
NOVA NET LEASE REIT 

CONSOLIDATED FINANCIAL STATEMENTS 

FOR THE PERIOD FROM JULY 27, 2021 (DATE OF FORMATION) 
TO DECEMBER 31, 2021 

(In U.S. Dollars) 



S.E.N.C.R.L./S.R.L. - MONTRÉAL - 1155, BOUL. RENÉ-LÉVESQUE O., 23E ÉTAGE

Independent Auditor's Report

To the Unitholders of Nova Net Lease REIT: 

  

Opinion 

We have audited the consolidated financial statements of Nova Net Lease REIT (the "Trust"), which comprise the 
consolidated statement of financial position as at December 31, 2021, and the consolidated statement of net loss and

comprehensive loss, changes in unitholders' equity and cash flows for the period from the date of formation on July

27, 2021 to December 31, 2021, and notes to the consolidated financial statements, including a summary of significant

accounting policies. 

In  our  opinion,  the  accompanying  consolidated financial  statements  present  fairly,  in  all  material  respects,  the 
consolidated financial position of the Trust as at December 31, 2021, and its consolidated financial performance and

its consolidated cash flows for the period from the date of formation on July 27, 2021 to December 31, 2021, in

accordance with International Financial Reporting Standards. 

Basis for Opinion 

We conducted our audit in accordance with Canadian generally accepted auditing standards. Our responsibilities 
under  those  standards  are  further  described  in  the  Auditor’s  Responsibilities  for  the  Audit  of  the  Consolidated

Financial  Statements  section  of  our  report.  We  are  independent  of  the  Trust in  accordance  with  the  ethical

requirements that are relevant to our audit of the consolidated financial statements in Canada, and we have fulfilled

our other ethical responsibilities in accordance with these requirements. We believe that the audit evidence we have

obtained is sufficient and appropriate to provide a basis for our opinion. 

Other Information 

Management is responsible for the other information. The other information comprises Management’s Discussion 
and Analysis. 

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

In  connection  with  our  audit of  the  consolidated financial  statements,  our  responsibility  is  to  read  the  other 
information and, in doing so, consider whether the other information is materially inconsistent with the consolidated

financial statements or our knowledge obtained in the audit or otherwise appears to be materially misstated. We

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

have  performed  on  this  other  information,  we  conclude  that  there  is  a  material  misstatement  of  this  other

information, we are required to report that fact. We have nothing to report in this regard. 

Responsibilities  of  Management  and  Those  Charged  with  Governance  for  the  Consolidated  Financial 
Statements 

Management is responsible for the preparation and fair presentation of the consolidated financial statements in 
accordance  with  International  Financial  Reporting  Standards,  and  for  such  internal  control  as  management

determines is necessary to enable the preparation of consolidated financial statements that are free from material

misstatement, whether due to fraud or error. 



In preparing the consolidated financial statements, management is responsible for assessing the Trust’s ability to

continue as a going concern, disclosing, as applicable, matters related to going concern and using the going concern

basis of accounting unless management either intends to liquidate the Trust or to cease operations, or has no

realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Trust’s financial reporting process.

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

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

are free from material misstatement, whether due to fraud or error, and to issue an auditor's report that includes our

opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in

accordance with Canadian generally accepted auditing standards will always detect a material misstatement when it

exists. Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate,

they could reasonably be expected to influence the economic decisions of users taken on the basis of these

consolidated financial statements.

As part of an audit in accordance with Canadian generally accepted auditing standards, we exercise professional

judgment and maintain professional skepticism throughout the audit. We also:

 Identify and assess the risks of material misstatement of the consolidated financial statements, whether due

to fraud or error, design and perform audit procedures responsive to those risks, and obtain audit evidence

that is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material

misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve collusion,

forgery, intentional omissions, misrepresentations, or the override of internal control.

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

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

of the Trust’s internal control.

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

and related disclosures made by management.

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

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

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

material uncertainty exists, we are required to draw attention in our auditor's report to the related

disclosures in the consolidated financial statements or, if such disclosures are inadequate, to modify our

opinion. Our conclusions are based on the audit evidence obtained up to the date of our auditor's report.

However, future events or conditions may cause the Trust to cease to continue as a going concern.

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

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

events in a manner that achieves fair presentation.

 Obtain sufficient appropriate audit evidence regarding the financial information of the entities or business

activities within the Trust to express an opinion on the consolidated financial statements. We are responsible

for the direction, supervision and performance of the group audit. We remain solely responsible for our audit

opinion.

We communicate with those charged with governance regarding, among other matters, the planned scope and

timing of the audit and significant audit findings, including any significant deficiencies in internal control that we

identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant ethical

requirements regarding independence, and to communicate with them all relationships and other matters that may

reasonably be thought to bear on our independence, and where applicable, related safeguards.



The engagement partner on the audit resulting in this independent auditor's report is Jo-Ann Lempert.
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Montréal, Québec

April 8, 2022 

FCPA auditor, FCA, public accountancy permit no. A1225141 
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Note As at December 31, 2021

Non-current assets:

Investment properties 4 $ 10,400,000

Deferred rent receivable 26,171

Restricted cash 2 325,000

10,751,171

Current assets:

Deferred unit issuance costs 13 451,208

Prepaids and other assets 3 79,000

Tenant receivable 133,612

Cash 354,863

1,018,683

Total Assets $ 11,769,854

Non-current liabilities: 

Refundable security deposits 12 $ 328,024

Contingently redeemable class B units 6, 12 10,000,000

10,328,024

Current liabilities: 

Accounts payable and accrued liabilities 5 1,123,070

Other liabilities 2 108,333

1,231,403

Total Liabilities $ 11,559,427

Unitholders’ Equity $ 210,427

Total Liabilities and Unitholders' Equity $ 11,769,854

Subsequent Events (Note 13) 



Nova Net Lease REIT 

Consolidated Statement of Net Income and Comprehensive Income 

As at December 31, 2021 
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Note
For the Period from July 27, 2021 (Date 

of Formation) to December 31, 2021

Revenues $ 159,781

Expenses

General and administrative 8  536,366 

Fair value change on contingently redeemable class B units 6                                                  265,150

