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FORM 5 
 

QUARTERLY LISTING STATEMENT  

Name of Listed Issuer:                 Sunniva Inc.                   (the “Issuer”). 

Trading Symbol:  SNN   

This Quarterly Listing Statement must be posted on or before the day on which the 
Issuer’s unaudited interim financial statements are to be filed under the Securities Act, or, 
if no interim statements are required to be filed for the quarter, within 60 days of the end 
of the Issuer’s first, second and third fiscal quarters.  This statement is not intended to 
replace the Issuer’s obligation to separately report material information forthwith upon the 
information becoming known to management or to post the forms required by the 
Exchange Policies.  If material information became known and was reported during the 
preceding quarter to which this statement relates, management is encouraged to also 
make reference in this statement to the material information, the news release date and 
the posting date on the Exchange website. 

General Instructions 

(a) Prepare this Quarterly Listing Statement using the format set out below.  The 
sequence of questions must not be altered nor should questions be omitted or left 
unanswered.  The answers to the following items must be in narrative form.  When 
the answer to any item is negative or not applicable to the Issuer, state it in a 
sentence.  The title to each item must precede the answer. 

(b) The term “Issuer” includes the Listed Issuer and any of its subsidiaries. 

(c) Terms used and not defined in this form are defined or interpreted in Policy 1 – 
Interpretation and General Provisions. 

 
There are three schedules which must be attached to this report as follows: 
 

SCHEDULE A:  FINANCIAL STATEMENTS 
 
Financial statements are required as follows: 
 
For the first, second and third financial quarters interim financial statements prepared in 
accordance with the requirements under Ontario securities law must be attached. 
 
If the Issuer is exempt from filing certain interim financial statements, give the date of 
the exempting order. 
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SCHEDULE B:  SUPPLEMENTARY INFORMATION 
The supplementary information set out below must be provided when not included 
in Schedule A. 

 
1. Related party transactions 
 

Provide disclosure of all transactions with a Related Person, including those 
previously disclosed on Form 10. Include in the disclosure the following information 
about the transactions with Related Persons: 
 
(a) A description of the relationship between the transacting parties.  Be as 

precise as possible in this description of the relationship.  Terms such as 

affiliate, associate or related company without further clarifying details are 
not sufficient. 

(b) A description of the transaction(s), including those for which no amount has 
been recorded. 

(c) The recorded amount of the transactions classified by financial statement 
category. 

(d) The amounts due to or from Related Persons and the terms and conditions 
relating thereto. 

(e) Contractual obligations with Related Persons, separate from other 
contractual obligations. 

(f) Contingencies involving Related Persons, separate from other 
contingencies. 

 
Included in Schedule A, Note 17 & Schedule C 

 
2. Summary of securities issued and options granted during the period. 
 

Provide the following information for the period beginning on the date of the last 
Listing Statement (Form 2A): 
 
(a) summary of securities issued during the period, 
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Date of 

Issue 

 

Type of 

Security 

(common 

shares, 

convertible 

debentures, 

etc.) 

Type of Issue 

(private 

placement, public 

offering, exercise 

of warrants, etc.) 

 

 

 

 

 

 

 

Number 

 

 

 

 

 

 

 

Price 

 

 

 

 

 

 

Total 

Proceeds 

 

 

 

 

Type of 

Consideratio

n (cash, 

property, etc.) 

 

Describe 

relationship 

of Person 

with Issuer 

(indicate if 

Related 

Person) 

 

 

 

 

 

 

Commission 

Paid 

04/10/19 Common 

shares 

Conversion of 

convertible 

debentures 

27,764 $4.60 - 
Debt 

settlement 
Arm’s length - 

05/16/19 
Common 

shares 

Conversion of 

convertible 

debentures 

5,148 $4.60 - 
Debt 

settlement 
Arm’s length - 

05/24/19 
Common 

shares 

Conversion of 

convertible 

debentures 

103,135 $4.60 - 
Debt 

settlement 
Arm’s length - 

06/18/19 
Common 

shares 

Conversion of 

convertible 

debentures 

103,683  $4.60 - 
Debt 

settlement 
Arm’s length - 

04/17/19 
Common 

shares 
Option exercise 3,125 $3.40 $10,625 Cash Arm’s length - 

04/15/19 
Promissory 

notes 
Private placement 4,300,000 $1 $4,300,000 Cash 

Arm’s length: 

$3,300,000 

 

Related 

party: 

$1,000,000 

$165,100 

04/24/19 
Promissory 

notes 
Private placement 1,210,000 $1 $1,210,000 Cash Arm’s length $60,600 

         

 
 
 
(b) summary of options granted during the period, 

 

 
Included in Schedule A, Note 14h 
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Date 

 

 

Number 

 

Name of Optionee 

if Related Person 

and relationship 

 

Generic description 

of other Optionees 

 

 

Exercise Price 

 

 

Expiry Date 

 

Market 

Price on 

date of 

Grant 

       

       

       

 
3. Summary of securities as at the end of the reporting period.  
 

Provide the following information in tabular format as at the end of the reporting 
period: 
 
(a) description of authorized share capital including number of shares for each 

class, dividend rates on preferred shares and whether or not cumulative, 
redemption and conversion provisions, 
 
Included in Schedule A, Note 14 

 
(b) number and recorded value for shares issued and outstanding, 

 
Included in Schedule A, Note 14 

 
(c) description of options, warrants and convertible securities outstanding, 

including number or amount, exercise or conversion price and expiry date, 
and any recorded value, and 
 
Included in Schedule A, Notes 8 & 14 

 
(d) number of shares in each class of shares subject to escrow or pooling 

agreements or any other restriction on transfer. 
 

As of June 30, 2019, 5,316,431 common shares are held by the escrow 
agent pursuant the Escrow Agreements dated November 17, 2017 and 

December 28, 2018.  

 
4. List the names of the directors and officers, with an indication of the 

position(s) held, as at the date this report is signed and filed. 
 

Dr. Anthony Holler, Chairman, Chief Executive Officer and Director 
 Dave Lyle, Chief Financial Officer 

 Duncan Gordon, Chief Operating Officer 
 Kevin Wilkerson, President  
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Dr. Mark Kimmins, President, Natural Health Services Ltd. 
 Todd Patrick, Lead Director 

 Norm Mayr, Director 
 Michael Barker, Director 
 Ian Webb, Director 

 Luke Stanton, Director 
 
SCHEDULE C: MANAGEMENT DISCUSSION AND ANALYSIS 

 
Provide Interim MD&A if required by applicable securities legislation. 

 

Certificate of Compliance 

The undersigned hereby certifies that: 

1. The undersigned is a director and/or senior officer of the Issuer and has been 
duly authorized by a resolution of the board of directors of the Issuer to sign 
this Quarterly Listing Statement. 

2. As of the date hereof there is no material information concerning the Issuer 
which has not been publicly disclosed. 

3. The undersigned hereby certifies to the Exchange that the Issuer is in 
compliance with the requirements of applicable securities legislation (as such 
term is defined in National Instrument 14-101) and all Exchange Requirements 
(as defined in CNSX Policy 1). 

4. All of the information in this Form 5 Quarterly Listing Statement is true. 

 

Dated August 29, 2019 . 

 Dave Lyle  
Name of Director or Senior Officer 

 (Signed) “Dave Lyle”  
Signature 

Chief Financial Officer  
Official Capacity 
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Issuer Details 
Name of Issuer 

Sunniva Inc. 

For Quarter 
Ended 

June 30, 2019 

Date of Report 
YY/MM/D 
19/08/29 

Issuer Address 
 

1200 Waterfront Centre 
200 Burrard Street, PO Box 48600 
Vancouver, British Columbia 
V7X 1T2 
 
 

City/Province/Postal Code 
 
Vancouver, BC, V7X 1T2 
 

Issuer Fax No. 
N/A 

Issuer Telephone No. 
(858) 761-8414 

Contact Name 
Dave Lyle 
 

Contact Position 
CFO 

Contact Telephone No. 
(858) 761-8414 

Contact Email Address 
dlyle@sunniva.com 
 

Web Site Address 
www.sunniva.com 

 

  

http://www.sunniva.com/
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Schedule “A” 

Financial Statements 

[see attached] 

 

 
  



 

 

 

SUNNIVA INC. 

Condensed Interim Consolidated Financial Statements  

(Unaudited) 

For the three and six months ended June 30, 2019 and 2018  

(In Canadian Dollars) 

 



SUNNIVA INC. 
Condensed Interim Consolidated Statements of Financial Position (Unaudited) 
As at June 30, 2019 and December 31, 2018 
In thousands of Canadian dollars, except share amounts 

 

ASSETS Notes  June 30, 2019 December 31, 2018 

Current assets      

Cash and cash equivalents  $ 1,599 $ 2,141 

Restricted cash   -   337 

Accounts receivable 3  6,547  3,881 

Inventory 4  4,885  4,240 

Prepaid expenses and deposits   1,967  1,690 

Assets held-for-sale 5(a)  22,135  5,605 

Total current assets   37,133  17,894 

Non-current assets      

Deposits on leases and properties   1,239  1,538 

Property, plant and equipment 5  57,185  59,056 

Intangible assets 6  22,478  24,551 

Goodwill 6  21,939  22,281 

Total non-current assets   102,841  107,426 

Total assets  $ 139,974 $ 125,320 

LIABILITIES AND SHAREHOLDERS’ EQUITY        

Current liabilities       

Accounts payable and accrued liabilities  $ 12,038 $ 14,320 

Deferred revenue 11  731  515 

Short term loans 13   2,366  3,492 

Warrant liability 14(d)  -  392 

Lease liabilities 10  1,924  - 

Unsecured promissory notes 9  5,170  - 

Liabilities associated with assets held-for-sale 5(a)  6,500  - 

Provisions 12  57  441 

Total current liabilities   28,786  19,160 

Non-current liabilities       

Convertible debenture financing 8   21,548  8,319 

Lease liabilities 10  16,237  11,877 

      Deferred income taxes   385  951 

Total non-current liabilities   38,170  21,147 

Total liabilities   66,956  40,307 

Shareholders’ equity        

Share capital 14(b)  117,877  113,351 

Warrants 14(f)(g)  3,643  12,393 

Equity component of convertible debentures 8  12,596  1,286 

Contributed surplus   11,688  11,699 

Accumulated other comprehensive loss (gain)   707  2,507 

Deficit   (73,493)  (56,223) 

Total shareholders’ equity    73,018  85,013  

Total liabilities and shareholders’ equity  $ 139,974 $ 125,320  

Going concern (note 2A), Commitments and contingencies (note 19), Subsequent events (note 20) 

Approved on behalf of the Board of Directors: 
(Signed) “Anthony Holler”  (Signed) “Norm Mayr” 

Dr. Anthony Holler, Director  Norm Mayr, Director 



SUNNIVA INC. 
Condensed Interim Consolidated Statements of Loss and Comprehensive Loss (Unaudited) 
For the three and six months ended June 30, 2019 and 2018 
In thousands of Canadian dollars, except share amounts 

 

 
          

 

  

Three months ended 

June 30,  

Six months ended     

June 30, 

 Notes  2019   2018   2019   2018  

REVENUE  $ 5,349 $ 4,469 $ 19,539 $ 9,633 

COST OF GOODS SOLD   4,565  1,681  13,496  4,752 

GROSS MARGIN   784  2,788  6,042  4,881 

          

EXPENSES          

   Sales and marketing   2,528   101  3,333   226 

   General and administrative   6,463  4,853  11,726  10,286 

   Production facility costs   1,789  -  1,789  - 

   Share-based payments 14(h)  527  1,936  1,529  4,105 

   Amortization and depreciation   1,267  719  2,520  1,420 

   12,574  7,609  20,897  16,037 

          

Loss from operations   (11,790)  (4,821)  (14,855)  (11,156) 

Other (income) expenses          

   Fair value changes in derivative instruments 14(d)  -  (540)  455  328 

   Impairment on assets held-for-sale 5(a)  2,317  -  2,317  - 

   Gain on settlement of promissory note   -  -  -  (1,011) 

   Foreign exchange (gain) loss   21  183  154  126 

   Interest and other expenses   1,517  450  2,219  881 

Loss before income taxes   (15,645)  (4,914)  (20,000)  (11,480) 

          

Taxes          

Current tax   (299)  -  -  - 

Deferred tax recovery   (371)  (4)  (1,569)  (302) 

          

Net loss    (14,975)  (4,910)  (18,431)  (11,178) 

 

Other comprehensive income:          

Items that may be subsequently reclassified to 

earnings          

Unrealized foreign exchange (gain) loss on 

translation of foreign operation   1,481  (605)  1,800  (1,009) 

Comprehensive loss  $ (16,456) $ (4,305) $ (20,231) $ (10,169) 

 

Loss per share          

Basic and diluted loss per share (dollars)  $ (0.39) $ (0.16) $ (0.48) $ (0.38) 

Weighted average number of shares outstanding          

    Basic and diluted  38,837,427 31,666,028 38,543,064 29,544,426 



SUNNIVA INC. 
Condensed Interim Consolidated Statements of Changes of Equity (Unaudited) 
For the three and six months ended June 30, 2019 and 2018 
In thousands of Canadian dollars, except share amounts 

 

 

Note 
Number of 

shares 
Share 

capital Warrants 

Equity 
component of 

convertible 
debentures 

Contributed 
surplus 

Accumulated 
other 

comprehensive 
loss Deficit Total 

Balance at January 1, 2018  26,636,073 53,502 2,048 1,806 4,755  (263)  (27,549) 34,299 

Common shares issued in bought deals 14(f) 2,850,900 27,796   -    -    -    -    -  27,796 

Finders’ warrants converted into shares 14(c) 349,770 1,640   -    -  (440)   -    -  1,200 

Financing warrants converted into shares 14(d) 69,400 496   -    -    -    -    -  496 

Convertible debentures converted into shares 8 317,045 1,412   -  (307)   -    -    -  1,105 

FSD note converted into shares 14(b) 500,000 5,470   -    -    -    -    -  5,470 

Stock options converted into common shares 14(h) 215,625 1,181 -  -  (448) -  -  733 

Share-based payments 14(h) -  -  -  -  4,105 -  -  4,105 

Warrants converted into shares 14(e) 1,091,259 7,973 (2,048) -  -  -  -  5,028 

Warrants issued in bought deal 14(f)   -  (4,495) 5,195   -    -    -    -  700 

Share issuance costs 14(b)   -  (3,604)   -    -  -    -    -  (2,707) 

Comprehensive loss for the period  -  -  -  -  -  1,009 (11,178) (10,169) 

Balance at June 30, 2018  32,030,072 91,371 5,195  1,499 7,972 746 (38,727)  68,056 

Common shares issued in bought deals 14(f) 4,370,000 23,030 -  -  -  -  -  23,030 

Convertible debentures converted into shares 8 231,134 1,110 -  (213) -  -  -  897 

Stock options converted into common shares 14(h) 15,625 94 -  -  (41) -  -  53 

Share-based payments 14(h) -  -  -  -  4,142 -  -  4,142 

Forfeited options 14(h) -  -  -  -  (374) -  374 -  

Warrants issued in bought deals 14(f) -  (4,459) 5,223 -  -  -  -  764 

Acquisition of LTYR Logistics, LLC  1,436,949 3,692   -    -  -    -    -  3,692 

Warrants Issued in LTYR Logistics, LLC Acquisition  -  -  1,975   -  -    -    -  1,975 

Share issuance costs 14(b) -  (1,487)   -    -  -    -    -  (1,487) 

Comprehensive loss for the year  -  -    -    -  -  1,761 (17,870) (16,109) 

Balance at December 31, 2018  38,083,780 113,351 12,393 1,286 11,699 2,507 (56,223) 85,013 

Financing warrants converted into shares 14(d) 430,600 2,272 -  -  -  -  -  2,272 

Convertible debentures converted into shares 8 370,871 1,706   -  (361)   -  -    -    1,345 

Settlement of convertible debenture interest 8 84,625 254 -  -    -  -    -    254 

Equity component of convertible debentures 8 -   -  -    2,718   -  -    -    2,718 

Warrants issued with unsecured promissory notes 14(g) -   -  203   -  -  -  -  203 

Stock options converted into common shares 14(h) 25,000   150 -    -   (66) -    -    84 

Share-based payments 14(h) - -  -  -  1,529 -  -  1,529 

Forfeited options 14(h) -   -  -    -    (1,161) -    1,161   -  

Expiry of finders’ warrants 14(c) -   313 -    -    (313) -    -    -  

Share issuance costs 14(b) -   (169) -    -    -  -    -    (169) 

Comprehensive loss for the period  -   -  -    -    -  (1,800)   (18,431)   (20,231) 

