
Expired

1,089
590
(1)
(4)
-

$
$
$
$
$

6.45
11.10
6.45
6.45
-

Outstanding, end of period

1,674

$

8.06

696

$

6.39

Exercisable options

In March 2019, we granted an aggregate of 590 thousand options to purchase common stock of
Eureka93 to certain officers, employees and consultants. The options are exercisable at a price of
$11.10 per share and will vest one third on each December 31st starting with December 31, 2019.
These options will expire in five years. All options were granted in accordance with our stock option
plan as approved by the shareholders in December 2018.
For the above option grant we estimated a fair value of $6.35 each, based on the following key inputs
used in the Black-Scholes option pricing model:

Expected life
Volatility
Risk free interest rate
Anticipated forfeiture
Dividend yield
Closing stock price at
grant date

2.5 years
98%
1.81%
0 to 15%
Nil
$11.10

The following is a summary of the outstanding stock options at March 31, 2019:

Options Outstanding
Number
Weighted Average Range of
Outstanding
Remaining
Exercise
Options
Contractual Life
Prices
590
4.94
11.10
1,063
3.77
6.45
21
1.73
4.50
1,674
4.15

Options Exercisable
Number
Exercisable
Options
675
21
696

Range of
Exercise
Prices
6.45
4.50
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Warrants
As previously noted under part (b) – Share Issuances, we issued warrants during the quarter ended
March 31, 2019. The fair value of each 5-year warrant was estimated at $3.41 each, based on the
following key assumptions used in the Black Scholes valuation model:

Exercise price
Expected life
Dividends
Volatility
Risk free interest rate

$11.10
2.5 years
Nil
90%
1.55%

The following table provides a summary of the changes to Eureka93’s warrants (excluding agent
warrants) for the quarter ended March 31, 2019:
Number of
Warrants
(in 000s)

19.

Weighted
Average
Exercise Price

Outstanding, beginning of period

731

$

19.20

Granted

153

$

11.10

Exercised

-

$

-

Forfeited

-

$

-

Expired

-

$

-

Outstanding, end of period

884

$

17.82

NET LOSS PER SHARE
The following securities could potentially dilute basic net loss per share in the future but have not
been included in diluted per share because their effect was anti-dilutive.

Convertible preferred shares - Series 1
Convertible preferred shares - Series 2
Stock options per Option Plan
Warrants
Agent warrants
Convertible debt at minimum $11.10 (1)
Potential additional common shares
(1)

March 31, 2019
62
33
1,674
884
49
1,811

December 31,
2018
310
166
1,089
731
49
-

4,513

2,345

USD$15 million converted at $1.34

Refer to Note 18 for further details on the above securities. For convertible debt, refer to Note 17.
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20.

FINANCIAL RISK AND CAPITAL MANAGEMENT
Financial Risk Management Objectives and Policies
In the normal course of business, we are exposed to a variety of financial risks: credit risk, liquidity
risk, and interest rate risk. These financial risks are subject to normal credit standards, financial
controls, risk management as well as monitoring. Eureka93’s Board of Directors has overall
responsibility for the establishment and oversight of the Company’s risk management framework.
Credit risk
Credit risk arises from cash and term deposits held with banks and amounts receivable. The
maximum exposure to credit risk is equal to the carrying value of the financial assets. The objective
of managing counterparty credit risk is to prevent losses on financial assets. We minimize the credit
risk of cash and term deposit by depositing with only reputable financial institutions. We also assess
the credit quality of counterparties, taking into account their financial position, past experience and
other factors.
Cash consists of bank balances. Credit risk associated with cash is minimized substantially by
ensuring that these financial assets are held with reputable financial institutions.
Credit risk on trade receivable is also managed actively by monitoring regularly its aging and
concentration by customer. Amounts due from related parties are viewed as having low credit risk
based on the relationship we have with the related parties and management’s understanding of the
counterparty’s business.

Liquidity risk
Liquidity risk is the risk that we will not be able to meet our financial obligations as they fall due. We
manage liquidity risk by continuously monitoring forecasts and actual cash flows and taking the
necessary actions to maintain enough liquidity for operations and for growth objectives.
The following table reflects the maturities of our financial liabilities at March 31, 2019.

Payment due:
Borrowings
Secured convertible notes
Derivative liability - Secured notes
Warrants liability - Secured notes
Lease obligations
Accounts payable & accrued liabilities
Customer deposits
Bank indebtedness
Loans due to related parties
Due to Acenzia selling shareholders
Total financial liabilities

Within 1 Year 1 to 3 years 3 to 5 years > 5 years
Total
12,150 $
12,081 $
44 $
25 $
6,660
4,805
1,855
1,363
1,363
10,025
10,025
509
364
133
12
9,300
9,300
2,059
2,059
1,978
1,978
396
396
2,000
2,000
$ 46,440 $
44,371 $
2,032 $
37 $
-

$
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Refer to Note 2(a) “Going Concern” for management current plan to raise additional liquidity in the
near term, coupled with management expectation to generate positive cash flows in 2019 with the
Acenzia acquisition and Vitality RTO.
Interest rate risk
Our exposure to interest rate risk is limited to any investments of surplus cash and borrowings. We
may invest surplus cash in highly liquid investments with short term maturities.
Interest rate risk on borrowings is limited due to $1.7 million of loans subject to floating interest rate
(see Note 16). A 2% change in interest rate would have a negligible adverse impact to Eureka93’s
operating results.
Capital Management
Our key objectives when managing capital are to maintain a strong capital base in order to:
•
•
•

Maintain investor, creditor, and market confidence;
Advance Eureka93’s corporate strategies to generate attractive risk-adjusted return over the
long-term for our shareholders; and
Sustain Eureka93’s operations and growth though all cycles.

The Board and senior management monitor Eureka93’s capital and capital structure on a regular
basis to ensure it is sufficient to achieve Eureka93’s short-term and long-term objectives. The capital
structure may vary from time to time based on changes in economic conditions.
Our capital resources consisted of the following:

Borrowings (drawn)
Secured convertible notes (1)
Preferred shares
Common shares
Share-based payments
Warrants
Reserve- other
Less: deficit

March 31,
December 31,
2018
2019
$
12,150 $
12,551
18,048
4,005
5,605
66,739
49,275
2,864
2,592
2,633
2,193
(11,186)
(11,186)
(30,810)
(25,277)

Total capital resources

$

(1)

64,443

$

35,753

Includes embedded derivatives and warrant liability.

Given the lack of earnings, we have no intention of declaring dividends in the next 12 months.
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21.

FINANCIAL INSTRUMENTS
The carrying values of the financial instruments at March 31, 2019 are summarized in the following
table:

Amortized cost

FVTPL

FVTOCI

4,972
8,007
127
5,795

-

-

$

4,972
8,007
127
5,795

1,978
9,300
396
2,000
12,150
6,660
509
2,059

10,025
1,363
-

-

$

1,978
9,300
396
2,000
12,150
6,660
10,025
1,363
509
2,059

Financial assets
Cash
Restricted cash
Restricted short-term investment
Amounts receivable
Financial liabilities
Bank indebtedness
Accounts payable and accrued liabilities
Loans from related parties
Promissory notes to Acenzia selling shareholders
Borrowings
Secured convertible notes
Warrants liability - Secured notes
Derivative liability - Secured notes
Lease obligations
Customer deposits

Total

The following is a summary of financial instruments measured at fair value segregated based on the
various levels of inputs:

Level 1 Level 2 Level 3
As at March 31, 2019
Warrants liability - Secured notes
Derivative liability - Secured notes

-

-

10,025
1,363

Total
$ 10,025
1,363

See Note 17 for key assumptions used in the option pricing model to estimate the above fair values.
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22.

RELATED PARTIES
a) Key management personnel compensation
Key management personnel are those persons having the authority and responsibility for planning,
directing and controlling activities of Eureka93. The key management personnel of Eureka93 are
the executive management team and Board of Directors, who collectively control approximately 23%
of the issued and outstanding common shares of Eureka93 at March 31, 2019.
Compensation (including benefits) provided to the key management personnel is as follows.

March 31,
2019
Termination Benefits
Management cash compensation
Share-based compensation
Directors cash compensation

March 31,
2018

$

998
576
152
72

$

291
263
52

$

1,798

$

606

The termination benefits relate to the departure of two co-founders and special advisors, Messrs.
Poli and Abboud in accordance with their respective employment agreements. These benefits are
payable over a term of two years subject to accelerated payout in the event Eureka93 raises capital
in excess of $50 million.

b) Transactions with other related parties for the three months ended:
March 31, 2019
Financing
Advances to Delisse

(2)

$

Advances to Vitality CBD Natural Health Products Inc.
Loan from ExcelIns Consulting Inc. (3)
Purchase of goods and services
Legal fees (4)
Prepaid royalty payments to Relief Effects
(1)
(2)

(3)

(4)

(5)

(5)

-

March 31, 2018
$

171

$

4,265 $

-

$

175 $

-

$

322 $

137

$

-

118

$

Certain Eureka93’s executive officers and directors have equity ownership in Vitality. See Note 6.
Delisse Fine Cuisine (“Delisse”) is a related party as it is owned by Mr. Peter Abboud, who was the Co-Founder, Special
Advisor and Director of Eureka93 till the end of the three months ended March 31, 2019.
Excelins Consulting is owned by a current employee of Eureka93. Lending was negotiated at arm’s length and at market
rate.
Eureka93’s Chairman is a partner with the law firm, Perley-Robertson, Hill & McDougall LLP in which we have received
corporate, M&A and listing legal services. These services were at arm’s length and market based.
See “Commitments and Contingencies” note. The CEO and President & COO of Eureka93 own collectively
approximately 42% of the voting common shares of Relief Effects Inc.

Unless otherwise stated, none of the above transactions incorporate special terms and conditions.
Further the independent directors of the Board review and approve all significant related party
transactions.
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Breakdown of amounts due from (to) related parties:

March 31, 2019 December 31, 2018
Included in Amounts receivable:
Due from officers
Included in Prepaid expenses and Other:
Receivable from Relief Effects Inc.
Deposits for hemp CBD biomass - Vitality
Advances to Vitality

$

28 $

28

$

185 $
3,821
4,264
8,270 $

185
3,321
477
3,983

252 $
57

184
42

$
Included in Accounts payable and accrued liabilities:
Perley-Robertson, Hill & McDougall LLP (law firm)
$
Due to directors
Due to Acenzia selling shareholders
Included in Loans from related parties:
Due to Acenzia selling shareholders
Others

23.

2,000

$

$

2,000

371 $
25

371
-

COMMITMENTS AND CONTINGENCIES
Commitments
Supply Commitments
a) Supply of Hemp-Derived CBD Commitment – Tilray Inc.
On December 17, 2018, we signed a binding term sheet to supply Tilray Inc. (“Tilray”) with hempderived CBD isolate in North America. On February 1, 2019, we finalized the CBD supply
agreement with Tilray, in which Eureka93 agreed to initially provide 150 kilograms (kgs) per
month of wholesale CBD isolate, or an equivalent amount of full spectrum CBD extract, cultivated
and processed from hemp, and meeting jurisdictional regulations. As of August 2019, the
monthly commitment increases to 300 kgs, with an option to increase to 500 kgs per month. The
supply agreement is for 12 months, at which time it will automatically renew for successive 12month terms unless either party has opted out of such renewal. At the request of Tilray, we have
delayed the shipment of CBD products until the second quarter of 2019.
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Purchase Commitments
a) Cannabis Facilities
We have entered purchase commitments amounting to $0.2 million for the cannabis facility
project in Ottawa, Ontario and $1.0 million for the global innovation center project in Litchfield,
Québec. We expect the equipment to be delivered in 2019 when we resume the project and will
be payable shortly after delivery.
b) Purchase of Industrial Hemp Biomass with Vitality
On August 2, 2018, and further amended on September 10, 2018, we entered into an agreement
with Vitality to purchase 1,000 acres of industrial hemp biomass to be harvested from farmland
located in Alberta for total cash consideration of USD$10 million or $13.4 million payable over a
payment schedule as defined in the agreement. To date, total payment of US$2.5 million or $3.3
million have been made. In light of the Vitality RTO, both parties agreed to revisit this transaction
post RTO.
Licensing Agreement with Relief Effects Inc.
On September 1, 2017, we entered into an exclusive licensing agreement with Relief Effects Inc. for
the intellectual property surrounding extraction, isolation, and infusion technologies in Canada only
(see Note 22). These technologies will enable us to process cannabis and hemp extracts and
isolates that will be used in the formulation of numerous functional food products, edibles, and
infusions. In return for accessing these technologies, we agreed to pay a 10% royalty based on
Eureka’s future gross products revenue generated from the use of Relief Effects technology. For the
three months ended March 31, 2019, no royalty payments were made to Relief Effects.

Contingencies
Trademark Infringement
One of Eureka93’s subsidiaries, Livewell Foods Canada Inc. is subject to an action commenced in
the Federal Court of Canada on May 9, 2018 by Green Brands LLC and Broadway LLC doing
business as Livwell and doing business as Livwell Enlightened Health (collectively, the “Plaintiffs”).
The action, among other things, alleges that Livewell Foods Canada Inc. has passed off its business
and services for those of the Plaintiffs contrary to the Trademarks Act, RSC 1985, c T-13, and seeks
to restrain Livewell Foods Canada Inc from using the words “LiveWell” and “LiveWell Foods Canada”
or words similar thereto, in association with its business. Livewell Foods Canada Inc. intends to
vigorously defend this action. The proceedings are in the pleadings stage.
Cannabis Purchase and Sale Transaction with Canopy Growth and Canopy Rivers (“Canopy
Transaction”)
On November 22, 2017, we entered into an arrangement with Canopy Growth Corporation
(“Canopy”) and Canopy Rivers Corporation (“Rivers”) consisting of three agreements: an Investment
Agreement (subsequently amended on April 2, 2018), a Royalty Agreement and an Offtake
Agreement which provide as follows:
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(i) Canopy shall provide strategic and logistical support to us including regulatory support to further
ACMPR license at both the Artiva location and Eureka93’s Québec location;
(ii) In return, we shall issue 15% of our fully diluted total common shares at March 31, 2018 and
effective April 15, 2018 with 5% to be held in escrow pending licensing at each location (Artiva
and Litchfield sites) – see Note 18(b);
(iii) Rivers shall offer a $20 million convertible financing facility to us. We declined this financing
offer as the conversion term was no longer in our best interest as result of our stock price being
much higher than the conversion rate;
(iv) Canopy has the option to purchase up to a maximum fixed percentage of the annual cannabis
production at the Artiva facility for a period of 20 years at certain set prices (based on agreed
formulas); and
(v) Rivers shall also receive a nominal royalty on cannabis purchased by Canopy.
On April 3, 2019, we received notice from Canopy and Rivers alleging, among other things, that we
had breached a number of covenants in favour of Canopy and Rivers under the Agreements,
including allegation that we failed to provide notice to Canopy of the proposed Vitality RTO (see
Notes 1 and 26 (a)). Canopy and Rivers have taken the position that they are terminating the
Agreements.
It is our position that Canopy and Rivers have missed a key milestone in two of the Agreements
around obtaining the ACMPR license at both the Artiva location and Eureka93’s Québec location.
Management believes there is no factual basis for the position taken by Canopy and Rivers, that their
claims are tactical, and that Canopy and Rivers are in breach of all of the Agreements for, amount
other things, failing in their obligation to assist Artiva and Eureka93’s Québec location in obtaining
the ACMPR license, entitling us to terminate the Agreements. Management strongly believes the
allegations and claims put forward by Canopy and Rivers are frivolous, and disputes the positions
taken by Canopy and Rivers with respect to termination of the Agreements. On May 23, 2019, we
provided written notice to Canopy terminating the Agreements. We terminated the Investment
Agreement for breach by Canopy of its obligations under such agreement and we terminated the
Offtake and Royalty Agreements due to, among other reasons, Canopy failing to obtain our ACMPR
license from Health Canada by a fixed date set out in the Agreements. We are vigorously pursuing
our rights through the dispute resolution process set out in the Agreements.
We have since taken over carriage of our application file, previously managed by Canopy and we
are working closely with Health Canada to continue to progress our cultivation license application.
Non-payment of Demolition Services
On February 20, 2019, Delsan-A.I.M. Environmental Services Inc. (“Delsan”), based in Montreal,
Québec, initiated legal proceedings against Livewell Foods Québec Inc. (“LiveWell Québec”), a
wholly-owned subsidiary, for non-payment of $1.6 million for demolition services rendered between
June 2018 to October 2018 at Eureka93 Québec’s Litchfield site. We have accrued this liability and
intend to settle in the near term following a successful capital raise and/or positive operating cash
flows following the reverse takeover by Vitality (see Note 26(a)).
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See Subsequent Event – Note 26(c).
24. SUPPLEMENTAL CASH FLOW INFORMATION
The changes in non-cash working capital items are as follows:

Amounts receivable
Inventory
Prepaid expenses
Other assets
Accounts payable & accrued liabilities
Customer deposits

Three Months
Three Months
Ended March 31,
Ended March 31,
2019
2018
$
(3,358) $
(1,618)
(158)
(50)
(202)
(198)
735
1,051
(52)
-

Changes in non-cash working capital

$

(3,035) $

(815)

Non-cash transactions for the quarter ended March 31, 2019:
• The issuance of common shares to Acenzia’s selling shareholders (see Note 18(b)).
• The issuance of common shares as part of a debt settlement (see Note 18(b)).
• Capitalization of Right-of-Use Assets (see Note 11)

25. SEGMENTED INFORMATION
For the three months ended March 31, 2019, management determined that Eureka93 operated only
in one segment: to cultivate, process, and distribute hemp-derived CBD and cannabis health and
wellness as well as beauty solutions.
All revenues for the three months ended March 31, 2019 were generated in Canada. All the property,
plant and equipment and intangible assets are located in Canada.

26.

SUBSEQUENT EVENTS
a) Vitality Reverse Takeover (“Vitality RTO”) and Change in Company Name
On April 11, 2019, our shareholders approved the amalgamation of LiveWell Canada Inc., Vitality
and Mercal and renamed the Company to Eureka 93 Inc. This amalgamation became effective
on April 24, 2019. Subject to final approval by the Canadian Securities Exchange (the “CSE”),
Eureka93’s common shares will resume trading on the CSE with a new stock ticker: ERKA. We
have also applied to list Eureka93’s common shares on NASDAQ. There is no guarantee that
this listing will be accepted or at what time in the future.
Following the amalgamation, Vitality shareholders owns approximately 83% of the total
outstanding and issued common shares of Eureka93, resulting in a reverse takeover transaction.
Accordingly, Vitality is the accounting acquiror whereas LiveWell Canada Inc. and Mercal are the
accounting acquirees under IFRS. LiveWell Canada Inc. and Mercal shareholders own
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approximately 15% and 2%, respectively, of Eureka93’s total issued and outstanding common
shares.
b) TD Bank Credit Facility
On May 3, 2019, after making a $100 thousand payment, TD Bank agreed to extend the term of
the credit facility to the end of August 15, 2019 subject to reducing the credit limit via future
payments as follows: $1.265 million on June 14, 2019, $0.6 million on July 15, 2019, and $nil on
August 15, 2019. Further, the remaining equipment loan of $125 thousand shall be repaid on
August 15, 2019 (see Note 16). Notwithstanding this agreement, at its sole discretion, TD Bank
reserves the right to terminate this facility with no further notice.
c) Farmers’ Litigation
A subsidiary of Eureka93 is the defendant in lawsuits filed in Montana in July 2018 and August
2018 by 21 farmers for non-payment of their fees pursuant to hemp fixed acreage production
agreements entered by Vitality and each of the farmers in May 2018. On February 1, 2019, the
Montana Department of Agriculture has suspended Vitality’s 2019 Montana Commodity Dealer
license. This suspension prohibits Vitality from entering into any new contracts with Montana
farmers. However, this suspension does not impede our ability to extract and process CBD oil
and isolates for commercial sales. Vitality contests the amounts owing, given the lack of fulfilment
of the terms of the agreements by the farmers and continues to engage in settlement discussions
with the farmers. On May 6th, 2019, the Montana Department of Agriculture filed a Petition with
the Montana First Judicial District Court, Lewis and Clark County against Vitality seeking among
other things, the posting of a bond to cover the outstanding amounts owing to Montana producers.
Eureka93 intends to answer the Petition and pursue its rights under the agreements with the
farmers.
d) Amended and Restated Stock Option Plan
As disclosed in Note 18 (c), Eureka93 has an Option Plan. On April 11, 2019, our shareholders
approved to amend and restate this plan ( the “2019 Option Plan”) to adjust the aggregate number
to 14.5 million of Eureka93 common shares reserved for issuance under the 2019 Option Plan
and under any other share compensation arrangement granted or made available by Eureka93.
This represents 20% of the issued and outstanding common shares of Eureka93 at the closing of
the share consolidation and amalgamation.
The outstanding stock options immediately prior to the 2019 Option Plan were consolidated on a
15 to 1 ratio and the exercise price adjusted accordingly as a result of the share consolidation.
The following table summarizes the option adjustments.
Prior
Outstanding
Stock Options
(‘000s)
15,935
317
9,350

Exercise
Price

$0.43
$0.30
$0.74

Adjusted
Outstanding
Stock Options
(‘000s)
1,062
21
623

Adjusted
Exercise
Price
$6.45
$4.50
$11.10

As a result of the Vitality RTO, the change of control provision was triggered under Eureka93’s
Option Plan, resulting in all of the unvested outstanding stock options become immediately
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vested. The 2019 Option Plan also had a provision stating that outstanding Options would expire
within 30 days of a change of control event such as the Vitality RTO On May 23, 2019 the Board
of Directors passed a resolution to amend the 2019 Option Plan by deleting this provision in order
to prevent the expiry of the outstanding Options on May 24, 2019 and otherwise maintain their
original terms. This amendment will be presented to the shareholders of the Eureka93 for
ratification at Eureka93’s forthcoming annual general meeting.
e) Mortgage Loan Commitment Agreement
On April 4, 2019, and further amended on May 25, 2019, we entered into a mortgage loan
commitment agreement with private lenders for a five-year interest-only mortgage of $1.8 million
bearing interest at 10.5% per annum, with annual interest payment of $189 thousand payable in
advance on May 29th of each anniversary year. The mortgage loan will have a first charge on
Acenzia’s property. Additionally, the Parent company (Eureka 93 Inc.) provided a guarantee of
repayment for this mortgage loan.
The mortgage loan is expected to close on May 31, 2019. The proceeds from this mortgage loan
will be used to repay the current BDC mortgage loan of $1.7 million (see Note 16).
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of Vitality CBD Natural Health Products Inc.
Opinion on the Consolidated Financial Statements
We have audited the accompanying consolidated balance sheets of Vitality CBD Natural Health Products
Inc. (the Company) as of December 31, 2018 and 2017, and the related consolidated statements of loss,
comprehensive loss, stockholders’ deficit, and cash flows for the year ended December 31, 2018 and for
the period from August 4, 2017 (date of incorporation) to December 31, 2017, and the related notes
(collectively referred to as the consolidated financial statements).
In our opinion, the consolidated financial statements present fairly, in all material respects, the consolidated
financial position of the Company as of December 31, 2018 and 2017, and the results of its consolidated
operations and its consolidated cash flows for the year ended December 31, 2018 and for the period from
August 4, 2017 (date of incorporation) to December 31, 2017, in conformity with International Financial
Reporting Standards as issued by the International Accounting Standards Board.
Material Uncertainty Related to Going Concern
The accompanying consolidated financial statements have been prepared assuming that the Company will
continue as a going concern. As discussed in Note 2-A to the consolidated financial statements, the
Company has suffered recurring losses from operations and has a net capital deficiency that raise
substantial doubt about its ability to continue as a going concern. Management's plans in regard to these
matters are also described in Note 2-A. The consolidated financial statements do not include any
adjustments that might result from the outcome of this uncertainty
Basis for Opinion
These consolidated financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on the Company’s consolidated financial statements based on our
audits. We are a public accounting firm registered with the Public Company Accounting Oversight Board
(United States) (PCAOB) and are required to be independent with respect to the Company in accordance
with the U.S. federal securities laws and the applicable rules and regulations of the Securities and Exchange
Commission and the PCAOB.
We conducted our audits in accordance with the standards of the PCAOB. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial
statements are free of material misstatement, whether due to error or fraud. The Company is not required
to have, nor were we engaged to perform, an audit of its internal control over financial reporting. As part of
our audits, we are required to obtain an understanding of internal control over financial reporting, but not
for the purpose of expressing an opinion on the effectiveness of the Company’s internal control over
financial reporting. Accordingly, we express no such opinion.
Our audits included performing procedures to assess the risks of material misstatement of the consolidated
financial statements, whether due to error or fraud, and performing procedures that respond to those risks.
Such procedures included examining, on a test basis, evidence regarding the amounts and disclosures in
the consolidated financial statements. Our audits also included evaluating the accounting principles used
and significant estimates made by management, as well as evaluating the overall presentation of the
consolidated financial statements. We believe that our audits provide a reasonable basis for our opinion.
We have served as the Company’s auditor since 2019.
Montréal, Québec
1

MNP SENCRL, srl

March 5, 2019
1

CPA auditor, CA, public accountancy permit No. A126822

1155, BOUL. RENÉ-LÉVESQUE O., 23e ÉTAGE, MONTRÉAL (QUÉBEC) H3B 2K2
1.888.861.9724 TÉL : 514.861.9724 TÉLÉC : 514.861.9446 MNP.ca

Vitality CBD Natural Health Products Inc.
CONSOLIDATED STATEMENTS OF FINANCIAL POSITION
(Expressed in USD $000s)
December 31,
2018

Notes
ASSETS
Current Assets
Cash
Amounts receivable
Inventory
Biological assets
Deposits

6
7
9
8
10

$

Total Current Assets
Non-Current Assets
Property, plant and equipment
Deferred tax assets
Total Non-Current Assets

11
18(b)

12
14
13
15

27,867

$

561

$

11,287
19,717
3,425
118

$

315
2,519
16
-

34,547

14
15
18

2,850

60
5

-

65

-

-

TOTAL LIABILITIES

EQUITY/DEFICIENCY
Preferred shares
Common shares
Contributed surplus
Equity reserves:
Share-based payments
Warrants
Accumulated other comprehensive income
Other
Retained earnings (deficit)

561
561

$

Total Non-Current Liabilities

Commitments and contingencies

-

2,961
2,961

Total Current Liabilities
Non-Current Liabilities
Borrowings
Convertible Debt
Deferred tax liabilities

$

24,906

TOTAL ASSETS
LIABILITIES
Current Liabilities
Accounts payable and accrued liabilities
Borrowings - current portion
Customer deposits
Derivative liability

300
2
20,692
3,912

December 31,
2017

34,612

2,850

18,037
-

-

797
1,184
36
(8,063)
(18,736)

(2,290)

(6,745)

(2,289)

22

11(a)
16(a)

1
-

16(b)

TOTAL SHAREHOLDERS' EQUITY (DEFICIENCY)
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY

$

27,867

$

561

The accompanying notes are an integral part of these consolidated financial statements
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Vitality CBD Natural Health Products Inc.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
YEAR ENDED DECEMBER 31, 2018 AND PERIOD FROM AUGUST 4, 2017 (INCORPORATION DATE) TO DECEMBER 31, 2017

(Expressed in USD $000s)

Notes
Revenue
Cost of sales, including impairment
Gross profit/(loss), excluding fair value items
Realized fair value amounts included in inventory sold
Unrealized fair value gain on growth of biological assets
Gross profit/(loss)
Operating expenses
General and administrative ("G&A")
Sales and Marketing
Stock-based compensation
Depreciation and amortization

December 31, 2018
(12 months)
$

8

August 4, 2017 to
December 31, 2017

839 $
(668)
171
7,777
7,948

61
(578)
(517)
(517)

24
2,680
177
907
208

-

Total operating expenses before other expenses/(income)

3,972

140

Income/(Loss) from operations

3,976

(657)

Other expenses (income)
Loss on debt settlement
Finance expense
Foreign exchange gain
Transaction costs
Other

16

14
5

Loss before income taxes
Income tax recovery (expense)
Current
Deferred, net
Income tax recovery (expense)

45

11,714
8,842
(301)
143
24

1,631
2
-

(16,446)

(2,290)

-

-

NET LOSS

$

Other comprehensive income (loss)
Foreign currency translation

(16,446) $

36

COMPREHENSIVE LOSS
EARNINGS(LOSS) PER SHARE:
Basic
Diluted

95

$

(16,410) $

$
$

(0.19) $
(0.19) $

(2,290)

(2,290)

17

Weighted average number of outstanding common shares- basic(in 000s)
Weighted average number of outstanding common shares- diluted(in 000s)

86,025
86,025

-

The accompanying notes are an integral part of these consolidated financial statements
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Vitality CBD Natural Health Products Inc.
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY
YEAR ENDED DECEMBER 31, 2018 AND PERIOD FROM AUGUST 4, 2017 (INCORPORATION DATE) TO DECEMBER 31, 2017

(Expressed in USD $000s and '000 of shares)
Number of Shares

(Refer to Note 16)
Balance at August 4, 2017
Seeding equity from the Founders
Net loss
Balance at December 31, 2017
Balance at January 1, 2018
Issuance of seeding equity
Issuance of common shares from non-brokered private placements
Issuance of common shares for fixed asset deposit
Issuance of fully vested common shares for services
Issuance of common shares for settlement of debts and payables
Issuance of units from conversion of promissory notes
Issuance of common shares for RTO
Issuance of common shares on incorporation
Issuance of units from brokered private placements
Share issuance costs
Share-based compensation
Change in foreign currency translation
Net loss
Balance at December 31, 2018

Preferred
-

Common Common
(in 000s)
shares
- $
1
$
1

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

Reserves

Sharebased
Payment Warrants
Other
$
$
$
$
$
$
-

$
1 $
22,000
8,063
1,338
620
4,000
3,181
206
96
3,377
1,375
9,212
1,772
65,000
35,000
8,479
3,114
(185)
148,612 $ 18,037 $

-

$

$
(96)
430
802
(48)
893
797 $ 1,184 $

Accumulated
Other
Comprehensive
Earnings (Deficit)
$
$
-

$
(8,063)
(8,063) $

-

Retained
Earnings
(Deficit) Total Equity
$
$
1
(2,290)
(2,290)
$ (2,290) $ (2,289)
$

(2,290) $ (2,289)
620
3,181
1,375
2,202
3,916
(233)
893
36
36
(16,446)
(16,446)
36 $ (18,736) $ (6,745)

Vitality CBD Natural Health Products Inc.
CONSOLIDATED STATEMENTS OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2018 AND PERIOD FROM AUGUST 4, 2017 (INCORPORATION DATE) TO DECEMBER 31, 2017

(Expressed in USD $000s)

Notes
Cash flows from operating activities
Net Profit/(Loss)
Adjustments for non-cash items:
Change in fair value of biological assets
Depreciation and amortization
Loss on debt settlement
Transaction costs
Foreign currency translation
Stock-based compensation
Borrowings- current portion
Non-cash finance costs
Non-cash for expenses paid with debt
Adjustments for net changes in non-cash working capital

Twelve Months Ended
December 31, 2018
$

5
16

23

Net cash used in operating activities
Cash flows from investing activities
Net cash inflow from RTO
Purchases of property, plant and equipment

11

Net cash used in investing activities
Cash flows from financing activities
Proceeds from issuance of common shares
Proceeds from issuance of warrants
Payment of share and warrant issuance costs
Proceeds from borrowings
Payment on borrowings

16
16(b)
16
14

Net cash from financing activities

(16,446)

August 4, 2017 to
December 31, 2017
$

(7,777)
208
11,714
143
36
893
8,531
16
492

(2,290)
45
1,618
-

1,380

331

(810)

(296)

290
(2,031)

(26)

(1,741)

(26)

3,735
730
(175)
2,042
(3,465)

556
(234)

2,867

322

Effect of foreign exchange on cash

(16)

Net change in cash

300

Cash, beginning of period

-

Cash, end of period

300

$

-

The accompanying notes are an integral part of these consolidated financial statements
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VITALITY CBD NATURAL HEALTH PRODUCTS INC.
Notes to the Consolidated Financial Statements
Year Ended December 31, 2018 and Period from August 4, 2017 and December 31, 2017
(Expressed in USD thousands, except as specified otherwise)

1.

CORPORATE INFORMATION
Vitality CBD Natural Health Products Inc. (“Vitality” or the “Company”), formerly Serenity CBD
Canada Inc. (“Serenity”), is a privately-owned Canadian company incorporated on February 8, 2018
under the Canada Business Corporation Act. The registered office of the Company is 1400 – 340
Albert Street, Ottawa, Ontario, K1R 0A5. On July 19, 2018, Serenity changed its name to Vitality
CBD Natural Health Products Inc.
On February 22, 2018, Vitality signed a letter of intent (“LOI”) to enter into a share exchange
agreement with Mercal Capital Corp. (“Mercal”) whereby Mercal would acquire 100% of Vitality.
Mercal is a capital pool company and at the time traded on the TSX Venture Exchange (“TSX-V”)
under the ticker symbol MUL.P. The proposed transaction was intended to constitute a qualifying
transaction (“Qualifying Transaction”) under the policies of the TSX-V in order for Vitality to become
a public company in Canada.
On March 23, 2018, Vitality acquired 100% of the membership interests of Vitality Natural Health
LLC and 100% of the membership interests of USA Biofuels LLC by issuing 65 million common
shares which constituted a reverse takeover (RTO) - (Note 5). Vitality Natural Health LLC and USA
Biofuels LLC were controlled by two U.S. shareholders.
The Company, through its wholly owned subsidiaries, Vitality Natural Health LLC and USA Biofuels
LLC (“Vitality USA”), is licensed to cultivate, process and distribute industrial hemp in the state of
Montana, United States of America (“USA” or “US”) under the Montana Industrial Hemp Pilot Project
administered by the Montana Department of Agriculture. The principal activities of Vitality are to
produce hemp-based cannabidiol (“CBD”) products in its Montana facility. These are then sold to
customers in North America. The industrial hemp is sourced from suppliers in Canada and the US
as well as through contracts with farmers.
Vitality has a production facility in Eureka, Montana (USA). In November 2018, Vitality also acquired
additional production capacity in Las Cruces, New Mexico (USA), where it plans to retrofit the existing
algae biofuel production/extraction equipment. The closing of this acquisition is anticipated to close
in March 2019 [Note 26 (c)].
On December 3, 2018, Vitality entered a binding letter of agreement to be acquired 100% by LiveWell
Canada Inc. (“LiveWell”). Following the closing of this transaction, Vitality shareholders will own 85%
of the total fully diluted outstanding and issued common shares of LiveWell post-closing, with
potentially an additional 5% subject to achieving a specified milestone. This will constitute a reverse
takeover of LiveWell and is subject to several conditions and regulatory approval (Note 22).
Further, on December 7, 2018, Vitality and Mercal agreed to amend the LOI to no longer proceed
with the Qualifying Transaction and that Mercal would delist from the NEX board of the TSX-V prior
to proceeding with the merger with Vitality as mentioned above (Note 22).
In these consolidated financial statements, “Vitality”, “Company”, “we”, “us”, or “ours” refers to Vitality
CBD Natural Health Products Inc. and its wholly-owned subsidiaries. As Vitality Natural Health LLC
and USA Biofuels LLC were formed on August 4, 2017, we have presented the comparative prior
period from August 4, 2017 to December 31, 2017.
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VITALITY CBD NATURAL HEALTH PRODUCTS INC.
Notes to the Consolidated Financial Statements
Year Ended December 31, 2018 and Period from August 4, 2017 and December 31, 2017
(Expressed in USD thousands, except as specified otherwise)

2.

BASIS OF PRESENTATION
A) Going concern
Vitality is in a start-up phase and has incurred significant operating losses since its inception in
August 2017. Vitality incurred a net loss of $16,446 for the year ended December 31, 2018 and a
net loss of $2,290 for the period from August 4, 2017 to December 31, 2017. At December 31, 2018,
Vitality’s cash was $300 and working capital of negative $ 9,641. Vitality has an accumulated deficit
of $18,736 at December 31, 2018. These events or conditions indicate that a material uncertainty
exists that casts substantial doubts on Vitality’s ability to continue as a going concern.
We are currently seeking additional capital, acquisitions, joint ventures, strategic partnerships and
other business arrangements to generate and grow Vitality revenues and expand its product offerings
in the hemp-CBD market place.
Despite the cumulative operating losses since inception and the current net deficit, we have prepared
the consolidated financial statements for the year ended December 31, 2018, on a going concern
basis as we believe Vitality will realize its assets and discharge its liabilities in the normal course of
business for the foreseeable future. Specifically, as a result of commissioning Vitality’s industrialgrade extractor in late January 2019, our production capabilities are expected to enhance
significantly which is further expected to have a material positive impact on our cash flows and
profitability.
Additionally, management has the following plans to maintain liquidity in the event that revenues do
not increase as quickly as anticipated and to finance acquisitions over the next 12 months:
•

•
•

Complete the RTO transaction with LiveWell in April 2019. LiveWell is listed on the Canadian
Securities Exchange (ticker: LVWL) and therefore we will indirectly have access to the Canadian
capital markets for future capital raise initiatives. Management has secured support agreements
from LiveWell’s directors and officers to vote in favor of the RTO; this group collectively owns
approximately 29% of the total outstanding common shares of LiveWell.
Realize business synergies from the RTO transaction with LiveWell.
Continue to provide support to LiveWell with its capital fundraising. Effective February 14, 2019
LiveWell closed a $3,000 bridge financing of which the net proceeds were allocated to Vitality
to fund its working capital and purchase of the New Mexico Facility. LiveWell expects to close
a second round of capital financing of approximately $15,000 in March 2019.

While management is confident to execute on the above plans, there can be no certainty that such
financing will be available on a timely basis and at terms acceptable to us.
As the Consolidated Financial Statements have been prepared on a going concern basis, no
adjustments to the carrying value of the assets and liabilities have been made in these Consolidated
Financial Statements should Vitality no longer be able to continue as a going concern.
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VITALITY CBD NATURAL HEALTH PRODUCTS INC.
Notes to the Consolidated Financial Statements
Year Ended December 31, 2018 and Period from August 4, 2017 and December 31, 2017
(Expressed in USD thousands, except as specified otherwise)

B) Statement of compliance
We have prepared these consolidated financial statements in accordance with International Financial
Reporting Standards (“IFRS”) as issued by the International Accounting Standards Board (“IASB”)
and the Interpretations of the International Financial Reporting Interpretations Committee (“IFRIC”).
These consolidated financial statements have been prepared on a going concern basis, meaning
that Vitality will be able to realize its assets and discharge its liabilities in the normal course of
operations.
On March 5, 2019, our Board of Directors approved these consolidated financial statements and
authorized them for issue.

C) Basis of measurement
The consolidated financial statements have been prepared on a historical cost basis using the
accrual method of accounting, except for biological assets and certain financial instruments which
are measured at fair value.
Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date, regardless of whether the price
is directly observable or estimated using another valuation technique. In estimating the fair value of
an asset or a liability, the Company takes into account the characteristics of the asset or liability if
market participants would take those characteristics into account when pricing the asset or liability
at the measurement date.
Fair value measurements are classified using a fair value hierarchy that reflects the significance of
the inputs used in making the measurements. The fair value hierarchy has the following levels:
Level 1 - valuation based on quoted prices (unadjusted) in active markets for identical assets or
liabilities;
Level 2 - valuation techniques based on inputs other than quoted prices included in Level 1 that are
observable for the asset or liability, either directly (i.e., as prices) or indirectly (i.e., derived from
prices); and
Level 3 - valuation techniques using inputs for the asset or liability that are not based on observable
market data (unobservable inputs).
The fair value hierarchy requires the use of observable market inputs whenever such inputs exist.

D) Basis of consolidation
These consolidated financial statements are presented in accordance with the reverse takeover
guidelines between a non-operating private shell company and a private operating company and is
accounted for under IFRS 2 (Note 5). Accordingly, the consolidated financial statements are in the
name of Vitality CBD Natural Health Products Inc. but incorporate the financial statements of Vitality
Natural Health LLC, which is the accounting acquirer with 65% controlling stake in Vitality CBD
Natural Health Products Inc., the legal acquirer. USA Biofuels is a shell company with no operations,
assets or liabilities.
All significant intercompany balances and transactions were eliminated on consolidation.
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VITALITY CBD NATURAL HEALTH PRODUCTS INC.
Notes to the Consolidated Financial Statements
Year Ended December 31, 2018 and Period from August 4, 2017 and December 31, 2017
(Expressed in USD thousands, except as specified otherwise)

E) Functional and presentation currency
These consolidated financial statements are presented in US dollars unless otherwise noted. The
Canadian holding company’s functional currency is the Canadian dollar; whereas, Vitality USA’s
functional currency is the US dollar. The assets and liabilities of the Canadian holding company are
translated into US dollars at period end exchange rates. Income and expenses, and cash flows of
the Canadian holding company are translated into US dollars using average exchange rates.
Exchange differences resulting from the translation of the Canadian holding company are recognized
in other comprehensive income and accumulated in equity.

3.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
We have used the following significant accounting policies to prepare Vitality’s consolidated financial
statements. These policies have been consistently applied to all the periods presented, unless
otherwise noted.
(a) Biological assets
Vitality’s biological assets consist of hemp plants. We capitalize the direct and indirect costs incurred
related to the biological transformation of the biological assets between the point of initial recognition
and the point of harvest. We then measure the biological assets at fair value less cost to sell up to
the point of harvest, which becomes the initial basis for the cost of finished goods inventories after
harvest. Any subsequent post-harvest costs are capitalized to inventory to the extent that cost is less
than net realizable value. The net unrealized gains or losses arising from changes in fair value less
cost to sell during the year are included in the results of operations of the related year.
(b) Inventory
Inventory primarily comprises of harvested industrial hemp plants. The direct and indirect costs of
inventory initially include the fair value of the biological asset at the time of harvest. They also include
subsequent costs such as materials, labor, and depreciation expense on equipment involved in
packaging, labelling and inspection.
The fair value adjustment was calculated in line with the guidance in IAS 41 around biological
valuation. If inventory is purchased, it is carried at cost and no biological asset valuation is needed.
However, Vitality was engaged in the activity of growing and harvesting the hemp plants, which
necessitates the calculation of a fair value less estimated cost to sell (“FVCL”) for the plants so
harvested. All costs related to biological assets that are measured at fair value are recognized as
expenses when incurred, other than costs to purchase biological assets.
There is no work-in-process (“WIP”) inventory on hand at December 31, 2018, the only inventory to
fair value is the yield, which is in the form of bales.
(c) Acquisitions
Acquisitions are assessed based on whether these are acquisition of business as defined under
IFRS 3 or capital transactions of the accounting acquirer in which case accounting under IFRS 2 –
Share Based Payment is applied. This is further driven by the evaluation of who controls the merged
company after the transaction. A reverse acquisition occurs if the entity that issues securities (the
legal acquirer) is identified as the acquiree for accounting purposes and the entity whose equity
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VITALITY CBD NATURAL HEALTH PRODUCTS INC.
Notes to the Consolidated Financial Statements
Year Ended December 31, 2018 and Period from August 4, 2017 and December 31, 2017
(Expressed in USD thousands, except as specified otherwise)

interests are acquired (legal acquiree) is the acquirer for accounting purposes. Any difference in the
fair value of the consideration and the fair value of the net assets acquired is expensed if the
transaction falls under IFRS 2 – Share Based Payments. No goodwill is recognized as is the case
where a business has been acquired.
(d) Foreign currency translation
Transactions in foreign currency are translated into the functional currency using the exchange rate
in effect on the transaction date. Foreign exchange gains and losses resulting from the settlement of
such transactions and from the re-measurement of monetary items at the reporting date exchange
rate are recognized in net earnings (“P&L”). Non-monetary items measured at historical cost are
translated using the exchange rate at the date of the transaction. Assets and liabilities of the foreign
operations, including fair value adjustments arising from the acquisition, are translated into the
reporting currency, the US dollar, at the period end rates of exchange, and the results of its operations
are translated at average rates of exchange for the period. Exchange differences resulting from
translating foreign operations are recognized in other comprehensive income and accumulated in
equity.

(e) Cash
Cash includes cash on hand or deposits held with financial institutions and in trust accounts held with
Vitality’s legal counsel.

