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General Jeff Sessions was to aggressively pursue financiers or equity owners of
cannabis-related business, and United States Attorneys followed such Department of
Justice policies through pursuing prosecutions, then the Corporation could face (i)
seizure of its cash and other assets used to support or derived from its cannabis
subsidiaries, (ii) the arrest of its employees, directors, officers, managers and investors,
and charges of ancillary criminal violations of the CSA for aiding and abetting and
conspiring to violate the CSA by virtue of providing financial support to cannabis
companies that service or provide goods to state-licensed or permitted cultivators,
processors, distributors, and/or retailers of cannabis, and/or (iii) barring employees,
directors, officers, managers and investors who are not U.S. citizens from entry into the
United States for life. There is no guarantee that state laws legalizing and regulating the
sale and use of cannabis will not be repealed or overturned, or that local governmental
authorities will not limit the applicability of state laws within their respective
jurisdictions. Unless and until the United States Congress amends the Controlled
Substances Act with respect to medical and/or adult-use cannabis (and as to the timing
or scope of any such potential amendments there can be no assurance), there is a risk
that federal authorities may enforce current federal law. If the federal government begins
to enforce federal laws relating to cannabis in states where the sale and use of cannabis
is currently legal, or if existing applicable state laws are repealed or curtailed, Harvest
Health & Recreation Inc.’s business, results of operations, financial condition and
prospects would be materially adversely affected. See Section 17 of this Listing
Statement – Risk Factors for additional information on this risk.

In light of the political and regulatory uncertainty surrounding the treatment of U.S.
cannabis-related activities, including the rescission of the Cole Memorandum discussed
above, on February 8, 2018 the Canadian Securities Administrators published a staff
notice (Staff Notice 51-352) setting out the Canadian Securities Administrator’s
disclosure expectations for specific risks facing issuers with cannabis-related activities
in the United States. Staff Notice 51-352 confirms that a disclosure-based approach
remains appropriate for issuers with U.S. cannabis-related activities. Staff Notice 51-352
includes additional disclosure expectations that apply to all issuers with U.S. cannabis-
related activities, including those with direct and indirect involvement in the cultivation
and distribution of cannabis, as well as issuers that provide goods and services to third
parties involved in the U.S. cannabis industry.

Please see the table of concordance under Trends, Commitments, Events or
Uncertainties in Section 3.3 for further information on the material facts, risks and
uncertainties related to U.S. issuers with marijuana-related activities.
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Cautionary Note Regarding Forward-Looking Statements

The information provided in this amended and restated listing statement (“Listing Statement”),
including information incorporated by reference, may contain “forward-looking statements” about
RockBridge Resources Inc. (the “Corporation”), Harvest Health & Recreation Inc. (the
“Resulting Issuer”), Harvest Enterprises, Inc. (“Harvest”), HVST Finco (Canada) Inc. (“Harvest
Finco”), Harvest FINCO, Inc. (“Harvest US Finco”) and a British Columbia incorporated wholly-
owned subsidiary of the Corporation (“Canadian Subco”). In addition, the Corporation, Harvest
or the Resulting Issuer may make or approve certain statements in future filings with Canadian
securities regulatory authorities, in press releases, or in oral or written presentations by
representatives of the Corporation, the Resulting Issuer, Harvest or Harvest Finco that are not
statements of historical fact and may also constitute forward-looking statements. All statements,
other than statements of historical fact, made by the Corporation, the Resulting Issuer or
Harvest that address activities, events or developments that the Corporation, the Resulting
Issuer, Harvest, Harvest US Finco or Harvest Finco expects or anticipates will or may occur in
the future are forward-looking statements, including, but not limited to, statements preceded by,
followed by or that include words such as “may”, “will”, “would”, “could”, “should”, “believes”,
“estimates”, “projects”, “potential”, “expects”, “plans”, “intends”, “anticipates”, “targeted”,
“continues”, “forecasts”, “designed”, “goal”, or the negative of those words or other similar or
comparable words.

Forward-looking statements may relate to future financial conditions, results of operations,
plans, objectives, performance or business developments. These statements speak only as at
the date they are made and are based on information currently available and on the then current
expectations of the party making the statement and assumptions concerning future events,
which are subject to a number of known and unknown risks, uncertainties and other factors that
may cause actual results, performance or achievements to be materially different from that
which was expressed or implied by such forward-looking statements, including, but not limited
to, risks and uncertainties related to:

(a) the regulation of the recreational cannabis industry;

(b) the availability of financing opportunities, risks associated with economic conditions,
dependence on management and conflicts of interest; and

(c) other risks described in this Listing Statement and described from time to time in
documents filed by the Corporation, Harvest, or the Resulting Issuer with Canadian
securities regulatory authorities.

The forward-looking statements contained herein are based on certain key expectations and
assumptions, including, but not limited to, with respect to expectations and assumptions
concerning: (i) receipt of required shareholder and regulatory approvals in a timely manner or at
all; (ii) receipt and/or maintenance of required licenses and third party consents in a timely
manner or at all; and (iii) the success of the operations of the Resulting Issuer.

Although the Corporation and Harvest believe that the expectations and assumptions on which
such forward-looking statements are based are reasonable, undue reliance should not be
placed on the forward-looking statements, because no assurance can be given that they will
prove to be correct. Since forward-looking statements address future events and conditions, by
their very nature they involve inherent risks and uncertainties. Actual results could differ
materially from those currently anticipated due to a number of factors and risks. These include,
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but are not limited to: the availability of sources of income to generate cash flow and revenue;
the dependence on management and directors; risks relating to the receipt of the required
licenses, risks relating to additional funding requirements; due diligence risks; exchange rate
risks; potential transaction and legal risks; risks relating to laws and regulations applicable to the
production and sale of marijuana; and other factors beyond the Corporation and Harvest’s
control, as more particularly described under the heading “Risk Factors” in this Listing
Statement.

Consequently, all forward-looking statements made in this Listing Statement and other
documents of the Corporation, the Resulting Issuer, Harvest or Harvest Finco, as applicable,
are qualified by such cautionary statements and there can be no assurance that the anticipated
results or developments will actually be realized or, even if realized, that they will have the
expected consequences to or effects on the Corporation, the Resulting Issuer, Harvest and
Harvest Finco. The cautionary statements contained or referred to in this section should be
considered in connection with any subsequent written or oral forward-looking statements that
the Corporation, the Resulting Issuer, Harvest, Harvest Finco, Harvest US Finco and/or persons
acting on their behalf may issue. None of the Corporation, the Resulting Issuer, Harvest,
Harvest Finco or Harvest US Finco undertakes any obligation to update or revise any forward-
looking statements, whether as a result of new information, future events or otherwise, other
than as required under securities legislation.

Market and Industry Data

This Listing Statement includes market and industry data that has been obtained from third-
party sources, including industry publications. Harvest believes that the industry data is
accurate and that its estimates and assumptions are reasonable, but there is no assurance as
to the accuracy or completeness of this data. Third party sources generally state that the
information contained therein has been obtained from sources believed to be reliable, but there
is no assurance as to the accuracy or completeness of included information. Although the data
is believed to be reliable, Harvest has not independently verified any of the data from third-party
sources referred to in this Listing Statement or ascertained the underlying economic
assumptions relied upon by such sources.

Currency

Unless otherwise indicated, all references to “$” or “US$” in this Listing Statement refer to
United States dollars and all references to “C$” in this Listing Statement refer to Canadian
dollars.

Information Concerning Harvest and Harvest Finco

The information contained or referred to herein relating to Harvest and Harvest Finco has been
furnished by Harvest, without independent verification by the Corporation. In preparing this
Listing Statement, the Corporation has relied upon Harvest to ensure that this Listing Statement
contains full, true and plain disclosure of all material facts relating to Harvest and its
subsidiaries.
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1. GLOSSARY OF TERMS

The following is a glossary of certain general terms used in this Listing Statement including in
the summary hereof. Terms and abbreviations used in the financial statements appended to this
Listing Statement are defined separately and the terms and abbreviations defined below are not
used therein, except where otherwise indicated. Words importing the singular, where the
context requires, include the plural and vice versa and words importing any gender include all
genders.

“Affiliate” means a corporation that is affiliated with another corporation as described below. A
corporation is an “Affiliate” of another corporation if:

(a) one of them is the subsidiary of the other; or

(b) each of them is controlled by the same Person.

A corporation is “controlled” by a Person if:

(a) voting securities of the Corporation are held, other than by way of security only,
by or for the benefit of that Person; and

(b) the voting securities, if voted, entitle the Person to elect a majority of the directors
of the Corporation.

A Person beneficially owns securities that are beneficially owned by:

(a) a corporation controlled by that Person; or

(b) an Affiliate of that Person or an Affiliate of any corporation controlled by that
Person.

“Agents” has the meaning ascribed thereto in Section 4 – Narrative Description of the Business
– The Financing.

“Amalco” has the meaning ascribed thereto in Section 3.1 General Development of the
Business – The Transaction.

“Associate” when used to indicate a relationship with a Person, means:

(a) an issuer of which the Person beneficially owns or controls, directly or indirectly,
voting securities entitling him to more than 10% of the voting rights attached to
outstanding securities of the issuer;

(b) any partner of the Person;

(c) any trust or estate in which the Person has a substantial beneficial interest or in
respect of which a Person serves as trustee or in a similar capacity; or

(d) in the case of a Person who is an individual:

(i) that Person’s spouse or child, or
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(ii) any relative of the Person or of his spouse who has the same residence
as that Person.

“Awards” has the meaning ascribed thereto in Section 9 Options to Purchase Securities.

“BCBCA” means the Business Corporations Act (British Columbia).

“BC Subco” means 1185928 B.C. Ltd., a wholly-owned subsidiary of the Corporation which will
amalgamate with Harvest Finco pursuant to the Transaction.

“CBD” has the meaning ascribed thereto in Section 17 Risk Factors.

“Cole Memorandum” has the meaning ascribed thereto in Section 17 Risk Factors.

“common shares” in respect of the Resulting Issuer refer to Subordinate Voting Shares.

“Compensation Options” has the meaning ascribed thereto in Section 4 – Narrative
Description of the Business – The Financing.

“Convertible Promissory Notes” means the approximately $50.3 million convertible
promissory notes of Harvest US Finco sold to accredited investors in August and September of
2018.

“Controlled Substances Act” has the meaning ascribed thereto in Section 3.3 Trends,
Commitments, Events or Uncertainties – Regulation of Cannabis in the United States Federally.

“Conversion Ratio” has the meaning ascribed thereto in Section 10 Description of the
Securities.

“Corporation” or “RockBridge” means RockBridge Resources Inc. and its subsidiaries, on a
consolidated basis, prior to the Transaction.

“Corporation’s Board of Directors” means the board of directors of the Corporation.

“CSE” means the Canadian Securities Exchange.

“CSE Policies” means the rules and policies of the CSE in effect as of the date hereof.

“Definitive Agreement” means the business combination agreement entered into among the
Corporation, BC Subco, Harvest, Harvest US Finco and Harvest Finco on November 14, 2018.

“DOT” has the meaning ascribed thereto in Section 3.3 Trends, Commitments, Events or
Uncertainties – Regulation of the Cannabis Market at State and Local Levels.

“Equity Incentive Plan” means the equity incentive plan the Resulting Issuer proposes to
adopt.

“Escrow Agent” means Odyssey Trust Company.

“Escrowed Funds” has the meaning ascribed thereto in Section 4 – Narrative Description of the
Business – The Financing.
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“Escrow Release Conditions” means the following collectively:

(a) written confirmation from each of the Corporation and Harvest Finco that all
conditions of the Transaction have been satisfied or waived, other than release of
the Escrowed Funds, and that the Transaction shall be completed forthwith upon
release of the Escrowed Funds;

(b) the receipt of all shareholder and regulatory approvals required for the
Transaction;

(c) the distribution of the Subordinate Voting Shares to be issued in connection with
the Transaction, being exempt from applicable prospectus and registration
requirements of applicable Canadian securities laws and not subject to any hold
or restricted period thereunder;

(d) the Subordinate Voting Shares being conditionally approved for listing on the
CSE and the completion, satisfaction or waiver of all conditions precedent to
such listing, other than the release of the Escrowed Funds; and

(e) Harvest Finco and Eight Capital, on behalf of the Agents, shall have delivered a
release notice to the Subscription Receipt Agent in accordance with the terms of
the Subscription Receipt Agreement;

“FDA” means the United States Federal Drug Administration.

“FinCEN” has the meaning ascribed thereto in Section 17 Risk Factors.

“Harvest” means Harvest Enterprises Inc. and where the context requires, includes its
subsidiaries;

“Harvest Affiliated Entities” has the meaning ascribed thereto in Section 3.1.

“Harvest DCP” means Harvest Dispensaries, Cultivations & Production Facilities LLC, an
Arizona limited liability company and wholly-owned subsidiary of Harvest.

“Harvest Exchange” has the meaning ascribed thereto in Section 3.1.

“Harvest Finco” means HVST Finco (Canada) Inc., a corporation existing under the laws of the
Province of British Columbia.

“Harvest Finco Subscription Receipts” has the meaning ascribed thereto in Section 3.1
General Development of the Business – The Transaction.

“Harvest US Finco” means Harvest FINCO, Inc., a Delaware corporation.

“Initial Holders” has the meaning ascribed thereto in Section 10 Description of the Securities.

“ISOs” has the meaning ascribed thereto in Section 9 Options to Purchase Securities.

“ITA” has the meaning ascribed thereto in Section 17 Risk Factors.
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“Letter Agreement” means the letter agreement entered into by the Corporation and Harvest
dated September 29, 2018.

“Letter Credit Agreement” means the credit agreement dated October 3, 2018, between
Harvest DCP, certain affiliates and related parties of Harvest DCP, and Bridging Financing Inc.,
as agent for certain lenders from time to time.

“Listing Statement” means this amended and restated listing statement of the Corporation,
including the schedules hereto, prepared in support of the listing of the Subordinate Voting
Shares on the CSE.

“MOU” has the meaning ascribed thereto in Section 17 Risk Factors.

“Multiple Voting Shares” has the meaning ascribed thereto in Section 10 Description of the
Securities.

“NEO” means a Named Executive Officer as such term is defined in Form 51-102F6 –
Statement of Executive Compensation under National Instrument 51-102 – Continuous
Disclosure.

“NQSOs” has the meaning ascribed thereto in Section 9 Options to Purchase Securities.

“Options” has the meaning ascribed thereto in Section 9 Options to Purchase Securities.

“Participants” has the meaning ascribed thereto in Section 9 Options to Purchase Securities.

“Person” means any individual, corporation, Corporation, partnership, unincorporated
association, trust, joint venture, governmental body or any other legal entity whatsoever.

“PSE Agreement” has the meaning ascribed thereto in Section 3.1General Development of the
Business.

“PTSD” has the meaning ascribed thereto in Section 3.3 Trends, Commitments, Events or
Uncertainties – Regulation of the Cannabis Market at State and Local Levels.

“RMDs” has the meaning ascribed thereto in Section 3.3 Trends, Commitments, Events or
Uncertainties – Regulation of the Cannabis Market at State and Local Levels.

“RBA” has the meaning ascribed thereto in Section 17 Risk Factors.

“Related Person” has the meaning attributed to it in the CSE Policies.

“Resulting Issuer” means Harvest Health & Recreation Inc., the entity formerly known as
RockBridge Resources Inc., after the reverse takeover by Harvest.

“RSUs” has the meaning ascribed thereto in Section 9 Options to Purchase Securities.

“San Felasco” has the meaning ascribed there in Section 3.1 General Development of the
Business.

“San Felasco Exchange Agreement” means the share exchange agreement between Harvest
US Finco, San Felasco and the shareholders of San Felasco, to be assigned prior to closing to
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the Resulting Issuer, pursuant to which the Resulting Issuer will acquire 100% of the issued and
outstanding common stock of San Felasco, dated September 21, 2018, as amended and
restated on October 25, 2018.

“SARs” has the meaning ascribed thereto in Section 9 Options to Purchase Securities.

“Section 280E” has the meaning ascribed thereto in Section 17 Risk Factors.

“Sessions Memorandum” has the meaning ascribed thereto in Section 17 Risk Factors.

“SF Share Consideration” has the meaning ascribed there in Section 3.1 General
Development of the Business.

“SR Offering” has the meaning ascribed thereto in Section 4 – Narrative Description of the
Business – The Financing.

“SR Offering Price” has the meaning ascribed thereto in Section 4 – Narrative Description of
the Business – The Financing.

“Super Voting Shares” has the meaning ascribed thereto in Section 10 Description of the
Securities.

“Subordinate Voting Shares” has the meaning ascribed thereto in Section 10 Description of
the Securities.

“THC” has the meaning ascribed thereto in Section 17 Risk Factors.

“T&T” means a track-and-trace system for seed-to-sale.

“Transaction” means the acquisition of Harvest and Harvest Finco by the Corporation, as
contemplated by the transactions described in the Definitive Agreement.

“TSXV” means the TSX Venture Exchange.

“U.S. Tax Code” has the meaning ascribed thereto in Section 17 Risk Factors.

2. CORPORATE STRUCTURE

2.1 Corporate Name and Head and Registered Office

This Listing Statement has been prepared in connection with the Transaction and proposed
listing on the CSE of the Resulting Issuer.

The registered office of the Corporation is 1010-1030 W Georgia St., Vancouver BC V6E 2Y3
and its head office is 200 – 24 E. 4th Avenue, Vancouver, British Columbia, V5T 1E8.

Harvest’s head and registered office is 627 S. 48th Street, Ste. 100, Tempe, Arizona 85281.

Upon completion of the Transaction, the head office of the Resulting Issuer will be located at
627 S. 48th Street, Ste. 100, Tempe, Arizona 85281. The registered office of the Resulting
Issuer will be located at Suite 2200, HSBC Building, 885 West Georgia Street, Vancouver,
British Columbia V6C 3E8.



2.2 Jurisdiction of Incorporation

The Corporation

The Corporation was incorporated under the
November 20, 2007 under the name
Corporation changed its name to

On the closing date of the Transaction,
the funds raised by Harvest Finco.

Harvest

Harvest was formed on September 24
Secretary of State of the State of Delaware

See Item 3.1 – General Development of the Business

2.3 Inter-corporate Relationships

The Resulting Issuer will carry on the business currently carried on by Harvest.
chart of the Resulting Issuer setting out
Transaction, is set forth below.
Resulting Issuer assumes the closing of the Transaction, and (ii) all lines represent 100%
ownership of outstanding securities of the applicable subsidiary.
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Jurisdiction of Incorporation

The Corporation was incorporated under the Business Corporations Act (British Columbia) on
under the name “RockBridge Energy Inc.” On March 30, 2010

Corporation changed its name to “RockBridge Resources Inc.”

On the closing date of the Transaction, the Corporation acquired the business of Harvest and
the funds raised by Harvest Finco.

September 24, 2018 by filing of a Certificate of Incorporation
Secretary of State of the State of Delaware.

General Development of the Business – Harvest

corporate Relationships

The Resulting Issuer will carry on the business currently carried on by Harvest.
setting out the material subsidiaries following the closing of the

Unless otherwise noted, (i) all information presented on the
Resulting Issuer assumes the closing of the Transaction, and (ii) all lines represent 100%
ownership of outstanding securities of the applicable subsidiary.

(British Columbia) on
March 30, 2010, the

ss of Harvest and

, 2018 by filing of a Certificate of Incorporation with the

The organization
the material subsidiaries following the closing of the

Unless otherwise noted, (i) all information presented on the
Resulting Issuer assumes the closing of the Transaction, and (ii) all lines represent 100%
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Entity Name Formation
Formation

Date
Corporate Structure

Harvest
Ownership

Harvest Health
& Recreation

Inc.

British Columbia,
Canada

11/20/2007 Harvest parent company N/A

Harvest
Enterprises, Inc.

Delaware, USA 9/24/2018

U.S. parent company
(directly and indirectly owns

interests in Harvest’s
affiliates)

100%

Harvest
Dispensaries,
Cultivations &

Production
Facilities, LLC

Arizona, USA 6/9/2015

Owns Harvest’s Arizona
licensed entities

(directly and indirectly owns
interests in Harvest affiliates)

100%

Harvest
Arkansas

Holding, LLC
Arizona, USA 8/28/2017

Owns Harvest’s Arkansas
management company

100%

Harvest of
California, LLC

California, USA 8/8/2017
Owns Harvest’s California

licensed entities
100%

San Felasco
Nurseries, Inc.

Florida, USA 10/8/1973 Owns Florida license 100%
1

Harvest DCP of
Maryland, LLC

Maryland, USA 12/16/2016
Owns Harvest’s Maryland

licensed entities
72%

Harvest Mass
Holding I, LLC

Arizona, USA 10/26/2017
Owns Harvest’s

Massachusetts license
applicant entities

100%

Harvest
Michigan

Holding I, LLC
Arizona, USA 2/16/2018

Owns Harvest’s interests in
joint venture with Michigan

license applicant entity
100%

Harvest DCP of
Nevada, LLC

Nevada, USA 8/15/2018
Owns Harvest’s Nevada

licensed entity
100%

Harvest DCP of
New Jersey,

LLC
New Jersey, USA 9/27/2018

Owns Harvest’s interest in
joint venture with New Jersey

license applicant entity
100%

Harvest DCP
Holding of North

Dakota, LLC
North Dakota, USA 8/23/2018

Owns interests in North
Dakota licensed entity

100%

Harvest DCP of
Ohio, LLC

Ohio, USA 2/1/2018
Owns Harvest’s interest in

joint venture with Ohio
licensed entities

100%

Harvest DCP of
Pennsylvania,

LLC
Pennsylvania, USA 5/7/2016

Owns Harvest’s interest in
joint venture with

Pennsylvania licensed entity
100%

1
Harvest FINCO, Inc. has executed definitive agreements to acquire San Felasco Nurseries, Inc. which

owns a medical marijuana license in the State of Florida.
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Entity Name Formation
Formation

Date
Corporate Structure

Harvest
Ownership

CBx Enterprises,
LLC

Colarado, USA 9/26/2017
Owns Harvest’s interest in

license agreement with
Colorado licensed entity

100%

2.4 Fundamental Change

See Item 3.1 – General Development of the Business – The Transaction

2.5 Non-corporate Corporations and Corporations incorporated outside of Canada

This section is not applicable.

3. GENERAL DEVELOPMENT OF THE BUSINESS

3.1 General Development of the Business

Harvest

On September 24, 2018, Harvest was formed as a corporation under the laws of the State of
Delaware to own, operate and develop certain businesses related to the cultivation, processing,
distribution and sale of cannabis and cannabis related products under the “Harvest” brand in
jurisdictions where such cultivation, processing, distribution and sale is authorized under
applicable state law.

Harvest and the Corporation will enter into a property for stock exchange agreement (the “PSE
Agreement”) with the equity holders of Harvest DCP and certain equity holders of various other
affiliates of Harvest DCP and certain of their respective subsidiaries (the “Harvest Affiliated
Entities”) pursuant to which such equity holders will exchange (the “Harvest Exchange”) their
equity in Harvest DCP and the Harvest Affiliated Entities for 202,730,030 of Harvest’s Class A
common stock (the “Class A Shares”) and 2,000,000 shares of Harvest’s Class B common
stock (the “Class B Shares”) and such shares will subsequently be exchanged for Subordinate
Voting Shares, Multiple Voting Shares or Super Voting Shares pursuant to the Transaction. The
Class B Shares are super-voting shares which have 200 votes per share and will only be issued
to Steven White and Jason Vedadi. As a result of the consummation of the transactions
contemplated by the PSE Agreement, Harvest will acquire 100% ownership and control of
Harvest DCP and either 100% or majority ownership and control of the Harvest Affiliated
Entities and their respective assets. Specifically:

• Harvest DCP and the Harvest Affiliated Entities own, control, operate and/or
manage one or more businesses licensed and/or authorized under applicable
state laws to cultivate, process and/or sell cannabis and related products (the
“Harvest Licensed Entities”); and

• Such Harvest Licensed Entities hold dispensaries, cultivation and processing
facilities, real estate, leases, licenses, management services agreements and
other assets, all of which were contributed to Harvest upon the consummation of
the transactions contemplated by the PSE Agreement. See “Regulation of the
Cannabis Market at State and Local Levels” in Section 3.3.
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Harvest and the Corporation will enter into a securities exchange agreement (the “MDSE
Agreement”) with holders of certain promissory notes issued by Harvest DCP of Maryland, LLC
and certain other affiliates Harvest pursuant to which such holders will exchange (the “MD
Exchange”) their promissory notes for 3,237,885 Class A Shares and such shares will
subsequently be exchanged for Subordinate Voting Shares or Multiple Voting Shares pursuant
to the Transaction.