Fair value (gain) on investment properties 4 (52,155)

Total Expenses 749,361

Net Loss and Comprehensive Loss $ (589,580)



Nova Net Lease REIT 

Consolidated Statement of Changes in Unitholders’ Equity 

For the Period from July 27, 2021 (Date of Formation) to December 31, 2021

(In U.S. Dollars) 

See accompanying notes to the consolidated financial statements 
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Note
Number of Trust 

Units Amount

Net Loss and 
Comprehensive 

Loss

Total Unitholders' 

Equity

Issuance of unit on formation, July 27, 2021 7 1 $ 10 $ — $ 10

Share Exchange, net of issuance costs 7 2,590,818 435,007 — 435,007

Redemption of formation unit 7 (1) (10) — (10)

REIT units 7 646,000 365,000 — 365,000

Net loss and comprehensive loss — — (589,580) (589,580)

Balance, December 31, 2021 3,236,818 $ 800,007 $ (589,580) $ 210,427
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Note

For the Period from July 27, 2021 
(Date of Formation) to December 

31, 2021

Cash flow provided by operating activities

Net loss $ (589,580)

Add (deduct) items not involving cash

Fair value gain on investment properties 4 (52,155)

Fair value adjustment on contingently redeemable class B units 6 265,150

Change in non-cash working capital:

Deferred unit issuance costs 13 (451,208)

Deferred rent receivable and tenant receivable (159,783)

Prepaids and other assets 3 (79,000)

Other current liabilities 2 108,333

Accounts payable and accrued liabilities 5 1,123,070

Net working capital acquired on acquisition of Verdant (134,469)

Cash provided by operating activities 30,358

Cash flow provided by investing activities:

Cash acquired on acquisition of Verdant 570,446

Restricted Cash 2 (325,000)

Refundable security deposits 12 328,024

Investment properties 4 (297,845)

Cash provided by investing activities 275,625

Cash flow provided by financing activities:

  Proceeds from issuance of REIT units 215,000

Cost related to issuance of contingently redeemable class B 
units (165,150)

Costs related to share exchange (970)

Cash provided by financing activities: 48,880

Increase (decrease) in cash 354,863

Cash, beginning of period —

Cash, end of period $ 354,863

Non cash items investing and financing activities:

Purchase of investment property with contingently redeemable 
class B units 4, 6, 12 $                       (10,000,000)

Issuance of contingently redeemable class B units 4, 6, 12 $                          10,000,000



Nova Net Lease REIT 

Notes to the Consolidated Financial Statements 

For the Period from July 27, 2021 (Date of Formation) to December 31, 2021

(In U.S. Dollars) 

See accompanying notes to the consolidated financial statements 
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1. Nature of Operations 

Nova Net Lease REIT (the “REIT”) was formed on July 27, 2021, as a newly created, open-ended real estate 

investment trust established pursuant to a declaration of trust under the laws of the Province of Ontario, where one 

unit of the REIT was issued for $10 in cash. The declaration of trust of the REIT was filed on SEDAR at 

www.sedar.com in conjunction with the filing of the final prospectus for the REIT’s initial public offering of trust 

units (the “Offering”) on the Canadian Securities Exchange (the “CSE”). The REIT’s registered office is located at 

181 Bay Street, Suite 1030, Toronto, Ontario, Canada, M5J 2T3. 

Reorganization

Prior to September 1, 2021, the REIT had no material operations. On September 1, 2021, all of the outstanding shares 

of Verdant Growth Properties Corp. (“Verdant”) were exchanged for units in the REIT on a 10 for 1 basis, making 

Verdant a wholly-owned subsidiary of the REIT (the “Share Exchange”). Verdant, a Delaware corporation, was formed 

on October 27, 2020, for the purpose of owning and leasing, on a triple-net basis, cannabis-related real estate assets 

in the United States (the U.S.). Since inception, Verdant has been preparing for an initial public offering on the CSE. 

The REIT was formed to affect the cross-border structure whereby the REIT will be classified as a U.S. corporation 

for U.S. federal income tax purposes pursuant to section 7874 of the United States Internal Revenue Code of 1986, as 

amended (the “Code”). As a result, it will be permitted to elect to be treated as a real estate investment trust under the 

Code, notwithstanding it is organized as a Canadian entity.  

The REIT is considered an umbrella partnership real estate investment trust (an “UPREIT”) for U.S. federal income 
tax purposes. Operations of the REIT will be conducted primarily through Nova Net Lease Operating LLC (the 
“Operating Partnership”), a subsidiary of Verdant, which was formed under the laws of the State of Delaware. At 
formation, the Operating Partnership was a single member LLC with Verdant owning 100% of the Class A Units.

The consolidated financial statements included herein are those of the REIT and its wholly-owned subsidiary, Verdant, 
which includes the activities of the Operating Partnership. The Share Exchange and resulting merger transaction did 
not constitute a business combination within the scope of IFRS 3 Business Combinations, and accordingly has been 
accounted in the consolidated financial statements as a pooling of interest. According to this method, the REIT 
prepared its financial statements in order to reflect as if the merger was in effect as of the date the two entities were 
under common control. The share capital and equity balances were adjusted on September 1, 2021 to reflect the Share 
Exchange transaction.

2. Summary of Significant Accounting Policies

Basis of preparation 

The consolidated financial statements of the REIT as at December 31, 2021, and for the period from July 27, 2021 

(Date of Formation) to December 31, 2021, have been prepared by management in accordance with International 

Financial Reporting Standards (“IFRS”) as issued by the International Accounting Standards Board (“IASB”) and 

IFRS Interpretations Committee (“IFRIC”). The REIT was formed on July 27, 2021 and Verdant was formed on 
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October 27, 2020, and accordingly, no comparative information has been presented for the consolidated statement of 

financial position, consolidated statement of loss and comprehensive loss, consolidated statement of changes in 

unitholders’ equity and consolidated statement of cash flows. These consolidated financial statements were approved 

by the Board of Trustees on April 7, 2022. 