Balance at June 30, 2019  38,994,878 117,877 12,596 3,643 11,688 707 (73,493) 73,018  



SUNNIVA INC. 
Condensed Interim Consolidated Statements of Cash Flows (Unaudited) 
For the three and six months ended June 30, 2019 and 2018 
In thousands of Canadian dollars 

 

 
      

   
Three months ended      

June 30,  
Six months ended 

June 30, 

Cash provided by (used in) operating activities Notes:  2019  
 

2018   2019  
 

2018 

Loss for the period   $ (14,975) $ (4,910) $ (18,431) $ (11,178) 

Adjustments to reconcile net loss to net cash utilized in 
operating activities:           

Accretion 8, 9  456  171  642  347 

Interest on finance liabilities 10  131  -  244  - 

Bad debt expense 16  2,286  -  2,842  - 

Change in provisions 12  -  190  (384)  103 

Fair value changes in derivative instruments 14(d)  -  (540)  455  328 

Share-based payments 14(h)  527  1,936  1,529  4,105 

Impairment on assets held-for-sale 5(a)  2,317  -  2,317  - 

Gain on settlement of promissory note   -  -  -  (1,011) 

Amortization and depreciation 5, 6  1,533  719  3,061  1,420 

Deferred tax recovery   (371)  (4)  (1,569)  (302) 

Net cash utilized in operating activities   (8,096)  (2,438)  (9,294)  (6,188) 

Changes in non-cash operating assets and liabilities:          

Cash included with assets held-for-sale 5(a)  (430)  -  (430)  - 

Restricted cash   -  (337)  337  (337) 

Accounts receivable   1,705  (822)  (5,508)  (1,201) 

Inventory   3,292  (279)  (645)  105 

Prepaid expenses   118  336  (277)  96 

Accounts payable and accrued liabilities   2,135  (1,358)  725  1,497 

Deferred revenue   405  (39)  216  (508) 

Net cash used in operating activities   (871)  (4,937)  (14,876)  (6,536) 

Cash used in investing activities          

Deposits on properties and leases   -  (101)  -  (1,666) 

Purchase of businesses 7  (135)  -  (135)  - 

Purchase of property, plant, and equipment 5  (4,090)  (16,432)  (12,292)  (20,133) 

Net cash used in investing activities   (4,225)  (16,533)  (12,427)  (21,799) 

Cash provided by (used in) financing activities          

Proceeds from short term loans 13  -  3,492  2,366  3,492 

Net proceeds from issuance of promissory notes 9  5,293  -  5,293  - 

Net proceeds from issuance of convertible debentures 8  -  -  16,333  - 

Net proceeds from issuance of share capital 14(b)  34  5,446  3,021  27,773 

Net proceeds from issuance of warrants   -  -  -  5,195 

Net repayment of lease liabilities 10  (522)  -  (994)  - 

Net repayment of promissory notes   -  -  -  (2,781) 

Net cash provided by financing activities   4,805  8,938  26,019  33,679 

Effect of foreign exchange on cash and cash equivalents   (245)  506  742  762 

Increase (decrease) in cash   (536)  (12,026)  (542)  6,106 

Cash and cash equivalents, beginning of period   2,135  29,556  2,141  11,424 

Cash and cash equivalents, end of period  $ 1,599 $ 17,530 $ 1,599 $ 17,530 
 

 



SUNNIVA INC. 
Notes to Condensed Interim Consolidated Financial Statements (Unaudited) 
(Expressed in thousands of Canadian dollars, except as otherwise noted) 
For the three and six months ended June 30, 2019 and 2018 
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1. REPORTING ENTITY 

Sunniva Inc. (the “Company”) is a company incorporated and headquartered in Canada. The Company was 
incorporated on August 11, 2014 under the Canada Business Corporations Act.  The Company’s common shares 
(“Common Shares”) are listed on the Canadian Securities Exchange (the “Exchange”) under the symbol “SNN” 
and on the OTCQB Market under the symbol “SNNVF”. The Company is a vertically integrated cannabis company 
focused on cultivation, production and distribution of a broad range of therapeutic solutions at scale across 
Canada and California. The address of the Company’s registered office is 1200-200 Burrard Street, Vancouver, 
British Columbia, Canada V7X 1T2.  The Company operates in Canada and the United States. 

The Company is subject to regulation under the federal and provincial laws of Canada and the federal and certain 
civic and state laws in the United States of America. The production, distribution, sale and use of cannabis and 
its derivatives is restricted by federal law in the United States despite being legalized for medical and 
recreational use in Canada and in individual states where the Company operates.  The enforcement of these 
laws and its effect on the Company and its business, employees, directors and shareholders is uncertain and 
accordingly involve considerable risk. 

2. BASIS OF PRESENTATION 

A) GOING CONCERN 

The Company is considered to be in the development stage and is currently seeking additional capital, mergers, 
acquisitions, joint ventures, partnerships and other business arrangements to expand its product offerings in 
the cannabis industry and grow its revenues. 

These condensed interim consolidated financial statements (“Interim Financial Statements”) have been 
prepared on a going concern basis, which assumes that the Company will realize its assets and discharge its 
liabilities in the normal course of business for the foreseeable future. The Company has incurred losses from 
inception and as at June 30, 2019 has not generated sufficient revenue to fund operations or planned capital 
expenditures. The Company has an accumulated deficit of $73,493 as at June 30, 2019 (December 31, 2018 - 
$56,223) and incurred net losses of $14,975 and $18,431 for the three and six months ended June 30, 2019 
(three and six months ended June 30, 2018 - $4,910 and $11,178). 

The Company’s ability to continue as a going concern is dependent upon its ability in the future to achieve 
profitable operations and, to convert its debentures into shares or obtain the necessary financing to meet its 
near-term obligations such that it can repay its liabilities when they become due. Management plans to 
continue its efforts to secure external financing through the issuance of equity and debt to finance the 
operations and capital expenditures of the Company; however, there can be no certainty that such funds will 
be available on a timely basis and on terms acceptable to the Company. These conditions indicate the 
existence of material uncertainties that may cast significant doubt about the Company’s ability to continue 
as a going concern. The Interim Financial Statements do not include any adjustments relating to the 
recoverability of assets and classification of assets and liabilities that might be necessary should the Company 
be unable to continue as a going concern. Subsequent to June 30, 2019, the Company closed non-brokered 
private placements for gross proceeds of $9.23 million. See note 20. 

B) STATEMENT OF COMPLIANCE 

The Interim Financial Statements have been prepared in accordance with International Accounting Standards 
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”).  



SUNNIVA INC. 
Notes to Condensed Interim Consolidated Financial Statements (Unaudited) 
(Expressed in thousands of Canadian dollars, except as otherwise noted) 
For the three and six months ended June 30, 2019 and 2018 
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2. BASIS OF PRESENTATION (Continued) 

B) STATEMENT OF COMPLIANCE (Continued) 

The Interim Financial Statements do not include all of the information required for full annual financial 
statements and therefore should be read in conjunction with the annual consolidated financial statements. The 
accounting policies and critical estimates applied by the Company in the Interim Financial Statements are the 
same as those applied in the Company’s annual consolidated financial statements as at and for the year ended 
December 31, 2018. 

The Interim Financial Statements were authorized for issuance by the Board of Directors on August 29, 2019. 

C)  BASIS OF MEASUREMENT 

The Interim Financial Statements have been prepared on a historical cost basis except for certain financial 
instruments, assets held-for-sale, provisions and share based payments which were measured at fair value. 

D) FUNCTION CURRENCY AND PRESENTATION CURRENCY 

The Interim Financial Statements are presented in Canadian dollars (“CAD”), which is the functional currency of 
the Company and its Canadian subsidiaries. The functional currency of the Company’s US subsidiaries is the US 
dollar (“US”). 

E) BASIS OF CONSOLIDATION 

The Interim Financial Statements include the accounts of the Company and its wholly-owned subsidiaries, which 
are controlled by the Company. Control exists when the Company has the power, directly or indirectly, to govern 
the financial and operating policies of an entity and be exposed to the variable returns from its activities. The 
list below sets out the principal subsidiaries of the Company. These subsidiaries engage in intercompany 
transactions, all of which are eliminated upon the preparation of the Interim Financial Statements: 

 
Subsidiary  

 
Functional Currency 

 
Jurisdiction of Incorporation 

Sunniva Medical Inc. (“SMI”)  CAD British Columbia, Canada 
1167025 BC Ltd. (“116”)  CAD British Columbia, Canada 
1111035 Canada Inc.  CAD British Columbia, Canada 
Natural Health Services Ltd. (“NHS”)  CAD Alberta, Canada 
1964433 Alberta Ltd.  CAD Alberta, Canada 
CP Logistics, LLC (“CPL”)  USD North Carolina, USA 
Full-Scale Distributors, LLC (“FSD”)  USD Florida, USA 
LTYR Logistics, LLC (“LTYR”)  USD California, USA 
Sunniva Full-Scale Distributors Corporation  USD California, USA 
Sun CA Holdings, Inc.  USD California, USA 
Sunny People, LLC  USD California, USA 
Sun Ramon, LLC  USD California, USA 
Coachella Distillation, LLC  USD California, USA 
420 Distribution, LLC  USD California, USA 
A1 Perez, LLC (“Perez”)  USD Delaware, USA 
Sun Holdings Management, LLC  USD Delaware, USA 

 



SUNNIVA INC. 
Notes to Condensed Interim Consolidated Financial Statements (Unaudited) 
(Expressed in thousands of Canadian dollars, except as otherwise noted) 
For the three and six months ended June 30, 2019 and 2018 
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2. BASIS OF PRESENTATION (Continued) 

F) USE OF ESTIMATES, ASSUMPTIONS AND JUDGMENTS 

The preparation of the Interim Financial Statements requires management to make judgments, estimates and 
assumptions that affect the application of accounting policies, the reported amounts of assets and liabilities, the 
disclosure of contingent assets and liabilities at the date of the Interim Financial Statements and the reported 
amounts of revenues and expenses during the reporting period. 

Reported amounts and note disclosures reflect the overall economic conditions that are most likely to occur and 
anticipated measures management intends to take. Actual results could differ from those estimates. 

(i)      Use of estimates and assumptions: 

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are 
recognized in the period in which the estimates are revised and in any future periods affected. 

Significant estimates used in the preparation of these financial statements include, but are not limited to the 
following: 

(a) Estimated useful lives and amortization of intangible assets 

Amortization of intangible assets is dependent upon estimates of useful lives, which are determined through 
the exercise of judgment. The assessment of any impairment of these assets is dependent upon estimates of 
recoverable amounts that take into account factors such as economic and market conditions and the useful lives 
of assets. 

(b) Warrants 

The Company uses the Black-Scholes option pricing model to determine the fair value of its warrants. In 
estimating fair value, management is required to make certain assumptions and estimates such as the expected 
life of warrants, volatility of the Company’s share price, risk free rate, and dividend yields. Changes in 
assumptions used to estimate fair value could result in materially different results. These valuation estimates 
could be significantly different because of the use of judgment and the inherent uncertainty in estimating the 
fair value of these instruments that are not quoted in an active market. 

(c) Fair value of financial instruments 

Individual fair values are attributed to the different components of a financing transaction, notably convertible 
debt, promissory notes and warrants. The Company uses judgment in selecting the methods used to make 
certain assumptions and in performing the fair value calculations in order to determine (i) the values attributed 
to each component of a transaction at the time of their issuance; (ii) the fair value measurements for certain 
instruments that require subsequent measurement at fair value on a recurring basis; and (iii) for disclosing the 
fair value of financial instruments subsequently carried at amortized cost. These valuation estimates could be 
significantly different because of the use of judgment and the inherent uncertainty in estimating the fair value 
of these instruments that are not quoted in an active market. The assumptions regarding these instruments are 
disclosed in notes 8, 9 and 14(d).  
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2. BASIS OF PRESENTATION (Continued) 

F) USE OF ESTIMATES, ASSUMPTIONS AND JUDGMENTS (Continued) 

(d) Goodwill and intangible asset impairment 

For each of the cash generating units (“CGUs”) to which goodwill and intangible assets are allocated, the 
Company performs an annual test for goodwill impairment in the fourth quarter and also tests for impairment 
whenever events or circumstances make it more likely than not that an impairment may have occurred, such as 
a significant adverse change in the business climate or a decision to sell or dispose all or a portion of a reporting 
unit. Determining whether an impairment has occurred requires valuation of the respective CGU, which we 
estimate using a discounted cash flow methodology. When available and as appropriate, we use comparative 
market multiples to corroborate discounted cash flow results. In applying this methodology, we rely on a 
number of factors, including actual operating results, future business plans, economic projections and market 
data.  

(e) Convertible instruments 

Convertible debentures are compound financial instruments which components are accounted for separately 
as financial liabilities or equity instruments. The financial liability, which represents the obligation to pay coupon 
interest on the convertible debentures in the future, is initially measured at its fair value and subsequently 
measured at amortized cost. The residual amount is accounted for as an equity instrument at issuance.  

The identification of convertible debenture components is based on interpretations of the substance of the 
contractual arrangement and therefore requires management judgment. The separation of the components 
affects the initial recognition of the convertible debenture at issuance and the subsequent recognition of 
interest on the liability component. The determination of the fair value of the liability is also based on a number 
of assumptions, including contractual future cash flows, discount rates and the presence of any derivative 
financial instruments. 

(f) Share-based payments 

The Company uses the Black-Scholes option pricing model to determine the fair value of stock options. In 
estimating fair value, management is required to make certain assumptions and estimates such as the expected 
life of options, volatility of the Company’s future share price, risk free rate, future dividend yields and estimated 
forfeitures at the initial grant date. Changes in assumptions used to estimate fair value could result in materially 
different results. 

(g) Inventory 

The valuation of work-in-process and finished goods requires the estimate of conversion costs incurred, which 
become part of the carrying amount of the inventory. The Company must also determine if the cost of any 
inventory exceeds its net realizable value, such as cases where prices have decreased, or inventory has spoiled 
or has otherwise been damaged. 
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2. BASIS OF PRESENTATION (Continued) 

F) USE OF ESTIMATES, ASSUMPTIONS AND JUDGMENTS (Continued) 

 (ii) Judgments: 

Significant judgments made by management in the process of applying accounting policies that have the most 
significant effect on the amounts recognized in the Interim Financial Statements include: 

- the determination of functional currency; and, 
- the determination of the Company’s ability to continue as a going concern. 

3. ACCOUNTS RECEIVABLE  
  June        

30, 2019 
 December 

31, 2018 

Trade accounts receivable $ 6,147 $ 2,955 
Other receivables  400  926 

 $ 6,547 $ 3,881 

4. INVENTORY  

Inventory consists of cannabis, cannabis oils and merchandise held for sale. As at June 30, 2019, the Company 
held 1,008 kg of dry cannabis (155 kg of which was finished goods and 853 kg held for future extract 
production and packaging) and 476 L of cannabis oils. At December 31, 2018, the Company held 1,235 kg of 
dry cannabis (640 kg of which was finished goods and 595 kg held for future extract production and packaging) 
and 332 L of cannabis oils. 

 
  June        

30, 2019 
 December 

31, 2018 

Dry cannabis     
   Held for packaging $ 11 $ 785 
   Held for extraction  469  284 
   Finished goods  93  - 

  573  1,069 
Cannabis oils     
   Finished goods  2,967  1,568 
   Work-in-process  384  475 

  3,351  2,043 
Non-cannabis products     
   Product for resale (vaporizers and other)  273  239 
   Supplies and consumables  688  889 

 $ 4,885 $ 4,240 

The cost of inventory recognized as an expense and included in cost of sales for the three and six months 
ended June 30, 2019 amounted to $4,721 and $12,402 (three and six months ended June 30, 2018 – $968 
and $2,899). 
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5.  PROPERTY, PLANT AND EQUIPMENT 
 

 
Land  

Construction 
in progress 

Right-of-
use assets Equipment Total 

Costs      
Balance, January 1, 2018 $           -   $      1,438 $   14,250  $          767  $  16,455 
Additions 8,345 35,951  - 4,061 48,357 
Acquisition of LTYR - - - 219 219 
Disposals - - -  (49) (49) 
Assets classified as held-for-sale (a) - (5,605) - - (5,605) 
Impairment loss (a) - (1,310) - - (1,310) 
Transfers - (1,128) - 882 (246) 
Foreign exchange 15 567 1,004 513 2,099 

Balance, December 31, 2018 8,360 29,913  15,254 6,393 59,920 

Additions 10 15,558 7,395 477 23,334 
Assets classified as held-for-sale (a) (7,957) (11,384) - (122) (19,463) 
Impairment loss (a) - (2,317) - - (2,317) 
Foreign exchange (17) (984) (744) (228) (1,973) 

Balance, June 30, 2019 $      396 $      30,786 $   21,905 $        6,520 $   59,607 

 
 

Land 
Construction 

in progress 
Right-of-

use assets Equipment Total 

Accumulated Depreciation      
Balance, January 1, 2018 $         -  $              -  $             -  $            115 $         115 
Depreciation -  -  -  722 722     
Foreign exchange -  -  -  27 27 

Balance, December 31, 2018 -  -  -  864  864 
Depreciation -  -  853 744 1,597 
Foreign exchange -  -  (7) (32) (39) 

Balance, June 30, 2019 $         -  $              -  $        846 $        1,576                                        $     2,422            

       
Net book value       

December 31, 2018 $ 8,360  $    29,913  $    15,254  $          5,529  $   59,056  

June 30, 2019 $    396  $    30,786  $    21,059  $          4,944  $   57,185  

 

(a) Assets held-for-sale 

In December 2018, management committed to a plan to sell the materials purchased for construction of the 
Sunniva Canada campus in Okanagan Falls, British Columbia (the “Sunniva Canada Campus”). Accordingly, 
$5,605 of materials were presented as assets held-for-sale at December 31, 2018. $3,363 of these materials 
were sold on January 24, 2019.  

