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FORM 7 
 

MONTHLY PROGRESS REPORT 

Name of Listed Issuer:   Stem Holdings, Inc. 

Trading Symbol: STEM 

Number of Outstanding Listed Securities: 14,232,266 

Date: February 6, 2019   Period: January 2019 

This Monthly Progress Report must be posted before the opening of trading on the fifth 
trading day of each month.  This report 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 Exchange Policies.  If material 
information became known and was reported during the preceding month to which this 
report relates, this report should refer to the material information, the news release date 
and the posting date on the Exchange website. 

This report is intended to keep investors and the market informed of the Issuer’s ongoing 
business and management activities that occurred during the preceding month.  Do not 
discuss goals or future plans unless they have crystallized to the point that they are 
"material information" as defined in the Policies. The discussion in this report must be 
factual, balanced and non-promotional. 

General Instructions 

(a) Prepare this Monthly Progress Report 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 items must be in narrative form.  State 
when the answer to any item is negative or not applicable to the Issuer.  The title 
to each item must precede the answer. 

(b) The term “Issuer” includes the 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. 

Report on Business 

 
1. Provide a general overview and discussion of the development of the Issuer’s 

business and operations over the previous month.  Where the Issuer was inactive 
disclose this fact. 
 
Stem Holdings, Inc. (“Stem Holdings” or the “Company”) has positioned 
itself as a leader in the U.S. cannabis industry by building state-of-the-art 
licensed solutions to include: cultivation, processing and retail properties 
across multiple U.S. markets. As an innovative real estate company, Stem 
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Holdings acquires and improves properties for the cannabis industry. 
Because traditional institutional lenders have not directly participated in the 
financing of marijuana-related real estate, there has been a shortage of 
available improvement capital.  Stem Holdings has set itself apart by building 
and partnering with a variety of marijuana-based businesses, from edibles 
to hemp cultivation. The Company has partnered with an extensive portfolio 
of award-winning consumer-facing brands with a proven track record of 
success, such as TJ’s Gardens, Cannavore, Incredibles, Doseology and 
Green T-Farms. For more information, visit www.stemholdings.com. 

2. Provide a general overview and discussion of the activities of management. 

Management  is  focused  on  expansion  initiatives  to  support  the  
acquisition  and development of additional assets in the legal medical and 
recreational cannabis markets.  

3. Describe and provide details of any new products or services developed or offered. 
For resource companies, provide details of new drilling, exploration or production 
programs and acquisitions of any new properties and attach any mineral or oil and 
gas or other reports required under Ontario securities law. 

As the Company identifies additional  opportunities to include both real 
estate and operational entities,  it  will  consider  whether  such 
opportunities meet its investment criteria and will either redeploy capital 
into future projects or seek to raise additional funds, through equity 
financings or otherwise, to make such investments.  
 
On December 27, 2018, the Company entered into an Agency Agreement with 
respect to a private offering of up to 10,000 special warrants of the Company 
(the “CD Special Warrants”) for aggregate gross proceeds of up to 
$10,000,000 (in Canadian funds, denoted herein as “C”) (the “Offering”). In 
addition, on December 27, 2018, the Company closed the first tranche of the 
Offering consisting of 3,121 CD Special Warrants at a price of C$1,000 per 
CD Special Warrant for aggregate gross proceeds of C$3,121,000. 

  
Each CD Special Warrant will be exchanged (with no further action on the 
part of the holder thereof and for no further consideration) for one 
convertible debenture unit of the Company (a “Convertible Debenture Unit”), 
on the earlier of: (i) the third business day after the date on which both (A) a 
receipt (the “Receipt”) for a (final) prospectus (the “Qualification 
Prospectus”) qualifying the distribution of the Convertible Debentures (as 
defined below) and Warrants (as defined below) issuable upon exercise of 
the CD Special Warrants has been issued by the applicable securities 
regulatory authorities in the Canadian jurisdictions in which purchasers of 
the CD Special Warrants are resident, and (B) a registration statement (the 
“Registration Statement”) registering the resale of the common shares 
underlying the Convertible Debentures and Warrants has been declared 
effective by the U.S. Securities and Exchange Commission (the 
“Registration”); and (ii) the date that is six months following the closing of 
the Offering. The Company has also provided certain registration rights to 
purchasers of the CD Special Warrants. 