These consolidated financial statements have been prepared on the going concern basis, under the historical cost 

convention except for certain assets and liabilities, which are measured at fair value. Historical cost is generally based 

upon the fair value of the consideration given in exchange for assets. In addition, these consolidated financial 

statements have been prepared using the accrual basis of accounting.

Functional Currency 

The functional currency of the REIT, as determined by management, is the U.S. dollar. These consolidated financial 

statements are presented in U.S. dollars. 

Basis of Consolidation 

The consolidated financial statements include the accounts of the REIT and the subsidiaries that it controls as defined 

in IFRS 10 Consolidated Financial Statements. Control exists when the REIT has power over the investee, has 

exposure or rights to variable returns from its involvement with the investee and has the ability to use its power to 

affect its returns from the investee. These consolidated financial statements comprise the financial statements of its 

wholly-owned subsidiary, Verdant, which includes the Operating Partnership. The financial statements of the 

subsidiaries are prepared for the same reporting period as the REIT using consistent accounting policies. All 

intercompany balances and transactions are eliminated upon consolidation. The following subsidiary entities are 

included in the consolidated financial statements at December 31, 2021: 

Entity Date of Formation Owning Entity Ownership %

Verdant Growth Properties Corp October 27, 2020 Nova Net Lease REIT 100% of Common Stock

Nova Net Lease Operating LLC July 21, 2021
Verdant Growth Properties Corp
521 East Mosel LLC

100% of Class A Units
100% of Class B Units

Nova Kalamazoo LLC July 27, 2021 Nova Net Lease Operating LLC 100% Sole Member

NNL Kalamazoo LP November 5, 2021
Nova Kalamazoo LLC
Nova Net Lease Operating LLC

0.01% General Partner
99.9% Limited Partner

Common Control Transaction 

A business combination involving entities under common control is a business combination in which the combining 

entities are controlled by the same parties, both before and after the combination, and control is not transitory. Business 

combinations involving entities under common control are outside the scope of IFRS 3. IFRS provides no guidance 

on the accounting for these types of transactions. As a result, the REIT was required to develop an accounting policy 

for the Share Exchange transaction that occurred on September 1, 2021. The nature and intent of the business 

combination was to prepare for an initial public offering on the CSE. Accordingly, the insertion of the REIT as the 

parent entity was a necessary step in affecting the Canadian offering with U.S. assets. As this combination was not 

within the scope of IFRS 3, the combination of the entities under common control was accounted for as a pooling of 

interests to reflect the continuity of the business since the Share Exchange transaction on September 1, 2021.   
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Critical Accounting Estimates and Judgments 

The preparation of the consolidated financial statements in conformity with IFRS requires management to make 

judgements, estimates and assumptions that affect the application of accounting policies and the amounts reported in 

the consolidated financial statements and accompanying disclosures. Although these estimates are based on 

management’s knowledge of current events and actions the REIT may undertake in the future, actual results may differ 

from these estimates.

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. 

Information about critical judgments in applying accounting policies that have the most significant effect on amounts 

recognized in the consolidated financial statements is discussed below:

Continuity of Interest in Common Control Transaction 

The REIT determined that the Share Exchange on September 1, 2021 did not fall under the scope of IFRS 3. Further, 

the REIT analyzed the transaction and determined that there was a continuity of interests and that the pooling of 

interests method of combining the entities on a historical cost basis since the inception of Verdant represented the most 

accurate presentation of the REIT on a consolidated basis since the transaction was determined to be a transaction 

under common control. The share capital and equity balances were adjusted on September 1, 2021 to reflect the Share 

Exchange transaction. 

Investment Properties 

The fair value of investment properties is dependent on available comparative transactions, future cash flows over the 

holding period, discount rates and capitalization rates applicable to those assets. The review of anticipated cash flows 

involves assumptions relating to occupancy and rental rates. In addition to reviewing anticipated cash flows, 

management assesses changes in the business climate and other factors which may affect the ultimate value of the 

property. These assumptions may not ultimately be achieved. 

Legal Fee Presentation 

Management has deferred certain legal fees that, in its judgement, are directly attributable to issuing new units in the 

Offering. Legal fees related to the planned listing on the CSE have been expensed. We also defer legal and consulting 

fees as well as other acquisition costs that, in our judgement, are directly related to the acquisition of an investment 

property. 

Contingent Liability Assessment 

Contingent liabilities are assessed using the criteria in IAS 37 Provisions, Contingent Liabilities and Contingent Assets 

(“IAS 37”). Management determined that the purchase documents for the Kalamazoo investment property contained 

a provision, the Liquidity Discount, requiring assessment as a contingent liability (see Note 10). Management used 

judgment in determining whether the Liquidity Discount met the definition of a contingent liability, and whether a 

liability should be recorded in the consolidated financial statements based on a probability of the occurrence of certain 

events. 
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Segment Reporting 

The REIT owns properties located in the United States. Management, when measuring the REIT’s performance, does 

not distinguish or group its operations on a geographical or any other basis. Accordingly, the REIT has a single 

reportable segment for disclosure purposes. 

Restricted Cash 

Restricted cash includes a tenant security deposit that is held within the tenant attorney’s trust account.

Contingently Redeemable Class B Units 

The Contingently redeemable class B units (“Contingently Redeemable Class B Units”) have been classified as 

financial liabilities and are measured at fair value through profit or loss (“FVTPL”). The Contingently Redeemable 

Class B Units are remeasured at each reporting date at fair value, as they are considered to be puttable instruments 

under IAS 32, Financial Instruments: Presentation (“IAS 32”), with changes in the fair value recognized as fair value 

adjustment of Contingently Redeemable Class B Units within net income in the consolidated statements of loss and 

comprehensive loss. The Contingently Redeemable Class B Units have a 12-month restricted hold period, therefore, 

the fair values used at the Initial Public Offering (the “IPO”) and at December 31, 2021 were based on the unit prices 

on those respective dates. The Contingently Redeemable Class B Units can be redeemed for cash or REIT units as 

determined by the Board of the Trustees of the REIT. As of December 31, 2021, the total number of Contingently 

Redeemable Class B Units outstanding was 8,000,000.