(f)

Property, plant & equipment

Property, plant and equipment are initially recognized at acquisition cost, including any costs directly
attributable to bringing the assets to the location and condition necessary for them to operate in a
manner intended by the Company’s management. Subsequently, they are measured at cost less
accumulated depreciation and impairment losses. We determine depreciation on a straight-line basis
over the following estimated useful lives:

Equipment
Building
Building and improvements
Vehicles

5 years
20 years
20 years
5 years

As no finite life for land can be determined, the related carrying amounts are not amortized.
An asset’s residual value, useful life and depreciation method are reviewed during each financial
year and adjusted if appropriate. When parts of an item of equipment have different useful lives, we
account for these as separate items (major components) of property, plant and equipment. We
capitalize the cost associated with substantive betterments or improvements to equipment that
significantly add to the productive capacity or extend the useful life of an asset. All other repair and
maintenance costs are recognized as expenses.
Gains or losses on disposal of an item are determined by comparing the proceeds from disposal with
the carrying amount of the item and recognized in P&L.
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VITALITY CBD NATURAL HEALTH PRODUCTS INC.
Notes to the Consolidated Financial Statements
Year Ended December 31, 2018 and Period from August 4, 2017 and December 31, 2017
(Expressed in USD thousands, except as specified otherwise)

(g) Finite-lived and indefinite-lived intangible assets
Finite-lived intangible assets are recorded at cost less accumulated amortization and accumulated
impairment losses. The estimated useful lives and amortization methods are reviewed at the end of
each reporting period, with the effect of any changes in estimates being accounted for on a
prospective basis.
Intangible assets with indefinite useful lives are carried at cost less accumulated impairment losses.

(h) Impairment of long-lived assets
Long-lived assets, including property, plant and equipment and intangible assets are reviewed for
impairment at each reporting date or earlier when events or changes in circumstances indicate that
the carrying amount of an asset exceeds its recoverable amount. For the purpose 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. If
the carrying amount of an asset exceeds its recoverable amount, an impairment charge is recognized
immediately in P&L 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

(i)

Borrowings

Borrowings are recognized initially at fair value, net of transaction costs incurred. Borrowings are
subsequently carried at amortized cost; any difference between the proceeds (net of transaction
costs) and the redemption value is recognized in P&L over the period of the borrowings using the
effective interest method.
Borrowing costs directly attributable to the acquisition, construction, or production of qualifying
assets, which are assets that necessarily take a substantial period of time to get ready for their
intended use or sale, are capitalized until such time the assets are substantially ready for their
intended use or sale.
All other borrowing costs are recognized in P&L in the period in which they are incurred.

(j)

Leases

Leases in which a significant portion of the risks and rewards of ownership are retained by the lessor
are classified as operating leases. Payments on operating lease agreements are recognized as an
expense on a straight-line basis in accordance with the lease term. Associated costs, such as
maintenance and insurance, are expensed as incurred.

(k) Capital stock
Financial instruments issued by Vitality are classified as shareholder’s equity only to the extent that
they do not meet the definition of a financial asset or financial liability. Vitality’s common shares,
warrants and stock options are classified as equity instruments.
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VITALITY CBD NATURAL HEALTH PRODUCTS INC.
Notes to the Consolidated Financial Statements
Year Ended December 31, 2018 and Period from August 4, 2017 and December 31, 2017
(Expressed in USD thousands, except as specified otherwise)

Incremental costs directly attributable to the issue of new shares, warrants or stock options are
recognized as a deduction from shareholders’ equity, net of tax.

(l)

Share-based compensation

In accordance with IFRS 2, Share Based Payments, we measure equity settled share-based
payments based on their fair value at the grant date and recognize compensation expense over the
vesting period based on management’s estimate of equity instruments that will eventually vest.
Expected forfeitures are estimated at the date of grant and subsequently adjusted if further
information indicates actual forfeitures may vary from the original estimate. The impact of the revision
of the original estimate is recognized in profit or loss such that the cumulative expense reflects the
revised estimate.
For share-based payments (e.g. stock options) granted to non-employees, the compensation
expense is measured at the fair value of the good and services received except where the fair value
cannot be estimated in which case it is measured at the fair value of the equity instruments granted.
The fair value of share-based compensation to non-employees is periodically re-measured until
counterparty performance is complete, and any change therein is recognized over the period and in
the same manner as if we had paid cash instead of paying with or using equity instruments.
When the stock options are exercised, Vitality issues new common shares. The proceeds received
net of any directly attributable transaction costs are recorded as share capital and the related sharebased compensation is transferred from share-based reserve to share capital.
The grant of stock options by Vitality to employees of its subsidiaries is treated as a capital
contribution. The fair value of employee services received, measured by reference to the grant date
fair value, is recognized over the vesting period as in increase to investment in subsidiary, with a
corresponding credit to equity in the Parent entity accounts.
Our plan does not feature any stock options for cash settlement.

(m) Warrants
Warrants that have been issued in combination with common shares are accounted for under IAS
32, Financial Instruments: Presentation. Equity Classification applies to instruments where a fixed
amount of cash (or liability) denominated in the issuer’s functional currency is exchanged for a fixed
number of shares.
In calculating the value of the warrants, we use the Black Scholes model and incorporate the
following key inputs: estimated fair value of Vitality’s stock, expected life of the warrant, volatility of
Vitality’s stock price, dividend yield and the risk-free interest rate.

(n) Valuation of equity units
We adopted the residual value method with respect to the measurement of common shares and
warrants issued as “Units” under a private placement. Under the residual method, we first allocate
value to the more easily measurable component based on fair value and then the residual value, if
any, to the less easily measurable component.
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The fair value of warrants calculated using the Black Scholes model is determined to be the more
easily measurable component. The balance is allocated to the equity shares. Any fair value attributed
to the warrants is recorded to reserves. If the warrants expire unexercised, the value attributed to
the warrants is transferred to accumulated deficit.

(o) Revenue Recognition
Effective January 1, 2018, we adopted IFRS 15, Revenue from Contracts with Customers. This new
revenue recognition standard supersedes previous accounting standards for revenue, including IAS
11, Construction Contracts, and IAS 18, Revenue, and all existing IFRS revenue interpretations.
IFRS 15 introduced a single model for recognizing revenue from contracts with customers. This
standard applies to all contracts with customers (with limited exceptions), regardless of the type of
revenue transaction or the industry. The standard requires revenue to be recognized in a manner
that depicts the transfer of promised goods or services to a customer and at an amount that reflects
the consideration expected to be received in exchange for transferring those goods or services. The
Company adopted IFRS 15 using the modified retrospective approach, where the cumulative impact
of adoption was required to be recognized in retained earnings as of January 1, 2018 and
comparatives were not required to be restated.
The standard contains a single model that applies to contracts with customers and two approaches
to recognizing revenue: at a point in time or over time. The model features a contract-based five-step
analysis of transactions to determine whether, how much and when revenue is recognized.
To determine the amount and timing of revenue to be recognized, the below mentioned 5-step
process is followed:
➢
➢
➢
➢
➢

Identify the contract with a customer;
Identify the performance obligations in the contract;
Determine the transaction price;
Allocate the transaction price to the performance obligations in the contract; and
Recognize revenue when (or as) the entity satisfies a performance obligation.

Sales of CBD comprises of a variety of performance obligations including the delivery and
acceptance of hemp by the customer. Revenue is recognized when the Company satisfied
its performance obligations upon delivery and acceptance by the customers, which is
consistent with the Company’s previous revenue recognition policy under IAS 18.
(p) Research and development (“R&D”) costs
Research costs are recognized in the P&L as incurred.
We capitalize development expenditures only if the following conditions are met:
➢
➢
➢
➢

Development costs can be measured reliably
The product or process is technically and commercially feasible
Future economic benefits are probable
There is an intent and sufficient resources available to complete the development for use or
sale of the asset

Otherwise, development expenditures are recognized in P&L as incurred.
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(q) Income taxes
Income taxes comprise current and deferred taxes. Income taxes are recognized in the P&L, except to
the extent that they relate to a business combination or items recognized in other comprehensive
income (loss) or directly to equity.
1) Current taxes
The taxes currently payable are based on the taxable income for the year, using tax rates enacted
or substantively enacted at the dates of the Consolidated Statements of Financial Position in the
countries where the Parent and its subsidiaries operate and generate taxable income.
Additionally, it includes any adjustment to tax payable in respect of previous years. Taxable profit
differs from IFRS profit because it excludes items of income or expense that are taxable or
deductible in other years and it further excludes items that are never taxable or deductible.
2) Deferred taxes
Deferred taxes are recognized using the asset and liability method. Under this method, deferred
tax assets and liabilities are recognized for the estimated tax effects of temporary differences
between financial reporting and taxable income (loss) and for tax credit and loss carry forwards.
This is measured on a non-discounted basis using tax rates and laws that were enacted or
substantively enacted at the dates of the Consolidated Statements of Financial Position and are
expected to apply when the deferred tax asset or liability is settled. The effect on deferred tax
assets and liabilities of a change in statutory tax rates is recognized in profit or loss in the year of
change.
Recognition of deferred tax assets for unused tax losses, tax credits and deductible temporary
differences is restricted to those instances where it is probable that future taxable profit will be
available against which the deferred tax asset can be utilized. At the end of each reporting period,
the Company reassesses unrecognized deferred tax assets. We recognize a previously
unrecognized deferred tax asset to the extent that it has become probable that future tax profit
will allow the deferred tax asset to be recovered.
Deferred tax assets and liabilities are offset if there is a legally enforceable right to offset current
tax liabilities and assets, and they relate to income taxes levied by the same tax authority on
the same taxable entity, or on different tax entities, but they intend to settle current tax liabilities
and assets on a net basis or their tax assets and liabilities will be realized simultaneously.

(r)

Earnings (loss) per share

We present basic and diluted earnings (loss) per share (“EPS”) data. Basic EPS is calculated by
dividing the net earnings (loss) attributable to Vitality’s common shareholders by the weighted
average number of common shares outstanding during the period. Diluted EPS is determined by
adjusting the net earnings (loss) attributable to common shareholders and the weighted average
number of common shares outstanding, for the effects of all potential dilutive shares. The diluted
EPS is equal to the basic EPS when the effect of stock options and warrants are antidilutive as it
would decrease the EPS.
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(s) Financial instruments
On January 1, 2018, we adopted IFRS 9, Financial Instruments. This new standard replaced
IAS 39 Financial Instruments: Recognition and Measurement and all previous versions of
IFRS 9. We adopted IFRS 9 using the retrospective approach where the cumulative impact of
adoption will be recognized in retained earnings as of January 1, 2018 and comparatives will
not be restated. The adoption resulted in no cumulative adjustment to retained earnings.
IFRS 9 uses a single approach to determine whether a financial asset is classified and
measured at amortized cost or at fair value. The classification and measurement of financial
assets is based on Vitality’s business models for managing its financial assets and whether
the contractual cash flows represent solely payments of principal and interest (“SPPI”).
Financial assets are initially measured at fair value and are subsequently measured at either
(i) amortized cost; (ii) fair value through other comprehensive income, or (iii) at fair value
through profit or loss.
Amortized cost
Financial assets classified and measured at amortized cost are those assets that are held
within a business model whose objective is to hold financial assets in order to collect
contractual cash flows, and the contractual terms of the financial asset give rise to cash flows
that are SPPI. Financial assets classified at amortized cost are measured using the effective
interest method.
Fair value through other comprehensive income (“FVTOCI”)
Financial assets classified and measured at FVTOCI are those assets that are held within a
business model whose objective is achieved by both collecting contractual cash flows and
selling financial assets, and the contractual terms of the financial asset give rise to cash flows
that are SPPI.
This classification includes certain equity instruments where IFRS 9 allows an entity to make
an irrevocable election to classify the equity instruments, on an instrument-by-instrument
basis, that would otherwise be measured at FVTPL to present subsequent changes in
FVTOCI.
Fair value through profit or loss (“FVTPL”)
Financial assets classified and measured at FVTPL are those assets that do not meet the
criteria to be classified at amortized cost or at FVTOCI. This category includes debt
instruments whose cash flow characteristics are not SPPI or are not held within a business
model whose objective is either to collect contractual cash flows, or to both collect contractual
cash flows and sell the financial asset.
Consistent with IAS 39, financial liabilities under IFRS 9 are generally classified and measured
at fair value at initial recognition and subsequently measured at amortized cost.
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The following table summarizes the classification of the Vitality’s financial instruments under
IFRS 9:

IFRS 9 Classification
Cash
Amounts receivable
Deposit for purchase of property at fair value
Deposits with vendors
Accounts payable and accrued liabilities
Customer deposits
Borrowings
Derivative liability

Amortized cost
Amortized cost
FVTPL
Amortized cost
Amortized cost
Amortized cost
FVTPL
FVTPL

The adoption of IFRS 9 did not have an impact on the Company’s classification and
measurement of financial assets and liabilities. Further, there was no change in the carrying
value of the financial instruments on transition from IAS 39.
IFRS 9 uses an expected credit loss impairment model as opposed to an incurred credit loss
model under IAS 39. The impairment model is applicable to financial assets measured at
amortized cost where any expected future credit losses are provided for, irrespective of
whether a loss event has occurred as at the reporting date.
For trade receivables, we have applied the simplified approach under IFRS 9 and have
calculated ECLs based on lifetime expected credit losses taking into considerations historical
credit loss experience and financial factors specific to the debtors and general economic
conditions.

(t)

Recent accounting pronouncements

Relevant to Vitality, the following standards have been issued by the IASB but were not yet effective
for the year ended December 31, 2018.

IFRS 16 Leases
In January 2016, the IASB issued IFRS 16 Leases, which replaces IAS 17 Leases. The standard
provides a single lessee accounting model, requiring lessees to recognize assets and liabilities for
all leases unless the lease term is 12 months or less or the underlying asset has a low value. The
new lease standard continues to require lessors to classify leases as operating or finance. IFRS 16
is to be applied retrospectively for annual periods beginning on or after January 1, 2019. Earlier
application is permitted if IFRS 15 has also been applied. We are currently assessing the impact of
this new standard on the consolidated financial statements.
IFRIC 23 Uncertainty over income tax treatments
In June 2018, the IASB released IFRIC 23, Uncertainty over income tax treatments. IFRIC 23 clarifies
the application of recognition and measurement requirements in IAS 12, Income Taxes, when there is
uncertainty over income tax treatments. It specifically addresses whether an entity considers each tax
treatment independently or collectively, the assumptions an entity makes about the examination of tax
treatments by taxation authorities, how an entity determines taxable profit (tax loss), tax bases, unused
tax losses, unused tax credits and tax rates and how an entity considers changes in facts and
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circumstances. IFRIC 23 will be effective for Vitality’s fiscal year beginning on January 1, 2019, with
earlier application permitted. We are currently assessing the impact of the adoption of this standard on
its consolidated financial statements.

4.

CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS
The preparation of the consolidated financial statements in conformity with IFRS requires
management to make judgments, estimates and assumptions about future events that can have a
material impact on the amounts reported in Vitality’s consolidated financial statements and
accompanying notes. Consequently, actual results could differ materially from those estimated.
Estimates and underlying assumptions are reviewed at each reporting period. Any revisions to
accounting estimates are recognized in the period in which the estimates are revised and in any
future periods affected.
The following are deemed to be critical accounting policies by Vitality’s management (“the
Management”) as these require a high level of subjectivity and judgment and could have a material
impact on Vitality’s consolidated financial statements.
Biological assets and inventory
Given Vitality’s limited operating history, the fair value calculation of the biological assets required
significant judgement by Management. In calculating this fair value, we made a number of estimates
including: estimating the stage of growth of the hemp up to the point of harvest, transportation costs,
selling costs, sales price, wastage and expected yields for CBD to be extracted from the hemp plant.
The fair value is calculated using a valuation model developed by Management (see Note 8 for key
inputs and assumptions).
In calculating final inventory values, we are also required to exercise judgment in determining an
estimate of spoiled or expired inventory and compare the inventory cost to estimated net realizable
value.
Business combinations
We exercise significant judgment in determining whether an acquisition is a business combination or
an asset acquisition as defined under IFRS 3, Business Combinations. After a detailed review of the
facts and circumstances for the acquisition of Vitality Natural Health LLC and US Biofuels LLC, we
have concluded that the transaction was a reverse takeover (RTO) of Vitality CBD Natural Health
Products Inc. We concluded that Vitality CBD Natural Health Products Inc. did not meet the definition
of a “business” under IFRS 3 and as a result the RTO was accounted for under IFRS 2, Share Based
Payments (see Note 5).

Share-based compensation
We have granted stock options to employees, directors and consultants. To estimate the fair value
of stock option grants, we used the Black-Scholes option pricing model. This valuation model requires
the following significant inputs/assumptions: the underlying stock price, expected life, volatility,
dividend yield, and risk-free interest rate (see Note 16).
For the significant inputs in the Black-Scholes option pricing model, we made the following
assumptions:
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•
•
•

Underlying stock price: Set the stock price based on the equity offering from brokered private
placements at or near the grant date of the options and as per the stock price referred to in
debt for equity agreements between lenders and Vitality.
Underlying stock price volatility: Based on historical data of comparable publicly traded
companies in the hemp and cannabis industry.
Expected life: Given the limited history of the stock option plan, estimating the expected life
of the options was inherently subjective.

Additionally, we are also required to make an estimate of future forfeitures at the time of each grant
and reduce the share-based compensation charge accordingly. This was also inherently subjective
due to the limited history of Vitality.
We have also issued share-based payments to non-employees in the form of common shares. These
common shares were measured at the fair value of goods or services received or the fair value of the
equity instruments issued. If we determined that the fair value of the goods or services could not be
reliably measured, then we recorded the value of the common shares at the date of the goods or
services when received. The corresponding amount was recorded to the share-based payment
reserve.
Warrants
Due to Vitality's limited history and being a private company, we observed comparable publicly traded
companies in our industry to estimate the volatility of Vitality’s stock price. For estimating Vitality’s
stock price, we used the equity offering from the non-brokered private placements held in 2018 (see
Note 16).
Estimated useful lives and depreciation and amortization of property, plant & equipment and
intangible assets
Depreciation and amortization of property, plant and equipment and intangible assets are dependent
upon estimates of useful lives. Establishing the estimated useful lives for these assets require
significant Management judgment.
Assessing the probability of utilizing deferred tax assets
Deferred tax assets are recognized for unused tax losses and credits to the extent that it is probable
that taxable income will be available against which the losses can be utilized. As part of this
evaluation, Management considers the likely timing and the level of the reversal of existing timing
differences, future taxable income and future tax planning strategies. These estimates are reviewed
at every reporting date.
Due to Vitality’s limited history and its current and historical operating losses, management concluded
the “probable” threshold for recognition of deferred tax assets was not met and as a result a full
valuation was provided at December 31, 2018 (see Note 18).

5.

REVERSE TAKEOVER (“RTO”)
On March 23, 2018, Serenity CBD Canada Inc. (“Serenity”) acquired 100% of the common shares
of Vitality Natural Health LLC and 100% of the common shares of USA Biofuels LLC (combined
referred as Vitality USA) by issuing 65 million of its common shares to the shareholders of Vitality
Natural Health LLC and USA Biofuels LLC. This provided the shareholders of Vitality USA with a
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65% shareholding in the merged entity (“the Transaction”). Vitality Natural Health LLC was the main
operating entity post-merger and USA Biofuels LLC was a non-operating shell company at December
31, 2018. Serenity was subsequently renamed to Vitality CBD Natural Health Products Inc.
The Transaction was a reverse acquisition of Serenity and has been accounted for under IFRS 2,
Share-Based Payment. Accordingly, the acquisition date fair value of the consideration transferred
by the accounting acquirer (Vitality USA) for its interest in the accounting acquiree (Serenity) is based
on the number of equity interests the legal subsidiary (Vitality USA) would have had to issue to give
the owners of the legal parent (Serenity) the same percentage equity interest in the combined entity
that results from the reverse acquisition.
Since the current Transaction involves only exchange of equity, the fair value of the equity of the
accounting acquiree (Serenity) may be used to measure consideration transferred if the value of the
accounting acquiree’s (Serenity’s) equity interests are more reliably measurable than the value of
the accounting acquirer’s (Vitality USA’s) equity interest.
Management determined that neither Serenity nor Vitality USA had any significant fair value at the
time of the transaction, including Vitality USA’s license under the Montana Department of Agriculture
pilot program. Accordingly, the fair value of the consideration transferred by Serenity to Vitality USA
for 65% shareholding in the merged entity or the deemed consideration from Vitality USA to acquire
35% shareholding in the merged entity was recorded at nil.
The estimated fair value of the identifiable net assets acquired of Serenity at the closing date included
the following:

March 23, 2018
Current Assets
Cash
Amounts receivable from Vitality Natural Health LLC
Others
Total Assets

$

Current Liabilities
Accounts payable & accrued liabilities
Convertible promissory note
Salaries Payable
Total Liabilities

Net Assets

290
779
3
1,072

85
1,087
43
1,215
$

(143)

The purchase consideration was allocated as shown below:

Net assets acquired
Expense (P&L)

Purchase consideration

$
$
$

(143)
143
-
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6.

CASH
Cash consists of:

Dec 31, 2018
Cash held at Bank
Cash held in Trust
Total Cash

7.

Dec 31, 2017
288 $
12
300 $
-

$
$

AMOUNTS RECEIVABLE

The breakdown of the amounts receivable was as follows:

Dec 31, 2018
Trade receivable
Other Receivable
Provision for doubtful accounts
Total amounts receivable

8.

Dec 31, 2017
1 $
1
2
2 $
-

$

$

Biological Assets
Vitality’s biological assets consist of hemp plants cultivated and harvested in 2018. The changes in
the carrying value of biological assets are as follows:

Capitalized
Costs
Balance at beginning of the year
Fair value adjustment on growth of biological assets
Production costs capitalized

Transferred to inventory upon harvest
Balance at end of year

$

$

12,915
12,915

Fair Value
Adjustment
$

(12,915)
$

7,777
7,777

December
31, 2018
$

(7,777)
$

7,777
12,915
20,692
(20,692)
-

Under a contract service arrangement, Vitality provided the hemp seeds to 34 farmers for cultivation
and harvesting during 2018. At December 31, 2018, we had approximately 11,400 harvested hemp
bales available for processing. We record biological assets at their fair value less costs to sell. To
calculate fair value, we use a proprietary valuation model.
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The following significant unobservable inputs, all of which are classified as Level 3 on the fair value
hierarchy, were used by Management as part of the valuation model.
▪
▪
▪
▪

Dry flower material per bale: the expected total kg of dry flower material to be extracted from
each bale based on a small sampling size
CBD per bale: the expected number of kg of finished CBD products to be derived from
harvested hemp and CBD biomass quality based on samples taken from various farmers
and submitted to independent laboratory tests.
Selling price: the expected wholesale selling price for finished CBD product based on current
observable market transactions and Vitality’s weighted average selling price
Post-harvest costs: calculated as the cost per kg of harvested hemp to complete the
processing and conversion of the hemp plant to finished CBD products, consisting of the cost
of direct and indirect materials and labor related to labelling and packaging as well as
shipping costs.

In addition to our valuation model, we also obtained observable market pricing for hemp dry flower
or hemp bale with CBD content as a standalone product to assess the reasonableness of the above
estimated fair value in light of the limited company history and data.
The following table quantifies each significant unobservable input and provides the impact of a 10%
increase/decrease in each input would have on the fair value of biological assets.

December 31, 2018
Dry material per bale
CBD per bale
Selling price per Kg.
Post-harvest costs

113 Kg.
0.39 Kg.
$5,000
$0.86 per Kg.

10% Change
$2,097
$2,097
$2,208
$110

As all the hemp plants were harvested by December 31, 2018, the stage of growth assumption were
not considered for the model. However, these will be relevant inputs while measuring the fair value
of the hemp plant during the grow period.
As inventory is sold, the fair value adjustment on that inventory is also released in the statement of
operations in an account called Fair Value Adjustment on the Sale of Inventory.
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9.

INVENTORY
The following is a breakdown of inventory at December 31, 2018:

Work in process - Harvested Hemp
Work in process - CBD Oil
Finished Goods
Accessories/Other

Beginning balance
Transfer in from biological assets
Production costs capitalized
Cost of Goods Sold
Ending Inventory

Capitalized
Costs
$
12,915
$
12,915

Fair Value
Adjustment
$
7,777
$
7,777

December 31,
2018
$
20,692
$
20,692

$

12,915
12,915
-

$

7,777
7,777
-

$

20,692
20,692
-

$

12,915 $

7,777

$

20,692

Fair value adjustment on sale of inventory
Fair value adjustment on growth of biological assets
Net change of fair value of biological assets

10.

$
$
$

7,777
7,777

Deposits

December 31, 2018 December 31, 2017
Deposit for purchase of property at fair value
Deposits with vendors
Total Other Current Assets

$
$

3,183 $
729
3,912 $

-

The deposit for purchase of property at fair value relates to the Las Cruces, New Mexico property
(see Note 1), comprising of a 10-acre lot and an extraction facility. The purchase consideration is
$1,500 and 4 million common shares of Vitality (Note 22). We have issued the common shares to
the seller and made $185 cash payments in 2018. The remaining outstanding cash consideration of
$1,280 was paid in February 2019. The fair value of the common shares was estimated at $3,183,
based on an independent appraisal for the property.
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11.

PROPERTY, PLANT AND EQUIPMENT (“PP&E”)
The following table provides a continuity of our PP&E for the year ended December 31, 2018.
COST
Equipment
Building
Building Improvement
Vehicles
Capital Work in Progress
Total

December 31, 2017
$
606 $
$
606 $

Additions Disposals December 31, 2018
411 $
$
1,017
580
580
116
116
26
26
1,475
1,475
2,608 $
$
3,214

ACCUMULATED DEPRECIATION
Equipment
Building
Building Improvement
Vehicles
Capital Work in Progress
Total

December 31, 2017
$
45 $
$
45 $

Additions Disposals December 31, 2018
187 $
$
232
14
14
3
3
4
4
208 $
$
253

Net Carrying Values

$

561 $

2,400

$

-

$

2,961

A significant portion of the additions relate to the capital work in progress which is attributable to the
turnkey improvements being made to the production facilities with a view to reach industrial
production levels. This phase of improvements in production process started on September 1, 2018
and is expected to be completed by early 2019. In line with the IFRS guidance, depreciation has not
been calculated on capital work in progress. The other key additions are attributable to the purchase
of building and equipment as Vitality started ramping up its production in 2018.
Equipment with a cost of $100 is provided as security for the notes payable to EAG Investments LLC
(see Note 14).
Capital Work in Progress of $129 is provided as security for the convertible notes payable to an
equipment vendor (Note 15).
Also, the short-term credit facilities (see Note 14) grant the lenders a general security interest upon
all of the assets of the Company.
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The following table provides a continuity of our PP&E for the period from August 4, 2017 ended
December 31, 2017.
COST
Equipment
Building
Building Improvement
Vehicles
Capital Work in Progress
Total

12.

$

$

August 4, 2017
$
$

Additions Disposals December 31, 2017
606 $
$
606
606 $
$
606

August 4, 2017

Additions Disposals December 31, 2017
45
$
45
45 $
$
45

ACCUMULATED DEPRECIATION
Equipment
Building
Building Improvement
Vehicles
Capital Work in Progress
Total

$

-

$

Net Carrying Values

$

-

$

$

561 $

-

$

561

ACCOUNTS PAYABLE AND ACCRUED LIABILITIES
The breakdown of the Accounts payable and accrued liabilities at December 31st was as follows:

Accounts payable
Payroll liabilities
Accrued liabilities
Due to LiveWell

December 31, 2018 December 31, 2017
$
9,522 $
115
730
25
664
175
371
$
11,287 $
315

Amount due to LiveWell relates to amount advanced to fund Vitality’s working capital requirements
(see Note 26(a)).
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13.

CUSTOMER DEPOSITS
Customer deposits at December 31st include the following:

December 31, 2018 December 31, 2017
Deposits from LiveWell
Other customer deposits

$

2,866 $
559
3,425 $

$

16
16

Deposits from LiveWell primarily include $2,500 related to the purchase agreement for 1,000 acres
of Canadian industrial hemp biomass from a farmland located in Alberta, Canada, for total cash
consideration of $10,000. The remaining $7,500 was payable over a payment schedule as defined
in the agreement. As a result of the pending RTO of LiveWell, payment is placed on hold.

14.

BORROWINGS
The following is breakdown of Vitality’s borrowings:
December 31,
December 31,
2018
2017
$
18,900 $
2,060
352
459
186
339
$
19,777 $
2,519
(60)
$
19,717 $
2,519

Notes Payable- Related Parties
Notes Payable- Other
Short-Term Credit Facilities
Mortgage
Less: non-current
Current

The following tables show the movement for the borrowings for 2018 and 2017:

Interest Rate
Notes PayableRelated Parties

Balance at
December 31,
2017

Additional
Borrowings Interest

18% - 100% per month

2,060

891

7,845

Notes Payable- Other 14%- 200% per annum

459

100

395

Short-Term Credit
Facilities

0.87% to 2.84% per
day

-

420

146

Mortgage

10% per annum

447
1,858

17
8,403

Interest Rate
Notes PayableRelated Parties

2,519

Balance at
August 4,
2017

Additional
Borrowings Interest

18% - 100% per month

-

746

1,548

Notes Payable- Other 14%- 200% per annum

-

389

29

-

1,135

1,577

Conversion
Option
Conversion
to Equity
Fees Liability Restructuring

-

-

10,964

-

-

-

-

-

17

-

10,964

17

(519)

(519)

Conversion
Option
Conversion
to Equity
Fees Liability Restructuring

-

-

-

-

41

-

-

-

41

-

-

Balance at
December 31,
2018
Repayments

(2,860)

18,900

(100)

352

(380)

186

(125)
(3,465)

339
19,777

Balance at
December 31,
2017
Repayments

(234)
(234)
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Notes Payable- Related Parties (see Note 21)
On August 28, 2017, Vitality entered into an agreement with Surety Land Development LLC (“Surety”)
where $330 of financing was provided at a rate of 100% a month for a period of one month. If Vitality
was found to be in default of this facility, Surety would have the option to receive 50% ownership of
Vitality as final settlement.
On September 5, 2017, Vitality entered into an agreement with the group of Surety, Frostwood 6
LLC, and Fairway 20 LLC. Frostwood 6 and Fairway 20 are entities wholly owned by Kent Hoggan
(a major shareholder and director of Vitality). The agreement was such that Frostwood 6 and Fairway
20 would provide financing on an as-need basis (often day-to-day) at a rate of 50% per month.
Collection of the principal and interest was assigned to Surety. The payable from Frostwood 6 /
Fairway 20 is due on the 5th of the month. If Vitality was found to be in default of this facility, Surety
would have the option to receive 10% ownership of Vitality as final settlement.
Between January and November 2018, Surety, Frostwood 6, and Fairway 20 collectively provided
$891 in financing at rates between 18% to 100% per month.
On November 29, 2018, Vitality and Surety entered into a final settlement whereby the total debt was
agreed to be set at $18,900. This amount will be repaid from 25% of Vitality production sales and/or
customer deposits. In addition, Surety was granted 2,000 common shares of Vitality (see Note 16).
In return, Surety has released all security.
The settlement of the various loans provided resulted in a loss on settlement of $11,714.
Notes Payable- Other
EAG Investments LLC and HR CPA, LLC
In September 2017, Vitality entered into various agreements with EAG Investments LLC, an
investment company, for $274 in financing, initially at a rate of 14% per annum for a period of one
month. Origination fees and imputed interest were also included. Vitality would also have the option
of extending this loan at the same rate of interest for two months at a rate of 1% a month. If the
payable was not settled by this time, a 10% default fee would be charged, and the loan would
continue at a rate of 28% per annum.
On December 19, 2017, Vitality entered into an agreement with EAG Investments LLC whereby $115
of financing was provided at a rate of 15% to EAG and 135% to HR CPA, LLC (another investment
company under common ownership) up to May 3, 2018. Origination fees and imputed interest were
also included. Vitality would also have the option of extending this loan at 15% per annum (the EAG
related portion only) for two months at a rate of 1% a month. If the payable was not settled by this
time, a 10% default fee would be charged, and the loan would continue at a rate of 28% per annum.
In February 2018, Vitality entered into an agreement with EAG and HR CPA whereby both parties
agreed to convert $356 of outstanding debt into common shares of Vitality. These shares were
issued in November 2018 (see Note 16(a)). The remaining outstanding balance would continue to
accrue interest.
J-4000
On January 30, 2018, Vitality entered into an agreement with J-4000, an investment company,
whereby $100 of financing was provided at a rate of 200% per annum.
On November 26, 2018, both parties agreed to convert $163 of debt into common shares of Vitality.
These shares were issued in November 2018 (see Note 16(a)).
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Short-Term Credit Facilities
Between October and November 2018, Vitality entered into various agreements whereby $400 in
financing was provided at daily interest rates between 0.87% and 2.84%, with daily repayments of
$10.5k until the total principal and interest has been repaid. These facilities have been secured by
a general lien over Vitality’s assets.
Mortgage
In July 2018, Vitality agreed to acquire at arm’s length from a third party a facility in Montana for a
total purchase consideration of $447, comprising a two year 10% per annum mortgage of $447, with
monthly repayments of $25. As of December 31, 2018, the balance outstanding was $339, of which
$279 was classified as short-term.
15.

Convertible Debt
Convertible Promissory Notes- Tranche 1
At the closing of the RTO, Vitality assumed $1,072 of convertible promissory notes (“Tranche 1”)
from Serenity. Subsequent to the RTO, Vitality issued an additional $974 of same notes. These
notes bear interest at a rate of 10% per annum.
The terms of the Tranche 1 allowed for automatic conversion to Units upon the completion of a
qualified financing, which was defined as either an equity linked financing of at least CAD $8,000 or
the completion of a Qualifying Transaction as defined under the TSX Venture Exchange (TSX-V).
Each Unit consists of one common share and one warrant entitling the holder to purchase a common
share at an exercise price of CAD $0.90 for two years. The conversion price is 50% of the issue
price or conversion price into equity securities at which any securities are issues in a qualified
financing. If neither are completed, then the conversion is at the option of all of the noteholders at a
conversion price of 50% of the price determined by Vitality.
In accordance with IAS 32, a contract to issue a variable number of equity shares fails to meet the
definition of equity. Given the conversion feature liability of Tranche 1, we recognized it as an
embedded derivative. Accordingly, such a contract or instrument would be accounted for as a
derivative liability and measured at fair value with changes in fair value recognized in the consolidated
statements of operations at each period-end.
We allocated the proceeds first to the conversion feature liability based on its fair value, and the
residual proceeds represented the fair value of the promissory notes. The fair value is based on a
model that takes into account the time value of money.
We estimated an initial fair value of $2,025 for the embedded derivative in the promissory notes using
this model and the following key inputs:
Expected life
Risk free interest rate

2-6 months
2.30%

The residual proceeds of $21 was assigned to the carrying value of the promissory notes.
On August 7, 2018 Vitality’s Board of Directors approved an amendment to the promissory notes
whereby the conversion would be based on a private placement issuance at CAD $0.63 per Unit.
On September 25, 2018, all of the noteholders of Tranche 1 converted their notes for Units at a rate
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of CAD $0.315 for each dollar of principal and accrued interest. Accordingly, the derivative liability of
$2,046 was converted into equity during the year.
Convertible Promissory Notes- Tranche 2
Between June and July 2018, $154 of promissory notes (“Tranche 2”) were issued. These notes
bear interest at a rate of 10% per annum.
The terms of the Tranche 2 allowed for automatic conversion to Units upon the completion of a
qualified financing, which is either an equity linked financing of at least CAD $8,000 or the completion
of a Qualifying Transaction as defined under the TSX Venture Exchange (TSX-V). Each Unit consists
of one common share and one warrant entitling the holder to purchase a common share at an
exercise price of CAD $0.90 for two years. The conversion price is the issue price or conversion
price into equity securities at which any securities are issues in a qualified financing. If neither are
completed, then the conversion is at the option of all of the noteholders at a conversion price of the
price determined by Vitality.
Using the same model as Tranche 1, we estimated an initial fair value of $153 for the embedded
derivative in the promissory notes using this model and the following key inputs:
Expected life
Risk free interest rate

2-3 months
2.30%

The residual proceeds of $1 was assigned to the carrying value of the promissory notes.
On August 7, 2018 Vitality’s Board of Directors approved an amendment whereby the conversion
would be based on a private placement issuance at CAD $0.63 per unit. On September 25, 2018,
all of the noteholders of Tranche 2 converted their notes for Units at a rate of CAD $0.63 for each
dollar of principal and accrued interest. Accordingly, the derivative liability of $154 was converted
into equity during the year.
Convertible Promissory Notes for Equipment
In August 2018, we entered into a convertible promissory note facility (the “Facility”) of up to $525 for
the procurement of manufacturing equipment. At December 31, 2018, $130 was outstanding against
this Facility for equipment purchases. This Facility bears interest at a rate of 6.5% per annum and is
secured by the purchased equipment.
Tranche 3 is convertible to shares at the option of the noteholder. The conversion price is 50% of
the issue price or conversion price into equity securities at which any securities are issued in a
qualified financing.
Using the same model as Tranche 1, we estimated an initial fair value of $124 for the embedded
derivative in the promissory notes, using this model and the following key inputs:
Expected life
Risk free interest rate

2 years
2.30%

The residual proceeds of $6 was assigned to the carrying value of the promissory note. At December
31, 2018, the fair value of the embedded derivative is $118.
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16.

SHARE CAPITAL
a)

Common Shares

The share capital of Vitality consists of an unlimited number of common shares, without par value.
In 2017, Vitality was a US limited liability corporation for which 100% of the membership interests
were held by Owen Kenney.
The following table provides a summary of the common share activities during 2018:

Balance at August 4, 2017
Share issuances during the period:
Seeding equity to Founders
Total share issuances
Balance at December 31, 2017
Share issuances during the year:
Issuance of seeding equity to Founders
Issuance of units from brokered private placements
Issuance of units from conversion of promissory notes
Issuance of common shares from non-brokered private placements
Issuance of common shares for RTO
Issuance of common shares on incorporation
Issuance of common shares for fixed asset deposit
Issuance of common shares to related parties
Issuance of common shares for settlement of debts and payables

# of Common
Shares ('000s)
-

Value
$

-

1
1

$

1

22,000
8,479
9,212
1,338
65,000
35,000
4,000
206
3,377

8,063
3,114
1,772
620
3,181
96
1,375

Total share issuances
Share issue costs

148,612
-

18,221
(185)

Balance at December 31, 2018

148,612 $

18,037

1) Issuance of additional seeding equity to Founders
On November 30, 2018, we issued 22,000 common shares to Mr. Owen Kenney and Mr. Kent
Hoggan, original Founders, to recognize them for their past services which led to significant company
value creation. This was accounted for as an equity transaction and therefore the increase in
common shares was offset by an equal reduction in reserve.
2) Brokered private placements
Between August and September 2018, we closed brokered private placements resulting in the
issuance of 8,479 Units at $0.46 each for gross proceeds of $3,916. Each Unit consisted of one
common share and one common share purchase warrant of Vitality. Each warrant is exercisable
into one common share at CAD $0.90 each for a period of two years (see below – part (b) Equity
Reserves - Warrants). Accordingly, we have issued 8,479 common shares.
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The total cash share issue costs amounted to $233 which consisted of brokers’ commissions, legal
fees and other expenses. We allocated $185 and $48 of cash share issue costs to common shares
and warrants, respectively.
3) Conversion of promissory notes
As described in Note 14, we converted promissory notes with a face value of $2,200 into 9,212 Units.
Each Unit consisted of one common share and one common share purchase warrant of Vitality.
Each warrant is exercisable into one common share at CAD $0.90 each for a period of two years
(see below – part (b) Equity Reserves - Warrants). Accordingly, we have issued 9,212 common
shares on September 25, 2018.
4) Non-brokered private placements
For the twelve months ended December 31, 2018, we closed non-brokered private placements of
1,338 common shares at $0.46 each for total gross proceeds of $620.
5) Reverse takeover (“RTO”)
As disclosed in Note 5, we completed the RTO in March 2018, which resulted in increasing Vitality’s
outstanding common shares by 65,000.
6) Fixed asset deposit
In November 2018, we issued 4,000 common shares as a deposit for the purchase of a property in
New Mexico (see Note 10).
7) Issuance to related parties (Note 21)
In November 2018, we issued the following common shares to related parties:
•

206 shares to a company controlled by a former CFO of Vitality as settlement for prior
services rendered.

8) Settlement of debts and payables
In November 2018, we issued the following common shares to partially settle outstanding debt and
payables:
•
•
•
•
b)

2,000 shares to Surety as part of the final settlement (see Note 14).
422 and 326 shares to EAG Investment LLC and HR CPA, LLC (see Note 14);
343 shares to J-4000 LLC (see Note 14); and
286 shares to various third party suppliers.

Equity Reserves

Share-Based Payments
On July 26, 2018, the Board of Directors of Vitality approved the Stock Option Plan (“Plan”). Pursuant
to the Plan, the Board may from time to time at its discretion grant non-transferable options to
purchase shares to directors, officers, employees and consultants provided that the number of
common shares reserved for issuance will not exceed 10% of the issued and outstanding common
shares at the time of the grant. Pursuant to the Plan, the maximum number of common shares
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reserved for issuance in any twelve-month period to any one employee other than a consultant may
not exceed 5% of the issued and outstanding common shares at the date of grant.
At December 31, 2018, the stock option pool was 14,861 options of which 2,711 options remained
available for future grants.
The following table provides a summary of the changes to Vitality’s stock option plan for the twelve
months ended December 31, 2018.
Weighted Average
Number of Options Exercise Price(in
(in 000s)
CAD)
Outstanding, beginning of year
Granted
Exercised
Forfeited
Expired

12,150
-

Outstanding, end of year

12,150

0.12

3,717

0.07

Exercisable options

$
$
$
$
$

0.12
-

During 2018, we granted the following stock options:
•

On March 31, 2018, the Board approved a total grant of 5,650 options to directors and
officers of Vitality. The options are exercisable at CAD $0.01 each, vest 1/3 per year
beginning on grant date, and expire in five years. We estimated a fair value of nil for these
options as the fair value of Vitality’s common shares were insignificant at the grant date.

•

On August 14, 2018, the Board approved a total grant of 700 options, of which 575 were for
directors and officers of Vitality. The options are exercisable at CAD $0.63 each, vest 1/3
per year beginning on grant date, and expire in five years. At the grant date for these stock
options, we estimated a fair value of $0.1545 each (CAD $0.2022 converted at 1.3087).

•

On October 16, 2018, the Board approved a total grant of 4,400 options to the two controlling
shareholders (Owen Kenney and Kent Hoggan). The options are exercisable at CAD $0.01
each, vest 1/3 per year beginning on grant date, and expire in five years. At the grant date
for the stock options, we estimated a fair value of $0.43792 each (CAD $0.4906 converted
at 1.2938).

•

On November 30, 2018, the Board approved a total grant of 1,400 options, of which 1,000
were granted to the newly appointed CFO of Vitality (also the CFO of LiveWell Canada – see
Note 1). These options are exercisable at $CAD 0.63 each and vest 1/3 per year beginning
on grant date, except for the CFO options where vesting is conditional on successful listing
on the CSE post-RTO with LiveWell. These options expire in five years. At the grant date
for the stock options, we estimated a fair value of $0.1519 each (CAD $0.2022 converted at
1.3301).

To determine the fair value of the above options we used the following inputs in the Black-Scholes
option pricing model:
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Expected life, in years
Volatility
Risk free interest rate
Anticipated forfeiture
Dividend yield
Estimated stock price

14-Aug-18
2.5
76%
2.23%
0%
0%
$ CAD 0.50

16-Oct-18
2.5
76%
2.40%
0%
0%
$ CAD 0.50

30-Nov-18
2.5
76%
2.20%
0%
0%
$ CAD 0.50

For the twelve months ended December 31, 2018, the above stock option grants accounted for $811
of share-based compensation expense in the P&L.
The following is a summary of the outstanding stock options at December 31, 2018:
Options Outstanding
Weighted Average
Remaining
Number Outstanding
Contractual Life

Range of
Exercise
Prices

Options Exercisable
Range of
Exercise
Number Exercisable
Prices

4.82 CAD $0.63
4.40 CAD $0.01

367

CAD $0.63

10,050

3,349

CAD $0.01

12,150

4.55

3,716

2,100

Warrants
The following table provides a summary of the changes in Vitality’s warrants for the twelve months
ended December 31, 2018.