On November 14, 2018, the Resulting Issuer entered into an agreement to acquire CBx
Enterprises LLC, a Colorado intellectual property company (“CBx”). CBx has entered into a
licensing agreement with two Colorado cannabis licensed businesses, THChocolate, LLC and
Evolutionary Holdings, LLC (collectively, “EvoLab”). EvoLab owns and operates a Colorado
medical and adult-use cannabis operation with a cultivation facility and a medical and retail
processing facility located in Denver, Colorado. The purchase price of CBx is (i) $33.5 million
comprised of $8.5 million in cash and $25 million in Multiple Voting Shares of the Resulting
Issuer valued at $655 per share (the “RTO Rrice”), plus (ii) an earnout payment of up to $16
million in Multiple Voting Shares of the Resulting Issuer valued at the RTO Price contingent
upon the achievement of certain financial milestones following the Transaction.

Pipeline Transactions

Harvest is actively pursuing growth opportunities to expand its portfolio in the medical and adult
use marijuana industry. Harvest currently has several transactions in its pipeline, including the
following:

1. Pursuant to the San Felasco Exchange Agreement, Harvest has agreed to acquire
100% of the issued and outstanding common stock of San Felasco Nurseries, Inc. (“San
Felasco”) owned by the shareholders of San Felasco in exchange for up to $55,000,000
in cash, at the election of the shareholders of San Felasco, and an amount equal to (i)
$62,500,000 less the amount elected in cash, plus 12% of such amount, (collectively,
the “SF Share Consideration”) to be satisfied by the issuance of Multiple Voting Shares
at a value of $390 per Multiple Voting Share. The transaction is subject to customary
conditions of closing, including receipt of regulatory approval. San Felasco holds a
medical marijuana dispensary license and is authorized to operate as a Medical
Marijuana Treatment Center in the state of Florida that can produce, process and
dispense medical marijuana and marijuana products. Each Medical Marijuana Treatment
Center is allowed to operate up to 25 dispensaries in the State of Florida, subject to
increase in certain circumstances.

2. Harvest and Vulcan Enterprises US, Ltd. (“Ignite”) executed an operating agreement on
September 25, 2018, for a joint venture to operate one cannabis dispensary in Las
Vegas, Nevada under the Ignite Cannabis brand name founded by Dan Bilzerian.
Pursuant to the operating agreement, Harvest will own 51% of the joint venture and
Ignite will own the remaining 49%. Each party will finance the planned operations in
proportion to their ownership interest in the joint venture.

3. Harvest has 37 active applications for licenses in 10 States. See section 3.3 “Trend,
Commitments, Events or Uncertainties – Regulation of the Cannabis Market at State and
Local Levels”.

In addition to the foregoing, Harvest is actively pursuing a number of other opportunities with
third parties.
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Financing Activities

1. Harvest DCP has entered into a Letter Credit Agreement to borrow C$26 million for a
period of three years at an interest rate that is equal to Bank of Nova Scotia Prime plus
10.3% per annum. Principal payments under the loan will be amortized monthly on a
straight-line basis over a five-year period beginning six months after the date of the loan.
The loan will be secured by a first lien on the assets of Harvest and its subsidiaries and
a pledge of its ownership in its subsidiaries. Harvest DCP will pay the agent of the lender
a C$660,000 work fee. Harvest DCP will also issue to such agent US$940,000 of
shares of common stock of Harvest or Subordinate Voting Shares of the Resulting
Issuer assuming the offering is in U.S. dollars or C$1,200,000 if the offering is in
Canadian dollars (in either case, the “Stock Work Fee”). The shares are required to be
issued within five days after completion of the Transaction. The number of such shares
of common stock of Harvest or Subordinate Voting Shares of the Resulting Issuer will be
determined by dividing the amount of the applicable Stock Work Fee by the value of
each share of Harvest or the Resulting Issuer valued at the time of issuance. The
proceeds of the loan will be used for working capital purposes.

2. In August and September of 2018, Harvest US Finco closed a private placement offering
to sell approximately $50.3 million of convertible promissory notes to accredited
investors. The Convertible Promissory Notes will be converted to shares of capital stock
of Harvest US Finco and such shares will subsequently be exchanged for shares of the
Resulting Issuer pursuant to the Transaction.

3. On March 7, 2017, Harvest DCP of Maryland, LLC closed an $11 million private
placement offering to sell promissory notes and membership interests in Harvest DCP of
Maryland, LLC to fund working capital and growth opportunities in Maryland. The
membership interests will be exchanged for Class A Shares and Class B Shares
pursuant to the PSE Agreement and such shares will subsequently be exchanged for
shares of the Resulting Issuer pursuant to the Transaction. The promissory notes will be
exchanged for Class A Shares pursuant to the MDSE Agreement and such shares will
subsequently be exchanged for Subordinate Voting Shares or Multiple Voting Shares
pursuant to the Transaction.

4. On October 31, 2016, Dunamis Investments, LLC (“Dunamis”) loaned $2,500,000 to
Harvest DCP and BRLS, and in return received a secured promissory note and warrant
for 5% of the membership interest in Harvest DCP. Dunamis exercised the warrant to
become a 5% member of Harvest DCP in 2017 and such interest will be exchanged for
shares of common stock of Harvest pursuant to the PSE Agreement and such shares
will subsequently be exchanged for shares of the Resulting Issuer pursuant to the
Transaction.

The Transaction

The principal steps of the Transaction are as follows:

(1) Harvest Finco issued subscription receipts (the “Harvest Finco Subscription
Receipts”) in exchange for gross proceeds of approximately $218 million;

(2) The Convertible Promissory Notes will be converted into shares of Class A Common
Stock of Harvest US Finco;
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(3) The Harvest Exchange will be completed;

(4) The MD Exchange will be completed;

(5) The outstanding Harvest Finco Subscription Receipts will be converted into Harvest
Finco common shares with each holder of a Harvest Finco Subscription Receipt
receiving one Harvest Finco common shares in exchange therefor;

(6) Concurrently:

(a) Holders of outstanding shares of Class B Common Stock of Harvest will
contribute such shares to the Corporation in exchange for 2,000,000 Super
Voting Shares;

(b) Holders of outstanding shares of Class A Common Stock of Harvest will
contribute such shares to the Corporation in exchange for either Subordinate
Voting Shares or Multiple Voting Shares, dependent upon their location of
residency;

(c) Holders of outstanding shares of common stock of Harvest US Finco will
contribute such shares to the Corporation in exchange for either Subordinate
Voting Shares or Multiple Voting Shares, dependent upon their location of
residency;

(d) The Corporation, BC Subco and Harvest Finco will be parties to a three-cornered
amalgamation pursuant to which Harvest Finco shareholders (including former
holders of Harvest Finco Subscription Receipts) will receive Subordinate Voting
Shares of the Corporation and Harvest Finco and BC Subco will amalgamate
with the resulting entity being “Amalco”) constituting a continuation of each of
Harvest Finco and BC Subco under applicable law; and

(7) Amalco will be dissolved and liquidated, pursuant to which all of the assets of Amalco
will be distributed to the Corporation.

Upon completion of the Transaction, the directors of the Resulting Issuer are Steven White,
Jason Vedadi, Elroy Sailor, Mark Barnard and Frank Bedu-Addo.

Following approval at the Corporation’s shareholder meeting, which will include an amendment
to create additional share classes, the Corporation’s authorized share capital will consist of an
unlimited number of subordinate voting shares (“Subordinate Voting Shares”), an unlimited
number of multiple voting shares (“Multiple Voting Shares”), and an unlimited number of super
voting shares (“Super Voting Shares”). Upon completion of the Transaction, the outstanding
capital of the Corporation will consist of: (i) 62,330,432 Subordinate Voting Shares; (ii)
2,113,948 Multiple Voting Shares; and (iii) 2,000,000 Super Voting Shares.

3.2 Significant Acquisitions and Dispositions

Not applicable.

3.3 Trends, Commitments, Events or Uncertainties
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In accordance with the Canadian Securities Administrators Staff Notice 51-352 (Revised) –
Issuers with U.S. Marijuana-Related Activities (“Staff Notice 51-352”), below is a table of
concordance that is intended to assist readers in identifying those parts of this Listing Statement
that address the disclosure expectations outlined in Staff Notice 51-352.

Industry Involvement
Specific Disclosure Necessary to Fairly

Present all Material Facts, Risks and
Uncertainties

Listing Statement Cross
Reference

All Issuers with U.S.
Marijuana-Related Activities

Describe the nature of the issuer's involvement in
the U.S. marijuana industry and include the
disclosures indicated for at least one of the direct,
indirect and ancillary industry involvement types
noted in this table.

Section 3.3 – Trends Commitments,
Events or Uncertainties -
Operational Foundation in Seven
Highly Regulated, Oligopolistic
Markets

Section 4 – Narrative Description of
the Business

Prominently state that marijuana is illegal under
U.S. federal law and that enforcement of relevant
laws is a significant risk.

Cover Page (disclosure in bold
typeface)

Discuss any statements and other available
guidance made by federal authorities or
prosecutors regarding the risk of enforcement
action in any jurisdiction where the issuer
conducts U.S. marijuana-related activities.

Section 3.3 – Trends,
Commitments, Events or
Uncertainties – Regulation of
Cannabis in the United States
Federally

Section 17 – Risk Factors –
Marijuana remains illegal under U.S.
federal law

Section 17 – Risk Factors – Federal
regulation of marijuana in the United
States
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Industry Involvement
Specific Disclosure Necessary to Fairly

Present all Material Facts, Risks and
Uncertainties

Listing Statement Cross
Reference

Outline related risks including, among others, the
risk that third party service providers could
suspend or withdraw services and the risk that
regulatory bodies could impose certain restrictions
on the issuer's ability to operate in the U.S.

Section 17 – Risk Factors –
Restricted access to banking

Section 17 – Risk Factors – U.S.
state regulatory uncertainty

Section 17 – Risk Factors –
Regulatory scrutiny of the Resulting
Issuer’s interests in the United
States

Section 17 – Risk Factors –
Constraints on marketing products

Section 17 – Risk Factors –
Proceeds of crime statutes

Section 17 – Risk Factors –
Heightened scrutiny by Canadian
regulatory authorities

Section 17 – Risk Factors – Limited
trademark protection

Section 17 – Risk Factors – Lack of
access to U.S. bankruptcy
protections

Section 17 – Risk Factors – Legality
of contracts

Section 17 – Risk Factors – Newly-
established legal regime

Section 17 – Risk Factors – Risk of
civil asset forfeiture

Given the illegality of marijuana under U.S. federal
law, discuss the issuer's ability to access both
public and private capital and indicate what
financing options are / are not available in order to
support continuing operations.

Section 4.1(1) – Narrative
Description of the Business -- Total
Funds Available

Section 4.1(1) – Narrative
Description of the Business – Ability
to Access Public and Private Capital

Section 17 – Risk Factors – Newly-
established legal regime

Section 17 – Risk Factors –
Restricted access to banking

Quantify the issuer's balance sheet and operating
statement exposure to U.S. marijuana-related
activities.

Section 5 – Selected Consolidated
Financial Information

Schedules “B”, “D” and “E” to the
Listing Statement.

Note: at the time of the Listing
Statement, the major operations
of the Resulting Issuer are only in
the United States

Disclose if legal advice has not been obtained,
either in the form of a legal opinion or otherwise,
regarding (a) compliance with applicable state
regulatory frameworks and (b) potential exposure
and implications arising from U.S. federal law.

Legal advice has been obtained.
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Industry Involvement
Specific Disclosure Necessary to Fairly

Present all Material Facts, Risks and
Uncertainties

Listing Statement Cross
Reference

U.S. Marijuana Issuers with
direct involvement in
cultivation or distribution

Outline the regulations for U.S. states in which the
issuer operates and confirm how the issuer
complies with applicable licensing requirements
and the regulatory framework enacted by the
applicable U.S. state.

Section 3.3 – Trends,
Commitments, Events or
Uncertainties – Regulation of the
Cannabis Market at State and Local
Levels

Discuss the issuer's program for monitoring
compliance with U.S. state law on an ongoing
basis, outline internal compliance procedures and
provide a positive statement indicating that the
issuer is in compliance with U.S. state law and the
related licensing framework. Promptly disclose
any non-compliance, citations or notices of
violation which may have an impact on the
issuer's license, business activities or operations.

Section 3.3 – Trends Commitments,
Events or Uncertainties –
Regulatory Overview

Section 3.3 – Trends,
Commitments, Events or
Uncertainties – Compliance with
Applicable State Law in the United
States

Section 17 – Risk Factors – U.S.
state regulatory uncertainty

U.S. Marijuana Issuers with
indirect involvement in
cultivation or distribution

Outline the regulations for U.S. states in which the
issuer's investee(s) operate.

Section 3.3 – Trends,
Commitments, Events or
Uncertainties – Regulation of the
Cannabis Market at State and Local
Levels

Provide reasonable assurance, through either
positive or negative statements, that the investee's
business is in compliance with applicable licensing
requirements and the regulatory framework
enacted by the applicable U.S. state. Promptly
disclose any non-compliance, citations or notices
of violation, of which the issuer is aware, that may
have an impact on the investee's license,
business activities or operations.

Section 3.3 – Trends Commitments,
Events or Uncertainties –
Regulatory Overview

Section 3.3 – Trends,
Commitments, Events or
Uncertainties – Compliance with
Applicable State Law in the United
States
Section 17 – Risk Factors – U.S.
state regulatory uncertainty

U.S. Marijuana Issuers with
material ancillary
involvement

Provide reasonable assurance, through either
positive or negative statements, that the
applicable customer's or investee's business is in
compliance with applicable licensing requirements
and the regulatory framework enacted by the
applicable U.S. state.

Section 3.3 – Trends Commitments,
Events or Uncertainties –
Regulatory Overview

Section 3.3 – Trends,
Commitments, Events or
Uncertainties – Compliance with
Applicable State Law in the United
States
Section 17 – Risk Factors – U.S.
state regulatory uncertainty

Regulatory Overview

In accordance with Staff Notice 51-352, below is a discussion of the federal and state-level U.S.
regulatory regimes in those jurisdictions where Harvest is currently directly involved through its
subsidiaries. Harvest’s subsidiaries are directly engaged in the cultivation, processing,
possession, use, sale or distribution of cannabis in the medicinal cannabis marketplace in the
States of Arizona, Maryland and Pennsylvania and is actively expanding into the recreational
and medicinal cannabis marketplace in the States of Arkansas, California, Florida,
Massachusetts, Michigan, Nevada, New Jersey, North Dakota and Ohio. In accordance with
Staff Notice 51-352, Harvest will evaluate, monitor and reassess this disclosure, and any related
risks, on an ongoing basis and the same will be supplemented and amended to investors in
public filings, including in the event of government policy changes or the introduction of new or
amended guidance, laws or regulations regarding marijuana regulation. Any non-compliance,
citations or notices of violation which may impact Harvest’s license, business activities or
operations will be promptly disclosed by Harvest.



Regulation of Cannabis in the United States Federally

The United States Supreme Court has ruled
enact the existing federal prohibition on cannabis.

The United States federal government regulates drugs through the Controlled Substances Act
(21 U.S.C. § 811), which places controlled substances, including cannabis, in a schedule.
Cannabis is classified as a Schedule I drug. A Schedule I controlled substan
substance that has no currently accepted medical use in the United States, a lack of safety for
use under medical supervision and a high potential for abuse. The Department of Justice
defines Schedule I drugs, substances or chemicals as
medical use and a high potential for abuse.”
pharmaceutical derived from CBD, the United States Food and Drug Administration has not
approved marijuana as a safe and effective dru

Unlike in Canada, which has federal legislation uniformly governing the cultivation, distribution,
sale and possession of medical marijuana under the Access to Cannabis for Medical Purposes
Regulations, marijuana is largely regulated

The map below indicates the status of legalization of marijuana in each state.

State laws regulating cannabis are in direct conflict with the federal Controlled Substances Act,
which makes cannabis use and posses
territories of the U.S. authorize medical or recreational cannabis production and distribution by
licensed or registered entities, under U.S. federal law, the possession, use, cultivation, and
transfer of cannabis and any related drug paraphernalia is illegal
acts under federal law under any and all circumstances under the Controlled Substances Act.
Although Harvest’s activities are compliant with applicable United States s
strict compliance with state and local laws with respect
of liability under United States federal law, nor may it provide a defense to any federal
proceeding which may be brought against

2
Gonzales v. Raich 545 U.S. 1 (2005).
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Regulation of Cannabis in the United States Federally

he United States Supreme Court has ruled that Congress has the constitutional authority to
enact the existing federal prohibition on cannabis.2

he United States federal government regulates drugs through the Controlled Substances Act
(21 U.S.C. § 811), which places controlled substances, including cannabis, in a schedule.
Cannabis is classified as a Schedule I drug. A Schedule I controlled substance is defined as a
substance that has no currently accepted medical use in the United States, a lack of safety for
use under medical supervision and a high potential for abuse. The Department of Justice

drugs, substances or chemicals as “drugs with no currently accepted
medical use and a high potential for abuse.” With the limited exception of Epidiolex, a
pharmaceutical derived from CBD, the United States Food and Drug Administration has not
approved marijuana as a safe and effective drug for any indication.

which has federal legislation uniformly governing the cultivation, distribution,
sale and possession of medical marijuana under the Access to Cannabis for Medical Purposes

marijuana is largely regulated at the state level in the United States

The map below indicates the status of legalization of marijuana in each state.

State laws regulating cannabis are in direct conflict with the federal Controlled Substances Act,
which makes cannabis use and possession federally illegal. Although certain states and
territories of the U.S. authorize medical or recreational cannabis production and distribution by
licensed or registered entities, under U.S. federal law, the possession, use, cultivation, and

cannabis and any related drug paraphernalia is illegal, and any such acts are criminal
acts under federal law under any and all circumstances under the Controlled Substances Act.

’s activities are compliant with applicable United States state and local law,
strict compliance with state and local laws with respect to cannabis may neither absolve
of liability under United States federal law, nor may it provide a defense to any federal
proceeding which may be brought against Harvest.

U.S. 1 (2005).

the constitutional authority to

he United States federal government regulates drugs through the Controlled Substances Act
(21 U.S.C. § 811), which places controlled substances, including cannabis, in a schedule.

ce is defined as a
substance that has no currently accepted medical use in the United States, a lack of safety for
use under medical supervision and a high potential for abuse. The Department of Justice

“drugs with no currently accepted
With the limited exception of Epidiolex, a

pharmaceutical derived from CBD, the United States Food and Drug Administration has not

which has federal legislation uniformly governing the cultivation, distribution,
sale and possession of medical marijuana under the Access to Cannabis for Medical Purposes

in the United States.

State laws regulating cannabis are in direct conflict with the federal Controlled Substances Act,
Although certain states and

territories of the U.S. authorize medical or recreational cannabis production and distribution by
licensed or registered entities, under U.S. federal law, the possession, use, cultivation, and

and any such acts are criminal
acts under federal law under any and all circumstances under the Controlled Substances Act.

tate and local law,
to cannabis may neither absolve Harvest

of liability under United States federal law, nor may it provide a defense to any federal
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The risk of federal enforcement and other risks associated with the Resulting Issuer’s business
are described in Item 17 – Risk Factors.

Regulation of the Cannabis Market at State and Local Levels

Below is a summary overview of the licensing and regulatory framework in the markets where
Harvest currently holds licenses and where Harvest is actively expanding into the cannabis
industry.

State
License

Type

Number of
Licenses
Issued in

State

Number of
Licenses

Allowed by
Law in State

Number of Harvest
Licenses/Applications

Arizona
Vertically
Integrated

130 --
10 (7 dispensaries open; 2 cultivation facilities

operating; 1 processing facility operating)

Arkansas

Cultivation
/Processing

5 5
1 cultivation/processing facility under

construction)

Dispensary -- 32
4 pending applications (maximum of 1 license

can be awarded)

California Dispensary 421
Varies by

municipality
4 municipal permits; 1 dispensary under

construction (plus 6 pending applications)

Florida
Vertically
Integrated

14 22
1 pending acquisition (definitive agreement

executed)

Maryland

Cultivation 22 22 1

Processing 28 28 1 (stage one pre-approval; under construction)

Dispensary 102 102 1

Massachusetts

Dispensary 15 Unlimited 3 pending applications (adult-use)

Cultivation 10 Unlimited
1 pending application; approved at local level

(adult-use)

Processing 10 Unlimited
2 pending applications

(adult-use)

Vertically
Integrated

40 Unlimited 3 pending applications (medical)

Michigan

Cultivation 6
Varies by

municipality
1 pending application for local permit

Dispensary 18
Varies by

municipality
1 pending application for local permit

Nevada

Cultivation 121 Unlimited 1 (medical & adult-use)

Processing 84 Unlimited 1 (medical & adult-use)

Dispensary 63 132 6 pending applications (medical & adult-use)

New Jersey
Vertically
Integrated

6 12 1 pending application

North Dakota Dispensary 8 8 1 (plus 2 pending applications)

Ohio

Cultivation 13 13
1 provisional license (cultivation site under

construction)

Dispensary 56 60
3 provisional licenses (3 dispensaries under

construction)

Processing 12 40 1 pending application

Pennsylvania Dispensary 27 50

1 (allows up to 3 dispensaries) (plus 6 pending
applications of which maximum of 4 licenses
can be awarded allowing up to 12 additional

dispensaries)
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Arizona

Arizona Regulatory Landscape

In December 2010, Arizona voters passed the Arizona Medical Marijuana Act (AMMA), A.R.S.
Section 36-2801 et seq. The AMMA went into effect on April 14, 2011, making Arizona the
fourteenth state to adopt a medical marijuana law. The AMMA designates the Arizona
Department of Health Services (ADHS) as the licensing and issuing authority for the Arizona
Medical Marijuana Program. The ADHS has adopted rules and regulations for developing and
implementing the Arizona Medical Marijuana Program. These rules and regulations are set
forth in the Arizona Administrative Code Title 9, Chapter 17.

The first medical marijuana licenses in Arizona were issued in 2012 and Arizona currently has
just under 100 open dispensaries. An Arizona adult-use initiative was on the November 2016
ballot, but failed to pass.

Harvest Licenses in Arizona

Harvest DCP has 100% ownership and control of the entities listed in the table below which are
licensed to operate cultivation and production facilities and retail medical cannabis dispensaries
in the state of Arizona.

Holding
Entity

Permit/License City
Expiration/Renewal
Date (if applicable)

(MM/DD/YY)
Description Ownership

Abedon Saiz,
LLC

00000DCSM00130984
Lake
Havasu
City, AZ

10/05/2019
1 Retail Dispensary,
Cultivation and
Production License

100%

Byers
Dispensary,
Inc.

000000DCOV00321891
Scottsdale,
AZ

08/07/2019
1 Retail Dispensary,
Cultivation and
Production License

100%

High Desert
Healing, LLC

0000000DCWH0060742
2

Avondale,
AZ

08/07/2019
1 Retail Dispensary,
Cultivation and
Production License

100%

High Desert
Healing, LLC

0000000DCMV0076619
5

Lake
Havasu
City, AZ

08/07/2019
1 Retail Dispensary,
Cultivation and
Production License

100%

Nature Med,
Inc.

000000DCST00941489
Guadalupe,
AZ

08/07/2019
1. Retail Dispensary,
Cultivation and
Production License

100%

Pahana, Inc.
00000129DCKL0060247
2

Glendale,
AZ

10/05/2019
1 Retail Dispensary,
Cultivation and
Production License

100%
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Patient Care
Center 301,
Inc.

00000127DCSS0018516
7

Tucson, AZ 10/05/2019
1 Retail Dispensary,
Cultivation and
Production License

100%

Sherri Dunn,
LLC

00000124DCKQ0069738
5

Cottonwood,
AZ

10/05/2019
1 Retail Dispensary,
Cultivation and
Production License

100%

Svaccha, LLC
00000120DCEQ0057852
8

Tempe, AZ 10/05/2019
1 Retail Dispensary,
Cultivation and
Production License

100%

Svaccha, LLC
00000137DCOF0018832
4

Apache
Junction, AZ

10/05/2019
1 Retail Dispensary,
Cultivation and
Production License

100%

Arizona Licenses and Regulations

Arizona state licenses are renewed annually. Each year, licensees are required to submit a
renewal application per guidelines published by the ADHS. While renewals are annual, there is
no ultimate expiry after which no renewals are permitted. Additionally, in respect of the renewal
process, provided that the requisite renewal fees are paid, the renewal application is submitted
in a timely manner, and there are no material violations noted against the applicable licenses,
Harvest would expect to receive the applicable renewed license in the ordinary course of
business. While Harvest’s compliance controls have been developed to mitigate the risk of any
material violations of a license arising, there is no assurance that Harvest’s licenses will be
renewed in the future in a timely manner. Any unexpected delays or costs associated with the
licensing renewal process could impede the ongoing or planned operations of Harvest and have
a material adverse effect on Harvest’s business, financial condition, results of operations or
prospects.

Arizona is a vertically integrated system so that each license permits the holder to acquire,
cultivate, process, distribute and/or dispense, deliver, manufacture, transfer, and supply medical
marijuana in compliance with the AMMA and ADHS rules and regulations.