In June 2019, the Company entered into a share purchase agreement to sell SMI to CannaPharmaRx in an all 
cash transaction for $20,000 less certain outstanding liabilities. An impairment loss of $2,317 has been 
recognized in the six months ended June 30, 2019 to reduce the carrying amount of SMI’s net assets to the 
recoverable amount at June 30, 2019. The transaction is expected to close in September 2019. 
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5. PROPERTY, PLANT AND EQUIPMENT (Continued) 

(a) Assets held-for-sale (Continued) 

The assets and associated liabilities classified as held-for-sale consist of the following: 

Assets held-for-sale 
 

 

Cash and cash equivalents $ 89 
Restricted cash  341 
Property, plant and equipment  21,705 

Total assets held-for-sale $ 22,135 

   
Liabilities associated with assets held-for-sale   

Accounts payable and accrued liabilities $ 3,008 
Short term loans  3,492 

Total liabilities associated with assets held-for-sale $ 6,500 

6. INTANGIBLE ASSETS AND GOODWILL 
 

Licenses Software Trademarks 
Customer 

Relationships 

Non-
compete 

Agreement Total 

Costs:       
Balance, January 1, 2018 $ 14,690          $      4,252  $           1,483   $        5,502              $        1,631  $   27,558 
Acquisition of LTYR - - - 1,434 - 1,434 
Foreign exchange 379 - - 146 143 668 

Balance, December 31, 2018 15,069 4,252 1,483 7,082 1,774 29,660 

Acquisitions (note 7) 135 - - - - 135 
Foreign exchange (617) - - (132) (72) (821) 

Balance, June 30, 2019 $ 14,587 $      4,252 $           1,483 $        6,950 $        1,702 $   28,974 

 Licenses Software Trademarks 
Customer 

Relationships 

Non-
compete 

Agreement Total 

Accumulated amortization:       
Balance, January 1, 2018 $            -          $         650 $              136 $           1,104 $           520 $     2,410   
Amortization - 708 148 1,205 562 2,623 
Foreign exchange - - - 24 52 76 

Balance, December 31, 2018 -       1,358               284            2,333        1,134      5,109 
Amortization - 355 74 746 289 1,464 
Foreign exchange - - - (25) (52) (77) 

Balance, June 30, 2019 $            - $      1,713 $              358 $           3,054 $        1,371 $     6,496 

       Net book value:       
 

Licenses Software Trademarks 
Customer 

Relationships 

Non-
compete 

Agreement Total 

December 31, 2018 $ 15,069 $      2,894 $           1,199 $     4,749 $           640 $   24,551 

June 30, 2019 $ 14,587 $      2,539 $           1,125 $     3,896 $           331 $   22,478 
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6. INTANGIBLE ASSETS AND GOODWILL (Continued) 
 Goodwill 

Balance, January 1, 2018 $       18,505 
Additions 4,168 
Impairment (653) 
Foreign exchange 261 

Balance, December 31, 2018 22,281 
Foreign exchange (342) 

Balance, June 30, 2019   $     21,939 

The Company performs goodwill impairment testing at least at each reporting period and whenever 
impairment indicators are identified. The Company has identified five CGUs for purposes of performing its 
impairment analysis. As at June 30, 2019, no impairment indicators were identified and management 
concluded that there was no goodwill impairment. 

 
7. ACQUISITIONS  
 

In April 2019, CPL acquired an 80% membership interest in 420 Distribution, LLC (“420”) and Coachella 
Distillation, LLC (“Coachella”) from Group Two Investments, LLC for cash consideration of $135 (US$100). The 
acquisitions have been accounted for as asset acquisitions. The acquired assets consist of a temporary 
distribution licence in 420 and a temporary manufacturing licence in Coachella.  The Company has filed annual 
licence applications and, upon receipt of those licenses, CPL will acquire the remaining 20% member interests 
for a nominal amount. 

 
8. CONVERTIBLE DEBENTURE FINANCING  

On February 12, 2019, the Company closed an initial tranche of a non-brokered offering of unsecured 
convertible debentures for gross proceeds of $15,042. On March 1, 2019, the Company closed a second 
tranche of the non-brokered offering of convertible debentures for gross proceeds of $3,288. The convertible 
debentures bear interest at 10% per annum, payable annually and mature on February 15, 2021. The 
convertible debentures are convertible into Common Shares at a price of $5.27 per Common Share at the 
holder’s option. The equity portion was determined to be $3,724, less a deferred tax recovery of $1,006 for a 
net balance of $2,718. On closing, the Company paid finders’ fees of $793, of which $161 has been allocated 
to share issuance costs under equity. 

In November and December 2017, the Company completed a private placement of unsecured convertible 
debentures in the aggregate principal amount of $12,135. The debentures bear interest at 8% per annum, 
payable annually and mature on December 31, 2020. The convertible debentures are convertible into 
Common Shares at a price of $4.60 per Common Share at the holder’s option. The equity portion was 
determined to be $2,632, less a deferred tax recovery of $788 for a net balance of $1,844. On closing, the 
Company paid finders’ fees of $173, of which $38 has been allocated to the equity portion for net equity 
balance of $1,806.  

The liability component of the convertible debentures was valued using Company-specific interest rates 
assuming no conversion feature exists.  The effective interest rate was determined to be 17.5% for the 
convertible debentures issued in 2019 (17.5% for the debentures issued in 2017). The debt component is 
accreted to its fair value over the term to maturity as a non-cash interest charge and the equity component 
is presented as a separate component of shareholders' equity. 
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8. CONVERTIBLE DEBENTURE FINANCING (Continued) 
  Amount 

Balance, January 1, 2018 $ 9,495 
Conversion of debentures  (1,877) 
Accretion  701 

Balance, December 31, 2018  8,319 

Issued  18,330 
Equity portion  (3,724) 
Financing costs  (630) 
Conversion of debentures  (1,309) 
Accretion  562 

Balance, June 30, 2019 $ 21,548 

During the three and six months ended June 30, 2019, $1,068 and $1,668 of convertible debentures were 
converted into a combined 370,871 Common Shares. This resulted in a reduction in convertible debenture 
financing of $836 and $1,306, a share capital transfer of $232 and $361 from the equity portion of convertible 
debentures and a decrease in accrued interest of $35 and $39, respectively. During the three and six months 
ended June 30, 2018, $760 and $1,412 of convertible debentures were converted into 171,585 and 317,045 
Common Shares. This resulted in a reduction in convertible debenture financing of $595 and $1,106, a share 
capital transfer of $165 and $306 from the equity portion of convertible debentures and a decrease in accrued 
interest of $29 and $46, respectively. 

9. UNSECURED PROMISSORY NOTES 

On April 15, 2019, the Company closed a non-brokered private placement of 4.3 million units of the Company 
(“Units”) for gross proceeds of $4.3 million. On April 24, 2019 the Company closed a second tranche of the 
non-brokered private placement of 1.21 million Units for gross proceeds of $1.2 million. In aggregate, a total 
of 5.51 million Units were issued, with each Unit consisting of a principal amount of unsecured promissory 
notes of the Company bearing interest at a rate of 10% per annum (“Promissory Notes”) and 0.1897 Common 
Share purchase warrants at an exercise price of $5.27 per warrant. The Promissory Notes mature on the 
earlier of (i) two business days following receipt by the Company of proceeds from the sale of any or all of the 
Company’s Canadian assets following the respective closing dates, which, in the aggregate are equal to or 
greater than the proceeds of the offering; and (ii) 6 months from the respective closing dates.  

The liability component of the Units was valued using Company-specific interest rates assuming no warrants 
were issued.  The effective interest rate was determined to be 20% for the unsecured promissory notes issued. 
The Promissory Notes are accreted to fair value over the term to maturity as a non-cash interest charge and 
the equity component is presented under warrants in shareholders' equity. The warrants were attributed a 
value of $203 and share issuance costs of $217 and $8 were allocated to the Promissory Notes and warrants, 
respectively. 
 

  Amount 

Balance, December 31, 2018 $ - 
Issued  5,307 
Financing costs  (217) 
Accretion  80 

Balance, June 30, 2019 $ 5,170 
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10. LEASE LIABILITIES 

The Company is committed under a lease agreement with respect to office premises located in Calgary, 
Alberta and Vancouver, British Columbia expiring on October 31, 2027 and May 31, 2019, respectively, and 
lease agreements with respect to NHS clinics located across Canada expiring between September 30, 2019 
and December 31, 2022. The Company leases production facilities in California with two leases which 
commenced in 2016. The terms of the leases are five years with monthly payments of rent expiring on 
September 30, 2021 and December 31, 2021, respectively.  

The following is a maturity analysis of the undiscounted cash flows associated with the lease liabilities: 

  Amount 

Less than one year $ 2,003 
One to five years  4,610 
More than five years  2,508 

Total undiscounted lease payments $ 9,121 

The Company also leases production facilities in Cathedral City, California commencing in early 2020. This 
facility currently has a lease liability of $11,805, but the undiscounted lease payments are included under 
commitments in note 19 as the lease has not yet commenced. 

Interest expense during the three and six months ended June 30, 2019 was $131 and $244 (nil for the three 
and six months ended June 30, 2018). 

11. DEFERRED REVENUE  

Merchandise sales require a prepaid deposit before the product is shipped and the revenue is deferred until 
the product is delivered to the customer. There are $731 of customer deposits at June 30, 2019 (December 
31, 2018 - $515). 

12. PROVISIONS 

 
 Onerous 

Lease 
 Contingent 

Consideration 
  

Total 
 Balance, January 1, 2018 $    143 $         57 $    200 

Amortization of provision  (404)  -   (404) 

Increase in provision  620  -   620 

Foreign exchange  25  -   25 

Balance, December 31, 2018  384  57  441 
Transfer of provision  (384)  -   (384) 

Balance, June 30, 2019 $ -  $ 57 $ 57 

 

In January 2016, the Company leased a facility in Goleta, California for a proposed manufacturing facility. The 
Company later decided not to use the facility for that purpose and has engaged an agent to sub-lease or re-
lease the facility. This lease was thus classified as onerous and the Company used a discounted cash flow 
method to determine the provision for this onerous lease, calculated on a pre-tax basis utilizing a discount 
rate of 18%. The balance of $384 was transferred and offset against the right-of-use asset as part of the 
adoption of IFRS 16. 

The contingent consideration is related to the acquisition of FSD and has an end date of December 31, 2019. 
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13. SHORT TERM LOANS 

In January 2019, the Company entered into a $2,287 (US$1,711) promissory note to finance materials 
purchased for the greenhouse facility in Cathedral City, California. The promissory note is repayable on August 
11, 2019 and has an interest rate of 10% per annum for the period of January 11, 2019 to June 11, 2019 and 
25% per annum for the period of June 12, 2019 until settlement. The promissory note is expected to be settled 
in September 2019. The Company has the option to repay the principal at any time without additional fees. 
The promissory note is denominated in US dollars and has realized a foreign exchange loss of $38 and $79 
during the three and six months ended June 30, 2019, bringing the balance to $2,366 at June 30, 2019. 

In June 2018, the Company, through its subsidiary 116, entered into a $3,492 mortgage to finance the 
purchase of land for the greenhouse facility in Okanagan Falls, British Columbia. The mortgage is repayable 
on September 15, 2019 and has an interest rate of 5% per annum. This balance has been reclassified to 
Liabilities associated with assets held-for-sale (note 5(a)). 

14. SHARE CAPITAL 

(a) Authorized 

The Company has authorized an unlimited number of common shares without par value. 

(b) Issued and Outstanding – Common Shares 
 Shares Price Total 

Balance, January 1, 2018 26,636,073   $ 53,502  
Proceeds on conversion of financing warrants 69,400  $3.16 (US$2.55) 219  
Conversion of financing warrants   277  
Conversion of the FSD note 500,000  $3.19 (US$2.55) 5,470  
Bought deal public offering - March 2,850,900  $9.75 27,796  
Warrants issued in bought deal public offering - March   (4,809) 
Bought deal public offering – October 4,370,000 $4.60 23,030  
Warrants issued in bought deal public offering - October   (4,145) 
Proceeds on conversion of warrants issued in sale and leaseback 1,091,259  $4.60 5,028  
Conversion of warrants issued in sale and leaseback   2,048  
Deferred tax transfer on conversion of warrants   897  
Acquisition of LTYR Logistics, LLC 1,436,949  $2.75 3,692  
Proceeds on conversion of finders’ warrants 346,612  $3.40 1,179  
Proceeds on conversion of finders’ warrants 3,158  $6.75 21  
Conversion of finders’ warrants   440  
Conversion of convertible debentures 548,179  $4.60 2,522  
Proceeds on conversion of stock options 231,250  $3.40 786  
Conversion of stock options   490  
Share issuance costs   (5,092) 

Balance, December 31, 2018 38,083,780   113,351 

    
Proceeds on conversion of financing warrants 430,600 $3.37 (US$2.55) 1,450 
Conversion of financing warrants   822 
Conversion of convertible debentures 370,871 $4.60 1,706 
Settlement of interest on convertible debentures 84,625 $3.00 254 
Proceeds on conversion of stock options 25,000 $3.40 85 
Conversion of stock options   65 
Expiry of finders’ warrants   313 
Share issuance costs   (169) 

Balance, June 30, 2019 38,994,876  117,877 
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14. SHARE CAPITAL (Continued) 

(c) Finders’ Warrants  

During the year ended December 31, 2017, the Company issued finders’ warrants as compensation to persons 
involved in raising equity capital. Each finders’ warrant is exercisable into one Common Share upon payment 
of the exercise price. 

 
Issue Date Issued Exercised Expired Outstanding Exercise Price Expiry Date 

December 20, 2016 38,941 (38,941) - - $3.40 June 30, 2018 
December 29, 2016 289,298 (289,298) - - $3.40 June 30, 2018 
February 7, 2017 14,525 (14,525) - - $3.40 February 7, 2018 
February 7, 2017 3,850 (3,850) - - $3.40 February 8, 2018 
June 22, 2017 100,000 - (100,000) - $6.75 June 22, 2019 
October 28, 2017 59,596 (3,158) (56,438) - $6.75 June 27, 2019 

 506,210 (349,772) (156,438) -   

For the three and six months ended June 30, 2019, no warrants were exercised. For the three and six months 
ended June 30, 2018, 76,202 and 349,772 warrants were exercised for proceeds of $259 and $1,200, which is 
included in share capital along with a transfer of $96 and $439 from contributed surplus. The remaining 
finders’ warrants expired in June 2019, which resulted in a transfer of $313 from share issuance costs to 
contributed surplus. 

(d) Financing warrants 

During 2016, the Company issued the following warrants in conjunction with interim financing arrangements. 
These warrants were classified as a liability as their exercise price is in US dollars, which is not the Company’s 
functional currency. Each warrant is exercisable into one Common Share upon payment of the exercise price. 

Issue Date Issued Exercised Outstanding Exercise Price Expiry Date 
December 29, 2016 100,000 (100,000) - US $2.55 April 12, 2019 
December 29, 2016 100,000 (100,000) - US $2.55 May 1, 2019 
December 29, 2016 300,000 (300,000) - US $2.55 July 19, 2019 

  500,000 (500,000) -     

 
During the three and six months ended June 30, 2019, nil and 430,600 of the financing warrants had been 
exercised for proceeds of nil and $1,450, which is included in share capital along with nil and $822 transferred 
from the warrant liability. During the three and six months ended June 30, 2018, nil and 69,400 of the 
financing warrants had been exercised for proceeds of nil and $219, which is included in share capital along 
with nil and $277 transferred from the warrant liability. 