Outstanding, beginning of year
Granted
Exercised
Forfeited
Expired

Weighted
Average
Number of
Exercise
Warrants(in 000s) Price(in CAD)
$
17,690 $
0.90
$
$
$
-

Outstanding, end of year

17,690

0.90

Exercisable warrants

17,690

0.90

As previously noted under part (a) – Share Issuances: Brokered Private Placement, we issued one
warrant for each Unit, or 8,479 warrants between August and September 2018. Each warrant is
exercisable into one common share at CAD $0.90 each for a period of two years.
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The fair value of one warrant at the date of the closing was estimated at $0.09 each, based on the
following key assumptions used in the Black Scholes valuation model:

Exercise price
Expected life
Dividends
Volatility
Risk free interest rate

CAD $0.90
2 years
Nil
76%
2%

As previously noted under part (b) – Conversion of promissory notes, we issued one warrant for each
Unit, or 9,212 warrants in September 2018. Each warrant is exercisable into one common share at
CAD $0.90 each for a period of two years.
The fair value of one warrant at the date of the closing was estimated at $0.09 each, based on the
following key assumptions used in the Black Scholes valuation model:

Exercise price
Expected life
Dividends
Volatility
Risk free interest rate

17.

CAD $0.90
2 years
Nil
76%
2%

NET LOSS PER SHARE
The following securities could potentially dilute basic net earnings per share in the future but have
not been included in the diluted per share calculation at December 31, 2018, because their effect
was anti-dilutive.

Stock options
Warrants
Convertible note
Potential additional common shares

December 31, December 31,
2018
2017
12,150
17,690
534
30,374

-

Refer to Notes 14 and 15 for further details on the above securities.
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18.

INCOME TAXES
a) Reconciliation of effective income tax rate
The reconciliation of the combined Federal and State income tax rate of 26.33% to the effective tax
rate is as follows:
2018
2017
Net Income (Loss) before recovery of income taxes
$
(16,446) $
(2,291)
Expected income tax (recovery) expense

(4,331)

Effect on Income Taxes of:
Share based compensation
Other Permanent Differences

(574)

239
95

Tax benefits not recognized

-

3,997

Income tax (recovery) expense

574

-

-

The Company's income tax (recovery) is allocated as follows:
2018
Current tax (recovery) expense
Deferred tax (recovery) expense

$

-

$

2017
-

b) Breakdown of deferred tax liability
The following table summarizes the components of deferred tax:
2018
Deferred Tax Liabilities
Property, Plant and Equipment
Inventory
Miscellaneous
Deferred Tax Assets
Payroll & Other Miscellaneous
Loss Carry Forward
Undeducted Tax Balance
Net Deferred Tax Assets(Liabilities)

2017

$

(13) $
(2,048)
(92)

(10)
-

$

106 $
1,204
843

7
3

$

-

$

-

c) Unrecognized temporary differences
The gross unrecognized temporary differences of the company are composed of:
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Undeducted Tax Balance
Loss Carry Forward (US)
Loss Carry Forward (Canada)
Share Issue Costs

2018
2017
17,356 $
2,291
495
$
17,851 $ 2,291
$

d) Unrecognized non-capital losses
The company’s unrecognized non-capital tax losses have the following expiry dates:
2018
2037
2038
Carried Forward Indefinitely

$

$

2017
$ 2,291
495
17,356
17,851 $ 2,291
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19.

FINANCIAL RISK AND CAPITAL MANAGEMENT
Financial Risk Management Objectives and Policies
In the normal course of business, we are exposed to a variety of financial risks: credit risk, liquidity
risk, and interest rate risk. These financial risks are subject to normal credit standards, (except for
promissory notes which bear high interest rates – refer to note 14), financial controls, risk
management as well as monitoring. Vitality’s Board of Directors has overall responsibility for the
establishment and oversight of the Company’s risk management framework.
Credit risk
Credit risk arises from cash and term deposit held with banks and amounts receivable. The maximum
exposure to credit risk is equal to the carrying value of the financial assets. The objective of managing
counterparty credit risk is to prevent losses on financial assets. We minimize the credit risk of cash
and term deposit by depositing with only reputable financial institutions. We also assess the credit
quality of counterparties, taking into account their financial position, past experience and other
factors.
Cash consists of bank balances and cash held in trust. Credit risk associated with cash is minimized
substantially by ensuring that these financial assets are held with reputable financial institutions or
with legal counsel.
Although trade receivables are minimal as on December 31, 2018, credit risk on trade receivable is
also managed actively by monitoring regularly its aging and concentration by customer. Amounts
due from related parties are viewed as having low credit risk based on the relationship we have with
the related parties and management’s understanding of the counterparty’s business.
Liquidity risk
Liquidity risk is the risk that we will not be able to meet Vitality’s financial obligations as they fall due.
We manage liquidity risk by continuously monitoring forecasts and actual cash flows and taking the
necessary actions to maintain enough liquidity for operations and for growth objectives.
The following table reflects the maturities of our contractual obligations at December 31, 2018.

Payment due:
Borrowings
Accounts payable & accrued liabilities
Customer deposits
Convertible debt
Rental commitment - Chiller system
Total financial liabilities

Total
$
19,777
11,287
3,425
5
640
$
35,134

Within 1
3 to 5
Year
1 to 3 years
years
$ 19,717 $
60 $
11,287
3,425
5
640
$ 35,069 $
65 $
-

> 5 years
$
$
-

Borrowings includes debt from certain very high interest lending institutions, including $18,900 with
Surety. As disclosed in Note 14, repayment of the Surety debt is solely from future revenue at a rate
of 25%. Based on projected cash flows for 2019, we expect the Surety debt will be repaid within one
year.
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With the pending RTO of LiveWell, we plan to raise additional funds via capital markets to supplement
the expected cash flows from operating activities to fund our working capital and capital expenditures
in 2019.
Interest rate risk
Our exposure to interest rate risk is limited to any investments of surplus cash and borrowings. We
may invest surplus cash in highly liquid investments with short term maturities.
Interest rate risk on borrowings is limited due to fixed interest rate financing.
Capital Management
Our key objectives when managing capital are to maintain a strong capital base in order to:
•
•
•

Maintain investor, creditor, and market confidence;
Advance Vitality’s corporate strategies to generate attractive risk-adjusted return over the
long-term for our shareholders; and
Sustain Vitality’s operations and growth though all cycles.

The Board and Senior Management monitor Vitality’s capital and capital structure on a regular basis
to ensure its sufficiency to achieve Vitality’s short-term and long-term objectives. The capital structure
may vary from time to time based on changes in economic conditions.
Our capital resources at December 31st consisted of the following:

Borrowings (drawn)
Convertible debt(on facility of $130)
Common shares, net of reserves
Share-based payments
Warrants
Plus: Deficit

December 31, December 31,
2017
2018
$
2,377 $
2,519
5
10,010
1
797
1,184
(18,736)
(2,290)

Total capital/(deficiency)

$

(4,363) $

230
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20.

FINANCIAL INSTRUMENTS
a) Carrying value of financial assets and liabilities
The table below summarizes the carrying values of Vitality’s financial assets and financial
liabilities:
December
31, 2018
Financial assets:
At amortized cost
Cash
Deposits with vendors
Amounts receivable
Fair value through profit or loss
Deposit for purchase of property at fair value
Total financial assets
Financial liabilities:
At amortized cost
Accounts payable & Accrued Liabilities
Customer deposits

$

300 $
729
2

-

3,183

-

$

4,214 $

-

$

11,287 $
3,425

Fair value through profit or loss
Borrowings
Convertible debt
Derivative Liability
Total financial liabilities

December
31, 2017

$

315
16

19,777
5
118

2,519
-

34,612 $

2,850

b) Fair value of financial assets and liabilities that are measured at fair value
The following table summarizes the valuation techniques and key inputs used in the fair value
measurement of level 3 financial instruments:
Financial asset/financial liability

Valuation techniques
Black-Scholes option pricing
model

Derivative Liability
Notes Payable to Surety Land
Development LLC
Discounted cash flow
Notes Payable/(Receivable) to/(from)
Kent
Discounted cash flow
Notes Payable to Owen

Discounted cash flow

Notes Payable to Fairway 20 LLC

Discounted cash flow

Notes Payable to Frostwood 6 LLC

Discounted cash flow

Significant
unobservable inputs Relationship of unobservable inputs to fair values
Increase or decrease in share price will result
Share price
in an increase or decrease in fair value
Increase or decrease in discount rate will result
Discount rate
in a decrease or increase in fair value
Increase or decrease in discount rate will result
Discount rate
in a decrease or increase in fair value
Increase or decrease in discount rate will result
Discount rate
in a decrease or increase in fair value
Increase or decrease in discount rate will result
Discount rate
in a decrease or increase in fair value
Increase or decrease in discount rate will result
Discount rate
in a decrease or increase in fair value
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c) Fair value of financial assets and liabilities that are not measured at fair value but fair
value disclosures are required
The carrying values of cash, amounts receivable, deposit for property, deposit with vendors
and accounts payable and accrued liabilities approximate their fair values due to their shortterm nature.
21.

RELATED PARTIES
a) Related parties
The following table lists all known related parties that have transacted with Vitality:
Related Party

Relationship

Relief Effects Inc.
O and D Investments LLC
USA Land Investement LLC
Owen Kenney
Kent Hoggan

Certain executive officers and directors
collectively own a majority shareholding
of Relief Effects Inc.'s voting shares;
Timothy McCunn and Robert Leaker are
directors of Relief Effects Inc.
100% owned by Owen Kenney
100% owned by Kent Hoggan
Majority shareholder
Majority shareholder

Wasatch Panel Solutions LLC
Frostwood 6 LLC
Fairway 20 LLC

Owned by Owen Kenney
Owned by Kent Hoggan
Owned by Kent Hoggan

Kevin Kenney
Stephen Cummings

Related to Owen Kenney
Former Chief Financial Officer
Stephen Cummings is the CEO of
Rizolve Partners Inc.
Former Chief Financial Officer
Key Financing Provider, able to
influence company strategy

Rizolve Partners Inc.
Brian Baker
Surety Land Development LLC
Norkota Builders
Robert Leaker
Timothy McCunn
Steven Archambault
Michael Mueller
Kenneth Knox
Calvin Stiller
William MacKinnon
Perley-Robertson, Hill & McDougall LLP

Nature of Transactions

Non-exclusive license for CBD
extraction and isolation
Shareholders
Shareholders
Financing
Financing
Purchase of goods and
services
Financing (Note 14)
Financing (Note 14)
Purchase of goods and
services
Board and Officers
Purchase of goods and
services
Board and Officers
Financing - Convertible Notes
(Note 14)
Purchase of goods and
services
Key Management Personnel

Controlled by Owen Kenney
President & CEO
Chief Administrative Officer and
Director
Key Management Personnel
Chief Financial Officer
Key Management Personnel
Director
Key Management Personnel
Director
Key Management Personnel
Director
Key Management Personnel
Director
Key Management Personnel
Timothy McCunn is a senior partner at Purchase of goods and
the law firm
services
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b) Key management personnel compensation
Key management personnel are those persons having the authority and responsibility for planning,
directing and controlling activities of Vitality. The key management personnel of Vitality are the
executive management team and Board of Directors, who collectively control approximately 71.2%
of the outstanding and issued common shares of Vitality at December 31, 2018.
Compensation (including benefits) provided to the key management personnel is as follows:

2018
Wages and consulting fees

1

$

452 $
875
1,327 $

Share-based compensation

$
1.

2017
-

The full amount is accrued but has not been paid as at the year ended December 31, 2018. Also, this
includes $95 for termination costs.

c) Transactions with other related parties:
2018
Financing:
Issuance of Convertible Notes to Directors and Officers
Interest - Surety Land Development LLC
Interest - Fairway 20 LLC
Interest - Frostwood 6 LLC
Interest - Convertible Notes Directors and Officers
Purchase of goods and services:
Legal services - Perley-Robertson, Hill & McDougall LLP
Labor contract for Owen Kenney's brother
Professional services - Rizolve Partners Inc.
Purchase of goods from Norkota Builders
Wall panels from Kent Hoggan
Boards and panels from Wasatch Panel Solutions LLC

$

2017

1,104 $
7,523
52
270
76

$

237
152
190
1
-

1,374
36
138
-

3
2
15
19

d) Breakdown of amounts due from (to) related parties:

Dec 31, 2018 Dec 31, 2017
Included in Borrowings:
Notes Payable to Surety Land Development LLC
Notes Payable to Fairway 20 LLC
Notes Payable to Frostwood 6 LLC

$

Included in Accrued Liabilities
Notes Payable/(Receivable) to/(from) Kent Hoggan
Notes Payable to Owen Kenney
Legal services - Perley-Robertson, Hill & McDougall LLP
Professional services - former CFO
$

17,398 $
314
1,188

1,703
59
298

(6)
183
108
22

14
93
-

19,208 $

2,168

41 | P a g e

VITALITY CBD NATURAL HEALTH PRODUCTS INC.
Notes to the Consolidated Financial Statements
Year Ended December 31, 2018 and Period from August 4, 2017 and December 31, 2017
(Expressed in USD thousands, except as specified otherwise)

22.

COMMITMENTS AND CONTINGENCIES
Commitments
Purchase of Property, Plant and Equipment at New Mexico
On November 8, 2018, Vitality entered into an agreement with Balance Realty LLC, a New Mexico
limited liability company (the “Seller”), to purchase certain extraction equipment and land of
approximately ten acres (“Equipment and Property”). Key details of the agreement are as follows:
▪

The equipment is housed on four acres of land and the remaining is undeveloped land.

▪

The total purchase price of the Equipment and Property is $1,500 and four million of shares
in Vitality (see Note 26(c)).

▪

The closing of the purchase of this Equipment and Property is at the time of transfer of title
as well as the sub-division of the said Equipment and Property as authorized by the local city
authorities.

The purchase transaction is expected to close in March 2019.

Equipment Purchase
On August 1, 2018, Vitality entered into a contract to purchase certain equipment for a total purchase
price of $692 to be settled by the issue of convertible debentures. In addition to that we committed
to buy additional equipment parts for $239 from the same supplier.
As at December 31, 2018, out of a total of $763k of the above mentioned purchases, a liability for
$128 related to convertible debentures and $141 related to other purchases has been reflected in
the books.
Further, as on December 31, 2018, the below mentioned amounts remain as our purchase
commitment and would be recorded on the closure of this purchase transaction in 2019.

Purchase Commitment
Convertible debenture related
Non convertible debenture related
Total

$
$

397
98

$

495

Acquisition by Livewell Canada Inc. (“LiveWell”)
On December 1, 2018, Vitality signed a binding letter of agreement (the “Letter of Agreement” or
“LOA”) with LiveWell for the purchase by LiveWell of all of the issued and outstanding shares of
Vitality (the “Transaction”). As per the LOA:
▪

LiveWell will issue shares as purchase consideration.

▪

The current shareholders of Vitality will own 85% of the issued and outstanding share capital
of the resultant issuer formed after the amalgamation of LiveWell and Vitality.
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▪

The current shareholders of LiveWell will own 15% of the issued and outstanding share
capital of the resultant issuer.

▪

If Vitality successfully achieves the performance milestones as set out in the LOA, the current
shareholders of Vitality will be entitled to an additional 5% of the issued and outstanding
share capital of the resultant issuer.

▪

The Transaction is subject to certain precedent conditions including obtaining the approval
from majority of shareholders of both Vitality and LiveWell and other regulatory approvals.

▪

Anticipated closing of the Transaction is on or about April 12, 2019.

▪

A new Board of Directors and change in the Key management personnel will take place
around the date of closure of the Transaction.

.
Issuance of shares to Mercal
As a part of the acquisition by LiveWell as mentioned above, Mercal amended its LOI so that the
Mercal shareholders will be issued shares in the merged entity to the extent of 2.37% of the merged
entity on a fully diluted basis. This reflects the original 5% of Vitality’s total fully outstanding common
shares at the time, adjusted for subsequent issuances of common shares, warrants and options
(Note 1).

Contingencies
From time to time, Vitality may be subject to legal proceedings and claims related to matters arising
in the ordinary course of business. Except for the following, we do not believe Vitality is currently
subject to any material matters where these is at least a reasonable possibility that a material loss
may be incurred.
We are the defendant in lawsuits filed in Montana in July 2018 and August 2018 by 21 farmers for
non-payment of their fees pursuant to hemp fixed acreage production agreements entered by Vitality
and each of the farmers in May 2018. We are not disputing that these amounts are due to the
farmers and we have made a full accrual for the same under “Accounts payable and accrued
liabilities” in the Consolidated Statements of Financial Position at December 31, 2018. Payments
have not been made to lack of liquidity. We intend to fully settle these amounts due in the near term.
In connection with the non-payment to farmers in Montana, on February 1, 2019, the Montana
Department of Agriculture has suspended our 2019 Montana Commodity Dealer license. This
suspension prohibits Vitality from entering into any new contracts with Montana producers.
Subsequently, management held a meeting with the Department of Agriculture and it was agreed
that subject to full payment to farmers the suspension will be lifted.
We have received correspondence from Terpene Bio Tech Ltd. alleging a breach of a joint venture
agreement. Litigation proceedings have not commenced, and we believe that this allegation has no
merit. Accordingly, no accrual has been made in these financial statements at December 31, 2018.
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23.

SUPPLEMENTAL CASH FLOW INFORMATION
The changes in non-cash working capital items are as follows:
December 31,
2018
Amounts receivable
Inventory
Other
Accounts payable & accrued liabilities
Customer deposits
Derivative liability

$

Changes in non-cash working capital

$

December 31,
2017
(2) $
(12,915)
51
10,844
315
3,409
16
(7)
1,380 $

331

Non-cash transactions for the year ended December 31, 2018:
• Settlement of Note Payable- Other (J-4000 and EAG)
• Settlement of Conversion Liability (Serenity Convertible Debt)
24.

SEGMENTED INFORMATION
We operate in one segment, the cultivation, processing and distribution of hemp-based CBD
products. All revenues were generated in the United States for these periods. All the property, plant
and equipment are also located in the United States.
For the period from August 4, 2017 to December 31, 2017, revenue from one customer amounted to
$55 or 90% of the total revenue. For the year ended December 31, 2018, we had three customers
that each accounted for more than 10% of Vitality’s total revenue, in aggregate a total $409 or 49%
of total revenue.
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25.

EXPENSES BY NATURE
We have presented operating expenses on the face of the Consolidated Statements of Net Loss and
Comprehensive Loss using a classification based on the following functions: “Cost of sales”, “G&A”,
“S&M”, and “R&D”. We also presented other material other operating expenses separately as they
were deemed to be items of dissimilar function.
The following table provides a breakdown of Vitality’s operating expenses for the year ended
December 31, 2018 and the period from August 4, 2017 to December 31, 2017:

2018
G&A:
Employee compensation and benefits
Professional fees
Outsourced services
Office expenses
Other
Total G&A

$

2017

1,336 $
634
350
130
230
2,680

21
21
28
16
9
95

Sales & Marketing:
Professional fees
Outsourced services
Total S&M

61
116
177

-

Share-based compensation
Depreciation

907
208

-

Total operating expenses

$

3,972

45
140
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26.

SUBSEQUENT EVENTS
a) Loan from LiveWell
On February 7, 2019, Vitality entered a promissory note agreement with LiveWell whereby prior
amounts advanced by LiveWell will be transferred to this note. Future funding by LiveWell will also
be subject to this agreement. This note will bear interest rate of 15% per annum and is repayable
after six months of the closing of the acquisition by Livewell of Vitality.
As security for such loan, Vitality has agreed to grant to LiveWell a general security agreement
encumbering all of the property, assets and undertaking of Vitality in favor of LiveWell along with
issuing a promissory note to LiveWell.

b) Warrants
Effective February 14, 2019, Vitality issued three million warrants at $1.00 each to institutional
investors in connection with the $3,000 brokered private placement by LiveWell (see Note 2).
c) Payment re acquisition of New Mexico property
On February 19, 2019, Vitality paid the remaining $1,280 cash consideration for the purchase of the
New Mexico property and closed the transaction. This money was funded based on a $3,000 loan
provided by LiveWell. The terms of this loan include:
➢

10% interest rate per annum, payable monthly;

➢

No principal repayment for the first six months; starting on September 1, 2019 $500
monthly principal repayment

➢

Secured by a general security agreement over Vitality’s assets.
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Vitality CBD Natural Health Products Inc.
CONDENSED INTERIM CONSOLIDATED STATEMENT OF FINANCIAL POSITION
At March 31, 2019 and December 31, 2018
(Expressed in USD $000s)
March 31,
2019
(Unaudited)

Notes
ASSETS
Current Assets
Cash
Amounts receivable
Inventory
Deposits

$
5
6
7

Total Current Assets
Non-Current Assets
Property, plant and equipment
Total Non-Current Assets

8

TOTAL ASSETS
LIABILITIES
Current Liabilities
Accounts payable and accrued liabilities
Promissory note
Borrowings - current portion
Customer deposits
Derivative liability
Advances from directors

9
10
11

34,500

24,906

3,109
3,109

2,961
2,961
27,867

$

11,895 $
3,677
12,654
3,010
146
100

11,287
19,717
3,425
118
-

31,482

34,547

6,808
9

60
5

6,817

65

38,299

34,612

18,090

18,037

1,110
8,658
258
(8,063)
(20,743)

797
1,184
36
(8,063)
(18,736)

(690)

(6,745)

37,609 $

27,867

16

11
14

TOTAL LIABILITIES

EQUITY/DEFICIENCY
Common shares
Equity reserves:
Share-based payments
Warrants
Accumulated other comprehensive income
Other
Deficit

300
2
20,692
3,912

37,609 $

Total Non-Current Liabilities

Commitments and contingencies

491 $
7,904
21,088
5,017

$

Total Current Liabilities
Non-Current Liabilities
Borrowings
Convertible debt

December 31,
2018
(Audited)

17

12(b)

12(c)

TOTAL SHAREHOLDERS' DEFICIENCY
TOTAL LIABILITIES AND SHAREHOLDERS' DEFICIENCY

$

See Notes 2(a) Going Concern and 21 "Subsequent Events"
The accompanying notes are an integral part of these condensed interim consolidated financial statements
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Vitality CBD Natural Health Products Inc.
CONDENSED INTERIM CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
THREE MONTHS ENDED MARCH 31, 2019 and 2018
(UNAUDITED)

(Expressed in USD $000s and '000s in shares)

Revenue
Cost of sales, including impairment
Gross loss

Notes

March 31, 2019
(3 months)

4

$

March 31, 2018
(3 months)

1,299 $
(1,566)
(267)

212
(466)
(254)

Operating expenses
General and administrative ("G&A")
Sales and Marketing
Stock-based compensation
Depreciation and amortization

533
12
312
137

46
1
39

Total operating expenses

994

86

Loss from operations

(1,261)

Other expenses
Finance expense
Foreign exchange loss
Impairment on deposits
Loss on debt restructuring
Other

281
141
324
-

Loss before income taxes

(2,007)

Income tax recovery (expense)
Current
Deferred, net
Income tax recovery (expense)

-

NET LOSS

$

Other comprehensive income
Foreign currency translation

222

COMPREHENSIVE LOSS
EARNINGS(LOSS) PER SHARE:
Basic
Diluted

(2,007) $

(340)

2,029
1,089
180
(3,638)

(3,638)

-

$

(1,785) $

(3,638)

$
$

(0.01) $
(0.01) $

(0.10)
(0.10)

13

Weighted average number of outstanding common shares- basic
Weighted average number of outstanding common shares- diluted

148,699
148,699

35,064
35,064

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

148,612 $ 18,037 $
80
37
20
16
148,712 $ 18,090 $

797 $
313
1,110 $

1,184 $
7,474
8,658 $

36 $
222
258 $

(18,736) $
(2,007)
(20,743) $

(6,745)
37
16
7,474
313
222
(2,007)
(690)

Accumulated
Other
Retained
Comprehensive Earnings
Loss
(Deficit) Total Equity
$
$ (2,290) $
(2,289)
5
5
(3,638)
(3,638)
$
5 $
(5,928) $
(5,922)

(8,063) $
(8,063) $

# of
ShareCommon Common
based
Shares
shares Payment Warrants
Other
- $
1 $
$
$
65,000
35,000
100,000 $
1 $
$
$
-

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

Balance at January 1, 2019
Issuance of common shares from private placements
Issuance of common shares for settlement of debts and payables
Issuance of warrants
Share-based compensation
Change in foreign currency translation
Net loss
Balance at March 31, 2019

(Refer to Note 12)
Balance at January 1, 2018
Issuance of common shares for RTO
Issuance of common shares on incorporation
Change in foreign currency translation
Net loss
Balance at March 31, 2018

(Expressed in USD $000s and '000 of shares)

THREE MONTHS ENDED MARCH 31, 2019 and 2018
(UNAUDITED)

CONDENSED INTERIM CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

Vitality CBD Natural Health Products Inc.

Vitality CBD Natural Health Products Inc.
CONDENSED INTERIM CONSOLIDATED STATEMENTS OF CASH FLOWS
THREE MONTHS ENDED MARCH 31, 2019 and 2018
(UNAUDITED)

(Expressed in USD $000s)

Notes
Cash flows from operating activities
Net loss
Adjustments for non-cash items:
Depreciation and amortization
Loss on debt settlement
Transaction costs
Stock-based compensation
Non-cash finance costs
Accrued interest on borrowings - current portion
Derivative liability - fair value adjustment
Adjustments for net changes in non-cash working capital

$

18

8

Net cash provided by (used in) investing activities
Cash flows from financing activities
Proceeds from issuance of common shares
Proceeds from promissory note
Proceeds from convertible debt
Payment on borrowings
Proceeds from advances from directors

(2,007)

March 31, 2018
(3 months)
$

137
312
30
28

Net cash provided by (used in) operating activities
Cash flows from investing activities
Net cash inflow from RTO
Purchases of property, plant and equipment

March 31, 2019
(3 months)

39
1,089
143
21
2,027
-

(1,197)

624

(2,697)

305

(285)

290
(237)

(285)

53

53
3,360
(341)
100

1,066
(485)
-

3,173

581

Effect of foreign exchange on cash

-

(16)

Net change in cash

191

923

Cash, beginning of period

300

-

Cash, end of period

491

Net cash provided by from financing activities

12
10

(3,638)

11

$

923

The accompanying notes are an integral part of these condensed interim consolidated financial statements
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1.

CORPORATE INFORMATION
Vitality CBD Natural Health Products Inc. (“Vitality” or the “Company”) is a privately-owned Canadian
company incorporated on February 8, 2018 under the Canada Business Corporation Act. The
registered office of the Company is 1400 – 340 Albert Street, Ottawa, Ontario, K1R 0A5.
Vitality’s principal activities are the cultivation, processing and distribution of hemp-derived CBD
products in the United States.
On April 24, 2019, Vitality completed a reverse acquisition transaction with LiveWell Canada Inc.
(“LiveWell”) and Mercal Capital Corp. (herein referred as the “Vitality RTO”) - see Note 20 (a).
In these interim consolidated financial statements, “Vitality”, “Company”, “we”, “us”, or “ours” refers
to Vitality CBD Natural Health Products Inc. and its wholly-owned subsidiaries.

2.

BASIS OF PRESENTATION
A) Going Concern
Vitality is in the development stage and has incurred significant operating losses since its inception
in August 2017. At March 31, 2019, Vitality has an accumulated deficit of $20.7 million (December
31, 2018 - $18.7 million) and incurred a net loss of $2.0 million for the three months ended March
31, 2019, $16.4 million for the year ended December 31, 2018 and $2.3 million for the period from
August 4, 2017 to December 31, 2017. At March 31, 2019, Vitality has cash of $0.5 million
(December 31, 2018 - $0.3 million) and positive working capital of $3.0 million (December 31, 2018negative $9.6 million). These events or conditions indicate that a material uncertainty exists that
casts substantial doubts on Vitality’s ability to continue as a going concern.
Despite the cumulative operating losses since inception and the current net deficit, we have prepared
the consolidated financial statements for the three months ended March 31, 2019, on a going concern
basis as we believe Vitality will realize its assets and discharge its liabilities in the normal course of
business for the foreseeable future. Specifically, as a result of commissioning Vitality’s industrialgrade extractor in late January 2019 with additional investments during the first quarter to further
optimize it, our production capabilities are expected to enhance significantly. With higher outputs,
we anticipate quarterly sales will grow throughout the year leading to positive impact on our cash
flows and profitability.
Further with the completion of the Vitality RTO, we now have access to capital markets once the
ultimate parent resume trading on the Canadian Securities Exchange (CSE) following the CSE’s
approval of the Vitality RTO. Management is planning to also list on NASDAQ and raise additional
capital during 2019 to fund its working capital and projects. While management is confident in
executing on these initiatives, there can be no certainty that the parent will relist on the CSE and/or
list on NASDAQ and that any capital raises will be available on a timely basis and at terms acceptable
to us.
As the condensed interim consolidated financial statements have been prepared on a going concern
basis, no adjustments to the carrying value of the assets and liabilities have been made in the
financial statements should Vitality no longer be able to continue as a going concern.
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B) Statement of compliance
We have prepared these condensed interim consolidated financial statements in accordance with
International Accounting Standard 34, “Interim Financial Reporting” (“IAS 34”), using accounting
policies consistent with International Financial Reporting Standards (“IFRS”) as issued by the
International Accounting Standards Board (“IASB”) and interpretations of the IFRS Interpretations
Committee (“IFRIC”).
The condensed interim consolidated financial statements do not include all the information required
for a complete set of IFRS financial statements and should be read in conjunction with the
consolidated financial statements for the year ended December 31, 2018. The accounting policies
and critical estimates used in preparing these condensed interim consolidated financial statements
are the same as those applied in Vitality’s annual consolidated financial statements for the year
ended December 31, 2018, except for the adoption of IFRS 16 as explained in Note 3. However,
selected explanatory notes are included to explain events and transactions that are significant to an
understanding of the changes in Vitality’s financial position and performance since the last annual
financial statements.
In the opinion of the Management, these condensed interim consolidated financial statements reflect
all adjustments considered necessary for a fair presentation of Vitality’s financial position and results
of operations for the periods presented. Further, the results of operations for any interim period are
not necessarily indicative of the results for a full year.
On June 21, 2019 our Board of Directors approved these condensed interim consolidated financial
statements and authorized them for issue.

C) Basis of measurement
The condensed interim consolidated financial statements (herein referred as “Condensed Financial
Statements) have been prepared on a historical cost basis except for biological assets, certain
financial instruments and acquisition related contingent liabilities which are measured at fair value.
Historical cost is the original cost of an asset as recorded in our accounting records and is generally
based upon the fair value of the consideration given in exchange for assets. The expenses within
the Statements of Operations and Comprehensive Loss are presented by function.
Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date, regardless of whether the price
is directly observable or estimated using another valuation technique. In estimating the fair value of
an asset or a liability, we take into account the characteristics of the asset or liability if market
participants would take those characteristics into account when pricing the asset or liability at the
measurement date.
Fair value measurements are classified using a fair value hierarchy that reflects the significance of
the inputs used in making the measurements. The fair value hierarchy has the following levels:
Level 1 - valuation based on quoted prices (unadjusted) in active markets for identical assets or
liabilities;
Level 2 - valuation techniques based on inputs other than quoted prices included in Level 1 that are
observable for the asset or liability, either directly (i.e., as prices) or indirectly (i.e., derived from
prices); and
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Level 3 - valuation techniques using inputs for the asset or liability that are not based on observable
market data (unobservable inputs).
The fair value hierarchy requires the use of observable market inputs whenever such inputs exist.
D) Basis of consolidation
These Condensed Interim Financial Statements incorporate the financial statements of Vitality CBD
Natural Health Products Inc. and its subsidiaries with intercompany balances and transactions
eliminated on consolidation. Subsidiaries include entities over which Vitality has the authority or
ability to exert power over the investee’s financial and/or operating decisions, which in turn affect
Vitality’s exposure or rights to the variable returns from the investee. At March 31, 2019, Vitality has
the following subsidiaries:
Name

Location

Vitality Natural Health
LLC
USA Biofuels LLC

Eureka,
(USA)
Eureka,
(USA)

% of Ownership
Montana

100%

Functional
Currency
U.S. Dollar

Montana

100%

U.S. Dollar

E) Functional and presentation currency
These Condensed Interim Financial Statements are presented in US dollars, unless otherwise noted.
The Canadian parent company’s functional currency is the Canadian dollar; whereas, Vitality USA’s
functional currency is the US dollar. The assets and liabilities of the Canadian parent company are
translated into US dollars at period end exchange rates. Income and expenses, and cash flows of
the Canadian parent company are translated into US dollars using average exchange rates.
Exchange differences resulting from the translation of the Canadian parent company are recognized
in other comprehensive income and accumulated in equity.

3.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Our significant accounting policies are consistent with those disclosed in Note 3 of the audited
consolidated financial statements for the year ended December 31, 2018.
Relevant to Vitality, the following new accounting standards as issued by IASB, have been adopted
starting from January 1, 2019.
IFRS 16 Leases (“IFRS 16”)
Effective on January 1, 2019, we adopted IFRS 16, which replaces the existing leases guidance
including IAS 17 Leases and IFRIC 4. This new standard specifies how to recognize, measure,
present and disclose leases. It provides a single lessee accounting model, requiring lessees to
recognize assets and liabilities for all significant leases.
New Accounting Policy:
At inception of a lease contract, we assess whether the contract is, or contains, a lease based on
whether the contract conveys the right to control the use of an identified asset for a period of time in
exchange for consideration.
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We recognize a right-of-use asset and a lease liability at the beginning of the lease. This is initially
measured based on the initial amount of the lease liability adjusted for any lease payments made at
or before the commencement date, plus any initial direct costs incurred and an estimate of costs to
dismantle and remove the underlying asset or to restore the underlying asset or the site on which it
is located, less any lease incentives received. We then depreciate this right-of-use asset to the
earlier of the end of the useful life of the right-of-use asset or the lease term using the straight-line
method as this most closely reflects the expected pattern of consumption of the future economic
benefits. The lease period includes periods covered by an option to extend if Vitality is reasonably
certain to exercise that renewal option. Furthermore, we assess for potential impairment losses at
each reporting period.
We initially measure the lease liability at the present value of the lease payments that are not paid at
the commencement date, discounted using the interest rate implicit in the lease or, if that rate cannot
be readily determined, we use Vitality’s incremental borrowing rate. At each reporting period, we
adjust the balance using the effective interest method. The lease liability may also be remeasured
when there is a change in future lease payments arising from a change in an index or rate, if there is
a change in management’s estimate of the amount expected to be payable under a residual value
guarantee, or if management changes its assessment of whether it will exercise a purchase,
extension, or termination option. If remeasured, a corresponding adjustment is also made to the
carrying amount of the right-of-use asset, or is recorded in profit or loss (“P&L”) if the carrying amount
of the right-of-use asset has been reduced to zero.
Impact of adoption of IFRS 16:
We have adopted IFRS 16 using the modified retrospective approach.
As permitted under IFRS 16, we have elected to not recognize right-of-use assets and lease liabilities
for short-term leases that have a lease term of 12 months or less and leases of low-value assets.
For these short-term leases, we recognize the lease payments as an expense on a straight-line basis
over the lease term. We also elected to apply the practical expedient to grandfather the assessment
of which transactions are leases on the date of initial application, as previously assessed under IAS
17 and IFRIC 4. We have applied the definition of a lease under IFRS 16 to contracts entered into
or changed from January 1, 2019.
Management has analysed its leases and all of them fall under the short-term exemption as provided
in IFRS 16. Accordingly, the adoption of IFRS 16 had no impact to Vitality’s Condensed Interim
Financial Statements.
IFRIC 23 Uncertainty Over Income Tax Treatments (“IFRIC 23”)
On January 1, 2019, we have adopted IFRIC 23, which clarifies the application of recognition and
measurement requirements in IAS 12, Income Taxes, when there is uncertainty over income tax
treatments. The adoption of IFRIC 23 had no impact to Vitality’s Condensed Financial Statements.

Critical Accounting Estimates and Judgements
These Condensed Financial Statements include certain amounts that are inherently uncertain and
judgmental in nature. Management is required to make assumptions and best estimates about future
events that can have a material impact on the amounts reported in Vitality’s consolidated financial
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statements and accompanying notes. Consequently, actual results could differ materially from those
estimated.
We consider an accounting estimate to be critical if: (1) it requires that significant assumptions be
made in order to deal with uncertainties; and (2) changes in the estimate could have a material impact
on our results of operations, financial condition or liquidity.
At March 31, 2019, we believe that the material items requiring such subjective and complex
estimates are the same as those listed in Note 4 of the audited Consolidated Financial Statements
for the year ended December 31, 2018.
For the first quarter ended March 31, 2019, management exercised significant judgment in reviewing
the carrying value of the 2018 harvested hemp bales because Vitality made the decision to keep the
harvested bales at the farmers’ site for the winter season and procure hemp biomass with richer CBD
content for its production during the quarter. Consequently, with the lack of new information to revisit
the key inputs used to derive the estimated fair value of the hemp bales at December 31, 2018 ($20.7
million), management has not revised this carrying value at March 31, 2019. Vitality has processed
limited 2018 harvested bales during the second quarter of 2019 and anticipates continuing during
the summer. Based on this new information, management may need to adjust the carrying value of
the 2018 harvested bales valuation for Vitality’s second quarter ended June 30, 2019.
4.

REVENUE
Vitality’s total revenue is disaggregated as follows for the three months ended.

Hemp derived CBD products
Tolling service fee
Gross revenue
Less: Estimated sales returns
Total Revenue, Net
5.

March 31, March 31,
2019
2018
$ 1,415 $
217
34
1,449
217
(150)
(5)
$ 1,299 $
212

AMOUNTS RECEIVABLE
The breakdown of the amounts receivable was as follows:

March 31, December 31,
2019
2018
Amounts receivable:
Due from LiveWell - Warrants
Trade receivables

(1)

Provision for returns
Provision for doubtful accounts
Total
(1)

$

$

7,502 $
572
8,074
(150)
(20)
7,904 $

2
2
2

See Note 12. Starting with the second quarter 2019 financial statements, this balance will be eliminated on
consolidation as a result of the Vitality RTO (see Note 20(a)).
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6. INVENTORY
The following is a breakdown of inventory:

Raw materials
Finished goods - CBD isolates
Seeds
Total

7.

March 31, December 31,
2019
2018
$ 20,823 $ 20,692
227
38
$ 21,088 $ 20,692

DEPOSITS
The following is a breakdown of deposits.

Common shares (at fair value) issued for purchase of property
Cash deposit to seller for purchase of property
Deposits with other vendors
Total

March 31, December 31
2019
2018
$ 3,183 $
3,183
1,587
185
247
544
$ 5,017 $
3,912

During the fourth quarter of 2018, Vitality entered into a purchase agreement to acquire an extraction
facility in Las Cruces, New Mexico, comprising of a 10-acre lot and an extraction equipment. The
subdivision of the land is expected to be approved by the City of Las Cruces by June 30, 2019. The
deposit of $4.8 million at March 31, 2019 comprises the purchase consideration (cash and common
shares).
8.

PROPERTY, PLANT AND EQUIPMENT (“PP&E”)
The following table provides a continuity of our PP&E for the three months ended March 31, 2019:
COST
Production equipment
Building and improvements
Vehicles
Capital Work in Progress
Total

December 31, 2018
$
1,017 $
695
26
1,475
$
3,214 $

Additions Transfers from WIP
111 $
1,509 $
140
34
(1,509)
285 $
$

Disposals March 31, 2019
$
2,637
835
26
0
$
3,499

ACCUMULATED DEPRECIATION
Production equipment
Building and improvements
Vehicles
Capital Work in Progress
Total

December 31, 2018
$
232 $
17
4
$
253 $

Additions Transfers from WIP
125 $
$
9
3
137 $
$

Disposals March 31,
$
$

Net Carrying Values

$

2,961

$

148

$

-

$

-

$

2019
357
26
7
390

3,109

During the first quarter of 2019, $4 thousand of borrowing costs were capitalized to purchase
production equipment at an interest rate of 6.5%.

12 | P a g e

Vitality CBD Natural Health Products Inc.
Notes to the Condensed Interim Consolidated Financial Statements
Three months ended March 31, 2019 and 2018
(Unaudited – Tabular amounts in thousands of US Dollars, except share and share amounts)

The following table provides a continuity of our PP&E for the three months ended March 31, 2018:
COST
Production equipment
Building
Building Improvement
Vehicles
Capital Work in Progress
Total

December 31, 2017

ACCUMULATED DEPRECIATION
Production equipment
Building
Building Improvement
Vehicles
Capital Work in Progress
Total

Net Carrying Values

9.

Additions

Transfers from WIP

Disposals

March 31, 2018

$

606 $
-

237 $
-

-

$

-

$

843
-

$

606

237

-

$

-

$

843

$

December 31, 2017

$

$

Additions

45 $
-

Transfers from WIP

39 $
-

Disposals

-

$

March 31, 2018

-

$

84
-

$

45

$

39

$

-

$

-

$

84

$

561

$

198

$

-

$

-

$

759

ACCOUNTS PAYABLE AND ACCRUED LIABILITIES
The following table provides a breakdown of our accounts payable and accrued liabilities.
March 31, December 31,
2019
2018
Accounts payable
Payroll liabilities
Accrued liabilities
Due to LiveWell
Total

$ 10,572
922
401
$ 11,895

$

$

9,522
730
664
371
11,287

10. Promissory Note
In February 2019, Vitality entered into a promissory note agreement with LiveWell (“LiveWell Note”)
to transfer prior unsecured advances to Vitality (see Note 9). Future advances will also be made
under the provision of this LiveWell Note. At March 31, 2019, the amount due from Vitality was $3.6
million. This LiveWell Note bears interest rate of 15% per annum and is repayable after six months
from April 24, 2019. As security for this LiveWell Note, Vitality has agreed to grant to LiveWell a
general security agreement encumbering all of the property, assets and undertaking of Vitality in
favour of LiveWell. See Subsequent Event – Note 20(a); in future reporting periods this amount will
be eliminated on consolidation.
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11.

BORROWINGS
The following is breakdown of Vitality’s borrowings:

March 31,
2019
$
18,808
377
16
261
$
19,462
(6,808)
$
12,654

Notes Payable- Related Parties
Notes Payable- Other
Short-Term Credit Facilities
Mortgage
Less: non-current
Current

December 31,
2018
$
18,900
352
186
339
$
19,777
(60)
$
19,717

At March 31, 2019, management reduced its projected 12-month revenue forecast for Vitality after
taking into account the production experience for the first quarter. This resulted in reclassifying $6.8
million of the debt settlement with Surety Land Development LLC (“Surety”) from current to noncurrent at March 31, 2019, as this settlement is repaid at a rate of 25% of Vitality’s production sales
and/or customer deposits (see Note 20(b)).
The following tables show the movement for the borrowings during the first quarter of 2019.