 

3 

 

  
Each Convertible Debenture Unit is comprised of C$1,000 principal amount 
8.0% senior unsecured convertible debenture (each, a “Convertible 
Debenture”) of the Company and 167 common share purchase warrants of 
the Company (each, a “Warrant”). Each Warrant entitles the holder to 
purchase one common share of the Company (each, a “Warrant Share”) at 
an exercise price of C$3.90 per Warrant Share for a period of 24 months 
following the closing of the Offering. 
  
The Company has agreed to use its best efforts to obtain the Receipt and 
Registration within six months following the closing of the Offering. In the 
event that the Receipt and Registration have not been obtained on or before 
5:00 p.m. (PST) on the date that is 120 days following the closing of the 
Offering, each unexercised CD Special Warrant will thereafter entitle the 
holder thereof to receive, upon the exercise thereof and at no additional cost, 
1.05 Convertible Debenture Units per CD Special Warrant (instead of 1.0 
Convertible Debenture Unit per CD Special Warrant). Until the Receipt and 
Registration have been obtained, securities issued in connection with the 
Offering (including any underlying securities issued upon conversion or 
exercise thereof) will be subject to a 6-month hold period from the date of 
issue. 
  
The brokered portion of the Offering (C$2,247,000) was completed by a 
syndicate of agents (collectively, the “Agents”). The Company paid the 
Agents a cash commission equal to 7.0% of the gross proceeds raised in the 
first tranche of the brokered portion of the Offering. As additional 
consideration, the Company issued the Agents such number of non-
transferable broker convertible debenture special warrants (the “Broker CD 
Special Warrants”) as is equal to 7.0% of the number of CD Special Warrants 
sold under the first tranche of the brokered portion of the Offering. Each 
Broker CD Special Warrant shall be exchanged, on the same terms as the CD 
Special Warrants, into broker warrants of the Company (the “Broker 
Warrants”). Each Broker Warrant shall be exercisable to acquire one 
compensation unit of the Corporation (each, a “Compensation Unit”) at an 
exercise price of $3.00 per Compensation Unit for twenty-four (24) months 
from the applicable Closing Date. Each Compensation Unit will be comprised 
of one common share of the Company and one-half of one Warrant. The 
distribution of the Broker Warrants issuable upon the exchange of the 
Broker CD Special Warrants shall also be qualified under the Qualification 
Prospectus and the resale of the common shares underlying the Broker 
Warrants will be registered under the Registration Statement. The Company 
also paid the lead agent a corporate finance fee equal to C$100,000, payable 
as to C$50,000 in cash and as to $50,000 in common shares of the Company 
at a price per share of C$3.00. 
  
In October 2018, the Company issued an inducement offer to the holders of 
its convertible debentures such that the Company agreed to reduce the 
conversion price to $1.80 per share if the holders agreed to convert 
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immediately. All holders of the convertible notes agreed to the inducement. 
As of the date these financial statements, the Company had issued 1,152,568 
shares of its common stock in satisfaction of the conversion with another 
approximately 280,000 shares issuable. 
  
In November and December 2018, the Company determined that Milestone’s 
2 and 3 had been reached within the Multi-Party agreement (see Note 10) and 
therefore had issued 457,191 shares of its common stock in satisfaction of 
the requirement to issue common shares covering 20% of the cash 
expended by the seller to purchase and improve the property and is currently 
negotiating with the owner of the property, a director of the Company, in 
regards to an allocation of cash and mortgage principal in satisfaction of the 
purchase price of $4.395 million required, which the Company expects to 
close on in March 2019. 

4. Describe and provide details of any products or services that were discontinued. 
For resource companies, provide details of any drilling, exploration or production 
programs that have been amended or abandoned. 

Not applicable. 
 

5. Describe any new business relationships entered into between the Issuer, the 
Issuer’s affiliates or third parties including contracts to supply products or services, 
joint venture agreements and licensing agreements etc. State whether the 
relationship is with a Related Person of the Issuer and provide details of the 
relationship. 
 
In August 2016, the Company and certain shareholders of the Company 
entered into a “Multi Party” Agreement, in which the Company became 
obligated to lease or acquire three separate real estate assets, and 
separately, if certain events occur, additional real estate assets held by 
entities related to those shareholders. The Agreement also gives the 
Company the right of first refusal in regard to certain properties owned by 
the persons and entities affiliated with the parties of the Agreement so long 
as certain targets are met. 
  