As at June 30, 2019, all financing warrants have been exercised. 
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14. SHARE CAPITAL (Continued) 
 

(d)     Financing warrants (Continued) 
  Amount 

Balance, January 1, 2018 $      2,098  
Valuation adjustment    (1,546) 
Conversion into common shares  (277) 
Foreign exchange adjustment   117       

Balance, December 31, 2018  392  
Valuation adjustment    455  
Conversion into Common Shares  (822) 
Foreign exchange adjustment   (25)      

Balance, June 30, 2019 $ -  

 

(e)     Warrants issued in sale and leaseback 

On October 23, 2017, the Company issued the following warrants in conjunction with the sale and lease back 
of the land related to the production facility in Cathedral City, California. Each warrant is exercisable into one 
Common Share upon payment of the exercise price. These warrants were exercised on April 12, 2018. 

Issue Date Number Exercise Price Expiry Date 
October 23, 2017 1,091,259 $4.60 April 23, 2018 

The grant date fair value of the warrants was determined to be $2.39 per warrant for a total of $2,804 and 
this cost has been included in the Finance Lease asset (note 5). The fair value of these warrants was 
determined on the date of the grant using the Black-Scholes option pricing model with the following weighted 
average assumptions:   

- risk free interest rate of 0.55%; 
- expected life of 0.5 years; 
- expected volatility of 76%; and 
- expected dividends of $Nil. 

Option pricing models require the input of highly subjective assumptions including the expected price 
volatility. 

  Amount   

Balance, January 1, 2018 $ 2,048   
Conversion into Common Shares  (2,048)   

Balance, June 30, 2019 and December 31, 2018 $ -   
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14. SHARE CAPITAL (Continued) 
 

(f)     Warrants issued in bought deal public offerings    

(i) March bought deal 
 
On March 27, 2018, the Company completed a bought deal public offering for aggregate gross proceeds of 
$27,797.  A total of 2,850,900 units of the Company (“March Units”) and 50,000 March Warrants (as defined 
below) were sold at a price of $9.75 per March Unit and $0.02 per March Warrant.  Each March Unit consisted 
of one Common Share and one-half of one Common Share purchase warrant (each whole warrant, a “March 
Warrant”). Each March Warrant entitles the holder thereof to acquire one Common Share at an exercise price 
per Common Share of $12.50 for a period of 24 months from the date of issuance. 
 
The grant date fair value of the March Warrants was determined to be $3.37 per March Warrant for a total 
of $4,975 and the amount is included under warrants in equity. In addition, the Company issued an aggregate 
of 171,054 compensation options to the underwriters at a fair value of $700. The fair values of these March 
Warrants and options were determined on the date of the grant using the Black-Scholes option pricing model 
with the following weighted average assumptions:   

- risk free interest rate of 0.92% 
- expected life of 2 years; 
- expected volatility of 76%; and 
- expected dividends of $Nil. 

 
Option pricing models require the input of highly subjective assumptions including the expected price 
volatility.   
 
Total cash share issuance costs amounted to $2,007 which consisted of underwriters’ commission of $1,668, 
underwriters’ expenses of $15, and legal fees of $324. Also included in share issuance costs are the 
compensation warrants valued at $700. 1,425,450 March Warrants are outstanding as at June 30, 2019 with 
a weighted average remaining contractual life of 0.75 years. 

(ii) October bought deal 

On October 12, 2018, the Company completed a bought deal public offering for aggregate gross proceeds of 
$23,030. A total of 4,370,000 units (“October Units”) were sold at a price of $5.27 per October Unit. Each 
October Unit consisted of one Common Share and one-half of one Common Share purchase warrant (an 
“October Warrant”). Each October Warrant entitles the holder thereof to acquire one Common Share at an 
exercise price per Common Share of $6.85 for a period of 24 months from the date of issuance. 
 
The grant date fair value of the October Warrants was determined to be $1.90 per October Warrant for a 
total of $4,145 and the amount is included under warrants in equity. In addition, the Company issued an 
aggregate of 262,200 compensation options to the underwriters at a fair value of $598. The fair values of 
these October Warrants and options were determined on the date of the grant using the Black-Scholes option 
pricing model with the following weighted average assumptions:   
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14. SHARE CAPITAL (Continued) 

(f)     Warrants issued in bought deal public offerings (Continued) 

(ii) October bought deal (Continued) 
 

- risk free interest rate of 1.37% 
- expected life of 2 years; 
- expected volatility of 81%;  
- expected forfeiture rate of 9.36%; and 
- expected dividends of $Nil. 

 
Option pricing models require the input of highly subjective assumptions including the expected price 
volatility.   
 
Total cash share issuance costs amounted to $1,686 which consisted of underwriters’ commission of $1,382, 
underwriters’ expenses of $15, and legal fees of $289. Also included in share issuance costs are the 
compensation warrants valued at $598. 2,185,000 October Warrants are outstanding as at June 30, 2019 with 
a weighted average remaining contractual life of 1.3 years. 

 

(g)     Warrants issued in non-brokered private placement 
 

In connection with the non-brokered private place in April 2019 (note 9), the Company issued 1,045,541 
Common Share purchase warrants at an exercise price of $5.27 per warrant.  The warrants were attributed a 
value of $203 and $8 of share issuance costs were allocated to these warrants. 1,045,541 of these warrants 
are outstanding as at June 30, 2019 with a weighted average remaining contractual life of 1.8 years. 

 

(h)      Share-based payments 

The Company has an incentive stock option plan, which provides that the Board of Directors of the Company 
may from time to time, in its discretion and in accordance with the Exchange requirements, grant to directors, 
officers, employees and consultants, non-transferable options to purchase Common Shares to a maximum 
number of Common Shares which may be issued pursuant to options granted under the plan at any point in 
time equal to 15% of the total issued and outstanding Common Shares on a fully-diluted basis, where the 
issued and outstanding number of Common Shares on a fully-diluted basis is determined without giving effect 
to outstanding and unexercised options.  Options expire ten years from the grant date.  One-sixteenth of the 
options issued vest every three months from the date of grant.  There are 3,549,313 options that have not 
vested as at June 30, 2019.  A summary of the status of the options outstanding is as follows: 
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14. SHARE CAPITAL (Continued) 
 

(h)     Share-based payments (Continued) 
  

Stock options 
Weighted Average 

Exercise Price 

Balance, January 1, 2018 3,310,625  $       4.36 

   Granted 2,349,000           5.55 
   Exercised (231,250)         (3.40) 
   Forfeited (324,250)         (4.80) 
   Expired (21,875)         (6.75) 

Balance, December 31, 2018 5,082,250  $       4.93 

   Granted 990,000         3.12 
   Exercised (25,000)         (3.40) 
   Forfeited (524,374)         (5.66) 
   Expired (233,313)         (5.39) 

Balance, June 30, 2019 5,289,563  $       4.50 

 
The following table summarizes the stock options that remain outstanding as at June 30, 2019: 
 

Exercise 
Price 

 Options 
Outstanding 

 Expiry Date  Remaining 
Contract Life 

Options 
Exercisable 

$3.40  1,575,000  April 2027  7.79 850,000 
$3.40  100,000  June 2027  7.96 50,000 
$6.75  50,000  July 2027  8.02 21,875 
$6.75  50,000  July 2027  8.09 21,875 
$6.75  120,000  August 2027  8.13 52,500 
$6.75  50,000  August 2027  8.16 21,875 
$6.75  118,750  October 2027  8.32 56,250 
$6.75  75,000  December 2027  8.45 28,125 
$6.75  550,000  January 2028  8.68 171,875 
$8.11  250,000  June 2028  8.94 250,000 
$7.81  293,188  June 2028  9.00 73,438 
$6.73  100,000  September 2028  9.19 18,750 
$3.30  967,625  December 2028  9.44 123,688 
$3.12  990,000  June 2019  8.96 - 

  5,289,563    8.59 1,740,251 

 
The Company recognized a share-based compensation expense of $527 and $1,529 for the three and six 
months ended June 30, 2019 ($1,936 and $4,105 for the three and six months ended June 30, 2018).  The 
total fair value of the options granted during the three and six months ended June 30, 2019 was $1,273 
($3,500 and $6,929 for the three and six months ended June 30, 2018). 
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14. SHARE CAPITAL (Continued) 
 

(h)     Share-based payments (Continued) 
 
The fair value of these options was determined on the date of the grant using the Black-Scholes option pricing 
model with the following weighted average assumptions: 

 

- risk free interest rate of 1.3%; 
- expected life of 4.8 years; 
- expected volatility of 75.0%; and 
- expected dividends of $Nil. 

 
Volatility was estimated by using the historical volatility of other companies that the Company considers 
comparable that have trading history and volatility history. The expected life in years represents the period 
of time that options granted are expected to be outstanding. The risk-free rate is based on Canada 
government bonds with a remaining term equal to the expected life of the options. 

15. CAPITAL RISK MANAGEMENT 

The Company’s objectives and policies for managing capital are to maintain a strong capital base so as to 
maintain investor, creditor and market confidence, sustain future development of the business and to 
safeguard the Company’s ability to support the Company’s normal operating requirements on an ongoing 
basis. 

The capital of the Company consists of shareholders’ equity, convertible debentures and secured promissory 
notes. 

The Company manages its capital structure and makes changes based on economic conditions, risks that 
impact the consolidated operations and future significant capital investment opportunities. To manage the 
Company’s capital requirements, the Company has in place a planning and budgeting process which helps 
determine the funds required to ensure the Company has the appropriate liquidity to meet its operating 
and growth objectives. The Company’s officers are responsible for managing the Company’s capital and do 
so through meetings and review of financial information. The Board of Directors of the Company is 
responsible for overseeing this process. As at June 30, 2019, the Company is not subject to externally 
imposed capital requirements. There were no changes to the management of capital from the prior year. 

16. FINANCIAL INSTRUMENTS AND RISK EXPOSURES 

The Company’s financial assets include cash and cash equivalents and accounts receivable. The Company’s 
financial liabilities include accounts payable and accrued liabilities, short term loans, convertible debenture 
financing, secured promissory notes payable, contingent consideration and warrant liability. All financial 
instruments are initially recognized at the fair value of consideration paid or received, net of transaction costs 
as appropriate, and are subsequently carried at fair value or amortized cost. The carrying values of these 
financial instruments approximate their fair values based on the nature of these instruments as at June 30, 
2019 and December 31, 2018. 
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16. FINANCIAL INSTRUMENTS AND RISK EXPOSURES (Continued) 

Cash and cash equivalents are classified as financial assets at fair value through profit or loss and measured 
at fair value. Accounts receivables are classified as financial assets measured at amortized cost using the 
effective interest rate method. Accounts payable and accrued liabilities, short term loans and convertible 
debenture financing are classified as financial liabilities measured at amortized cost using the effective interest 
rate method. The effective interest rate is the rate that exactly discounts the estimated future cash payments 
or receipts through the expected life of the financial instrument or a shorter period, where appropriate, to the 
net carrying amount of the financial asset or liability. The secured promissory notes payable, contingent 
consideration and warrant liability are classified as financial liabilities at fair value through profit and loss. 

The carrying value of the Company’s financial assets and liabilities is considered to be a reasonable 
approximation of fair value due to their immediate or short-term maturity, or their ability for liquidation at 
comparable amounts. 

 (a) Fair value measurements: 

Fair value measurements of financial assets and liabilities recognized in the statements of financial position. 
Financial assets and liabilities are categorized using a fair value hierarchy as follows: 

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

• Level 2 - 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 - inputs for the asset or liability that are not based on observable market data. 

The levels in the fair value hierarchy into which the Company's financial assets and liabilities are measured 
and recognized in the statements of financial position at fair value are categorized as follows: 

Unsecured promissory notes Level 3 

Warrants Level 3 

There were no transfers between the levels during the periods ended June 30, 2019 nor December 31, 2018. 

As at June 30, 2019 and December 31, 2018, the fair values of all financial instruments carried at amortized 
cost approximated their carrying value. 

The Company’s liability for the FSD contingent consideration was measured at fair value based on 
unobservable inputs, and was considered a level 3 financial instrument. The fair value of the liability 
determined by this analysis was primarily driven by the Company’s expectations of FSD achieving the 
milestones. The expected milestones were assessed probabilities by management which was then 
discounted to present value in order to derive a fair value of the contingent consideration. The primary 
inputs of the calculation were the probabilities of achieving the milestones and a discount rate. 

The level 3 financial instruments decreased the net loss of the Company by nil and $455 for the three and 
six months ended June 30, 2019 (decreased the net loss by $540 and increased the net loss by $328 for the 
three and six months ended June 30, 2018). 
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16. FINANCIAL INSTRUMENTS AND RISK EXPOSURES (Continued) 

(b) Credit risk: 

Credit risk is the risk of a potential loss to the Company if a customer or third party to a financial instrument 
fails to meet its contractual obligations. The Company is moderately exposed to credit risk from its cash and 
cash equivalents and trade and other receivables.  

The risk exposure is limited to their carrying amounts at the statement of financial position date. The risk 
for cash and cash equivalents is mitigated by holding these instruments with highly rated Canadian financial 
institutions.  

Trade Accounts receivable primarily consist of trade accounts receivable and goods and services taxes 
recoverable (“GST”).  The Company mitigates this risk by managing and monitoring the underlying business 
relationships. The Company provides credit to its customers in the normal course of business and has established 
credit evaluation and monitoring processes to mitigate credit risk, but this risk is limited as certain sales are 
transacted with credit cards. A credit loss of $2,286 and $2,842 was recognized for the three and six months 
ended June 30, 2019 (nil for the three and six months ended June 30, 2018). 

As at June 30, 2019, the Company’s aging of receivables was approximately as follows: 
 

 
 At June 30,   

2019 
 At December 31, 

2018 
0 – 30 days $ 1,899 $ 2,217 

31 – 60 days  138  566 

61 – 90 days  544  93 

91 days and over  3,966  1,005 

 $ 6,547 $ 3,881 

(c) Liquidity risk: 

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall due. The 
Company has in place a planning and budgeting process which helps determine the funds required to ensure 
the Company has the appropriate liquidity to meet its operating and growth objectives. The Company’s 
liquidity is adequate for the settlement of short-term financial obligations. The Company needs to obtain 
additional funding or restructure its other financial liabilities to meet longer term financial obligations. In 
addition to the commitments (note 19), the Company has the following contractual obligations: 

 
As at June 30, 2019  Total  <1 Year  1 – 3 years  3 – 5 years 

Accounts payable and accrued liabilities $ 12,038 $ 12,038 $ - $ -  
Short term loans  2,366  2,366  -  -  
Unsecured promissory notes  5,170  5,170  -  -  
Convertible debenture financing  21,548  -  21,548  -  

 $ 41,122 $ 19,574 $ 21,548 $ -  
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16. FINANCIAL INSTRUMENTS AND RISK EXPOSURES (Continued) 

(c) Liquidity risk (Continued): 
 

As at December 31, 2018  Total  <1 Year  1 – 3 years  3 – 5 years 

Accounts payable and accrued liabilities $ 14,320 $ 14,320 $ - $ -  
Secured promissory notes  -  -  -  -  
Short term loans  3,492  3,492  -  -  
Warrant liability  392  392  -  -  
Convertible debenture financing  8,319  -  8,319  -  

 $ 26,523 $ 18,204 $ 8,319 $ -  

(d) Currency risk: 

The operating results and financial position of the Company are reported in Canadian dollars. As the Company 
operates in an international environment, some of the Company’s financial instruments and transactions are 
denominated in currencies other than the Canadian dollar. The results of the Company’s operations are 
subject to currency transaction and translation risks.  

The Company holds cash and has liabilities (primarily accounts payable and accrued liabilities) in currencies 
other than the Canadian dollar, primarily the United States dollar. 

The Company manages currency risk by holding cash in foreign currencies to support forecasted foreign 
currency denominated liabilities and does not use derivative instruments to reduce its exposure to foreign 
currency risk. 

The Company has determined that an effect of a 10% increase or decrease US dollars against the Canadian 
dollar on financial assets and liabilities, as at June 30, 2019, including cash, accounts receivable and accounts 
payable, etc., would result in an increase or decrease of approximately $58 (December 31, 2018 - $330) to the 
net loss and comprehensive loss for the three months ended June 30, 2019. 

(e) Interest rate risk: 

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate 
because of changes in market interest rates. Cash and cash equivalents bear interest at market rates. The 
Company’s financial debt have fixed rates of interest and therefore expose the Company to a limited interest 
rate fair value risk. 