Arizona Reporting Requirements

The State of Arizona uses the ADHS Medical Marijuana Verification System (MMV) to validate
card holders, verify allotment amounts and track all retail transactions for Arizona qualified
patients. The ADHS MMV system is also used annually by license holders to renew the
dispensary registration certificate.

Harvest uses MJ Freeway software as its computerized, seed-to-sale tracking and inventory
system. Individual licensees whether directly or through third-party integration systems are
required to capture and retain all information pertaining to the acquisition, possession,
cultivation, manufacturing, delivery, transfer, transportation, supplying, selling, distributing, or
dispensing of medical marijuana, to meet all reporting requirements for the State of Arizona.

Arkansas

Arkansas Regulatory Landscape
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The rules and regulations governing the oversight of medical marijuana cultivation facilities and
dispensaries in Arkansas were adopted and promulgated by the Arkansas Alcoholic Beverage
Control Board pursuant to Amendment No. 98 of the Constitution of the State of Arkansas of
1874, The Medical Marijuana Amendment of 2016.

The rules and regulations governing medical marijuana registration, testing, and labeling in
Arkansas were adopted and promulgated by the Arkansas State Board of Health pursuant to the
Department expressly conferred by the laws of the State of Arkansas including, without
limitation, Amendment No. 98 of the Constitution of the State of Arkansas of 1874, The Medical
Marijuana Amendment of 2016.

These rules govern the following: the requirements for record keeping, security, and personnel
at cultivation facilities and dispensaries; the requirements for the manufacturing, processing,
packaging, dispensing, disposing, advertising, and marketing of medical marijuana by cultivation
facilities and dispensaries; the procedures for inspecting and investigating cultivation facilities
and dispensaries; and the procedures for sanctioning, suspending, and terminating cultivation
facility and dispensary licenses for violations of the amendment or these rules.

Harvest Licenses in Arkansas

Harvest Arkansas Holding, LLC has 100% ownership and control of Natural State Capital, LLC
which is the sole manager of, and owns all of the common membership interests of, the entity
listed in the table below, which is licensed to operate a cultivation and production facility in the
state of Arkansas.

Holding Entity Permit/License City
Expiration/Renewal Date

(if applicable)
(MM/DD/YY)

Description

Natural State
Wellness
Enterprises, LLC

00123
Jackson
County, AR

06/30/2019
1 Cultivation and
Production License

Natural State Wellness Enterprises, LLC, an Arkansas limited liability company (“NSWE”), owns
one cultivation and production license in the State of Arkansas. Pursuant to NSWE’s operating
agreement, NSWE is a manager-managed limited liability company and the sole manager is
Natural State Capital, LLC (“NSC”), an Arkansas limited liability company and a wholly-owned
subsidiary of Harvest. As the sole manager of NSWE, NSC has the exclusive and complete
authority and discretion to manage the affairs and operations of NSWE and to make all
decisions regarding the business of NSWE. NSC also owns all of the common membership
interests (the “Common Units”) in NSWE; all of the preferred membership interests in NSWE
(the “Preferred Units”) are owned by unrelated third parties. NSWE’s operating agreement
provides that the holders of the Preferred Units are entitled to 100% of net available cash until
their aggregate cash distribution equals 200% of their initial capital contribution of $4,850,000
(total of $9,700,000). Thereafter, the holders of the Preferred Units are entitled to an annual 5%
rate of return on their initial capital contribution, and NSC, as the sole holder of the Common
Units, receives all remaining net available cash.

Pending Harvest License Applications in Arkansas
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Harvest Arkansas Holding, LLC has partnered with Natural State Wellness Dispensary, LLC, an
Arkansas limited liability company (“NSWD”), to apply for four medical marijuana dispensary
licenses in the State of Arkansas as described in the table below. Under Arkansas law,
notwithstanding the four applications listed below, NSWD will only be permitted to own and
operate one dispensary. Licenses are expected to be awarded in November 2018. If NSWD is
successful in obtaining a license, it will enter into a strategic joint venture with a subsidiary
wholly-owned and controlled by Harvest Arkansas Holding, LLC for the operation and
management of the dispensary. There can be no assurance that NSWD will obtain any such
license.

Applicant Entity City Description

Natural State Wellness
Dispensary, LLC

Fort Smith, AR 1 Retail Dispensary License Application

Natural State Wellness
Dispensary, LLC

Jonesboro, AR 1 Retail Dispensary License Application

Natural State Wellness
Dispensary, LLC

Little Rock, AR 1 Retail Dispensary License Application

Natural State Wellness
Dispensary, LLC

Pine Bluff, AR 1 Retail Dispensary License Application

Arkansas Licenses and Regulations

Arkansas state licenses expire one year after the date of issuance. The Arkansas Medical
Marijuana Commission is required under the legislation to issue a renewal dispensary or a
renewal cultivation facility license within ten days to any entity that complies with the
requirements contained in the Medical Marijuana Amendment of 2016, including the payment of
a renewal fee. While renewals are annual, there is no ultimate expiry after which no renewals
are permitted. Additionally, in respect of the renewal process, provided that the requisite
renewal fees are paid, the renewal application is submitted in a timely manner, and there are no
material violations noted against the applicable licenses, Harvest would expect to receive the
applicable renewed license in the ordinary course of business. While Harvest’s compliance
controls have been developed to mitigate the risk of any material violations of a license arising,
there is no assurance that Harvest’s licenses will be renewed in the future in a timely manner.
Any unexpected delays or costs associated with the licensing renewal process could impede the
ongoing or planned operations of Harvest and have a material adverse effect on the Harvest’s
business, financial condition, results of operations or prospects.

Arkansas Reporting Requirements

All medical marijuana cultivation facilities and dispensaries are required to utilize the Inventory
Tracking System implemented by the State of Arkansas to track medical marijuana from seed to
distribution to qualified patients and designated caregivers.

California

California Regulatory Landscape
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In 1996, California became the first state to legalize medical marijuana through Proposition 215,
the Compassionate Use Act of 1996 (“CUA”). In 2003, Senate Bill 420 (the “Medical Marijuana
Program Act”) was enacted to clarify the scope and application of CUA. In September 2015,
the California legislature took the next step and established the framework for a statewide
medical marijuana program when it passed three bills collectively known as the “Medical
Cannabis Regulation and Safety Act” (“MCRSA”).3 MCRSA established a comprehensive
licensing and regulatory framework for medical marijuana businesses in California. The system
created multiple license types for cultivation, manufacturing, distribution, transportation, sales
and testing – including subcategories for the various activities, such as volatile and non-volatile
licenses types for edible infused product manufacturers depending on the specific extraction
methodology, and different licenses for cultivators depending on canopy size and setting.
MRSCA set forth uniform operating standards and responsibilities for licensees. Under MCRSA,
multiple agencies would oversee different aspects of the program alongside a newly established
Bureau of Medical Marijuana Regulation within the Department of Consumer Affairs that would
control and govern how cannabis businesses would operate. All commercial cannabis
businesses would require a state license and local approval to operate.

Subsequently, in November 2016, voters in California overwhelmingly passed Proposition 64,
the “Adult Use of Marijuana Act” (“AUMA”) legalizing adult-use of cannabis by individuals 21
years of age or older. AUMA established a regulatory program for adult-use cannabis
businesses and had some conflicting provisions with MCRSA. So, in June 2017, the California
State Legislature passed Senate Bill No. 94, known as Medicinal and Adult-Use Cannabis
Regulation and Safety Act (“MAUCRSA”), which amalgamates MCRSA and AUMA to provide a
single system with uniform regulations to govern both medical and adult-use cannabis
businesses in the State of California. The legislature has also enacted subsequent “fix it” bills,
such as California Assembly Bill No. 133, further refining cannabis laws. The three main
agencies that regulate marijuana businesses at the state level are Bureau of Cannabis Control
(“BCC”)4, California Department of Food and Agriculture (“CDFA”)5, and California Department
of Public Health (“CDPH”).6 Additionally, the California Department of Tax and Fee
Administration oversees the collection of taxes from cannabis businesses. The BCC, CDFA,
and CDPH have promulgated regulations to give effect to the general framework for the
regulation of commercial medicinal and adult-use cannabis in California created by legislation.

In order to legally operate a medical or adult-use cannabis business in California, the operator
must have both a local approval and state licensure for each type of commercial cannabis
activity conducted at a specified business premises. Cities and counties in California have
discretion to determine the number of licenses they will issue to marijuana operators, or can
choose to outright ban commercial cannabis activities within their jurisdiction. This limits
cannabis businesses to cities and counties with marijuana licensing or approval programs.

The implementation of MAUCRSA went into effect on January 1, 2018. Harvest began acquiring
and/or applying for and receiving marijuana medical and adult-use licenses throughout the state

3
Originally known as “Medical Marijuana Regulation and Safety Act”; consisting of AB 243, AB 266, and

SB 643.
4

In place of Bureau of Medical Marijuana Regulation; oversees retailers, distributors, microbusinesses,
testing laboratories and event organizers.
5

Primarily oversees cultivators
6

Primarily oversees manufacturing
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of California in 2018. Harvest only operates in Californian cities with clearly defined marijuana
licensing programs.

Harvest Licenses and Permits in California

Certain subsidiaries of Harvest of California LLC have received local licenses to operate retail
dispensaries in the jurisdictions listed in the table below. Such subsidiaries are still in the
process of obtaining state licenses under applicable California law in these jurisdictions. Upon
obtaining state licenses, each licensed subsidiary will be permitted to operate as a medical and
adult-use retailer in these jurisdictions subject to the provisions of applicable law and
regulations.

Harvest of California LLC has either 100% or majority ownership and control of the licenses
listed in the table below which are licensed under local law to operate retail dispensaries in the
California jurisdictions set forth in the table below. Each entity below is awaiting State licensure,
which Harvest understands is typically granted in the ordinary course of business once the local
license, permit or clearance, as applicable, has been obtained.

Holding
Entity

Local
License,
Permit or
Clearance

City
Expiration/Renewal
Date (if applicable)

(MM/DD/YY)
Description Ownership

Harvest of
Merced, LLC

CCBP #18-
14R

Merced,
CA

N/A
1 Retail (Medicinal & Adult-
Use) Dispensary Commercial
Cannabis Business Permit

88%

Harvest of
Moreno
Valley, LLC

MVCCBP –
R0005

Moreno
Valley,
CA

N/A
1 Retail (Medicinal & Adult-
Use) Dispensary Commercial
Cannabis Business Permit

95%

Harvest of
Napa, Inc.

MMD18-001
Napa,
CA

7/25/2019
1 Retail (Medicinal)
Dispensary Cannabis
Establishment Clearance

65%

Holdings of
Harvest CA,
LLC

C-2018-027
Palm
Springs,
CA

N/A
1 Retail (Medicinal & Adult-
Use) Dispensary Commercial
Medical Cannabis Permit

100%

Pending Harvest License Applications in California

Harvest of California LLC has either 100% or majority ownership and control of the entities listed
in the table below, which have applied for local licenses to operate retail dispensaries or medical
cannabis delivery businesses in the California jurisdictions set forth in the table below. There
can be no assurance that Harvest will obtain any licenses pursuant to these applications.
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Applicant Entity City Description Ownership

Harvest of Culver
City, LLC

Culver City, CA
1 Retail (Medicinal & Adult-Use)
Dispensary Cannabis Business
Permit Application

100%

Harvest of Hesperia,
LLC

Hesperia, CA
1 (Medicinal) Cannabis Delivery
Business Permit Application

55%

Harvest of Lake
Elsinore, LLC

Lake Elsinore,
CA

1 Retail (Medicinal & Adult-Use)
Dispensary Commercial
Cannabis Business Permit
Application

75%

Harvest of San
Bernardino, LLC

San
Bernardino, CA

2 Retail (Medicinal & Adult-Use)
Dispensary Commercial
Cannabis Business Permit
Applications

80%

Harvest of Santa
Monica, LLC

Santa Monica,
CA

1 Retail (Medicinal) Dispensary
Cannabis Retailer License
Application

76.5%

California Licenses and Regulations

California state and most local licenses are renewed annually. Each year, licensees are
required to submit a renewal application per guidelines published by BCC. While renewals are
annual, there is no ultimate expiry after which no renewals are permitted. Additionally, in respect
of the renewal process, provided that the requisite renewal fees are paid, the renewal
application is submitted in a timely manner, and there are no material violations noted against
the applicable license, Harvest would expect to receive the applicable renewed license in the
ordinary course of business. While Harvest’s compliance controls have been developed to
mitigate the risk of any material violations of a license arising, there is no assurance that
Harvest’s licenses will be renewed in the future in a timely manner. Any unexpected delays or
costs associated with the licensing renewal process could impede the ongoing or planned
operations of Harvest and have a material adverse effect on Harvest’s business, financial
condition, results of operations or prospects. Additionally, the legislative and regulatory
requirements are subject to change.

California Reporting Requirements

The State of California has selected Franwell Inc.’s METRC solution (“METRC”) as the state’s
T&T system used to track commercial cannabis activity and movement across the distribution
chain (“seed-to-sale”). The METRC system is in the process of being implemented state-wide
but has not been released. When operational, the system will allow for other third-party system
integration via application programming interface (“API”).

Florida

Florida Regulatory Landscape

In 2014, the Florida Legislature passed the Compassionate Use Act which was the first legal
medical cannabis program in the state’s history. The original Compassionate Use Act only
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allowed for low-THC cannabis (Charlotte’s Web strain) to be dispensed and purchased by
patients suffering from cancer and epilepsy. 7

In 2016, the Legislature passed the Right To Try Act which allowed for full potency cannabis to
be dispensed to patients suffering from a diagnosed terminal condition. Also in 2016, the Florida
Medical Marijuana Legalization Initiative was introduced by citizen referendum and passed with
a 71.3% majority on November 8. This language amended the state constitution and mandated
an expansion of the state’s medical cannabis program.

Amendment 2, and the expanded qualifying medical conditions, became effective on January 3,
2017. The Florida Department of Health, physicians, dispensing organizations, and patients are
bound by Article X Section 29 of the Florida Constitution and 381.986 Florida Statutes.

On June 9, 2017, the Florida House of Representatives and Florida Senate passed respective
legislation to implement the expanded program by replacing large portions of the existing
Compassionate Use Act, which officially became law on June 23, 2017.

As of September 28, 2018, there were 169,632 patients in the registry, 13 approved medical
marijuana treatment centers (of which three are cultivation only), and 55 approved retail
dispensing locations.8 The law regulating Amendment 2 provides for another four licenses to be
issued for every 100,000 patients added to the state’s medical marijuana registry and would
allow growers to open 25 dispensaries, plus an additional five dispensaries for every 100,000
patients.9

Pending Harvest License in Florida

Pursuant to the San Felasco Exchange Agreement, Harvest has agreed to acquire 100% of the
issued and outstanding common stock of San Felasco Nurseries, Inc. (“San Felasco”) owned by
the shareholders of San Felasco in exchange for up to $55,000,000 in cash, at the election of
the shareholders of San Felasco, and an amount equal to the SF Share Consideration to be
satisfied by the issuance of Multiple Voting Shares at a value of $390 per Multiple Voting Share.
The transaction is subject to customary conditions of closing, including receipt of regulatory
approval. San Felasco holds a medical marijuana dispensary license and is authorized to
operate as a Medical Marijuana Treatment Center in the state of Florida that can produce,
process and dispense medical marijuana and marijuana products. Each Medical Marijuana
Treatment Center is allowed to operate up to 25 dispensaries in the State of Florida, subject to
increase in certain circumstances.

In addition, Harvest US Finco, San Felasco and a holder of certain debt and other obligations of
San Felasco related to collateral provided by such holder (the “San Felasco Debt”) have agreed
to enter into agreements whereby the creditor who holds the San Felasco Debt has agreed (i) to
forbear from exercising any of its rights or remedies under the San Felasco Debt as the result of

7
Florida Department of Health, Office of Medical Marijuana Use; May 4, 2018

ttp://www.floridahealth.gov/programs-and-services/office-of-medical-marijuana-use/ommu-
updates/_documents/180504-bi-weekly-update.pdf
8

Florida Department of Health, Office of Medical Marijuana Use; September 28, 2018
http://www.floridahealth.gov/programs-and- services/office-of-medical-marijuana-use/ommu-
updates/_documents/180928-bi-weekly-update.pdf
9
Marijuana Policy Project; October 10, 2017 https://www.mpp.org/states/flori
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San Felasco’s default under such obligations, (ii) commencing on closing date of Harvest’s
acquisition of the San Felasco common stock, interest shall accrue on the unpaid obligations
outstanding under the San Felasco Debt at the rate of 6% per annum, (iii) the maturity date and
other terms of the San Felasco Debt will be extended for a period of six months after such
closing date, (iv) all default interest, penalties and other rights and remedies available to the
holder of the San Felasco Debt as a result of the current default shall be waived, (v) to certain
rights to redeem or convert past due debt payments owed to the creditor by San Felasco into
shares of common stock of San Felasco, (vi) San Felasco and the creditor will release each
other from any actions accruing prior to the date of such agreement, and , (vii) the parties will
enter into amended and restated promissory notes and other agreements to reflect these terms.
As consideration for entering into these agreements, Harvest US Finco has agreed to issue to
the holder of the San Felasco Debt $4,000,000 in Multiple Voting Shares of the Resulting Issuer
at a price of $390 per Multiple Voting Share.

Holding Entity City Description
Ownership (upon

consummation of acquisition)

San Felasco
Nurseries, Inc.

Gainesville, FL

1 Medical Marijuana Treatment
Center License (vertically
integrated; allows up to 25

dispensaries)

100%

1. Subject to adjustment based on number of active registered qualified patients in the medical marijuana use registry. See
“Florida Licenses and Regulations”.

Florida Licenses and Regulations

The State of Florida Statutes 381.986(8)(a) provides a regulatory framework that requires
licensed producers, which are statutorily defined as “Medical Marijuana Treatment Centers”
(“MMTC”), to cultivate, process and dispense medical cannabis in a vertically integrated
marketplace.

The license permits the sale of derivative products produced from extracted cannabis plant oil
as medical cannabis to qualified patients to treat certain medical conditions in the State of
Florida which conditions are delineated in Florida Statutes section 386.981. The state does not
allow smoking of cannabis for medical use and does not permit the dispensing of whole flowers
unless the whole flower is contained within a tamper proof container to be used with a
vaporizing device.

Licenses issued by the Department of Health may be renewed biennially so long as the licensee
meets requirements of the law and pays a renewal fee. Applicants must demonstrate (and
licensed MMTC’s must maintain) that: (i) they have been registered to do business in the State
of Florida for the previous five years, (ii) they possess a valid certificate of registration issued by
the Florida Department of Agriculture, (iii) they have the technical and technological ability to
cultivate and produce cannabis, including, but not limited to, low-THC cannabis, (iv) they have
the ability to secure the premises, resources, and personnel necessary to operate as an MMTC,
(v) they have the ability to maintain accountability of all raw materials, finished products, and
any by-products to prevent diversion or unlawful access to or possession of these substances,
(vi) they have an infrastructure reasonably located to dispense cannabis to registered qualified
patients statewide or regionally as determined by the Department, (vii) they have the financial
ability to maintain operations for the duration of the two-year approval cycle, including the
provision of certified financial statements to the Department, (viii) all owners, officers, board
members and managers have passed a Level II background screening, inclusive of
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fingerprinting, and ensure that a medical director is employed to supervise the activities of the
MMTC, and (ix) they have a diversity plan and veterans plan accompanied by a contractual
process for establishing business relationships with veterans and minority contractors and/or
employees. Upon approval of the application by the Department, the applicant must post a
performance bond of up to US$5 million, which may be reduced by meeting certain criteria such
as a minimum patient count.

The State of Florida Statutes provide that license holders can only own one license and
MMTC’s can operate up to a maximum of 25 dispensaries throughout the State of Florida;
provided, that when the medical marijuana use registry reaches 100,000 active registered
qualified patients, and then upon each further instance of the total active registered qualified
patients increasing by 100,000, the statewide maximum number of dispensing facilities that
each licensed medical marijuana treatment center may establish and operate increases by five.
The medical marijuana use registry in Florida surpassed 100,000 patients in April 2018. As of
October 5, 2018, there were 172,848 registered patients in Florida with 133,581 patients holding
active medical marijuana cards.

Florida Reporting Requirements

The Florida Department of Health requires that any licensee establish, maintain, and control a
computer software tracking system that traces cannabis from seed to sale and allows real-time,
24-hour access by the Florida Department of Health to data. The tracking system must allow for
integration of other seed-to-sale systems and, at a minimum, include notification of when
marijuana seeds are planted, when marijuana plants are harvested and destroyed, and when
cannabis is transported, sold, stolen, diverted, or lost. Additionally, the Florida Department of
Health also maintains a patient and physician registry and the company must comply with all
requirements and regulations relative to providing required data or proof of key events to said
system.

Maryland

Maryland Regulatory Landscape

In 2012, a State law was enacted in Maryland to establish a state-regulated medical marijuana
program. Legislation was signed in May 2013 and the program became operational on
December 1, 2017. The Maryland Medical Cannabis Commission regulates the state program
and awarded operational licenses in a highly competitive application process. 102 dispensary
licenses were awarded out of a pool of over 800 applicants while an original 15 processing and
15 cultivation licenses were awarded out of a pool of over 124 applicants.

The medical marijuana program was written to allow access to medical marijuana for patients
with any condition that is considered “severe” for which other medical treatments have proven
ineffective, including chronic pain, nausea, seizures, glaucoma and post traumatic stress
disorder (“PTSD”). All major product forms are allowed for sale and consumption with the
exception of edibles. Some market estimates peg the medical market size to reach
approximately $221 million by 2021.10 However, early indications of patient participation have

10
New Frontier Analytics. (2018 March). The Cannabis Industry Annual Report. Retrieved from

https://newfrontierdata.com/annualreport2017/.
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trended toward much larger state-wide retail sales in the inaugural year of the program than
originally forecasted.

In April 2018, Maryland lawmakers agreed to expand the state’s medical marijuana industry by
awarding another 20 licenses, seven for cultivation and 13 for processing.

Harvest Licenses in Maryland

Harvest DCP of Maryland, LLC has 100% ownership and control of the entities listed in the table
below which are licensed to operate a cultivation facility and a retail medical cannabis
dispensary in the state of Maryland. The retail dispensary license permits Harvest to purchase
marijuana from cultivation facilities, marijuana and marijuana products from product
manufacturing facilities and marijuana from other retail stores, and allows the sale of marijuana
and marijuana products to registered patients. The medical cultivation license permits Harvest
to acquire, possess, cultivate, deliver, transfer, have tested, transport, supply or sell marijuana
and related supplies to medical marijuana dispensaries, facilities for the production of edible
medical marijuana products and/or medical marijuana-infused products, or other medical
marijuana cultivation facilities.

Holding
Entity

Permit/License City
Expiration/Renewal Date

(if applicable)
(MM/DD/YY)

Description Ownership

Harvest of
Maryland
Dispensary,
LLC

D-17-00017
Rockville,

MD
12/14/2019

1 Retail
Dispensary

License
100%

Harvest of
Maryland,
Cultivation,
LLC

G-17-00003
Hancock,

MD
08/15/2019

1 Cultivation
License

100%

Pending Harvest License in Maryland

Harvest DCP of Maryland, LLC has 100% ownership and control of the entity listed in the table
below which was awarded Stage One Pre-Approval to pursue a medical cannabis processor
license in the State of Maryland. Harvest of Maryland Production, LLC is in the process of
constructing its production facility and upon completion of the construction expects to receive
final licensing approval. Upon receipt of the production license, Harvest will be permitted to
acquire, possess, manufacture, deliver, transfer, transport, supply, or sell edible marijuana
products or marijuana infused products to other medical marijuana production facilities or
medical marijuana dispensaries. There can be no assurance that Harvest will obtain such
license.

Holding
Entity

Permit/License City
Expiration/Renewal Date

(if applicable)
(MM/DD/YY)

Description Ownership
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Holding
Entity

Permit/License City
Expiration/Renewal Date

(if applicable)
(MM/DD/YY)

Description Ownership

Harvest of
Maryland
Production,
LLC

Stage One Pre-
Approval

Hancock,
MD

Must be operational by
May 24, 2019

1 Production
License

100%

Maryland Licenses and Regulations

Maryland licenses are valid for a period of one year and are subject to annual renewals after
required fees are paid and the business remains in good standing. Renewal requests are
typically communicated through email from the Natalie M. LaPrade Medical Cannabis
Commission and include a renewal form.

Maryland Reporting Requirements

The state of Maryland uses Franwell Marijuana Enforcement Tracking Regulation and
Compliance system (METRC) as the state’s computerized T&T system for seed-to-sale.
Individual licensees whether directly or through third-party integration systems are required to
push data to the state to meet all reporting requirements. Harvest uses Greenbits as its in-
house computerized seed to sale software, which integrates with the state’s Metrc program and
captures the required data points for cultivation, manufacturing and retail as required in the
Maryland Medical Cannabis law.