Certain shareholders of the Company have organized entities that operate 
directly in the cannabis industry, and the Company leases its properties to 
these entities. In addition, the Multi Party Agreement has requirements for 
the purchase of certain properties from the related parties to the agreement 
upon certain milestones being reached (see Note 12). The Multi Party 
Agreement also requires that in the event that the US Government amends 
Title 21 of the United States Code, otherwise known as the Controlled 
Substances Act, to remove cannabis as a Schedule I drug, and the Company 
raises more than $10 million in equity and merger funding, the Company is 
required to enter into agreements to acquire those related entities and issue 
such equity that the shareholders of the related entities obtain 75% of the 
then issued and outstanding equity of the Company, regardless of the 
profitability or financial condition of the related entities at the time of their 
acquisition. At the time of these financial statements, the Company was in 
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negotiations with these entities to amend the multiparty agreement in order 
to acquire the Company’s prior to removal of cannabis from Schedule 1 of 
the Act. The Company believes the acquisition of these entities will become 
probable in the near future in FY 2019. 
  
On July 16, 2018, the Company began trading its common stock under the 
ticker symbol “STEM” on the Canadian Securities Exchange (the “CSE”).  
  
Property Rental Agreements  
  
All of the income leases below are to entities that are related to the Company 
through common ownership. 
  
1027 Willamette 
  
In July 2017, the Company entered into an operating lease agreement with a 
marijuana dispensary (the “Lessee”) to move into the Company’s acquired 
property located at 1027 Willamette Street in Eugene, Oregon. The lease 
agreement is for a base term of ten years (see note below) and a monthly 
rent obligation of $13,800, subject to annual increases of 3% per year, plus 
an amount for additional rent based on final buildout costs incurred by the 
Company. The lease is a double net lease with maintenance and real 
property taxes to be paid by the Tenant and insurance costs paid by the 
Company. The Company provided the tenant with one month of free rent. 
  
Upon the expiration of the term of ten years, the Lessee has the option to 
renew the lease agreement for one five-year term, on the same terms as 
provided in the lease agreement. 
  
Springfield 
  
In July 2017, the Company entered into a lease agreement for its property 
and warehouse building located at 800 N 42nd street in Springfield, Oregon. 
The lease agreement is for a term of ten years (see note below) and a monthly 
rent obligation of $64,640, subject to annual increases of 3% per year plus 
an amount for additional rent based on final buildout costs incurred by the 
Company. The lease is a double net lease with maintenance and real 
property taxes to be paid by the Tenant and insurance costs paid by the 
Company. Rent payments commence on the date the growing season ends, 
which the Company currently estimates will occur in September 2018, and 
thus expects payments to begin in January 2019. The Company has treated 
this period as a free rental period for accounting purposes.  
  
Upon the expiration of the term of ten years, the Lessee has the option to 
renew the lease agreement for five-year term, on the same terms as provided 
in the lease agreement.  

  
14336 S. Union Hall Road, Mulino 
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In July 2017, the Company entered into a lease agreement for its property 
located at 14336 South Union Hall Road in Mulino, Oregon. The lease 
agreement is for a term of ten years (see note below) and a monthly rent 
obligation of $18,750, subject to annual increases of 3% per year plus an 
amount for additional rent based on final buildout costs incurred by the 
Company. The lease is a double net lease with maintenance and real 
property taxes to be paid by the Tenant and insurance costs paid by the 
Company. Rent payments will begin at the of the first growing season, which 
the Company currently estimates will occur in September 2018, and thus 
payments will commence in March 2019. The Company expects to treat such 
period as a free rental period for accounting purposes. At the time rental 
payments begin, the total of base rent and additional rent will not be less 
than $1.00 per foot for light assisted greenhouse and $.25 per usable square 
foot for un-light assisted greenhouse or outdoor grow space.  
  
Upon the expiration of the term of ten years, the Lessee has the option to 
renew the lease agreement for five-year term, on the same terms as provided 
in the lease agreement. 
  
7827 SE Powell 
  
In July 2017, the Company entered into a lease agreement for its acquired 
property located at 7827 SE Powell Blvd. in Portland, Oregon. The lease 
agreement is for a term of ten years and a monthly rent obligation of $6,523, 
subject to annual increases of 3% per year. Maintenance and real property 
taxes to be paid by the Tenant and insurance paid by the Company. 
Additional rents will be added to pay landlord back for tenant improvements 
by the end of the first term of the lease, payments will include annual interest 
at 12% compounded monthly. Rent payments commence on the date the 
growing season ends, which the Company currently estimates will occur in 
February 2019, and thus expects payments to begin in November 2018. The 
Company has treated this period as a free rental period for accounting 
purposes. 
  