Interest Rate
Notes Payable- Related 18% - 100% per
Parties
month

Balance at
December 31, Additional
2018
BorrowingsInterest

18,900

-

Conversion
Option
Conversion Repayments - Repayments Balance at
Interest
- Principal March 31, 2019
Fees Liability Restructuring to Equity

-

-

-

-

-

(92)
-

18,808

Notes Payable- Other

14%- 200% per

352

-

25

-

-

-

-

-

Short-Term Credit
Facilities

0.87% to 2.84%
per day

186

-

48

-

-

-

-

(49)

(169)

16

Mortgage

10% per annum

339
19,777

-

8
81

-

-

-

(36)
(85)

(79)
(340)

261
19,462

29
29

12. SHARE CAPITAL
a)

Authorized

Vitality’s authorized share capital is comprised of the following:
• Unlimited number of common voting shares without par value.
On January 1, 2018, share capital was nil because prior to the reverse acquisition with Vitality CBD
Natural Health Products Inc., Vitality Natural Health LLC was a limited liability corporation with no
share capital.
b)

Issued and Outstanding

At March 31, 2019, 148,712 thousand common shares (December 31, 2018 – 148,612 thousand)
were issued, outstanding and fully paid.
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During the first quarter of 2019, we issued 80 thousand common shares at $0.4625 each for total
gross proceeds of $37 thousand. We also issued 20 thousand shares as settlement for a customer
deposit for $16 thousand.
c)

Equity Reserves

Warrants
In connection with LiveWell’s issuance of $15 million of secured convertible notes, Vitality agreed to
issue share purchase warrants to the note holders as an inducement to complete the debenture
transaction. As a result, Vitality issued 9 million warrants to purchase common shares of Vitality at
$1.00 each. These were treated as equity instruments and therefore recorded as part of “Other
Reserves” under shareholders’ equity, with a corresponding amount in “Amounts Receivable” – see
Note 5.
In addition, the warrant holders may put back 3 million warrants to Vitality at a cost of $0.6 million,
expiring on September 15, 2019.
Each whole warrant entitles the holder to purchase one common share of Vitality.
The fair value of each 5-year warrant issued on February 14, 2019 (after proration between the
LiveWell secured convertible note, LiveWell embedded derivative, and warrants) was estimated at
$0.65 each, based on the following key assumptions used in the valuation model:
Exercise price
Expected life
Dividends
Volatility
Risk free interest rate

$1.00
5 years
Nil
48.3%
1.79%

The fair value of each 5-year warrant issued on March 20, 2019 (after proration between the LiveWell
secured convertible note, LiveWell embedded derivative, and warrants) was estimated at $0.65 each,
based on the following key assumptions used in the valuation model:
Exercise price
Expected life
Dividends
Volatility
Risk free interest rate

$1.00
5 years
Nil
45.0%
1.55%

The volatility input noted above are below those observed for Vitality’s industry as management
applied a marketability discount.
The following table provides a summary of the changes to Vitality’s warrants for the quarter ended
March 31, 2019:
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Outstanding, beginning of period
Granted
Exercised
Forfeited
Expired

Number of
Warrants (in
000s)
17,690
9,000
-

Weighted Average
Exercise Price (in
USD)
$
0.67
$
1.00
$
$
$
-

Outstanding, end of period

26,690 $

0.78

Exercisable warrants

26,690 $

0.78

There was no warrant issued during the three months ended March 31, 2018. The above warrants
will expire as follows:

# of Warrants
17,690
3,000
6,000
26,690

Expiry Date
April 24, 2019
February 14, 2024
March 20, 2024

Share-Based Payments
The following table provides a summary of the changes to Vitality’s stock option plan for the three
months ended March 31, 2019.

Outstanding, beginning of period
Granted
Exercised
Forfeited
Expired
Outstanding, end of period
Exercisable options

13.

Number of
Options (in 000s)
12,150
(1)
-

Weighted Average
Exercise Price (in
CAD)
$
0.12
$
$
$
0.90
$
-

12,149

0.12

5,600

0.05

NET LOSS PER SHARE
For the first quarter ended March 31, 2019, Vitality’s basic and diluted loss per share was $0.01
(March 31, 2018: $0.36). Diluted loss per share is the same as basic loss per share because the
issuance of any shares in connection with the exercise of stock options and warrants and the
conversion of convertible note would be anti-dilutive.
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The following securities could potentially dilute basic net loss per share in the future.

Stock options
Warrants
Convertible note
Potential additional common shares

14.

March 31, December 31,
2019
2018
12,149
12,150
26,690
17,690
656
534
39,495

30,374

FINANCIAL INSTRUMENTS RISK AND CAPITAL MANAGEMENT
In the normal course of business, we are exposed to a variety of financial risks: credit risk, liquidity
risk, and interest rate risk. These financial risks are subject to normal credit standards, financial
controls, risk management as well as monitoring. Vitality’s Board of Directors has overall
responsibility for the establishment and oversight of the Company’s risk management framework.
A) Credit risk
Credit risk is the risk of a potential loss to Vitality if a customer or counterparty to a financial instrument
fails to meet its contractual obligations. We are moderately exposed to credit risk from cash and
amounts receivable. The maximum exposure to credit risk is equal to the carrying value of the
financial assets as reported in the statement of financial position.
We mitigate the credit risk on cash and deposits, if applicable, by holding these instruments with
highly rated financial institutions.
Amounts receivable consists of trade accounts receivable. While most sales are done on a cash
basis prior to shipment, we have provided credit to one customer based on prior timely customer
deposit experience. Management monitors regularly this account.
B) Liquidity risk
Liquidity risk is the risk that we will not be able to meet our financial obligations as they fall due. We
manage liquidity risk by continuously monitoring forecasts and actual cash flows and taking the
necessary actions to maintain enough liquidity for operations and for growth objectives.
The following table reflects the maturities of our financial liabilities at March 31, 2019.

Within 1 1 to 3 3 to 5
Year
years years > 5 years
Payment due:
Total
Borrowings
$ 19,462 $ 12,654 $ 6,808 $ $
Promissory note
3,677
3,677
Accounts payable & accrued liabilities
11,895
11,895
Customer deposits
3,010
3,010
Derivative liability
146
146
Convertible debt
9
9
Advances from directors
100
100
Total financial liabilities
$ 38,299 $ 31,482 $ 6,817 $ $
-
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Refer to Note 2(a) “Going Concern” for management current plan to raise additional liquidity in the
near term, coupled with management expectation to commence generating positive cash flows in the
near term.
C) Interest rate risk
Our exposure to interest rate risk is limited to any investments of surplus cash and borrowings. We
may invest surplus cash in highly liquid investments with short term maturities.
Interest rate risk on borrowings is limited due to fixed interest rate financing.

Capital Management
Our key objectives when managing capital are to maintain a strong capital base in order to:
•
•
•

Maintain investor, creditor, and market confidence;
Advance Vitality’s corporate strategies to generate attractive risk-adjusted return over the
long-term for our shareholders; and
Sustain Vitality’s operations and growth though all cycles.

The Board and senior management monitor Vitality’s capital and capital structure on a regular basis
to ensure it is sufficient to achieve Vitality’s short-term and long-term objectives. The capital structure
may vary from time to time based on changes in economic conditions.
Our capital resources consisted of the following:

March 31, December 31,
2019
2018
Borrowings (drawn) (1)

$

2,154 $

Convertible debt
Common shares, net of reserves

2,377

9

5

10,285

10,010

Share-based payments

1,110

797

Warrants

8,658

1,184

(20,743)

(18,736)

Less: deficit
Total capital/(deficiency)
(1)

$

1,473 $

(4,363)

Excludes Surety Note Payable (see Note 11).
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15.

FINANCIAL INSTRUMENTS
The carrying values of the financial instruments at March 31, 2019 are summarized in the following
table:
Amortized cost
Financial assets
Cash
Deposits
Amounts receivable
Total financial assets

$

$

Financial liabilities
Accounts payable and accrued liabilities
Promissory note
Borrowings
Derivative liability
Advances from directors
Convertible debt
Customer deposits
Total financial liabilities
$

FVTPL

FVTOCI

491 $
5,017
7,904
13,412 $

-

11,895
3,677
19,462

146
146 $

100

9
3,010
38,153 $

$

$

Total

-

$

-

$

-

$

$

491
5,017
7,904
13,412
11,895
3,677
19,462
146
100
9
3,010
38,299

At March 31, 2019, the following is a summary of financial instruments measured at fair value
segregated based on the various levels of inputs:

Level 1

Level 2

Level 3

Derivative liability

Total

146 $

146

See Note 12 for key assumptions used in the option pricing model to estimate the above fair values.
The carrying values of the financial instruments at December 31, 2018 are summarized in the
following table:
Amortized cost
Financial assets
Cash
Deposits
Amounts receivable
Financial liabilities
Accounts payable and accrued liabilities
Borrowings
Derivative liability
Advances from directors
Convertible debt
Customer deposits

300
3,912
2

11,287
19,777

-

5
3,425

FVTPL

FVTOCI

Total

-

-

$

300
3,912
2

118
-

-

$ 11,287
19,777
118
5
3,425
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16.

RELATED PARTIES
a) Key management personnel compensation
Key management personnel are those persons having the authority and responsibility for planning,
directing and controlling activities of Vitality. The key management personnel of Vitality are the
executive management team and Board of Directors, who collectively control approximately 64.2%
of the issued and outstanding common shares of Vitality at March 31, 2019.
Compensation (including benefits) provided to the key management personnel during the first quarter
was as follows:

March 31, 2019 March 31, 2018
$
$
34
301
$
301 $
34

Wages and consulting fees
Share-based compensation

There was no compensation paid to key management for the first quarter ended 2019.

b) Transactions with other related parties for the first quarter:

March 31, 2019 March 31, 2018
Financing:
Issuance of Convertible Notes to Directors and Officers
Interest - Surety Land Development LLC
Interest - Fairway 20 LLC
Interest - Frostwood 6 LLC
Interest - Convertible Notes Directors and Officers
Advances from Directors

$
$
$
$
$
$

$
$
$
$
$
100 $

873
1,543
52
270
8
-

Purchase of goods and services:
Legal services - Perley-Robertson, Hill & McDougall LLP
Labor contract for a director's brother
Purchase of goods from Norkota Builders

$
$
$

30 $
30 $
$

98
37
1

Refer to Note 21(a) of Vitality’s audited consolidated financial statements for December 31, 2018 for
the list of related parties. This list has not changed at March 31, 2109.
Unless otherwise stated, none of the above transactions incorporate special terms and conditions.
Further the independent directors of the Board review and approve all significant related party
transactions.
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c) Breakdown of amounts due from (to) related parties:

17.

COMMITMENTS AND CONTINGENCIES
Commitments
Equipment Purchase
On August 1, 2018, Vitality entered into a contract to purchase certain equipment for a total purchase
price of $524 to be settled by the issue of convertible debentures. In addition to that we committed
to buy additional equipment parts for $239 from the same supplier.
At March 31, 2019, out of a total of $763k of the above mentioned purchases, a liability for $153
related to convertible debentures and $239 related to other purchases are included in the books.
Further, at March 31, 2019, the below amounts remain as our purchase commitment.

Purchase Commitment
Convertible debenture related
Non convertible debenture related
Total

$
$

372
-

$

372

Contingencies
From time to time, Vitality may be subject to legal proceedings and claims related to matters arising
in the ordinary course of business. Except for the following, we do not believe Vitality is currently
subject to any material matters where there is at least a reasonable possibility that a material loss
may be incurred.
Vitality is the defendant in lawsuits filed in Montana in July 2018 and August 2018 by 21 farmers for
non-payment of their fees pursuant to hemp fixed acreage production agreements entered by Vitality
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and each of the farmers in May 2018. On February 1, 2019, the Montana Department of Agriculture
has suspended Vitality’s 2019 Montana Commodity Dealer license. This suspension prohibits Vitality
from entering into any new contracts with Montana farmers. However, this suspension does not
impede Vitality’s ability to extract and process CBD oil and isolates for commercial sales. Vitality
contests the amounts owing, given the lack of fulfilment of the terms of the agreements by the farmers
and continues to engage in settlement discussions with the farmers. On May 6th, 2019, the Montana
Department of Agriculture filed a Petition with the Montana First Judicial District Court, Lewis and
Clark County against Vitality seeking among other things, the posting of a bond to cover the
outstanding amounts owing to Montana producers. Vitality intends to answer the Petition and pursue
its rights under the agreements with the farmers.
18.

SUPPLEMENTAL CASH FLOW INFORMATION
The changes in non-cash working capital items are as follows:

March 31, 2019
(3 months)

March 31, 2018
(3 months)

Amounts receivable
Inventory
Deposits
Other
Accounts payable & accrued liabilities
Customer deposits

$

(428) $
(396)
(883)
925
(415)

Changes in non-cash working capital

$

(1,197) $

(11)
(64)
782
(83)
624

Non-cash transactions for the quarter ended March 31, 2019:
• The $0.4 million transfer of unsecured advances from LiveWell to promissory note (see
Notes 9 and 10)
19.

SEGMENTED INFORMATION
For the three months ended March 31, 2019, management determined that Vitality operated only in
one segment: to research, cultivate, process, and distribute hemp-derived CBD and cannabis health
and wellness as well as beauty solutions.
All revenues for the three months ended March 31, 2019 and 2018 were generated in United States.
For the first quarter of 2019, revenue from two customers amounted to $1.3 million or 81% of the
total revenue. For the first quarter of 2018, revenue from four customers amounted to $158 thousand
or 75% of the total revenue.
All the property, plant and equipment and intangible assets are located in Eureka, Montana.
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20.

SUBSEQUENT EVENTS
a) Reverse Acquisition and Change in Company Name
On April 11, 2019, LiveWell shareholders approved the three-cornered amalgamation with Vitality
and Mercal in addition to renaming LiveWell to Eureka 93 Inc. (“Eureka93”). Subject to final approval
by the Canadian Securities Exchange (the “CSE”), Eureka93’s common shares will resume trading
on the CSE with a new stock ticker: ERKA. LiveWell has also applied to list Eureka93’s common
shares on NASDAQ. There is no guarantee that this listing will be accepted or at what time in the
future.
The amalgamation became effective on April 24, 2019. Following the amalgamation, the LiveWell,
Vitality, and Mercal shareholders own approximately 15%, 83%, and 2%, respectively, of the total
outstanding and issued common shares of Eureka93. As the Vitality shareholders own a majority of
Eureka93, the amalgamation is considered a reverse acquisition by Vitality.
Financial Effect of the Reverse Acquisition
Under a reverse acquisition transaction, the consolidated financial statements going forward will
reflect the continuation of the assets and operations of Vitality as the acquiror. Mercal and LiveWell
will be classified as the acquirees.
Vitality will account for the acquisition of Mercal under IFRS 2, Share Based Payment, as it does not
meet the definition of a business under IFRS 3, Business Combinations.
This acquisition is
immaterial to Vitality’s consolidated financial statements.
The acquisition of LiveWell will be accounted for under IFRS3, using the acquisition method.
Accordingly, the consideration transferred by Vitality to obtain control of LiveWell is calculated as the
sum of the acquisition-date fair value of assets transferred, liabilities incurred, and the equity interests
issued by Vitality. As the reverse acquisition was an all-share deal, there was no cash exchanged
at closing. Because Vitality is private company, its common stock is not listed and there was no
recent brokered private placement to support the valuation of its common stock. However, as
LiveWell’s common stock was actively trading on the CSE prior to the announcement of the
acquisition, management concluded that the fair value of LiveWell’s stock would be more appropriate.
As LiveWell’s stock was halted since November 30, 2018, its last trading price of $11.10 (post share
consolidation) is not representative of the current fair value. Management intends to undertake an
independent business valuation during the third quarter to derive the fair value of LiveWell’s common
stock. For this reason, management is unable to disclose the estimated net assets acquired from
LiveWell at fair value.
The following table provides LiveWell’s unaudited interim consolidated financial position at March 31,
2019, before any fair value adjustments:
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Vitality CBD Natural Health Products Inc.
Notes to the Condensed Interim Consolidated Financial Statements
Three months ended March 31, 2019 and 2018
(Unaudited – Tabular amounts in thousands of US Dollars, except share and share amounts)

ASSETS
Current Assets
Cash
Restricted cash
Restricted short-term investment
Amounts receivable
Inventory
Prepaid expenses and other

$

3,721
5,992
95
4,337
873
3,701

Total current assets

18,719

Non-Current Assets
Property, plant & equipment
Right-of-use assets
Intangible assets
Other
Goodwill
Total non-current assets

25,372
456
9,387
1,889
7,768
44,872

TOTAL ASSETS
LIABILITIES
Current Liabilities
Bank indebtedness
Accounts payable and accrued liabilities
Borrowings - current portion
Customer deposits
Due to Acenzia selling shareholders
Capital leases - current portion
Secured convertible notes
Derivative liability - Secured Notes
Warrants liability - Secured Notes
Total current liabilities
Non-Current Liabilities
Borrowings
Capital leases- non-current portion
Secured convertible notes
Loans due to related parties
Deferred tax liabilities
Total non-current liabilities
TOTAL LIABILITIES
SHAREHOLDERS' EQUITY
Preferred shares
Common shares
Share-based payments
Warrants
Other
Retained earnings (deficit)
Total shareholders' equity
TOTAL SHAREHOLDERS' EQUITY AND LIABILITIES

$ 63,591

1,480
6,960
9,041
1,541
1,497
272
3,596
1,020
7,502
32,909

52
109
1,388
296
3,211
5,056
$ 37,965

2,997
49,943
2,143
1,970
(8,371)
(23,056)
25,626
$ 63,591
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Vitality CBD Natural Health Products Inc.
Notes to the Condensed Interim Consolidated Financial Statements
Three months ended March 31, 2019 and 2018
(Unaudited – Tabular amounts in thousands of US Dollars, except share and share amounts)

b) Debt Restructuring with Surety
On June 12, 2019, Vitality entered into a termination agreement with Surety terminating the amended
and restated settlement agreement dated November 28, 2018. In connection with this termination
agreement, Surety agreed to convert the outstanding debt with Vitality into an unsecured convertible
note in the principal amount of $18.5 million, convertible at Surety’s sole discretion into Eureka93’s
common shares at CAD$9.44 per share (the “Surety Note”). The Surety Note accrues interest at
10% per annum (payable monthly) and has a maturity date of March 31, 2021. The $18.5 million
principal amount is repayable only at maturity date; however, Vitality may prepay the Surety Note at
any time in whole or in part.
As part of this transaction, Eureka93 granted Surety warrants to purchase an aggregate of 2.1 million
common shares of Eureka93 at an exercise price of CAD$11.10 per share, expiring March 31, 2021.
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FINANCIAL STATEMENTS
For
MERCAL CAPITAL CORP.
For year ended
DECEMBER 31, 2018

An Independent Member of BKR International

INDEPENDENT AUDITOR'S REPORT

To the shareholders of
MERCAL CAPITAL CORP.
Opinion
We have audited the financial statements of Mercal Capital Corp. (the Company), which comprise the
statement of financial position as at December 31, 2018 and 2017, and the statements of loss and
comprehensive loss, changes in shareholders (deficiency) equity and cash flows for the years ended
December 31, 2018 and 2017, and notes to the financial statements, including a summary of significant
accounting policies.
In our opinion, the accompanying financial statements present fairly, in all material respects, the financial
position of the Company as at December 31, 2018 and 2017, and its financial performance and its cash flows
for the years ended December 31, 2018 and 2017 in accordance with International Financial Reporting
Standards (IFRS).
Basis for Opinion
We conducted our audit in accordance with Canadian generally accepted auditing standards. Our
responsibilities under those standards are further described in the Auditor's Responsibilities for the Audit of
the Financial Statements section of our report. We are independent of the Company in accordance with the
ethical requirements that are relevant to our audit of the financial statements in Canada, and we have fulfilled
our other ethical responsibilities in accordance with these requirements. We believe that the audit evidence
we have obtained is sufficient and appropriate to provide a basis for our opinion.
Other Information
Management is responsible for the other information. The other information comprises the information, other
than the financial statements and our auditor's report thereon, in the Management's Discussion and Analysis.
Our opinion on the 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 financial statements, our responsibility is
to read the other information identified above and, in doing so, consider whether the other information is
materially inconsistent with the financial statements or our knowledge obtained in the 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 on this other information, we conclude that there is a material misstatement of this
other information, we are required to report that fact in this auditor's report. We have nothing to report in this
regard.
Responsibilities of Management and Those Charged with Governance for the Financial Statements
Management is responsible for the preparation and fair presentation of the financial statements in
accordance with IFRS, and for such internal control as management determines is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to fraud or error.
In preparing the 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.
Welch LLP - Chartered Professional Accountants
123 Slater Street, 3rd floor, Ottawa, ON K1P 5H2
T: 613 236 9191 F: 613 236 8258 W: welchllp.com
An Independent Member of BKR International
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Auditor's Responsibilities for the Audit of the Financial Statements
Our objectives are to obtain reasonable assurance about whether the 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 financial statements.
As part of an audit in accordance with Canadian generally accepted auditing standards, we exercise
professional judgement and maintain professional skepticism throughout the audit. We also:


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



Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Company’s internal control.



Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.



Conclude on the appropriateness of management’s use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty exists
related to events or conditions that may cast significant doubt on the Company’s ability to
continue as a going concern. If we conclude that a material uncertainty exists, we are required to
draw attention in our auditor’s report to the related disclosures in the 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 financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and
events in a manner that achieves fair presentation.

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 Bryan Haralovich.

Chartered Accountants
Licensed Public Accountants
Ottawa, Ontario
June 22, 2019.
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Mercal Capital Corp.
Statement of Financial Position
As at December 31, 2018
[in Canadian dollars]

2018
$
ASSETS
Current
Cash and cash equivalents
Loan receivable [note 3]

LIABILITIES AND SHAREHOLDERS' EQUITY
Current
Accounts payable and accrued liabilities [note 5]
Total liabilities
Shareholders' (deficiency) equity
Share capital [note 4]
Warrants [note 4]
Share-base reserve [note 4]
Deficit
Total Shareholders' (deficiencies) equity

2017
$

48,722
48,722

82,643
82,643

183,322
183,322

67,034
67,034

415,273
82,184
(632,057)
(134,600)

440,076
4,250
15,631
(444,348)
15,609

48,722

82,643

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

On behalf of the Board of Directors

David Rendimonti
Director

Steven Archambault
Director
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Mercal Capital Corp.
Statement of Loss and Comprehensive Loss
For the year ended December 31, 2018
[in Canadian dollars]

2018
$

2017
$

EXPENSES
Professional fees [note 5]
Bad debt expense [note 3]
Filing and listing fees
Travel expense

164,059
54,616
21,924
2,113

114,324
226,202
19,649
-

Loss before the undernoted item
Interest income [note 3]

242,712
(55,003)

360,175
(2,245)

Net loss and comprehensive loss

(187,709)

(357,930)

(0.02)

(0.05)

Basic and diluted loss per share
The accompanying notes are an integral part of these financial statements.
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Mercal Capital Corp.
Statement of Changes in Shareholders (Deficiencies) Equity
For the year ended December 31, 2018
[in Canadian dollars]

[See Note 4]

Share
Capital
$

Warrants
$

Balance, December 31, 2016
Net loss and comprehensive
loss for the year

440,076

Balance, December 31, 2017

440,076

-

4,250
4,250

Share-based
reserve
$
15,631
15,631

Net loss and comprehensive
loss for the year
Common shares issued on the
exercise of warrants
Common shares cancelled
Warrants expired unexercised

40,688
(65,491)
-

(3,188)
(1,062)

65,491
1,062

Balance, December 31, 2018

415,273

-

82,184

-

-

-

Deficit
$

Total
Shareholders'
(Deficit) Equity
$

(86,418)

373,539

(357,930)

(357,930)

(444,348)

15,609

(187,709)

(187,709)

-

37,500
-

(632,057)

(134,600)

The accompanying notes are an integral part of these financial statements.
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Mercal Capital Corp.
Statement of Changes of Cash Flows
For the year ended December 31, 2018
[in Canadian dollars]

CASH FLOWS FROM OPERATING ACTIVITIES
Net loss and comprehensive loss for the year
Items not involving cash
Bad debt expense
Changes in non-cash operating working capital items
Loan receivable
Accounts payable and accrued liabilities
Deferred financing costs
Net cash used in operating activities
CASH FLOWS FROM FINANCING ACTIVITIES
Issuance of common shares
Net cash generated by financing activities

2018
$

2017
$

(187,709)

(357,930)

54,616

226,202

(54,616)
116,288
(71,421)

(226,202)
34,457
49,534
(273,939)

37,500
37,500

Net (decrease) in cash and cash
equivalent during the year
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

(33,921)
82,643
48,722

-

(273,939)
356,582
82,643

The accompanying notes are an integral part of these financial statements.
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Mercal Capital Corp.
Notes to the Financial Statements
For the year ended December 31, 2018
(in Canadian dollars)

1.

NATURE OF OPERATIONS

Mercal Capital Corp. [the “Company”] was incorporated under the Canada Business Corporations Act on August 31,
2015 and is classified as a Capital Pool Company [“CPC”] as defined in Policy 2.4 of the TSX Venture Exchange Inc.
[the “Exchange”]. The Company has no assets other than cash and cash equivalents. The Company proposed to
identify and evaluate potential acquisitions or businesses, and once identified and evaluated, to negotiate a transaction
subject to receipt of regulatory and, if required, shareholders’ approval. The purpose of such a transaction is to satisfy
the related conditions of a qualifying transaction under the Exchange rules [the “QT”].
Where a QT is warranted, additional funding may be required. The ability of the Company to fund any potential future
operations and commitments could be dependent upon the ability of the Company to obtain additional financing. There
is no assurance that the Company will identify a business or asset that warrants acquisition within the time limitations
permissible under the policies of the Exchange, at which time the Exchange may suspend or de-list the Company’s
shares from trading. See Note 11 for details of a proposal qualifying transaction.
The registered head office and records of the Company are located at Suite 1400 - 340 Albert Street, Ottawa, Ontario,
K1R 0A5.

2.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

These financial statements have been prepared in accordance with International Financial Reporting Standards ("IFRS")
which include International Accounting Standards and Interpretations (“IFRIC” and “SIC”) adopted by the International
Accounting Standards Board, as applicable as at December 31, 2018.
These statements have been prepared on the historical cost convention using the accrual method of accounting except
for certain financial instruments that are measured at revalued amounts or fair values as explained in the accounting
policies below. Historical cost is generally based on the fair value of the consideration given in exchange for assets.
All financial information is presented in Canadian dollars, which is the Company’s functional currency, except as
otherwise stated.
Critical accounting estimates and judgments
The preparation of the Company’s financial statements in conformity with IFRS requires management to make
judgments, estimates and assumptions that affect the application of accounting policies and the reported amounts of
assets and liabilities, and the disclosure of contingent liabilities at the end of the reporting period.
Significant assumptions about the future that management has made that could result in a material adjustment to the
carrying amounts of assets and liabilities, in the event that actual results differ from assumptions made, relate to, but are
not limited to, the following:
[a] The inputs used in measurement for warrants in the statements of financial position.
[b] The inputs used in measurement for stock-based compensation expense in the statements of comprehensive loss.
[c] The assessment of the recoverability of the loan receivable and related impairment provision
Estimation uncertainty
Critical accounting policies and estimates utilized in the normal course of preparing the Company’s financial statements
required the determination of future cash flows utilized in assessing net recoverable amounts and net realizable values;
credit worthiness of counter party receivables ability to utilize tax losses; and measurement of deferred taxes. In making
estimates, management relies on external information and observable conditions where possible, supplemented by
internal analysis where required.
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Mercal Capital Corp.
Notes to the Financial Statements
For the year ended December 31, 2018
(in Canadian dollars)

2.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Cash and cash equivalent
Cash and cash equivalents includes cash on hand, cash balances held in trust and highly liquid investments that are
readily convertible into cash, with maturities of 90 days or less at the date of purchase.
Qualifying transaction funds
The proceeds raised from the issuance of capital stock may only be used to identify and evaluate assets or businesses for
future investments, with the exception that no more than the lesser of 30% of the gross proceeds from the sale of all
securities issued by the CPC and $210,000 may be used to cover prescribed costs of issuing the common shares or
administrative and general expenses of the Company. The restrictions may apply until the completion of a Qualifying
Transaction by the Company as defined under the policies of the Exchange.
Deferred financing costs
The Company defers legal, agent commissions and other direct costs incurred in connection with the issue, exchange or
other alternation of share capital or debt. Direct and incremental costs of such proposed transactions that are more
likely than not to be completed are recognized as deferred financing costs until the proposed transaction is completed or
abandoned. Upon completion of the transaction, the deferred financing charges will be included as a cost of issuance or
expensed as deemed appropriate at the time. If the transactions are not completed, the costs will be recorded as an
expense.
Income taxes
The tax expense for the period comprises current and deferred income taxes. Tax is recognized in the statement of loss
and comprehensive loss except to the extent that it relates to items recognized directly in equity.
The current income tax charge is calculated on the basis of the tax laws enacted or substantially enacted at the statement
of financial position date. Management periodically evaluates positions taken in tax returns with respect to situations in
which applicable tax regulations is subject to interpretation. It establishes provisions where appropriate on the basis of
amounts expected to be paid to the tax authorities.
Deferred income tax is recognized, using the asset and liability method, on temporary differences arising between tax
bases of assets and liabilities and their carrying amounts in the financial statements. Deferred income taxes are
determined using the tax rates that have been enacted or substantially enacted by the statement of financial position date
and are expected to apply when the related deferred income tax asset is realized or the deferred income tax liability is
settled.
Deferred income tax assets are recognized only to the extent that it is probable that future taxable profit will be available
against which the temporary differences can be utilized.
Deferred income tax assets and liabilities are offset where there is a legally enforceable right to offset current tax assets
against current tax liabilities and when the deferred income tax assets and liabilities relate to income taxes levied by the
same taxation authority on either the same taxable entity or different taxable entities where there is an intention to settle
the balances on a net basis.
Share-based compensation
The Company has an employee stock option plan. The Company measures the equity settled share-based payments
based on their fair value at the date of the grant and recognizes compensation expense over the vesting period based on
the Company’s estimate of the equity instruments that will eventual vest. Expected forfeitures are estimated at the date
of the grant and subsequently adjusted if further information indicates actual forfeitures may vary from the original
estimate. The impact of the revision of the original estimate is recognized in the profit or loss such that the cumulative
expense reflects the revised estimate. Consideration paid by employees on the exercise of the stock option is recorded
as share capital and the related stock-based compensation is transferred from share-based reserve to share capital.
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Mercal Capital Corp.
Notes to the Financial Statements
For the year ended December 31, 2018
(in Canadian dollars)

2.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Loss per share
The Company presents basic and fully diluted loss per share data. Basic loss per share is calculated by dividing the net
loss for the period by the weighted average number of shares outstanding during the period. Diluted loss per share is
determined by adjusting the net loss attributed to common shareholders and the weighted average number of common
shares outstanding for the effects of all dilutive potential common shares. When a net loss is incurred, basic and fully
diluted loss per share are the same because the exercise of options and warrants are anti-dilutive.
Financial instruments
The Company classifies its financial assets as financial assets at fair value through profit or loss or at amortized cost and
classifies its financial liabilities at amortized cost.
All financial instruments are initially recognized at fair value including transaction costs, except those at fair value
through profit or loss for which transaction costs are expensed when incurred. Financial instruments are recognized on the
trade date, which is the date on which the Company commits to purchase or sell the asset. The Company classifies its
financial assets and liabilities depending on the purpose for which the financial instruments were acquired, their
characteristics, and management intent as outlined below:
Financial assets
The Company initially recognizes loans and receivables and deposits on the date that they are originated. All other
financial assets (including assets designated at fair value through profit or loss) are recognized initially on the trade date at
which the Company becomes a party to the contractual provisions of the instrument.
The Company derecognizes a financial asset when the contractual rights to the cash flows from the asset expire, or it
transfers the rights to receive the contractual cash flows on the financial asset in a transaction in which substantially all
the risks and rewards of ownership of the financial asset are transferred. Any interest in transferred financial assets that is
created or retained by the Company is recognized as a separate asset or liability.
Loans and receivables are financial assets with fixed for determinable payments that are not quoted in an active market.
Such assets are recognized initially at fair value. Subsequent to initial recognition loans and receivables are measured at
amortized cost using the effective interest method, less any impairment losses.
Financial liabilities
The Company initially recognizes debt securities issued and subordinated liabilities on the date that they are originated.
All other financial liabilities (including liabilities designated at fair value through profit or loss) are recognized initially on
the trade date at which the Company becomes a party to the contractual provisions of the instrument.
The Company derecognizes a financial liability when its contractual obligations are discharged or expire.
Financial liabilities are recognized initially at fair value. Subsequent to initial recognition other liabilities are measured at
amortized cost using the effective interest method.
Classification of financial instruments
The Company classifies its financial assets and liabilities depending on the purpose for which the financial instruments
were acquired, their characteristics, and management intent as outlined below:
Cash and cash equivalents and loans and receivables are measured at amortized cost.
Amounts receivable has been classified as loans and receivables and are measured at amortized cost. Amounts receivable
are recognized initially at fair value and subsequently measured at amortized cost less impairment.
Accounts payable and accrued liabilities have been classified as other financial liabilities, which are recognized initially at
fair value plus any directly attributable transaction costs. Subsequent to initial recognition, these financial liabilities are
measured at amortized cost using the effective interest method.
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Mercal Capital Corp.
Notes to the Financial Statements
For the year ended December 31, 2018
(in Canadian dollars)

2.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Impairment of financial assets
Financial assets, other than those classified as fair value through profit and loss, are assessed for indicators of impairment at
the end of the reporting period. 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, the estimated future cash flows
of the investment have been affected.
Changes in accounting policy
IFRS 9 Financial Instruments ("IFRS 9")
The Company adopted IFRS 9 on January 1, 2018. No adjustments to the comparative period was required. Currently, the
Company’s financial instruments consists of cash and cash equivalent, and accounts payable and accrued liabilities. The
adoption of IFRS 9 had no impact to the Company’s financial statements.
New and revised IFRS in issue but not effective
The following is a list of standards and amendments that have been issued but are not yet effective and have not yet been adopted
by the Company:

IFRS 16 Leases
IFRS 16 was issued by the IASB in January 2016 and supersedes IAS 17 Leases. The new standard brings most leases on
the balance sheet for leases under a single model and eliminates the distinction between operating and financing leases.
Lessor accounting remains largely unchanged under this new standard. IFRS 1 becomes effective for annual periods
beginning on or after January 1, 2019, with early adoption permitted. The Company has no outstanding leases and
therefore the adoption of IFRS 16 will have no impact to its financial statements.

3. LOAN RECEIVABLE
On December 13, 2017 the Corporation entered into a loan agreement with Folia Biotech Inc. (“Folia”) whereby the
Company lent Folia $225,000 by way of a secured promissory note (the “Note”). The Note bears an annual interest rate of
15% per annum compounded monthly, subject to increase to 25% per annum if the Qualifying Transaction is terminated or
does not close by May 1, 2018. The principal amount of the Note outstanding and any unpaid interest is due the earlier of
the Qualifying Transaction Termination date; the completion of the Qualifying Transaction and May 1, 2018. The Note is
secured by a General Security Agreement over the tangible and intangible assets of the Company. Interest income recorded
on the loan was $55,003 (2017 - $2,245). The full amount of interest income earned in 2018 was recorded as bad debt
expense given the collection uncertainty.
The loan receivable is reported net of allowance for doubtful accounts of $280,818 as at December 31, 2018 (2017 $226,202). This resulted in recording bad debt expense of $54,616 and $226,202 for 2018 and 2017, respectively.

4. SHARE CAPITAL
[a] Authorized
The authorized share capital of the Company consists of an unlimited number of common shares.
The common shares are voting and are entitled to dividends if, as and when declared by the Board of Directors.
[b] Issued and outstanding and changes during the year
Common shares
Balance, December 31, 2016
Balance, December 31, 2017
Issued on exercise of warrants [i]
Cancellation of shares [ii]
Balance, December 31, 2018
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Number

$

7,700,000

440,076

7,700,000
375,000
(1,100,000)

440,076
40,688
(65,491)

6,975,000

415,273
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Mercal Capital Corp.
Notes to the Financial Statements
For the year ended December 31, 2018
(in Canadian dollars)

4. SHARE CAPITAL (CONTINUED)

Warrants

Number
of
Warrants

$

Exercise
Price

Expiry
date

Balance, December 31, 2016

500,000

4,250

$0.10

May 9, 2018

Balance, December 31, 2017
Warrants exercised [i]
Warrants expired [i]

500,000
(375,000)
(125,000)

4,250
(3,188)
(1,062)

$0.10

May 9, 2018

Balance, December 31, 2018

-

-

[i] On May 9, 2018, 375,000 common share warrants previously issued for the purchase of common shares at an exercise
price of $0.10 per common share were exercised. The proceeds received on the exercise of these warrants of $37,500
plus the estimated fair value of the warrants determined on the date issued has been charged to common shares.
Furthermore, the remaining 125,000 common share warrants previously issued for the purchase of common shares
expired unexercised. The estimated fair value of the warrants determined on the date issued has been reclassified to
share-based reserve.
[ii] At the Company’s annual and special meeting of Shareholders held on October 11, 2018, the shareholders approved the
transfer of the Common Shares of the Company from the TSXV board onto NEX board should the Company be
unsuccessful in completing a Qualifying Transaction in the prescribed time limit. Furthermore, the shareholders
approved the cancellation an aggregate of 1,100,000 Seed Shares (as defined by the TSX Venture Exchange) held by
Non-Arm’s Length Parties of the CPC upon the listing on NEX. On November 12, 2018, the Company announced the
completion of the transfer of Common Shares to the NEX board and the cancellation of 1,100,000 Common shares with
an average value of $65,491.
[c] Escrowed shares
All of the common shares issued and outstanding prior to the Initial Public Offering totaling 1,600,000 (2017 - 2,700,000)
have been deposited with the Company’s Depository Transfer Agent under an escrow agreement.
All common shares of the Company acquired in the secondary market prior to the completion of a Qualifying Transaction
by a Control Person, as defined under the policies of the Exchange are required to be deposited in escrow. Subject to
certain permitted exceptions, all securities of the Company held by principals of the resulting issuer will also be escrowed.
Under the escrow agreement, 10% of the escrowed common shares will be released from escrow on the issuance of the
Final Exchange Bulletin with respect to a Qualifying Transaction (the “Initial Release”) and an additional 15% will be
released on the dates 6 months, 12 months, 18 months, 24 months, 30 months and 36 months following the Initial Release.
All common shares deposited in escrow and to be released subject to the completion of a Qualifying Transaction will be
cancelled upon issuance of an Exchange Bulletin delisting the common shares of the Company, if applicable.
[d] Stock option plan
The Company maintains a Stock Option Plan [the “Plan”] for the directors, officers, employees, and consultants of the
Company. The Plan is administered by the Board of Directors of the Company who establish the exercise prices, vesting
conditions and expiry date of the options in accordance with the requirements imposed by the Exchange. The aggregate
number of shares assumable upon the exercise of all options granted under the Plan shall not exceed 10% of the issued and
outstanding shares reserved for the issuance to (a) any individual director or officer which will not exceed 5% of the issued
and outstanding common shares, and (b) all consultants which will not exceed 2% of the issued and outstanding common
shares.
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Mercal Capital Corp.
Notes to the Financial Statements
For the year ended December 31, 2018
(in Canadian dollars)

4. SHARE CAPITAL (CONTINUED)
[d] Stock option plan - Cont’d.
Upon completion of the Offering on May 9, 2016, the Company granted 660,000 stock options to its directors that
vested on the grant date which are exercisable for a period of five years from the date of the grant at an exercise price of
$0.10 per common share. The stock options were valued at the date issued using the Black-Scholes option pricing
model with the following assumptions: dividend yield 0%, risk free rate of 0.67%, expected volatility of 17.89%, and an
expected life of five years. The value attributed to these stock options of $11,418 has been recorded as a compensation
expense in fiscal 2016.
On October 6, 2016, the Company granted incentive stock options to a consultant of the Company to purchase up to an
aggregate of 110,000 common shares in the capital stock of Mercal. The options vested on the grant date are
exercisable at a price of $0.10 per common share and expire on October 5, 2021. The stock options were valued at the
date issued using the Black-Scholes option pricing model with the following assumptions: dividend yield 0%, risk free
rate of 0.72%, expected volatility of 16.42%, and an expected life of five years. The value attributed to these stock
options of $4,213 has been recorded as professional fee expense in fiscal 2016.

5. RELATED PARTY TRANSACTIONS
The Company incurred legal fees to a law firm whereby a Director of the Company is a partner. Total fees and
disbursements incurred by the Company for services provided by the law firm during the year ended December 31,
2018 were $132,851 (2017 - $62,881) [including HST], of which $132,851 (2017 - $62,881) was charged to
professional fees and filing and listing fees. As at December 31, 2018, the amount owing to the law firm reported in
accounts payable and accrued liabilities was $170,170 (2017 - $55,734). These transactions are in the normal course of
operations and are disclosed at the exchange amount, being the amount of consideration established and agreed upon to
by the related parties.

6.

INCOME TAXES

There was no current or deferred tax expense in the years ended December 31, 2018 and 2017. The Company has
available income tax losses in the amount of approximately $490,000 for federal and provincial tax purposes, which
may be carried forward to reduce future years' taxable income for up to 20 years that will begin to expire in 2035. The
potential benefits relating to these available losses have not been recorded in the financial statements with a full
valuation allowance provided against deferred tax value of approximately $130,000.
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Mercal Capital Corp.
Notes to the Financial Statements
For the year ended December 31, 2018
(in Canadian dollars)

7.

FINANCIAL INSTRUMENTS

[a] Fair values
Fair value estimates of financial instruments are made at a specific point in time, based on relevant information about
financial markets and specific financial instruments. As these estimates are subjective in nature, involving
uncertainties and matters of significant judgment, they cannot be determined with precision. Changes in assumptions
can significantly affect estimated fair value.
The carrying amount of cash and cash equivalents, subscription receivable and accounts payable and accrued liabilities
approximate the fair value due to the short term nature of these financial instruments.
[b] Liquidity risks
The Company’s approach to managing liquidity risk is to ensure that it will have sufficient liquidity to meet liabilities
when due. As of December 31, 2018, the Company had insufficient cash and cash equivalents to settle accounts
payable and accrued liabilities of $183,322. As discussed in note 11, the proposed transaction is intended to provide
the necessary liquidity.
[c] Credit risk
The carrying amount of cash and cash equivalents and the loan receivable represents the maximum exposure to credit
risk and as at December 31, 2018, this amounted to $48,722. The cash and cash equivalents are held in trust with the
Company’s corporate lawyers. The loan receivable has a full allowance for collection uncertainty recorded (see note 3).
8.

LOSS PER COMMON SHARE

Loss per common share is calculated using the weighted average number of common shares outstanding during the years
ended December 31, 2018 and 2017 of 7,794,795 and 7,700,000 respectfully. The basic and diluted loss per share was
calculated using the weighted average number of common shares outstanding for the years presented. The securities listed
below were outstanding at December 31, 2018 and 2017, but were not included in the diluted loss per share calculation as
they were anti-dilutive for the years presented. These instruments may be dilutive in future years.
December 31,
2018
770,000
770,000

Options
Warrants

9.

December 31,
2017
770,000
500,000
1,270,000

CAPITAL MANAGEMENT

Capital is comprised of the Company’s shareholders’ equity and any debt it may issue. The Company’s objective when
managing capital is to maintain its ability to continue as a going concern in order to provide returns for shareholders and
benefit for other stakeholders.
The Company’s primary objective with respect to its capital management is to ensure that it has sufficient cash resources to
fund the identification and evaluation of potential acquisitions. To secure the additional capital necessary to pursue these
plans, the Company may attempt to raise additional funds through the issuance of equity or by securing strategic partners.
The Company is not subject to externally imposed capital requirements other than the cash restrictions disclosed in Note 2.
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Mercal Capital Corp.
Notes to the Financial Statements
For the year ended December 31, 2018
(in Canadian dollars)

10. COMMITMENTS AND CONTINGENCIES
[a] Indemnification of directors and officers
The Company indemnifies its directors and officers against any and all claims or losses reasonably incurred in the
performance of their service to the Company to the extent permitted by law. The Company has not acquired any
liability insurance for its directors and officers.
[b] Proposed qualifying transactions
On February 22, 2018, the Company entered into a new arm’s length agreement with Serenity CBD Canada Inc.
(“Serenity”) in principal to complete a business combination whereby all the issued and outstanding securities of
Serenity will be exchanged for securities of the Company. The Company intended that this proposed transaction with
Serenity is intended to constitute the Qualifying Transaction of the Company.
Subject to Regulatory approval and satisfying certain other conditions, the Company was to acquire all of the issued
and outstanding securities of Serenity by issuing corresponding securities of the Company to the security holders of
Serenity. Under the terms of the Merger Agreement, the shareholders of Serenity were to transfer all the issued and
outstanding securities of Serenity in exchange for securities of the Company.
The number of shares of the Company to be issued will be determined prior to the execution of the Share Exchange
Agreement.
On December 7, 2018, the Company announced it had amended its Letter of Intent with Vitality CBD Natural Health
Products Inc. (“Vitality”) (formerly Serenity CBD Canada Inc.). Instead of proceeding with the Qualifying Transaction, the
Letter of Intent was amended such that the Company shall delist from the NEX board of the TSXV and Vitality will merge
with the Company in consideration of the issuance of common shares of Vitality (the Amended Letter of Intent”). This
transaction will be completed simultaneously with the acquisition of Vitality by Eureka 93 Inc. (formerly LiveWell Canada
Inc.) via a three-way cornered amalgamation (see note 11).