REIT Units

As an open-ended investment trust, unitholders of the REIT are able to require the REIT to redeem at any time or from 

time to time at the demand of the unitholder all or any part of the REIT Units held by the unitholder in an amount 

equal to the redemption price, as specified by the REIT’s Declaration of Trust. Units are redeemable at the option of 

the holder and, therefore, are considered puttable instruments in accordance with IAS 32. Puttable instruments are 

required to be accounted for as financial liabilities, except where certain conditions are met in accordance with IAS 

32, in which case, the puttable instruments may be presented as equity. The REIT Units meet the conditions of IAS 

32 and are, therefore, presented as equity. 

Unit-Based Payments 

Equity-settled unit-based payments to trustees, officers and employees are measured at the fair value of the equity 

instruments at the grant date and are recognized as an expense over the relevant vesting periods with a corresponding 

credit to equity reserve. Equity-settled unit-based payments to non-employees are measured at the fair value of the 

goods or services received or the fair value of the equity instruments granted, if it is determined that the fair value of 

the goods or services received cannot be reliably measured. The fair value of equity-settled unit-based payments to 

non-employees is recorded to its relevant financial statement account at the date the goods or services are received 

with a corresponding credit to options reserve or warrants reserve. 
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Income Taxes

Canadian Status

The REIT is a mutual fund trust pursuant to the Income Tax Act (Canada). Under current tax legislation, a mutual fund 

trust that is not a Specified Investment Flow-Through Trust (“SIFT”) pursuant to the Income Tax Act (Canada) is 

entitled to deduct distributions of taxable income such that it is not liable to pay income taxes provided that its taxable 

income is fully distributed to unitholders. The REIT intends to qualify as a mutual fund trust that is not a SIFT trust 

and to make distributions not less than the amount necessary to ensure that the REIT will not be liable to pay income 

taxes. 

U.S. Status

While the REIT is organized as an unincorporated trust under Canadian law, the REIT is classified as an association 

taxable as a corporation for U.S. federal income tax purposes under current Treasury Regulations. Pursuant to Section 

7874 of the Code, the REIT will be treated as a U.S. domestic corporation for all purposes under the Code and, as a 

result, the REIT is permitted to elect to be treated as a real estate investment trust under the Code, notwithstanding the 

fact that the REIT is organized as a Canadian entity. In general, a corporation that elects real estate investment trust 

status, distributes at least 90% of its real estate investment trust taxable income to its shareholders in any taxable year 

and complies with certain other requirements is not subject to U.S. federal income taxation to the extent of the income 

it distributes. If it fails to qualify as a real estate investment trust in any taxable year, it will be subject to U.S. federal 

income tax at regular corporate income tax rates on its taxable income. Even if it qualifies for taxation as a real estate 

investment trust, it may be subject to certain state and local taxes on its income and property and to federal income 

and excise taxes on its undistributed income. The REIT has reviewed the real estate investment trust requirements and 

has determined that it qualifies as a real estate investment trust under the Code. Accordingly, no provision for U.S. 

federal income or excise taxes has been made with respect to the income of the REIT. 

Prior to the Share Exchange on September 1, 2021, Verdant was a taxable corporation for income tax purposes, and 

filed a short-period return for the period January 1, 2021 through August 31, 2021. Verdant had no taxable income and 

no tax was due. With the Share Exchange, Verdant became a disregarded entity for U.S. federal income tax purposes. 

Business Combinations 

At the time of acquisition of property, whether through a controlling share investment or directly, the REIT considers 

whether the acquisition represents the acquisition of a business. The REIT accounts for an acquisition as a business 

combination where an integrated set of activities is acquired in addition to the property. More specifically, 

consideration is made of the extent to which significant processes are acquired. If no significant processes, or only 

insignificant processes, are acquired, the acquisition is treated as an asset acquisition rather than a business 

combination. 

When an acquisition does not meet the criteria for business combination accounting treatment, it is accounted for as 

an acquisition of a group of assets and liabilities, the cost of which includes transaction costs that are allocated to the 

assets and liabilities acquired based upon their relative fair values. No goodwill is recognized for asset acquisitions. 

In October 2018, the IASB issued amendments to the definition of a business in IFRS 3 to help entities determine 

whether an acquired set of activities and assets is a business or not. The amendments clarified the minimum 

requirements for a business, removed the assessment of whether market participants are capable of replacing any 
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missing elements, added guidance to help entities assess whether an acquired process is substantive, narrowed the 

definition of a business and of outputs, and introduced an optional fair value concentration test. 

The amendments introduced an optional fair value concentration test to permit a simplified assessment of whether an 

acquired set of activities and assets is not a business. Entities may elect to apply the concentration test on a transaction-

by-transaction basis. The test is met if substantially all of the fair value of the gross assets acquired is concentrated in 

a single identifiable asset or group of similar identifiable assets. If the test is met, the set of activities and assets is 

determined not to be a business and no further assessment is needed. If the test is not met, or if an entity elects not to 

apply the test, a detailed assessment must be performed applying the normal requirements in IFRS 3.  

Revenue Recognition 

The REIT has retained substantially all of the risks and benefits of ownership of its investment properties and as such 

accounts for its leases with tenants as operating leases. Revenue from rental properties represents the REIT’s revenue 

and includes rents from tenants under leases with terms of more than one year. Rental payments are due from tenants 

at the beginning of the month.. The operating leases entered into with tenants create legally enforceable right to control 

the use of an identified asset by the tenant for a period of time. As of December 31, 2021, the REIT recorded revenue 

of $159,781. Payments made in advance of scheduled due dates are included in unearned revenue. As of December 31, 

2021, the REIT had $108,333 of unearned revenue, which represented the early payment of January 2022 rent, 

recorded in the other liabilities section within the consolidated statement of financial position. 

IFRS 16, Leases (“IFRS 16”), provides guidance on “lease components” such as base rent, realty tax and insurance 

recoveries, which therefore are outside of the scope of IFRS 15. Other income (such as utilities, parking, and 

miscellaneous fees) are considered non-lease components and are within the scope of IFRS 15.  

The REIT applies the practical expedient in IFRS 15 and does not disclose information about remaining performance 

obligations that have original expected durations of one year or less.  