Upon the expiration of the term of ten years, the Lessee has the option to 
renew the lease agreement for five-year term, on the same terms as provided 
in the lease agreement. 
  
The following table shows the expected net rental payments to be received 
under the leases noted above as of September 30: 

  

Year:         

2019     $ 789,845   

2020       1,275,532   

2021       1,313,928   

2022       1,353,466   

Thereafter       9,569,105   

      $ 14,301,876   
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6. Describe the expiry or termination of any contracts or agreements between the 
Issuer, the Issuer’s affiliates or third parties or cancellation of any financing 
arrangements that have been previously announced. 

Not applicable. 

7. Describe any acquisitions by the Issuer or dispositions of the Issuer’s assets that 
occurred during the preceding month.  Provide details of the nature of the assets 
acquired or disposed of and provide details of the consideration paid or payable 
together with a schedule of payments if applicable, and of any valuation. State how 
the consideration was determined and whether the acquisition was from or the 
disposition was to a Related Person of the Issuer and provide details of the 
relationship.  

Not applicable. 

8. Describe the acquisition of new customers or loss of customers. 

Not applicable. 

9. Describe any new developments or effects on intangible products such as brand 
names, circulation lists, copyrights, franchises, licenses, patents, software, 
subscription lists and trade-marks. 

See above. 

10. Report on any employee hiring’s, terminations or lay-offs with details of anticipated 
length of lay-offs. 

Not applicable. 

11. Report on any labour disputes and resolutions of those disputes if applicable. 

Not applicable. 

12. Describe and provide details of legal proceedings to which the Issuer became a 
party, including the name of the court or agency, the date instituted, the principal 
parties to the proceedings, the nature of the claim, the amount claimed, if any, if 
the proceedings are being contested, and the present status of the proceedings. 
 

We are subject from time to time to litigation, claims and suits arising in the 
ordinary course of business. As of the date of this Annual Report, we were 
not a party to any material litigation, claim or suit whose outcome could have 
a material effect on our financial statements. 
 

13. Provide details of any indebtedness incurred or repaid by the Issuer together with 
the terms of such indebtedness. 
 
In September 2018, the Company entered into an agreement to acquire 50% 
of the membership interest of YMY Ventures LLC (“YMY”). YMY is a startup 
operation located near Las Vegas, Nevada and owns a license for the 
production and sale of cannabis. The purchase price for the 50% interest is 
$750,000 with the first $375,000 paid into escrow upon signing, with the final 
$375,000 due upon closing, which under the agreement occurs when the 
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license is transferred by the Nevada Department of Taxation and receipt of 
approval in transfer of ownership by the Division of Public and Behavioral 
Health of the City of North Las Vegas. As of September 30, 2018, the 
Company had funded the $375,000 into escrow and had provided the joint 
venture with additional funds primarily in the form of payments for work 
performed to acquire the license from the Nevada Department of Taxation in 
the amount of approximately $201,000. As of September 30, 2018 and the 
date of these financial statements, neither the license nor the transfer of 
membership interest had been issued or approved, however, the Company 
believes the license and transfer will be granted in FY 2019. In the event that 
no license is approved for transfer then the agreement automatically 
unwinds, and the Company will receive the funds held in escrow and will 
have a claim for refund against YMY for amounts paid to obtain the license. 
Because of the automatic unwinding of the agreement in the event that the 
license grant, or membership transfer are not approved, which are both 
outside the control of the Company and YMY, this has not been recorded as 
an equity method investment as of September 30, 2018, but as a due from 
affiliate. In the event of the failure of the license to be transferred, 
approximately $201,000 of the Company’s investment is at risk. 
 