11. SUBSEQUENT EVENT
At the Company’s special meeting of shareholders held on April 10, 2019, the shareholders approved the de-listing of the
Company from the NEX and the amalgamation with a wholly-owned subsidiary of Eureka 93 Inc. (formerly LiveWell
Canada Inc. listed on the CSE). On April 24, 2019, the amalgamation agreement was executed between Eureka 93 Inc.,
Vitality and the Company (the “Amalgamation”), resulting in the Company shareholders owning approximately 2% of
Eureka 93 Inc. Each shareholder of the Company received 0.27 common shares of Eureka 93 Inc. in exchange for each
common share of the Company. All outstanding options of the Company were also converted at the same ratio into Eureka
93 Inc. options.
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Mercal Capital Corp.
Condensed Interim Financial Statements (Unaudited)
Three Months Ended March 31, 2019
(in Canadian Dollars)

NOTICE OF NO AUDITOR REVIEW
The accompanying unaudited condensed interim financial statements of Mercal Capital Corp. for the three months
ended March 31, 2019 have been prepared by management and approved by the Board of Directors of the Company.
These financial statements have not been reviewed by the Company’s external auditors.

Mercal Capital Corp.
Condensed Interim Statements of Financial Position
As at March 31, 2019 and December 31, 2018
[Unaudited in Canadian dollars]

March 31,
2019
$
ASSETS
Current
Cash and cash equivalents
Loan receivable [note 3]
Total current assets
Total Assets

LIABILITIES AND SHAREHOLDERS' DEFICIENCY
Current
Accounts payable and accrued liabilities [note 5]
Total liabilities

Shareholders' equity (deficiency)
Share capital [note 4]
Share-based reserve
Deficit
Total Shareholders' deficiency
Total Liabilities and Shareholders' deficiency

December 31,
2018
$

6,358
6,358
6,358

48,722
48,722
48,722

152,818
152,818

183,322
183,322

415,273
82,184
(643,917)
(146,460)
6,358

415,273
82,184
(632,057)
(134,600)
48,722

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

Mercal Capital Corp.
Condensed Interim Statements of Loss and Comprehensive Loss
For the three months ended March 31, 2019 and 2018
[Unaudited in Canadian dollars]

2019
$
EXPENSES
Professional fees [note 5]
Bad debt expense
Filing and listing fees
Other expenses
Interest income
Net loss and comprehensive loss for the period
Basic and diluted loss per share [note 6]
The accompanying notes are an integral part of these financial statements.

2018
$

3,542
8,317
11,859
(11,859)

10,262
8,606
6,757
2,113
(8,993)
18,745
(18,745)

(0.00)

(0.00)

Mercal Capital Corp.
Condensed Interim Statements of Changes in Equity
For the three months ended March 31, 2019 and 2018
[Unaudited in Canadian dollars]

Share
Capital
$

Total
Equity
(Deficiency)
$

Warrants
$

Share-based
reserve
$

4,250

15,631

(444,348)

15,609

-

(18,745)

(18,745)

Deficit
$

Balance, December 31, 2017
Net loss and comprehensive
loss for the period

440,076

Balance, March 31, 2018

440,076

4,250

15,631

(463,093)

(3,136)

Balance, December 31, 2018
Net loss and comprehensive
loss for the period

415,273

-

82,184

(632,057)

(134,600)

-

(11,860)

(11,860)

Balance, March 31, 2019

415,273

82,184

(643,917)

(146,460)

-

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

Mercal Capital Corp.
Condensed Interim Statements of Changes of Cash Flows
For the three months ended March 31, 2019 and 2018
[Unaudited in Canadian dollars]

2019
$
OPERATING ACTIVITIES
Net loss and comprehensive loss for the period
Changes in non-cash working capital items
Accounts payable and accrued liabilities
Net cash provided by (used in) operating activities

(11,860)

(18,745)

(30,504)
(42,364)

49,733
30,988

CASH FLOWS USED IN FINANCING ACTIVITIES
Deferred financing costs
Net cash used in financing activities
Net decrease in cash and cash equivalent
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

2018
$

(42,364)
48,722
6,358

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

(41,170)
(41,170)
(10,182)
82,643
72,461

Mercal Capital Corp.
Notes to the Condensed Interim Financial Statements
For the three months ended March 31, 2019
(Unaudited in Canadian dollars)

1. NATURE OF OPERATIONS
Mercal Capital Corp. [the “Company”] was incorporated under the Canada Business
Corporations Act on August 31, 2015 and is classified as a Capital Pool Company [“CPC”] as
defined in Policy 2.4 of the TSX Venture Exchange Inc. [the “Exchange”]. The Company has
no assets other than cash and cash equivalents. The Company proposed to identify and evaluate
potential acquisitions or businesses, and once identified and evaluated, to negotiate a transaction
subject to receipt of regulatory and, if required, shareholders’ approval. The purpose of such a
transaction is to satisfy the related conditions of a qualifying transaction under the Exchange
rules [the “QT”].
The Company was acquired by Eureka93 via a three-cornered amalgamation in April 2019 (see
Note 7 – Subsequent Event).
The registered head office and records of the Company are located at Suite 1400 - 340 Albert
Street, Ottawa, Ontario, K1R 0A5.

2.

BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation
These condensed interim financial statements of the Company were prepared in accordance with
International Accounting Standard 34, Interim Financial Reporting (“IAS 34”).
The preparation of interim financial statements in accordance with IAS 34 requires the use of
certain critical accounting estimates. It also requires management to exercise judgment in
applying the Company’s accounting policies. The areas involving a higher degree of judgment
or complexity, or areas where assumptions and estimates are significant to the financial
statements are consistent with those disclosed as “Critical accounting estimates and judgments”
in Note 2 of the audited financial statements for the year ended December 31, 2018.
All financial information is presented in Canadian dollars, which is the Company’s functional
currency, except as otherwise stated.
Significant Accounting Policies
The Company’s significant accounting policies are consistent with those disclosed in Note 2 of
the audited financial statements for the year ended December 31, 2018. Additionally, the
Company adopted the following new accounting standard.
IFRS 16 Leases
IFRS 16 was issued by the IASB in January 2016 and supersedes IAS 17 Leases. The new
standard brings most leases on the balance sheet for leases under a single model and eliminates
the distinction between operating and financing leases. Lessor accounting remains largely
unchanged under this new standard. The Company adopted IFRS 16 on January 1, 2019, and it
had no impact to its financial statements.

5

Mercal Capital Corp.
Notes to the Financial Statements
For the year ended December 31, 2018
(in Canadian dollars)

3. LOAN RECEIVABLE
On December 13, 2017 the Corporation entered into a loan agreement with Folia Biotech Inc.
(“Folia”) whereby the Company lent Folia $225,000 by way of a secured promissory note (the
“Note”). The Note bears an annual interest rate of 15% per annum compounded monthly,
subject to increase to 25% per annum if the Qualifying Transaction is terminated or does not
close by May 1, 2018. The principal amount of the Note outstanding and any unpaid interest is
due the earlier of the Qualifying Transaction Termination date; the completion of the Qualifying
Transaction and May 1, 2018. The Note is secured by a General Security Agreement over the
tangible and intangible assets of the Company.
The Company has fully provided for this loan given the collection uncertainty. Accordingly, the
loan receivable is reported net of allowance for doubtful accounts of $280,818 as at March 31,
2019 and December 31, 2018.

4. SHARE CAPITAL
[a] Authorized
The authorized share capital of the Company consists of an unlimited number of common shares.
The common shares are voting and are entitled to dividends if, as and when declared by the
Board of Directors.
[b] Issued and outstanding and changes during the year
There was no change since December 31, 2018. Total issued and outstanding common shares
was 6,975,000 at March 31, 2019.
[c] Escrowed shares
There was no change since December 31, 2018.
[d] Stock options
There was no change since December 31, 2018.

5. RELATED PARTY TRANSACTIONS
The Company incurred legal fees to a law firm whereby a Director of the Company is a partner.
Total fees and disbursements incurred by the Company for services provided by the law firm
during the three months ended March 31, 2019 were $3,542 (2017 - $10,262), reported as
professional fees in the statements of loss and comprehensive loss. As at March 31, 2019 the
amount owing to the law firm reported in accounts payable and accrued liabilities was $142,112
(December 31, 2018 - $170,170). These transactions are in the normal course of operations and
6

Mercal Capital Corp.
Notes to the Financial Statements
For the year ended December 31, 2018
(in Canadian dollars)

are disclosed at the exchange amount, being the amount of consideration established and agreed
upon to by the related parties.
6.

LOSS PER COMMON SHARE

Loss per common share is calculated using the weighted average number of common shares
outstanding during the three months ended March 31, 2019 and 2018 of 6,975,000 and
7,700,000 respectfully. The basic and diluted loss per share was calculated using the weighted
average number of common shares outstanding for the years presented. At March 31, 2019, and
December 31, 2018, there were 770,000 options outstanding, but were not included in the
diluted loss per share calculation as they were anti-dilutive for the periods presented. These
instruments may be dilutive in future years.
7.

SUBSEQUENT EVENT

Amalgamation
At the Company’s special meeting of shareholders held on April 10, 2019, the shareholders
approved the de-listing of the Company from the NEX and the amalgamation with a whollyowned subsidiary of Eureka 93 Inc. (formerly LiveWell Canada Inc. listed on the CSE). On
April 24, 2019, the amalgamation agreement was executed between Eureka 93 Inc., Vitality and
the Company (the “Amalgamation”), resulting in the Company shareholders owning
approximately 2% of Eureka 93 Inc. Each shareholder of the Company received 0.27 common
shares of Eureka 93 Inc. in exchange for each common share of the Company. All outstanding
options of the Company were also converted at the same ratio into Eureka 93 Inc. options.
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UNAUDITED PRO FORMA CONDENSED INTERIM
CONSOLIDATED FINANCIAL STATEMENTS OF
EUREKA 93 INC.
(THE ISSUER)
(In USD $000’s)

EUREKA 93 INC.
Pro Forma Condensed Interim Consolidated Statement of Financial Position
As at March 31, 2019
UNAUDITED
(in '000s USD)
Pro Forma Adjustments
Vitality
LiveWell
(Accounting
Canada
Acquiror)
(former Issuer)
(Carrying value)
Note (g)
ASSETS
Current Assets
Cash
Restricted cash
Restricted short-term investment
Amounts receivable
Inventory
Prepaid expenses and other

$

Total current assets
Non-Current Assets
Property, plant & equipment
Right-of-use assets
Intangible assets
Other
Goodwill
Total non-current assets
TOTAL ASSETS
LIABILITIES
Current Liabilities
Bank indebtedness
Accounts payable and accrued liabilities
Promissory note
Borrowings - current portion
Customer deposits
Due to Acenzia selling shareholders
Capital leases - current portion
Secured convertible notes
Advances from directors
Derivative liability
Derivative liability - Secured Notes
Warrants liability - Secured Notes
Total current liabilities

34,500

18,719

3,109
3,109

31,372
456
9,387
1,888
20,846
63,949

37,609 $

82,668 $

$

$
11,895
3,677
12,654
3,010
100
146
31,482

1,480 $
6,960
9,041
1,541
1,497
272
3,596
1,020
7,502
32,909

6,808
9
6,817
$

SHAREHOLDERS' EQUITY
Preferred shares
Common shares
Share-based payments
Warrants
Accumulated other comprehensive income
Other reserves
Deficit
Total shareholders' equity
TOTAL SHAREHOLDERS' EQUITY AND LIABILITIES

3,721 $
5,992
95
4,337
873
3,701

$

Non-Current Liabilities
Borrowings
Capital leases- non-current portion
Secured convertible notes
Loans due to related parties
Convertible Debt
Deferred tax liabilities
Total non-current liabilities
TOTAL LIABILITIES

491 $
7,904
21,088
5,017

38,299 $

18,090
1,110
8,658
258
(8,063)
(20,743)
(690)
$

37,609 $

52
109
1,388
296
3,211
5,056
37,965 $

2,997
37,593
2,143
1,970
44,703
82,668 $

Conversion of
Preferred to
Common Shares
Notes 2(a) & 3

Mercal
Note (g)

4 $
4
-

-

Exercise of
Options
Notes 2(b) & 3

$

-

-

612 $
-

-

69

612

$

Debt
Restructuring
Note 2(d)

69 $
-

4 $

Exercise of
Warrants
Notes 2(c) & 3

69 $

Intercompany
Issuance of
Elimination
Common Shares
Adjustments
to Mercal
Note 2(e)
Note 2(f) & 3

$

$
(11,179)
(2,888)

-

-

(14,067)

-

-

-

-

-

612 $

-

$

(14,067) $

-

Transaction
Costs
Note 2(f)

$

(250)
-

4,647
5,992
95
1,062
21,961
5,830

(250)

39,587

$

Eureka 93 Inc
Proforma
Consolidated
(Carrying Value)

(250)

34,481
456
9,387
1,888
20,846
67,058
106,645

114
114

-

-

-

(12,000)
(12,000)

(3,677)
(2,888)
(7,502)
(14,067)

-

-

1,480
18,969
9,695
1,663
1,497
272
3,596
100
146
1,020
38,438

-

-

-

-

12,000
12,000

-

-

-

18,860
109
1,388
296
9
3,211
23,873

114 $

-

-

62,311

(110)
(110)
4 $

$

(299)
299
-

-

$

-

$

-

69

612
612

-

69 $

612 $

-

69
$

-

$

(14,067)

$

(14,067) $

$

7,834
(7,834)
-

$

(250)
(250)

2,698
64,247
3,253
10,628
258
(8,063)
(28,687)
44,334

(250)

106,645

EUREKA 93 INC.
Proforma Condensed Interim Consolidated Statement of Operations
FOR THE THREE MONTHS ENDED MARCH 31, 2019
UNAUDITED
(in '000s USD, except share amounts)

LiveWell
Canada
(former
Issuer)

Notes
Revenue
Cost of sales, including impairment
Gross profit (loss)

$

Vitality

875 $
(775)
99

Mercal

1,299 $
(1,566)
(267)

Operating expenses
General and administrative ("G&A")
Sales and Marketing
Research and development ("R&D")
Stock-based compensation
Depreciation and amortization

2,851
111
105
207
351

533
12
312
137

Total operating expenses

3,625

994

Loss from operations
Other expenses
Finance income
Finance expense
Foreign exchange loss
Impairment on deposits
Gain on disposal of capital assets
Listing expense

(3,525)

(3)
668
4
(50)
-

2(f)

Loss before income taxes

(4,144)

Income tax recovery (expense)
Current
Deferred, net
Income tax recovery (expense)
NET LOSS

$

Other comprehensive income
Foreign currency translation

(4,144) $

-

COMPREHENSIVE LOSS

$

Pro forma loss per share, basic and diluted:
Weighted average # of outstanding common shares
Pro forma loss per share

$

(4,144) $

9,336
(0.44)

-

(2,007)

(2,007) $

222
(1,785) $

Eureka93
For Forma
Consolidated

$

$

-

-

-

2,174
(2,341)
(168)

9

-

3,393
123
105
519
488

9

-

4,628

-

(1,261)

281
141
324
-

Pro Forma
Adjustments

(9)

(9)

(9) $

(9) $

-

(4,795)

7,925

(3)
949
145
324
(50)
7,925

(7,925)

(14,085)

-

-

(7,925) $

-

(14,085)

222

(7,925) $

62,366
$

(13,863)

71,702
(0.20)

1|P age

EUREKA 93 INC.
Notes to Unaudited Pro Forma Condensed Interim Consolidated Financial Statements
At March 31, 2019
(Expressed in USD and in thousands, except share data unless otherwise noted)

1.

BASIS OF PRESENTATION AND ASSUMPTIONS
Eureka 93 Inc. (“Issuer” or “Eureka93”) is a Canadian global life sciences company dedicated to
producing the highest quality cannabidiol (“CBD”) products for consumers, supported by research
and development and nutraceutical industry experience. The registered office of the Issuer is 340
Albert St., Suite 1400, Ottawa, ON, K1R 0A5. The head office address is 179 Promenade du
Portage, 3rd floor, Gatineau, QC, J8X 2K5. Subject to CSE’s final approval of the relisting application
of the Issuer, the stock ticker will change to “ERKA”.
The unaudited pro forma condensed interim consolidated statement of financial position at March
31, 2019 and the unaudited pro forma condensed interim consolidated statement of operations for
the three months ended March 31, 2019, were prepared for illustrative purposes only in compliance
with National Instrument 51-102 – Continuous Disclosure Obligations.
The unaudited pro forma condensed interim consolidated statement of financial position and the
unaudited pro forma condensed interim consolidated statement of operations of the Issuer are
comprised of information derived from:
• Unaudited interim consolidated financial statements of Eureka93 (formerly LiveWell Canada
Inc.) as at and for the three months ended March 31, 2019.
• Unaudited interim consolidated financial statements of Vitality as at and for the three months
ended March 31, 2019.
• Unaudited financial statements of Mercal as at and for the three months ended March 31,
2019.
The unaudited pro forma condensed interim consolidated financial statements have been compiled
using accounting policies consistent with those adopted by the Issuer in accordance with
International Financial Reporting Standards (“IFRS”), but do not include all of the disclosures required
by IFRS, and should be read in conjunction with the Issuer’s financial statements listed above.
The unaudited pro forma condensed interim consolidated financial information gives effect to
Vitality’s reverse acquisition of Eureka93 and Mercal as if it had occurred at March 31, 2019 for the
purposes of the unaudited pro forma condensed interim consolidated financial statements.
Accounting policies used in the preparation of the pro forma condensed interim consolidated financial
statements are in accordance with those disclosed in the audited financial statements of the
companies mentioned above which were all prepared in accordance IFRS.
The unaudited pro forma condensed interim consolidated financial statements are not necessarily
indicative of the results of operations that would have occurred had the reverse acquisitions of
LiveWell Canada and Mercal by Vitality been effected on the dates indicated, nor are the unaudited
pro forma condensed interim financial statements indicative of the results of operation of future
periods. Actual amounts recorded upon consummation of the proposed acquisition will differ from
such unaudited pro forma condensed interim consolidated financial statements. Since the pro forma
condensed consolidated financial statements have been developed to retroactively show the effect
of transactions that are expected to occur or did occur at a later date (even though this was
accomplished by following accepted practice and using reasonable assumptions), there are
limitations inherent in the very nature of such pro forma data.

EUREKA 93 INC.
Notes to Unaudited Pro Forma Condensed Interim Consolidated Financial Statements
At March 31, 2019
(Expressed in USD and in thousands, except share data unless otherwise noted)

2.

PRO FORMA ADJUSTMENTS AND ASSUMPTIONS
(a) Conversion of Preferred Shares
In April 2019, a holder of Series 1 Preferred Shares and Series 2 Preferred Shares converted 712
shares of each class to common shares of the Issuer. This resulted in issuing 4,445 common shares
of the Issuer.
In May 2019, the holders of Series 1 Preferred Shares and Series 2 Preferred Shares converted their
remaining holdings to common shares of the Issuer. This resulted in issuing 90,300 common shares
of the Issuer.
The above resulted in reclassifying $299 thousand from preferred shares to common shares in the
proforma condensed interim consolidated statement of financial position.
(b) Exercise of Options
In May 2019, 207,900 options were converted at an exercise price of CAD $0.37 each, for total
proceeds of $57 thousand.
In June 2019, 3,523 options were converted at an exercise price of CAD $4.50 each, for total
proceeds of $12 thousand.
(c) Exercise of Warrants
In May 2019, 365,100 warrants were converted at an exercise price of CAD $2.24 each, for total
proceeds of $612 thousand.
(d) Debt Restructuring
In June 2019, the Issuer and an existing lender entered into a termination agreement terminating an
amended and restated settlement agreement. In connection with the termination agreement, the
lender agreed to convert the remaining indebtedness of US $18.5 million into an unsecured
convertible note in the principal amount of US$18.5 million. This note is convertible into the Issuer’s
common shares at CAD$9.44 per share. This note accrues interest at 10% per annum (payable
monthly) and has a maturity date of March 31, 2021. The US$18.5 million principal is repayable only
at maturity date; however, the Issuer may prepay the note at any time in whole or in part. As part of
the transaction, the Issuer has granted the lender warrants to purchase an aggregate of 2.1 million
common shares of the Issuer at an exercise price of CAD$11.10 per share, expiring March 31, 2021.
At March 31, 2019, the debt liability was $18.8 million of which $6.8 million was classified as noncurrent liability. As a result of the above, the Issuer reclassified the remaining $12 million from current
to non-current in the pro forma condensed interim consolidated statement of financial position.
(e) Intercompany Elimination Adjustments
The following transactions were eliminated on consolidation:
•
•

$3.7 million of secured promissory note between Vitality and LiveWell issued in February
2019.
$7.5 million of warrants issued by Vitality for LiveWell’s brokered private placements in
February and March 2019.
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•
(f)

$2.9 million deposits made by LiveWell to Vitality for hemp biomass in 2018.

Vitality Reverse Acquisition

On April 24, 2019, the Issuer completed the three-cornered amalgamation of Vitality and Mercal,
resulting in a reverse acquisition by Vitality. Accordingly, Vitality is the accounting acquiror whereas
Mercal and LiveWell are the accounting acquirees under IFRS. For each one common share of
Vitality and Mercal, the Issuer has issued 0.4022 and 0.27 of its common shares, respectively. See
Note 3 – Pro Forma Share Capital.
Total transaction costs relating to the above amalgmation are expected to be approximately $250,
mostly for professional fees. These were reflected as adjustment to the carrying value of the common
shares in the pro forma condensed interim consolidated statement of financial position.
Reverse Acquisition Accounting
1) Mercal
As Mercal does not meet the definition of a business under IFRS 3, Business Combinations, the
acquisition of Mercal will be accounted for under IFRS 2, Share Based Payment. Under a reverse
acquisition accounting, any difference in the fair value of the consideration and the fair value of
Mercal’s net assets acquired is recorded as a listing expense charge in the P&L. As noted below,
for illustrative purposes, the Issuer used a preliminary estimated fair value of $4.15 per share of
LiveWell as consideration transferred to acquire control of LiveWell. Using the same share price for
consideration given to Mercal’s shareholders, this resulted in a total listing expense of $7.9 million
as follows:
Common share consideration:
# of common shares issued to Mercal shareholders ('000s)
Estimated fair value of common shares
Total common share consideration

$
$

Mercal's net assets at fair value:
Cash
Accounts payable and accrued liabilities
Mercal's net assets at fair value

$

Excess (listing expense)

$

$

1,883
4.15
7,815

4
(114)
(110)
7,925

2) LiveWell
As LiveWell meets the definition of a business, the acquisition of LiveWell will be accounted for under
IFRS 3, Business Combinations, using the acquisition method. Accordingly, the consideration
transferred by Vitality to obtain control of LiveWell is calculated as the sum of the acquisition-date
fair value of assets transferred, liabilities incurred, and the equity interests issued by Vitality.
Acquisition Method
As the reverse acquisition was an all-share deal, there was no cash exchanged at closing. Because
Vitality is private company, its common stock is not listed and there was no recent brokered private
placement to support the valuation of its common stock. However, as LiveWell’s common stock was
actively trading on the CSE prior to the announcement of the acquisition, management concluded
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that the fair value of LiveWell’s stock would be more appropriate. As LiveWell’s stock was halted
since November 30, 2018, its last trading price of CAD$11.10 (post share consolidation) is not
representative of the current fair value.
Due to the timing of closing the reverse acquisition
transaction, the Issuer has not yet undertaken an independent business valuation of LiveWell and
therefore, for the purpose of these pro forma financial statements, the Issuer applied a 50% discount
to the CAD$11.10 stock price (or US$4.15) to reflect LiveWell’s weaker financial position since the
announcement of the transaction made in December 2018 and the lack of revenue to date due to
awaiting cannabis license from Health Canada.
The final purchase consideration (and allocation of the fair value adjustment as noted below) will be
based on the independent business valuation of LiveWell and therefore there may be material
differences from this pro forma fair value allocation.
The following shows the preliminary purchase consideration calculation and estimated goodwill.
Common share consideration:
# of common shares ('000s)
Estimated fair value per share
Total common share consideration

$
$

10,772
4.15
44,704

Net assets acquired from LiveWell (at estimated fair value):
Identifiable assets
$
61,822
Identifiable liabilities
37,965
Total net assets
$
23,857
Excess (goodwill)

$

20,846

The following shows the net assets acquired from LiveWell at estimated fair value.
Cash
Restricted cash and short-term investment
Amounts receivable
Inventory
Prepaid expenses and other
Property, plant & equipment
Other financial assets
Intangible assets
Total idenfiable assets

$

Bank indebtedness
Accounts payable and accrued liabilities
Customer deposits
Due to related parties
Debt and other liabilities
Total identifiable liabilities

$

$

1,480
6,960
1,541
1,793
26,191
37,965

Net assets acquired

$

23,857

$

3,721
6,087
4,337
873
3,701
31,372
2,344
9,387
61,822
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3.

PRO FORMA SHARE CAPITAL

A continuity of the Issuer’s issued and outstanding common shares, capital, stock options and preferred
shares after giving effect to the pro forma transactions described in Note 2 above is set out below (‘000s).

Issued Securities
Issued & outstanding at March 31, 2019
Effect of pro forma transactions:
- Conversion of preferred shares
- Issuance of options in April 2019
- Conversion of preferred shares
- exercise of options
- exercise of warrants
Vitality Combination:
- Eureka 93 common shares issued to Vitality shareholders at
December 31 2018 (per table below) on a 0.4022 to 1 Vitality
share basis
- Eureka 93 options issued to Vitality option holders as of
December 31 2018 (per table below) on a 0.4022 to 1 Vitality
option basis
- Eureka 93 warrants issued to Vitality warrant holders as of
December 31 2018 (per table below) on a 0.4022 to 1 Vitality
warrant basis
- Eureka 93 common shares issued to Mercal shareholders on a
0.27 to 1 Mercal share basis
- Eureka 93 options issued to Mercal option holders on a 0.27 to
1 Mercal option basis
- Elimination of LiveWell's deficit and other reserves
- Net fair value adjustment for LiveWell
- Estimated transaction costs

Note

2(a)

# of Common Common Shares
Shares
$
10,772 $
49,943

# of Stock
Options
# of Warrants
1,673
932

2(a)
2(b)
2(c)

5
90
211
365
-

$
$
$
$
$
$
$

15
284
69
612
-

2(f)

59,812

$

18,090

-

2(f)

-

$

-

2(f)

-

$

-

2(f)

1,883

$

7,834

2(f)

-

$
$
$
$

(31,427)
19,076
(250)

73,138

$

64,246

2(f)
2(f)

Pro forma balance after transactions, March 31, 2019

-

(1)
(13)
-

(1)
(13)
-

-

-

-

4,887

-

-

-

-

10,735

-

-

-

-

-

-

208

-

-

-

11,302

-

-

33
(211)
-

6,590

(365)
-

# of Convertible
# of Convertible
Pref Shares
Pref Shares Series
Series 1
2
14
14

The table below outlines the effect of the pro forma adjustments on Vitality prior to the completion of the
Proposed Transaction:

Issued Securities
Effect of pro forma transactions:
- common shares issued and outstanding to Vitality shareholders
at March 31, 2019
- outstanding warrants at March 31, 2019
- outstanding stock options at March 31, 2019
Pro forma balance, March 31, 2019

Note

# of Common
Shares

148,711
148,711

Common Shares
$

$
$
$
$
$

18,090
18,090

# of Stock
Options

12,149
12,149

# of Warrants

26,690
26,690

# of Convertible
Pref Shares
Series 1

-

# of Convertible
Pref Shares Series
2

-
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4.

FOREIGN EXCHANGE TRANSLATION
a) The assets and liabilities of LiveWell and Mercal, which has a Canadian reporting and functional
currency, are translated at the exchange rate of $0.74833, which was in effect at March 31, 2019.
LiveWell - Consolidated Statement of Financial Position
(unaudited, expressed '000s)
At March 31, 2109

ASSETS
Current Assets
Cash
Restricted cash
Restricted short-term investment
Amounts receivable
Inventory
Prepaid expenses and other

Mercal- Consolidated Statement of Financial Position
(unaudited, expressed '000s)
At March 31, 2109

March 31, 2019
(As Filed and
Fair Value Adj.
in CAD$)
for RTO

Estimated
Fair Value
(CAD)

Estimated
Fair Value
(USD)

March 31, 2019
Estimated
(As Filed and Fair Value Adj. Fair Value
in CAD$)
for RTO
(CAD)

Estimated
Fair Value
(USD)

$

$

$

$

$

4,972
8,007
127
5,795
1,167
4,945

4,972
8,007
127
5,795
1,167
4,945

3,721
5,992
95
4,337
873
3,701

Total current assets

25,013

-

25,013

18,719

Non-Current Assets
Property, plant & equipment (1)
Right-of-use assets
Intangible assets
Other
Goodwill (2)
Total non-current assets

33,905
609
12,544
2,524
10,381
59,963

8,018

17,475
25,493

41,923
609
12,544
2,524
27,856
85,456

31,372
456
9,387
1,888
20,846
63,949

$

84,976 $

25,493 $ 110,469

$ 82,668

$

$

1,978
9,300
12,081
2,059
2,000
364
4,805
1,363
10,025
43,975

1,480
6,960
9,041
1,541
1,497
272
3,596
1,020
7,502
32,909

$

-

1,978
9,300
12,081
2,059
2,000
364
4,805
1,363
10,025
43,975

-

69
145
1,855
396
4,291
6,756

52
109
1,388
296
3,211
5,056

-

$ 50,731

$ 37,965

4,005
50,236
2,864
2,633
59,738

2,997
37,593
2,143
1,970
44,703

25,493 $ 110,469

$ 82,668

TOTAL ASSETS
LIABILITIES
Current Liabilities
Bank indebtedness
Accounts payable and accrued liabilities
Borrowings - current portion
Customer deposits
Due to Acenzia selling shareholders
Capital leases - current portion
Secured convertible notes
Derivative liability - Secured Notes
Warrants liability - Secured Notes
Total current liabilities
Non-Current Liabilities
Borrowings
Capital leases- non-current portion
Secured convertible notes
Loans due to related parties
Deferred tax liabilities
Total non-current liabilities
TOTAL LIABILITIES

69
145
1,855
396
4,291
6,756
$

SHAREHOLDERS' EQUITY
Preferred shares
Common shares
Share-based payments
Warrants
Other
Retained earnings (deficit)
Total shareholders' equity
TOTAL SHAREHOLDERS' EQUITY AND LIABILITIES

1)
2)

50,731 $

4,005
66,739
2,864
2,633
(11,186)
(30,810)
34,245.0
$

84,976 $

(16,503)

11,186
30,810
25,493

6

$

6

-

$

-

6 $

153
153

-

4
-

6

4

-

$

6

$

4

-

153
153

114
114

-

-

-

-

153 $

-

415
82
(644)
(147)
$

6
-

6 $

$

$

(147)
(147)

(415)
(82)
497
-

153

$

6

114

(110)
(110)
$

The fair value adjustment is preliminary and was based on an independent appraisal in September 2018
in respect to the cannabis facility in Ottawa, Ontario.
See note 2(f) for preliminary goodwill calculation on the reverse acquisition of LiveWell.
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b) Total revenues and expenses of LiveWell and Mercal, which has a Canadian reporting and
functional currency, are translated to US dollars at the average exchange rate of $0.7526 for the
three months ended March 31, 2019.

(in thousands)
Revenue
Cost of sales, including impairment
Gross profit

LiveWell Canada
$

(CAD)
1,163 $
(1,031)
132

Mercal

(USD)

(CAD)

875 $
(775)
99

(USD)
-

$

-

-

-

Operating expenses
General and administrative ("G&A")
Sales and Marketing
Research and development ("R&D")
Stock-based compensation
Depreciation and amortization

3,790
148
139
275
467

2,851
111
105
207
351

Total operating expenses

4,819

3,625

12

9

(4,687)

(3,525)

(12)

(9)

(4)
888
5
(67)

(3)
668
4
(50)

(5,509)

(4,144)

Loss from operations
Other expenses
Finance income
Finance expense
Foreign exchange loss
Gain on disposal of capital assets
Loss before income taxes
Income tax recovery (expense)
Current
Deferred, net
Income tax recovery (expense)
NET LOSS

$

Other comprehensive income
Foreign currency translation
COMPREHENSIVE LOSS

(5,509) $

$

(5,509) $

(4,144) $

(4,144) $

12
-

9
-

(12)

(9)

-

-

(12) $

(9)

-

-

(12) $

(9)
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LiveWell Canada Inc. is a public traded corporation, incorporated in Canada, with its principal office located
at 179 Promenade du Portage, Suite 300, Gatineau, Québec. LiveWell Canada Inc. recently changed its
name to Eureka 93 Inc. (“Eureka93”) following the Special Meeting of Shareholders held on April 11, 2019,
Its common shares trade on the Canadian Securities Exchange (“CSE”) and its ticker symbol will change
from “LVWL” to “ERKA”
The following Management’s Discussion and Analysis (“MD&A”) of the financial condition and results of
operations of LiveWell Canada Inc. and its wholly-owned subsidiaries (herein referred collectively as
“LiveWell”, “Company”, “we”, “us”, and “our”) should be read in conjunction with the audited Consolidated
Financial Statements for the years ended December 31, 2018 and 2017 and related notes included therein
(the “Consolidated Financial Statements”).
The Consolidated Financial Statements have been prepared in accordance with International Financial
Reporting Standards (“IFRS”). All amounts presented herein are stated in Canadian dollars, unless
otherwise indicated. Amounts in tables may not reconcile due to rounding differences. This MD&A has
been prepared by reference to the MD&A disclosure requirements established under National Instrument
51-102 “Continuous Disclosure Obligations” (“NI 51-102”) of the Canadian Securities Administrators.
Additional information regarding LiveWell is available on our website at www.eureka93.com.
This MD&A is dated as of April 29, 2019 and is current to this date. The Consolidated Financial Statements
and MD&A have been reviewed by LiveWell’s Audit Committee and were approved by LiveWell’s Board of
Directors on April 29, 2019.

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS
Certain information in this MD&A contains or incorporates comments that constitute forward-looking
information within the meaning of applicable securities legislation. Forward-looking information may be
identified by such terms as "plan", "continue", "expect", "schedule", "project", "intend", "believe",
"anticipate", "estimate", "may", "will", "potential", "proposed" and other similar words, or statements
(including negative variations) that certain events or conditions "may" or "will" occur. Since forward-looking
statements are based on assumptions and address future events and conditions, by their very nature they
involve inherent risks and uncertainties.
Although LiveWell believes that the expectations represented by such forward-looking information or
statements are reasonable, there is significant risk that the forward-looking information or statements may
not be achieved, and the underlying assumptions thereto will not prove to be accurate. They include, but
are not limited to, statements with respect to expectations, projections or other characterizations of future
events or circumstances, and LiveWell’s financial results, expected growth of cash flows, business strategy,
budgets, projected costs, projected capital expenditures, potential synergies, objectives, beliefs, intentions,
plans, estimates or predictions of actions of customers, suppliers, competitors, or regulatory authorities;
industry trends and growth opportunities; and statements regarding its future economic performance.
These statements are not historical facts but rather represent management beliefs regarding future events,
many of which, by their nature are inherently uncertain and beyond management control. We have based
these forward-looking statements on our current expectations about future events. However, these may not
occur by certain specified dates or at all and could differ materially as a result of unknown and known risk
factors and uncertainties affecting LiveWell, including but not limited to risks associated with:
• general economic conditions and global events;
• adverse industry events;
• marketing costs;
• loss of markets;
• future legislative and regulatory developments involving sufficient capital from internal and external
LiveWell Canada Inc.
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•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

sources, and/or inability to access sufficient capital on favourable terms;
the food production and medical cannabis industry in Canada generally, income tax and regulatory
matters;
the ability of LiveWell to implement its business strategies financial risks;
the ability of LiveWell to integrate successfully acquisitions of Acenzia Inc. and Vitality CBD Natural
Health Products Inc.
industry competition;
emerging state regulatory framework in the United States for cultivating, processing and distributing
cannabidiol (“CBD”) following the 2018 Farm Bill;
FDA’s position re CBD;
dispute with strategic partners;
product development;
crop failure / agriculture risks / supply risks;
facility and technological risks;
product risks;
dependence on senior management;
sufficiency of available insurance at reasonable terms,
the financial market conditions, including currency and interest rate fluctuations; and
other risks and factors described from time to time in the documents filed by LiveWell with securities
regulators.

For more information on the risk factors that could cause our actual results to differ from current
expectations, see “Risk Factors”. All forward-looking information is provided as of the date of this MD&A.
We do not undertake to update any such forward-looking information whether as a result of new information,
future events or otherwise, except as required by law.
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COMPANY OVERVIEW
Business Overview
LiveWell Canada Inc. (“LiveWell” or the “Company”), formerly known as Percy Street Capital Corporation
(“Percy Street”) is a corporation incorporated pursuant to the Canada Business Corporations Act (“CBCA”)
on June 18, 2014. The Company’s registered address is 1400-340 Albert Street, Ottawa, Ontario, Canada
and its principle address is 179 Promenade du Portage, Suite 300, Gatineau, Canada.
LiveWell is an innovative Canadian health and wellness company focused on advanced research in
cannabidiol (“CBD”) and other cannabinoids, as well as development and distribution of prescription and
consumer health products. We are a late stage applicant under the Cannabis Act and awaiting final
approval for our cultivation license from Health Canada. Currently, we have two cannabis facilities under
construction. The first location is based in Ottawa, Canada (herein referred as the “Artiva Cannabis
Project”) and the second location is based in Litchfield, Québec which will also house our research and
innovation centre (herein referred as the “Litchfield Project”).
During 2018, LiveWell became a public company and expanded its operations in North America by entering
the following transactions:
▪

On June 19, 2018, LiveWell Foods Canada Inc. (“LiveWell Foods”) completed a reverse takeover
transaction under a Qualifying Transaction (“QT”) by way of a three-cornered amalgamation among
Percy Street, its wholly-owned subsidiary (108311891 Canada Inc.) and LiveWell Foods. After the
closing of the QT, Percy Street was renamed to LiveWell Canada Inc. and its trading symbol was
changed to “LVWL” on the TSXV. On November 23, 2018, LiveWell was also approved to list its
common shares on the CSE and began trading on November 26, 2018. As a result of this listing,
LiveWell voluntarily delisted from the TSXV.

▪

On December 3, 2018, LiveWell entered a binding letter of agreement (“LOA”) to acquire 100% of
Vitality CBD Natural Health Products Inc. (“Vitality”) common shares. This was subsequently
amended to also include the acquisition of Mercal Capital Corp. via an amalgamation (collectively
referred as the “Amalgamation”). At closing, the Amalgamation will result in an RTO by Vitality as
the shareholders of Vitality will own approximately 83% of the fully diluted outstanding and issued
common shares of the combined companies, with potentially an additional 5% subject to achieving
a milestone by June 30, 2019 as defined in the LOA. On April 11, 2019, our shareholders approved
the Amalgamation and we closed it on April 24, 2019.

▪

On December 14, 2018, LiveWell entered a definitive agreement to acquire 100% of the issued
and outstanding shares of Acenzia Inc. (“Acenzia”), a company offering scientific research, product
development, and advanced manufacturing services in the nutraceutical industry

Following the Special Meeting of Shareholders on April 11, 2019, we renamed the Company’s name to
Eureka 93, Inc. With the approval of the Amalgamation, it was an opportunity to begin with a new corporate
name and brand identity that reflect the corporate vision, and the ingenuity, discoveries, insight and house
of brands that form the key value proposition for the combined organizations.
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Strategy
Our vision is to become a global life sciences company, vertically integrated from farm to shelf allowing for
high quality, high volume, and high margin product. We plan to drive success through value chain
ownership: cultivation (via partnership), extraction, product development and manufacturing, and
distribution.
The value proposition we offer is to design, develop and deliver original, wholesome, and effective health,
wellness and beauty solutions for targeted markets.
In regard to the current state of our industry, we believe the global hemp and cannabis market is growing
rapidly worldwide, particularly the acceptance of hemp-based CBD. We anticipate CBD will offer the
potential to positively and significantly impact the health and wellness of millions of consumers around the
world on a medical basis.
On December 20, 2018, the 2018 Farm Bill became law in the United States. The 2018 Farm Bill provides
that any cannabinoid, a set of chemical compounds found in the cannabis plant, that is derived from hemp
will be legal, if that hemp is produced in a manner consistent with the 2018 Farm Bill, associated federal
regulations, associated state regulations, and by a licensed grower. Amongst other requirements under
the 2018 Farm Bill, hemp cannot contain more than 0.3% Tetrahydrocannabinol (THC). We believe this
2018 Farm Bill presents a significant opportunity for LiveWell to grow rapidly its CBD business in the United
States. In anticipation of the passage of the 2018 Farm Bill, we have positioned LiveWell to capitalize on
the opportunity by entering into CBD supply arrangements and making strategic acquisitions.
For 2019, one of our goals is to become one of the largest CBD extraction operations in North America and
a global leader in the CBD health and wellness space by:
•
•
•

Leveraging creative solutions in systems, products, packages, and services.
Having trusted, proven, and innovative research driven product manufacturing.
Optimizing our supply chain management from seed to shelf strategy to drive profitable growth.

With the Vitality acquisition, we have an extraction facility in Eureka, Montana, with plant capacity of up to
5,000 kilograms per day of hemp biomass. Subject to securing additional capital, we intend to also retrofit
our recent investment in another extraction facility in Las Cruces, New Mexico to potentially reach capacity
output of up to 100,000 kilograms per day of hemp biomass.
Our business growth focus in the United States will be strictly on hemp-based CBD. We will not pursue
any marijuana related activities in the United States. We believe that it is also important to have a presence
in the Canadian market. During 2019, we expect to receive our cannabis cultivation license from Health
Canada based on recent inquiries received from Health Canada from their review of our application file.
Our plan will be to cultivate cannabis on a small scale at the Artiva Cannabis Site and will consider the
feasibility of outdoor grow in 2020 to improve the overall cannabis business margin. Further, a license in
Canada will also enable us to proliferate our CBD strategy to the Canadian market.
We will also continue to invest in innovation and science in 2019. With the recent acquisition of Acenzia,
we will further explore the effective use of the zebra-fish model for CBD research and product development,
coupled with building an artificial intelligence platform. Subject to securing funding, we plan to build a
research and innovation center to develop and launch innovative health and wellness related products in
2019.
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KEY DEVELOPMENTS IN THE YEAR ENDED DECEMBER 31, 2018
First Quarter
•

During the first quarter ended March 31, 2018, we closed a non-brokered private placement of 18.1
million common shares at $0.46 each for total gross proceeds of $8.3 million, before $0.7 million
cash share issuance costs.

Second Quarter
•

In April 2018, we began our Litchfield Project by acquiring from a third party 458 acres of land and
building located in the Pontiac region of Québec for a total purchase consideration of $4.7 million,
comprising $0.6 million cash payment (net of $0.1 million deposit paid in 2017) and a one-year 8%
interest only vendor take-back (“VTB”) mortgage of $3.9 million with the principal amount due on
April 23, 2019.

•

In April 2018, we entered an Amended Agreement with our strategic partners, Canopy Growth and
Canopy Rivers, to extend their strategic, logistic, and regulatory support services to include the
Litchfield Project in addition to the Artiva Cannabis Project. In return, we agreed to issue 15% of
LIveWell’s fully diluted total common shares at March 31, 2018, with 5% held in escrow pending
licensing at each location.

•

In June 2018, we closed a brokered private placement of 9.4 million units at $1.00 each for total
gross proceeds of $9.4 million, before $0.8 million cash share issuance costs.

•

On June 19, 2018, we became a public company as a result of closing the QT with Percy Street
and began trading on the TSXV under the ticker symbol “LVWL”.

•

By the quarter ended of June 2018, approximately 61,000 sq. ft. at the Artiva Cannabis Project was
being retrofitted, with 20,000 sq. ft for growing space and 41,000 sq. ft for support area. Via our
partner, Canopy Growth, we submitted our evidence package (including video of our facility) to
Health Canada for approval of our cultivation license. We also made some additional capital
investment in the Litchfield Project, primarily site preparation and building demolition.

Third Quarter
•

In July 2018, we received an interest from the Government of Québec, through the Ministère de
l’Économie, to partially finance the Litchfield Project. Subject to due diligence and financing terms
to be negotiated, the government expressed an interest to finance up to 25% of the overall financing
of the project. During the first quarter of 2019, we held several discussions with the government to
conclude on this potential financing.

•

During the quarter, we also commenced positioning LiveWell to be a significant CBD market player.
We agreed to purchase from Vitality 1,000 acres of industrial hemp biomass based in Alberta for
total cash consideration of USD$10 million, negotiated at arm’s length and payable over a defined
payment schedule. Vitality is a related party to LiveWell - see MD&A section “Transactions between
Related Parties”. We also announced a 5,000 kilograms annual CBD supply agreement with a
Brazilian distributor; however, this was put on hold until such time we were able to secure sufficient
CBD supply from Vitality and consequently there is no assurance that the party will still commit to
this purchase.