Massachusetts

Massachusetts Regulatory Landscape

Massachusetts became the eighteenth state to legalize medical marijuana when voters passed
a ballot in 2012. Adult use (recreational) marijuana is legal in Massachusetts as of December
15, 2016, following a ballot initiative in November of that year. The Department of Public Health
is the regulatory body that oversees the medical marijuana program, including all cultivation,
processing and dispensary facilities. The Cannabis Control Commission, a regulatory body
created in 2018, oversees the recreational program, including licensing of adult use cultivation,
processing and dispensary facilities.

The Medical Use of Marijuana Program of Massachusetts was established following the ballot
question three in the 2012 general election. Subsequently, voters legalized adult-use marijuana
access on election night 2016. Being one of only a few adult-use states on the East Coast and
with the sale of all product forms allowed, Massachusetts is widely considered to be one of the
biggest legal marijuana markets. As of April 2018, there were approximately 35 wholesale
operating facilities licensed for business and 120 retail dispensaries licensed for consumer
sales. State applications for adult-use sales commenced on April 17, 2018 and recreational
sales are expected to begin in late summer 2018.

As of August 31, 2018, Massachusetts had 38 retail dispensaries open for sales to over 54,000
registered and active patients across the state. In the eight months since July 1, 2017, over
235,000 ounces of medical marijuana were dispensed across the state. 2017 retail sales have
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been estimated at over $100 million and are forecasted at over $1 billion by 2020 with the
implementation of recreational sales.11

Pending Harvest License Applications in Massachusetts

Harvest Mass Holding I, LLC has 100% ownership and control of the entities listed in the table
below which have submitted the following applications to the Massachusetts Department of
Public Health for medical and recreational licenses to operate retail dispensaries, cultivation
facilities and manufacturing facilities in the Massachusetts jurisdictions set forth below. There
can be no assurance that Harvest will obtain any licenses pursuant to these applications.

Applicant Entity City Description Ownership

Suns Mass, Inc. Boston, MA 1 Medical Dispensary,
Manufacturing & Cultivation

License Application
100%

Suns Mass, Inc. Boston, MA 1 Medical Dispensary,
Manufacturing & Cultivation

License Application
100%

Suns Mass, Inc. Deerfield, MA
1 Medical Dispensary,

Manufacturing & Cultivation
License Application (received

local approval for cultivation site)

100%

Suns Mass, Inc. Boston, MA 1 Recreational Dispensary
License Application

100%

Suns Mass, Inc. Boston, MA 1 Recreational Dispensary
License Application

100%

Suns Mass II, LLC Worcester, MA 1 Recreational Dispensary
License Application

100%

Suns Mass, Inc. Boston, MA 1 Recreational Manufacturing
License Application

100%

Suns Mass, Inc. Boston, MA 1 Recreational Manufacturing
License Application

100%

Suns Mass, Inc. Deerfield, MA 1 Recreational Cultivation
License Application (received

local approval for cultivation site)
100%

Massachusetts Licenses and Regulations

Registered Marijuana Dispensaries (“RMDs”) are “vertically-integrated,” which means RMDs
grow, process, and dispense their own marijuana. Under certain conditions, RMDs are able to
acquire up to 45% of their annual inventory of product from other RMDs.12 An RMD must have
a retail facility, as well as cultivation and processing operations. Some RMDs elect to do
cultivation, processing and retail operations all in one location, which is commonly referred to as
a “colocated” operation. An RMD may also choose to have a retail dispensary in one location

11
The Medical Use of Marijuana Program. (2018 April 17). Massachusetts Medical Use of Marijuana Program:

External Dashboard. Retrieved from https://www.mass.gov/files/documents/2018/04/17/2018-3-external-
dashboard.pdf.
12

105 CMR 725.105(B)(2)(b).
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and grow marijuana at a remote cultivation location. It may conduct the processing of the
marijuana at either the retail dispensary location or the remote cultivation location. The remote
cultivation location need not be in the same municipality or even the same county as the retail
dispensary.

Massachusetts Reporting Requirements

The Commonwealth of Massachusetts uses the MMJ Online system through the Virtual
Gateway portal as the state’s computerized T&T system for seed-to-sale. Individual licensees
whether directly or through third-party integration systems are required to push data to the state
to meet all reporting requirements.

The licenses would be independently issued for each approved activity for use at Harvest
facilities in Massachusetts.

Michigan

Michigan Regulatory Landscape

Medical cannabis has been legal in Michigan since 2008, when 63% of voters approved a
measure that protected patients and caregivers but did not establish regulations for businesses.
In September 2016, three bills were enacted that created a regulatory framework for medical
marijuana businesses, while also providing new protections for patients. Under the new law,
cultivators, processors, testing labs, transporters, and provisioning centres could become
licensed and regulated at the state level.

Oversight of medical cannabis is the responsibility of the Bureau of Medical Marihuana
Regulation (“BMMR”), which consists of the Medical Marihuana Facility Licensing Division
(“MMFL”) and the Michigan Medical Marihuana Program Division (“MMMP”). The MMFL
regulates the state’s medical marihuana facilities and licensees, including growers, processors,
transporters, provisioning centers and safety compliance facilities. The MMMP oversees the
state’s patient registry program, issues registry identification cards, and administers the
Michigan Medical Marihuana Act.

As of August 2018, regulators have approved only 18 dispensary licenses, 6 cultivation licenses
and 3 processor licenses due to strict financial disclosure requirements. It is likely that this is far
short of the number required to serve a total of 290,000 existing patients.

While retail medical cannabis sales in the state of Michigan were an estimated $100-$150
million in 2017, Factbook forecasts peak potential medical cannabis demand to be $325-$425
million. It is expected that individual licenses will be valuable, as some municipalities have
capped the number of medical cannabis facilities (including Detroit, which has limited licenses to
75). Additionally, Michigan recently named 11 new conditions that qualify for medical marijuana
prescriptions, including chronic pain. This change could further broaden the patient base in the
state.

On November 6, 2018, Michigan voters will decide whether to legalize adult-use cannabis in the
state. Existing cannabis businesses in Michigan are likely to have a significant competitive
advantage under proposed regulations as the current initiative calls for the state to accept
recreational applications only from those with an existing medical cannabis license during the
first two years of implementation.



-34-

Pending Harvest License Applications in Michigan

EPS I, LLC, an entity owned by third parties, has applied for a medical marihuana facility permit
in Battle Creek, Michigan. If EPS I, LLC is successful in obtaining the permit, it will apply for a
state operating license from the State of Michigan for a medical marijuana provisioning center,
and if successful in obtaining such state license, it will enter into a strategic joint venture with
Harvest Michigan Holding I, LLC for the operation and management of the provisioning center
whereby Harvest Michigan Holding I, LLC will provide services relating to the design and
construction of the provisioning center, human resources, finance and accounting, marketing,
sales, legal and compliance. There can be no assurance that EPS I, LLC will obtain such
license.

Richmond Sky Tower, LLC, an entity owned by third parties, has applied for a medical
marihuana grower permit in Reed City, Michigan. If Richmond Sky Tower, LLC is successful in
obtaining the permit, it will apply for a state operating license from the State of Michigan for a
medical marijuana growing facility, and if successful in obtaining such state license, it will enter
into a strategic joint venture with Harvest Michigan Holding I, LLC for the operation and
management of the growing facility whereby Harvest Michigan Holding I, LLC will provide
services relating to the design and construction of the facility, human resources, finance and
accounting, marketing, sales, legal and compliance. There can be no assurance that Richmond
Sky Tower, LLC will obtain such license.

Michigan Reporting Requirements

The Michigan Department of Licensing and Regulatory Affairs and the BMMR utilizes METRC
for their Marijuana Enforcement Tracking Reporting and Compliance. METRC serves as a
resource for Michigan’s statewide monitoring system for integrated marijuana tracking,
inventory, and verification under the Marijuana Tracking Act (2016 PA 282).

Nevada

Nevada Regulatory Landscape

In 2013, Nevada legislature passed SB374, providing for state licensing of medical marijuana
establishments. On November 8, 2016, Nevada voters passed NRS 435D by ballot initiative
allowing for the sale of marijuana for adult use starting on July 1, 2017. There are currently 115
cultivators, 80 producers, and 61 dispensaries licensed for adult-use in the entire state.
Approximately 75% of the state licensed marijuana operations exist within Clark County / Las
Vegas city limits, representing an approximate 8,000 square mile area. The remaining 25% of
licenses exist throughout the rest of the state.13

In the first eight months of Nevada adult use sales, recreational retail sales have been reported
at over $260 million, averaging almost $33 million per month and trending materially higher than
forecasts submitted by the Nevada Department of Taxation (the “DOT”).14 The state has opened
up applications for additional adult use licenses and given priority to businesses with current

13
Nevada Department of Taxation. (2018 April 18). Marijuana Program Overview. Retrieved from

https://tax.nv.gov/Publications/Marijuana_Statistics_and_Reports/
14

https://www.reviewjournal.com/news/pot-news/nevada-recreational-marijuana-sales-reach-41m-in-march/
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licenses, allowing for greater opportunity for Harvest to increase its Nevada footprint at an
expedited pace.

All marijuana establishments must register with DOT. If applications contain all required
information and after vetting by officers, establishments are issued a medical marijuana
establishment registration certificate. In a local governmental jurisdiction that issues business
licenses, the issuance by DOT of a medical marijuana establishment registration certificate is
considered provisional until the local government has issued a business license for operation
and the establishment is in compliance with all applicable local governmental ordinances. Final
registration certificates are valid for a period of one year and are subject to annual renewals
after required fees are paid and the business remains in good standing. Renewal requests are
typically communicated through email from DOT and include a renewal form. The renewal
periods serve as an update for DOT on the licensee’s status toward active licensure.

Harvest Licenses in Nevada

Harvest DCP of Nevada, LLC has 94% ownership and control of Harvest of Nevada, LLC which
is licensed to operate a medical and recreational cultivation facility and a medical and
recreational production facility in the state of Nevada as described in the table below.

Holding
Entity

Permit/License City
Expiration/Renewal
Date (if applicable)

(MM/DD/YY)
Description Ownership

Harvest
of
Nevada,
LLC

02453409930064080151 West Wendover, NV N/A 1 Cultivation
License 94%

Harvest
of
Nevada,
LLC

44157619491235161364 West Wendover, NV N/A 1 Production
License

94%

Pending Harvest License Applications in Nevada

Harvest DCP of Nevada, LLC has 94% ownership and control of Harvest of Nevada, LLC which
has applied for six adult-use retail cannabis licenses in the State of Nevada as described in the
table below. Proposed store locations include two in Las Vegas (including one approximately
one-quarter mile from the Las Vegas Strip), one in North Las Vegas, one in Henderson, and one
in Elko County. Under the terms of the pending licenses, Harvest of Nevada, LLC would be
permitted to sell cannabis to any individual over 21 years of age. Licenses are expected to be
awarded by December 5, 2018. There can be no assurance that Harvest will obtain any
licenses pursuant to these applications.
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Applicant Entity City Description Ownership

Harvest of Nevada,
LLC

Las Vegas, NV
1 Retail Adult-Use Dispensary

License Application
94%

Harvest of Nevada,
LLC

Las Vegas, NV
1 Retail Adult-Use Dispensary

License Application
94%

Harvest of Nevada,
LLC

North Las
Vegas, NV

1 Retail Adult-Use Dispensary
License Application

94%

Harvest of Nevada,
LLC

Henderson, NV
1 Retail Adult-Use Dispensary

License Application
94%

Harvest of Nevada,
LLC

Elko County,
NV

1 Retail Adult-Use Dispensary
License Application

94%

Harvest of Nevada,
LLC

Austin, NV
1 Retail Adult-Use Dispensary

License Application
94%

Nevada Licenses and Regulations

The cultivation license permits Harvest to acquire, possess, cultivate, deliver, transfer, have
tested, transport, supply or sell marijuana and related supplies to medical marijuana
dispensaries, facilities for the production of edible medical marijuana products and/or medical
marijuana-infused products, or other medical marijuana cultivation facilities.

The product manufacturing license permits Harvest to acquire, possess, manufacture, deliver,
transfer, transport, supply, or sell edible marijuana products or marijuana infused products to
other medical marijuana production facilities or medical marijuana dispensaries.

Nevada Reporting Requirements

The state of Nevada uses METRC as the state’s computerized T&T system for seed-to-sale.
Individual licensees whether directly or through third-party integration systems are required to
push data to the state to meet all reporting requirements. Harvest has designated an in-house
computerized seed to sale software that integrate with METRC via API (GreenBits), which
captures the required data points for cultivation and manufacturing as required in Nevada
Revised Statutes section 453A.

New Jersey

New Jersey Regulatory Landscape

Medical marijuana has been legal in the state of New Jersey since 2012. The program is
regulated under the New Jersey Compassionate Use Medical Marijuana Act (“CUMMA”), which
was signed into law in January 2010. Under the Act, medical cannabis use is permitted for
certain indications including chronic pain, cancer, glaucoma, HIV/AIDS, and inflammatory bowel
disease.

The state Medical Marijuana Program (“MMP”) is administered by the New Jersey Department
of Health. To date, approximately 33,000 medical marijuana patients have registered in the
program, with one-third of this number qualified due to either chronic pain or anxiety. Since the
MMP was expanded in early 2018, the government approved an additional six medical cannabis
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dispensaries as a recent higher patient influx has resulted in long lines and limited product
availability.

On July 16, the DOH released a Request for Applications for up to six new applicants to operate
Alternative Treatment Centers (ATCs). The Department of Health has established an
independent and unbiased process and publicly disclosed the selection criteria in its publication
of the RFA; the application period ended on Friday, August 31, 2018. Complete applications will
be evaluated and scored by a selection committee. Applicants chosen to proceed in the
permitting process will be notified once review is complete.15

The New Jersey Department of Health has received 146 applications from 106 organizations to
operate ATCs in the state. Applicants had to identify the region of the state where they would
like to operate an ATC. There were 50 applicants for the northern region, 45 in the central
region and 51 in the southern region.

New Jersey is a vertically integrated system so that each ATC license permits the holder to
acquire, cultivate, process, distribute and/or dispense, deliver, manufacture, transfer, and supply
medical marijuana in compliance with the CUMMA and the MMP rules and regulations.

Pending Harvest License Application in New Jersey

Harvest of New Jersey, LLC, an entity owned 46.5% by Steven White, the CEO of Harvest, and
53.5% by third parties, has applied for an ATC license in Gloucester Township in the State of
New Jersey as set forth in the table below. The New Jersey Department of Health expects to
publicly announce the award of licenses on or about November 1, 2018. If Harvest of New
Jersey, LLC is successful in obtaining the license, it will enter into a strategic joint venture with
Harvest DCP of New Jersey, LLC for the operation and management of the ATC whereby
Harvest DCP of New Jersey, LLC will provide services to the ATC relating to retail operations
support, human resources, finance and accounting, marketing, sales, legal and compliance.
There can be no assurance that Harvest will obtain such license.

Applicant Entity Permit/License City

Expiration/Renewa
l Date (if

applicable)
(MM/DD/YY)

Description

Harvest of New
Jersey, LLC

N/A
Gloucester
Township

N/A

1 Medical Retail
Dispensary, Cultivation
and Processing License

Application

New Jersey Reporting Requirements

The Reporting Requirements for ATCs are governed by N.J.A.C. 8:64-4.3. The State of New
Jersey allows ATC’s to choose their method of electronic verification and seed-to-sale tracking.

15
The New Jersey Department of Health is expected to announce awards on licenses on November 1,

2018.
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Currently four dispensaries are using BioTrackTHC, one dispensary is using MJ Freeway and
the remaining dispensary is using Leaf Logic.

North Dakota

North Dakota Regulatory Landscape

In 2016, North Dakota voters approved a medical marijuana initiative by a vote of 64% to 36%,
however, implementation has been slow and retail sales are not expected to begin until early
2019. North Dakota awarded its first cultivation licenses in May 2018. Beginning July 10, 2018,
North Dakota began accepting applications for entities interested in obtaining a registration
certificate to operate dispensaries in the Bismarck and Fargo regions and, as of August 2018,
the state had received a total of 20 dispensary applications. Businesses may submit more than
one application and may have ownership interest in more than one legal entity that holds a
dispensary license, but the same legal entity may only possess one dispensary license.

The Division of Medical Marijuana within the North Dakota Department of Health is responsible
for establishing and implementing the medical marijuana program in the state. Under the North
Dakota Century Code (NDCC) Chapter 19-24, the Department of Health has established eight
regions within the state where dispensaries may be located. The Department is to register no
more than eight medical marijuana dispensaries (one within each region) unless it is determined
that additional dispensaries are required to increase access.

Under the proposed rules, home delivery of medical cannabis will be permitted in all regions
within the state. A dispensary operator does not have exclusive control of delivery within that
region, but any dispensary may deliver to a medical patient located anywhere within the state.

In November 2018, the people of North Dakota will vote on a ballot initiative to decide whether
to legalize adult-use marijuana.16

Harvest Licenses in North Dakota

Harvest DCP Holding of North Dakota, LLC has 95% ownership and control of HOFB, LLC
(Harvest of Bismarck) which was awarded a license to operate a medical retail dispensary in the
state of North Dakota on September 24, 2018 as described in the table below.

Holding
Entity

Permit/License City
Expiration/Renewal
Date (if applicable)

(MM/DD/YY)
Description Ownership

HofB, LLC TBD
Bismarck,

ND
TBD

1 Medical
Retail

Dispensary
License

95%

Pending Harvest License Applications in North Dakota

16
https://www.usnews.com/news/best-states/north-dakota/articles/2018-09-24/medical-marijuana-

dispensaries-chosen-for-bismarck-and-fargo.



-39-

Harvest DCP Holding of North Dakota, LLC has 100% ownership and control of the entities
listed in the table below which have submitted the following applications to the North Dakota
Department of Public Health for medical marijuana licenses to operate retail dispensaries in the
North Dakota jurisdictions set forth below. There can be no assurance that Harvest will obtain
any licenses pursuant to these applications.

Applicant Entity City Description Ownership

HofG, LLC Grand Forks, ND
1 Medical Dispensary License

Application
100%

HofW, LLC Williston, ND
1 Medical Dispensary License

Application
100%

North Dakota Reporting Requirements

The State of North Dakota is using BioTrackTHC as their verification system for seed-to-sale
tracking, as well as for the registry system for patients, designated caregivers, and compassion
center agents. The BioTrackTHC verification and registry systems will meet the needs of the
program, including sufficient tracking of inventory and ease of use for potential patients and
designated caregivers.

Ohio

Ohio Regulatory Landscape

House Bill 523, effective on September 8, 2016, legalized medical marijuana in Ohio. The Ohio
Medical Marijuana Control Program allows people with certain medical conditions, upon the
recommendation of an Ohio-licensed physician certified by the State Medical Board, to
purchase and use medical marijuana.

The three following state government agencies are responsible for the operation of Ohio’s
Medical Marijuana Control Program: (1) the Ohio Department of Commerce is responsible for
overseeing medical marijuana cultivators, processors and testing laboratories; (2) the State of
Ohio Board of Pharmacy is responsible for overseeing medical marijuana retail dispensaries,
the registration of medical marijuana patients and caregivers, the approval of new forms of
medical marijuana and coordinating the Medical Marijuana Advisory Committee; and (3) the
State Medical Board of Ohio is responsible for certifying physicians to recommend medical
marijuana and may add to the list of qualifying conditions for which medical marijuana can be
recommended.

Harvest Licenses in Ohio

Harvest of Ohio, LLC was awarded three of the 56 provisional medical dispensary licenses (out
of approximately 376 applications) as set forth in the table below. Harvest of Ohio, LLC, an
entity owned 49% by Steven White, the CEO of Harvest, and 51% by a third party, has entered
into a strategic joint venture with Harvest DCP of Ohio, LLC for the operation and management
of Harvest’s three medical marijuana dispensaries in the State of Ohio whereby Harvest DCP of
Ohio, LLC provides services relating to the design and construction of the dispensaries, retail
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operations support, human resources, finance and accounting, marketing, sales, legal and
compliance.

Harvest Grows, LLC was awarded one of 13 provisional cultivation licenses (out of
approximately 100 applications) as set forth in the table below. Harvest Grows, LLC, an entity
owned by third parties and controlled by Steven White, the CEO of Harvest, and a third party,
has entered into a strategic joint venture with Harvest DCP of Ohio, LLC for the operation and
management of Harvest’s cultivation facility in the State of Ohio whereby Harvest DCP of Ohio,
LLC provides services relating to the design and construction of the cultivation facility, human
resources, finance and accounting, marketing, sales, legal and compliance.

Holding Entity Permit/License City
Expiration/Renewal Date

(if applicable)
(MM/DD/YY)

Description

Harvest of
Ohio, LLC

MMD.04035 Columbus, OH N/A
1 Provisional

Medical Dispensary
License

Harvest of
Ohio, LLC

MMD.04036 Athens, OH N/A
1 Provisional

Medical Dispensary
License

Harvest of
Ohio, LLC

MMD.04037 Beavercreek, OH N/A
1 Provisional

Medical Dispensary
License

Harvest
Grows, LLC

MMD.04035 Ironton, OH N/A
1 Provisional

Medical Cultivation
License

Harvest of Ohio, LLC will commence operations for each of its three dispensaries upon
completion of the construction of each dispensary and the obtaining of a certificate of operation
from the State of Ohio Board of Pharmacy.

Harvest Grows, LLC will commence operations for its cultivation facility upon completion of the
construction of the Ironton facility and the obtaining of a certificate of operation from the Ohio
Department of Commerce.

Pending Harvest License Applications in Ohio

Harvest Processing, LLC, an entity owned by third parties and controlled by Steven White, the
CEO of Harvest, and a third party, has applied for a processing license with the Ohio
Department of Commerce. If Harvest Processing, LLC is successful in obtaining the license, it
will enter into a strategic joint venture with Harvest DCP of Ohio, LLC for the operation and
management of the processing facility whereby Harvest DCP of Ohio, LLC will provide services
relating to the design and construction of the facility, human resources, finance and accounting,
marketing, sales, legal and compliance. There can be no assurance that Harvest will obtain
such license.

Ohio Licenses and Regulations
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On June 4, 2018, the State of Ohio Board of Pharmacy awarded 56 medical marijuana
provisional dispensary licenses. The licenses were awarded after an extensive review of 376
submitted dispensary applications.

Provisional licensees are authorized to begin the process of establishing a dispensary in
accordance with the representations in their applications and the rules adopted by the State of
Ohio Board of Pharmacy. Per rule, all provisional license holders have a maximum of six
months to demonstrate compliance with the dispensary operational requirements to obtain a
certificate of operation. Compliance will be determined through an inspection by a Board of
Medical Marijuana Compliance Agent. Once a dispensary is awarded a certificate of operation,
it can begin selling medical marijuana to Ohio patients and caregivers in accordance with Ohio
laws and rules.

By rule, the State of Ohio Board of Pharmacy is limited to issuing up to 60 dispensary licenses
across the state, but has the authority to increase the number of licenses after September 8,
2018. Per the program rules, the Board will consider, on at least a biennial basis, whether
enough medical marijuana dispensaries exist, considering the state population, the number of
patients seeking to use medical marijuana, and the geographic distribution of dispensary sites

Ohio Reporting Requirements

The Ohio Medical Marijuana Control Program has selected Franwell Inc.’s METRC solution
(“METRC”) to implement the “seed-to-sale” inventory tracking system. Franwell Inc. will provide
training to licensees on how to properly use the inventory tracking system to comply with the
requirements of the statute and rules contained in Ohio Revised Code and Ohio Administrative
Code Chapter 3796.

Pennsylvania

Pennsylvania Regulatory Landscape

The Pennsylvania medical marijuana program was signed into law on April 17, 2016 under Act
16 and provided access to state residents with one of 17 qualifying conditions, including
epilepsy, chronic pain, and PTSD. The state, which consists of over 12 million U.S. citizens and
qualifies as the fifth largest population in the US, operates as a high-barrier market with very
limited market participation. The state originally awarded only 12 licenses to cultivate/process
and 27 licenses to operate retail dispensaries.

Harvest Licenses in Pennsylvania

SMPB Retail, LLC, an entity owned by third parties, was awarded one of the 27 issued medical
marijuana dispensary licenses (out of approximately 300 applications in the Commonwealth of
Pennsylvania) as set forth in the table below. SMPB Retail, LLC has entered into a strategic
joint venture with Harvest DCP of Pennsylvania, LLC for the operation and management of
Harvest’s dispensaries in the Commonwealth of Pennsylvania. The license permits SMPB
Retail, LLC to operate three dispensaries in the Southeast Region of Pennsylvania. SMPB
Retail, LLC opened one dispensary in Reading, PA on October 4, 2018 and is authorized to
open two other dispensaries in the population dense areas within and surrounding Philadelphia.