(f) Regulatory risk: 

The Company operates in an industry that is in its infancy when it comes to government regulations. Any 
evolution, adoption, or change of rules and regulations could have significant impact on the Company’s 
operations. 
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17. RELATED PARTY TRANSACTIONS 

Balances and transactions between the Company and its wholly-owned and controlled subsidiaries have been 
eliminated on consolidation and are not disclosed in this note. Details of the transactions between the 
Company and other related parties are disclosed below:  

(a) Compensation of key management personnel 
  Three months ended 

June 30, 2019 
 Three months ended 

June 30, 2018 

Salaries and consulting fees $ 830 $ 676 
Share-based payments  403  1,193 

 $ 1,234 $ 1,869 

     

  Six months ended 
June 30, 2019 

 Six months ended 
June 30, 2018 

Salaries and consulting fees $ 1,420 $ 1,536 
Share-based payments  1,027  2,144 

 $ 2,447 $ 3,680 

     
Amounts due to related parties:  June 30, 2019  December 31, 2018 

Salaries and consulting fees $ 499 $ 135 

(b) Lease Guarantee: 

The lease on the Company’s facility in Goleta, California is personally guaranteed by the Company’s Chief 
Executive Officer. 
 
(c) Other related party 

During the three and six months ended June 30, 2019, the Company paid $87 and $221 to a legal firm which 
is associated with a director ($251 and $351 for the three and six months ended June 30, 2018). As at June 
30, 2019, the Company owes the legal firm $137 (December 31, 2018 - $9).  

During the three and six months ended June 30, 2019, the Company paid nil and $10 to a consulting firm which 
is associated with a director ($nil for the three and six months ended June 30, 2018). As at June 30, 2019, the 
Company owes the consulting firm $10 (December 31, 2018 - $55).  

In October 2017, the Company entered into an agreement with a property development company, which is 
associated with a director, to construct and subsequently lease the greenhouse facility in Cathedral City, 
California (the “Sunniva California Campus”). As part of this arrangement, a company in which the director has 
a significant interest was issued 1,091,259 warrants convertible at $4.60 per Common Share (note 14(e)). 
These warrants were exercised on April 12, 2018. The Company has an outstanding promissory note of 
$2,287 (US$1,711) with this related party for the greenhouse facility in Cathedral City, California (note 13). 

The Company has an agreement with entities owned or controlled by a former employee of the Company, 
whereby the Company funded the expenses associated with a licensed cannabis cultivation facility in Oakland, 
California owned by these entities in exchange for access to cannabis genetic and propagating materials 
produced at that facility. The cannabis genetic and propagating materials were used at the Sunniva California 
Campus. During the three and six months ended June 30, 2019, the Company paid nil towards this agreement 
($232 for the three and six months ended June 30, 2018). This agreement terminated in April 2019. 
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18. SEGMENTED INFORMATION 

The Company has four operating segments, referred to as Patient Counselling, Merchandising, Cultivation & 
Extraction and Corporate. The operating segments are reportable segments in accordance with IFRS 8 
Operating Segments.  
 

Three months ended  
June 30, 2019 

 Patient 
Counselling 

  
Merchandising 

 Cultivation & 
Extraction 

  
Corporate 

  
Total 

Revenue $ 1,845 $ 2,008 $ 1,496 $ - $ 5,349 
Gross margin  1,130  344  (690)  -  784 
Income (loss) from operations  (1,075)  (39)  (5,746)  (4,930)  (11,790) 
Net income (loss) $ (816) $ (41) $ (5,860) $ (8,258) $ (14,975) 

           
Three months ended  
June 30, 2018 

 Patient 
Counselling 

  
Merchandising 

 Cultivation & 
Extraction 

  
Corporate 

  
Total 

Revenue $ 3,183 $ 1,286 $ - $ - $ 4,469  
Gross margin  2,617   171  -  -  2,788  
Income (loss) from operations  182  (40)  -  (4,963)  (4,821) 
Net income (loss)  127  (40)  -  (4,997)  (4,910) 

           
Six months ended  
June 30, 2019 

 Patient 
Counselling 

  
Merchandising 

 Cultivation & 
Extraction 

  
Corporate 

  
Total 

Revenue $ 3,671 $ 4,362 $ 11,505 $ - $ 19,538  
Gross margin  2,331  697  3,014  -  6,042  
Income (loss) from operations  (2,124)  (530)  (2,700)  (9,501)  (14,855) 
Net income (loss) $ (1,650) $ (533) $ (2,819) $ (13,429) $ (18,431) 

           
Six months ended  
June 30, 2018 

 Patient 
Counselling 

  
Merchandising 

 Cultivation & 
Extraction 

  
Corporate 

  
Total 

Revenue $ 5,835  $ 3,798  $ - $ - $ 9,633  
Gross margin  4,286    595   -  -  4,881  
Income (loss) from operations  (983)  201   -  (10,374)  (11,156) 
Net income (loss) $ (685) $ 199  $ - $ (10,692) $ (11,178) 

 

 
 
As at June 30, 2019 

 Patient 
Counselling 

  
Merchandising 

 Cultivation & 
Extraction 

  
Corporate 

  
Total 

Total assets $ 23,212 $ 2,540 $ 79,880 $ 34,342 $ 139,974 
Total liabilities $ 3,616 $ 1,366 $ 18,426 $ 43,548 $ 66,956 

           

As at December 31, 2018           

Total assets $ 22,903 $ 2,820 $ 62,804 $ 36,793 $ 125,320 

Total liabilities $ 1,959 $ 1,524 $ 17,576 $ 19,248 $ 40,307 
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19. COMMITMENTS AND CONTINGENCIES 

(a) Lease commitments 

The Company leases production facilities in Cathedral City, California commencing in early 2020. The term 
is 15 years with three options to extend by 5 years each. 

The Company is committed under a lease agreement with respect to an NHS clinic located in Calgary, Alberta 
expiring on September 30, 2019. 

The Company’s minimum payments required under these leases are as follows: 

 

  Cathedral 
City 

  
Others 

  
Total 

2019 $ - $ 12 $ 12 
2020  15,185  -  15,185 
2021  12,170  -  12,170 
2022  12,170  -  12,170 
Thereafter  158,792  -  158,792 

  $      198,317 $       12 $    198,329 

(b) Legal proceedings 

In March 2019, the Company, along with NHS, was named in a class action lawsuit in connection with a privacy 
breach of the Electronic Medical Record system used by NHS. The litigation process has commenced, and the 
Company will defend its position. No amount has been recorded in the Interim Financial Statements since an 
amount cannot be reliably measured at this point. 

20. SUBSEQUENT EVENTS 

The Company evaluates events or transactions that occur after the balance sheet date through to the date 
which the financial statements are issued, for potential recognition or disclosure in the Interim Financial 
Statements in accordance with IAS 10, Events After the Reporting Period. 

(a) On August 1, 2019, the Company closed a non-brokered private placement of 5.77 million units (“August 
Units”) of the Company for gross proceeds of $5.77 million.  On August 29, 2019 the Company closed a 
second tranche of the August Unit Offering of 1.46 million August Units for gross proceeds of 
approximately $1.46 million (US$1.1 million). In aggregate, a total of 7.23 million August Units were 
issued, with each August Unit consisting of a principal amount of Promissory Notes bearing interest at a 
rate of 10% per annum and 0.40 Warrants at an exercise price of $2.50 per Warrant.  The Promissory 
Notes mature on 6 months from the respective closing dates. 

(b) On August 28, 2019, the Company closed a non-brokered private placement of 1.5 million units 
(“Subsequent August Units”) of the Company for gross proceeds of $2.0 million (US$1.5 million). Each 
Subsequent August Unit consists of a principal amount of Promissory Notes bearing interest at a rate of 
10% per annum and 1.11 Warrants at an exercise price of $1.20 (US$0.90) per Warrant.  The Company 
has signed an agreement to close a second tranche of 6.0 million Subsequent August Units for gross 
proceeds of $8.0 million (US$6.0 million) on or before September 30, 2019. The Promissory Notes 
mature 18 months from the respective closing dates. 
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SUNNIVA INC. 
MANAGEMENT’S DISCUSSION AND ANALYSIS 
For the three and six months ended June 30, 2019 and 2018 
(In Canadian Dollars) 

 

 1 

This management discussion and analysis (“MD&A”) of the financial condition and results of operations of Sunniva 
Inc. (the “Company”) is for the three and six months ended June 30, 2019 and 2018. It is supplemental to, and should 
be read in conjunction with, the unaudited Consolidated Financial Statements of the Company and the 
accompanying notes for the three and six months ended June 30, 2019 and 2018 (the “Consolidated Financial 
Statements”).  

The Consolidated Financial Statements are prepared in accordance with International Financial Reporting Standards 
(“IFRS”) as issued by the International Accounting Standards Board. All amounts presented herein are stated in 
Canadian dollars, unless otherwise indicated. Additional information regarding the Company is available on our 
website at www.sunniva.com or through the SEDAR website at www.sedar.com. 

This MD&A is prepared as of and dated August 29, 2019. 

CAUTION REGARDING FORWARD LOOKING STATEMENTS 

Some of the statements contained in this MD&A are forward-looking statements, such as estimates and statements 
that describe the Company’s future plans, objectives or goals, including words to the effect that the Company or 
management expects a stated condition or result to occur. 

Forward-looking statements may be identified by such terms as “believes”, “expects”, “anticipates”, “estimates”, 
“may”, “could”, “will” and similar expressions. 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 the Company 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. Forward-looking information or 
statements in this MD&A include, but are not limited to: Mr. Barker’s expected interest in the Build to Suit Lease (as 
defined below); the expected production at the Sunniva California Campus (as defined below), including the 
additional estimated production capacity to be realized from the Sunniva California Campus; the expected capital 
costs and timing of completion of the Sunniva California Campus in early 2020, including the estimated capital 
expenditure required for the risk mitigation systems and the timing for receipt of the Certificate of Occupancy for 
phase one of the Sunniva California Campus; the Company’s belief that changes to the project management team 
and the engagement of a construction consulting firm will greatly influence the ability to achieve the estimated time 
for completion of the Sunniva California Campus; the timing of completion of the Sunniva onsite dispensary expected 
to be operational following the initial production from the Sunniva California Campus; the suspension of 
development plans for, and the anticipated timing of sale of, the Sunniva Canada Campus (as defined below); the 
anticipated timing of completion and sales proceeds from the SMI Transaction (as defined below); the Company’s 
review of strategic initiatives for the remainder of its Canadian assets and the Company’s focus on US operations; 
the estimate that up to 30% of all product from Sunniva California Campus will be used in the Extraction Facility (as 
defined below) for higher margin extracted products and all products will be free from the pesticides commonly 
used within today’s industry; the Company’s expectations with respect to the federal and state regulatory regime 
for cannabis in the United States, and the Company’s plans to ensure compliance with that regime; the expectation 
that the commercial property leased by the entities located in Coachella, California acquired by CPL (as defined 
below) will expand the Company’s distribution and packaging capabilities in California; the Company’s ability to 
convert its outstanding Convertible Debentures (as defined below) into Common Shares (as defined below); the 
Company’s plans and ability to obtain additional funds through the sale of equity or debt commitments for 
operations and planned growth;  the Company’s anticipated production at the Extraction Facility; the Company’s 
plans related to the class action litigation involving NHS; the expected use of funds from recent financings; and the 
Company’s policy regarding dividends, are “forward-looking statements”. 

http://www.sedar.com/
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Actual results or events could differ materially from the plans, intentions and expectations expressed or implied in 
any forward-looking information or statements, including the underlying assumptions thereto, as a result of 
numerous risks, uncertainties and other factors including: receipt of licenses and permits for the Sunniva California 
Campus; the legal status of cannabis cultivation, distribution and sales in the United States; changes in general 
economic conditions and conditions in the financial markets; litigation, legislative, environmental and other judicial, 
regulatory, political and competitive developments; technological and operational difficulties encountered in 
connection with the Company’s activities; availability of debt or equity financing; receipt of shareholder and 
regulatory approvals for potential transactions; and changing foreign exchange rates and other matters discussed in 
this MD&A. 

This list is not exhaustive of the factors that may affect any of the Company’s forward-looking statements. These 
and other factors should be considered carefully, and readers should not place undue reliance on the Company’s 
forward-looking statements. Further information regarding these and other factors, which may cause results to 
differ materially from those projected in forward-looking statements, will be included in the filings by the 
Company with securities regulatory authorities. As required by securities legislation applicable to public 
companies, it is the Company’s policy to update, from time-to-time, forward-looking information in its periodic 
management discussions and analyses and provide updates on its activities to the public through the filing and 
dissemination of news releases. 

COMPANY OVERVIEW 

The Company was incorporated pursuant to the Canada Business Corporations Act (the “CBCA”) on August 11, 2014. 
The Company’s articles of incorporation were amended on August 14, 2017 to change its name from Sunniva 
Holdings Corp. to Sunniva Inc. and to remove certain transfer restrictions with respect to the Company’s common 
shares (the “Common Shares”). The Common Shares are listed on the Canadian Securities Exchange under the 
symbol “SNN” and on the OTCQB under the symbol “SNNVF”.  

The Company’s registered office is located at 1200-200 Burrard Street, Vancouver, British Columbia, V7X 1T2.  

As of June 30, 2019, the Company has sixteen wholly-owned subsidiaries. The Company has five wholly-owned 
Canadian subsidiaries: Sunniva Medical Inc. (“SMI”), Natural Health Services Ltd. (“NHS”), 1964433 Alberta Ltd. 
(“196”), 1167025 B.C. Ltd. (“116”) and 1111035 Canada Inc. (“111”). The Company, SMI and 111 were incorporated 
under the CBCA. NHS and 196 were incorporated under the Business Corporations Act (Alberta) and 116 was 
incorporated under the Business Corporations Act (British Columbia). The Company, SMI, 111 and 116 are 
headquartered in Carlsbad, California. NHS and 196 are headquartered in Calgary, Alberta.  

Additionally, the Company has eleven wholly-owned United States subsidiaries: Sun Holdings Management, LLC 
(Delaware), CP Logistics, LLC (North Carolina) (“CPL”), Full-Scale Distributors, LLC (Florida) (“FSD”), LTYR Logistics, LLC 
(California) (“LTYR”), Sunniva Full-Scale Distributors Corporation (California), Sun CA Holdings, Inc. (California) 
(“SCH”), A1 Perez, LLC (Delaware), Sunny People, LLC (California), 420 Distribution, LLC (California), Coachella 
Distillation, LLC (California) and Sun Ramon, LLC (California).  

KEY DEVELOPMENTS IN THE SECOND QUARTER OF 2019 

• On April 1, 2019, the Genetics Agreement which provided CPL access to cannabis genetic and propagating 
materials produced at a licensed cannabis cultivation facility in Oakland, California (the “Genetics 
Agreement”) terminated in accordance with its terms.  Prior to the expiration of the Genetics Agreement, 
CPL moved the propagating materials and genetics to another facility in California. 
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• On April 15, 2019, the Company closed a non-brokered private placement (the “April Unit Offering”) of 4.3 
million units of the Company (“April Units”) for gross proceeds of $4.3 million.  On April 24, 2019, the 
Company closed a second tranche of the April Unit Offering of 1.21 million April Units for gross proceeds of 
$1.2 million. In aggregate, a total of 5.51 million April Units were issued, with each April Unit consisting of 
a principal amount of unsecured promissory notes of the Company (“Promissory Notes”) bearing interest 
at a rate of 10% per annum and 0.1897 common share purchase warrants (“Warrants”) at an exercise price 
of $5.27 per Warrant.  The Promissory Notes mature on the earlier of (i) two business days following receipt 
by the Company of proceeds from the sale of any or all of the Company’s Canadian assets following the 
respective closing dates, which, in the aggregate are equal to or greater than the proceeds of the 
offering; and (ii) 6 months from the respective closing dates. 

• On April 25, 2019, the Company, through CPL, acquired a majority interest in two licenced cannabis 
companies in California, 420 Distribution, LLC and Coachella Distillation, LLC. The entities hold existing 
leases for commercial property located in Coachella, California, which will be used to expand the Company’s 
packaging and distribution capabilities in California. 

• On May 22, 2019, Leith Pedersen, President, Chief Strategy Officer and Co-Founder of the Company 
resigned as an officer and a director for personal reasons.  His responsibilities have been absorbed by the 
senior leadership team of the Company. 

• On May 31, 2019, the Company announced the appointment of David Lyle as Chief Financial Officer, 
effective June 3, 2019.  Mr. Lyle previously served as Chief Financial Officer at Maxwell Technologies, Inc. 
(“Maxwell”) (NASDAQ:MXWL) a global leader in the development and manufacture of innovative, cost-
effective energy storage and power delivery solutions. Maxwell was recently acquired by Tesla, Inc. 