In July 2018, the Company entered into an agreement to acquire a 25% 
interest in East Coast Packers LLC (“ECP”) for the purchase price of $1.5 
million, payable in the amount of $500,000 in cash at closing and a note for 
$1 million. All amounts are payable to ECP. At the time of closing, ECP was 
a dormant Florida LLC, but owned a citrus fruit dealer license active for the 
2015-2016 growing season. This qualified ECP under newly enacted 
legislation in the state of Florida to apply for a license to produce and sell 
medical cannabis. Until such time as ECP is granted a medical cannabis 
license, the $500,000 paid into ECP may only be expended by ECP in 
acquiring a medical cannabis license. As of September 30, 2018, and the date 
of these financial statements, no license had been granted, however, the 
Company believes the license will be issued in FY 2019. In the event that ECP 
is unable to obtain the medical license, the agreement unwinds in full, the 
membership interest is returned to the seller and all amounts paid in not 
expended on the acquisition of the license are to be refunded to the 
Company along with cancellation of the $1 million note. Because the 
issuance of the license is outside the control of the Company and ECP and 
because the agreement unwinds in full in the event the license is not issued, 
this has not been recorded as an equity method investment as of September 
30, 2018, but as a due from affiliate. In the event of the failure to obtain the 
license the approximately $500,000 cash investment is at risk. 
 
Equipment financing 
  
In November 2017, the Company entered into a promissory note in the 
amount of $21,749 from a vendor of the Company to finance the acquisition 
of a security electronics system in one of its properties. The promissory note 
bears an interest rate of 18% per annum and also contains a 10% servicing 
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fee. The note matures 24 months after issuance and is secured by certain 
security electronics purchased with proceeds of the note. As of September 
30, 2018, the obligation outstanding is $14,950. 
  
Effective April 29, 2018, the Company entered into a 36-month premium 
finance agreement in consideration for a John Deere Gator Tractor in the 
principal amount of $15,710. The note bears no annual interest rate and 
requires the Company to make thirty-six monthly payments of $442 over the 
term of the note. As of September 30, 2018, the obligation outstanding is 
$13,717. No amount was recorded for the premium for the non-interest 
bearing feature of the note as it was immaterial. The note is secured by the 
equipment financed. 
  
Effective May 29, 2018, the Company entered into a 24-month premium 
finance agreement in consideration for a MT85 wide track loader in the 
principal amount of $27,844.00. The note bears no annual interest rate and 
requires the Company to make 24 monthly payments of $1,160 over the term 
of the note. As of September 30, 2018, the obligation outstanding is $24,364. 
No amount was recorded for the premium for the non-interest bearing 
feature of the note as it was immaterial. The note is secured by the equipment 
financed. 
  
Due to related parties 
  
As of September 30, 2018, related parties had advanced cash and equipment, 
on a due on demand, unsecured and undocumented basis, to the Company 
in the amount of $33,600. 
  
Insurance financing 
  
In February 2018, the Company entered into a 10-month premium finance 
agreement in partial consideration for an insurance policy in the principal 
amount of $252,445. The note bears an annual interest rate of 5.75% and 
requires the Company to make ten monthly payments of $22,105 over the 
term of the note. As of September 30, 2018, the obligation outstanding is 
$66,314. 
  
Effective March 2, 2018, the Company entered into a 10-month premium 
finance agreement in partial consideration for an insurance policy in the 
principal amount of $14,390. The note bears an annual interest rate of 5.75% 
and requires the Company to make ten monthly payments of $904 over the 
term of the note. As of September 30, 2018, the obligation outstanding is 
$2,712. 
  
Effective July 31, 2018, the Company entered into a 9-month premium 
finance agreement in partial consideration for an insurance policy in the 
principal amount of $54,701.55. The note bears an annual interest rate of 
7.99% and requires the Company to make nine monthly payments of $4,435 
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over the term of the note. As of September 30, 2018, the obligation 
outstanding is $31,047. 
  
Short term notes and advances 
  
The Company issued a $100,000 promissory note dated December 7, 2017 to 
an accredited investor which matured on March 7, 2018 and has an annual 
rate of interest at 24%. Both principal and interest is due at maturity. The 
promissory note ranks senior to all obligations not designated as a primary 
obligation by the Company. As an inducement to issue the promissory note, 
the Company granted the holder warrants to acquire 20,833 shares of the 
Company’s common stock. The warrants have an exercise price of $2.40 per 
underlying common share and are exercisable for 2 years from the 
anniversary date of issuance (see Note 6). This obligation was fully repaid 
on March 28, 2018. 
  