The table below lists information regarding Harvest’s medical marijuana dispensary license in
Pennsylvania.
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Holding Entity Permit/License City
Expiration/Renewal Date

(if applicable)
(MM/DD/YY)

Description

SMPB Retail, LLC D-1050-17

Southeast Region
(includes Reading,

PA and
Philadelphia, PA)

N/A
1 Medical Dispensary

License (allows up to 3
dispensaries)

Pending Harvest License Applications in Pennsylvania

Each of the entities set forth in the table below, each of which is owned 44% by Steven White,
the CEO of Harvest, and 56% by third parties, has applied with the Pennsylvania Department of
Health for one medical marijuana dispensary license in the cities indicated. Under Pennsylvania
law, Harvest will only be permitted a maximum of 4 dispensary licenses from those applications.
If any of the applicant entities is successful in obtaining a license, it will enter into a strategic
joint venture with Harvest DCP of Pennsylvania, LLC for the operation and management of the
dispensary whereby Harvest DCP of Pennsylvania, LLC will provide services relating to the
design and construction of the dispensary, retail operations support, human resources, finance
and accounting, marketing, sales, legal and compliance. There can be no assurance that
Harvest will obtain any licenses pursuant to these applications.

Applicant Entity Permit/License City
Expiration/Renewal Date

(if applicable)
(MM/DD/YY)

Description

Harvest of Southeast PA,
LLC

N/A Reading, PA N/A
1 Medical Dispensary License

Application

Harvest of Northeast PA,
LLC

N/A Scranton, PA N/A
1 Medical Dispensary License

Application

Harvest of South Central
PA, LLC

N/A
Harrisburg,
PA

N/A
1 Medical Dispensary License

Application

Harvest of North Central
PA, LLC

N/A Shamokin, PA N/A
1 Medical Dispensary License

Application

Harvest of Northwest PA,
LLC

N/A
Johnstown,
PA

N/A
1 Medical Dispensary License

Application

Harvest of Southwest PA,
LLC

N/A
New Castle,
PA

N/A
1 Medical Dispensary License

Application
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Pennsylvania Licenses and Regulations

Each retail dispensary license permits the holder to purchase marijuana and marijuana products
from cultivation/processing facilities, and allows the sale of marijuana and marijuana products to
registered patients. On March 22, 2018, it was announced that the final phase of the
Pennsylvania medical marijuana program would initiate its rollout, which included 13 additional
cultivation/processing licenses and 23 additional dispensary licenses. The application period ran
from April 2018 through May 17, 2018. In the introductory months of the program,
Pennsylvania’s medical marijuana dispensaries experienced supply shortages and were unable
to keep up with statewide demand. It was announced on April 17, 2018 that dry flower would be
included in the regulations as an approved product form for sale and consumption (in addition to
the already approved forms of concentrates, pills, and tinctures). Simultaneously, it was
announced that the list of qualifying conditions would expand from 17 to 21, including additions
of cancer remission therapy and opioid-addiction therapy.

Pennsylvania Reporting Requirements

The Commonwealth of Pennsylvania uses MJ Freeway as the state’s computerized T&T
system. Individual licensees are required to use MJ Freeway to push data to the state to meet
all reporting requirements. Harvest uses MJ Freeway as its in-house computerized seed to sale
software, which integrates with the state’s MJ Freeway program and captures the required data
points for cultivation, manufacturing and retail as required in the Pennsylvania medical
marijuana laws and regulations.

Colorado

Summary of Colorado Regulations

Colorado has both medical and adult-use marijuana programs. In 2000, voters passed
Amendment 20 to the Colorado Constitution, a medical marijuana law creating a
patient/caregiver system that permits physicians to recommend cannabis for an inclusive set of
qualifying conditions including chronic pain and allows cultivation of a limited number of plants
by patients and caregivers for medical use. In 2010, Colorado became the first state in the
country to legitimize its existing cannabis businesses by passing a for-profit cannabis business
legislation through the legislature, establishing a state and local licensing and regulatory
structure for medical marijuana centers, cultivations, and manufacturers. Colorado voters
subsequently passed adult-use marijuana legalization by voter initiative in 2012 with
Amendment 64 of the Colorado Constitution, and the first adult-use marijuana businesses
opened in 2014.

The Marijuana Enforcement Division, a subdivision of the Colorado Department of Revenue,
regulates and licenses both medical and adult-use marijuana businesses in the state along with
applicable local regulatory authorities. Separate medical and adult-use licenses are issued for:
cultivation, product manufacturing and extraction, retail sales, off-storage premises facilities,
transportation, management company/operators, and testing. In addition, the state issues
occupational licenses for owners and employees of marijuana businesses. There are no limits
on the number of licenses issued statewide, but localities can prohibit or otherwise regulate the
number of establishments within their jurisdiction. Starting on January 1, 2017, Colorado
repealed its former two-year residency requirement for ownership of marijuana businesses and,
subject to certain restrictions, non-resident US citizens may now own equity in a Colorado
licensed business. However, persons directly in control of day-to-day operations must still meet



-44-

a one-year residency requirement. Vertical integration is currently required for medical
cultivation and dispensing businesses but is not required or prohibited for medical products
manufacturers or any adult-use business types. During Colorado’s last legislative session,
House Bill 18-1381 was passed which removed required vertical integration from the medical
cannabis system and will be implemented mid-2019. The Marijuana Enforcement Division has a
rolling non-competitive application process and business operations require both a state and
local license.

The Company is advised by legal counsel and/or other advisors in connection with Colorado’s
marijuana regulatory program. The Company only engages in transactions with Colorado
marijuana businesses that hold licenses that are in good standing to cultivate, possess and
process marijuana in Colorado in compliance with Colorado’s marijuana regulatory program. To
the extent required, Company will fully disclose and/or register each financial interest the
Company holds in such Colorado marijuana businesses.

Harvest Compliance Program

Harvest is classified as having “direct” involvement in the U.S. marijuana industry and is in
compliance with applicable licensing requirements and the regulatory framework enacted by
each U.S. state in which it operates. Harvest is not subject to any citations or notices of
violation with applicable licensing requirements and the regulatory framework enacted by each
applicable U.S. state which may have an impact on its licenses, business activities or
operations.

Harvest’s Chief Compliance Officer oversees, maintains, and implements Harvest’s compliance
program and personnel. In addition to Harvest’s robust internal legal and compliance
departments, Harvest has state and local regulatory/compliance counsel engaged in every
jurisdiction in which it operates.

Harvest’s Chief Compliance Officer oversees training for all employees, including on the
following topics:

 compliance with state and local laws;

 safe cannabis use;

 dispensing procedures;

 security and safety policies and procedures;

 inventory control;

 T&T training session;

 quality control;

 transportation procedures; and

 extensive ingredient and product testing, often beyond that required by law to assure
product safety and accuracy.
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Harvest’s compliance program emphasizes security and inventory control to ensure strict
monitoring of cannabis and inventory from delivery by a licensed distributor to sale or disposal.
Only authorized, properly trained employees are allowed to access Harvest’s computerized
seed-to-sale system.

Harvest’s Chief Compliance Officer monitors all compliance notifications from the regulators and
inspectors in each market, timely resolving any issues identified. Harvest keeps records of all
compliance notifications received from the state regulators or inspectors and how and when the
issue was resolved.

Further, Harvest has created comprehensive standard operating procedures that include
detailed descriptions and instructions for receiving shipments of inventory, inventory tracking,
recordkeeping and record retention practices related to inventory, as well as procedures for
performing inventory reconciliation and ensuring the accuracy of inventory tracking and
recordkeeping. Harvest maintains accurate records of its inventory at all licensed facilities.
Adherence to Harvest’s standard operating procedures is mandatory and ensures that Harvest’s
operations are compliant with the rules set forth by the applicable state and local laws,
regulations, ordinances, licenses and other requirements. Harvest ensures adherence to
standard operating procedures by regularly conducting internal inspections and ensures that
any issues identified are resolved quickly and thoroughly.

In January 2018, United States Attorney General, Jeff Sessions rescinded the Cole
Memorandum and thereby created a vacuum of guidance for enforcement agencies and the
Department of Justice.17 As an industry best practice, despite the recent rescission of the Cole
Memo, Harvest continues to do the following to ensure compliance with the guidance provided
by the Cole Memorandum:

 Ensure the operations of its subsidiaries and business partners are compliant with all
licensing requirements that are set forth with regards to cannabis operation by the
applicable state, county, municipality, town, township, borough, and other
political/administrative divisions. To this end, Harvest retains appropriately experienced
legal counsel to conduct the necessary due diligence to ensure compliance of such
operations with all applicable regulations;

 The activities relating to cannabis business adhere to the scope of the licensing obtained
– for example, in the states where only medical cannabis is permitted, the products are
only sold to patients who hold the necessary documentation to permit the possession of
the cannabis; and in the states where cannabis is permitted for adult recreational use,
the products are only sold to individuals who meet the requisite age requirements;

 Harvest only works through licensed operators, which must pass a range of
requirements, adhere to strict business practice standards and be subjected to strict
regulatory oversight whereby sufficient checks and balances ensure that no revenue is
distributed to criminal enterprises, gangs and cartels; and

17
U.S. Dept. of Justice. (2013). Memorandum for all United States Attorneys re: Guidance Regarding Marijuana

Enforcement. Washington, DC: US Government Printing Office. Retrieved from
https://www.justice.gov/iso/opa/resources/3052013829132756857467.pdf.
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 Harvest conducts reviews of products and product packaging to ensure that the products
comply with applicable regulations and contain necessary disclaimers about the contents
of the products to prevent adverse public health consequences from cannabis use and
prevent impaired driving.

Harvest will continue to monitor compliance on an ongoing basis in accordance with its
compliance program and standard operating procedures. While Harvest’s operations are in full
compliance with all applicable state laws, regulations and licensing requirements, such activities
remain illegal under United States federal law. For the reasons described above and the risks
further described in Section 17 below, there are significant risks associated with the business of
Harvest. Readers are strongly encouraged to carefully read all of the risk factors contained in
Item 17 – Risk Factors.

4. NARRATIVE DESCRIPTION OF THE BUSINESS

4.1(1) Narrative Description of the Business

Business of Harvest

General Business of the Resulting Issuer

The below description of Harvest will become the Resulting Issuer’s business upon closing of
the Transaction.

Harvest is one of the largest multi-state vertically integrated operators in the cannabis industry.
The Harvest team brings broad operational expertise in real estate, legislation, permitting,
zoning and retail sales. The company has been extremely successful in winning licensure in
non-competitive and competitive application processes throughout the country, winning many
licenses across the states in which it operates or is expanding. Harvest’s ability to navigate
complex regulatory pathways that are different in each state, as well as extensive research into
each market it enters, are key tenets to its success. Harvest has won licenses in every state in
which it has applied, underscoring a very high success rate.

While Harvest’s success in obtaining licenses has created a large and expansive geographic
presence in US cannabis, translating this footprint into positive EBITDA requires a commitment
to operational excellence. In building out Harvest’s US cannabis network, Harvest has raised
just $17.7 million in financings prior to August 2018, instead relying on cash flows generated
from operations to fuel growth. This reflects a high Return on Invested Capital (ROIC) and
Harvest’s focus on driving cash flows from its vertically integrated operations.

SUMMARY OF OPERATING BUSINESSES

Founded in Arizona and receiving its first license there in 2012, Harvest has the largest market
share in the state – the third largest medical cannabis market in the country and one of the
oldest regulated cannabis markets in the world. Building on its success in Arizona, Harvest has
consistently grown its revenues and industry footprint every year since founding and currently
holds licenses in Arizona, Arkansas, California, Maryland, Nevada, North Dakota, Ohio and
Pennsylvania, with pending applications in and planned expansion into Florida, Illinois,
Massachusetts, Michigan and New Jersey.



-47-

Within the next 18 months, Harvest plans to cultivate more than 720,000 square feet of indoor,
outdoor and greenhouse cannabis, and its vertical approach to design, construction and
implementation results in competitive production costs. Harvest has a portfolio and
continuously rolls out new brands to meet market demand. Since 2013, Harvest has won a
variety of operating awards, including seven Best Dispensary awards issued by four
independent organizations, four Best Medical Cannabis Strain awards, and one Best Medical
Cannabis Product award.

According to a recent study from Arcview Market Research, spending on legal cannabis
worldwide is expected to hit $57 billion by 2027, with adult-use accounting for 67% of the
spending and medical and therapeutic products making up the remaining 33%. Among other
key findings, the Arcview study projects that the North American market alone will grow from
$9.2 billion in 2017 to $47.3 billion by 2027. With one of the longest and most successful track
records in the cannabis industry, Harvest is well-positioned to take advantage of this
unprecedented market opportunity.

Below is a summary overview of the potential cannabis markets where Harvest currently holds
licenses and where Harvest is actively expanding into the cannabis industry.

Target Markets
Potential Cannabis

Market by 2022
(millions)

(1) (2)

Population
(millions)

Estimated
Number of

Patients
(2) (3)

Medical-Only or
Both Medical &

Recreational
State Figures shown in $US millions

Arizona $1,088 7.0 160,000 Medical

Arkansas $247 2.9 5,977 Medical

California $6,900 39.5 900,000 Both

Florida $1,490 21.3 141,618 Medical

Illinois $395 12.8 42,203 Medical

Maryland $221 6.1 51,569 Medical

Massachusetts $1,159 6.6 51,288 Both

Michigan $1,295 9.9 269,553 Medical

Nevada $980 3.1 16,934 Both

New Jersey $291 8.9 24,385 Medical

North Dakota $62 0.7 1,900 Medical

Ohio $278 11.7 200,000 Medical

Pennsylvania $346 12.7 52,000 Medical



(1) ArcView, Canaccord Industry Update
(2) Echelon GTII Initiating Coverage and US Market Overview
(3) Marijuana Policy Project Patient Numbers

Medical cannabis has been legalized in
including anxiety, insomnia, inflammatory bowel disease, weight loss associated with cancer
treatment or HIV/AIDS, and chronic pain. Regulatory approval for the treatment of chronic pain
opens a significant opportunity, as several studies have suggested that cannabis is a potential
alternative to potentially addictive and deadly opioids.

To date, nine states have approved adult
North Dakota) have proposed recreational legalization measures on the 2018 ballot. Harvest
has received or is awaiting licenses in three states
Nevada, and Massachusetts), and has won a dispensary license in North Dakota. As
states approve legalization of adult
emerging opportunities.

A national leader in the cannabis industry, Harvest holds itself to the most stringent health,
safety and quality standards in the industry when it comes to the growth, production and sale of
cannabis medicines, and products for consumers. Harvest’s offerings include cannabis flower
and cannabis oil, along with vaporizer pens which promote the safe inhalation of medical
cannabis. Since Harvest was founded, the company has donated more than $500,000 to
veterans, seniors, children, patients

Harvest is a vertically integrated cannabis company that operates from “seed
has expanded throughout Arizona and into Maryland and Pennsylvania and is actively
expanding into Arkansas, California, Florida, Massachusetts, Michigan, Nevada, New Jersey,
North Dakota and Ohio. The company has three business lines:

 Cultivation – Harvest grows
expertise in growing enables the company to produce award
strains in a highly cost
dispensaries and also to thir

 Processing – Harvest converts cannabis biomass into formulated oil, using a variety of
extraction techniques. The company uses some of this oil to produce consumer
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products such as vaporizer cartridges and edibles, and it sells the remaining oil to third
parties.

 Retail dispensaries – Harvest operates award-winning retail dispensaries that sell
proprietary and third-party cannabis products to patients and customers.

Harvest is headquartered in Tempe, Arizona and employs over 300 people and serves
hundreds of thousands of customers across the country.

VERTICAL INTEGRATION OPTIMIZES OPERATING MARGINS

Harvest’s three business lines provide a distinct competitive advantage over monoline
competitors. Highlights and key metrics include:

Cultivation

Harvest has received a total of six cultivation licenses in five states and is rapidly expanding its
cultivation footprint. Although pricing pressure for dried flower in several mature cannabis
markets have underscored the potential for commoditization, Harvest believes that its vertical
integration and cultivation operations provide several distinct advantages over narrowly focused
businesses:

i. Low cost – Harvest continually seeks ways to optimize its growing processes and
contain expenses. By having control over its own cultivation, Harvest can reduce input
costs and optimize its operating margins.

ii. Product availability – Full control over its grow facilities allows Harvest to manage its
supply chain and ensure proper product mix in its retail stores to meet evolving demand.

iii. Optimizing manufacturing – The cultivation of dried flower can act as an input to the
manufacturing of derivative extract product. By controlling the costs, strain, and quality of
cultivated cannabis, Harvest can optimize the production of higher-priced, higher-margin
extracted oils and finished consumer packaged goods.

iv. Quality assurance – Quality and safety of cannabis products is of utmost importance to
the consumer. Strict monitoring of growing processes greatly reduces the risk of product
testing failures. Moreover, higher quality product can demand higher retail pricing, which,
in turn, will drive higher margins

Harvest’s indoor facilities contain unique rail systems that allow for easy transportation and flow
between initial seeding and cloning, vegetation and then trimming and production. This system
allows for Harvest to grow high quality cannabis at extremely cost-efficient rates.
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Over the past 12 months, Harvest has improved product yield in its growing facilities by over
100% while keeping quality consistent. The company expects to continue to replicate this
success as it builds facilities throughout the country.

This focus on quality and yield is important because Harvest believes that the cultivation of
cannabis will become increasingly commoditized and price competitive. More companies are
entering, and will enter, this segment of the industry. However, over time, companies that can
source high-quality, low-cost product will have a significant advantage. Harvest intends to be
well-positioned as this happens.

BRANDS PROMOTE CONSISTENCY WITHIN THE CONSUMER EXPERIENCE

Manufacturing

Harvest manufactures, assembles and packages cannabis finished goods across a variety of
product segments:

o Inhalable: flower, dabbable concentrates (e.g. budder, wax, crumble, shatter, live
resin, sauce, terpene sugar), pre-filled vaporizer pens and cartridges

o Ingestible: capsules, tinctures, and can produce edibles including chocolates,
gummies, mints, fruit chews, dissolvable mouth strips

Through its extensive and vertically-integrated network, Harvest is building brand recognition of
its manufactured products. Harvest leverages the brand awareness of its retail stores to create
product brands, striving to provide consumers with consistency and standardization of cannabis
products. Approximately 60% of all products sold in its retail dispensaries are Harvest
proprietary products; the remaining 40% are sourced from best-in-class partners. Harvest’s
brand-building strategy ensures the highest-quality and the availability of a broad array of
products for Harvest’s customers, while optimizing margins for its shareholders.

Integral to the development of Harvest’s branded product portfolio is the education of its
customers to the products that Harvest offers. Harvest believes that by empowering the
consumer (through marketing displays, educational seminars, employee interaction, and
responsible advertisement), it can make new and potential customers comfortable that they
know what they are getting. Moreover, because Harvest sells a large proportion of proprietary
products, consumers know that they will get a consistent experience regardless of which
Harvest dispensary they visit.

The Harvest Rail System



Harvest produces market-leading products, includin

Dream Steam is a CO2 vaporizer pen brand with a full line of cartridges.
of CO2 extracted oils, tinctures, and raw flower capsules.
upscale high-THC products such as distillate syringes, caviar

Harvest sells manufactured products through two channels: business
dispensaries) and business-to-consumer (directly in Harvest dispensaries).

READY, AIM, FIRE: A SIMPLE STRATEGY

While Harvest excels at navigating the regulatory framework for cannabis, successfully
receiving licenses does not necessarily translate to value creation and cash flow. That is why
Harvest places emphasis on operational excellence and
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leading products, including:

vaporizer pen brand with a full line of cartridges. Biomed is a
and raw flower capsules. Peace of Mind offers a

ts such as distillate syringes, caviar and concentrates.

Harvest sells manufactured products through two channels: business-to-business (to other
consumer (directly in Harvest dispensaries).

READY, AIM, FIRE: A SIMPLE STRATEGY FOR RETAIL SUCCESS

While Harvest excels at navigating the regulatory framework for cannabis, successfully
receiving licenses does not necessarily translate to value creation and cash flow. That is why
Harvest places emphasis on operational excellence and margin improvement. At the retail level,

Biomed is a product line
Peace of Mind offers a boutique line of

.

business (to other

While Harvest excels at navigating the regulatory framework for cannabis, successfully
receiving licenses does not necessarily translate to value creation and cash flow. That is why

margin improvement. At the retail level,



this starts with extensive planning and attention to detail before Harvest ever opens a storefront.
Key considerations for selecting locations include:

i. Location – Harvest has deep expertise in real estate, identi
locations for access (foot traffic or cars), high visibility, plentiful parking, and a
welcoming environment.

ii. Oligopolistic markets
with unique characteristics and regulations. H
several key markets with limited competition.

iii. Population/demographics
population to draw upon. Prior to securing a new location, Harvest carefully
analyzes the demographic
per square foot. Unlimited license states can nonetheless represent substantial
opportunities (i.e. California), and so Harvest focuses on addressing markets
within markets when positioning its retai

iv. Competitive analysis
analyzing the competitive landscape within each market. Competitive positioning
is paramount to success as markets become increasingly crowded by companies
addressing all aspects of the value chain.

v. Expansion - Harvest is a vertically integrated company that operates in, and is
currently expanding and/or planning expansion into, 13 States as follows:
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Key considerations for selecting locations include:

Harvest has deep expertise in real estate, identi
locations for access (foot traffic or cars), high visibility, plentiful parking, and a
welcoming environment.

Oligopolistic markets – Harvest operates in several legalized state markets, each
with unique characteristics and regulations. Harvest has purposely selected
several key markets with limited competition.

Population/demographics – Harvest selects prime locations with a suitable
population to draw upon. Prior to securing a new location, Harvest carefully
analyzes the demographics of a specific region with the intent to optimize sales
per square foot. Unlimited license states can nonetheless represent substantial
opportunities (i.e. California), and so Harvest focuses on addressing markets
within markets when positioning its retail brand.

Competitive analysis – Harvest ensures maximum advantages by carefully
analyzing the competitive landscape within each market. Competitive positioning
is paramount to success as markets become increasingly crowded by companies

spects of the value chain.

Harvest is a vertically integrated company that operates in, and is
currently expanding and/or planning expansion into, 13 States as follows:
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Harvest ensures maximum advantages by carefully
analyzing the competitive landscape within each market. Competitive positioning
is paramount to success as markets become increasingly crowded by companies

Harvest is a vertically integrated company that operates in, and is
currently expanding and/or planning expansion into, 13 States as follows:
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Once a retail storefront is opened, Harvest’s focus becomes optimizing operating margins and
driving cash flow. Harvest has a philosophy of ‘operational excellence’, which has enabled the
company to achieve the largest market share in the state of Arizona, the third largest medical
cannabis market in the US. This focus has also resulted in the company being profitable in
2017. Quality, pricing power through its brand strategy, managing its vertically integrated supply
chain, and optimal store traffic are all ingredients to driving cash flow growth as Harvest
continues to rapidly expand its geographic footprint.

Harvest’s expertise in selecting and operating retail locations is a major contributor to its strong
return on its invested capital. Until August 2018, Harvest had raised only $17.7 million in
financings, carefully and efficiently allocating this capital to grow to its current 10-state footprint.
Much of this growth has been fueled by cash flows from operations, illustrating Harvest’s
commitment to operational excellence and financial discipline.

Retail Dispensaries

Harvest operates retail cannabis dispensaries throughout the country. The company has
invested significant resources in developing customer-friendly store designs and floorplans.
Harvest stores are designed to feel warm, inviting and, at the same time, hip. Each store has a
consistent layout and color palette, creating a similar experience no matter which Harvest
location the customer visits.



Harvest locations range between 1,500 to 6,800 square feet. Mature stores average
approximately $8 to 10 million in annual revenue; Harvest’s sales per square foot in mature
stores exceeds $5,000. Harvest believes this is significantly higher than other retailers inside or
outside of the cannabis industry.

The Harvest team has significant experience in real estat
Harvest to secure premium locations for its dispensaries. Typically, Harvest seeks locations
with high foot traffic and good visibility, often near university campuses.

This focus on premium locations continues to dr
in Harvest’s success.

Expansion

State Expected
Dispensaries 2018 YE

Arizona 9
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stores exceeds $5,000. Harvest believes this is significantly higher than other retailers inside or
outside of the cannabis industry.

The Harvest team has significant experience in real estate development, and this has enabled
Harvest to secure premium locations for its dispensaries. Typically, Harvest seeks locations
with high foot traffic and good visibility, often near university campuses.

This focus on premium locations continues to drive traffic and awareness and is a key ingredient
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Arkansas - 1 1

California 4 10 19

Florida - 12 35

Maryland 1 2 4

Massachusetts - 3 3

Michigan - 2 9

Nevada - 3 3

New Jersey - 1 1

North Dakota - 1 1

Ohio - 3 3

Pennsylvania 1 3 9

The capital required for the growth in the balance of 2018 and 2019 is approximately $73
million, broken down as follows:

Number of new facilities 2018 2019

Retail 7 24

Cultivation 4 7

Processing 2 7

Estimated Capital Expenditures 2018 2019

Retail $7,361,250 $19,222,125

Cultivation $7,270,000 $15,300,000

Processing $4,287,500 $14,875,000

Total Estimated Capital Expenditures $18,918,750 $49,397,125

Corporate G&A Expenses $2,883,404 $1,905,545

Total Use of Funds $21,802,154 $51,302,670

Management believes that this funding will be sufficient for Harvest to achieve its base case
financial projections. Harvest may elect to raise additional capital for accretive acquisitions.