LiveWell Canada Inc.
Page 6

LiveWell Canada Inc.
Management’s Discussion & Analysis
Years ended December 31, 2018 and 2017
(Expressed in Canadian Dollars, except as otherwise noted)
•

In September 2018, we closed a non-brokered private placement of approximately 4 million units
at $1.25 each for total gross proceeds of $5.0 million, before $0.1 million commissions.

Fourth Quarter
•

In October 2018, through our strategic partner, Canopy Growth, we submitted our cultivation
license application (evidence package) to Health Canada for review and approval.

•

In October 2018, we signed another CBD supply binding term sheet with Global Wellness
Distributors, LLC – “Global Wellness”) (a Nevada entity controlled by a U.S. private equity firm) and
Vitality. To date, no delivery has yet taken place due to delays in scaling production at Vitality;
however, we continue to have active discussions with Global Wellness and plan to finalize the
supply agreement in the second quarter of 2019.

•

In November 2018, another non-brokered private placement for net proceeds of $1.6 million.

•

In December 2018, we entered a definitive agreement to acquire 100% of the issued and
outstanding shares of Acenzia Inc. (“Acenzia”) for a total consideration of $20 million. With
Acenzia’s blending science and advanced manufacturing in a certified, FDA-registered facility (NSF
certification for GMP and a USDA-Certified Organic Manufacturer), we believe this acquisition will
further advance our business goals and in health-related research in hemp and cannabis and
product development. See “Acquisition of Acenzia” section of this MD&A

•

In December 2018, we signed a binding letter of agreement to acquire 100% of Vitality CBD Natural
Health Products Inc. and its wholly-owned U.S. subsidiaries (“Vitality”), to further advance our
investment in the CBD market, particularly in the United States in anticipation of the passage of the
2018 Farm Bill which was signed into law by President Trump on December 20, 2018.

•

In December 2018, we also signed a binding term sheet to supply Tilray Inc. (NASDAQ: TLRY)
with hemp-derived CBD isolate in North America. This was formalized into a supply agreement
during the first quarter of 2019. Under the terms of the agreement and subject to the governing
laws of the local jurisdictions (possession, sale and distribution), we will supply Tilray a minimum
of 150 kilograms per month of wholesale CBD isolate and/or CBD distillate cultivated and
processed from hemp, commencing in February 2019, through to July 2019. The amount may then
be increased to a minimum of 300 kg/month for the remainder of the contract until December 2019.
Tilray has the option to increase the amount of CBD supply purchased to 500 kg/month, and there
is an additional 12-month renewable option. Shipment to Tilray has been delayed and we anticipate
shipments will commence in May 2019.

KEY DEVELOPMENTS SUBSEQUENT TO DECEMBER 31, 2018
•

In February 2019, we entered into a promissory note agreement with Vitality (“Vitality Note”) to
transfer prior unsecured advances to Vitality. Future advances will also be made under the
provision of this Vitality Note. On April 25, 2019, the total outstanding amount was $6.7 million.
This Vitality Note bears interest rate of 15% per annum and is repayable after six months from the
closing date of the Amalgamation. As security for this Vitality Note, Vitality grant to LiveWell a
general security agreement encumbering all of the property, assets and undertaking of Vitality in
favour of LiveWell.
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•

During the first quarter of 2019, we raised gross proceeds of USD $15 million in Secured Senior
Secured Convertible Notes (“Notes”) and $1.7 million in Equity Units. See “Capital Resources”
section of this MD&A for further details.

•

Holders of Series 1 and 2 Preferred Shares converted 854,684 and 854,684 preferred shares at
$0.23 and $0.43, respectively, for a total of 5,703,652 common shares during the first quarter of
2019. A further 10,683 of each Series 1 and Series 2 Preferred Shares were converted for a total
of 71,291 common shares in April 2019. This resulted in reclassifying $1.6 million from preferred
shares to common shares in shareholders’ equity.

•

In April 11, 2019, at the special meeting of shareholders, our shareholders approved the following
resolutions:
✓

The amalgamation of LiveWell, Vitality and Mercal Capital Corp. (“Mercal”) – the
“Amalgamation”. Mercal was Canadian Pool Company (“CPC”) which previously entered
into a letter of intent to complete a QT under the TSX-V rules. All parties agreed for Mercal
to discontinue the QT effort and be included in the combined amalgamation transaction
with LiveWell and Vitality. As Vitality shareholders will own approximately 83% of the total
issued and outstanding common shares of the combined companies and as a result the
above transaction will be accounted for as a reverse takeover by Vitality. Accordingly,
Vitality is the accounting acquiror whereas LiveWell and Mercal are the accounting
acquirees under IFRS. LiveWell and Mercal shareholders will own approximately 15% and
2%, respectively, of the combined companies’s total issued and outstanding common
shares.
Our shareholders have also approved renaming the Company to Eureka 93 Inc.
(“Eureka93”). Subject to final approval by the Canadian Securities Exchange (the “CSE”),
Eureka93 common shares will resume trading on the CSE with a new stock ticker: ERKA.
We have also applied to list Eureka 93’s common shares on NASDAQ. There is no
guarantee that this listing will be accepted or at what time in the future.

✓

A share consolidation of 15 to 1 immediately prior to the closing of the Amalgamation.

✓

An amended and restated stock option plan (“2019 Option Plan”) to adjust the aggregate
number to 14.5 million of Eureka93 common shares reserved for issuance under the 2019
Option Plan and under any other share compensation arrangement granted or made
available by Eureka93. This represents 20% of the issued and outstanding common
shares of Eureka93 at the closing of the share consolidation and amalgamation.

✓

The appointment of new directors: Mike Mueller, David Rendimonti, William Mackinnon,
Owen Kenney, Kent Hoggan and Paul Smith.

•

In April 2019, we have also entered into a mortgage loan commitment agreement with private
lenders for a five-year interest-only mortgage of $1.8 million bearing interest at 10.5% per annum
and payable monthly to replace the current BDC mortgage loan of $1.7 million. The mortgage loan
will have a first charge on Acenzia’s property. The $1.8 million is held in escrow until the closing of
the transaction which is expected to close in May 2019.

•

We have further augmented our senior management team with the appointments of Patrick
McGrade (General Counsel and Chief Administrative Officer) and Leslie Cooke-Bithrey (Chief
Talent Officer). Also, Peter Geimer (Vice President, Sales and Marketing) was promoted to the
position of Chief Brand Officer with effect from April 15, 2019.
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GOING CONCERN
LiveWell is in the development stage and is currently seeking additional capital, acquisitions, joint ventures,
strategic partnerships and other business arrangements to generate and grow its revenues and expand its
product offerings in the health and wellness industry.
We have incurred significant operating losses from inception and as of December 31, 2018, we have not
generated significant revenues. At December 31, 2018, LiveWell had an accumulated deficit of $25.3 million
(December 31, 2017 - $6.3 million) and incurred a net loss of $18.9 million for the year ended December
31, 2018 and $5.7 million for the year ended December 31, 2017. At December 31, 2018, LiveWell’s cash
was $1.2 million and working capital was negative $17.0 million. These events or conditions indicate that
a material uncertainty exists that casts substantial doubts on LiveWell’s ability to continue as a going
concern.
Prior to the Acenzia acquisition and Vitality RTO, our ability to generate and grow future revenue to cover
our working capital requirements was dependent on securing the cultivation, processing, and sales licenses
for hemp and cannabis from Health Canada under The Cannabis Act. However, with the addition of Acenzia
and Vitality, we are no longer dependent on this Canadian license for future revenues. During 2019, we
will be expanding Acenzia’s customer base to drive revenue. Further, through Vitality, we will be selling
CBD related health and wellness products and gain access to the US markets to drive sales growth and
cash flows for the combined companies.
LiveWell’s ability to continue as a going concern is dependent upon its ability to achieve profitable
operations and obtain the necessary financing to meet its near-term obligations such that it can repay its
liabilities when they become due.
Subsequent to December 31, 2018, we raised gross proceeds of $21.7 million, before agent fees and legal
expenses of $3.1 million in a brokered private placement with institutional investors. While Management is
confident in raising additional capital during 2019 to fund LiveWell’s working capital and capital
expenditures, there can be no certainty that such financing will be available on a timely basis and at
reasonable terms to LiveWell.
We have prepared the consolidated financial statements for the year ended December 31, 2018, on a going
concern basis and assume LiveWell will realize its assets and discharge its liabilities in the normal course
of business for the foreseeable future.

ACQUISITION OF ACENZIA
On December 14, 2018, we entered a definitive agreement to acquire 100% of the issued and outstanding
shares of Acenzia for $20 million in cash and common shares, including $8 million contingent consideration
subject to attaining performance milestone in 2019. This acquisition closed on March 29, 2019.
Strategically located 15 kilometers from the Canada-U.S. border, in Tecumseh, Ontario, Acenzia
researches and manufactures next-generation natural health products, such as powders, sports drinks,
functional foods, probiotics and other therapeutics, as well as individualized diagnostics. Acenzia’s 36,000
square-foot facility includes 20 pharmaceutical-grade clean rooms. It is certified by Health Canada and has
NSF certifications for Good Manufacturing Practices (GMP), for Sport, is a USDA-Certified Organic
Manufacturer and is an FDA-registered facility. Acenzia has achieved several significant milestones,
including but not limited to:
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•

a global-patented in-vivo zebrafish research model for pre-clinical trials, allowing more rapid
product development at a lower cost;

•

an easy-to-access diagnostic toolkit that enables consumers to measure product efficacy at an
individual level;

•

a new patent-pending delivery technology (oral time-released pouch) for the sports nutrition market
in a partnership with PRO-DIP. Acenzia is negotiating a 10-year exclusive manufacturing
agreement for this technology, and in return it will receive 6% of gross sales revenue generated
from this partnership.

•

evidence-based nutritional supplement developed with batch-to-batch efficacy

Of particular note is its global-patented animal research model using zebrafish modified to mimic the human
physiology. The zebrafish models allow for faster, more economical and effective trials that maximize safety
and efficacy. Importantly, the research model optimizes product development to meet functional outcomes.
Acenzia is currently applying its global-patented zebrafish research model to oncology, to predict
metastasis and support therapeutic decisions, and it holds much wider applications, including cannabinoids.
With Acenzia’s blending science and advanced manufacturing, we believe these capabilities will further
advance LiveWell’s leadership in health-related research in hemp and cannabis, and fast-track
development at a lower cost than conventional product development.
Based on our ability to control Acenzia’s financial and operating policies effective from December 14, 2018,
this was deemed to be the acquisition date under IFRS. Accordingly, LiveWell’s Consolidated Financial
Statements include Acenzia’s financial position and its results from operations from December 14, 2018.
The total purchase consideration of $20 million for the acquisition comprised of the following:
▪

$2 million of promissory notes bearing interest at 10% per annum and maturing on June
30, 2019; and

▪

$10 million of LiveWell common shares at closing; and

▪

$8 million of LiveWell common shares in escrow, subject to achieving a minimum adjusted
EBITDA in calendar 2019 as defined in the definitive agreement.

The fair value of LiveWell common stock was set at $0.84 per share to settle the $18 million in common
shares, based on the 20-day weighted average up to November 30, 2018 in accordance with the definitive
agreement. Accordingly, at December 31, 2018, 21.4 million common shares of LiveWell were reserved
for this acquisition, of which 9.5 million common shares will be held in escrow. The common shares were
issued in March 2019.
For financial reporting purposes, we have adjusted the fair value of the common shares issued to $0.74
from $0.84 to reflect the last closing stock price of LiveWell on December 3, 2018 prior to the stock halt for
the pending the RTO by Vitality. This resulted in decreasing the purchase consideration payable from
$20.0 million to $16.5 million with the following breakdown (‘000s).
Promissory notes

$

Common shares
Total purchase price

2,000
14,499

$

16,499
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The value of the common shares was recorded in “Equity reserves – other” in LiveWell’s consolidated
statements of financial position at December 31, 2018.
Following a third-party business valuation of Acenzia’s intangible assets, we allocated the $16.5 million
purchase consideration as follows (in ‘000s):
Net assets acquired
Goodwill
Total purchase price

$
$

9,661
6,838
16,499

Refer to Note 7 of the Consolidated Financial Statements for further details on the net assets acquired from
Acenzia.

VITALITY REVERSE TAKEOVER
Following various meetings held during the fall of 2018, LiveWell and Vitality agreed to join forces in order
to create a global CBD life sciences company as announced on December 3, 2018. By combining
strategically aligned U.S. and Canadian assets, we believe this merger will drive significant shareholder
value over the long-term. Specifically, management anticipates the following benefits from this merger
coupled with the acquisition of Acenzia.
•
•
•

•

•
•

Become one of the first fully integrated CBD companies: one of the largest hemp cultivation and
CBD extraction operations in North America; CBD research, product development and GMP
manufacturing facilities; international sales networks; and experienced leadership.
With Vitality’s industrial grade extractor facility to process CBD isolates at large scale, the combined
companies will be in good position to attract tier one customers in North America.
Immediate access to the United States market - the passage of the 2018 Farm Bill signed by
President Trump in December 2018 positions LiveWell very well to capitalize on the multi-billion
dollar market for wellness products made from hemp-based CBD and other hemp-derived
cannabinoids.
By combining forces, we will be more successful in raising capital. For instance, as previously
noted we successfully closed on US$15 million Notes during the first quarter of 2019. This capital
raise was possible only as a result of combining our capital offering i.e. Vitality agreed to issue
warrants as part of the Notes.
With a greater combined market capitalization, LiveWell can now consider a listing on the NASDAQ,
a more liquid exchange for the shareholders.
The merger significantly mitigates the material uncertainty to continue as a going concern in light
of LiveWell still waiting for its cultivation license from Health Canada (see “Going Concern” section
of this MD&A).

While LiveWell will acquire 100% of Vitality’s total issued and outstanding common shares via a threecornered amalgamation, the transaction will result in a reverse takeover by Vitality. At closing, Vitality’s
shareholders will own approximately 83% of the total fully diluted issued and outstanding common shares
of the combined companies, renamed as Eureka 93 Inc. LiveWell and Mercal shareholders will own 15%
and 2%, respectively, of the combined companies.
The following table provides selected financial information of Vitality at December 31, 2018 and 2017 (in
‘000s).
LiveWell Canada Inc.
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Balance Sheet Snapshot
Current assets
Non-current assets
Total assets
Current liabilities
Non-current liabilities
Total liabilities
Shareholders' Equity

December 31,
2018
$
24,906
$
2,961
$
27,867
$
34,547
$
65
$
34,612
$
(6,745)

December 31,
2017
$
$
561
$
561
$
2,850
$
$
2,850
$
(2,289)

The following table provides selected financial information of Vitality for the year ended December 31, 2018
and the period from August 4, 2017 (incorporation date) to December 31, 2017 as well as for the fourth
quarter of 2018 and 2017 (in ‘000s).

Operating Results
Snapshot
Revenue
FV Adjustment on Biological Assets
Gross Profit/(Loss):
Before FV Adjustment - biological assets
After FV Adjustment - biological assets
Operating Expenses ("OPEX")
Income/(Loss) from operations
Gain/(Loss) on debt settlement
Finance expense
Tax expense/(recovery)
Net Profit/(Loss)
Net Profit/(Loss) per share
Weighted average common shares outstanding

Q4
Q4
Year
Aug 4, 2017 to
2018
2017
2018
Dec 31, 2017
$ 81 $
61 $
839 $
61
$ 1,944 $ $ 7,777 $
$ 17
$ 1,961
$ 1,930
$ 30
$ 3,547
$ 514
$ $ 3,396
$ 0.03
129,043

$ (511)
$ (511)
$ 124
$ (635)
$ $ 1,249
$ $ (1,886)
$ -

$
171
$ 7,948
$ 3,972
$ 3,976
$ (11,714)
$ 8,842
$
$ (16,446)
$ (0.19)
86,025

$
$
$
$
$
$
$
$
$

(517)
(517)
140
(657)
1,631
(2,290)
-

As the amalgamation was signed on April 24, 2019, the reverse takeover accounting will take effect from
this date.
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FINANCIAL HIGHLIGHTS
The following table provides selected audited financial information of LiveWell at December 31, 2018 and
2017 (in ‘000s).

Financial Position:
Current assets
Total assets
Current liabilities
Total liabilities
Shareholders' equity

December 31,
2018

December 31,
2017

$
$
$
$
$

$
$
$
$
$

9,509
69,476
26,551
31,775
37,701

2,153
15,910
1,908
8,835
7,075

The significant growth in the financial position of LiveWell at December 31, 2018 compared to December
31, 2017 was driven primarily by acquisition of Acenzia and investment in our facilities. The following
provides further explanation on the significant variances for each item noted in the table.
•

•
•
•

Current assets increased by $7.4 million primarily due to $3.8 million in deposit for hemp CBD
biomass, $2.5 million shares held in escrow for Canopy relating to be released upon receipt of
cultivation license for the Artiva Cannabis Project and Litchfield Project, and $2.1 million from the
Acenzia acquisition.
Total assets increased by $53.6 million mainly due to $17.8 million from the Acenzia acquisition
and $22.4 million capital investments relating to the Artiva Cannabis Project and Litchfield Project.
Current liabilities increased by $24.6 million primarily due to $6.0 million from the Acenzia
acquisition, $10.0 million in mortgages due in 2019, and $2.0 million in promissory notes to selling
shareholders of Acenzia.
Shareholders’ equity increased by $30.6 million mainly due to $14.3 million net proceeds from
equity raises in private placements, $14.5 million of shares to be issued to selling shareholders of
Acenzia, $7.6 million non-cash share issuance to Canopy under the Investment Agreement, offset
partially by net loss of $19.0 million.
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Summary of Results of Operations
The following table provides selected audited financial information of LiveWell for the years ended
December 31, 2018 and 2017 (in ‘000s).

Q4
2018
Results of Operations:
Revenue
Gross profit
OPEX
Other
Net loss
Adjusted EBITDA (1)
Weighted average common shares outstanding
Net loss per share

$
$
$
$
$
$

293
17
2,897
622
(3,502)
(2,513)
130,458
$
(0.03)

Q4
2017
$
$
$
$
$
$

16
(15)
4,651
(43)
(4,623)
(1,409)
50,469
$
(0.09)

December 31,
2018
$
$
$
$
$
$
$

751
(626)
13,696
4,658
(18,980)
(6,777)
112,734
(0.17)

December 31,
2017
$
$
$
$
$
$
$

16
(15)
5,753
3
(5,728)
(2,385)
43,778
(0.13)

Revenue
As LiveWell is still in the development phase and waiting for its cultivation licence for cannabis from Health
Canada, it has yet to meaningfully generate revenues. However, with the acquisition of Acenzia and the
amalgamation with Vitality, we expect significant revenue growth in 2019.
The revenue in the fourth quarter of 2018 was solely from Acenzia for the post acquisition period from
December 15, 2018 to December 31, 2018.
For the year ended December 31, 2018, the revenue of $0.8 million was driven by $0.5 million from sale of
nutritional hemp products and vegetable produce attributable to the acquisition of Sole Produce on
December 31, 2017, coupled with $0.3 million of revenue from the Acenzia.
Gross Profit
Gross profit in the fourth quarter of 2018 was 5.8% of revenue. This gross margin was negatively impacted
by overhead costs from Artiva with no associated revenue.
Our gross profit was negative $0.6 million for the year ended December 31, 2018, compared to a negative
$15 thousand for the year ended December 31, 2017. The gross margin loss in 2018 was driven primarily
by $0.5 million impairment charge for our nutritional O’Hemp products due to a change in business strategy,
margin loss on the vegetable produce business due to wind down of the business, and fixed overhead costs
for the Artiva Cannabis facility with no revenue.
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Operating Expenses (“OPEX”)
The following table provides a breakdown of our OPEX by major function for the quarter and year ended
December 31, 2018 and 2017 (in ‘000s).

Q4 2018
G&A:
Professional fees
Employee compensation and benefits
Office expenses
Insurance expense
Travel and other employee expenses
Bad debt
Other
Total G&A
R&D
Employee compensation and benefits
Professional fees
Office expenses
Other
Total R&D
Sales & Marketing:
Employee compensation and benefits
Professional fees
Travel and other employee expenses
Advertising promotions
Office expenses
Other
Total S&M

$

$

$

Non-cash charge for Canopy Transaction
Share-based compensation
Depreciation
Total operating expenses

Q4 2017

707 $
844
194
126
102
(3)
242
2,212

101
2
1
13
117

115
6
35
11
168
234
167

$

2,897

874
346
61
12
25
1,770
62
3,150

$ (167) $
498
133
114
77
(1,773)
180
(938)

-

101
2
1
12
116

1
1

$

30
75
105
1,390
5

$

Year
2017

Inc/(Dec) Year 2018

4,651

Inc/(Dec)

2,189
2,011
794
259
387
247
127
6,015

$ 1,337
500
112
6
106
1,770
68
3,899

$

254
23
3
16
296

16
16

254
7
3
16
280

85 $
6
35
(64)
63

338
110
61
58
2
8
577

103
193
22
318

236
110
61
(135)
2
(14)
259

5,049
1,226
533

1,515
5

5,049
(289)
529

13,696

$ 5,753

(1,156)
162
$ (1,753) $

$

$

853
1,510
683
253
281
(1,523)
60
2,116

$ 7,944

Our total OPEX in 2018 increased by $7.9 million over prior year and reduced by $1.8 million over the prior
quarter.
The quarterly reduction in Q4 2018 OPEX is driven by the following key factors:
•

Reduction in bad debt charge of $1.8 million as the prior quarter included an impairment charge
on our receivables from Delisse Fine Cuisine (see Note 9 of the Consolidated Financial
Statements).

•

Reduction in share-based compensation of $1.2 million as the prior quarter had a higher charge
driven mainly by 6.2 million options granted to two consultants for corporate advisory services.
These options vested immediately and were exercised at $0.46 which resulted in a share-based
compensation charge of $1.2 million in Q4 2017.
Offset By:
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•

Increase in other G&A expenses of $1.0 million driven mainly by increase in headcount and
related costs as a result of scaling our operations.

• Increase in R&D of $0.1 million and depreciation expenses of $0.2 million.
The significant increase in the annual OPEX was primarily driven by:
G&A – Increase of $2.1 million due to:
•
•
•
•

Increase in headcount, primarily senior personnel, to expand and manage our business growth
including acquisitions.
Significant professional fees driven by legal, accounting and audit fees associated with LiveWell
going public and potential M&A activities.
New office lease rentals for LiveWell’s principal location in Gatineau, Québec.
Increase in compliance and regulatory costs associated with public company status.
Offset by:

•

Decrease in bad debt expense for the year ended December 31, 2018 compared to the year
ended December 31, 2017 where the higher bad debt charge of $1.8 million was driven by the
recoverability uncertainty of our receivables from Delisse Fine Cuisine.

R&D – Increase of $0.3 million due to:
•

Increase in headcount to focus on advanced research on CBD and other cannabinoids.

S&M - Increase of $0.3 million due to:
•

Increase in employee compensation and related travel expenses driven by higher headcount,
including the hire of a new VP, Sales & Marketing.

Non-cash charge for Canopy Transaction:
•

As disclosed in Note 19(b) of the Consolidated Financial Statements, we issued 16.4 (17.6 post
QT) million common shares to Canopy Growth and Canopy Rivers, including 5.5 (5.9 post QT)
million held in escrow to be released in two tranches – first upon receiving the cultivation license
for Artiva and the second upon receiving the cultivation license for Litchfield site. As 11.0 (11.7
post QT) million common shares were not subject to escrow and vested on April 15, 2018, we
recorded a charge of $5.0 million for the fair value of these shares. Under IFRS, we are required
to record the fair value of the services to be received from Canopy, except in the event it cannot
be determined reliably. Management concluded that the fair value of these services could not
be determined reliably and therefore relied on the fair value of the consideration given i.e. the
common shares of LiveWell. The fair value of these shares was set at $0.46 each based on
the pricing for the March 2018 non-brokered private placement.

Share-based compensation:
•

We have issued options to two executives during the year ended December 31, 2018. Refer to
Note 19(c) of the Consolidated Financial Statements for further details.
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Depreciation:
•

In 2017, we had little depreciable assets. As a result of the acquisition of Sole Produce on
December 31, 2017, we acquired $9.8 million of property and equipment in which most of this
total would be subject to depreciation. During the year ended December 31, 2018, we have
capitalized $15.0 million construction costs in progress for both the Artiva Cannabis Project and
Litchfield Project. These are not subject to depreciation until such time the project is complete
and operational. See Note 12 of the Consolidated Financial Statements for further details on
the construction in progress. We also acquired Acenzia on December 14, 2018 which further
added $5 million to our fixed asset base and $12.8 million to our intangible asset base.

Other
Other expenses include primarily $4.1 million of listing expenses associated with going public, including a
$3.7 million non-cash item. Additionally, we incurred finance charges of $0.6 million mainly driven by the
mortgages on two properties (Artiva Cannabis Facility and Litchfield), net of $0.2 million capitalized as part
of the cost of the construction.
Net Loss
Our net loss for the year ended December 31, 2018 and 2017 was $19.0 million and $5.7 million,
respectively. The significant net losses in both periods are largely due to the development phase of
LiveWell with little revenue to date and an increase in headcount to support the company’s growth, coupled
with large non-cash charges as previously noted.
Adjusted EBITDA
“Adjusted EBITDA” is a non-GAAP financial measure. It is a financial metric used by management which
is based on Net loss as reported under IFRS and adjusted by removing interest, tax, depreciation, nonrecurring items and other material non-cash items. Management believes “Adjusted EBITDA” is a useful
financial metric to assess LiveWell’s operating performance on a cash basis before the impact of non-cash
items including stock-based compensation and non-recurring large impairment charges.
The following table provides a reconciliation of Adjusted EBITDA to Net Loss as reported under IFRS for
the quarters and years ended December 31, 2018 and 2017 (in ‘000s).

Net loss as reported under IFRS
Finance income
Finance charge
Taxes
Depreciation
EBITDA
Stock-based compensation
Bad debt charge
Inventory impairment charge
Non-cash charge for Canopy
Listing expense
Adjusted EBITDA

Q4
Q4
2018
2017
$
(3,502) $ (4,623) $
(2)
330
(4)
292
37
167
5
$
(2,713) $ (4,587) $
234
1,390
(3)
1,770
(31)
19
$
(2,513) $ (1,409) $

Year
2018
(18,980) $
(19)
632
533
(17,834) $
1,226
247
490
5,049
4,045
(6,777) $

Year
2017
(5,728)
(3)
37
5
(5,689)
1,515
1,770
19
(2,385)
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SUMMARY OF QUARTERLY RESULTS
The following table sets out certain unaudited financial information for each of the last eight quarters (in
‘000s).

Q1
2017
Results of Operations:
Revenue
Gross profit
OPEX
Other
Net loss
Adjusted EBITDA (1)
Weighted average common shares
Net loss per share

(1)

$
$
$
$
$

476
(476)

Q2
2017
$
$
$
$
$

311
1
(312)

Q3
2017
$
$
$
$
$

315
2
(317)

Q4
2017

Q1
2018

Q2
2018

Q3
2018

Q4
2018

$
16
$
(15)
$ 4,651
$
(43)
$ (4,623)

$
20
$
1
$ 1,407
$
28
$ (1,434)

$
87
$
(737)
$ 7,513
$ 3,940
$ (12,190)

$
351
$
93
$ 1,879
$
68
$ (1,854)

$
293
$
17
$ 2,897
$
622
$ (3,502)

$

(351) $
(311) $
(315) $ (1,409) $
(746) $ (2,127) $ (1,391) $ (2,513)
32,145
43,604
46,906
50,469
81,979
105,003
126,769
130,458
$ (0.01) $ (0.01) $ (0.01) $ (0.09) $ (0.02) $ (0.12) $ (0.01) $ (0.03)

Adjusted EBITDA is a non-GAAP financial measure.

The following table provides a reconciliation of the quarterly Adjusted EBITDA to Net Loss as reported
under IFRS.

Net loss as reported under IFRS
Finance income
Finance charge
Taxes
Depreciation
EBITDA
Stock-based compensation
Bad debt charge
Inventory impairment charge
Non-cash charge for Canopy
Listing expense
Adjusted EBITDA

Q1
Q2
Q3
Q4
Q1
Q2
Q3
Q4
2017
2017
2017
2017
2018
2018
2018
2018
$
(476) $
(312) $
(317) $ (4,623) $ (1,434) $ (12,190) $ (1,854) $ (3,502)
(1)
(2)
(7)
(3)
(9)
1
3
(4)
35
128
139
330
37
(230)
(62)
292
0
5
124
123
119
167
$

$

(476) $
125
(351) $

(311) $
(311) $

(315) $
(315) $

(4,587) $
1,390
1,770
19
(1,409) $

(1,282) $ (12,172) $
302
434
175
55
521
5,049
59
3,986
(746) $ (2,127) $

(1,667) $
256
20
(1,391) $

(2,713)
234
(3)
(31)
(2,513)

LIQUIDITY AND CAPITAL RESOURCES
Liquidity
Management’s objectives when managing LiveWell’s liquidity and capital structure are to generate sufficient
cash to fund its working capital and both organic and inorganic growth requirements.
LiveWell’s ability to reach profitability is contingent on the successful execution of its short and long-term
business strategies. With the acquisition of Acenzia and Vitality, we anticipate generating cash flows in
2019, although we expect additional funding will be required from time to time to fund our business growth
and capital expenditures.
LiveWell Canada Inc.
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At December 31, 2018, our cash position was $1.2 million, which is almost at the same level as last year
ended December 31, 2017. However, our working capital decreased to negative $17 million at December
31, 2018, from $0.2 million at December 31, 2017.
The following table provides a high-level summary of cash flows by activities and the ending cash position
for the respective periods (in ‘000s):

December 31, 2018
Operating activities
Investing activities
Financing activities

$

Net change in cash
Cash, beginning of year
Cash, end of year

December 31, 2017

(6,294) $
(15,969)
22,228
(35)
1,230

$

1,195 $

(4,615)
(98)
5,559
846
384
1,230

Operating activities
We had negative cash flows from operating activities for both periods primarily due to the lack of meaningful
revenue to fund our operating expenses.
Investing activities
For the year ended December 31, 2018, we invested $15.1 million in the construction of the Artiva Cannabis
Facility and for the land site preparation and building demolition for the Litchfield Project. Additionally, we
made a payment of $0.6 million to the seller of the Litchfield property, with the remaining $4.0 million in the
form of an interest-only VTB mortgage (non-cash).
Financing activities
During the year ended December 31, 2018, we raised $22.3 million of equity net of share issuance costs,
compared to $5.6 million of equity net of share issuance costs for the year ended December 31, 2017. The
following is a summary of equity raises in 2018:
•

Through a non-brokered private placement, we issued 18.1 (19.3 post QT) million common shares
at $0.46 each for total gross proceeds of $8.3 million, before $0.7 million commissions and other
share issuance costs.

•

Through a brokered private placement led by Canaccord Genuity Corp., we issued 9.4 (10.0 post
QT) million Units at $1.00 each for total gross proceeds of $9.4 million, before $0.8 million
commissions and other share issuance costs. Each Unit comprised of one common share and
one-half of one common share purchase warrants exercisable at $1.30 each for a period of two
years. Additionally, we issued 0.5 million Agent Warrants to the lead broker and syndicate, to buy
units at $1 each. Each Agent Warrant consists of one Unit as defined above.

•

On September 6, 2018, we closed a non-brokered private placement of 4 million Units at $1.25
each for total gross proceeds of $5.0 million before $0.1 million commissions. Each Unit consists
of one common share of LiveWell and one common share purchase warrant of LiveWell (a
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"Warrant"). Each Warrant will be exercisable into one common share at a price of $1.50 per
Warrant for a period of 24 months from the date of closing. If the volume weighted average price
of the common shares on the TSX-V (or any public exchange in which LiveWell’s stock is listed) is
equal to or greater than $2.00 for any 10 consecutive trading days, we may accelerate the expiry
date of the Warrants to the date that is 180 days following the date of such written notice.
•

On November 21, 2018, we closed a non-brokered private placement resulting in the issuance of
2 million Units at $0.80 each for gross proceeds of $1.55 million before $0.01 million commissions
and other share issue costs. Each Unit consisted one common share and one common share
purchase warrant of LiveWell. Each warrant is exercisable into one common share at $1.00 each
for a period of 24 months from the date of closing. If the volume weighted average price of the
common shares on the TSX-V (or any public exchange in which LiveWell’s stock is listed) is equal
to or greater than $1.50 for any 10 consecutive trading days, LiveWell Canada may accelerate the
expiry date of the Warrants to the date that is 180 days following the date of such written notice.

Contractual Obligations
At December 31, 2018, we had the following contractual obligations and commitments (‘000s):

Payment due:
Borrowings
Accounts payable & accrued liabilities
Customer deposits
Bank indebtedness
Due to Acenzia selling shareholders
Total financial liabilities

Within 1 Year 1 to 3 years 3 to 5 years > 5 years
Total
12,551 $
12,107 $
415 $
29 $
8,246
8,246
2,111
2,031
2,000
2,000
$ 26,939 $
22,353 $
415 $
29 $
$

Contingencies
On April 3, 2019, LiveWell received notice from Canopy and Rivers alleging, among other things, that
LiveWell had breached a number of covenants in favour of Canopy and Rivers under the Agreements,
including an allegation that LiveWell failed to provide notice to Canopy of the proposed merger of LiveWell,
Vitality CBD Natural Products Health Inc. and Mercal Capital Corporation. Canopy and Rivers have taken
the position that they are terminating the Agreements.
It is our position that Canopy and Rivers have missed a key milestone in two of the Agreements around
obtaining the ACMPR license at both the Artiva location and LiveWell Québec location. Management
believes there is no factual basis for the position taken by Canopy and Rivers, that their claims are tactical,
and that Canopy and Rivers are in breach of all of the Agreements for, among other things, failing in their
obligation to assist Artiva and LiveWell in obtaining the ACMPR license, entitling LiveWell and Artiva to
terminate the Agreements. Management strongly believes the allegations and claims put forward by
Canopy and Rivers are frivolous, and disputes the positions taken by Canopy and Rivers with respect to
termination of the Agreements. We will vigorously pursue its rights through the dispute resolution process
set out in the Agreements.
Capital Resources
Our key objectives and policies for managing capital are to maintain a strong capital base in order to:
•

maintain investor, creditor and market confidence;
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•

advance LiveWell’s corporate strategies to generate attractive risk-adjusted return over the longterm for our shareholders;

•

sustain LiveWell’s operations and growth through all cycles; and

•

ensure compliance with the covenants of any applicable credit facility and other financing facilities.

Our capital resources comprised the following (in ‘000s):

Borrowings (drawn)
Preferred shares
Common shares
Share-based payments
Warrants
Reserve- other
Less: deficit

December 31, December 31,
2018
2017
$
12,551 $
6,100
5,605
5,605
49,275
17,576
2,592
1,377
2,193
(11,186)
(11,186)
(25,277)
(6,297)

Total capital resources

$

35,753 $

13,175

The significant increase in capital resources during 2018 was driven by:
•
•
•

$31.7 million increase in common shares is primarily due to equity raises, the Canopy Transaction,
and the completion of the Qualifying Transaction with Percy Street. See Note 19(b) of the
Consolidated Financial Statements for further details.
$4.0 million interest-only VTB mortgage for the purchase of the Litchfield property.
$2.5 million of assumed borrowings from the acquisition of Acenzia.

The above increase was offset partially by an increase in deficit due to the net loss for 2018.
LiveWell’s authorized share capital is an unlimited number of common and preferred shares. At December
31, 2018, our total issued and outstanding common shares were 131.7 million and we had the following
outstanding preferred shares (in ‘000s):

Preferred Shares - Series 1
Preferred Shares - Series 2
Preferred Shares - Series 3
Total preferred shares

December 31, 2018 December 31, 2017
# of Shares Value # of Shares
Value
1,068 $ 1,000
1,000 $ 1,000
1,068
1,000
1,000
1,000
3,605
3,605
3,605
3,605
5,741 $ 5,605
5,605 $ 5,605

Refer to Note 19 (a) of the Consolidated Financial Statements for further details on the key terms of the
preferred shares.
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Subsequent to December 31, 2018 Capital Raise Activities
•

On February 19, 2019, we completed a brokered private placement of $3 million of Senior Secured
Convertible Note, which are convertible into our common shares at CAN$0.74 (“Bridge Notes”).
This was a bridge financing to allow more time to close the brokered private placement (see point
below). After agent fees and professional fees, the net proceeds were US$2.5 million. The Bridge
Notes, secured against various company assets, accrue guaranteed interest at 10% per annum
and have a maturity date of February 14, 2020. In addition to the Notes, the investors received
warrants from Vitality to purchase 3 million common shares of Vitality priced at US$1.00 each. We
assumed these warrants upon closing the amalgamation. We may prepay the Bridge Notes at a
3% premium on 10 trading days’ notice. The payment of the Bridge Notes is amortized in six equal
monthly payments beginning on September 1, 2019. The Bridge Warrants may be put back to us
by the holder at a cost of $0.4 million, beginning six months after the date of issuance and we can
force the exercise of the warrants at CAN$3.00 per share subject to certain conditions. Following
the share consolidation and Amalgamation, the conversion rate will be adjusted to $11.10 from
$0.74 and the number warrants will be adjusted to 1.2 million warrants at US$2.49 each.

•

On March 20, 2019, we completed a brokered private placement of $1.7 million of Equity Units at
$0.74 each. Each Equity Unit consists of one common share of LiveWell and one common share
purchase warrant. Each warrant shall be exercisable into one common share of LiveWell at a price
of $0.74. The warrants expire on March 20, 2024. Accordingly, we have issued from treasury
2,299,000 common shares. Following the share consolidation and Amalgamation, the number
warrants will be adjusted to 153 thousand warrants at $11.10 each.

•

On March 27, 2019, we completed the brokered private placement of US$12 million of our Senior
Secured Convertible Promissory Notes, subject to a US$6 million holdback provisions, which are
convertible into our common shares at the lower of: (i) the lowest daily VWAP in the previous ten
trading days after trading resumes on the CSE or (ii) 75% of the lowest daily VWAP in the 10 trading
days prior to the trading day on which the conversion shares are free trading in the United States
on the NASDAQ or the CSE; provided however that in no event shall the conversion price be lower
than CAD$0.74 per share (referred to herein as the “Notes”). The investors were also issued
warrants of to purchase an aggregate of 6 million common shares at an initial exercise price of
$1.00 per share. (referred to herein as the “Warrants”). The Notes accrue guaranteed interest at
10% per annum and have a maturity date of April 20, 2020. The Company may prepay the Bridge
Notes at a 25% premium on 10 trading days’ notice. The payment of the Notes is amortized in
eight equal monthly payments beginning September 1, 2019. Following the share consolidation
and Amalgamation, the minimum conversion rate will be adjusted to $11.10 from $0.74 and the
number warrants will be adjusted to 2.4 million warrants at US$2.49 each.

The total net proceeds from the above capital raises will be used to further invest in Vitality’s Eureka,
Montana extraction facility, with the balance for general corporate purposes.
The Bridge Notes, Bridge Warrants, Notes, Warrants, and Equity Units described above were offered in
private placements under Section 4(a)(2) of the U.S. Securities Act of 1933, as amended (the U.S.
Securities Act”), and Regulation D promulgated thereunder and, along with the common shares underlying
the Bridge Warrants and Warrants, were not registered under the U.S. Securities Act, or applicable state
securities laws. All of such Bridge Warrants and Warrants contain certain ownership limitations that may
restrict their exercise, as described under the caption “Selling Shareholders” in the underlying prospectus.
In addition, all such warrants are exercisable on a cashless basis if at the time of exercise there is no
effective registration statement registering, or the prospectus contained therein is not available for, the
resale of Common Shares for which the warrants are exercisable.
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The following table outlines the projected fully diluted common shares at December 31, 2018 and 2017
(‘000s).
December 31, December 31,
2018
2017 (1)
Preferred shares:
Series 1 at $0.23 each
4,645
4,645
Series 2 at $0.43 each
2,485
2,485
Common shares
131,687
74,207
Stock options:
At $0.43 each
16,023
14,849
At $0.30 each
317
Warrants at $1.22 each
5,029
Warrants at $1.50 each
3,992
Warrants at $1.00 each
1,938
Agent Warrants:
Common shares at $0.936 each
486
Warrants at $1.22 each
243
Projected fully diluted common shares
166,845
96,186
(1) As a result of the Qualifying Transaction completed on June 19, 2018, the securities have been
restated to reflect the post-share conversion rate of 1 to 1.0684.

Subsequent to December 31, 2018
•

In March 2019, we granted an aggregate of 9.4 million options to purchase common stock of
LiveWell to certain officers, employees and consultants. The options are exercisable at a price of
$0.74 per share and will vest one third on each December 31st starting with December 31, 2019.
These options will expire in five years. All options were granted in accordance with our stock option
plan as approved by the shareholders in December 2018.

•

In March and April 2019, Holders of Series 1 and 2 Preferred Shares converted 876,050 and
876,049 preferred shares at $0.23 and $0.43, respectively, for a total of 5,774,943 common shares
during the first quarter of 2019. A further 10,683 of each Series 1 and Series 2 Preferred Shares
were converted for a total of 71,291 common shares in April 2019. This resulted in reclassifying
$1.6 million from preferred shares to common shares in shareholders’ equity.

As of the date of this MD&A, our total issued and outstanding common shares were 161.7 million, of which
23% is owned by LiveWell’s directors and the executive team.
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Further, at the Special Meeting held on April 11, 2019, our shareholders approved a share consolidation of
15 to 1. The following table provides the effect of the share consolidation on LiveWell’s common shares,
preferred shares, options, warrants and agent warrants at December 31, 2018 and April 26, 2019 (reflecting
subsequent events), including adjustments to exercise price and conversion rate:

December 31,
2018
Preferred shares:
Series 1 at $3.45 each
Series 2 at $6.45 each
Common shares
Stock options:
At $11.10 each
At $6.45 each
At $4.50 each
Warrants at $18.30 each
Warrants at $22.5 each
Warrants at $15.00 each
Agent warrants:
Common shares at $14.04each
Warrants at $18.3 each
Convertible debt at minimum $11.10

310
166
8,779
1,068
21
335
266
129
32
16
(1)

Fully diluted common shares
(1)

11,122

April 26,
2019
13
13
10,777
623
1,062
21
335
266
129
32
16
1,811
15,098

US$15 million converted to CAD $1.34.

Refer to the Joint Management Information Circular and Proxy Statement dated March 11, 2019, for fully
diluted pro forma share capitalization for Eureka 93 Inc., including Mercal and Vitality. A copy is available
on our website: www.eureka93.com

OFF-BALANCE SHEET ARRANGEMENTS
We have no off-balance sheet arrangements.
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TRANSACTIONS WITH RELATED PARTIES
LiveWell’s related parties, as defined by IAS 24, Related Party Disclosures, include our directors, executive
officers, key management personnel, and enterprises which are controlled or significantly influenced by
these individuals.
The following table lists the related parties and their respective relationship to LiveWell as at December 31,
2018.

Related Party
Timothy McCunn, Chairman and Director
Honourable Lawrence Cannon, Director
Hugh Notman, Director
Peter Abboud, Director and Special Advisor
Seann Poli, Director and Special Advisor
David Rendimonti, President and CEO
Steven Archambault, CFO
Robert Leaker, Chief Science & Innovation Officer
Michel Lemieux, Chief Administrative Officer (CAO)
Peter Geimer, VP Sales & Marketing
Jean Bernard, VP Information Security and
Technology
Vitality CBD Natural Health Products (“Vitality”)

Relief Effects Inc.

Perley-Robertson, Hill & McDougall LLP
Delisse Fine Cuisine
Grant Bourdeau
Indrajit Sinha
Derrick Bourdeau
1710721 Ontario Inc
2247865 Ontario Inc
Ambour Holdings Inc
Avec8 Inc

Relationship
Director
Director
Independent Director
Director
Director
Management
Management
Management
Management
Management
Management
Certain executive officers and directors collectively
own 35% of Vitality’s voting shares; Timothy
McCunn and Robert Leaker are directors of Vitality;
Robert Leaker is also the CEO of Vitality.
Certain executive officers and directors collectively
own 95% of Relief Effects Inc. voting shares;
Timothy McCunn, Robert Leaker and David
Rendimonti are directors of Relief Effects Inc.
LiveWell’s Chairman is a senior partner at the law
firm.
Related to Director and Special Advisor (Peter
Abboud)
Co-President of Acenzia
Co-President of Acenzia
Former shareholder of Acenzia
Owned by parties related to Grant Boudreau
Owned by parties related to Grant Boudreau
Owned by parties related to Grant Boudreau
Owned by Indrajit Sinha

Refer to Note 18 of the Consolidated Financial Statements for detailed disclosures on related party
transactions during the years ended December 31, 2018 and 2017. These transactions are in the normal
course of business and are at arm’s length and at market rate .