Revenue from investment properties includes base rents that each tenant pays in accordance with the terms of its 

respective lease, recoveries of operating expenses, including property taxes, common area maintenance, lease 

termination fees and other incidental income. Revenue recognition under a lease commences when the tenant has the 

right to use the investment property. 

The total amount of contractual rent to be received from operating leases is recognized on a straight-line basis over 

the term of the lease, resulting in an accrual recording the cumulative difference between the rental revenue as recorded 

on a straight-line basis and rents received from tenants in accordance with their respective lease terms. This accrual is 

presented as deferred rent receivable. 

Recoveries of operating expenses from tenants are recognized as revenue in accordance with the terms of the 

underlying leases, which is generally in the year in which the corresponding costs are incurred. Other revenue is 

recorded at the time the service is provided. 

An allowance for doubtful accounts is maintained for estimated losses resulting from the inability of tenants to meet 

the contractual obligations under their lease agreements. Such allowances are reviewed periodically based on the 
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recovery experience of the REIT and the creditworthiness of the tenants. As at December 31, 2021 the REIT did not 

have an allowance for doubtful accounts.  

Property Tax Liability 

During the course of 2021, the Company did not incur or pay property taxes related to its investment property. Under 

terms of the lease, the tenant is responsible for all expenses, including property taxes. Since the tenant pays the property 

taxes directly, the Company did not record a pass-through cost on the statement of loss and comprehensive loss. The 

Company will assess how it records property tax liabilities each year and for each investment property.

Financial instruments 

Classification 

On initial recognition, the REIT determines the classification of financial instruments based on the following 

categories: 

1. Measured at amortized cost 

2. Measured at fair value through profit or loss (FVTPL) 

3. Measured at fair value through other comprehensive income 

The classification under IFRS 9 - Financial Instrument (“IFRS 9”) is based on the business model under which a 

financial asset is managed and on its contractual cash flow characteristics. Assets held for the collection of contractual 

cash flows and for which those cash flows correspond solely to principal repayments and interest payments are 

measured at amortized cost. Contracts with embedded derivatives where the host is a financial instrument is in the 

scope of the standard will be assessed as a whole for classification. 

Financial liabilities are measured at amortized cost using the effective interest method and at FVTPL (such as 

derivatives), or if the REIT has chosen to evaluate them at FVTPL. 

The REIT has assessed the classification and measurement of its financial instruments under IFRS 9 as follows: 

Financial Assets and Liabilities

Financial Assets Classification under IFRS 9

Cash and cash equivalents Amortized cost

Restricted cash Amortized cost

Promissory note receivable Amortized cost

Financial Liabilities

Accounts payable and accrued liabilities Amortized cost

Contingently redeemable class B units FVTPL

Refundable security deposits FVTPL
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Measurement 

Initial recognition – A financial asset or financial liability is initially recorded at its fair value, which is typically the 

transaction price, plus or minus transaction costs that are directly attributable to the acquisition or issue of the financial 

asset or financial liability. In the event that fair value is determined to be different from the transaction price, and that 

fair value is evidenced by a quoted price in an active market for an identical asset or liability or is based on a valuation 

technique that uses only data from observable markets, then the difference between fair value and transaction price is 

recognized as a gain or loss at the time of initial recognition. 

Amortized cost – The amount at which a financial asset or financial liability is measured at initial recognition minus 

the principal repayments, plus or minus the cumulative amortization using the effective interest method of any 

difference between that initial amount and the maturity amount and, for financial assets, adjusted for any expected 

credit losses. The effective interest method is a method of calculating the amortized cost of a financial asset or liability 

and of allocating interest and any transaction costs over the relevant period. The effective interest rate is the rate that 

exactly discounts estimated future cash receipts or payments through the expected life of the financial asset or liability 

to the net carrying amount on initial recognition. 

Fair value through profit or loss – Changes in fair value after initial recognition, whether realized or not, are recognized 

through the statements of loss and comprehensive loss. Income arising in the form of interest, dividends, or similar, is 

recognized through the statements of loss and comprehensive loss when the right to receive payment is established, 

the economic benefits will flow to the REIT, and the amount can be measured reliably. 

Fair value through other comprehensive income – Changes in fair value after initial recognition, whether realized or 

not, are recognized through other comprehensive income. Income arising in the form of interest, dividends, or similar, 

is recognized through the statements of loss and comprehensive loss when the right to receive payment is established, 

the economic benefits will flow to the REIT, and the amount can be measured reliably. 

Impairment 

In relation to the impairment of financial assets, IFRS 9 requires an expected credit loss (“ECL”) model in evaluating 

the credit loss for financial assets measured at amortized cost. The ECL models requires judgment, assumptions and 

estimations on changes in credit risks, forecasts of future economic conditions and historical information on the credit 

quality of the financial asset. 

Impairment losses, if incurred, would be recorded in general and administrative expenses in the statement of loss and 

comprehensive loss with the carrying amount of the financial asset or group of financial assets reduced through the 

use of impairment allowance accounts. In periods subsequent to the impairment where the impairment loss has 

decreased, and such decrease can be related objectively to conditions and changes in factors occurring after the 

impairment was initially recognized, the previously recognized impairment loss would be reversed through the 

statement of loss and comprehensive loss. The impairment reversal would be limited to the lesser of the decrease in 

impairment or the extent that the carrying amount of the financial asset at the date the impairment is reversed does not 

exceed what the amortized cost would have been had the impairment not been recognized, after the reversal. 
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Derecognition 

Financial assets – The REIT derecognizes a financial asset when the contractual rights to the cash flows from the 

financial asset have expired or when contractual rights to the cash flows have been transferred. Gains and losses from 

the derecognition are recognized in the statements of income and comprehensive income. 

Financial liabilities – The REIT derecognizes a financial liability when the obligation specified in the contract is 

discharged, canceled or expired. The difference between the carrying amount of the derecognized financial liability 

and the consideration paid or payable, including non-cash assets transferred or liabilities assumed, is recognized in 

the statements of income and comprehensive income. 