The significant assumptions used to value the warrants granted in the twelve 
months ended September 30, 2018 are as follows: 
  

Fair value of underlying common shares   $ 2.40   

Exercise price   $ 2.40   

Dividend yield     -   

Historical volatility     181.4 % 

Risk free interest rate     1.47 % 

  

In September 2018, an investor interested in the then ongoing private 
placement of convertible notes (see below) advanced the Company $168,000 
on an unsecured basis and then entered discussions with Company 
regarding the form of the note. As of September 30, 2018, the Company and 
the investor had not come to terms and the investor did not agree to the 
terms of the notes. The Company has treated the amount as an unsecured 
advance, due on demand. As of September 30, 2018, and the date of these 
financial statements, no demand had been made and the Company 
continues to negotiate with the investor. 
  
Mortgages payable 
  
On February 28, 2018, the Company executed a $550,000 mortgage payable 
on the Willamette property to acquire additional funds. The mortgage bears 
interest at 15% per annum. Monthly interest only payments began March 1, 
2018 and continue each month thereafter until paid. The entire unpaid 
balance is due on March 1, 2020, the maturity date of the mortgage, and is 
secured by the underlying property. The Company paid costs of 
approximately $28,000 to close on the mortgage. The mortgage terms do not 
allow participations by the lender in either the appreciation in the fair value 
of the mortgaged real estate project or the results of operations of the 
mortgaged real estate project. The note has been cross guaranteed by the 
CEO and Director of the Company. 
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On April 4, 2018, the Company executed a $314,000 mortgage payable on the 
Powell property to acquire additional funds. At closing $75,000 of the 
proceeds was put into escrow. The mortgage bears interest at 15% per 
annum. Monthly interest only payments began May 1, 2018 and continue 
each month thereafter until paid. The entire unpaid balance is due on April 
1, 2020, the maturity date of the mortgage, and is secured by the underlying 
property. The Company plaid costs of approximately $19,000 to close on the 
mortgage. The mortgage terms do not allow participations by the lender in 
either the appreciation in the fair value of the mortgaged real estate project 
or the results of operations of the mortgaged real estate project. The note 
has been cross guaranteed by the CEO and Director of the Company. 
  
On January 16, 2018 the Company consummated a “Contract for Sale” for a 
Farm Property in Mulino OR (the “Mulino Property”). The purchase price was 
$1,700,000 which was reduced by a rental credit of approximately $135,000 
which is equivalent to nine months’ rent at $15,000 a month and an additional 
credit of $9,500 for additional work done on the property. In connection with 
the purchase of the property, the Company made a cash payment as down 
payment plus payment of closing costs in the amount of $370,637 and issued 
a promissory note in the amount of $1,200,000 with a maturity of January 
2020. The Company will pay monthly installments of principal and interest 
(at a rate of 2% per annum) in the amount of $13,500, commencing in July 
2018 through the maturity date (January 2020), at which time the entire 
unpaid principal balance and any remaining accrued interest shall be due 
and payable in full. No amount was recorded for the premium for the below 
market rate feature of the note as it was immaterial. The note is secured by 
a deed of trust on the property. The Company performed an analysis and 
determined that the rate obtained was below market, however, no premium 
was recorded as the Company determined it was immaterial. 
   
Debt maturities for instruments with terms greater than 1 year as of 
September 30, 2018 are as follows: 
  

Year:       

2019   $ 169,988   

2020     1,909,446   

2021     3,097   

2022     -   

    $ 2,082,531   

 

The Company issued a $100,000 promissory note dated December 1, 2017 to 
an accredited investor which matured on March 1, 2018 and has an annual 
rate of interest at 24%. Both principal and interest is due at maturity. The 
promissory note ranks senior to all obligations not designated as a primary 
obligation by the Company. As an inducement to issue the promissory note, 
the Company granted the holder warrants to acquire 20,833 shares of the 
Company’s common stock. The warrants have an exercise price of $2.40 per 
underlying common share and are exercisable for 2 years from the 
anniversary date of issuance (see Note 6) and were valued at approximately 
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$46,000 and amortized to interest expense over the life of the initial note. On 
March 1, 2018, pursuant to the First Amendment to Loan Agreement and 
Promissory note, the parties agreed to extend the maturity date on the note 
for one more year (see Note 10) which includes the following terms; (1) 
interest payment of $6,000 due from the original note is to be paid (2) interest 
rate decreases from an annual rate of 24% to 8% (3) the Company has the 
right to prepay the note combined with accrued interest at any time prior to 
maturity (4) the lender has the right to call the note together with accrued 
interest not less than 30 days written notice to the Company (5) at any time 
prior to maturity of the note, lender has the option to convert the 
indebtedness with accrued interest into the Company’s common stock at the 
rate of $2.40 a share (see Note 12). At issuance, the Company determined 
that there was no beneficial conversion feature. The Company considered 
the amendment an extinguishment, however, its determination was that the 
reduction in interest was offset by the inclusion of the conversion feature 
and therefore no gain or loss on extinguishment was required. 
  