LiveWell Canada Inc.
Page 25

LiveWell Canada Inc.
Management’s Discussion & Analysis
Years ended December 31, 2018 and 2017
(Expressed in Canadian Dollars, except as otherwise noted)

ACCOUNTING MATTERS
Critical Accounting Estimates
The Consolidated Financial Statements include certain amounts that are inherently uncertain and
judgmental in nature. As a result, management is required to make assumptions and best estimates in
order to determine the reported values. We consider an accounting estimate to be critical if: (1) it requires
that significant assumptions be made in order to deal with uncertainties; and (2) changes in the estimate
could have a material impact on our results of operations, financial condition or liquidity.
At December 31, 2018, we believe that the material items requiring such subjective and complex estimates
are as follows:
•
•
•
•
•
•

Business combinations
Share-based compensation
Provision for bad debts
Estimated useful lives and depreciation and amortization for property, plant & equipment
Valuation of deferred tax asset
Impairment of long-lived assets

Refer to Note 4 of the Consolidated Financial Statements for further details. We believe that the amounts
included in these financial statements reflect management’s best judgment. However, factors including,
without limitation, those noted under “Risks and Uncertainties” below could cause actual events or results
to differ materially from our underlying assumptions and estimates. Accordingly, this could lead to a material
adverse impact on our results of operations, financial condition and/or liquidity.

Changes in Accounting Policies Including Initial Adoption
We have adopted the following accounting policies for the year ended December 31, 2018.
Accounting Standards
IFRS 2 – Share-Based Payment
IFRS 15 – Revenue from Contracts with Customers
IFRS 9 – Financial Instruments

Adoption Date for LiveWell
January 1, 2018
January 1, 2018
January 1, 2018

There are a number of new standards, and amendments to accounting standards and interpretations, that
were not yet effective for the year ended December 31, 2018, and therefore these have not been applied
in preparing the Consolidated Financial Statements.

Accounting Standards
IFRS 16 – Leases

Adoption Date for LiveWell
January 1, 2019

Refer to Note 3(v) of the Consolidated Financial Statements for further details on the above new accounting
standards.
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FINANCIAL INSTRUMENTS AND OTHER INSTRUMENTS
Refer to Notes 22 and 23 of the Consolidated Financial Statements for disclosure relating to LiveWell’s
financial instruments and financial risk management objectives and policies.

CONFLICTS OF INTEREST
LiveWell’s directors and officers may serve as directors or officers, or may be associated with, other
reporting companies, or have significant shareholdings in other companies. To the extent that such other
companies may participate in a transaction with LiveWell, the directors and officers of LiveWell may have
a conflict of interest in negotiating and concluding terms with respect to the transaction. If a conflict of
interest arises, LiveWell will follow the provisions of the CBCA that address conflicts of interest. The CBCA
requires each director and officer to disclose in writing (or request to have entered in the minutes of the
board meeting) the nature and extent of the director’s or officer’s interest in a material contract or
transaction, whether made or proposed, with LiveWell. The CBCA further requires such a director to refrain
from voting on a resolution to approve the contract or transaction except in narrow circumstances set out
in the CBCA. In all circumstances, the directors and officers of LiveWell are required to act honestly, in
good faith, and in the best interest of LiveWell.

RISKS AND UNCERTAINTIES
LiveWell is pursuing commercial business activities in hemp and cannabis that encompass the
biotechnology and agricultural industries and accordingly LiveWell is exposed to a number of risks
and uncertainties that are not uncommon to other companies in the same business. Commencing
in 2019, as a result of its acquisition of Acenzia and Vitality, LiveWell is expected to have ongoing
revenue from operations. However, LiveWell continues to have limited capital resources and relies
upon the sale of its common shares to finance its operations, large cannabis projects, and new
investments.
The risks and uncertainties below are not the only ones facing LiveWell. Additional risk and
uncertainties not presently known to us or that we currently consider immaterial may also impair
LiveWell’s business operations and cause the price of LiveWell’s common shares to decline. If any
of the following risks occur, LiveWell’s business may be harmed and its financial condition and
results of operations may suffer significantly. In that event, the valuation of LiveWell’s common
shares could decline, and an investor may lose all or part of his, her or its investment. Accordingly,
potential investors are strongly recommended to consult an independent financial advisor before
deciding to invest in LiveWell.
Risks Related to the Company
•

Our ability to grow, store, process and sell cannabis in Canada is solely dependent on LiveWell’s
ability to obtain the cultivation, processing and sales licenses under the Cannabis Act for each location
we anticipate having a cannabis operation. While we have submitted our final cultivation license
application to Health Canada, there is no assurance that Health Canada will grant it to LiveWell.

•

LiveWell is in the development stage with less little operating history with significant operating losses
from inception.

•

There is uncertainty about LiveWell’s ability to continue as a going concern and there is no assurance
that we will generate profit in the near turn and/or raise sufficient capital at acceptable terms, if any.
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Further there is no assurance that LiveWell will realize the projected cash flows for the Artiva
Cannabis Facility, which could result in a full or partial impairment of goodwill.
•

We may not be able to secure all necessary financing in time to begin, continue and complete the
Artiva Cannabis Project and the Litchfield Project.

•

While the Government of Québec, through the Ministère de l’Économie, expressed an interest in
financing 25% of our investment for our World-Class Innovation Centre at Litchfield, Québec, there is
no assurance we will successfully secure financing from the government in the near term, if any.

•

LiveWell’s actual financial position and results of operations may differ materially from the
expectations of LiveWell’s management.

•

The level of LiveWell’s indebtedness from time to time could impair our ability to obtain additional
financing on a timely basis to take advantage of business opportunities that may arise. Our inability
to service LiveWell’s debts as required may have a materially adverse impact on the results and
operations of LiveWell.

•

We expect to incur significant ongoing costs and obligations related to investment in infrastructure,
growth, regulatory compliance and operations.

•

While we have a signed a CBD supply agreement for distribution in Brazil, given the delay in our
ability to supply, there is no assurance that the Brazilian buyer will honour its agreement of purchasing
a minimum 5,000 kilograms at $7,000 per kilogram over 12 months starting from the receipt date of
the first purchase order.

•

We are subject to changes in laws, regulations, and guidelines which could adversely affect
LiveWell’s future business, financial condition, and results of operations.

•

Given the fast pace environment in our emerging hemp and cannabis industry, our business plan and
strategies may change in the short-term. Further, our business plan involves a number of strategic
partnerships. If these partnerships do not materialize, we may be unable to achieve our strategic
goals and profitability.

•

We may not be able to develop our products, which could prevent us from ever becoming profitable.

•

The price of production, sale and distribution of hemp and cannabis will fluctuate widely due to, among
other factors, how young the cannabis industry is and the impact of numerous factors beyond the
control of LiveWell including international, economic and political trends, expectations of inflation,
currency exchange fluctuations, interest rates, global or regional consumptive patterns, speculative
activities and increased production due to new production and distribution developments and
improved production and distribution methods.

•

Our directors and officers control a large percentage of LiveWell’s issued and outstanding common
shares and therefore such directors and officers may have the ability to control matters affecting
LiveWell and its business.

•

We may not be able to effectively manage LiveWell’s growth and operations, including integration of
recent acquisitions, which could materially and adversely affect LiveWell’s business.

•

We may not be able to adequately protect our proprietary and intellectual property rights. Further,
we may be forces to litigate to defend our intellectual property rights, or to defend against claims by
third parties against LiveWell relating to intellectual property rights.

•

We may become subject to litigation, including for possible product liability claims, which may have a
material adverse effect on LiveWell’s reputation, business, results from operations, and financial
condition.
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•

Our operations are subject to environmental regulation in the various jurisdictions in which LiveWell
operates.

•

We face competition from other companies with larger capitalization, more experienced management
or more mature as a business.

•

If we are unable to attract and retain key personnel, we may not be able to compete effectively.

•

Failure to successfully integrate acquired businesses, its products and other assets into LiveWell, or
if integrated, failure to advance LiveWell’s business strategy, may result in LiveWell’s inability to
realize any benefit from such acquisition.

•

Given the new and emerging cannabis industry, the size of LiveWell’s addressable market is difficult
to quantify, and therefore investors should rely on their own estimates on the accuracy of the market
data.

•

Our industry is experiencing rapid growth and consolidation that may cause LiveWell to lose key
relationships and intensify competition.

•

We continue to sell common shares for cash to fund our operations, capital expansion, mergers and
acquisitions that will dilute current shareholdings.

•

We currently have insurance coverage; however, because we operate in the cannabis industry, there
are additional difficulties and complexities associated such insurance coverage. There is no
assurance that we will successfully renew future insurance coverage at reasonable commercial
terms.

•

The cultivation of industrial hemp and cannabis includes risks inherent in an agricultural business
including the risk of crop loss, sudden changes in environmental conditions, equipment failure,
product recalls and others.

•

The cultivation of hemp and cannabis involves reliance on third party transportation which could result
in supply delays, reliability of delivery and other related risks.

•

We may be subject to product recalls for product defects self-imposed or impose by regulators.

•

We are reliant on key inputs, such as water and utilities, and any interruption of these services could
have a material adverse effect on LiveWell’s finances and operation results.

•

Uncertainty pertaining to future projected cashflows might lead to impairment of goodwill and/or
intangible assets.

•

Under Canadian regulations, a licensed producer of cannabis may have restrictions on the type and
form of marketing it can undertake which could materially impact sales performance.

•

We may be liable for fraudulent or illegal activity by our employees, contractors, and consultants
resulting in significant financial losses to claims against LiveWell.

•

We are reliant on information technology systems and therefore we may be subject to damaging
cyber-attacks.

•

We may be subject breaches of security at our facilities, or in respect of electronic documents and
data storage, and may face risks related to breaches of applicable privacy laws.

•

Our directors and officers may be engaged in a range of business activities resulting in conflicts of
interest.
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Risks Related to LiveWell Common Shares
•

Given the current small number of free trading shares, future sales of common shares by existing
shareholders could reduce the market price of our common shares.

•

The market price for our common shares may be volatile and subject to wide fluctuations in response
to numerous factors, many of which are beyond our control.

•

We do not anticipate paying cash dividends in the foreseeable future.

•

We are subject to uncertainty regarding legal and regulatory status and changes.

•

Following the closing of the Amalgamation, we anticipate the majority of shareholders of Eureka 93
Inc. will be residents of the United States and consequently this will result in Eureka 93 will be an
“inverted” corporation and therefore it would be treated as both a Canadian and U.S. corporation /
taxpayer for Canadian and U.S. corporate income taxes. This classification will likely have significant
adverse tax implications and more onerous tax compliance.

•

Our directors, officers and insiders that are subject to “Escrowed Securities” under the CSE rules may
in the future sell some or all of their common shares upon release from escrow, which could have an
adverse impact on our stock price.

For additional description of the risk factors affecting LiveWell, refer to LiveWell’s continuous disclosure
documents on www.sedar.com.
Additional Information
Additional information related to Eureka 93 Inc. (formerly LiveWell Canada Inc.) is available for view on our
corporate website at www.eureka93.com and through our public filings on SEDAR.
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Vitality CBD Natural Health Products Inc. is a privately owned corporation, incorporated in Canada, with its
principal office located at 1400 – 340 Albert Street, Ottawa, Ontario, K1R 0A5.
The following Management Discussion and Analysis (“MD&A”) of the financial condition and results of
operations of Vitality CBD Natural Health Products Inc. and its wholly-owned subsidiaries (herein referred
collectively as “Vitality”, “Company”, “we”, “us”, and “our”) should be read in conjunction with the audited
Consolidated Financial Statements for the year ended December 31, 2018 and period from August 4, 2017
and December 31, 2017 and related notes included therein (the “Consolidated Financial Statements”).
The Consolidated Financial Statements have been prepared in accordance with International Financial
Reporting Standards (“IFRS”). All amounts presented herein are stated in United States (“US”) dollars,
unless otherwise indicated. Amounts in tables may not reconcile due to rounding differences. This MD&A
has been prepared by reference to the MD&A disclosure requirements established under National
Instrument 51-102 “Continuous Disclosure Obligations” (“NI 51-102”) of the Canadian Securities
Administrators.
This MD&A is dated as of March 5, 2019 and is current to that date. The Consolidated Financial Statements
and MD&A have been reviewed and approved by Vitality’s Board of Directors on March 5, 2019.

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS
Certain information in this MD&A contains or incorporates comments that constitute forward-looking
information within the meaning of applicable securities legislation. Forward-looking information may be
identified by such terms as "plan", "continue", "expect", "schedule", "project", "intend", "believe",
"anticipate", "estimate", "may", "will", "potential", "proposed" and other similar words, or statements
(including negative variations) that certain events or conditions "may" or "will" occur. Since forward-looking
statements are based on assumptions and address future events and conditions, by their very nature they
involve inherent risks and uncertainties.
Although Vitality believes that the expectations represented by such forward-looking information or
statements are reasonable, there is significant risk that the forward-looking information or statements may
not be achieved, and the underlying assumptions thereto will not prove to be accurate. They include, but
are not limited to, statements with respect to expectations, projections or other characterizations of future
events or circumstances, and Vitality’s financial results, expected growth of cash flows, business strategy,
budgets, projected costs, projected capital expenditures, potential synergies, objectives, beliefs, intentions,
plans, estimates or predictions of actions of customers, suppliers, competitors, or regulatory authorities;
industry trends and growth opportunities; and statements regarding its future economic performance.
These statements are not historical facts but rather represent management beliefs regarding future events,
many of which, by their nature are inherently uncertain and beyond management control. We have based
these forward-looking statements on our current expectations about future events. However, these may not
occur by certain specified dates or at all and could differ materially as a result of unknown and known risk
factors and uncertainties affecting Vitality, including but not limited to risks associated with:
• general economic conditions and global events;
• adverse industry events;
• marketing costs;
• loss of markets;
• future legislative and regulatory developments involving sufficient capital from internal and external
sources, and/or inability to access sufficient capital on favourable terms;
• the hemp industry in US and Canada, income tax and regulatory matters;
• the ability of Vitality to implement its business strategies financial risks;
• industry competition;
• product development;
Vitality CBD Natural Health Products Inc.
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•
•
•
•
•
•

crop failure / agriculture risks / supply risks;
facility and technological risks;
product risks;
dependence on senior management;
sufficiency of available insurance at reasonable terms, and
the financial market conditions, including currency and interest rate fluctuations.

For more information on the risk factors that could cause our actual results to differ from current
expectations, see “Risk Factors”. All forward-looking information is provided as of the date of this MD&A.
We do not undertake to update any such forward-looking information whether as a result of new information,
future events or otherwise, except as required by law.
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COMPANY OVERVIEW
Vitality CBD Natural Health Products Inc. (“Vitality”) was incorporated on February 8, 2018 under the CBCA
as Serenity CBD Canada Inc. On July 19, 2018 it changed its name to Vitality CBD Natural Health Products
Inc. Its registered and principal office is located at 1400-340 Albert Street, Ottawa, ON K1R 0A5.
On March 23, 2018, Vitality acquired 100% of the membership interests of Vitality Natural Health LLC and
100% of the membership interests of USA Biofuels LLC by issuing 65 million common share which
constituted a reverse takeover (RTO) - (see Note 5 of the Consolidated Financial Statements).
Vitality, through its wholly owned subsidiaries, Vitality Natural Health LLC and USA Biofuels LLC (“Vitality
USA”), is licensed to process and distribute industrial hemp in the state of Montana, United States of
America (“USA” or “US”) under the Montana Industrial Hemp Pilot Project administered by the Montana
Department of Agriculture. The principal activities of Vitality are the cultivation, processing and distribution
of cannabidiol (“CBD”) isolates from industrial hemp sourced from farmers in Canada and US. We expect
to launch CBD distillates and full spectrum oil in Q2 2019. These CBD products are sold to customers in
North America.
Vitality has an existing production facility in Eureka, Montana (USA) and has entered into an agreement to
acquire an additional production facility in Las Cruces, New Mexico (USA) to be completed in March 2019.
We plan to retrofit the existing algae biofuel production/extraction equipment for CBD output in Q2 2019.
KEY DEVELOPMENTS IN THE YEAR ENDED DECEMBER 31, 2018
•

On February 22, 2018, Vitality signed a letter of intent (“LOI”) to enter into a share exchange
agreement with Mercal Capital Corp. (“Mercal”) whereby Mercal would acquire 100% of Vitality.
Mercal is a capital pool company and at the time traded on the TSX Venture Exchange (“TSX-V”)
under the ticker symbol MUL.P. The proposed transaction was intended to constitute a qualifying
transaction (“Qualifying Transaction”) under the policies of the TSX-V in order for Vitality to become
a public company in Canada. However, on December 7, 2018, Vitality and Mercal agreed to amend
the LOI to no longer proceed with the Qualifying Transaction and that Mercal would delist from the
NEX board of the TSX-V prior to proceeding with the merger with Vitality to be consummated as
part of Vitality’s RTO of LiveWell Canada Inc. (“LiveWell”) – see below.

•

Between April 2018 and June 2018, we entered into contracts with farmers in the US and Canada
to grow industrial hemp over an area of about 20,000 acres, with a view to extract CBD products
from the hemp plants.

•

By October 2018, we had grown and harvested about 11,400 bales of hemp across around 20,000
acres of land. Having ready access to such a huge supply of hemp biomass, gives us a significant
first mover advantage in the newly legalized hemp market in USA as a result of the passage of the
2018 Farm Bill in December 2018.

•

In November 2018, we entered into an agreement to acquire an additional production facility in Las
Cruces, New Mexico (USA) where we plan to retrofit the existing production equipment (herein
referred as the “New Mexico Facility”). We anticipate that the New Mexico Facility will increase our
production capacity of CBD isolates to approximately 20 times more than of our Montana facility.

•

On December 3, 2018 we signed a binding letter of agreement (LOA) with LiveWell whereby
LiveWell will acquire 100% of Vitality on an all share deal. Based on the proposed terms of the
binding LOA subject to definitive agreement and fairness opinion, Vitality shareholders will own
85% of the issued and outstanding common shares of the merged entity. Additionally, Vitality
shareholders will receive an additional 5% subject to commissioning the New Mexico Facility with
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processing capacity of 100 metric tons of biomass per day by June 30, 2019. As Vitality
shareholders will own most of the outstanding common shares, this transaction will constitute a
reverse takeover of LiveWell. By combining forces with LiveWell’s experienced senior
management and sales team, we are well positioned to become a global CBD life sciences
company.
KEY DEVELOPMENTS SINCE DECEMBER 31, 2018
•

In late January 2019, we commissioned the first phase of our industrial-grade extractor in Eureka,
Montana. Utilizing large batch cryogenic ethanol processing, the extractor can process up to five
metric tons of hemp biomass per day.

•

On February 14, 2019, we agreed to issue 3 million warrants at $1.00 to three institutional investors
as part of their $3.0 million bridge financing with LiveWell Canada Inc. (“LiveWell”). LiveWell
agreed to lend the net proceeds after broker commission and professional fees under the same
terms of the bridge financing as follows:

•

➢

10% interest rate per annum, payable monthly;

➢

No principal repayment for the first six months; starting on September 1, 2019 $0.5 million
monthly principal repayment

➢

Secured by a general security agreement over Vitality’s assets.

On February 19, 2019, we paid the remaining $1.3 million cash consideration on the purchase of
the New Mexico Facility. We expect to close on this acquisition in March 2019 upon receipt of the
subdivision approval by the City of Las Cruces, New Mexico.

GOING CONCERN
Vitality is in a start-up phase and has incurred significant operating losses since its inception in August
2017. Vitality incurred a net loss of $16.4 million for the year ended December 31, 2018 and a net loss of
$2.3 million for the period from August 4, 2017 to December 31, 2017. At December 31, 2018, Vitality’s
cash was $0.3 million and working capital of negative $9.6 million. Vitality has an accumulated deficit of
$18.7 million at December 31, 2018. These events or conditions indicate that a material uncertainty exists
that casts substantial doubts on Vitality’s ability to continue as a going concern.
We are currently seeking additional capital, acquisitions, joint ventures, strategic partnerships and other
business arrangements to generate and grow Vitality revenues and expand its product offerings in the
hemp-CBD market place.
Despite the cumulative operating losses since inception and the current net deficit, we have prepared the
consolidated financial statements for the year ended December 31, 2018, on a going concern basis as we
believe Vitality will realize its assets and discharge its liabilities in the normal course of business for the
foreseeable future. Specifically, as a result of commissioning our industrial-grade extractor in late January
2019, we have begun producing up to 20 kg/d of CBD isolates and plan to increase this up to 50 kg/d by
the end of Q1 2019. At an average wholesale pricing of $5,000 per kg based on existing contracts, we can
generate up to $100 thousand per day of sales. Given the high demand for CBD, we can sell the CBD
isolates in a short timeframe with 100% cash payment prior to shipment. While we continue to stabilize our
new extraction facility over the coming weeks, we expect to increase our weekly production and cash cycle
to fund our working capital requirement.
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Additionally, management has the following plans to maintain liquidity in the event that revenues do not
increase as quickly as anticipated and to finance acquisitions over the next 12 months:
➢

➢
➢

Complete the RTO transaction with LiveWell in April 2019. LiveWell is listed on the Canadian
Securities Exchange (ticker: LVWL) and therefore we will indirectly have access to the Canadian
capital markets for future capital raise initiatives. Management has secured support agreements
from LiveWell’s directors and officers to vote in favor of the RTO; this group collectively owns
approximately 29% of the total outstanding common shares of LiveWell.
Realize business synergies from the RTO transaction with LiveWell.
Continue to provide support to LiveWell with its capital fundraising. Effective February 14, 2019
LiveWell closed a $3.0 million bridge financing of which the net proceeds were loaned to Vitality to
fund its working capital and purchase of the New Mexico Facility. LiveWell expect to close a second
round of capital financing of approximately $15 million in March 2019.

While management is confident to execute on the above plans, there can be no certainty that such financing
will be available on a timely basis and at terms acceptable to us.
As the Consolidated Financial Statements have been prepared on a going concern basis, no adjustments
to the carrying value of the assets and liabilities have been made in these Consolidated Financial
Statements should Vitality no longer be able to continue as a going concern.

FINANCIAL HIGHLIGHTS
The following tables provide selected financial information of Vitality for the year ended December 31, 2018
and the period from August 4, 2017 to December 31, 2017 as well as for the fourth quarter of 2018 and
2017 (in ‘000s).

Balance Sheet Snapshot
Current assets
Non-current assets
Total assets
Current liabilities
Non-current liabilities
Total liabilities
Shareholders' Equity

December 31,
2018
$
24,906
$
2,961
$
27,867
$
34,547
$
65
$
34,612
$
(6,745)

December 31,
2017
$
$
561
$
561
$
2,850
$
$
2,850
$
(2,289)
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Operating Results
Snapshot
Revenue
FV Adjustment on Biological Assets
Gross Profit/(Loss):
Before FV Adjustment - biological assets
After FV Adjustment - biological assets
Operating Expenses ("OPEX")
Income/(Loss) from operations
Gain/(Loss) on debt settlement
Finance expense
Tax expense/(recovery)
Net Profit/(Loss)
Net Profit/(Loss) per share
Weighted average common shares outstanding

Q4
Q4
Year
Aug 4, 2017 to
2018
2017
2018
Dec 31, 2017
$ 81 $
61 $
839 $
61
$ 1,944 $ $ 7,777 $
$ 17
$ 1,961
$ 1,930
$ 30
$ 3,547
$ 514
$ $ 3,396
$ 0.03
129,043

$ (511)
$ (511)
$ 124
$ (635)
$ $ 1,249
$ $ (1,886)
$ -

$
171
$ 7,948
$ 3,972
$ 3,976
$ (11,714)
$ 8,842
$
$ (16,446)
$ (0.19)
86,025

$
$
$
$
$
$
$
$
$

(517)
(517)
140
(657)
1,631
(2,290)
-

Summary of Financial Position
The significant growth in total assets, total liabilities and shareholders’ equity during the year ended
December 31, 2018 since December 31, 2017 was driven primarily by being in operations for a full year in
2018. We commenced our operations on August 4, 2017.
The following are major highlights of our financial position at December 31, 2018:
•
•

•
•

Current assets include $20.7 million estimated fair value for the harvested hemp biomass on
approximately 20,000 acres.
Total assets include noncurrent assets of $2.9 million consisting of our investment in property,
plant, and equipment based in Eureka, Montana. In 2018, in addition to purchasing a property to
be our headquarters in the USA, we have invested significantly in building an industrial grade
extraction and isolation facility (herein referred as “CBD Facility”) to produce CBD at scale.
Current liabilities include $11.3 million for trade vendors and farmers; $19.7 million for current
borrowings; and $3.4 million of customer deposits.
The shareholders’ deficit is driven mainly by the accumulated operating losses, coupled with a onetime charge of $11.7 million for the loss on debt settlement (see below – “Adjusted EBITDA”).

Summary of Results of Operations
Revenue
While building our industrial grade CBD Facility in Montana, we also purchased hemp bales earlier in 2018
to process CBD oils and isolates using non-industrial grade equipment. The majority of the 2018 revenues
relate to the sale of CBD isolates. In total, we produced and sold 136 kg of CBD isolates at an average
price of $5,375 per kg. With the commissioning of the first phase of the industrial grade CBD Facility in
late January, we are currently producing on average 20 kg per day and expect to ramp up to 50 kg per day
by March 31, 2019. During Q1 2019, we also began tolling other farmer bales with richer CBD content than
our harvested bales in 2018. Under such tolling arrangement, generally we share the CBD isolates
produced from their bales. Accordingly, while we expect our revenue will significantly increase from Q4
2018, it will be partially offset by the co-sharing of the produced CBD isolates for Q1 2019.
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Gross Profit
Excluding the fair value adjustment for biological assets, our gross margin was 21% and 20% for Q4 2018
and for the full year 2018, respectively. We expect gross margin to increase significantly starting in Q1
2019 with greater volume of sales to cover our fixed overhead costs. The negative gross margin in 2017
is mainly due to start-up phase of the company.
The $1.9 million and $7.8 million fair value adjustment for biological assets in Q4 2019 and full year 2018,
respectively, represent the estimated fair value for approximately 11,400 hemp bales on approximately
20,000 acres. Given the limited company history and first year of harvesting hemp not yet processed with
limited data to support key assumptions, management exercised significant judgment in establishing this
fair value. Refer to Note 8 of the Consolidated Financial Statements for key assumptions and sensitivity
analysis.
Operating Expenses (“OPEX”)
The following table provides a breakdown of our OPEX by major function (in ‘000s).

Q4 2018
G&A:
Employee compensation and benefits
Professional fees
Outsourced services
Office expenses
Other
Total G&A

$

310
419
19
36
82
866

Q4 2017

21
21
28
16
9
95

Year 2018

$

Aug 4, 2017
to Dec 31,
2017

1,336 $
634
350
130
230
2,680

21
21
28
16
9
95

Sales & Marketing:
Professional fees
Outsourced services
Total S&M

24
116
140

-

61
116
177

-

Share-based compensation
Depreciation

864
61

45

907
208

-

1,931

140

Total operating expenses

$

$

3,972

45
140

Our total OPEX in Q4 2018 and full year 2018 increased by $1.8 million and $3.8 million, respectively over
the comparative prior periods. The significant increase is driven mainly by one full year of operations with
significant headcount growth, professional fees and facility costs. The significant professional fees in Q4
2018 were primarily related to external investor/public relations fees, legal fees for the proposed merger
with LiveWell and corporate matters, coupled with outside accounting fees and audit accrual for Vitality’s
first-time audit.
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Gain (Loss) on Debt Settlement
As part of the acquisition of Vitality USA, we inherited various unconventional lending agreements with very
steep interest rates. Furthermore, the loans provided by Surety Land Development LLC (“Surety”) included
very punitive terms for shareholders in the event of payment default including significant equity ownership
in Vitality USA. Accordingly, post the RTO event, the new Vitality Board made a concerted effort to exit
from this unconventional lending agreement to protect shareholders’ interest.
As a result, after several months of negotiation, we reached a final settlement with Surety in which we
agreed to adjust the outstanding loan balance to $18.9 million with no further interest going forward and we
also agreed to issue two million common shares of Vitality. This resulted in recording a gain on the debt
settlement of $3.5 million for Q4 2018 and a loss of $11.7 million for 2018. While the final settlement was
far in excess of the $1.5 million financing provided by Surety to Vitality, the excess represents the amount
necessary to reach a final negotiated settlement. The repayment of the Surety loan of $18.9 million is
based on 25% of future sales, with no interest. The Vitality Board reviewed and concluded this settlement
was in the best interest of Vitality’s shareholders to eliminate this unconventional indebtedness.
Finance Expense
As a start-up company with little initial capital, Vitality USA did not have access to reasonable commercial
lending terms for debt. Vitality USA borrowed funds at interest rates as high as 200% per annum in order
to fund our working capital (see Note 14 of the Consolidated Financial Statements). As a result, we have
incurred significant finance costs in 2017 and 2018, including charges for the various debt restructurings
with Surety during 2018 at very unfavourable terms due to payment defaults. Vitality USA borrowed at high
interest rates with the expectation of quick repayment from higher CBD sales anticipated from the
commissioning of our industrial grade CBD Facility that was scheduled for the fall of 2018; however, this
was delayed to January 2019.
Net Loss
We incurred a net income of $1.3 million for Q4 2018 and a net loss of $18.5 million for the year 2018. The
profit in Q4 was driven by gain on debt settlement offset partially by income tax expense. The income tax
expense is due to temporary differences between financial reporting and taxable income (loss). The
significant net losses in both periods are largely due to the start-up phase of LiveWell with little revenue to
date and an increase in headcount and facility costs to support the company’s growth, coupled with large
non-cash charges as previously noted.
Adjusted EBITDA
“Adjusted EBITDA” is a non-GAAP financial measure. It is a financial metric used by management which
is based on Net loss as reported under IFRS and adjusted by removing interest, tax, depreciation, nonrecurring items and other material non-cash items. Management believes “Adjusted EBITDA” is a useful
financial metric to assess LiveWell’s operating performance on a cash basis before the impact of non-cash
items and acquisition related activities.
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The following table provides a reconciliation of Adjusted EBITDA to Net Loss as reported under IFRS for
the periods noted below (in ‘000s).

Year
Aug 4, 2017 to
2018
Dec 31, 2017
(16,446) $
(2,290)

Q4 2018 Q4 2017
$ 3,395 $ (1,886) $

Net profit/(loss) as per IFRS
Add back:
Finance expenses
514
Tax expense/(recovery)
Depreciation
61
EBITDA
$ 3,970 $
Other Adjustments:
Stock-based compensation
863
Loss/(Gain) on debt settlement
(3,547)
Fair value adjustment on biological assets (1,944)
Adjusted EBITDA
$ (657) $

1,249
30
(607) $

8,842
208
(7,396) $

1,631
45
(614)

(607) $

907
11,714
(7,777)
(2,552) $

(614)

SUMMARY OF QUARTERLY RESULTS
The following table provides a high-level summary of selected quarterly financial information (in ‘000s).

Results from Operations

Q3'17 Q4'17

Revenue

$ -

$

61

$

212

$

500

Fair Value Adjustment on Biological Assets

$ -

$

-

$

-

$

1,945

$ 3,889

$ 1,944

43

2,047

3,898

1,961

384

759

898

1,931

Gross profit

(5)

(511)

OPEX

17

124

Q1'18

Q2'18

Q3'18
$

Q4'18

46 $

81

Other

(383) (1,251)

(3,298)

(2,937) (17,554)

3,365

Net Income (loss)

(405) (1,886)

(3,638)

(1,650) (14,554)

3,395

Adjusted EBITDA

(7)

(607)

(481)

(621)

(792)

(657)

Net Income (loss) per share - basic

-

-

(0.71)

(0.02)

(0.14)

0.03

Weighted average shares- basic

-

-

5,103

103,549

129,043

Net Income (loss) per share - diluted

-

-

(0.71)

(0.14)

0.03

Weighted average shares- diluted

-

-

5,103

103,549

129,043

(1)

100,000
(0.02)
100,000

Adjusted EBITDA is a non-GAAP financial measure.
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The following table provides a reconciliation of the quarterly Adjusted EBITDA to Net Loss as reported
under IFRS:

Net profit/(loss) as per IFRS
$
Add back:
Finance expenses
Tax expense/(recovery)
Depreciation
EBITDA
$
Other Adjustments:
Stock-based compensation
Loss/(Gain) on debt settlement
Fair value adjustment on biological assets
Adjusted EBITDA
$

Q3'17
Q4'17
Q1'18
Q2'18
Q3'18
Q4'18
(405) $ (1,886) $ (3,638) $ (1,650) $ (14,554) $ 3,395
383
1,249
2,029
2,908
3,392
514
15
30
39
48
60
61
(7) $ (607) $ (1,570) $ 1,306 $ (11,101) $ 3,970
(7) $

43
863
1,089
17
14,155
(3,547)
(1,945)
(3,889)
(1,944)
(607) $ (481) $ (621) $
(792) $ (657)

LIQUIDITY AND CAPITAL RESOURCES
Liquidity
Management’s objectives when managing LiveWell’s liquidity and capital structure are to generate sufficient
cash to fund its working capital and organic growth requirements. Vitality’s ability to reach profitability is
contingent on the successful execution of its short and long-term business strategies. While we are
confident in Vitality’s future prospects, there can be no assurance that Vitality will gain adequate market
acceptance for its hemp produce in order to reach sustainable profitability and growth.

At December 31, 2018, our cash position was $0.3 million as compared to zero cash as at December 31,
2017. However, our working capital decreased to negative $9.6 million at December 31, 2018 from negative
$2.9 million at December 31, 2017. Despite this, we are confident about the ability of Vitality to function as
a going concern (see “Company Overview – Going Concern” section of this MD&A).
The following table provides a high-level summary of cash flows by activities and the ending cash position
for the respective periods (in ‘000s):

August 8, 2017 to
Operating activities
Investing activities
Financing activities
Effect of foreign exchange on cash
Net change in cash
Cash, beginning of period

$

Cash, end of period

$

Year, 2018 December 31, 2017
(810) $
(296)
(1,741)
(26)
2,867
322
(16)
300
300 $
-
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Operating activities
2018 was our first full year of operations and reflects the additional headcount and overhead costs. We had
negative cash flows from operating activities for both periods above primarily due to the lack of revenue to
fund our start-up operating expenses. As previously noted, our focus in 2018 was dedicated to investing
in an industrial-grade CBD processing facility to produce CBD at large scale.
Investing activities
For the twelve months ended December 31, 2018, we invested $2.6 million in property, plant, and
equipment. A significant portion of the additions relate to the capital work in progress which is attributable
to the turnkey improvements being made to our production facility with a view to reach industrial production
levels. The other key additions are attributable to the purchase of building and equipment in Montana.
Financing activities
For the year ended December 31, 2018, we raised $3.7 million of equity net of share issuance costs, via
private placements. Additionally, we raised debt of $1.9 million in 2018 and $1.1 million in 2017 to fund
our working capital. Because we were a start-up with no history of profitability and operating cash flows,
the interest rate term for the borrowings in 2018 and 2017 was excessively high relative to the market then.
As we have settled the Surety loan in Q4 2018 and anticipate repaying the remaining high-interest rate
loans by the end of Q1 2019, our financing charge for 2019 is expected to be materially lower. With the
pending merger with LiveWell, we expect to have access to more favorable lending terms.
At December 31, 2018, total borrowings were $19.7 million, which includes $18.9 million for the Surety loan
settlement. Repayment is based solely on 25% of Vitality production sales and/or customer deposits with
no security over Vitality’s assets. Based on our cash flow projections for 2019, we anticipate to fully repay
this loan in 2019 and therefore we have classified this loan as current in the Statements of Financial
Position.

Capital Resources
Our key objectives and policies for managing capital are to maintain a strong capital base in order to:
• maintain investor, creditor and market confidence;
• advance Vitality’s corporate strategies to generate attractive risk-adjusted return over the long-term
for our shareholders;
• sustain Vitality’s operations and growth through all cycles; and
• ensure compliance with the covenants of any applicable credit facility and other financing facilities.
Our capital resources comprised the following (in ‘000s):

Borrowings (drawn)
Convertible debt(on facility of $130)
Common shares, net of reserves
Share-based payments
Warrants
Plus: Deficit

December December 31,
31, 2018
2017
$
2,377 $
2,519
5
10,010
1
797
1,184
(18,736)
(2,290)

Total capital/(deficiency)

$

(4,363) $

230
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The significant decrease in capital resources during 2018 was driven by the net loss during the year,
partially offset by the increase in common shares.
The following table outlines the projected fully diluted common shares at December 31, 2018, and
December 31, 2017 (‘000s).
December 31,
December 31,
2018
2017
Common shares
148,612
Stock options:
At CAD $0.63 each
2,100
At CAD $0.01 each
10,050
Warrants at CAD $0.90 each
17,690
Convertible Note:
Common shares at CAD $0.315 each
534
Projected fully diluted common shares
178,986
As of the date of this MD&A, our total outstanding and issued common shares were 148.6 million, of which
71.2% is owned by Vitality’s directors and the executive team.

OFF-BALANCE SHEET ARRANGEMENTS AND CONTRACTUAL OBLIGATIONS
We have no off-balance sheet arrangements.
At December 31, 2018, we had the following contractual obligations and commitments (‘000s):

Payment due:
Borrowings
Accounts payable & accrued liabilities
Customer deposits
Convertible debt
Rental commitment - Chiller system
Total financial liabilities

Total
19,777
11,287
3,425
5
640
$
35,134
$

Within 1
3 to 5
Year
1 to 3 years
years
$ 19,717 $
60 $
11,287
3,425
5
640
$ 35,069 $
65 $
-

> 5 years
$
$
-
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TRANSACTIONS WITH RELATED PARTIES
Vitality’s related parties, as defined by IAS 24, Related Party Disclosures, include our directors, executive
officers, key management personnel, and enterprises which are controlled or significantly influenced by
these individuals.
The following table lists the related parties and their respective relationship to Vitality.
Related Party

Relationship

Relief Effects Inc.
O and D Investments LLC
USA Land Investement LLC
Owen Kenney
Kent Hoggan

Certain executive officers and directors
collectively own a majority shareholding
of Relief Effects Inc.'s voting shares;
Timothy McCunn and Robert Leaker are
directors of Relief Effects Inc.
100% owned by Owen Kenney
100% owned by Kent Hoggan
Majority shareholder
Majority shareholder

Wasatch Panel Solutions LLC
Frostwood 6 LLC
Fairway 20 LLC

Owned by Owen Kenney
Owned by Kent Hoggan
Owned by Kent Hoggan

Kevin Kenney
Stephen Cummings

Related to Owen Kenney
Former Chief Financial Officer
Stephen Cummings is the CEO of
Rizolve Partners Inc.
Former Chief Financial Officer
Key Financing Provider, able to
influence company strategy

Rizolve Partners Inc.
Brian Baker
Surety Land Development LLC
Norkota Builders
Robert Leaker
Timothy McCunn
Steven Archambault
Michael Mueller
Kenneth Knox
Calvin Stiller
William MacKinnon
Perley-Robertson, Hill & McDougall LLP

Nature of Transactions

Non-exclusive license for CBD
extraction and isolation
Shareholders
Shareholders
Financing
Financing
Purchase of goods and
services
Financing (Note 14)
Financing (Note 14)
Purchase of goods and
services
Board and Officers
Purchase of goods and
services
Board and Officers
Financing - Convertible Notes
(Note 14)
Purchase of goods and
services
Key Management Personnel

Controlled by Owen Kenney
President & CEO
Chief Administrative Officer and
Director
Key Management Personnel
Chief Financial Officer
Key Management Personnel
Director
Key Management Personnel
Director
Key Management Personnel
Director
Key Management Personnel
Director
Key Management Personnel
Timothy McCunn is a senior partner at Purchase of goods and
the law firm
services

Refer to Note 21 of the Consolidated Financial Statements for detailed disclosures on related party
transactions during the year ended December 31, 2018 and the period from August 4, 2017 to December
31, 2017.
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PROPOSED MERGERS AND ACQUISITIONS
None other than the pending amalgamation with Mercal and LiveWell as disclosed in the Company
Overview section of this MD&A.
Based on the proposed term of the amalgamation, Mercal shareholders will own approximately 2.37% of
LiveWell on a fully diluted basis.

ACCOUNTING MATTERS
Critical Accounting Estimates
The Consolidated Financial Statements include certain amounts that are inherently uncertain and
judgmental in nature. As a result, management is required to make assumptions and best estimates in
order to determine the reported values. We consider an accounting estimate to be critical if: (1) it requires
that significant assumptions be made in order to deal with uncertainties; and (2) changes in the estimate
could have a material impact on our results of operations, financial condition or liquidity.
At December 31, 2018, we believe that the material items requiring such subjective and complex estimates
are as follows:
•
•
•
•
•
•

Biological assets
Inventory
Business Combinations and Reverse Takeover
Share-based compensation
Estimated useful lives and depreciation and amortization for property, plant & equipment
Valuation of deferred tax asset

Refer to Note 4 and Note 5 of the Consolidated Financial Statements for further details. We believe that
the amounts included in these financial statements reflect management’s best judgment. However, factors
including, without limitation, those noted under “Risks and Uncertainties” below could cause actual events
or results to differ materially from our underlying assumptions and estimates. Accordingly, this could lead
to a material adverse impact on our results of operations, financial condition and/or liquidity.

Changes in Accounting Policies Including Initial Adoption
Please see the table below for the new accounting standards that we adopted for the year ended December
31, 2018 and those that we would be adopting in the next year ended December 31, 2019:

Accounting Standards
Adoption Date for Vitality
IFRS 15 - Revenue from contracts with customers
January 1, 2018
IFRS 2 - Share based payments (amended)
January 1, 2018
IFRS 9 - Financial instruments
January 1, 2018
IFRS 16 - Leases
January 1, 2019
IFRIC 23 - Uncertainty over income tax treatments
January 1, 2019
Refer to Note 3 of the Consolidated Financial Statements for further details on the above mentioned new
accounting standards.
Vitality CBD Natural Health Products Inc.
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FINANCIAL INSTRUMENTS AND OTHER INSTRUMENTS
Refer to Notes 3(s), 15 and 20 of the Consolidated Financial Statements for disclosure relating to Vitality’s
financial instruments and financial risk management objectives and policies.

CONFLICTS OF INTEREST
Vitality’s directors and officers may serve as directors or officers, or may be associated with other reporting
companies, or have significant shareholdings in other companies. To the extent that such other companies
may participate, the directors and officers of LiveWell may have a conflict of interest in negotiating and
concluding on terms with respect to the transaction. If a conflict of interest arises, Vitality will follow the
provisions of the Canada Business Corporations Act (“CBCA”) that address conflicts of interest. The CBCA
requires each director and officer to disclose in writing (or request to have entered in the minutes of the
board meeting) the nature and extent of the director’s or officer’s interest in a material contract or
transaction, whether made or proposed, with Vitality. The CBCA further requires such a director to refrain
from voting on a resolution to approve the contract or transaction except in narrow circumstances set out
in the CBCA. In all circumstances, the directors and officers of Vitality are required to act honestly, in good
faith, and in the best interest of Vitality.