Standards issued but not yet effective for the period ended December 31, 2021 

In May 2020, the International Accounting Standards Board (“IASB”) published Amendments to IFRS 3, Business 

Combinations Reference to the Conceptual Framework. The amendments include updating reference to the 2018 

version of the Conceptual Framework for Financial Reporting instead of the 1989 framework. Additionally, it 

amended IFRS 3 in respect of the specific requirements for transactions and other events within the scope of IAS 37 

of IFRIC 21 in the following ways. First, for a provision or contingent liability that would be within the scope of IAS 

37, the acquirer shall apply IAS 37 to determine whether at the acquisition date a present obligation exists as a result 

of past events. Secondly, for a levy that would be within the scope of IFRIC 21, the acquirer shall apply IFRIC 21 to 

determine whether the obligating event that gives rise to a liability to pay the levy has occurred by the acquisition 

date. Lastly, the amendment added an explicit statement that an acquirer does not recognize contingent assets acquired 

in a business combination. An entity shall apply those amendments to business combinations for which the acquisition 

date is on or after the beginning of the first annual reporting period beginning on or after January 1, 2022. Early 

application is permitted if at the same time or earlier an entity also applies all the amendments made by Amendments 

to References to the Conceptual Framework in IFRS Standards, issued in March 2018.

In January 2020 the IASB issued Classification of Liabilities as Current or Non-current (Amendments to IAS 1) 

providing a more general approach to the classification of liabilities under IAS 1 based on the contractual arrangements 

in place at the reporting date. The amendments in Classification of Liabilities as Current or Non-current (Amendments 

to IAS 1) affect only the presentation of liabilities in the statement of financial position, not the amount or timing of 

recognition of any asset, liability income or expenses, or the information that entities disclose about those items. The 

amendments clarify that the classification of liabilities as current or non-current should be based on rights that are in 

existence at the end of the reporting period and align the wording in all affected paragraphs to refer to the “right” to 

defer settlement by at least twelve months and make explicit that only rights in place “at the end of the reporting 

period” should affect the classification of a liability. Additionally, the amendment clarifies that classification is 

unaffected by expectations about whether an entity will exercise its right to defer settlement of a liability and make 

clear that settlement refers to the transfer to the counterparty of cash, equity instruments, other assets or services. The 

amendments are effective for annual reporting periods beginning on or after 1 January 2022 and are to be applied 

retrospectively. Earlier application is permitted.

In February 2021, the IASB published Disclosure of Accounting Policies (Amendments to IAS 1 and IFRS Practice 

Statement 2). As a result of the amendment entities are now required to disclose its material accounting policy 

information instead of its significant accounting policies. The amendment includes explanatory paragraphs as to how 

the entity can identify material accounting policy information and provides examples of when accounting policy 

information is likely to be material. The amendments clarify that accounting policy information may be material as 

result of its nature, even if the related amounts are immaterial and that accounting policy information is material if 
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users of an entity’s financial statements would need it to understand other material information within the financial 

statements. Additionally, if an entity chooses to disclose immaterial accounting policy information, such information 

shall not obscure material accounting policy information. The amendments also clarify that not all accounting policies 

that relate to material transactions, other events or conditions are themselves material to a company’s financial 

statements. In addition, IFRS Practice Statement 2 has been amended by adding guidance and examples to explain 

and demonstrate the application of the ‘four-step materiality process’ to accounting policy information to support the 

amendments to IAS 1. The amendments are applied prospectively. The amendments to IAS 1 are effective for annual 

periods beginning on or after 1 January 2023. Earlier application is permitted. Once the entity applies the amendments 

to IAS 1, it is also permitted to apply the amendments to IFRS Practice Statement 2.

In February 2021 the IASB published Definition of Accounting Estimates (Amendments to IAS 8).  Amendments 

include a change in the definition of a change in accounting estimates being replaced with a definition of accounting 

estimates. Under the new definition, accounting estimates are “monetary amounts in financial statements that are 

subject to measurement uncertainty”.  The amendment clarifies that Entities develop accounting estimates if 

accounting policies require items in financial statements to be measured in a way that involves measurement 

uncertainty. The IASB clarifies that a change in accounting estimate that results from new information or new 

developments is not the correction of an error. In addition, the effects of a change in an input or a measurement 

technique used to develop an accounting estimate are changes in accounting estimates if they do not result from the 

correction of prior period errors. Lastly, the amendment clarifies that a change in an accounting estimate may affect 

only the current period’s profit or loss, or the profit or loss of both the current period and future periods. The effect of 

the change relating to the current period is recognized as income or expense in the current period. The effect, if any, 

on future periods is recognized as income or expense in those future periods. The amendments are effective for annual 

periods beginning on or after 1 January 2023 and changes in accounting policies and changes in accounting estimates 

that occur on or after the start of that period. Earlier application is permitted. 

Impact of Covid-19 

In early 2020, an outbreak of the novel strain of coronavirus (COVID-19) emerged globally. As a result, there have 

been mandates from federal, state and local authorities resulting in an overall decline in economic activity. There have 

been no material impacts from COVID-19 on the Company’s operations for the period ended December 31, 2021. 

3. Prepaids and Other Assets 

The REIT’s prepaids and other assets consist of the following: 

As at December 31, 2021

Promissory note receivable $ 50,000 

Prepaid expenses 29,000 

Total $ 79,000 

On October 27, 2021, the REIT executed a promissory note with its Chief Investment Officer, pursuant to which such 

individual utilized the proceeds received to subscribe to 100,000 units of the REIT. The promissory note matures on 

December 31, 2022, contains no prepayment penalty, carries an interest rate of 0.18% per annum, and payments can 

be offset against commissions earned on future acquisitions. The 100,000 REIT units were pledged as collateral.  See 

Note 9, Related Party Transactions, for further information.  
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4. Investment Properties 

A reconciliation of the carrying value for investment properties at the beginning and end of the financial period is set 

out below: 

As at December 31, 2021

Investment properties, opening balance $ — 

Acquisitions - November 24, 2021 10,000,000 

FV adjustment 52,155 

Transaction costs 347,845 

Total $ 10,400,000 

Asset Acquisitions

On November 24, 2021, the REIT acquired a 70,000 square foot specialized industrial cannabis facility, including 

67,000 square feet of cultivation and 3,000 square feet of retail, in Kalamazoo, Michigan, under terms of a contribution 

agreement with Cloud Cannabis (“Cloud”) whereby Cloud agreed to contribute the real estate to the Operating 

Partnership in exchange for Redeemable Class B units in the Operating Partnership valued at $10.0 million. 