Significant Events and Milestones

The principal milestones that must occur during the next 12-month period for the business
objectives described above to be accomplished are:

1. Completion of Capital Transactions: to date, Harvest has raised $70 million of
convertible debt and senior debt. These funds will be used to grow the business,
as outlined above. Concurrent with this listing, Harvest expects to raise an
additional approximately $218 million in gross proceeds, which will provide
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approximately 80% more capital than is called for in Harvest’s base case
financial projections.

2. Hiring of Senior Team: Harvest will continue to build its team as it grows.
Harvest uses a metrics-based scorecard system to evaluate new hires, to ensure
that all hires have the aptitude, expertise and passion to succeed in a clearly
defined, specific role. Harvest sources hires from all over the country.

3. Continued Geographic Expansion: Harvest’s base case financials call for
continued expansion throughout the country, as outlined in the table above. To
date, Harvest has received a license in every state where it has applied. Moving
forward, Harvest will expand through application writing and also through
selective acquisitions of existing licenses.

4. New Facility Construction: To achieve its plan, Harvest must continue to open
cultivation, processing and retail dispensaries on-time and on-budget. To date,
Harvest has consistently outperformed timing and budget expectations on new
builds.

5. Achieving Budget: The projects detailed above are funded with a strong balance
sheet. Significant market changes, or delayed facility openings, that impact
revenue projections would necessitate using the capital reserve. Harvest has
always operated as a profitable entity, and expects to continue to do so even as
it grows.

6. Regulatory Approval: Harvest’s growth objectives assume the timely approval
from respective State regulatory agents including for facility expansion, updates
and openings, as well as approval on materials for the purpose of branding,
marketing and selling the Resulting Issuer’s cannabis finished packaged goods,
and marketing of the Resulting Issuer’s retail stores. Regulatory delays may
affect outcomes.

Total Funds Available

The pro forma working capital position of the Resulting Issuer as of September 30, 2018, giving
effect to the Transaction as if it had been completed on that date, was approximately $229
million.

As at June 30, 2018 (the end of the Harvest’s most recent interim period for which financial
statements have been published), Harvest had working capital of $1.2 million. Subsequent to
that interim period, Harvest raised $50.3 million in convertible promissory notes (all of which will
be converted into Multiple Voting Shares pursuant to the Transaction), C$26 million in senior
debt to fund growth and approximately $218 million through the issuance of Subscription
Receipts (all of which will be converted into Subordinate Voting Shares pursuant to the
Transaction) (see “The Financing” below). The senior debt has a 36-month term and an interest
rate of 10.30% plus prime and straight line 5-year amortization, commencing at the end of the
6th month of the term. Harvest DCP will pay the agent of the lender a C$660,000 work fee and
issue to such agent US$940,000 of Subordinate Voting Shares of the Resulting Issuer at the
RTO price.
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The Resulting Issuer will use these funds to grow as outlined above. Additionally, Harvest
expects to have positive cash flow from operations to fund its ongoing operations in its existing
markets.

The consolidated pro forma balance sheet of the Resulting Issuer, which gives effect to the
Transaction as if it had been completed on September 30, 2018, is attached hereto as
Schedule “E”.

The Financing

Pursuant to an agency agreement dated November 13, 2018 (the “Agency Agreement”),
Harvest engaged a syndicate of agents (the “Agents”), to complete a private placement (the
“SR Offering”) of Harvest Finco Subscription Receipts at a price that is expected to be US$6.55
per Subscription Receipt (the “SR Offering Price”) for gross proceeds of approximately $218
million.

Upon satisfaction of the Escrow Release Conditions at or before the Escrow Release Deadline
(as defined herein), each Harvest Finco Subscription Receipt will be automatically exchanged
for one common share of Harvest Finco immediately prior to and in connection with the
completion of the Transaction without payment of additional consideration or further action on
the part of the holder in accordance with a subscription receipt agreement to be entered into
between Harvest Finco, Harvest, Eight Capital, on behalf of the Agents, and the subscription
receipt agent to be appointed thereunder.

The gross proceeds of the SR Offering, less 50% of the Agents’ commission payable in respect
of retail orders and all of the expenses of the Agents incurred in connection with the SR
Offering, will be held in escrow by the Escrow Agent and invested in an interest bearing
account, short-term obligations of, or guaranteed by, the Government of Canada or any other
investments that may be approved by Eight Capital pending the satisfaction of the Escrow
Release Conditions. The funds held in escrow by the Escrow Agent, together with all interest
and other income earned thereon, are referred to herein as the “Escrowed Funds”.

Provided that the Escrow Release Conditions (as defined in the Agency Agreement) are
satisfied on or prior to the date that is 120 days from the date of the closing of the SR Offering
(the “Escrow Release Deadline”), the Escrowed Funds will be released from escrow by the
Escrow Agent as follows: (a) to the Agents, an amount equal to the balance of the Agents’
commission, together with any interest earned thereon, and any expenses incurred by the
Agents and not already paid by Harvest Finco in connection with the SR Offering; and (b) to
Harvest Finco, an amount equal to the Escrowed Funds, less the foregoing deductions.

If the Escrow Release Conditions have not been satisfied on or prior to the Escrow Release
Deadline, the Escrowed Funds, together with any interest accrued thereon, shall be returned to
the holders of the Harvest Finco Subscription Receipts on a pro rata basis and the Harvest
Finco Subscription Receipts shall thereafter be cancelled. Harvest Finco shall be responsible
and liable to the holders of the Harvest Finco Subscription Receipts for any shortfall between
the aggregate Harvest Finco Subscription Receipt price paid by the original purchasers of the
Harvest Finco Subscription Receipts and the amount of the Escrowed Funds.

In connection with the SR Offering, Harvest will pay a cash fee to the Agents equal to 8% of the
gross proceeds of the SR Offering sourced by Agents in accordance with the terms and
conditions of the agency agreement to be entered into in due course by Harvest Finco, Harvest
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and the Agents in connection with the completion of the SR Offering, provided that the cash fee
payable to the Agents will be reduced to 2% in respect of sales to subscribers on the president’s
list. As additional consideration, the Agents will be granted compensation options
(“Compensation Options”) equal to 4% of the number of Harvest Finco Subscription Receipts
issued under the SR Offering. Each Compensation Option will be exercisable for one common
share of Harvest Finco or one common share of the Resulting Issuer (subject to any necessary
adjustments), as applicable, at the SR Offering Price for a period of 24 months following the
satisfaction of the Escrow Release Conditions.

Purpose of Funds

Upon completion of the Transaction, the Resulting Issuer expects to have approximately $240
million available to support its efforts to produce and sell recreational cannabis, to expand and
for general corporate purposes. Notwithstanding the foregoing, there may be circumstances
where, for sound business reasons, a reallocation of funds may be necessary for the Resulting
Issuer to achieve its objectives. The Resulting Issuer may also require additional funds in order
to fulfill its expenditure requirements to meet existing and any new business objectives and
expects to either issue additional securities or incur debt to do so. There can be no assurance
that additional funding required by the Resulting Issuer will be available, if required. It is
anticipated that the available funds will be sufficient to satisfy the Resulting Issuer’s objectives
for the forthcoming 24-month period.

Ability to Access Public and Private Capital

Due to the present state of the laws and regulations governing financial institutions in the United
States, banks often refuse to provide banking services to businesses involved in the marijuana
industry. Consequently, Harvest is not able to obtain bank financing in the United States or
financing from other United States federally regulated entities. Importantly, Harvest does have
banking relationships with several state-chartered banks, and is currently using these banks to
conduct day-to-day operations.

Harvest has historically, and continues to have, robust access to equity and debt financing from
prospectus exempt (private placement) markets in the United States. Harvest’s executive team
and board have extensive relationships with sources of private capital (such as funds and high
net worth individuals).

Management believes that Harvest is sufficiently capitalized to achieve its base case financial
projections. In addition to Harvest’s working capital, Harvest expects to generate adequate
cash to fund its continuing operations. Harvest has always operated profitably, and intends to
continue to do so. Nevertheless, there can be no assurance that Harvest will not need
additional capital. And there can be no assurance that additional financing will be available to
the Resulting Issuer when needed or on terms which are acceptable. See Item 17 Risk Factors
– Restricted access to banking and Item 17 Risk Factors – Newly-established legal regime.

There can be no assurance that additional financing will be available to the Resulting Issuer
when needed or on terms which are acceptable. See Item 17 Risk Factors – Restricted access
to banking and Item 17 Risk Factors – Newly-established legal regime.

4.1 Principal Products or Services



-59-

Harvest takes a vertically integrated approach to the products it sells, believing that brands
distributed at scale will win. As such, it currently has and continues to develop a fast-growing
“House of Brands” method to the development, manufacture, sales, and marketing of its
consumer ready packaged goods for distribution of its own dispensaries as well as to third
parties.

Harvest’s House of Brands strategy is to introduce a suite of distinct cannabis consumer
packaged goods under branded names other than that of Harvest. As such, offering lifestyle and
aspirational brands developed leveraging unique consumer insights, customer and product
segmentation and targeted market use. Distinct proprietary analysis of consumer stated
preferences, actual and anticipated purchase data, and primary and secondary market research
enables Harvest to capitalize on underserved or vast market opportunities so that Harvest’s
brand portfolio targets and meets a variety of unique consumer needs, now and anticipated in
the future.

Harvest House of Brands

Harvest Brand Target Market Product Description

Vaporizer
A vaporizer pen

brand with a full line
of filled cartridges

offering convenient
on the go

medicating.

Medical
A product line of

CO2 extracted oils
and raw flower

capsules providing
alternative medical

options

Luxury
An upscale boutique

line of high-THC
products such as
distillate syringes,

caviar and
concentrates.
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Health and
Lifestyle

An all natural, micro-
dosed protein bar,
supporting healthy
lifestyles on the go.

Harvest is also building a portfolio of premium brands through brand acquisitions and
partnerships further leveraging these alliances to strengthen its in house brands as well as
merchandise assortments within the dispensaries.

Brand Acquisitions and Partnerships

Ignite

Harvest has partnered
with Dan Bilzerian and
Ignite to open a chain

of branded
dispensaries

Additionally, Harvest produces over 40 strains and product formulations targeted to specific
consumer use-cases and employs processing techniques including carbon dioxide extraction,
ethanal extraction, carbon filtering and short-path/thin-film distillation.

Harvest maintains strict brand and quality assurance standards and implements standard
operating procedures across its cultivation, processing and production facilities to ensure
product continuity and customer experience across all operating markets. This includes the
centrally-managed procurement of all equipment, packaging, and materials inputs.

Harvest currently sells and distributes its suite of brands to 100% of its open retail dispensaries
in the following operating markets and has additional wholesale market share.

 Maryland: Harvest sells and distributes 25% of the market share with its portfolio of
brands

 Arizona: Harvest sells and distributes 3% of the market share with its portfolio of
brands

 Pennsylvania: began selling October 4, 2018

Prior to being hired, all store managers must have experience in the cannabis industry and at
least 5 years experience in a retail, hospitality and sales setting and at least 2 years experience
in recruiting, hiring and talent acquisition. Harvest has a national reach for store manager
candidates and will offer relocation packages as needed.
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All store managers are required to be trained in profit and loss responsibilities and all
dispensary staff are required to be trained with product knowledge and selling skills to ensure
that all customers are assisted with the features and benefits of both the cannabis and non-
cannabis products sold by Harvest. Harvest implements learning management software which
allows it to continue training staff in both sales and operations on an ongoing basis to ensure
that Harvest dispensaries follow standard operating procedures.

Research and Development

Harvest’s research and development activities have primarily focused on developing and testing
different nutrient blends and lighting as part of efforts to increase the efficiency of the processes
used to produce its products.

Harvest also experiments with plant spacing and yield trialing, cannabis variety trialing and
breeding, and improved pest management techniques.

Harvest also engages in research and development activities focused on developing new
extracted or infused products.

4.1(3) Production and Sales

Cultivation and Production

Each cultivation and processing facility focuses primarily on the commercialization of cannabis
(recreational and/or medical), as well as the research and development of new strains of
cannabis. At all of its facilities, Harvest places a heavy emphasis on customer/patient safety,
and maintaining strict quality control. The methods used in Harvest’s facilities result in several
key benefits, including consistent production of high-quality product and the absence of product
recalls and customer/patient complaints.

The managers of Harvest’s cultivation facilities are required to have a minimum of five years of
experience in the horticulture and/or agriculture industry with a proven track record of success in
a large-scale indoor or greenhouse facility, including experience with setting up and expanding
large-scale greenhouses or indoor grow facilities. The managers of Harvest’s processing
facilities are required to have a minimum of five years of experience working with various
extraction techniques in a laboratory setting or production operation. Harvest has a national
reach for cultivation and processing facility manager candidates and will offer relocation
packages as needed. Harvest will also source such candidates from surrounding academia,
tech school, and/or through job posts to alumni job boards in the specific geographical areas
where such facilities are located.

Arizona: The facility located in Camp Verde, Arizona is comprised of a 35,000 square foot
cultivation facility and 3.3 acres of secure outdoor cultivation field. The entire parcel of land is
37 acres, and the balance of land is unimproved and available to Harvest for future expansion.
First batch of plants started in August of 2016 and first product was available for sale December
of 2016. The facility has been in continuous production and sale of cannabis since that time.
Current processing facility is located in Bellemont, AZ consisting of 5,000 square feet of
processing foot print. Processing facility will relocate to a 25,000 square foot facility located in
Phoenix, AZ in early January 2019. This move will allow Harvest to centralize their lean
manufacturing transition processing facility, production, trimming, wholesale and logistics
distribution center.
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Maryland: The facility located in Hancock, Maryland is comprised of a 90,000 square foot
indoor cultivation facility. Phase 1 of this building is operating and includes 18,500 square foot
of grow rooms. Phases 2 and 3 will add an additional 37,000 square foot of grow rooms. First
batch of plants started in August of 2017 and first product was available for sale February of
2018. The facility has been in continuous production and sale of cannabis since that time.
Harvest has been issued a production license which will be located in Hancock, MD. Operations
of processing facility estimated to be completed and running early January 2019. Facility will
include a lean manufacturing environment along with state of the art processing equipment.

Ohio: Harvest has a provisional license for cultivation in Ironton, Ohio and is in construction of a
35,000 square foot automated, state of the art, semi-closed environment greenhouse. The
greenhouse will include 25,000 square foot of cultivation rooms. The facility is scheduled to be
operational in December of 2018 and first product is expected to be available May of 2019.

Massachusetts: Harvest anticipates closing its acquisition of a 115,000 square foot greenhouse
in Deerfield, Massachusetts. The greenhouse is expected to be operational December of 2018
start producing first quarter of 2019.

Arkansas: Harvest has a provisional license for cultivation and production in Newport, Arkansas
and is in development of a 35,000 square foot automated, state of the art, semi-closed
environment greenhouse. The greenhouse will include 25,000 square foot of cultivation rooms.

Nevada: Harvest has a provisional license for medical and recreational cultivation and
production in West Wendover, Nevada. Harvest is in development of a 20,000 square foot
automated, state of the art, semi-closed environment greenhouse. The greenhouse will include
10,000 square foot of cultivation rooms.

4.1(4) Competitive Conditions and Position

Harvest’s current operational footprint exists in state markets with relatively high barriers to
entry and limited market participants. All of the medical-only markets that Harvest does
business in or has applied for licenses (Arizona, Arkansas, Florida, Maryland, Michigan, New
Jersey, North Dakota, Ohio and Pennsylvania) have written regulations that impose limitations
on the number of business licenses that can be awarded. In all of these markets, Harvest has a
proven track record of (i) entering the market through state-granted awards based on merit of
application and business plan; and (ii) expanding market reach through accretive mergers,
acquisitions, and partnership ventures. Given the limitations on market participation mandated
by the state regulatory bodies, Harvest’s historical growth strategy has resulted in material gains
in market share.

The recreational markets in which Harvest operates in or has applied for licenses (California,
Nevada and Massachusetts) have fewer barriers to entry and more closely reflect free market
dynamics typically seen in mature retail and manufacturing industries. The growth of these
markets poses a risk of increased competition. However, given Harvest’s runway as an original
player in these states, which have historically been limited supply markets, management views
Harvest’s market share as less at risk than operators without a current operating footprint.
Additionally, Harvest’s historical business plan has been to open and operate in localities with
limited competition. Management believes this mitigates the risk of increased statewide
competitive exposure.
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Given all the above, Harvest still faces competition from other companies that may have a
higher capitalization, access to public equity markets, more experienced management or may
be more mature as a business. The vast majority of both manufacturing and retail competitors in
Harvest’s markets consist of localized businesses (i.e. doing business in only a single state
market). There are a few multi-state operators that Harvest competes directly with in multiple of
Harvest’s operating markets. Aside from this direct competition, out-of-state operators that are
capitalized well enough to enter those markets through acquisitive growth are also considered
part of the competitive landscape. Similarly, as Harvest executes its national U.S. growth
strategy, operators in Harvest’s future state markets will inevitably become direct competitors.

See Item 17 – Risk Factors – Competition.

4.1(5) Lending and Investment Policies and Restrictions

This section is not applicable to the Resulting Issuer.

4.1(6) Bankruptcy and Receivership

Neither the Resulting Issuer, nor any of their subsidiaries, have been the subject of any
bankruptcy or any receivership or similar proceedings or any voluntary bankruptcy, receivership
or similar proceedings, within any of the three most recently completed financial years (as
applicable) or the current financial year.

4.1(7) Material Restructuring

See Item 3.1 – General Development of the Business – The Transaction.

4.1(8) Fundamental Social and Environmental Policies

The Resulting Issuer has not implemented social or environmental policies that are fundamental
to the Resulting Issuer’s operations.

4.2 Asset Backed Securities

The Resulting Issuer does not have any asset backed securities.

4.3 Companies with Mineral Projects

The Resulting Issuer does not have any mineral projects.

4.4 Companies with Oil and Gas Operations

The Resulting Issuer does not have any oil and gas operations.

5. SELECTED CONSOLIDATED FINANCIAL INFORMATION

5.1 Consolidated Financial Information – Annual and Interim Information

The Corporation’s Annual Information
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The following table sets forth selected financial information for the Corporation for the years
ended September 30, 2016 and 2017. Such information is derived from the financial statements
of the Corporation and should be read in conjunction with such financial statements.

As at and for the year
ended September 30, 2016

(audited) ($)

As at and for the year
ended September 30,

2017
(audited) ($)

Statement of operations

Total revenue 373,983 248,468

Net loss (152,588) (67,226)

Net loss per share (basic and diluted) (0.01) (0.00)

Statement of financial position

Total assets 518,292 445,785

Total liabilities 328,130 322,849

Cash dividends declared per share Nil Nil

See Schedule “A” – Financial Statements of the Corporation

Harvest’s Annual Information

The following tables set forth selected financial information for Harvest as at and for the years
ended December 31, 2017 and 2016. Such information is derived from the financial statements
of Harvest and should be read in conjunction with such financial statements.

See Schedule “B” – Financial Statements of Harvest Enterprises, Inc.

SELECTED ANNUAL FINANCIAL INFORMATION

Harvest as at and for the
year ended December 31,

2016
(audited) ($)

Harvest as at and for the
year ended December

31, 2017
(audited) ($)

Statement of operations

Total revenue $13,367,751 $22,825,477

Net income attributable to Harvest $2,082,069 $3,590,370

Statement of financial position

Total assets $14,689,963 $65,064,266

Total liabilities $11,401,359 $24,092,387

Members’ equity $3,288,604 $40,971,879

The Corporation’s Interim Information
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The following tables set forth selected financial information for the Corporation and Harvest and
selected pro forma financial statements of the Resulting Issuer as at and for the six months
ended June 30, 2018. Such information is derived from the financial statements of the
Corporation and Harvest and should be read in conjunction with the corresponding financial
statements.

SELECTED INTERIM FINANCIAL INFORMATION

RockBridge as of June
30, 2018

(unaudited) ($)

Harvest as of June
30, 2018

(unaudited) ($)

Resulting Issuer Pro
Forma as at and for the
six months ended June

30, 2018
(unaudited) ($)

(1)

Statement of operations

Total revenue 84,765 18,858,666 18,943,431

Gross profit (loss) (40,011) 10,356,219 10,316,208

Net profit (loss) attributable to
the Corporation

(85,637) 4,076,191 3,990,554

Statement of financial position

Total assets 404,495 68,288,149 338,368,959

Total liabilities 367,196 24,117,726 24,476,137

Members/shareholders’ equity 404,495 44,170,423 313,892,823

(1) After giving effect to the Transaction.

See Schedule “A” – Financial Statements of the Corporation, Schedule “B” – Financial
Statements of Harvest Enterprises, Inc. and Schedule “E” – Consolidated Proforma Financial
Statements of the Resulting Issuer.

5.2 Dividends

The Resulting Issuer has not declared distributions on Subordinate Voting Shares in the past.
The Resulting Issuer currently intends to reinvest all future earnings to finance the development
and growth of its business. As a result, the Resulting Issuer does not intend to pay dividends on
Subordinate Voting Shares in the foreseeable future. Any future determination to pay
distributions will be at the discretion of the board of directors (“Board of Directors”) and will
depend on the financial condition, business environment, operating results, capital
requirements, any contractual restrictions on the payment of distributions and any other factors
that the Board of Directors deems relevant. The Resulting Issuer is not bound or limited in any
way to pay dividends in the event that the Board of Directors determined that a dividend was in
the best interest of its shareholders.

IFRS

The financial statements included in this Listing Statement have been, and the future financial
statements of the Corporation shall be, prepared in accordance with IFRS.

6. MANAGEMENT’S DISCUSSION AND ANALYSIS

The Harvest Group of Companies MD&A for the years ended December 31, 2017 and 2016, is
attached to this Listing Statement as Schedule “D” – MD&A of the Harvest Group of Companies.
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The Harvest Group of Companies MD&A for the three and six months ended June 30, 2018 and
2017, attached to this Listing Statement as Schedule “D” – MD&A of the Harvest Group of
Companies.

7. MARKET FOR SECURITIES

Prior to the closing of the transaction, the Corporation had been listed on the TSXV under the
symbol “RBE”. The Resulting Issuer intends to be traded on the CSE under the symbol “HARV”.

8. CONSOLIDATED CAPITALIZATION

The following table summarizes the Resulting Issuer’s consolidated capitalization of the share
and loan capital of the Resulting Issuer as of the dates hereof before and after giving effect to
the conversion of the Convertible Promissory Notes triggered on the date of the business
combination and the Subordinate Voting Shares issuable pursuant to the Transaction as though
it had occurred on such date. The table should be read in conjunction with the financial
statements of the Corporation and Harvest, including the notes thereto, included elsewhere.

RESULTING ISSUER PRO FORMA CAP TABLE

Designation of Security
As of June 30,

2018
As of the date of this

Listing Statement

Long Term Liabilities ($) - $14,685,026

Total debt

Equity – fully diluted

Subordinate Voting Shares
(1)

381,679
(2)

275,725,232

Options - 10,000,000

Compensation Options - 1,322,554

Fully diluted issued and outstanding 381,679 287,047,786

(1) Assumes the conversion of the Super Voting Shares and Multiple Voting Shares into Subordinate Voting Shares. At closing of
the Transaction, there will be 62,330,432 Subordinate Voting Shares Outstanding.’
(2) On a post-consolidation basis.
(3) Does not include shares to be issued in connection with the San Felasco Exchange Agreement.

9. OPTIONS TO PURCHASE SECURITIES

On November 13, 2018 shareholders of the Corporation approved the Equity Incentive Plan, the
principal terms of which are described below. Following the closing of the Transaction, the
company will grant 10,000,000 options. These options will each have an exercise price equal to
US$6.55 (equal to the issuance price of the Harvest Finco Subscription Receipts) and will vest
over four years and . The company will grant 2,500,000 options to each of Steven White and
Jason Vedadi, 2,000,000 options to Steve Gutterman and 3,000,000 options to other key
employees.

Summary of Equity Incentive Plan
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The principal features of the Equity Incentive Plan are summarized below.

Purpose

The purpose of the Equity Incentive Plan will be to enable the Resulting Issuer and its affiliated
companies to: (i) promote and retain employees, officers, consultants, advisors and directors
capable of assuring the future success of the Resulting Issuer, (ii) to offer such persons
incentives to put forth maximum efforts, and (iii) to compensate such persons through various
stock and cash-based arrangements and provide them with opportunities for stock ownership,
thereby aligning the interests of such persons and Shareholders.

The Equity Incentive Plan permits the grant of (i) nonqualified stock options (“NQSOs”) and
incentive stock options (“ISOs”) (collectively, “Options”), (ii) restricted stock awards, (iii)
restricted stock units (“RSUs”), (iv) stock appreciation rights (“SARs”), and (v) performance
compensation awards, and (vi) other stock-based awards, which are referred to herein
collectively as “Awards,” as more fully described below.