The significant assumptions used to value the warrants granted in the twelve 
months ended September 30, 2018 are as follows: 
  

Fair value of underlying common shares   $ 2.40   

Exercise price   $ 2.40   

Dividend yield     -   

Historical volatility     181.0 % 

Risk free interest rate     1.45 % 

     

 

In May and June 2018, the Company issued senior unsecured convertible 
debentures totaling $1,500,000 to accredited investors which matures May 
2019 (see Note 10) and has an annual rate of interest at 8%. Accrued interest 
is payable quarterly in arrears on the fifth day of each calendar quarter. 
Interest is payable either in cash or in common shares of the Company based 
on the average closing price of the Company’s common shares for the 20 
trading days prior to the payment date. The principal is payable at the earlier 
to occur of: 1) five days after the company has received in aggregate at least 
five million of new equity investment since the date of this debenture; or 2) 
the maturity date. The debenture ranks senior to all obligations not 
designated as a primary obligation by the Company. At any time prior to 
maturity of the note, the holder has the option to convert the indebtedness 
with accrued interest into the Company’s common stock at the rate of $2.50 
a share, with standard anti-dilution protection (see Note 12). At issuance, the 
Company determined that there was no beneficial conversion feature. 
  
At September 30, 2018, the Company issued nine senior unsecured 
convertible debentures totaling $975,000 executed in September of 2018 to 
accredited investors which mature in March 2019 (see Note 10) and has an 
annual rate of interest at 8% and includes a beneficial conversion feature 
which allows the holder to convert the note into common stock at a 
conversion price of $2.50 per share. In connection with these convertible 
notes, the Company issued warrants expiring three years from the date of 
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issuance which allows the holders to purchase 97,500 shares of common 
stock at 2.50 per share, with standard anti-dilution protection (see Note 12). 
Accrued interest is payable in cash or common stock based on the market 
price at the date of payment which is at the sole discretion of the Company. 
The Company may prepay the debenture in whole or part at any time without 
being required to pay any penalty or premium for such privilege. The 
obligation evidenced by this note is subordinate to all obligations which are 
specifically designated by Company as priority obligations and pari passu 
to all obligations not so designated. At issuance, the Company determined 
that, on a relative fair value basis, the warrants and beneficial conversion 
feature had a value of approximately $435,000, which is being amortized on 
the effective interest method over the life of the notes. As of September 30, 
2018, two note holders had signed and been issued their notes but had not 
yet tendered the cash to the Company in the amount of $150,000, which has 
been shown on the balance sheet as of September 30, 2018 as Note payable 
subscription receivable. The two holders funded their commitments in 
October 2018 and November 2018. 
  
The significant assumptions used to value the warrants granted, apart from 
the relative fair value calculation, in the twelve months ended September 30, 
2018 are as follows: 
  

Fair value of underlying common shares   $ 2.685   

Exercise price   $ 2.50   

Dividend yield     -   

Historical volatility     216.2 % 

Risk free interest rate     2.7 % 

  

The table below shows the net amount outstanding as of September 30, 
2018, after unamortized discount under the convertible notes: 
  

Convertible Notes, Net of Discount       

$100,000 convertible promissory note   $ 100,000   

$1.5 million senior convertible promissory notes     1,500,000   

$975,000 senior convertible promissory notes     975,000   

Unamortized discount     (380,210 ) 

    $ 2,194,790   

 

14. Provide details of any securities issued and options or warrants granted. 

 

Security Number Issued Details of Issuance Use of Proceeds 

Common Shares 91,666 In connection with 
consulting 

agreements 

No cash proceeds 

    

 

15. Provide details of any loans to or by Related Persons. 

Not applicable. 
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16. Provide details of any changes in directors, officers or committee members. 

Not applicable. 

17. Discuss any trends which are likely to impact the Issuer including trends in the 
Issuer’s market(s) or political/regulatory trends. 