Simultaneous with the closing on the acquisition, the operator of the cultivation facility entered into a triple-net lease 

with a wholly-owned subsidiary of the Operating Partnership with an initial term of 15 years and two 10-year extension 

options. Monthly rent began accruing upon entry into the lease agreement, but payment was deferred until the closing 

on the Offering, at which time the deferred rent will be payable equally over a 12-month period. 

The REIT records investment property at cost net of any additional liabilities or assets acquired, plus transaction costs 

including professional fees, legal fees and commissions. At each reporting period, the REIT adjusts the investment 

property to fair value. 

The REIT used an external appraisal in conjunction with the acquisition of the property in November 2021 to 

determine the estimated fair value. The appraiser evaluated the property using several valuation methods, and the 

income capitalization approach was given the greatest weight in the conclusion of value in the appraiser’s report, as 

the value indication from the income capitalization approach is supported by market data regarding income, expenses 

and required rates of return, and a typical investor would place greatest reliance on the income capitalization approach. 

The resulting fair value was $10,400,000. Due to the short period of time between the appraisal date and the balance 

sheet date, management concluded there had been no change in the fair value of the property.

The fair value of investment property is most sensitive to changes in capitalization rates as applied to rental revenue 

or net operating income. Changes in capitalization rates would result in a change to the fair value of the REIT’s 

investment property. Set out below is the impact of a 25 basis-point increase or decrease in the weighted average 

capitalization rate on the carrying value of investment properties in dollar and percentage terms as at December 31, 

2021: 
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Capitalization Rates

% Change

+0.0025 (1.96) %

- 0.0025 2.04%

$ Change

+0.0025 $                        (203,922) 

- 0.0025 $                          212,245 

5. Accounts Payable and Accrued Liabilities 

Accounts payable and accrued liabilities as of December 31, 2021 are as follows: 

As at December 31, 2021

Accounts payable $ 903,406 

Accrued liabilities 219,664 

Total $ 1,123,070

6. Contingently Redeemable Class B Units 

On November 24, 2021, the Operating Partnership issued 8,000,000 Redeemable Class B Units valued at $10.0 million 

(Note 4). The fair value on November 24, 2021 was calculated using the anticipated Offering price for REIT units. 

The Contingently Redeemable Class B Units have been classified as a liability in accordance with IFRS. Contingently 

Redeemable Class B Units are measured at fair value with any changes in fair value recorded in profit or loss. At 

December 31, 2021, the fair value of the Contingently Redeemable Class B Units was calculated using the pricing of 

the REIT Unit’s for the Offering of $1.25.  

The following table presents the outstanding Contingently Redeemable Class B Units and the changes in fair value of 

the Contingently Redeemable Class B Units for the period ended December 31, 2021.  

Contingently 
Redeemable Class 

B Units Value

Contingently Redeemable Class B Units, July 27, 2021 (date of formation) — $ —

Contingently Redeemable Class B Units issued, November 24,2021 8,000,000 10,000,000

Fees related to issuance of  contingently redeemable class B units (200,000)

Issuance costs — (65,150)

Fair value adjustment — 265,150

Contingently Redeemable Class B Units, December 31, 2021 8,000,000 $ 10,000,000
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7. Unitholders’ Equity 

The REIT is authorized to issue an unlimited number of units. Units are ordinary trust units of the REIT, each of which 

represents a unitholders’ proportionate undivided beneficial interest and voting rights in the REIT. 

Number of Units Value

Units outstanding, July 27, 2021 1 $ 10 

Units issued for Share Exchange, net of issuance costs 2,590,818  435,007 

Redemption of formation unit (1) (10)

REIT Units issued 646,000  365,000 

Units outstanding, December 31, 2021 3,236,818 $ 800,007 

In October 2021, the REIT issued 330,000 units to incoming trustees for proceeds of $165,000, and 100,000 units to 

a member of management in exchange for a $50,000 note payable to the Operating Partnership. The note bears interest 

at 0.18% per annum, with a maturity date of December 31, 2022.

On November 24, 2021, in connection with the acquisition of the investment property in Kalamazoo, Michigan, a total 
of 216,000 trust units in lieu of fees and commissions totaling $150,000 were issued to the REIT’s financial advisor, 
members of management, and certain founders. 

8. General and Administrative Expenses 

For the period from July 27, 2021 (Date of Formation) through December 31, 2021, general and administrative 

expenses consisted of:

For the Period Ended 
December 31, 2021

Contractors $ 98,333 

Legal 316,859 

Accounting 65,506 

Consulting 35,000 

Other 20,668 

Total  $                         536,366 

9. Related Party Transactions 

In October 2020, Verdant entered into an agreement (“Advisory Agreement”) to engage a financial and strategic 

advisor whose services will continue for a period of 24 months following the closing of the Offering, to provide 

guidance with respect to capital raising strategy, and to provide corporate office space and administrative support 

following the closing of the Offering. Certain trustees of the REIT and directors of its subsidiaries are associated with 

the advisor, and will participate financially from fees earned by the advisor as a result of successful private financings 
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and capital markets transactions, including the first asset acquisition and the Offering, and monthly work fee. Upon 

the closing of the first acquisition on November 24, 2021, fees, payable 50% in cash and 50% in REIT units, were 

earned and became payable, and were reflected as issuance costs related to the Contingently Redeemable Class B 

Units issued in connection with the acquisition.

In April 2021, Verdant entered into a one-year consulting agreement with an individual to perform and lead the 

property acquisitions program for Verdant and its successors. Compensation per the agreement would be 1.5% on the 

purchase price of any properties acquired, of which 66.7% would be payable in cash at closing, net of any draws paid, 

and 33.3% would be payable in shares of Verdant (subsequent to the Share Exchange, the equity component became 

payable in REIT units). Consulting fees of $45,000, representing the first three draws that were paid against the 

commission and not considered returnable if an acquisition was not completed, and consulting travel costs of $1,892, 

had already been recorded in Verdant’s financial statements and included in its net equity on acquisition. Payments 

totaling 75,000 were charged to deferred acquisition costs as they related to commission on the initial asset acquisition.