RISKS AND UNCERTAINTIES
Vitality is pursuing commercial business activities in hemp that encompass the biotechnology and
agricultural industries and accordingly Vitality is exposed to a number of risks and uncertainties
that are not uncommon to other companies in the same business. Vitality is in the process of
ramping up its production capabilities and is expected to have ongoing revenue from operations.
However, Vitality continues to have limited capital resources and relies significantly upon the
upcoming merger with LiveWell as well as sale of its common shares to finance its operations and
new investments.
The risks and uncertainties below are not the only ones facing Vitality. Additional risk and
uncertainties not presently known to us or that we currently consider immaterial may also impair
our business operations. If any of the following risks occur, our business may be harmed and its
financial condition and results of operations may suffer significantly. In that event, the valuation of
Vitality’s common shares could decline, and an investor may lose all or part of his, her or its
investment. Accordingly, potential investors are strongly recommended to consult an independent
financial advisor before deciding to invest in Vitality.
Risks Related to the Company
•

Vitality’s transaction with LiveWell is subject to execution and conditions of a definitive agreement
setting out the terms of the merger between Vitality and LiveWell. There can be no assurance that all
of the necessary regulatory approvals will be obtained. The Transaction is also subject to the approval
by the shareholders of Vitality and LiveWell. While holders of 60% of the common shares of Vitality
and 29% of the common shares of LiveWell have agreed to exercise all rights in support of the
Transaction, there can be no assurance that the requisite shareholder approval will be obtained. If
the Transaction is not completed for any reason, we will have incurred significant costs associated
with the failed implementation of the Transaction.
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•

The activities of the Company are subject to regulation by governmental authorities, particularly under
the US Agricultural Act of 2018 (also known as the 2018 U.S. Farm Bill) and applicable state,
provincial and local laws. Achievement of Vitality’s business objectives are contingent, in part, upon
compliance with regulatory requirements enacted by governmental authorities and obtaining all
regulatory approvals, permits and licenses where necessary, for the cultivation, processing,
distribution, transport and sale of its products.

•

The hemp industry is a new industry, primarily in the U.S. and Vitality anticipates that regulations
governing the industry will be subject to change. The operations of Vitality will be subject to a variety
of laws, regulations, guidelines and policies relating to the manufacture, processing, import, export,
management, packaging/labelling, advertising, sale, transportation, storage and disposal of hemp
and hemp by-products but also laws and regulations relating to drugs, controlled substances, health
and safety, land use, the conduct of operations and the protection of the environment. Any changes
to such laws, regulations, guidelines and policies may have a material adverse effect on the business,
prospects, financial condition, results of operations and cash flows of Vitality.

•

Vitality is subject to a litigation filed by 21 farmers alleging non-payment of their dues. On February 1,
2019, the Montana Department of Agriculture has suspended our 2019 Montana Commodity Dealer
license. This suspension prohibits Vitality from entering into any new contracts with Montana
producers. While we expect the Department of Agriculture will lift our suspension upon full payment
to farmers, there is no assurance that we will have the capital to repay timely prior to the grow season,
if any.

•

Vitality also received a claim by Terpene Bio Tech Ltd. alleging breach of a joint venture agreement
based on a letter of intent signed in 2017. While we believe the claim by Terpene Bio Tech Ltd. has
no merit, we may incur significant legal fees to defend ourselves.

•

Vitality believes that the hemp industry is highly dependent upon consumer perception regarding the
safety, efficacy and quality of the hemp produced. Consumer perception of Vitality products can be
significantly influenced by scientific research or findings, regulatory investigations, litigation, media
attention and other publicity regarding the consumption of hemp products. There can be no assurance
that future scientific research, findings, regulatory proceedings, litigation, media attention or other
research findings or publicity will be favourable to the hemp market or any particular product, or
consistent with earlier publicity. Further, adverse publicity reports or other media attention regarding
the safety, efficacy and quality of cannabis in general, or Vitality’s products specifically may also
impact the Company’s reputation.

•

Vitality faces competition from other cultivators, producers and sellers and may face increased
competition from such competitors and potential other competitors as the hemp industry matures.
Increased competition from larger and/or better-financed competitors could have a material adverse
effect on the business, prospects, financial condition, results of operations and cash flows of Vitality.
In addition, there may be pressure for industry consolidation creating larger companies with increased
scope. Vitality will require continued investment in research and development, marketing, sales and
client support efforts to remain competitive. Vitality may not have sufficient resources to meet such
investment needs which could materially adversely affect the business, prospects, financial condition,
results of operations and cash flows of Vitality.

•

Vitality’s business involves the growing of cannabis and hemp, each an agricultural product. Such
business is subject to the risks inherent in any agricultural business, such as insects, plant diseases,
shortage of qualified labour and similar agricultural risks. Although Vitality will be taking all steps to
minimize these risks, there can be no assurance that natural elements or labour issues will not have
a material adverse effect on any such future production, the business, prospects, financial condition,
results of operations and cash flows of Vitality.

•

Vitality has yet to generate a cash profit from its operations and has significant cash operating losses
since inception. Vitality is therefore subject to many of the risks common to early-stage enterprises,
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including limitations with respect to personnel, financial, and other resources and lack of significant
revenues. There is no assurance that Vitality will be successful in achieving a return on shareholders’
investment from the operations of Vitality and the likelihood of success must be considered in light of
the early stage of operations.
•

There are risks associated with Vitality’s growth strategy, and such strategies may not succeed, as
they can be adversely affected by a variety of factors, including some that are discussed elsewhere
in these risk factors as well as delays in obtaining, or conditions imposed by, regulatory approvals
and quality control and health concerns. As a result, there is a risk that Vitality may not have the
capacity to meet customer demand or to meet future demand when it arises. If Vitality cannot manage
growth effectively it may have a material adverse effect on its business, prospects, financial condition,
results of operations and cash flows.

•

Rapidly changing markets, technology, emerging industry standards and frequent introduction of new
products characterize Vitality’s business. The introduction of new products embodying new
technologies, including new manufacturing processes, and the emergence of new industry standards
may render Vitality’s hemp products obsolete, less competitive or less marketable. may be unable to
anticipate changes in its potential customer requirements that could make Vitality’s existing
technology obsolete. Vitality’s success will depend, in part, on its ability to continue to enhance its
existing technologies, develop new technology that addresses the increasing sophistication and
varied needs of the market and respond to technological advances and emerging industry standards
and practices on a timely and cost-effective basis. This may have a material adverse effect on the
business, prospects, financial condition, results of operations and cash flows of Vitality.

•

As some of Vitality’s products are designed to be ingested or absorbed by humans, Vitality faces a
risk of exposure to product liability claims, regulatory action and litigation if its products are alleged to
have caused significant loss or injury. There can be no assurance that Vitality will be able to obtain
or maintain product liability insurance on acceptable terms or with adequate coverage against
potential liabilities. Such insurance is expensive and may not be available in the future on acceptable
terms, or at all. The inability to obtain sufficient insurance coverage on reasonable terms or to
otherwise protect against potential product liability claims could prevent or inhibit the
commercialization of Vitality’s potential products.

•

Manufacturers of products are sometimes subject to the recall or return of their products for a variety
of reasons, including product defects, such as contamination, unintended harmful side effects or
interactions with other substances, packaging safety and inadequate or inaccurate labelling
disclosure. If any of Vitality’s hemp products are recalled due to an alleged product defect or for any
other reason, Vitality could be required to incur the unexpected expense of the recall and any legal
proceedings that might arise in connection with the recall. This might also impact future sales of the
Company.

•

Vitality’s operations are subject to environmental regulation in the various jurisdictions in which it
operates. These regulations mandate, among other things, the maintenance of air and water quality
standards and land reclamation. They also set forth limitations on the generation, transportation,
storage and disposal of solid and hazardous waste. There is no assurance that future changes in
environmental regulation, if any, will not adversely affect Vitality’s operations. Government approvals
and permits are currently, and may in the future be, required in connection with Vitality’s operations.
To the extent such approvals are required and not obtained, Vitality may be curtailed or prohibited
from its proposed production of hemp or from proceeding with the development of its operations as
currently proposed.

•

Given Vitality’s limited history, there is no assurance that Vitality can generate sufficient revenues to
operate profitably, or provide a return on investment, or that it will successfully implement its plans.

•

Vitality will be required to obtain additional financing in order to achieve its planned business
objectives. The ability of Vitality to arrange such financing in the future will depend in part upon
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prevailing capital market conditions, as well as upon the business success of Vitality. There can be
no assurance that Vitality will be successful in its efforts to arrange additional financing, or that such
financing will be available on terms satisfactory to Vitality.
•

Vitality may be subject to growth-related risks including capacity constraints and pressure on its
internal systems and controls. The ability of Vitality to manage growth effectively will require it to
continue to implement and improve its operational and financial systems and to expand, train and
manage its employee base. The inability of Vitality to deal with this growth may have a material
adverse effect on Vitality’s business, financial condition, results of operations and prospects.

•

Vitality will depend on the business and technical expertise of its management team and there is little
possibility that this dependence will decrease in the near term. Vitality’s success will depend in large
measure on certain key personnel. The loss of the services of such key personnel may have a
material adverse effect on Vitality’s business, financial condition, results of operations and prospects.

•

While cannabis use has been legalized for both recreational and medical use in Canada, it remains
illegal in many jurisdictions around the world including remaining federally illegal in the United States.
Post Vitality and LiveWell’s merger if the merged entity decides to have activities related to cannabis
in Canada, there is a risk that such other jurisdictions may implement laws or policies that prohibit
entry into their country of any person involved in the cannabis industry. If such a law or policy were
implemented in a jurisdiction in which the Issuer does, or seeks to do, business, it could have a
material adverse impact on the Issuer.

•

From time to time, Vitality may enter into transactions to acquire assets or the shares of other
organizations or seek to obtain additional working capital. These transactions may be financed in
whole or in part with debt, which may increase Vitality’s debt levels above industry standards for
companies of similar size. Depending on future plans, Vitality may require additional equity and/or
debt financing that may not be available or, if available, may not be available on terms favourable to
Vitality. The level of Vitality’s indebtedness from time to time could impair its ability to obtain additional
financing on a timely basis to take advantage of business opportunities that may arise. The inability
of Vitality to service its debts as required may have a materially adverse impact on the results and
operations of Vitality.

•

The success of Vitality’s business will depend on a large number of both hourly and salaried
employees. Changes in the general conditions of the employment market could affect the ability of
Vitality to hire or retain staff at current wage levels. The occurrence of either of these events could
have an adverse effect on Vitality’s results of operations.

•

New initiatives may be introduced from time to time in order to grow Vitality’s business. Initiatives
such as entering new markets or introducing and improving related products and services have the
potential to be accretive to Vitality’s business when the opportunity is accurately identified and
executed. There can be no assurance that Vitality identifies new strategies that are accretive to the
business or that it is successful in implementing such initiatives.

•

Given the fast pace environment in the emerging hemp and cannabis industry, Vitality's business
plan and strategies may change in the short-term.

•

The price of production, sale and distribution of hemp will fluctuate widely due to, among other factors,
how young the cannabis industry is and the impact of numerous factors beyond the control of the
Corporation including international, economic and political trends, expectations of inflation, currency
exchange fluctuations, interest rates, global or regional consumptive patterns, speculative activities
and increased production due to new production and distribution developments and improved
production and distribution methods.

•

Our directors, officers and principal shareholders together control a large percentage of Vitality’s
issued and outstanding common shares and therefore collectively they are in a position to influence
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the shareholder voting results at a special meeting, which might include matters that could delay or
prevent a change in control of Vitality. We may not be able to effectively manage Vitality’s growth and
operations, which could materially and adversely affect Vitality’s business.
•

Vitality is dependent on service contracts with farmers whereby farmers agree to grow and harvest
hemp for Vitality; breaches by and disputes with farmers may adversely affect Vitality’s operations.

•

Given the new and emerging hemp industry in the US, the size of Vitality’s addressable market is
difficult to quantify, and therefore investors should rely on their own estimates on the accuracy of
the market data.

•

The cultivation of hemp involves reliance on third party transportation which could result in supply
delays, reliability of delivery and other related risks.

•

We are reliant on key inputs, such as water and utilities, and any interruption of these services
could have a material adverse effect on Vitality’s finances and operation results.

•

We may be liable for fraudulent or illegal activity by our employees, contractors, and consultants
resulting in significant financial losses to claims against Vitality.

•

We are reliant on information technology systems and therefore we may be subject to damaging
cyber-attacks.

•

We may be subject to breaches of security at our facilities, or in respect of electronic documents
and data storage, and may face risks related to breaches of applicable privacy laws.

Additional Information
Additional information related to Vitality is available for view on our corporate website at
https://vitalitynaturalhealthllc.com/.
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MERCAL CAPITAL CORP.
MANAGEMENT’S DISCUSSION AND ANALYSIS
December 31, 2018
This Management’s Discussion and Analysis (“MD&A”) of the financial condition and results of operations of
Mercal Capital Corp. (“Mercal” or the “Company”) for the year ended December 31, 2018 is prepared as of June
22, 2019, and is derived from, and should be read in conjunction with the audited financial statements for the year
ended December 31, 2018, including the accompanying notes. The financial statements have been prepared in
accordance with International Financial Reporting Standards (“IFRS”) and are reported in Canadian dollars. This
MD&A provides information on the operating activities, performance and financial position of the Company and
is intended to assist in understanding the dynamics of the Company’s business and key factors underlying its
financial results.
Continuous disclosure documents, including the Company’s press releases and quarterly reports are found on
SEDAR at www.sedar.com.

FORWARD-LOOKING STATEMENTS
This MD&A contains “forward-looking statements” which may include, but are not limited to, statements with
respect to the future financial or operating performance of the Company. Often, but not always, forward-looking
statements can be identified by the use of words such as “plans”, “expects”, “is expected”, “budget”, “scheduled”,
“estimates”, “forecasts”, “intends”, “anticipates” or “believes” or variation (including negative variations) of such
words and phrases, or statements that certain actions, events or results “may”, “could”, “would”, “might” or “will”
be taken, occur or to achieve. Forward-looking statements are based on the reasonable assumptions, estimates,
analysis and opinions of management made in light of its experience and perception of trends, current conditions
and expected developments, as well as other factors that management believes to be relevant and reasonable at
the date that such statements are made. Forward-looking statements involve known and unknown risks,
uncertainties, assumptions and other factors that may cause actual results, performance or achievements of the
Company to be materially different from any future results, performance or achievements expressed or implied
by the forward-looking statements. Such factors include, but are not limited to, the factors discussed in the section
entitled “Risk Factors”. Although the Company has attempted to identify important factors that could cause
actions, events or results to differ materiality from those described in the forward-looking statements, there may
be other factors that cause actions, events or results to differ from those anticipated, estimated or intended.
Forward-looking statements contained herein are made as at the date of the MD&A. There can be no assurance
that forward-looking statements will prove to be accurate, as actual results and future events could differ
materially from those anticipated in such statements. Accordingly, readers should not place undue reliance on the
forward-looking statements. The Company does not undertake to update any forward-looking statements except
as required by applicable securities laws.

BUSINESS OVERVIEW
Mercal Capital Corp. was incorporated under the Canada Business Corporations Act on August 31, 2015 and is
classified as a Capital Pool Company [“CPC”] as defined in Policy 2.4 of the TSX Venture Exchange Inc. [the
“Exchange”]. The Company has not commenced commercial operations and its only asset is cash and cash
equivalents. The Company proposes to identify and evaluate potential acquisitions or businesses, and once
identified and evaluated, to negotiate a transaction subject to receipt of regulatory and, if required, shareholders’
approval. The purpose of such a transaction is to satisfy the related conditions of a qualifying transaction under
the Exchange rules [the “Qualifying Transaction”].

Where a Qualifying Transaction is warranted, additional funding may be required. The ability of the Company
to fund any potential future operations and commitments could be dependent upon the ability of the Company to
obtain additional financing. There is no assurance that the Company will identify a business or asset that warrants
acquisition within the time limitations permissible under the policies of the Exchange, at which time the Exchange
may suspend or de-list the Company’s shares from trading.
On May 9, 2016, the Company completed its initial public offering for total gross proceeds of $500,000 through
the issuance of 5,000,000 common shares at a price of $0.10 per share. In connection with the offering, the
Company granted the financing agents 500,000 broker warrants entitling the holder to purchase common shares
of the Company at a price of $0.10 per share at any time up to May 9, 2018.
On June 24, 2016, the Company entered into a letter of intent with Folia Biotech Inc. (“Folia”) to complete a
business combination whereby all the issued and outstanding securities of Folia will be exchanged for securities
of the Company. This business combination with Folia was intended to constitute the Qualifying Transaction of
the Company. On December 13, 2017, the Company entered into a loan agreement with Folia whereby the
Company provided Folia a $225,000 loan by way of a secured promissory note bearing interest of 15% per annum
due May 1, 2018. Under the terms of the agreement, the interest rate was increased to 25% per annun effective
May 1, 2018. On February 15, 2018, the Company terminated its agreement with Folia to complete a business
combination. In connection with the terms and conditions of the termination agreement, the principal amount
owing under the loan agreement of $225,000 plus any accrued interest owing on the promissory note will mature
on December 31, 2018. As Folio is unable to repay the loan, the Company has made a provision for the entire
amount of the loan receivable from Folia at December 31, 2018.
On February 22, 2018, the Company entered into a new arm’s length agreement with Vitality Natural Health
Products Inc. (“Vitality”) [formerly Serenity CBD Canada Inc.] to complete a business combination whereby all
the issued and outstanding securities of Vitality will be exchanged for securities of the Company. The Company
intends that this proposed transaction with Vitality is intended to constitute the Qualifying Transaction of the
Company. On April 29, 2018, the Company and Vitality entered into an amending agreement whereby the
termination date has been extended from April 30, 2018 to July 31, 2018. On July 8, 2018, the Company entered
into a second amending agreement with Vitality whereby the termination date was extended to September 30,
2018. A On September 19, 2018, the Company entered into a third amending agreement with Vitality whereby
the termination date was extended to March 31, 2019. Subject to Regulatory approval and satisfying certain other
conditions, the Company will acquire all of the issued and outstanding securities of Vitality by issuing
corresponding securities of the Company to the security holders of Vitality Natural Health Products Inc. Under
the terms of the Merger Agreement, the shareholders of Vitality Natural Health Products Inc will transfer all the
issued and outstanding securities of Vitality in exchange for securities of the Company. The number of shares of
the Company to be issued will be determined prior to the execution of the Share Exchange Agreement.
In accordance with the TSXV Capital Pool Program regulations, companies are required to complete their
Qualifying Transaction within 24 months from the date of listing. The deadline for Mercal to complete the
Qualification Transaction was August 24, 2018. On October 11, 2018, the shareholders of Mercal approved the
transfer of the Common Shares of the Company from the TSXV board onto the NEX board. Furthermore, the
shareholders approved the cancellation an aggregate of 1,100,000 Seed Shares (as defined by the TSX Venture
Exchange) held by Non-Arm’s Length Parties of the CPC upon the listing on NEX. On November 12, 2018, the
Company announced the completion of the transfer of Common Shares to the NEX board and the cancellation of
1,100,000 Common shares.
On December 7, 2018, Mercal announced that it was no longer proceeding with the Qualifying Transaction and
effective November 13, 2018, Mercal transferred to NEX. Instead of proceeding with the Qualifying Transaction,
the Letter of Intent has been amended such that Mercal shall delist from the NEX board of the TSXV and Vitality
will merge with Mercal in consideration of the issuance to Mercal shareholders of a certain number of common
shares in the capital of Vitality (the “Amended Letter of Intent”), in the same proportion (subject to the dilutive
effect of financings, stock option issuances and other transactions completed by Vitality which have diluted all
the shareholders of Vitality equally on a pro-rata basis.) as expressed in the initial Letter of Intent. This
transaction will be consummated simultaneously with the acquisition of Vitality by LiveWell Canada Inc.
(“LiveWell”) via a three-way cornered amalgamation (collectively the “Amalgamation”). This Amalgamation
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will result in a reverse takeover by Vitality as Vitality shareholders will own approximately 83% of the total
outstanding and issued common shares of the combined companies. LiveWell and Mercal shareholders will own
approximately 15% and 2%, respectively, of the combined companies.
The Amalgamation was approved at the shareholders’ meetings of Vitality, Mercal and LiveWell held on April
5, 2019, April 10, 2019, and April 11, 2019, respectively. At the LiveWell’s shareholders meeting, shareholders
also approved changing the parent company name to Eureka 93 Inc. (“Eureka93”) and a share consolidation of
15 to 1.
The Amalgamation closed on April 24, 2019, resulting in Mercal shareholders receiving 0.27 common share of
Eureka93 for each common share of Mercal, on a post share consolidation basis. No fractional shares of Eureka93
was issued. Effective April 24, 2019, the Board of Directors comprise: Mike Mueller, David Rendimonti, Steven
Archambault, Patrick McGrade, and Robert Leaker.
Overall Performance
As at December 31, 2018, the Company has incurred an accumulated deficit of $632,057 since incorporation. In
light of the Amalgamation, the Company is a wholly-owned subsidiary and it is not expected to have further
activities.
Results of Operations
For the year ended December 31, 2018 and 2017, the Company generated no revenue and had a net loss of
$187,709 and $357,930, respectfully. The expenses incurred during these periods consisted primarily of
professional fees, listing fees and bad debt expense. Loss per share for the year ended December 31, 2018 and
2017 were $0.02 and $0.05, respectfully. The Company has recorded a bad debt expense in the for the year equal
to the amount of interest income earned on the loan to Folia Biotech Inc.
Liquidity and Capital Resources
As at December 31, 2018, the Company had cash and cash equivalents of $48,722 and working capital deficit of
$134,322. The Company’s capital was in a deficit position as a result of the accumulated losses of $632,057,
offsetting the $415,273 share capital and $82,184 share-base reserve.
As a result of the Amalgamation, the capital deficit is no longer an issue.

SUMMARY OF OUTSTANDING SHARES AND DILUTIVE INSTRUMENTS
During 2018, the Company had the following share transactions:
• On May 9, 2018, the financing agent exercised 375,000 of the outstanding broker warrants for total
consideration of $37,500.
• On November 12, 2018, the Company cancelled 1,100,000 Common Shares as a result of transferring to
the NEX board
At December 31, 2018, the Company’s total issued and outstanding common shares were 6,975,000.
On April 24, 2019, all the outstanding common shares were transferred to Eureka93 as part of the Amalgamation.
In return, the Company shareholders received 0.27 common share of Eureka93 for each common share of the
Company.
Financial Instruments
Refer to Note 7 of the Company’s audited financial statements for the year ended December 31, 2018.
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OFF-BALANCE SHEET ARRANGEMENTS
The Company has no off-balance sheet arrangements that would require disclosure.

CRITICAL ACCOUNTING ESTIMATES
The preparation of financial statements in conformity with International Financial Reporting Standards requires
management of the Corporation to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amount of expenses during the reported period. Actual results could differ from these estimates. Significant
estimates are used when accounting for items and matters such as accrued liabilities, deferred income taxes and
the fair value of share-based compensation expense or other amounts pursuant to the Corporation’s significant
accounting polices.

TRANSACTIONS WITH RELATED PARTIES
The Company incurred legal fees to a law firm whereby a Director of the Company is a partner. Total fees and
disbursements incurred by the Company for services provided by the law firm during the year ended December
31, 2018 were $132,851 (2017 - $62,881) [including HST], of which was charged to professional fees and filing
and listing fees. As at December 31, 2018, the amount owing to the law firm reported in accounts payable and
accrued liabilities was $170,170 (2017 - $55,734).

CAPITAL MANAGEMENT
The Company’s objective when managing capital is to maintain its ability to continue as a going concern in order
to provide returns for shareholders and benefits for other stakeholders.
The Company primary objective with respect to its capital management is to ensure that it has sufficient cash
resources to fund the identification and evaluation of potential acquisitions. To secure the additional capital
necessary to pursue these plans, the Company may attempt to raise additional funds through the issuance of equity
or by securing strategic partners.
As a result of the Amalgamation, capital management will be done by Eureka93 going forward.

RISK FACTORS
No longer relevant as today it is a dormant wholly-owned subsidiary of Eureka93.

NEW IFRS STANDARD ADOPTED
Refer to Note 2 of the Company’s audited consolidated financial statements for its year ended December 31,
2018.

NEW AND REVISED IFRS IN ISSUE BUT NOT EFFECTIVE
Refer to Note 2 of the Company’s audited consolidated financial statements for its year ended December 31,
2018.

ADDITIONAL INFORMATION
Additional information related to the Company’s parent, Eureka93, is available for view on Eureka93’s website
at www.eureka93.com and through its public filings on SEDAR.
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APPENDIX “K”
STATEMENT OF EXECUTIVE COMPENSATION FOR THE YEAR ENDED
DECEMBER 31, 2018

96
28023156.3

EUREKA 93 INC.
Form 51-102F6V
STATEMENT OF EXECUTIVE COMPENSATION
(for the year ended December 31, 2018)
GENERAL
If a term is used in this form but is not defined in this section, refer to subsection 1.1(1) of the Instrument or
to National Instrument 14-101 Definitions.
In this form,
“company” means Eureka 93 Inc.;
“compensation securities” includes stock options, convertible securities, exchangeable securities and
similar instruments including stock appreciation rights, deferred share units and restricted stock units
granted or issued by the company or one of its subsidiaries for services provided or to be provided, directly
or indirectly, to the company or any of its subsidiaries;
“named executive officer” or “NEO” means each of the following individuals:
(a)

each individual who, in respect of the company, during any part of the most recently completed
financial year, served as chief executive officer, including an individual performing functions
similar to a chief executive officer;

(b)

each individual who, in respect of the company, during any part of the most recently completed
financial year, served as chief financial officer, including an individual performing functions
similar to a chief financial officer;

(c)

in respect of the company and its subsidiaries, the most highly compensated executive officer
other than the individuals identified in paragraphs (a) and (b) at the end of the most recently
completed financial year whose total compensation was more than $150,000, as determined in
accordance with subsection 1.3(5), for that financial year;

(d)

each individual who would be a named executive officer under paragraph (c) but for the fact that
the individual was not an executive officer of the company, and was not acting in a similar
capacity, at the end of that financial year;

“plan” includes any plan, contract, authorization, or arrangement, whether or not set out in any formal
document, where cash, compensation securities or any other property may be received, whether for one or
more persons;
“underlying securities” means any securities issuable on conversion, exchange or exercise of
compensation securities.
The Company’s Common shares are listed on the Canadian Securities Exchange under the stock symbol “LVWL”.
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DIRECTOR AND NAMED EXECUTIVE OFFICER COMPENSATION
The following table of compensation, compensation securities, provides a summary of the compensation paid to NEOs
and directors of Eureka93 for the three completed financial years ended December 31, 2018, and 2017 (in CAD).

Name and Principal Position
David Rendimonti

Year

Salary,
Consulting
Fees
($)

Value of
perquisites
Bonus

(8)

Total

($)

($)

($)

(1)

2018

216,423

-

2017

30,000

2016

-

-

2018

172,987

60,000

2017

62,218

20,000

2016

24,000

-

2018

133,509

60,000

2017

28,795

20,000

2016

-

-

2018

193,114

-

2017

-

-

-

-

2016

-

-

-

-

2018

5,000

-

-

5,000

2017

20,000

-

-

20,000

2016

-

-

-

-

2018

167,923

-

2017

-

-

-

2016

-

-

-

-

2018

216,000

6,000

-

222,000

2017

60,000

-

-

60,000

2016

-

-

-

-

President & CEO
and Director

15,000

10,277

226,700

-

45,000

-

-

Seann Poli (2)
(former co-CEO and
Director)

13,857
4,001

246,844
86,219
24,000

Walid (Peter) Abboud (3)
(former co-CEO and
Director)

13,857
17,707

207,366
66,502
-

Steven Archambault (4)
Chief Financial Officer and
Chief Administrative Officer

9,306

202,420

Peter Ostapchuk (5)
(former Chief Financial
Officer)

Robert Leaker (6)
Chief Science and Innovation
Officer

Timothy McCunn (7)

9,277

177,200

Chairman of the Board
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Lawrence Cannon

2018

45,143

-

-

45,143

2017

-

-

-

19,940

2016

-

-

-

-

2018

-

-

-

-

2017

-

-

-

-

2016

-

-

-

-

-

-

-

Director

Hugh Notman
Director

Paul Smith

2018

Director

2017

-

-

-

-

2016

-

-

-

-

-

Notes
(1)
(2)

(3)

(4)
(5)

(6)
(7)
(8)

In September 2017, Mr. Rendimonti agreed to serve as our President. The consulting fee was set at CAD $10,000 per month. Starting
on April 1, 2018, Mr. Rendimonti became a full-time employee and his base salary was set at CAD $222,000.
On March 1, 2017, the Issuer entered an employment agreement with Mr. Poli for the Co-CEO role. Mr Poli's annual base salary was
set at CAD $350,000; however, in order to preserve liquidity during the start-up phase, Mr. Poli received a lower base salary during the
year ended December 31, 2017. On April 5, 2018, Mr. Poli changed roles to sole CEO. In April 2018, Mr. Poli entered an amended
and restated employment agreement and his base salary was adjusted to CAD $174,500. On October 5, 2018, Mr. Poli resigned as CEO
and was appointed Special Advisor to the Board.
On March 1, 2017, the Issuer entered an employment agreement with Mr. Abboud to retain his services as Co-CEO. In 2017, Mr.
Abboud's annual base salary was set at CAD $350,000; however, in order to preserve liquidity during the start-up phase, he received a
lower base salary during the year ended December 31, 2017. On April 5, 2018, Mr. Abboud changed roles to Special Advisor. In April
2018, Mr. Abboud entered an amended and restated employment agreement and his base salary was adjusted to $174,500. He was also
a co-founder and served as a director of the Board from inception to April 2019.
On January 22, 2018, the Issuer entered an agreement with Mr. Archambault to serve as its CFO. Mr. Archambault's annual salary was
initially CAD $140,000 and was subsequently adjusted to CAD $222,000 during 2018.
Effective August 23, 2017, the Issuer entered into a Statement of Work with Positive Venture Group Inc. ("PVG") to retain the services
of Peter Ostapchuk (Partner of PVG) as our virtual CFO for one business day per week. On December 6, 2017, Mr. Ostapchuk stepped
down as the CFO and was elected to serve as a director of our Board and Chair the Audit & Finance Committee. Mr. Ostapchuk resigned
from the Board on March 8, 2018.
In December 2017, Mr. Leaker agreed to serve as our Chief Science and Innovation Officer. The consulting fee was set at CAD $10,000
per month. Starting on April 1, 2018, Mr. Leaker became a full-time employee and his base salary was set at CAD $222,000.
On April 12, 2018, the Issuer entered an Officer Agreement with Mr. McCunn in which the Issuer agreed to pay a consulting fee of
$5,000 per day worked to Mr. McCunn.
Value of perquisites includes car allowance (Messrs. Rendimonti, Poli, Abboud, and Leaker) and health benefits (for Messrs. Poli and
Leaker). The value of the perquisites was based on actual cash outlay made by the Issuer.

Stock options and other compensation securities
The following table sets forth all compensation securities granted to each NEO or director during the financial year
ended December 31, 2018, on post share consolidation adjustment of 15 to 1. Amounts reflect the grant date fair value
of option awards granted in 2018, 2017 and 2016, calculated in accordance with IFRS, using the Black-Scholes option
pricing model. Refer to Note 19 of the Issuer’s audited financial statements for the years ended December 31, 2018
and 2017 for the key assumptions used in the Black-Scholes option pricing model – see Appendix A.

Compensation Securities

Name and Position
Steven Archambault
Chief Financial Officer and
Chief Administrative Officer
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Type of
compensation
security
Options

Number of
compensation
securities
89,029

% of Class
8.2%

Date of issue or
grant
January 22, 2018

Closing price of
Closing price of
security or
security or
underlying
Issue, conversion
underlying
security at
or Exercise price security on date of December 31, 2018
($)
grant ($)
($)
Expiry Date
6.45
6.45
11.10 January 22, 2023

The following table sets forth all compensation securities granted to each NEO or director as at the financial year
ended December 31, 2018.
Compe nsation Se curitie s

Name and Position
David Rendimonti
President and CEO

Type of
Numbe r of
compe nsat compe nsat
ion
ion
se curity
se curitie s
Options
142,447

% of
Class
13.1%

Date of issue or
grant
December 31, 2017

Closing price Closing price
of se curity or of se curity or
Issue ,
unde rlying
unde rlying
conve rsion
se curity on
se curity at
or Exe rcise
date of grant De ce mbe r 31,
price ($)
($)
2018 ($)
Expiry Date
6.45
6.45
11.10 December 31, 2022

Steven Archambault
Options
Chief Financial Officer
and Chief Administrative
Officer

89,029

8.2%

January 22, 2018

6.45

6.45

11.10 January 22, 2023

Robert Leaker
Chief Scientific and
Innovation Officer

Options

71,223

6.6%

December 31, 2017

6.45

6.45

11.10 December 31, 2022

Seann Poli
Director (formerly coCEO)

Options

71,223

6.6%

December 31, 2017

6.45

6.45

11.10 December 31, 2022

Walid (Peter) Abboud
Director (formerly coCEO)

Options

71,223

6.6%

December 31, 2017

6.45

6.45

11.10 December 31, 2022

T imothy McCunn
Chairman of the Board

Options

53,417
3,523

4.9%
0.3%

December 31, 2017
December 21, 2015

6.45
4.50

6.45
4.50

11.10 December 31, 2022
11.10 December 21, 2020

Lawrence Cannon
Director

Options

7,122

0.7%

December 31, 2017

6.45

6.45

11.10 December 31, 2022

Hugh Notman
Director

Options

3,523

0.3%

December 21, 2015

4.50

4.50

11.10 December 21, 2020

Exercise of compensation securities by NEOs and directors
None of the NEOs and directors have exercised stock options during the financial year ended December 31, 2018.
Stock option plans and other incentive plans
The Issuer grants stock options to employees, directors, officers, and consultants as compensation for services pursuant
to its Stock Option Plan (the “Plan”). Options issued pursuant to the Plan must have an exercise price greater than or
equal to the “Market Price” of the Issuer’s stock on the grant date less applicable discounts. Options have a maximum
expiry date of up to five years from the grant date and generally vest over three years, subject to immediate vesting in
the event of a change of control. Certain options may be granted in which vesting is based on achieving performance
milestones as defined by the Board. In 2018, the Board granted 46,733 options to the CFO subject to successful listing
on the TSX-V. In the event the option holder terminates employment with the Issuer prior to vesting, the unvested
options are immediately forfeited. Further the option holder has 90 days from termination date to exercise vested
options.
On April 11, 2019, the Issuer’s shareholders approved the Amended and Restated Stock Option Plan (the
“Amended Plan”). As a result, the aggregate number of Common Shares reserved for issuance under the Amended
Plan is a maximum of 14,464,862 Common Shares, representing 20% of the issued and outstanding common shares
as of date of the Vitality Combination (April 24, 2019).
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Employment and Other Agreements with NEOs
Except for Messrs. Poli, Abboud, and McCunn, the NEOs did not enter into formal executive employment agreements
in 2016 to 2018. The following table summarizes the key salient terms of their respective employment agreements in
force at December 31, 2018.
Annual
Bonus
Target as a
Base Salary /
% of Base
Consulting Fee
salary
Tim McCunn
Note 1
None
Seann Poli
$184,000
None
Peter Abboud
$184,000
None
(1) Consulting fee at a rate of $5,000 per day.

Vacation
Weeks
8 weeks
8 weeks
8 weeks

Monthly Vehicle
Allowance
$1,000
$1,000
$1,000

Monthly
Health
Allowance
$500
$500
$500

See “Termination and Change of Control Benefits” section for additional benefits in which Messrs. Poli, Abboud, and
McCunn entitled to.
During the first quarter of 2019, Messrs. Rendimonti, Archambault, and Leaker have entered executive employment
agreements with Eureka93, with a revised base salary adjusted retroactively to April 1, 2018. The following table
summarizes the key salient terms of their respective employment agreements.

David Rendimonti
Steven Archambault
Robert Leaker

Base Salary
$325,000
$250,000
$250,000

Annual
Bonus Target
as a % of
Base salary
100%
50%
100%

Vacation Weeks
6 weeks
6 weeks
4 weeks

Monthly Vehicle
Allowance
$2,000
$1,000
$1,000

We may also grant stock options to our NEOs under our long-term equity compensation plan (see below). We also
provide employment benefits generally made available to our NEOs.
The employment agreements also provide for three-month notice period in the event of voluntarily resignation, a 12
month non-competition provision (or 24 months in the case of a termination following a change of control), and a 12
month non-solicitation provision from the date of termination of the NEOs employment for any reason.
Termination and Change of Control Benefits
At December 31, 2018, in the event of termination without cause, Messrs. Rendimonti, Archambault and Leaker are
entitled to the following:
• Salary continuance of 12 months;
• Continuation of all benefits except for disability and life insurance which will terminate at the end of the
minimum notice period prescribed by the Employment Standards Act; and
• Pro-rated bonus equal to the greater of the NEO’s bonus target or the previous year’s bonus.
• Any unvested stock options will be immediately vested.
At December 31, 2018, in the event of termination without cause, Messrs. Poli, Abboud, and McCunn are entitled to
the following:
• Eight weeks of vacation;
• A lump sum payment equal to 24 months of the average monthly earnings (salary and bonus) over the twelvemonth period immediately preceding the date of termination, which payment is inclusive of all notice and
severance pay entitlements under the Employment Standards Act, Ontario (“ESA”);
• Continuation of benefits for the minimum notice period prescribed by ESA; and
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Any unvested stock options will be immediately vested.

The table below reflects estimates of the incremental amounts of compensation that would be paid to the NEOs and
Mr. McCunn in the event of their termination without cause, assuming such termination was effective as of December
31, 2018, based on employment agreements currently in effect.
NEO/Director
David
Rendimonti
Steven
Archambault
Robert Leaker
Tim McCunn
(1)
(2)
(3)

Option
Vesting (1)
$662,379

Salary
Payment
$325,000

Bonus
Payment
$325,000

Vacation
Weeks
$37,500

Continuation of
Benefits
$28,781

Total ($)
$1,378,660

$413,987

$250,000

$125,000

$28,846

$16,781

$834,614

$331,190
$271,649

$250,000
$276,000 (2)

$125,000
Nil

$28,846
$200,000 (3)

$16,840
$36,000

$781,876
$783,649

Based on the last closing price of CAD $0.74.
Based on actual consulting fee earned in 2018 and 2017.
Based on $5,000 daily rate for 8 weeks (40 business days)

If a “change of control” event is triggered as defined under their respective agreements, they are entitled to all of the
benefits listed above. In the event of a change of control in the 12-month period preceding a termination without cause,
Messrs. Rendimonti, Archambault, and Leaker’s salary continuation period will be increased to 24 months.
Effective January 21, 2019, Messrs. Poli and Abboud terminated their employment and entered into Minutes of
Settlement with Eureka93, which supersedes the above termination benefits. The following table summarizes the terms
of the Minutes of Settlements.

Severance payable in 24
instalments; however, upon
closing a $50 million
capital raise, 50% of the
remaining balance will
become due immediately
and the remaining balance
on January 31, 2020
Stock
options
–
immediately vested
Other

Seann Poli
$499,000

Peter Abboud
$499,000

71,226 options; exercisable at $6.45
each; intrinsic value of $331,200 at
December 31, 2018
Furniture and laptop – nominal value

71,226 options; exercisable at $6.45
each; intrinsic value of $331,200 at
December 31, 2018
Assumes ownership of corporate vehicle
and remaining car loan – nominal net
benefit

Messrs. Poli and Abboud have entered into a Mutual Release and Non-Disparagement Agreement with Eureka93.
See above “Employment and Other Agreements with NEOs” for executive employment agreements entered during
the first quarter of 2019.
External management companies
Eureka93 does not have any contract, agreements, plans or arrangements that provide payment for NEOs or directors
of external management companies.
Oversight and description of director and named executive officer compensation
The Issuer’s HR & Compensation Committee (the “Compensation Committee”) oversees and determines
compensation for directors and senior management. To determine compensation payable, the Compensation
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Oversight and description of director and named executive officer compensation
The Issuer’s HR & Compensation Committee (the “Compensation Committee”) oversees and determines
compensation for directors and senior management. To determine compensation payable, the Compensation
Committee reviews compensation paid for directors and senior management of companies of similar size and stage of
development in the cannabis sector, including payments to consultants doing the work instead, and determines an
appropriate compensation reflecting the need to provide incentive and compensation for the time and effort expended
by the directors and senior management, all while taking in to account the financial and other resources of the Issuer.
Elements of Compensation
The NEOs compensation consists of base salary and stock options. Given the start-up phase of Eureka93 in 2016 to
2018, the base salary for the NEOs was initially set below market to retain as much cash for operations [as possible].
The NEOs agreed to this arrangement with the mutual understanding that the base salary would be adjusted as
Eureka93 makes progress with capital and financial stability. To compensate for the lower base salary, the Board
granted significant stock options to the NEOs to incentivize and motivate them to deliver on business objectives. No
stock options were specifically linked to a performance objective except for the CFO’s options of 50,000 (adjusted
for share consolidation) granted in January 2018 which vested only upon a successful listing on the TSX-V. This
performance objective was achieved in June 2018 and therefore these options vested immediately on this day. The
vesting for the other options were set to be over three years, subject to immediate vesting in the event of a change of
control (as was the case with the Vitality Combination).
For 2016 to 2018, the Board did not establish compensation for the independent directors. As noted above, Eureka93
entered into an officer agreement with Mr. McCunn. Additionally, Eureka93 entered into a consulting agreement with
Mr. Cannon at a rate of $4,000 per month for advisory services.
During 2019, the Board intends to hire an external consulting firm to review and recommend appropriate, competitive
compensation plans for the NEOs and directors.
Compensation Policies and Risk Management
The Board of Directors considers the implications of the risks associated with Eureka93’s compensation policies and
practices when determining rewards for its NEOs.
Eureka93’s executive compensation is biased towards long-term ownership in the Corporation via its stock option
plan. As previously noted above in the summary compensation table, the NEOs total current compensation
significantly comprise of stock options which generally vest over three years. Accordingly, these stock options are
both long-term and “at risk” and therefore these are directly linked to the achievement of business results and the
creation of long-term shareholder value. As a result, it is unlikely an NEO would take inappropriate or excessive risks
at the expense of Eureka93 or its shareholders when their long-term compensation might be put at a risk from their
actions.
Due to the start-up phase of Eureka93, the Board of Directors did not establish a formal HR & Compensation
Committee in 2016 to 2018 as the Board was able to closely monitor and consider the risks which may be associated
with Eureka93’s compensation policies and practices. Risks, if any, may be identified and mitigated through regular
Board meetings during which financial and other information of Eureka93 are reviewed. For the year ended December
31, 2018, no risks have been identified arising from Eureka93’s compensation policies and practices that are
reasonably likely to have a material adverse effect on Eureka93.
Commencing in 2019, the Board of Directors will review at least once annually the risks, if any, associated with
Eureka93’s compensation policies and practices at such time.
Hedging of Economic Risks in Eureka93’s Securities
Eureka93 has not adopted a policy prohibiting directors and NEOs from purchasing financial instruments that are
designed to hedge or offset in market value of Eureka93’s securities granted as compensation or held, directly or
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indirectly, by the directors or officers. However, Eureka93 has an insider trading policy that prohibits trading securities
during blackout periods.
Option-Based Awards and Board Governance
On April 11, 2019, at the Annual and Special Meeting our shareholders approved the Amended and Restated Stock
Option Plan (the “2018 Option Plan”) in order to continue to attract and retain the best available talent and provide
additional incentives to directors, executives, employees, and consultants. The 2018 Stock Option Plan adjusts the
aggregate number of options to purchase Eureka 93 Common Shares, including any other share compensation
arrangement, up to 14,464,862, representing 20% of the issued and outstanding Eureka 93 Common Shares at the
closing of the share consolidation and Vitality Amalgamation.
Our Board of Directors has broad authority to administer the 2018 Option Plan, including the authority to select
eligible participants, determine the exercise price of options, term, restrictions and conditions applicable to each award.
Notwithstanding this authority, the 2018 Option Plan prohibits the issuance to any one individual within a 12-month
period of a number of shares exceeding 5% of the outstanding issue of Eureka93.
In determining the number of options to be granted to the NEO, the Board considers the potential value that each
optionee is contributing to Eureka93. Additionally, the Board takes into account the number of options, if any,
previously granted to each NEO, and the exercise price of any outstanding options to ensure that such grants are in
accordance with the policies of the CSE, and closely align the interests of the NEOs with the interests of shareholders.
As previously noted, during 2019 the Board plans to engage an independent consulting firm to perform a peer review
and benchmarking and provide recommendations to the Board for its NEOs and directors.
Annual Incentive Plan
Today, Eureka93 does not have any incentive plans for the NEOs in which compensation is triggered based on
achieving certain goals or similar conditions within a specified period. However, as a result of the Vitality
Combination, the Board intends to implement an incentive plan for the NEOs during 2019.
Pension Disclosure
The Issuer does not have a pension plan that provides for payments or benefits to the NEOs at, following, or in
connection with retirement.
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