Eligibility

Any of the Resulting Issuer’s employees, officers, directors, consultants (who are natural
persons) are eligible to participate in the Equity Incentive Plan if selected by the Compensation
Committee of the Resulting Issuer (the “Participants”). The basis of participation of an
individual under the Equity Incentive Plan, and the type and amount of any Award that an
individual will be entitled to receive under the Equity Incentive Plan, will be determined by the
Compensation Committee based on its judgment as to the best interests of the Resulting Issuer
and its shareholders, and therefore cannot be determined in advance.

The maximum number of Subordinate Voting Shares that may be issued under the Equity
Incentive Plan shall be determined by the Resulting Issuer Board from time to time, but in no
case shall exceed, in the aggregate, 10% of the number of Subordinate Voting Shares
(including the number of Subordinate Voting Shares underlying the Multiple Voting Shares and
the Super Voting Shares on an “as if converted” basis) then outstanding. Notwithstanding the
foregoing, a maximum of 20,000,000 Subordinate Voting Shares may be issued as ISOs,
subject to adjustment as provided in the Equity Incentive Plan. Any shares subject to an Award
under the Equity Incentive Plan that are forfeited, cancelled, expire unexercised, are settled in
cash, or are used or withheld to satisfy tax withholding obligations of a Participant shall again be
available for Awards under the Equity Incentive Plan. No financial assistance or support
agreements may be provided by the Resulting Issuer in connection with grants under the Equity
Incentive Plan.

In the event of any dividend, recapitalization, forward or reverse stock split, reorganization,
merger, amalgamation, consolidation, split-up, split-off, combination, repurchase or exchange of
Subordinate Voting Shares or other securities of the Resulting Issuer, issuance of warrants or
other rights to acquire Subordinate Voting Shares or other securities of the Resulting Issuer, or
other similar corporate transaction or event, which affects the Subordinate Voting Shares, or
unusual or nonrecurring events affecting the Resulting Issuer, or the financial statements of the
Resulting Issuer, or changes in applicable rules, rulings, regulations or other requirements of
any governmental body or securities exchange or inter-dealer quotation system, accounting
principles or law, the Compensation Committee may make such adjustment, which is
appropriate in order to prevent dilution or enlargement of the rights of Participants under the
Equity Incentive Plan, to (i) the number and kind of shares which may thereafter be issued in
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connection with Awards, (ii) the number and kind of shares issuable in respect of outstanding
Awards, (iii) the purchase price or exercise price relating to any Award or, if deemed
appropriate, make provision for a cash payment with respect to any outstanding Award, and (iv)
any share limit set forth in the Equity Incentive Plan.

Awards

Options

The Compensation Committee is authorized to grant Options to purchase Subordinate Voting
Shares that are either ISOs meaning they are intended to satisfy the requirements of Section
422 of the Code, or NQSOs, meaning they are not intended to satisfy the requirements of
Section 422 of the Code. Options granted under the Equity Incentive Plan will be subject to the
terms and conditions established by the Compensation Committee. Under the terms of the
Equity Incentive Plan, unless the Compensation Committee determines otherwise in the case of
an Option substituted for another Option in connection with a corporate transaction, the exercise
price of the Options will not be less than the greater of the closing market prices of the
Subordinate Voting Shares on (a) the trading day prior to the date of grant of the stock options;
and (b) the date of grant of the stock options. Options granted under the Equity Incentive Plan
will be subject to such terms, including the exercise price and the conditions and timing of
exercise, as may be determined by the Compensation Committee and specified in the
applicable award agreement, but in any event may not be price lower than the greater of the
closing market prices of the Subordinate Voting Shares on (a) the trading day prior to the date
of grant of the stock options; and (b) the date of grant of the stock options. The maximum term
of an option granted under the Equity Incentive Plan will be ten years from the date of grant (or
five years in the case of an ISO granted to a 10% shareholder). Payment in respect of the
exercise of an Option may be made in cash or by check, by surrender of unrestricted shares (at
their fair market value on the date of exercise) or by such other method as the Compensation
Committee may determine to be appropriate. Additional minimum provisions set forth in the
Equity Incentive Plan shall apply to awards granted to California participants if such award is
granted in reliance on Section 25102(o) of the California Corporations Code.

Restricted Stock

A restricted stock award is a grant of Subordinate Voting Shares, which are subject to forfeiture
restrictions during a restriction period. The Compensation Committee will determine the price, if
any, to be paid by the Participant for each Subordinate Voting Shares subject to a restricted
stock award, but in any event the price may not be price lower than the greater of the closing
market prices of the Subordinate Voting Shares on (a) the trading day prior to the date of grant
of the restricted stock; and (b) the date of grant of the restricted stock. The Compensation
Committee may condition the expiration of the restriction period, if any, upon: (i) the
Participant’s continued service over a period of time with the Resulting Issuer or its affiliates; (ii)
the achievement by the Participant, the Resulting Issuer or its affiliates of any other
performance goals set by the Compensation Committee; or (iii) any combination of the above
conditions as specified in the applicable award agreement. If the specified conditions are not
attained, the Participant will forfeit the portion of the restricted stock award with respect to which
those conditions are not attained, and the underlying Subordinate Voting Shares will be
forfeited. At the end of the restriction period, if the conditions, if any, have been satisfied, the
restrictions imposed will lapse with respect to the applicable number of Subordinate Voting
Shares. During the restriction period, unless otherwise provided in the applicable award
agreement, a Participant will have the right to vote the shares underlying the restricted stock;
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however, all dividends will remain subject to restriction until the stock with respect to which the
dividend was issued lapses. The Compensation Committee may, in its discretion, accelerate the
vesting and delivery of shares of restricted stock. Unless otherwise provided in the applicable
award agreement or as may be determined by the Compensation Committee, upon a
Participant’s termination of service with the Resulting Issuer, the unvested portion of a restricted
stock award will be forfeited.

RSUs

RSUs are granted in reference to a specified number of Subordinate Voting Shares and entitle
the holder to receive, on achievement of specific performance goals established by the
Compensation Committee, after a period of continued service with the Resulting Issuer or its
affiliates or any combination of the above as set forth in the applicable award agreement, one
Subordinate Voting Share for each such Subordinate Voting Share covered by the RSU;
provided, that the Compensation Committee may elect to pay cash, or part cash and part
Subordinate Voting Shares in lieu of delivering only Subordinate Voting Shares. The
Compensation Committee may, in its discretion, accelerate the vesting of RSUs. Unless
otherwise provided in the applicable award agreement or as may be determined by the
Compensation Committee, upon a Participant’s termination of service with the Resulting Issuer,
the unvested portion of the RSUs will be forfeited.

Stock Appreciation Rights

An SAR entitles the recipient to receive, upon exercise of the SAR, the increase in the fair
market value of a specified number of Subordinate Voting Shares from the date of the grant of
the SAR and the date of exercise payable in Subordinate Voting Shares. Any grant may specify
a vesting period or periods before the SAR may become exercisable and permissible dates or
periods on or during which the SAR shall be exercisable. No SAR may be exercised more than
ten years from the grant date. Upon a Participant’s termination of service, the same general
conditions applicable to Options as described above would be applicable to the SAR.

Other Stock-Based Awards

The Compensation Committee may grant other awards that are denominated or valued in whole
or in part by reference to Subordinate Voting Shares. The Compensation Committee shall
determine the terms and condition of such awards. No Other Stock-Based Award shall contain
a purchase right or option-like exercise feature.

General

The Compensation Committee may impose restrictions on the grant, exercise or payment of an
Award as it determines appropriate. Generally, Awards granted under the Equity Incentive Plan
shall be non-transferable except by will or by the laws of descent and distribution. No Participant
shall have any rights as a shareholder with respect to Subordinate Voting Shares covered by
Options, SARs, restricted stock awards, RSUs or other stock-based awards, unless and until
such Awards are settled in Subordinate Voting Shares.

No Option (or, if applicable, SARs) shall be exercisable, no Subordinate Voting Shares shall be
issued, no certificates for Subordinate Voting Shares shall be delivered and no payment shall be
made under the Equity Incentive Plan except in compliance with all applicable laws.
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The Resulting Issuer Board may amend, alter, suspend, discontinue or terminate the Equity
Incentive Plan and the Compensation Committee may amend any outstanding Award at any
time; provided that (i) such amendment, alteration, suspension, discontinuation, or termination
shall be subject to the approval of the Resulting Issuer’s shareholders if such approval is
necessary to comply with any tax or regulatory requirement applicable to the Equity Incentive
Plan (including, without limitation, as necessary to comply with any rules or requirements of
applicable securities exchange), (ii) no such amendment or termination may adversely affect
Awards then outstanding without the Award holder’s permission, and iii) such amendment,
alteration, suspension, discontinuation, or termination is in compliance with CSE Policies.

In the event of any reorganization, merger, consolidation, split-up, spin-off, combination, plan of
arrangement, take-over bid or tender offer, repurchase or exchange of Subordinate Voting
Shares or other securities of the Resulting Issuer or any other similar corporate transaction or
event involving the Resulting Issuer (or the Resulting Issuer shall enter into a written agreement
to undergo such a transaction or event), the Compensation Committee or the Resulting Issuer
Board may, in its sole discretion, provide for any (or a combination) of the following to be
effective upon the consummation of the event (or effective immediately prior to the
consummation of the event, provided that the consummation of the event subsequently occurs):

• termination of the Award, whether or not vested, in exchange for cash and/or
other property, if any, equal to the amount that would have been attained upon
the exercise of the vested portion of the Award or realization of the Participant’s
vested rights,

• the replacement of the Award with other rights or property selected by the
Compensation Committee or the Resulting Issuer Board, in its sole discretion,

• assumption of the Award by the successor or survivor Resulting Issuer, or a
parent or subsidiary thereof, or shall be substituted for by similar options, rights
or awards covering the stock of the successor or survivor Resulting Issuer, or a
parent or subsidiary thereof, with appropriate adjustments as to the number and
kind of shares and prices,

• that the Award shall be exercisable or payable or fully vested with respect to all
Subordinate Voting Shares covered thereby, notwithstanding anything to the
contrary in the applicable award agreement, or

• that the Award cannot vest, be exercised or become payable after a date certain
in the future, which may be the effective date of the event.

Tax Withholding

The Resulting Issuer may take such action as it deems appropriate to ensure that all applicable
federal, state, local and/or foreign payroll, withholding, income or other taxes, which are the sole
and absolute responsibility of a Participant, are withheld or collected from such Participant.
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10. DESCRIPTION OF THE SECURITIES

10.1 Description of the Resulting Issuer’s Securities

The Resulting Issuer will be authorized to issue an unlimited number of Subordinate Voting
Shares, an unlimited number of Multiple Voting Shares, an unlimited number of Super Voting
Shares and an unlimited number of Preferred Shares, issuable in series. Upon completion of the
Transaction, the outstanding capital of the Resulting Issuer consists of: (i) 62,330,432
Subordinate Voting Shares; (ii) 2,113,948 Multiple Voting Shares (which includes securities to
be issued in connection with an acquisition); (iii) 2,000,000 Super Voting Shares and (iv) no
Preferred Shares.

Take-Over Bid Protection

Under applicable Canadian law, an offer to purchase Super Voting Shares would not
necessarily require that an offer be made to purchase Subordinate Voting Shares or Multiple
Voting Shares. In accordance with the rules applicable to most senior issuers in Canada, in the
event of a take-over bid, the holders of Subordinate Voting Shares or of Multiple Voting Shares
will be entitled to participate on an equal footing with holders of Super Voting Shares. The Initial
Holders, as the owners of all the outstanding Super Voting Shares, will enter into a customary
coattail agreement with the Resulting Issuer and a trustee (the “Coattail Agreement”). The
Coattail Agreement will contain provisions customary for dual class, listed corporations
designed to prevent transactions that otherwise would deprive the holders of Subordinate Voting
Shares or of Multiple Voting Shares of rights under applicable provincial take-over bid legislation
to which they would have been entitled if the Super Voting Shares had been Subordinate Voting
Shares or Multiple Voting Shares.

The undertakings in the Coattail Agreement will not apply to prevent a sale by any Principal of
Super Voting Shares if concurrently an offer is made to purchase Subordinate Voting Shares
and Multiple Voting Shares that:

(i) offers a price per Subordinate Voting Share or Multiple Voting Share (on an as
converted to Subordinate Voting Share basis) at least as high as the highest price per share
paid pursuant to the take-over bid for the Super Voting Shares (on an as converted to
Subordinate Voting Share basis);

(ii) provides that the percentage of outstanding Subordinate Voting Shares or Multiple
Voting Shares to be taken up (exclusive of shares owned immediately prior to the offer by the
offeror or persons acting jointly or in concert with the offeror) is at least as high as the
percentage of Super Voting Shares to be sold (exclusive of Super Voting Shares owned
immediately prior to the offer by the offeror and persons acting jointly or in concert with the
offeror);

(iii) has no condition attached other than the right not to take up and pay for Subordinate
Voting Shares or Multiple Voting Shares tendered if no shares are purchased pursuant to the
offer for Super Voting Shares; and

(iv) is in all other material respects identical to the offer for Super Voting Shares.

In addition, the Coattail Agreement will not prevent the transfer of Super Voting Shares by a
Principal to a Permitted Holder (as defined below). The conversion of Super Voting Shares into
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Subordinate Voting Shares, whether or not such Subordinate Voting Shares are subsequently
sold, would not constitute a disposition of Super Voting Shares for the purposes of the Coattail
Agreement.

Under the Coattail Agreement, any disposition of Super Voting Shares (including a transfer to a
pledgee as security) by a holder of Super Voting Shares party to the agreement will be
conditional upon the transferee or pledgee becoming a party to the Coattail Agreement, to the
extent such transferred Super Voting Shares are not automatically converted into Multiple
Voting Shares in accordance with the Articles.

The Coattail Agreement will contain provisions for authorizing action by the trustee to enforce
the rights under the Coattail Agreement on behalf of the holders of the Subordinate Voting
Shares or of the Multiple Voting Shares. The obligation of the trustee to take such action will be
conditional on the Resulting Issuer or holders of the Subordinate Voting Shares or of the
Multiple Voting Shares, as the case may be, providing such funds and indemnity as the trustee
may require. No holder of Subordinate Voting Shares or of Multiple Voting Shares, as the case
may be, will have the right, other than through the trustee, to institute any action or proceeding
or to exercise any other remedy to enforce any rights arising under the Coattail Agreement
unless the trustee fails to act on a request authorized by holders of not less than 10% of the
outstanding Subordinate Voting Shares or Multiple Voting Shares, as the case may be, and
reasonable funds and indemnity have been provided to the trustee. The Resulting Issuer will
agree to pay the reasonable costs of any action that may be taken in good faith by holders of
Subordinate Voting Shares or of Multiple Voting Shares, as the case may be, pursuant to the
Coattail Agreement.

The Coattail Agreement will provide that it may not be amended, and no provision thereof may
be waived, unless, prior to giving effect to such amendment or waiver, the following have been
obtained: (a) the consent of any applicable securities regulatory authority in Canada and (b) the
approval of at least 66-2⁄3% of the votes cast by holders of Subordinate Voting Shares and 66-
2⁄3% of the votes cast by holders of Multiple Voting Shares excluding votes attached to 
Subordinate Voting Shares and to Multiple Voting Shares, if any, held by the Principal
Shareholders, their affiliates and any persons who have an agreement to purchase Super
Voting Shares on terms which would constitute a sale or disposition for purposes of the Coattail
Agreement other than as permitted thereby.

No provision of the Coattail Agreement will limit the rights of any holders of Subordinate Voting
Shares or of Multiple Voting Shares under applicable law.

Subordinate Voting Shares (formerly post-consolidation common shares of Rockbridge)

Reclassification: Each post-consolidation common share held by a shareholder of
the Resulting Issuer will be reclassified into one Subordinate Voting
Share.

Right to Notice
and Vote:

Holders of Subordinate Voting Shares will be entitled to notice of
and to attend at any meeting of the shareholders of the Resulting
Issuer, except a meeting of which only holders of another particular
class or series of shares of the Resulting Issuer will have the right
to vote. At each such meeting, holders of Subordinate Voting
Shares will be entitled to one vote in respect of each Subordinate
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Voting Share held.

Class Rights: As long as any Subordinate Voting Shares remain outstanding, the
Resulting Issuer will not, without the consent of the holders of the
Subordinate Voting Shares by separate special resolution,
prejudice or interfere with any right attached to the Subordinate
Voting Shares. Holders of Subordinate Voting Shares will not be
entitled to a right of first refusal to subscribe for, purchase or
receive any part of any issue of Subordinate Voting Shares, or
bonds, debentures or other securities of the Resulting Issuer.

Dividends: Holders of Subordinate Voting Shares will be entitled to receive as
and when declared by the directors of the Resulting Issuer,
dividends in cash or property of the Resulting Issuer. No dividend
will be declared or paid on the Subordinate Voting Shares unless
the Resulting Issuer simultaneously declares or pays, as
applicable, equivalent dividends (on an as-converted to
Subordinate Voting Share basis) on the Multiple Voting Shares and
Super Voting Shares.

Participation: In the event of the liquidation, dissolution or winding-up of the
Resulting Issuer, whether voluntary or involuntary, or in the event of
any other distribution of assets of the Resulting Issuer among its
shareholders for the purpose of winding up its affairs, the holders of
Subordinate Voting Shares will, subject to the prior rights of the
holders of any shares of the Resulting Issuer ranking in priority to
the Subordinate Voting Shares, be entitled to participate rateably
along with all other holders of Subordinate Voting Shares, Multiple
Voting Shares (on an as-converted to Subordinate Voting Share
basis) and Super Voting Shares (on an as-converted to
Subordinate Voting Share basis)

Changes: No subdivision or consolidation of the Subordinate Voting Shares,
Multiple Voting Shares or Super Voting Shares shall occur unless,
simultaneously, the Subordinate Voting Shares, Multiple Voting
Shares and Super Voting Shares are subdivided or consolidated in
the same manner, so as to maintain and preserve the relative rights
of the holders of the shares of each of the said classes.

Conversion: In the event that an offer is made to purchase Multiple Voting
Shares and the offer is one which is required, pursuant to
applicable securities legislation or the rules of a stock exchange on
which the Multiple Voting Shares are then listed, to be made to all
or substantially all the holders of Multiple Voting Shares in a given
province or territory of Canada to which these requirements apply,
each Subordinate Voting Share shall become convertible at the
option of the holder into Multiple Voting Shares at the inverse of the
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Conversion Ratio then in effect at any time while the offer is in
effect until one day after the time prescribed by applicable
securities legislation for the offeror to take up and pay for such
shares as are to be acquired pursuant to the offer. The conversion
right may only be exercised in respect of Subordinate Voting
Shares for the purpose of depositing the resulting Multiple Voting
Shares pursuant to the offer, and for no other reason. In such
event, the Resulting Issuer’s transfer agent shall deposit the
resulting Multiple Voting Shares on behalf of the holder. Should the
Multiple Voting Shares issued upon conversion and tendered in
response to the offer be withdrawn by shareholders or not taken up
by the offeror, or should the offer be abandoned or withdrawn, the
Multiple Voting Shares resulting from the conversion shall be
automatically reconverted, without further intervention on the part of
the Resulting Issuer or on the part of the holder, into Subordinate
Voting Shares at the Conversion Ratio then in effect.

Redemption
Right:

The Resulting Issuer will be entitled to redeem the Subordinate
Voting Shares of an “Unsuitable Person” in certain circumstances.
See “Redemption Right for Unsuitable Person”.

Multiple Voting Shares

Right to Vote: Holders of Multiple Voting Shares will be entitled to notice of and to
attend at any meeting of the shareholders of the Resulting Issuer,
except a meeting of which only holders of another particular class
or series of shares of the Resulting Issuer will have the right to
vote. At each such meeting, holders of Multiple Voting Shares will
be entitled to one vote in respect of each Subordinate Voting Share
into which such Multiple Voting Share could then be converted
(currently 100 votes per Multiple Voting Share held).

Class Rights: As long as any Multiple Voting Shares remain outstanding, the
Resulting Issuer will not, without the consent of the holders of the
Multiple Voting Shares by separate special resolution, prejudice or
interfere with any right attached to the Multiple Voting Shares.
Holders of Multiple Voting Shares will not be entitled to a right of
first refusal to subscribe for, purchase or receive any part of any
issue of Subordinate Voting Shares, or bonds, debentures or other
securities of the Resulting Issuer.

Dividends: The holders of the Multiple Voting Shares are entitled to receive
such dividends as may be declared and paid to holders of the
Subordinate Voting Shares in any financial year as the Board of the
Resulting Issuer may by resolution determine, on an as-converted
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to Subordinate Voting Share basis. No dividend will be declared or
paid on the Multiple Voting Shares unless the Resulting Issuer
simultaneously declares or pays, as applicable, equivalent
dividends (on an as-converted to Subordinate Voting Share basis)
on the Subordinate Voting Shares and Super Voting Shares.

Participation: In the event of the liquidation, dissolution or winding-up of the
Resulting Issuer, whether voluntary or involuntary, or in the event of
any other distribution of assets of the Resulting Issuer among its
shareholders for the purpose of winding up its affairs, the holders of
Multiple Voting Shares will, subject to the prior rights of the holders
of any shares of the Resulting Issuer ranking in priority to the
Multiple Voting Shares, be entitled to participate rateably along with
all other holders of Multiple Voting Shares (on an as-converted to
Subordinate Voting Share basis), Subordinate Voting Shares and
Super Voting Shares (on an as-converted to Subordinate Voting
Share basis)

Changes: No subdivision or consolidation of the Subordinate Voting Shares,
Multiple Voting Shares or Super Voting Shares shall occur unless,
simultaneously, the Subordinate Voting Shares, Multiple Voting
Shares and Super Voting Shares are subdivided or consolidated in
the same manner, so as to maintain and preserve the relative rights
of the holders of the shares of each of the said classes.

Conversion: The Multiple Voting Shares each have a restricted right to convert
into 100 Subordinate Voting Shares (the “Conversion Ratio”),
subject to adjustments for certain customary corporate changes.
The ability to convert the Multiple Voting Shares is subject to a
restriction that the aggregate number of Subordinate Voting
Shares, Multiple Voting Shares and Super Voting Shares held of
record, directly or indirectly, by residents of the United States (as
determined in accordance with Rules 3b-4 and 12g3-2(a) under the
Securities Exchange Act of 1934, as amended, may not exceed
forty percent (40%) of the aggregate number of Subordinate Voting
Shares, Multiple Voting Shares and Super Voting Shares issued
and outstanding after giving effect to such conversions and to a
restriction on beneficial ownership of Subordinate Voting Shares
exceeding certain levels. In addition, the Multiple Voting Shares will
be automatically converted into Subordinate Voting Shares in
certain circumstances, including upon the registration of the
Subordinate Voting Shares under the United States Securities Act
of 1933, as amended.

In the event that an offer is made to purchase Subordinate Voting
Shares and the offer is one which is required, pursuant to
applicable securities legislation or the rules of a stock exchange on
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which the Subordinate Voting Shares are then listed, to be made to
all or substantially all the holders of Subordinate Voting Shares in a
given province or territory of Canada to which these requirements
apply, each Multiple Voting Share shall become convertible at the
option of the holder into Subordinate Voting Shares at the
Conversion Ratio at any time while the offer is in effect until one
day after the time prescribed by applicable securities legislation for
the offeror to take up and pay for such shares as are to be acquired
pursuant to the offer. The conversion right may be exercised in
respect of Multiple Voting Shares for the purpose of depositing the
resulting Multiple Voting Shares pursuant to the offer. Should the
Subordinate Voting Shares issued upon conversion and tendered
in response to the offer be withdrawn by shareholders or not taken
up by the offeror, or should the offer be abandoned or withdrawn,
the Subordinate Voting Shares resulting from the conversion shall
be automatically reconverted, without further intervention on the
part of the Resulting Issuer or on the part of the holder, into Multiple
Voting Shares at the inverse of the Conversion Ratio then in effect.

Redemption
Right:

The Resulting Issuer will be entitled to redeem the Multiple Voting
Shares of an “Unsuitable Person” in certain circumstances. See
“Redemption Right for Unsuitable Person”.

Super Voting Shares

Right to Vote Holders of Super Voting Shares will be entitled to notice of and to attend
at any meeting of the shareholders of the Resulting Issuer, except a
meeting of which only holders of another particular class or series of
shares of the Resulting Issuer will have the right to vote. At each such
meeting, holders of Super Voting Shares will be entitled to 200 votes in
respect of each Subordinate Voting Share into which such Super Voting
Share could ultimately then be converted (currently 1 Subordinate Voting
Share per Super Voting Share held).