Effective September 1, 2021, Verdant entered into a one-year consulting agreement with an individual to perform the 

function of Chief Financial Officer for Verdant and its successors. Compensation per the agreement would be $10,000 

per month and was increased to $13,333 on November 1. For the period ended December 31, 2021, consulting fees of 

$46,667 were expensed. 

Effective with the Share Exchange, the related party agreements were assumed by the REIT. Effective with the 

Offering the REIT replaced the consulting agreements for both the acquisition role and the Chief Financial Officer 

with employment agreements. 

In October 2021, the REIT issued 100,000 units to a member of management in exchange for a $50,000 promissory 

note payable to the Operating Partnership. This promissory note matures on December 31, 2022.  

Effective December 1, 2021, the REIT agreed to compensate the Chief Executive Officer for consulting services for 

the month of December, prior to becoming an employee of the REIT. The total amount of the accrued expense was 

$16,667, which was paid in January 2022. 

10. Commitment and Contingencies 

The REIT is subject to claims and litigation in the ordinary course of business. Management does not believe that any 

such claim or litigation will have a material adverse effect on the business, assets, or results of operations of the REIT. 

As of December 31, 2021, there were no outstanding claims and or litigation. 

Under the Kalamazoo asset acquisition, the REIT has six months from the date of the Offering to raise $20.0 million 

in financings to avoid issuing an additional 800,000 Contingently Redeemable Class B Units to unitholders (“liquidity 

discount”). The REIT determined that the likelihood of not raising the additional $15,740,250 ($20.0 million less 

proceeds from the Offering of $4,259,750) by July 3, 2022 is remote and did not record a liability on the consolidated 

statement of financial position.  

11. Capital Management  

The REIT’s policy is to maintain an appropriate capital base to support ongoing operations, maintain creditor and 

market confidence and sustain future developments of the business. Capital consists of cash and cash equivalents, 
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Class B Units and Unitholders’ equity. The REIT monitors capital using tools designed to anticipate cash needs and 

to maintain adequate working capital, while also making appropriate distributions to the unitholders on a regular basis.

12. Financial Instruments and Risk Management 

Financial Instruments 

The carrying values of the REIT’s short-term financial assets and liabilities approximate their fair values due to their 

short periods to maturity. 

Fair Value Hierarchy 

Financial instruments recorded at fair value are classified using a fair value hierarchy that reflects the significance of 

inputs used in making the measurements. The hierarchy is summarized as follows:  

Level 1 – quoted prices (unadjusted) in active markets for identical assets and liabilities 

Level 2 – inputs that are observable for the asset or liability, either directly (prices) or indirectly (derived from prices) 

from observable market data 

Level 3 – inputs for assets and liabilities not based upon observable market data 

The following table summarizes the categories and fair values of the REIT’s financial assets and liabilities. 

Fair value as December 31, 2021 ($)

Level 1 Level 2 Level 3

Financial Assets and Liabilities

Investment Properties — — 10,400,000

Contingently Redeemable Class B Units — 10,000,000 —

Refundable Security Deposits — — 328,024

The following summarizes the significant methods and assumptions used in estimating fair values of the REIT’s 

financial assets and liabilities, excluding financial assets and liabilities carried at amortized cost where carrying value 

approximates fair value: 

(i) Contingently Redeemable Class B Units: the fair value of the Contingently Redeemable Class B Units is estimated 

based on the Offering price of the REIT Units (Level 2).  

(ii) Investment Properties: the REIT obtained an appraisal for the property carried out by qualified external valuers 

using relevant market information generated from transactions of comparable properties.  (Level 3). 

(iii) Refundable Security Deposits: the REIT fair valued the refundable security deposit and then subsequently 

amortized the cost using the effective interest method. The value is based upon a non-direct price (Level 3).  
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Financial Risk Factors 

The REIT’s risk exposure and the impact on the REIT’s financial assets and liabilities are summarized below: 

Credit risk 

Financial assets and liabilities that potentially subject the REIT to significant concentrations of credit risk consist 

principally of cash and cash equivalents and tenants receivables. The REIT regularly monitors its credit risk exposure 

and takes steps to mitigate the likelihood of these exposures resulting in actual loss. Credit risk arises from the 

possibility that tenants in investment properties may not fulfill their lease or contractual obligations. The REIT 

mitigates its credit risks by attracting tenants of sound financial standing. Cash carries minimal credit risk as all funds 

are maintained with reputable financial institutions. The carrying amount of financial assets represents the maximum 

credit exposure. 

Liquidity risk 

The REIT is exposed to liquidity risk which is the risk of not meeting its financial obligations as they come due. The 

REIT constantly monitors and manages its cash flows to assess the liquidity necessary to fund operations. As at 

December 31, 2021, the REIT has a working capital deficit of $346,332. Subsequent to the balance sheet date, the 

REIT raised gross proceeds of $4,259,750 in its Offering (see note 13) which is available for working capital purposes.   

13. Subsequent Events 

Initial Public Offering 

In January 2022, the REIT completed its Offering, issuing 3,407,800 trust units, including the overallotment, at a price 

of $1.25 per unit. The Offering raised gross proceeds of $4,259,750. On January 4, 2022, the units began trading on 

the CSE under the symbol “NNL.U.” In conjunction with the Offering, the REIT incurred deferred issuance costs in 

the amount of $451,208. 

Issuance of Units, Options and Warrants 

In January 2022, the REIT granted to its employees 320,000 time vested options and 225,000 performance vested 

options under the Equity Incentive Grant plan. The exercise price of each option is $1.25 per unit. The units vest over 

three years. The REIT also granted a total of 140,000 units to its Trustees as a retainer and 30,875 units to its advisor 

related to the closing of the Offering. In addition, the REIT granted 171,348 warrants to its underwriters in connection 

with the Offering. The exercise price of each warrant unit is $1.25 and expires in three years from issue date. 