• On June 11, 2019, the Company entered into a share purchase agreement to sell SMI to CannaPharmaRx, 
Inc. in an all-cash transaction for $20.0 million less certain outstanding liabilities in SMI (the “SMI 
Transaction”).  

RECENT DEVELOPMENTS SUBSEQUENT TO JUNE 30, 2019 

• On July 18, 2019, the Company announced the receipt of a non-refundable payment of deposit in the 
amount of $1.0 million under the SMI Transaction. The SMI Transaction is expected to close in September 
2019 for net proceeds of $16.2 million. The closing date has been postponed from the initial expectation of 
August 2019 to allow both parties to fulfill the necessary closing conditions. 

• On July 22, 2019, the Company announced Kevin Wilkerson has been promoted to President of Sunniva 
Inc., the corporate parent entity. Mr. Wilkerson will also continue his role as President and Chief Executive 
Officer of SCH, the Company’s main US subsidiary. 

• On August 1, 2019, the Company closed a non-brokered private placement (the “August Unit Offering”) of 
5.77 million units (“August Units”) of the Company for gross proceeds of $5.77 million.  On August 29, 2019 
the Company closed a second tranche of the August Unit Offering of 1.46 million August Units for gross 
proceeds of approximately $1.46 million (US$1.1 million). In aggregate, a total of 7.23 million August Units 
were issued, with each August Unit consisting of a principal amount of Promissory Notes bearing interest 
at a rate of 10% per annum and 0.40 Warrants at an exercise price of $2.50 per Warrant.  The Promissory 
Notes mature 6 months from the respective closing dates. 
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• On August 28, 2019, the Company closed a non-brokered private placement (the “Subsequent August Unit 
Offering”) of 1.5 million units (“Subsequent August Units”) of the Company for gross proceeds of $2.0 
million (US$1.5 million). Each Subsequent August Unit consists of a principal amount of Promissory Notes 
bearing interest at a rate of 10% per annum and 1.11 Warrants at an exercise price of $1.20 (US$0.90) per 
Warrant.  The Company has signed an agreement to close a second tranche of 6.0 million Subsequent 
August Units for gross proceeds of $8.0 million (US$6.0 million) on September 30, 2019. The Promissory 
Notes mature on 18 months from the respective closing dates. 

• The Company has been prioritizing available funding towards the completion of the Sunniva California 
Campus and as a result has reduced the cash used for purchase of biomass for use in the Extraction Facility 
and the purchase of 3rd party flower to be used in branded cannabis sales.  As a result, the previously 
announced revenue estimate of US$55-$60 million from sales of Sunniva branded products in California 
manufactured in the Extraction Facility and from purchasing compliant third-party flower from strategic 
relationships that is packaged, branded, distributed and sold can no longer be relied upon. 

 
GOING CONCERN 

The Company is considered a development stage company and is currently seeking additional capital, mergers, 
acquisitions, joint ventures, partnerships and other business arrangements to expand its product offering in the 
cannabis industry and grow its revenue. 

The Consolidated Financial Statements have been prepared on a going concern basis, which assumes that the 
Company will realize its assets and discharge its liabilities in the normal course of business for the foreseeable future. 
The Company has incurred losses from inception and as at June 30, 2019 has not generated sufficient revenue to 
fund operations or planned capital expenditures. As at June 30, 2019, the Company has an accumulated deficit of 
$73.5 million and incurred a net loss of $15.0 million and $18.4 million for the three and six months ended June 30, 
2019. 

The Company’s ability to continue as a going concern is dependent upon its ability in the future to achieve profitable 

operations and, to convert its outstanding Convertible Debentures into Common Shares or obtain the necessary 

financing to meet its near-term obligations such that it can repay its liabilities when they become due. Management 

plans to continue its efforts to secure external financing through the issuance of equity and debt to finance the 

operations and capital expenditures of the Company; however, there can be no certainty that such funds will be 

available on a timely basis and on terms acceptable to the Company. These conditions indicate the existence of 

material uncertainties that may cast significant doubt about the Company’s ability to continue as a going concern. 

INTERIM MD&A – QUARTERLY HIGHLIGHTS 

The following table sets forth selected financial information of the Company for the three and six months ended 
June 30, 2019: 

 For the three months ended June 30 

(000s) 2019 2018 2017 

Total revenue $              5,349 $                4,469 $              3,280   

Gross margin 784 2,788 1,236  

Net loss  (14,975) (4,910) (10,744) 

Comprehensive loss (16,456) (4,305) (10,935) 

Basic and diluted loss per share (0.39) (0.16) (0.42) 
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 For the six months ended June 30 

(000s) 2019 2018 2017 

Total revenue $            19,539 $               9,633 $              5,654   

Gross margin 6,042 4,881 2,451  

Net loss  (18,431) (11,178) (11,706) 

Comprehensive loss (20,231) (10,169) (11,770) 

Basic and diluted loss per share (0.48) (0.38) (0.48) 

 As at  

  (000s) June 30, 2019 
December 31, 

2018 
December 31, 

2017 

Current assets $            37,133 $            17,894 $            14,532 

Total assets 139,974 125,320 74,907 

Current liabilities 28,786 19,160 15,739 

Total liabilities 66,956 40,307 40,608 

Shareholders' equity 73,018 85,013 34,299 
 
The tables below summarize the Company’s cash flows for the three and six months ended June 30, 2019 
: 

 For the three months ended June 30 

                                                             (000s) 2019 2018 2017 

Net cash provided (used by)    

Operating activities $           (871) $              (4,937) $        (1,404) 

Investing activities (4,225) (16,533) (5,472) 

Financing activities 4,805 8,938 5,262 

Effect of foreign exchange on cash (245) 506 16 

Decrease in cash (536) (12,026) (1,598) 

Cash and cash equivalents beginning of period 2,135 29,556 5,899 

Cash and cash equivalents end of period $         1,599 $               17,530 $          4,301 

    

 For the six months ended June 30 

                                                             (000s) 2019 2018 2017 

Net cash provided (used in)    

Operating activities $      (14,876) $             (6,536) $       (2,791) 

Investing activities (12,427) (21,799) (8,279) 

Financing activities 26,019 33,679 5,794 

Effect of foreign exchange on cash 742 762 (36) 

Increase (decrease) in cash (542) 6,106 (5,312) 

Cash and cash equivalents beginning of period 2,141 11,424 9,613 

Cash and cash equivalents end of period $          1,599 $             17,530 $        4,301 
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The Company did not declare any dividends in the three or six months ended June 30, 2019 and does not anticipate 
doing so in the foreseeable future.  

Cash and cash equivalents as at June 30, 2019 was $1.6 million, which is a slight decrease from $2.1 million at 
December 31, 2018. The funds raised in the six months ended June 30, 2019 were used primarily for capital 
investment at the Sunniva California Campus and funding US operations. 

For the three and six months ended June 30, 2019, the Company also recognized share-based payment expenses of 
$0.5 million and $1.5 million related to the issue of stock options. The total fair value of the options granted during 
the three and six months ended June 30, 2019 was $1.3 million. 

Summary of Quarterly Results  

The following table sets out the quarterly financial information for each of the last eight quarters:  

 

Summary of Results 

For the three and six months ended June 30, 2019, the Company generated $5.3 million and $19.5 million in revenue 
as compared to $4.5 million and $9.6 million during the three and six months ended June 30, 2018. CPL contributed 
$1.5 million and $11.5 million, NHS contributed $1.8 million and $3.7 million while FSD contributed $2.0 million and 
$4.3 million over these same periods. Net loss for the three and six months ended June 30, 2019 was $15.0 million 
and $18.4 million as compared to $4.9 million and $11.2 million during the three and six months ended June 30, 
2018. 
 
The key components contributing to the change in net loss from the three and six months ended June 30, 2019 
compared to the prior comparative periods comprise the following: 

• Revenue increased by $0.9 million and $9.9 million during the three and six months ended June 30, 2019. 
CPL revenue increased by $1.5 million and $11.5 million over the comparative periods due to increased 
sales from the extraction business line and the commencement of CPL’s packaging business line. FSD 
revenue increased by $0.7 million and $0.6 million over these comparative periods due to an increased 
customer base year over year.  NHS revenue decreased by $1.3 million and $2.2 million over these 
comparative periods due to a decrease in the number of doctors.   

 

 

(000s) Q2'19 Q1'19 Q4'18 Q3'18 Q2'18 Q1'18 Q4'17 Q3'17

Total revenue 5,349$        14,190$      5,417$        3,739$        4,469$       5,164$      5,856$    4,562$    

Cost of goods sold 4,565           8,931          4,604          1,634          1,681         3,071         3,352      2,834      

Selling, general and administrative 12,574        8,322          10,419        9,474          7,609         8,428         5,854      9,060      

Research and development -               -              -              -              -             -             110         -          

Loss from operations (11,790)       (3,063)         (9,606)         (7,369)         (4,821)        (6,335)       (3,460)    (7,332)    

Fair value (gain) loss on derivative liability -               455             (782)            (1,078)         (540)           868            (2,759)    (551)        

Foreign exchange (gain) loss 21                133             102             (77)              183            (58)             390         (499)        

Gain on settlement of promissory note -               -              -              -              -             (1,011)       -          -          

Impairment losses 2,317           -              1,963          -              -             -             -          -          

Interest and other expenses 1,517           702             388             385             450            432            271         31           

Income tax (recovery) expense (670)            (899)            (188)            182             (4)               (298)          (1,202)    (366)        

Net loss (14,975)       (3,454)         (11,089)       (6,781)         (4,910)        (6,268)       (160)        (5,947)    

Basic loss per share (0.33)           (0.09)           (0.31)           (0.21)           (0.16)          (0.23)         (0.01)      (0.26)      
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• Gross margin decreased by $2.0 million and increased by $1.2 million during the three and six months ended 
June 30, 2019. For the three months ended June 30, 2019, CPL’s margins were reduced in an effort to 
increase operating cash flows that were tied up in inventory. Furthermore, margins were negatively 
impacted by the decrease in NHS revenue, which consistently provides the highest margin of all the 
Company’s revenue streams. Gross margin increased for the six months ended June 30, 2019 due to the 
high level of sales in CPL in the first quarter of fiscal 2019. On a percentage basis, gross margin decreased 
from 62% and 51% in the three and six months ended June 30, 2018 to 1% and 31% in the three and six 
months ended June 30, 2019 due to the reasons discussed above.  

• Selling, general and administration expenses increased by $4.0 million and $4.5 million during the three and 
six months ended June 30, 2019. The increase is due to the continued expansion of US operations, while 
incurring additional costs in relocating the corporate functions from Vancouver, British Columbia to 
Carlsbad, California. In addition, CPL recognized a provision on accounts receivable of $2.3 million and $2.8 
million for the three and six months ended June 30, 2019. 

• Production facility costs of $1.8 million were incurred for the three and six months ended June 30, 2019. 
The Company had no such costs in the comparative periods. 

• Share-based payment expenses decreased from $1.9 million and $4.1 million in the three and six months 
ended June 30, 2018 to $0.5 million and $1.5 million in the three and six months ended June 30, 2019. The 
decrease is due to several option holders departing with the corporate transition and the accounting under 
IFRS whereas the recognition of share-based payment expense decreases as options continue to vest. 

• Fair value changes in derivative instruments due to the revaluation of secured convertible promissory notes 
and warrants increased from a gain of $0.5 million and a loss of $0.3 for the three and six months ended 
June 30, 2018 to no impact and a loss of $0.5 million for the three and six months ended June 30, 2019.  
This was due to all derivative instruments being settled in early 2019. 

• Amortization and depreciation expense increased by $0.5 and $1.1 million during the three and six months 
ended June 30, 2019 due to a higher cost base of the assets in 2019. 

Discussion of Operations 

CPL entered into a build to suit lease agreement (the “Build to Suit Lease”) with Sunniva Production Campus, LLC 
(“SPCL”) on October 20, 2017 for the construction of the Sunniva California Campus in Cathedral City, California (the 
“Sunniva California Campus”), which is owned by SPCL, an entity related to Barker Pacific Group, Inc. (“BPG”).   

Construction of phase one of the 325,000 square foot Sunniva California Campus has experienced further delays, 
and as a result will not be operational within the previously announced Q3 2019 timeframe. The Company now 
expects to receive the Certificate of Occupancy for the Sunniva California Campus in early 2020, at which time the 
Sunniva California Campus will become operational and the Company will commence the onboarding of genetics 
and plants. The delay in phase one construction of the Sunniva California Campus is caused principally by a delay in 
connection to permanent power at the facility.  This will push out the timeframe for the Company to commence the 
required commissioning and testing of the Sunniva California Campus until late in 2019. The Company has also 
determined that as part of its risk mitigation strategy for the facility, additional back-up power and segmenting of 
cooling capacity will significantly reduce the risk of loss of crop due to power failure.  The current estimate of the 
total capital required for these risk mitigation systems is approximately US$25 million.  The Company and BPG are 
in discussions to determine the allocation of these costs. The additional improvements to the facility will be 
completed concurrently with the commissioning and commencement of operations in early 2020.  

As a result of the delays associated with the Sunniva California Campus, the Company has reorganized the project 
management team and has engaged an internationally recognized construction consulting firm to manage the 
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project through the final stages of construction and commissioning of the facility. The Company believes that these 
changes will greatly influence the ability to achieve the revised estimated time to completion. 

It is estimated that up to 30% of all production from the Sunniva California Campus will be used in the Extraction 
Facility for higher margin extracted products and all products will be produced free from the pesticides commonly 
used within today’s industry. Total flower production capacity of phase one is expected to be 50,000 kg (50 million 
grams) per year of premium indoor cannabis at capacity. Planned automation will move the plants through their life 
cycle and is expected to allow the Sunniva California Campus to deliver a continuous daily harvest.  Phase two is 
planned to be an additional 164,000 square foot glasshouse for a total of 489,000 square feet of state-of-the-art, 
purpose-built facilities, capable of producing 72,500 kg (72.5 million grams) per year of dried flower at peak capacity. 
The Sunniva onsite dispensary will showcase the Sunniva brands and is expected to be completed and operational 
following the initial production harvest from the glasshouse. 

The Sunniva California Campus has an estimated project budget of approximately US$120 million, which has 
increased from the previously reported budget of US$95 million and up from the original contractual lease estimate 
of US$54.0 million due primarily to additional costs expected for the temperature control and lighting systems and 
additional infrastructure on phase two as well as the addition of certain components associated with the enhanced 
risk mitigation systems. To date the Company has contributed approximately US$20 million to date and is committed 
to spending an additional US$10 million to complete its original budget obligations. The Company and BPG are in 
discussions to determine the allocation of the incremental costs for the risk mitigation systems.  

CPL’s extraction suite in Cathedral City, California is licenced for both volatile and non-volatile extraction processes 
(the “Extraction Facility”) and became operational in July 2018. The Extraction Facility has the capacity to process 
500 lbs of biomass daily, which could produce up to an estimated 180,000 grams of distillate and 125,000 grams of 
live resin extracts per month. The Extraction Facility is currently producing high quality distillate and premium 
concentrates for the Sunniva branded product lines and wholesale market. 

The Company is in the process of selling SMI, which owns the Sunniva Canada Campus at Okanagan Falls, B.C. (the 

“Sunniva Canada Campus”) and the transaction is expected to close in September 2019. The Company continues its 

review of strategic initiatives for the remainder of its Canadian assets as the Company focuses efforts on its US 

operations.   

  
The following table, dated as of June 30, 2019, presents a quantification of the Company’s balance sheet and 
operating statement exposure to U.S. marijuana-related activities, compared with Canadian activities and U.S. non-
marijuana-related activities. 