The most significant trends and uncertainties which management expects 
could impact its business and financial condition are (i) the changing legal 
and regulatory regime which regulates the production and sale of cannabis 
and cannabis related product; (ii) the ability of companies who may receive 
funds from the sale of cannabis and cannabis related products to 
adequately track and legally transfer such funds; and  (iii) the ability of 
companies to raise adequate capital to carry out their business objectives.   

Legal and Regulatory Trends  

The Company’s flagship investments are in Oregon and currently 
management expects the legal and regulatory regimes in the United 
States (on a federal level) and Canada to be the most relevant to its 
business.  

 
 United States  

 
In the United States, thirty-three states and Washington D.C. have 
legalized medical marijuana, while ten states and Washington, D.C. have 
also legalized recreational marijuana. Although cannabis currently 
remains a Schedule I drug under federal law, the U.S. Department of Justice 
issued a memorandum, known as the “Cole Memorandum”, on August 29, 
2013 to the U.S. Attorneys’ offices (federal prosecutors) directing that 
individuals and businesses that rigorously comply with state regulatory 
provisions in states that have strictly-regulated legalized medical or 
recreational cannabis programs should not be a prosecutorial priority for 
violations of federal law. This federal policy was reinforced by passage of 
a 2015 federal budget bill amendment (passed in 2014) known as the 
Rohrabacher-Farr Amendment that prohibits the use of federal funds to 
interfere in the implementation of state medical marijuana laws. This 
bill targets Department of Justice funding, which encompasses the Drug 
Enforcement Agency and Offices of the United States Attorneys. This bill 
shows the development of bi-partisan support in the U.S. Congress for 
legalizing the use of cannabis.  
 
On January 4, 2018, the U.S. Department of Justice rescinded the Cole 
Memorandum. Given that the Cole Memorandum was never legally 
binding, the U.S. Department of Justice continues to have discretion to 
enforce federal drug laws. 

 
Under U.S. federal law it may potentially be a violation of federal money 
laundering statutes for financial institutions to take any proceeds from 
marijuana sales or the sale of any other Schedule I substance. Canadian 
banks are also hesitant to deal with cannabis companies, due to the 
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uncertain legal and regulatory framework of the industry. Banks and other 
financial institutions could be prosecuted and possibly convicted of 
money laundering for providing services to cannabis businesses. Under 
U.S. federal law, banks or other financial institutions that provide a 
cannabis business with a checking account, debit or credit card, small 
business loan, or any other service could be found guilty of money 
laundering or conspiracy. Despite these laws, the U.S. Treasury 
Department issued  a  memorandum  in  February  of 2014  outlining  the  
pathways  for  financial institutions to bank marijuana businesses in 
compliance with federal law. Under these guidelines, financial institutions 
must submit a “suspicious activity report” (SAR) as required by federal 
money laundering laws. These marijuana related SARs are divided into 
three categories: marijuana limited, marijuana priority, and marijuana 
terminated, based on the financial institution’s belief that the marijuana 
business follows state law, is operating out of compliance with state law, 
or where the banking relationship has been terminated. In the U.S., a bill 
has been tabled in Congress to grant banks and other financial 
institutions immunity from federal criminal prosecution for servicing 
marijuana-related businesses if the underlying marijuana business follows 
state law. This bill has not been passed and there can be no assurance with 
that it will be passed in its current form or at all. In both Canada and the 
United States, transactions involving banks and other financial 
institutions are both difficult and unpredictable under the current legal 
and regulatory landscape.  

 
Political and regulatory risks also exist due to the presidential 
administration of Donald Trump and his appointment of Sen. Jeff 
Sessions to the post of Attorney General. President Trump’s positions 
regarding marijuana are difficult to discern; however, AG Sessions has 
been a consistent opponent of marijuana legalization efforts throughout his 
political career.  

Joyce Amendment  

On May 17, 2018 the U.S. House of Representatives Appropriations 
Committee approved the   inclusion   of   the   Rohrabacher-Blumenauer   
Amendment (previously, the Rohrabacher Farr Amendment), which adds a 
provision to prohibit the U.S. Department of Justice from using funding to 
prevent states from implementing medical marijuana laws through the end 
of fiscal year 2019.  
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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 
Certificate of Compliance. 

2. As of the date hereof there were 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 7 Monthly Progress Report is true. 

Dated: February 6, 2019 

 Adam Berk  
Name of Director or Senior 
Officer 

 (signed) “Adam Berk”  
Signature 
Chief Executive Officer  
Official Capacity 
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