 
 
 
000s 

 
 

Amount 
($) 

 
Canadian 
activities 

(%) 

US 
marijuana-related 

activities 
(%) 

US 
Non-marijuana-related 

activities 
(%) 

Cash 1,599 30 64 6 
Accounts receivable 6,547 23 48 29 
Inventory 4,885 1 95 4 
Prepaids 1,967 18 50 32 
Assets held-for-sale 22,135 100 0 0 
Deposits 1,239 7 92 1 
PP&E 57,185 8 88 4 
Intangibles 22,478 44 33 23 
Goodwill 21,939 66 14 20 

Total assets 139,974 36 53 11 
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000s 

 
 

Amount 
($) 

 
Canadian 
activities 

(%) 

US 
marijuana-related 

activities 
(%) 

US 
Non-marijuana-related 

activities 
(%) 

Accounts payable 12,038 56 30 14 
Deferred revenue 731 0 0 100 
Short term loans 2,366 0 100 0 
Provisions 57 100 0 0 
Unsecured promissory notes 5,170 100 0 0 
Liabilities held-for-sale 6,500 100 0 0 
Convertible debenture 21,548 100 0 0 
Lease liabilities 18,161 22 65 13 
Deferred income taxes 385 100 0 0 

Total liabilities 66,956 65 28 7 

    

For the three months ended June 30, 2019    
Revenue 5,349 34 28 38 
Gross margin (loss) 23 77 0 23 
SG&A 12,574 63 13 24 
Other expenses (income) 3,855 98 0 2 
Current tax expense (299) 0 100 0 
Deferred tax recovery (371) 100 0 0 

For the six months ended June 30, 2019    
Revenue 19,538 19 59 22 
Gross margin (loss) 6,042 55 29 16 
SG&A 20,897 60 13 27 
Other expenses (income) 5,145 98 0 2 
Current tax expense - 0 100 0 
Deferred tax recovery (1,569) 100 0 0 

 
Liquidity  

As at June 30, 2019 the Company had $37.1 million in current assets (December 31, 2018 - $17.9 million) and had a 
working capital surplus of $8.3 million compared to a deficit of $1.3 million at December 31, 2018.  

During the second quarter of fiscal 2019, the Company received $5.3 million from the issuances of Promissory Notes. 
Non-cash equity transactions during the second quarter of fiscal 2019 included $1.1 million of Convertible Debenture 
conversions and an equity reserve transfer of $313,000 due to the expiry of finders’ warrants. As at June 30, 2019, 
the Company’s net share capital was $117.9 million compared to $113.4 million as at December 31, 2018. 

The Company used the funds raised in the second quarter of fiscal 2019 to fund approximately $4.4 million to 
advance the Sunniva California Campus.  

As at June 30, 2019, the Company has 5,289,563 stock options outstanding pursuant to the Company’s stock option 
plan. The Company recorded a share-based payment expense of $0.5 million and $1.5 million in the three and six 
months ended June 30, 2019 ($1.9 million and $4.1 million in the three and six months ended June 30, 2018). 
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Stock options 

Weighted Average 
Exercise Price 

Balance, January 1, 2018 3,310,625  $       4.36 

   Granted 2,349,000           5.55 
   Exercised (231,250)         (3.40) 
   Forfeited (324,250)         (4.80) 
   Expired (21,875)          (6.75) 

Balance, December 31, 2018 5,082,250  $       4.93 

   Granted 990,000         3.12 
   Exercised (25,000)         (3.40) 
   Forfeited (524,374)         (5.66) 
   Expired (233,313)         (5.39) 

Balance, June 30, 2019 5,289,563 $       4.50 

 
As at June 30, 2019, the Company had 5,424,464 Warrants and 433,254 compensation options outstanding which, 
upon exercise, each convert into one Common Share. The Warrants outstanding in both Canadian and US 
denominated currencies were as follows: 

Warrants and Compensation Options issued in the March 2018 Offering 

Issue Date Issued Exercised Outstanding Exercise Price Expiry Date 

March 27, 2018 1,425,450 - 1,425,450 $12.50 March 27, 2020 
March 27, 2018 50,000 - 50,000 $12.50 March 27, 2020 

March 27, 2018 171,054 - 171,054 $9.75 March 27, 2020 

  1,646,504 - 1,646,504   
 
Warrants and Compensation Options issued in the October 2018 Offering 

Issue Date Issued Exercised Outstanding Exercise Price Expiry Date 

October 12, 2018 2,185,000 - 2,185,000 $6.85 October 12, 2020 
October 12, 2018 262,200 - 262,200 $5.27 October 12, 2020 

  2,447,200 - 2,447,200   
 
Warrants issued in LTYR acquisition  

Issue Date Issued Exercised Outstanding Exercise Price Expiry Date 

December 28, 2018 718,473 - 718,473 $3.71 December 28, 2020 
 
Warrants issued in non-brokered private placement 

Issue Date Issued Exercised Outstanding Exercise Price Expiry Date 

April 15, 2019 815,939 - 815,939 $5.27 April 15, 2021 
April 24, 2019 229,602 - 229,602 $5.27 April 24, 2021 

 1,045,541 - 1,045,541   

The tables above are not required under Form 51-102F1 but are included as additional information. 

The Company is dependent on raising additional equity or debt to carry on its business operations for the next 12 
months. The Company has $1.6 million in cash and cash equivalents as at June 30, 2019, but there is no guarantee 
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that the Company will be able to raise the additional equity or debt required to fund its ongoing operations and 
complete its planned capital expenditures. 

Capital Resources 

As at June 30, 2019, the Company had the following consolidated lease commitments: 

(000s)  Cathedral 
City 

 Others  Total 

2019 $ 3,015 $ 12 $ 3,027 

2020  12,170  -  12,170 

2021  12,170  -  12,170 

2022  12,170  -  12,170 

Thereafter  158,792  -  158,792 

  $        198,317 $       12 $  198,329  

The lease commitments include properties in Goleta (the “Goleta Facility Lease”) and Cathedral City, California; 
medical clinics, office space and education centres for NHS in Alberta, Saskatchewan, Manitoba and Ontario; and a 
commitment for the Company’s corporate offices in Vancouver, British Columbia and Calgary, Alberta. 

Off-Balance Sheet Arrangements 

The Company does not have any off-balance sheet arrangements. 

Transactions between Related Parties 

For the three and six months ended June 30, 2019, the Company’s related parties, as defined by IAS 24, Related 
Party Disclosures, include the Company’s controlling shareholders, directors, executive officers, key management 
personnel, and enterprises which are controlled by these individuals. 

Related Party                 Relationship 

Anthony Holler, Chairman, CEO and Director Director/Management 
Luke Stanton, Director Director/Consultant/US Legal 
Michael Barker, Director Director 
Todd Patrick, Director Independent Director 
Norm Mayr, Director Independent Director 
Ian Webb, Director Independent Director 
Kevin Wilkerson, President and CEO of SCH Management 
Dave Lyle, Chief Financial Officer Management 
Duncan Gordon, Chief Operating Officer Management 
Leith Pedersen, Former President, Chief Strategy Officer and Director Former Director/Management 
David Negus, Former Chief Financial Officer Former Management 
Ben Rootman, Former General Counsel and Corporate Secretary  Former Management 
Daniel Vass, Former President of NHS and Director Former Management 
Vinayak Shastry, Former President of U.S. Operations Former Management 

 
The Company considers the executive officers and directors as the key management of the Company. 
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Total compensation of key Company personnel for the three and six months ended June 30, 2019 and 2018 are as 
follows: 

(000s) 
Three months ended    

June 30, 2019 
Three months ended    

June 30, 2018 

Salaries and consulting fees $                       830                $                676   

Share-based payments 403 1,193    

 $                    1,234                   $            1,869  

   

(000s) 
Six months ended 

    June 30, 2019 
Six months ended    

June 30, 2018 

Salaries and consulting fees $                   1,420                $             1,536   

Share-based payments 1,027 2,144    

 $                   2,447                    $             3,680  

Amounts due to related parties is as follows as at:   

 June 30, 2019 December 31, 2018 

Consulting fees and wages $                     499     $                135  

 
The non-management directors have received in aggregate $0.2 million and $0.5 million in share-based 
compensation during the three and six months ended June 30, 2019 ($0.7 million and $0.9 million in the three and 
six months ended June 30, 2018). 

Except as listed below, no related party had any material interest, direct or indirect, in any transaction which has 
materially affected or would materially affect the Company or any of its subsidiaries. 

Dr. Anthony Holler, the Company’s Chairman and CEO, has guaranteed the Goleta Facility Lease on behalf of the 
Company with an estimated commitment as at June 30, 2019 of $0.8 million.  

Michael Barker, a Director of the Company, has a material interest in BPG. The Company, through its subsidiary CPL, 
entered into the Build to Suit Lease with SPCL, a related party to BPG, which was approved by the Board of Directors 
of the Company (the “Board”). The base rent under the lease is based on the budget for the Sunniva California 
Campus and is calculated based on 17.2% of the project costs as determined under the terms of the lease.  The lease 
is for an initial 15-year term with three five-year extensions. Mr. Barker’s interest in the transaction is expected to 
be approximately 10%. The Company entered into a US$1.7 million promissory note with SPCL to finance materials 
purchased for the Sunniva California Campus. The promissory note maturity date was extended from June 11, 2019 
to August 11, 2019 and the interest rate was increased from 10% to 25% for the period from June 11, 2019 until 
maturity. The parties have agreed to a payment plan and the balance is expected to be settled in September 2019. 

Kevin Wilkerson, President of the Company, loaned the Company US$1.0 million on July 16, 2019, by way of 
promissory note at an interest rate of 10% (the “Wilkerson Note”).  On August 1, 2019, Mr. Wilkerson subscribed for 
$1.3 million worth of August Units, and offset the subscription amount against the principal amount, together with 
the accrued interest, of the Wilkerson Note. Kevin Wilkerson also participated in the 2019 Convertible Debenture 
Financing for a principal amount of $1.3 million. 

Luke Stanton, a Director of the Company, is the Founder and Executive Chairman of Frontera Law Group, which 
provides legal services to the Company and its US subsidiaries and as such, has an interest in transactions considered 
or conducted by the Company. In addition, Mr. Stanton is also a Partner of Skytree Capital Partners, LLC, a 
shareholder of the Company. Mr. Stanton is a shareholder of Skyfront Insurance, LLC, an insurance brokerage that 
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provides services to the Company’s U.S. subsidiaries.  Mr. Stanton is also a shareholder of Composite Agency, LLC, a 
company that provided branding, marketing and content production services for the Sunniva California Campus and 
the Extraction Facility. Mr. Stanton has been separately retained by SCH, a subsidiary of the Company, as a consultant 
to conduct business development and government relations services on behalf of the Company in the United States 
for monthly compensation of US$17,500. Mr. Stanton is responsible for state licensing efforts, licensing applications 
plus supply contract negotiations with leading brands.  

CPL entered into the Genetics Agreement with a group of entities controlled by Vinayak Shastry, former President 
of U.S. Operations. The expenses paid by CPL pursuant to the Genetics Agreement were approximately US$75,000 
per month, paid on a month-to-month basis. On April 1, 2019, The Genetics Agreement terminated in accordance 
with its terms, and no further payments are being made. In Q1 2019 the cannabis genetic and propagating materials 
to be used at the Sunniva California Campus were transferred to a third-party facility for storage until required. 

Barbara Holler, the spouse of Dr. Anthony Holler, participated in a dual tranche non-brokered offering of convertible 
debentures (“Convertible Debentures”) which closed on February 12, 2019 and March 1, 2019 for aggregate gross 
proceeds of $18.8 million (the “2019 Convertible Debenture Financing”) for a principal amount of $1.0 million and 
participated in the April Unit Offering for a principal amount of $1.0 million. 

Critical Accounting Estimates 

The preparation of the Consolidated Financial Statements in conformity with IFRS requires management to 
make judgments, estimates, and assumptions about the carrying amounts of assets and liabilities that are not 
readily apparent from other sources. The estimates and associated assumptions are based on historical 
experience and other factors that are considered to be relevant. Actual results may differ from these estimates. 

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are 
recognized in the period in which the estimate is revised, if the revision affects only that period, or in the period of 
the revision and future periods, if the revision affects both current and future periods. 

Significant judgments made by management in the process of applying accounting policies and that have the most 
significant effect on the amounts recognized in the Consolidated Financial Statements include the determination of 
functional currency and the Company’s ability to continue as a going concern.  

Changes in Accounting Policies Including Initial Adoption 

There have been no changes in accounting policies including initial adoptions. 

Legal Proceedings 

In March 2019, the Company, along with NHS, was named in a class action lawsuit in connection with a privacy 

breach of the Electronic Medical Record system used by NHS. The litigation process has commenced, and the 

Company and NHS will defend their position. No amount has been recorded in the Consolidated Financial 

Statements since an amount cannot be reliably measured at this point. 

US Regulatory Regime 

The Cole Memo 
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On August 29, 2013, in response to the medical cannabis legalization initiatives in several states, the US Department 
of Justice (“DOJ”) prepared and issued the Cole Memo (the “Cole Memo”) as guidance to federal prosecutors 
concerning medical cannabis enforcement under the Controlled Substances Act (the “CSA”). The DOJ identified the 
most significant threats posed by cannabis activity that federal law enforcement, including in the use of federal 
funds, should prioritize:  

• preventing the distribution of marijuana to minors; 

• preventing revenue from the sale of marijuana from going to criminal enterprises, gangs, and cartels; 

• preventing the diversion of marijuana from states where it is legal under state law in some form to other 
states; 

• preventing state-authorized marijuana activity from being used as a cover or pretext for the trafficking of 
other illegal drugs or other illegal activity; 

• preventing violence and the use of firearms in the cultivation and distribution of marijuana; 

• preventing drugged driving and the exacerbation of other adverse public health consequences associated 
with marijuana use; 

• preventing the growing of marijuana on public lands and the attendant public safety and environmental 
dangers posed by marijuana production on public lands; and 

• preventing marijuana possession or use on federal property. 

The Cole Memo explains that outside of the eight listed enforcement priorities, the federal government should rely 
upon state and local law enforcement to address cannabis activity through enforcement of each state’s respective 
narcotics laws.  In relevant part, the Cole Memo states the following: 

“In jurisdictions that have enacted laws legalizing marijuana in some form and that have also implemented strong 
and effective regulatory and enforcement systems to control the cultivation, distribution, sale and possession of 
marijuana in compliance with those laws and regulations is less likely to threaten the federal priorities set forth above 
. . .  [a] robust system may affirmatively address those priorities by, for example, implementing effective measures 
to prevent diversion of marijuana outside of the regulated system, prohibiting access to marijuana by minors, 
replacing an illicit marijuana trade with a tightly regulated market in which revenues are tracked . . .  [i]n those 
circumstances, state and local law enforcement shall remain the primary means of addressing marijuana-related 
activity.” 

United States v. McIntosh 

Under the U.S. Ninth Circuit’s Holding in United States v. McIntosh (9th Cir. 2016) (“McIntosh”), the DOJ is prohibited 
from spending federal funds to prosecute individuals whose conduct is permitted by and complies with State medical 
cannabis laws.  

In McIntosh, the defendants faced federal indictments under the CSA due to their involvement in medical cannabis 
cultivation, manufacturing and dispensing. The defendants challenged their indictments on the basis that such 
prosecution violated the Rohrabacher-Blumenauer Amendment, an omnibus appropriations bill enacted by 
Congress in December 2014 (the “RBA”), dictates the following: 

“None of the funds made available in this Act to the Department of Justice may be used with respect to the States of 
. . . California, . . . to prevent such States from implementing their own State laws that authorize the use, distribution, 
possession, or cultivation of medical marijuana.” 

The Ninth Circuit, in deciding whether the prosecutions of the defendant violated the RBA, focused on the plain 
meaning of the specific text, specifically, “prevent such states from implementing their own State laws that authorize 
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the use, distribution, possession, or cultivation of medical marijuana.” The Ninth Court rejected the DOJ’s argument 
that prosecuting private individuals does not prevent the medical cannabis “States from implementing their own 
[medical cannabis laws].” In an important and telling passage, the Court stated: 

“By officially permitting certain conduct, state law provides for non-prosecution of individuals who engage in such 
conduct.  If the federal government prosecutes such individuals, it has prevented the state from giving practical effect 
to its law providing for non-prosecution of individuals who engage in the permitted conduct.” 

Thus, the Ninth Circuit concluded that, at a minimum, the RBA prohibits the DOJ from spending federal funds for the 
prosecution of individuals who engaged in medical commercial cannabis activity permitted by the state’s medical  
cannabis laws and fully complied with those medical cannabis laws.  

While the Ninth Circuit’s holding is limited in geographic scope, the Company’s California operations fall under the 
jurisdiction of the Ninth Circuit, where the McIntosh case is legal precedent. The Company’s planned operations 
comply with MAUCRSA (as defined below), pursuant to the ruling in McIntosh, the Company believes it can assert 
the ruling as a defense against any federal prosecution.    

Extension of the Rohrabacher-Blumenauer Amendment 

In its McIntosh ruling, the Ninth Circuit recognized the temporal nature of the RBA.  Because it is part of an omnibus 
bill and is a budget rider, it must be renewed by Congress each year to remain in effect. This makes its longevity a 
political issue. The Ninth Circuit did indicate that this temporary lack of funding could become a more permanent 
lack of funds if Congress continues to include the same rider in future appropriations bills. 

On July 27, 2017, the Senate Appropriations Committee approved the rider by a voice vote, indicating that it was 
not controversial among the panel’s members. The Senate Appropriations Committee includes 16 Republicans and 
rejected a recent personal plea by former Attorney General Jeff Sessions to let the amendment lapse. 

On May 17, 2018, the House Appropriations Committee approved inclusion of the RBA in the CJS appropriations bill 
for fiscal year 2019, in a voice vote led by sponsor Rep. David Joyce. The amendment was then renewed through a 
series of short-term spending bills signed on September 28, 2018, December 7, 2018 and January 25, 2019.  On 
February 15, 2019, the amendment was renewed as part of an omnibus spending bill in effect through September 
30, 2019.  However, the bill does not afford the same DOJ prohibitions regarding prosecuting conduct and commerce 
regarding recreational marijuana, which poses a significant risk to the Company’s California production of 
recreational marijuana.  Moreover, there can be no certainty that Congressional support for the RBA amendment 
will continue after the September 30, 2019 expiration. 

The Sessions Memo 

On January 4, 2018, former Attorney General Jeff Sessions and the DOJ issued a Memorandum for all United States 
Attorneys entitled “Marijuana Enforcement” (the “Sessions Memo”). The effect of the Sessions Memo has been to 
rescind the guidance issued on August 29, 2013 relative to medical marijuana enforcement under the Cole Memo. 

The Sessions Memo instructs federal prosecutors to disregard the previous Obama-era Cole Memo guidance, and 
instead follow “the well-established principles that govern all federal prosecutions . . . as reflected in chapter 9-
27.000 of the U.S. Attorney’s Manual.”  The Sessions Memo continues, stating, “these principles require federal 
prosecutors deciding which cases to prosecute to weigh all relevant considerations, including federal law 
enforcement priorities set by the Attorney General, the seriousness of the crime, the deterrent effect of criminal 
prosecution, and the cumulative impact of particular crimes in the community.”  

https://www.appropriations.senate.gov/hearings/full-committee-markup-of-the-cjs-thud-and-legislative-branch-appropriations-bills-for-fy2018
http://reason.com/blog/2017/06/13/in-private-letter-jeff-sessions-asks-con
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The effect of the Cole Memo’s rescission remains to be seen.  Since 1980, when chapter 9-27.000 of the U.S. 
Attorney’s Manual was originally promulgated, the United States has undergone a dramatic shift in both national 
and state-level marijuana policy.  In 1980, there were zero (0) states in the U.S. with marijuana decriminalization or 
legalization statutes.  Today, over forty (40) states and U.S Territories have enacted marijuana legislation in some 
form, with additional states considering similar legalization measures.  As a result, the manner in which the factors 
identified in chapter 9-27.000 of the U.S. Attorney’s Manual (e.g. “seriousness of the crime,” “deterrent effect of 
criminal prosecution,” and cumulative impact . . . in the community”) are considered and interpreted today as a 
matter of prosecutorial discretion, will likely be different than the way in which they were considered and 
interpreted in 1980.   

On the same day of the Sessions Memo’s release, numerous government officials, legislators and federal prosecutors 
in states with medical and recreational marijuana statutes announced their intention to continue the Cole Memo-
era status quo despite the DOJ’s decision to rescind it.  Further, Session’s replacement, U.S. Attorney General William 
Barr during his confirmation hearing, pledged not to go after marijuana companies that comply with state law. He 
recently put this pledge in writing, when responding to written questions from senators. “As discussed in my hearing, 
I do not intend to go after parties who have complied with the state law in reliance on the Cole Memorandum,” he 
wrote. The RBA also remains in effect, which prohibits the Justice Department from spending funds to interfere with 
the implementation of state medical cannabis laws. Moreover, in January of 2019, then nominated and now current 
Attorney General William Bar, in a series of written responses to the Senate Judiciary Committee as a follow up to 
his confirmation hearing stated his preference is that the “legislative process, rather than administrative guidance, 
is ultimately the right way to resolve whether and how to legalize marijuana.” 

The impact that this lack of uniformity between state and federal authorities, policies, court holdings and the RBA 
coupled with the uncertainty of future federal legislation could have on individual state cannabis markets and the 
businesses that operate within them is unclear and the enforcement of relevant federal laws is a significant risk. 

The Company will continue to abide by the tenets of the Cole Memo indefinitely, and strictly comply with all of the 
federal priorities listed under the Cole Memo, despite the fact that it has been rescinded. The Company views 
compliance with these federal government principles as an absolute necessity for both the success of the Company 
as well as the emergence of a successful regulated marketplace in the United States.  Further, management will 
continue to assess all considerations relevant to federal law enforcement priorities in this arena, and to monitor all 
related political and regulatory developments.  

California Regulations 

Through its passage of Senate Bill No. 94 in June 2017 (“SB94”), the repeal of the Medical Cannabis Regulation and 
Safety Act and the amendment of the Adult Use of Marijuana Act, California has consolidated two distinct laws into 
a single law known as the Medicinal and Adult-Use Cannabis Regulation and Safety Act (“MAUCRSA”). MAUCRSA 
consolidated three separate regulatory bodies (the Department of Food and Agriculture, the Department of 
Consumer Affairs, and the Department of Public Health) into a single regulatory system for both medicinal and adult 
use cannabis. As such, California has created a comprehensive regulatory framework that addresses the DOJ’s 
priorities and governs commercial cannabis activity the same, regardless of whether it is medicinal or recreational 
cannabis activity. 

SB94 imposes requirements to ensure medical cannabis products and revenues are not diverted to non-patients, 
minors, felons, and across state lines.  It also requires a track-and-trace program from seed-to-sale to ensure illicit 
cannabis cannot enter the regulated marketplace. California’s regulatory controls and system in the commercial 
cannabis industry addresses the key federal enforcement priorities set forth in the Cole Memo, including preventing 
diversion to minors and across state lines, and preventing revenue streams to criminal enterprises. 
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Under the new regulations, the Company will be required to pursue a state license in California in addition to its 
licenses granted by Cathedral City.  

The Company believes California state law enforcement (and regulatory agencies) will be respected as the primary 
enforcer of medical cannabis regulations despite the rescission of the Cole Memo. The Company operates within the 
framework of MAUCRSA and believes it should not trigger any one of the federal enforcement priorities enumerated 
under the Cole Memo or under chapter 9-27.000 of the U.S. Attorney’s Manual.  

The Company has retained U.S. legal counsel in order to monitor the California state regulatory regime and 
proactively advise management and the Board on ongoing regulatory matters. 

Outstanding Share Data 

The Company’s authorized share capital consists of an unlimited number of Common Shares without par value. 

As at August 28, 2019, the Company has 39,206,537 Common Shares issued and outstanding (December 31, 2018 – 
38,083,780). In addition, the Company has 4,723,750 stock options outstanding (December 31, 2018 – 5,082,250), 
9,402,600 Warrants outstanding, including Warrants issued in connection with the April Unit Offering, the August 
Unit Offering and bought deal offerings that closed in 2018 (December 31, 2018 – 4,965,961), 433,254 compensation 
options outstanding which were issued in connection with the bought deal offerings that closed in 2018, $13,288,175 
principal amount of unsecured promissory notes and $25,402,917 principal amount of Convertible Debentures 
outstanding which are convertible into 5,029,583 Common Shares, not including Common Shares issuable in respect 
of accrued interest.  Each of the Company’s outstanding stock options, Warrants, and compensation options are 
exercisable for one Common Share.  

RISKS AND UNCERTAINTIES 

The Company is pursuing commercial ventures in the cannabis business that encompass the biotechnology and 
agricultural industries and as such, is exposed to a number of risks and uncertainties that are not uncommon to 
other companies in the same business. The Company continues to have limited capital resources and relies upon 
debt financing, the sale of its assets or sale of Common Shares for cash required to make new investments and to 
fund the operations of the Company. 

Investing in Common Shares involves significant risks. You should carefully consider the summary of risks described 
below, which are qualified in their entirety by reference to, and must be read in conjunction with, the detailed 
information appearing in the Company’s Annual Information Form dated April 29, 2019. The risks and uncertainties 
described below are those we currently believe to be material, but they are not the only ones we face. If any of the 
following risks, or any other risks and uncertainties that we have not yet identified or that we currently consider not 
to be material, actually occur or become material risks, our business, prospects, financial condition, results of 
operations and cash flows could be materially and adversely affected.  

Risks Related to the Company 

• The Company is a development stage company with little operating history, and the Company cannot assure 

profitability. 

• Uncertainty about the Company’s ability to continue as a going concern. 

• There is no assurance that the Company will turn a profit or generate immediate revenues. 

• The Company’s actual financial position and results of operations may differ materially from the 

expectations of the Company’s management. 
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• The Company expects to incur significant ongoing costs and obligations related to its investment in 

infrastructure, growth, regulatory compliance and operations. 

• There are factors which may prevent the Company from the realization of growth targets. 

• There are factors which may prevent the Company from completing certain strategic initiatives. 

• The Company is reliant on its cultivation licenses to produce medical cannabis products in Canada.  

• The Company is subject to changes in laws, regulations and guidelines which could adversely affect the 

Company’s future business, financial condition and results of operations.  

• The impact of the potential development of an adult-use cannabis market in Canada on the Company’s 

future business, financial condition and results of operations is uncertain. 

• The Company’s business plan involves a number of strategic partnerships. If these partnerships do not 

materialize, the Company may be unable to sell its products. 

• The Company may not be able to develop its products, which could prevent it from ever becoming 

profitable. 

• The Company’s officers and directors control a large percentage of the Company’s issued and outstanding 

Common Shares and such officers and directors may have the ability to control matters affecting the 

Company and its business. 

• The Company may not be able to effectively manage its growth and operations, which could materially and 

adversely affect its business.  

• The Company may be unable to adequately protect its proprietary and intellectual property rights, 

particularly in the U.S. 

• The Company may be forced to litigate to defend its intellectual property rights, or to defend against claims 

by third parties against the Company relating to intellectual property rights. 

• The outcome of the litigation surrounding a privacy breach of the Electronic Medical Record system used 

by NHS is unknown. 

• The Company may become subject to other litigation, including for possible product liability claims, which 

may have a material adverse effect on the Company’s reputation, business, results from operations, and 

financial condition.  

• The Company’s operations are subject to environmental regulation in the various jurisdictions in which it 

operates.  

• The Company faces competition from other companies where it will conduct business that may have higher 

capitalization, more experienced management or may be more mature as a business.  

• The Company is reliant on certain key members of management, the loss of any one of which could 

materially adversely affect its operations. 

• If the Company is unable to attract and retain key personnel, it may not be able to compete effectively in 

the cannabis market. 

• There is no assurance that the Company will obtain and retain any relevant licenses. 

• Failure to successfully integrate acquired businesses, its products and other assets into the Company, or if 

integrated, failure to further the Company’s business strategy, may result in the Company’s inability to 

realize any benefit from such acquisitions.  

• The size of the Company’s target market is difficult to quantify, and investors will be reliant on their own 

estimates on the accuracy of market data. 

• The Company’s industry is experiencing rapid growth and consolidation that may cause the Company to 

lose key relationships and intensify competition.  

• The Company continues to sell securities for cash to fund operations, capital expansion, mergers and 

acquisitions that will dilute the current security holdings of shareholders. 
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• The Company currently has insurance coverage; however, because the Company operates within the 

cannabis industry, there are additional difficulties and complexities associated with such insurance 

coverage.  

• The cultivation of 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 cannabis involves a reliance on third party transportation which could result in supply 

delays, reliability of delivery and other related risks. 

• The Company may be subject to product recalls for product defects self-imposed or imposed by regulators.  

• The Company is reliant on key inputs, such as water and utilities, and any interruption of these services 

could have a material adverse effect on the Company’s finances and operation results. 

• The expansion of the medical cannabis industry may require new clinical research into effective medical 

therapies, when such research has been restricted in the U.S. and is new to Canada.  

• Under California and 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. 

• The Company could be liable for fraudulent or illegal activity by its employees, contractors and consultants 

resulting in significant financial losses due to claims against the Company.  

• The Company will be reliant on information technology systems and may be subject to damaging cyber-

attacks.  

• The Company may be subject to security breaches at its facilities, or in respect of electronic documents and 

data storage, and may face risks related to breaches of applicable privacy laws. 

• The Company’s officers and directors may be engaged in a range of business activities resulting in conflicts 

of interest.  

• In certain circumstances, the Company’s reputation could be damaged. 

Risk Factors Related to the United States 

• Some of the Company’s planned business activities, while believed to be compliant with applicable U.S. 

state and local law, are illegal under federal law.  

• There is uncertainty regarding existing protection from federal prosecution. 

• There is uncertainty surrounding the Trump Administration and Attorney General William Barr and their 

influence and policies in opposition to the cannabis industry as a whole.  

• The Company is operating at a regulatory frontier. The cannabis industry is a new industry that may not 

succeed. 

• The Company’s business operations may come under additional scrutiny by governmental and non-

governmental agencies. 

• Due to the classification of cannabis as a Schedule II controlled substance under the CSA, the property of 

the Company may be seized, and the operations of the Company shut down. 

• The Company may not be able to obtain all necessary California licenses and permits or complete 

construction of its facilities in a timely manner, which could, among other things, delay or prevent the 

Company from becoming profitable. 

• The Company is reliant on its cultivation licenses in Cathedral City to produce medical cannabis products in 

California and will be reliant on its ability to secure licenses in the State of California under Medicinal and 

Adult-Use Cannabis Regulation and Safety Act in the future.  

• The Company’s operations in the United States cannabis market may become the subject of heightened 

scrutiny. 
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• Regulatory scrutiny of the Company’s industry may negatively impact its ability to raise additional capital.  

• There is no assurance of success or profitability under the new legal and regulatory structure in California.  

• California Legislation states that once the regulations promulgated by the Bureau of Cannabis Control, and 

any other California state agency that may become involved, are implemented, no person can engage in 

commercial cannabis activity without possessing both a state license and either a local permit, license or 

other authorization, or otherwise in compliance with local law. 

• There are fees associated with acquiring, and renewing, licenses. However, the specific amount of such fees 

has yet to be determined and may vary based on several factors.  

• Applicable legislation imposes state taxes on California’s cannabis industry and authorizes local jurisdictions 

to assess taxes and fees on such activities. There currently is no way to predict the tax regime that will apply 

when (and if) such legislation becomes effective.  

• The Company may incur significant tax liabilities if the Internal Revenue Service continues to determine that 

certain expenses of cannabis businesses are not permitted tax deductions under section 280E of the tax 

code.  

• State and local laws and regulations may heavily regulate brands and forms of cannabis products and there 

is no guarantee that the Company’s proposed products and brands will be approved for sale and distribution 

in any state.  

• The Company may have difficulty accessing the service of banks and processing credit card payments in the 

future, which may make it difficult for the Company to operate.  

• The Company is reliant on third-party suppliers, manufacturers and contractors. 

• Due to the classification of cannabis as a Schedule II controlled substance under the CSA, banks and other 

financial institutions which service the cannabis industry are at risk of violating certain financial laws, 

including anti-money laundering statutes.  

• Any re-classification of cannabis or changes in U.S. controlled substance laws and regulations may affect 

the Company’s business.  

• Cannabidiol is classified as Schedule I controlled substance. The Drug Enforcement Agency recently 

published a final rule in the Federal Register creating a new drug code for “marihuana extracts”. 

• U.S. Federal trademark and patent protection may not be available for the intellectual property of the 

Company due to the current classification of cannabis as a Schedule I controlled substance. 

• The Company’s contracts may not be legally enforceable in the United States. 

• The Company may lack access to United States bankruptcy protections. 

• Canadian investors in the Common Shares and the Company’s directors, officers and employees may be 

subject to travel and entry bans into the United States. 

 

Risks Related to Our Securities 

• The market price for Common Shares may be volatile and subject to wide fluctuations in response to 

numerous factors, many of which are beyond our control. 

• The Company is subject to uncertainty regarding legal and regulatory status and changes.  

• The Company does not anticipate paying cash dividends.  

• Future sales of Common Shares by existing shareholders could reduce the market price of the Common 

Shares.  

 

For additional description of the risk factors affecting the Company, please see the Company’s continuous disclosure 
documents on www.sedar.com. 
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Conflicts of Interest 

The Company’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 business or asset acquisitions, dispositions, or ventures in which the Company may participate, the 
directors and officers of the Company may have a conflict of interest in negotiating and concluding on terms with 
respect to the transaction. If a conflict of interest arises, the Company 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 the Company. 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 Company are required to act honestly, in good 
faith, and in the best interest of the Company. 

Additional Information 

Additional information related to the Company, including its Annual Information Form, is available for view on the 
Company’s website at www.sunniva.com and through its public filings on www.sedar.com. 

 

http://www.sunniva.com/
http://www.sedar.com/
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