Class Rights As long as any Super Voting Shares remain outstanding, the Resulting
Issuer will not, without the consent of the holders of the Super Voting
Shares by separate special resolution, prejudice or interfere with any right
or special right attached to the Super Voting Shares. Additionally, consent
of the holders of a majority of the outstanding Super Voting Shares will be
required for any action that authorizes or creates shares of any class
having preferences superior to or on a parity with the Super Voting
Shares. In connection with the exercise of the voting rights in respect of
any such approvals, each holder of Super Voting Shares will have one
vote in respect of each Super Voting Share held. The holders of Super
Voting Shares will not be entitled to a right of first refusal to subscribe for,
purchase or receive any part of any issue of Subordinate Voting Shares,
bonds, debentures or other securities of the Resulting Issuer not
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convertible into Super Voting Shares.

Dividends The holders of the Super Voting Shares are entitled to receive such
dividends as may be declared and paid to holders of the Subordinate
Voting Shares in any financial year as the Board of the Resulting Issuer
may by resolution determine, on an as-converted to Subordinate Voting
Share basis. No dividend will be declared or paid on the Super Voting
Shares unless the Resulting Issuer simultaneously declares or pays, as
applicable, equivalent dividends (on an as-converted to Subordinate
Voting Share basis) on the Multiple Voting Shares and Subordinate
Voting Shares.

Participation In the event of the liquidation, dissolution or winding-up of the Resulting
Issuer, whether voluntary or involuntary, or in the event of any other
distribution of assets of the Resulting Issuer among its shareholders for
the purpose of winding up its affairs, the holders of Super Voting Shares
will, subject to the prior rights of the holders of any shares of the
Resulting Issuer ranking in priority to the Super Voting Shares, be entitled
to participate rateably along with all other holders of Super Voting Shares
(on an as-converted to Subordinate Voting Share basis), Subordinate
Voting Shares and Multiple Voting Shares (on an as-converted to
Subordinate Voting Share basis).

Changes No subdivision or consolidation of the Subordinate Voting Shares,
Multiple Voting Shares or Super Voting Shares shall occur unless,
simultaneously, the Subordinate Voting Shares, Multiple Voting Shares
and Super Voting Shares are subdivided or consolidated in the same
manner, so as to maintain and preserve the relative rights of the holders
of the shares of each of the said classes.

Conversion Each Super Voting Share has a right to convert into 1 Subordinate Voting
Share subject to customary adjustments for certain corporate changes.

Conversion at the
Option of the
Resulting Issuer

The Resulting Issuer will have the right to convert all or some of the
Super Voting Shares from a holder of Super Voting Shares into an equal
number of Subordinate Voting Shares subject to customary adjustments
for certain corporate changes:

(a) upon the transfer by the holder thereof to anyone other than (i) an
immediate family member of Jason Vedadi or Steven White (the “Initial
Holders”) or a transfer for purposes of estate or tax planning to a
company or person that is wholly beneficially owned by an Initial Holder
or immediate family members of an Initial Holder or which an Initial
Holder or immediate family members of an Initial Holder are the sole
beneficiaries thereof; or (ii) a party approved by the Resulting Issuer
(together with the Initial Holders, “Permitted Holders”); or

(b) if at any time the aggregate number of issued and outstanding Super
Voting Shares beneficially owned, directly or indirectly, by an Initial
Holder of the Super Voting Shares and the Initial Holder’s predecessor or
transferor, permitted transferees and permitted successors, divided by
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the number of Super Voting Shares beneficially owned, directly or
indirectly, by the holder (and the Initial Holder’s predecessor or transferor,
permitted transferees and permitted successors) as at the date of
completion of the Business Combination is less than 50%. The Initial
Holders of Super Voting Shares will, from time to time upon the request of
the Resulting Issuer, provide to the Resulting Issuer evidence as to such
Initial Holders’ direct and indirect beneficial ownership (and that of its
permitted transferees and permitted successors) of Super Voting Shares
to enable the Resulting Issuer to determine if its right to convert has
occurred. For purposes of these calculations, a holder of Super Voting
Shares will be deemed to beneficially own Super Voting Shares held by
an intermediate company or fund in proportion to their equity ownership
of such company or fund, unless such company or fund holds such
shares for the benefit of such holder, in which case they will be deemed
to own 100% of such shares held for their benefit.

The Resulting Issuer is not required to convert Super Voting Shares on a
pro-rata basis among the holders of Super Voting Shares.

Preferred Shares

Issuable in Series The Preferred Shares may at any time and from time to time be issued in
one or more series, as determined by the board of directors.

Right to Vote Except as otherwise provided with respect to any particular series
of Preferred Shares and as otherwise required by law, the holders
of the Preferred Shares shall not be entitled as a class to receive
notice of or to attend or to vote at any annual or general meeting of
the shareholders of the Company

Participation In the event of a capital distribution, the Preferred Shares will be
entitled to a preference and priority over the Subordinate Voting
Shares, Multiple Voting Shares and Super Voting Shares with
respect to the distribution of assets of the Company and each
series may be given such other preference over such classes of
shares as determined by the directors. Where amounts are
payable on a capital distribution to Preferred Shares, holders of all
series of Preferred Shares will be entitled to participate rateably in the
return of capital in respect of the Preferred Shares as a class in
accordance with the amounts that would be payable on the return of
capital if all amounts so payable were paid in full.

Redemption Right from Unsuitable Person

The Resulting Issuer will have a redemption right for Subordinate Voting Shares to allow the
Resulting Issuer to comply with applicable licensing regulations. The purpose of the redemption
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right is to provide the Resulting Issuer with a means of protecting itself from having a
shareholder, or as determined by the Board, a group of shareholders acting jointly or in concert
(an “Unsuitable Person”) with an ownership interest of, whether of record or beneficially (or
having the power to exercise control or direction over), five percent (5%) or more of the issued
and outstanding shares of the Resulting Issuer (calculated on as-converted to Subordinate
Voting Share basis), who a governmental authority granting licenses to the Resulting Issuer
(including to any subsidiary) has determined to be unsuitable to own shares, or whose
ownership of Subordinate Voting Shares or Multiple Voting Shares may result in the loss,
suspension or revocation (or similar action) with respect to any licenses relating to the Resulting
Issuer’s conduct of business (being the conduct of any activities relating to the cultivation,
processing and dispensing of cannabis and cannabis, derived products in the United States,
which include the owning and operating of cannabis licenses) or in the Resulting Issuer being
unable to obtain any new licenses in the normal course, including, but not limited to, as a result
of such person’s failure to apply for a suitability review from or to otherwise fail to comply with
the requirements of a governmental authority, as determined by the Board, in its sole discretion,
after consultation with legal counsel and if a license application has been filed, after consultation
with the applicable governmental authority.

The terms of the Subordinate Voting Shares and Multiple Voting Shares provide the Resulting
Issuer with a right, but not the obligation, at its option, to redeem Subordinate Voting Shares
and/or Multiple Voting Shares held by an Unsuitable Person at the redemption price described
below. This right is required in order for the Resulting Issuer to comply with regulations in
various jurisdictions where the Resulting Issuer conducts business or is expected to conduct
business, which provide that the shareholders of a company requiring a license who hold over a
certain percentage threshold of the issued and outstanding shares of the Resulting Issuer
cannot be deemed “unsuitable” by the applicable governmental authority issuing the license in
order for such company’s license to be issued and to remain valid and in effect.

A redemption notice may be delivered by Resulting Issuer to the Unsuitable Person and will set
forth: (i) the redemption date, (ii) the number of Subordinate Voting Shares and/or Multiple
Voting Shares to be redeemed, (iii) the formula pursuant to which the redemption price will be
determined and the manner of payment therefor, (iv) the place where such Subordinate Voting
Shares and/or Multiple Voting Shares (or certificate thereto, as applicable) will be surrendered
for payment, duly endorsed in blank or accompanied by proper instruments of transfer, (v) a
copy of the Valuation Opinion (if the Resulting Issuer is no longer listed on the CSE or another
recognized securities exchange), and (vi) any other requirement of surrender of the redeemed
shares. The redemption notice will be sent to the Unsuitable Person not less than 30 trading
days prior to the redemption date, except as otherwise provided below. The Resulting Issuer will
send a written notice confirming the amount of the redemption price as soon as possible
following the determination of such redemption price. The redemption notice may be conditional
such that the Resulting Issuer need not redeem the Subordinate Voting Shares and/or the
Multiple Voting Shares on the redemption date if the Board determines, in its sole discretion,
that such redemption is no longer advisable or necessary. For purposes of the foregoing, “Fair
Market Value” means: (i) the volume weighted average trading price (VWAP) of the Subordinate
Voting Shares during the five (5) trading day period immediately after the date of the redemption
notice on the CSE or other national or regional securities exchange on which the Subordinate
Voting Shares are listed (divided by 100 in the case of the Multiple Voting Shares), (ii) if no such
quotations are available, the fair market value per share of such Subordinate Voting Shares
and/or Multiple Voting Shares as set forth in a valuation and fairness opinion (“Valuation
Opinion”) from an investment banking firm of nationally recognized standing in Canada
(qualified to perform such task and which is disinterested in the contemplated redemption and
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has not in the then past two years provided services for a fee to the Resulting or its affiliates) or
a disinterested nationally recognized accounting firm.

The redemption date will be not less than 30 trading days from the date of the redemption notice
unless a governmental authority requires that the Subordinate Voting Shares and/or Multiple
Voting Shares be redeemed as of an earlier date, in which case the redemption date will be
such earlier date, and if there is an outstanding redemption notice, the Resulting Issuer will
issue an amended redemption notice reflecting the new redemption date forthwith.

From and after the date the redemption notice is delivered, an Unsuitable Person owning
Subordinate Voting Shares and/or Multiple Voting Shares called for redemption will cease to
have any voting rights. From and after the redemption date, any and all rights of any nature
which may be held by an Unsuitable Person with respect to such person’s Subordinate Voting
Shares and/or Multiple Voting Shares will cease and, thereafter, the Unsuitable Person will be
entitled only to receive the redemption price, without interest, on the redemption date; provided,
however, that if any such Subordinate Voting Shares and/or Multiple Voting Shares come to be
owned solely by persons other than an Unsuitable Person (such as by transfer of such
Subordinate Voting Shares and/or Multiple Voting Shares to a liquidating trust, subject to the
approval of any applicable governmental authority), such persons may exercise voting rights of
such Subordinate Voting Shares and/or Multiple Voting Shares and the Board may determine, in
its sole discretion, not to redeem such Subordinate Voting Shares. The Resulting Issuer’s
redemption right is unilateral. Unless an Unsuitable Person otherwise disposes of his, her or its
Subordinate Voting Shares and/or Multiple Voting Shares, such Unsuitable Person cannot
prevent the Resulting Issuer from exercising its redemption right.

Following redemption, the redeemed Subordinate Voting Shares and/or Multiple Voting Shares
will be cancelled.

If the Resulting Issuer exercises its right to redeem Subordinate Voting Shares and/or Multiple
Voting Shares from an Unsuitable Person, (i) the Resulting Issuer may fund the redemption
price, which may be substantial in amount in certain circumstances, from its existing cash
resources, the incurrence of indebtedness, the issuance of additional securities including debt
securities, the issuance of a promissory note issued to the Unsuitable Person or a combination
of the foregoing sources of funding, (ii) the number of Subordinate Voting Shares and/or
Multiple Voting Shares outstanding will be reduced by the number of applicable shares
redeemed, and (iii) the Resulting Issuer cannot provide any assurance that the redemption will
adequately address the concerns of any governmental authorities or enable the Resulting Issuer
to make all required governmental filings or obtain and maintain all licenses, permits or other
governmental approvals that are required to conduct its business. The Resulting Issuer cannot
prevent an Unsuitable Person from acquiring or reacquiring shares, and can only address such
unsuitability by exercising its redemption rights pursuant to the redemption provision. To the
extent required by applicable laws, the Resulting Issuer may deduct and withhold any tax from
the redemption price. To the extent any amounts are so withheld and are timely remitted to the
applicable governmental authority, such amounts shall be treated for all purposes herein as
having been paid to the person in respect of which such deduction and withholding was made.

A holder of the Subordinate Voting Shares and/or Multiple Voting Shares will be prohibited from
acquiring or disposing of five percent (5%) or more of the issued and outstanding shares of the
Resulting Issuer (calculated on an as-converted to Subordinate Voting Share basis), directly or
indirectly, in one or more transactions, without providing 15 days' advance written notice to the
Resulting Issuer by mail sent to the Resulting Issuer’s registered office to the attention of the
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Corporate Secretary. The foregoing restriction will not apply to the ownership, acquisition or
disposition of shares as a result of: (i) transfer of Subordinate Voting Shares and/or Multiple
Voting Shares occurring by operation of law including, inter alia, the transfer of Subordinate
Voting Shares and/or Multiple Voting Shares to a trustee in bankruptcy, (ii) an acquisition or
proposed acquisition by one or more underwriters or portfolio managers who hold Subordinate
Voting Shares for the purposes of distribution to the public or for the benefit of a third party
provided that such third party is in compliance with the foregoing restriction, or (iii) conversion,
exchange or exercise of securities of the Resulting Issuer following the Business Combination
(other than the Subordinate Voting Shares) duly issued or granted by the Resulting Issuer, into
or for Subordinate Voting Shares, in accordance with their respective terms. If the Board
reasonably believes that any such holder of the Subordinate Voting Shares and/or Multiple
Voting Shares may have failed to comply with the foregoing restrictions, the Resulting Issuer
may apply to the Supreme Court of British Columbia, or such other court of competent
jurisdiction for an order directing that such shareholder disclose the number of Subordinate
Voting Shares held.

Notwithstanding the adoption of the proposed redemption provisions, the Resulting Issuer may
not be able to exercise its redemption rights in full or at all. Under the BCBCA, a corporation
may not make any payment to redeem shares if there are reasonable grounds for believing that
the company is unable to pay its liabilities as they become due in the ordinary course of its
business or if making the payment of the redemption price or providing the consideration would
cause the company to be unable to pay its liabilities as they become due in the ordinary course
of its business. Furthermore, the Letter Credit Agreement contains (and the Resulting Issuer
may become subject to other) contractual restrictions on its ability to redeem its shares. In the
event that restrictions prohibit the Resulting Issuer from exercising its redemption rights in part
or in full, the Resulting Issuer will not be able to exercise its redemption rights absent a waiver
of such restrictions, which the Resulting Issuer may not be able to obtain on acceptable terms or
at all.

10.2 – 10.6 Miscellaneous Securities Provisions

See Section 10.1 above.

10.7 Prior Sales of Common Shares

The following tables set forth the issuances of common shares of the Corporation within the last
twelve (12) months before the date of this Listing Statement (excluding securities issued upon
closing of the Transaction).

Date Issued Number of
Common
Shares

(1)

Issue Price per
Share ($)

Aggregate Issue
Price ($)

Nature of
Consideration

November 13,
2018

512,626 C$0.2926 C$150,000 Finder’s Fee

November 6, 2018 400,000 C$0.205 C$82,000 Cash for Option
Exercise

September 26,
2018

833,333 C$0.06 C$50,000 Cash
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August 24, 2018 2,148,007 C$0.06 C$128,880.43 Shares for Debt

August 24, 2018 3,333,333 C$0.06 C$200,000 Cash

Notes:
1. Post-Consolidated Common Shares. On August 22, 2018, the Corporation consolidated its common shares on a 4 pre-

consolidation for 1 post-consolidation basis. On November 14, 2018 the Common Shares were further consolidated on a
29.41125 to 1 basis and reclassified as Subordinate Voting Shares in connection with the Transaction.

Harvest

Immediately prior to the RTO, there were 219,987,915 Harvest Class A Shares and 2,000,000
Harvest Class B Shares issued and outstanding as well as Convertible Promissory Notes in the
aggregate principal amount of US$50.3 million issued and outstanding. All of such shares and
notes were issued in the prior 12 months

10.8 Stock Exchange Price

None of the matters set out in sections 10.8 of CSE – Form 2A are applicable to Subordinate
Voting Shares or the Corporation Shares.

11. ESCROWED SECURITIES

The Resulting Issuer is not subject to escrow. Directors, officers and significant shareholders
have entered into lock-up agreements pursuant to which such parties have agreed, subject to
customary carve-outs and exceptions, not to sell any Subordinate Voting Shares (or announce
any intention to do so), or any securities issuable in exchange therefor, for a period of 180 days
from the date of the Transaction.

12. PRINCIPAL SHAREHOLDERS

12.1 and 12.2 Principal Shareholders

To the knowledge of the directors and officers of each of the Corporation and Harvest, following
the Transaction, the following Persons will beneficially own, directly or indirectly, or exercise
control or direction over voting securities carrying more than 10% of the voting rights attached to
any class of voting securities of the Resulting Issuer:

PRINCIPAL SHAREHOLDERS

Name, Jurisdiction of
Residence

Number of
Shares

Class of Shares Ownership
Percentage

of Class

Jason Vedadi, Arizona 1,000,000 Super Voting Shares Direct 50%

Jason Vedadi, Arizona 485,098 Multiple Voting Shares Beneficial 23.0%

Steven White, Arizona 1,000,000 Super Voting Shares Direct 50%

Steven White, Arizona 228,215 Multiple Voting Shares Beneficial 10.8%
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12.3 Voting Trusts

To the knowledge of the Resulting Issuer, no voting trust exists within the Resulting Issuer such
that more than 10% of any class of voting securities of the Corporation are held, or are to be
held, subject to any voting trust or other similar agreement.

12.4 Associates and Affiliates

To the knowledge of the Resulting Issuer none of the principal shareholders is an Associate or
Affiliate of any other principal shareholder.

13. DIRECTORS AND OFFICERS

13.1 – 13.5 Directors and Officers

The Articles of the Resulting Issuer provide that the number of directors should not be fewer
than three (3) directors. Each director shall hold office until the close of the next annual general
meeting of the Resulting Issuer, or until his or her successor is duly elected or appointed, unless
his or her office is earlier vacated. The Resulting Issuer’s Board of Directors currently consists
of four (4) directors, of whom two (2) can be defined as an “unrelated director” or a director who
is independent of management and is free from any interests and any business or other
relationship which could, or could reasonably be perceived to, materially interfere with the
director’s ability to act with a view to the best interests of the Resulting Issuer, other than
interests and relationships arising from shareholders, and do not have interests in or
relationships with the Resulting Issuer.

The following table lists the names, municipalities of residence of the proposed directors and
officers of the Resulting Issuer, their positions and offices to be held with the Resulting Issuer,
and their principal occupations during the past five (5) years and the number of securities of the
Resulting Issuer that are beneficially owned, directly or indirectly, or over which control or
direction will be exercised by each.

Name, Municipality
of Residence and

Position Held

Principal
Occupation for
Past Five Years

Director of
the

Resulting
Issuer
Since

Number and
Percentage of

Common Shares
Beneficially Owned
or Controlled Prior
to the Transaction

Number and Percentage of
Super Voting, Multiple

Voting and/or Subordinate
Voting Shares (as

applicable) Beneficially
Owned or Controlled After

the Transaction

Steven White
(1)

Director, Chief
Executive Officer
Tempe, AZ

Founder and
executive of
Harvest

- -
1,000,000 Super Voting

Shares/100%
228,215/10.8%

Jason Vedadi
Director
Executive Chairman
Scottsdale, AZ

Executive of
Harvest,
Manager of
Vedadi Corp.
LLC and Vedadi
Homes, LLC.

- -
1,000,000 Super Voting

Shares/100%
485,098/23.0%

Elroy Sailor
(1)(2)

Director
Haymarket, VA

President and
CEO of the J.C.
Watts
Companies

- - -
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Mark Barnard
(2)

Director
Singapore

CEO Octopus
Global Holdings
PTE Ltd.

- - -

Frank Bedu-Addo
(1)

(2)

Director
Stamford, CT

CEO PDS
Biotechnology
Corporation

- - -

Steve Gutterman
President
Denver, CO

President of
Harvest, CEO of
Mobile Accord

n/a - -

Sean Berberian
Secretary and
General Counsel
Tempe, AZ

Secretary and
General
Counsel, Partner
of law firm

n/a -
4,049 Multiple Voting

Shares/0.2%

Ruenjai Phengphipat
Interim Chief
Financial Officer
Mesa, AZ

Interim Chief
Financial Officer
of Harvest; Area
Finance Director
at Republic
Services, Inc.

n/a - -

Notes:
(1) Member of the audit committee.
(2) Member of the compensation committee.

All of the directors of the Resulting Issuer will be appointed to hold office until the next annual
general meeting of shareholders or until their successors are duly elected or appointed, unless
their office is earlier vacated.

The Resulting Issuer anticipates adding an additional independent director (a fifth director) to its
Board of Directors after completion of the Transaction so that a majority of the directors serving
on the Board of Directors will be independent.

Upon completion of the Transaction, all promoters, directors, officers and Insiders, as a group,
will beneficially own, directly or indirectly, the following shares of the Resulting Issuer: (i)
717,362 Multiple Voting Shares or approximately 34.6% (non-diluted); and (ii) 2,000,000 of the
Super Voting Shares or 100% non-diluted.

Board Committees

The Resulting Issuer currently has an audit committee and compensation committee. A brief
description of each committee is set out below. Following the completion of the Transaction, the
directors of the Resulting Issuer intend to establish such committees of the board as determined
to be appropriate in addition to the audit committee and compensation committee.

Audit Committee

The audit committee assists the Resulting Issuer’s Board of Directors in fulfilling its
responsibilities for oversight of financial and accounting matters. The audit committee reviews
the financial reports and other financial information provided by the Resulting Issuer to
regulatory authorities and its shareholder and reviews the Resulting Issuer’s system of internal
controls regarding finance and accounting including auditing, accounting and financial reporting
processes.
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The members of the audit committee after completion of the Transaction include the following
three directors. Also indicated is whether they are “independent” and “financially literate” within
the meaning of National Instrument 52-110 – Audit Committees (“NI 52-110”).

Name of Member Independent
1

Financially Literate
2

Steven White No Yes

Elroy Sailor Yes Yes

Frank Bedu-Adoo Yes Yes

Notes:
1. A member of the audit committee is independent if he or she has no direct or indirect ‘material relationship’ with the Resulting

Issuer. A material relationship is a relationship which could, in the view of the Resulting Issuer’s Board of Directors,
reasonably interfere with the exercise of a member’s independent judgment. An executive officer of the Resulting Issuer, such
as the President or Secretary, is deemed to have a material relationship with the Resulting Issuer.

2. A member of the audit committee is financially literate if he or she has the ability to read and understand a set of financial
statements that present a breadth and level of complexity of accounting issues that are generally comparable to the breadth
and complexity of the issues that can reasonably be expected to be raised by the Resulting Issuer’s financial statements.

Compensation Committee

The compensation committee assists the Corporation’s Board of Directors in fulfilling its
responsibilities for compensation philosophy and guidelines, and fixing compensation levels for
the Corporation’s executive officers. In addition, the compensation committee is charged with
reviewing the employee stock option plan and proposing changes thereto, approving any
awards of options under the employee stock option plan and recommending any other
employee benefit plans, incentive awards and perquisites with respect to the Corporation’s
executive officers. The Compensation Committee is also responsible for reviewing, approving
and reporting to the Corporation’s Board annually (or more frequently as required) on the
Corporation’s succession plans for its executive officers.

The proposed members of the compensation committee after completion of the Transaction
include the following two directors: Elroy Sailor, Mark Barnard and Frank Bedu-Adoo.

13.6 – 13.9 Corporate Cease Trade Orders or Bankruptcies; Penalties or Sanctions;
Personal Bankruptcies

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

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

(b) was the subject to an event that resulted, after the director or executive officer
ceased to be a director or executive officer, in the company being the subject of a
cease trade or similar order or an order that denied the relevant company access
to any exemption under securities legislation, for a period of more than 30
consecutive days;
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(c) became bankrupt, made a proposal under any legislation relating to bankruptcy
or insolvency or was subject to or instituted any proceedings, arrangement or
compromise with creditors or had a receiver, receiver manager or trustee
appointed to hold its assets; or

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

No proposed director or officer of the Resulting Issuer, or a shareholder holding sufficient
securities of the Resulting Issuer to affect materially the control of the Resulting Issuer, has
been subject to: (i) any penalties or sanctions imposed by a court relating to securities
legislation or by a securities regulatory authority or has entered into a settlement agreement
with a securities regulatory authority; or (ii) any other penalties or sanctions imposed by a court
or regulatory body that would likely be considered important to a reasonable investor making an
investment decision.

13.10. Conflicts of Interest

Conflicts of interest may arise as a result of the directors, officers and promoters of the
Corporation also holding positions as directors or officers of other companies. Some of the
individuals that are directors and officers of the Corporation have been and will continue to be
engaged in the identification and evaluation of assets, businesses and companies on their own
behalf and on behalf of other companies, and situations may arise where the directors and
officers of the Corporation will be in direct competition with the Corporation. Conflicts, if any, will
be subject to the procedures and remedies provided under BCBCA.

13.11. Management

Brief descriptions of the biographies for all of the officers and directors of the Resulting Issuer
are set out below:

Steven White | Director & Chief Executive Officer (Age 44)

Steve graduated early from Arizona State’s Honors College summa cum laude with two minors,
while also winning an athletic national championship. After his undergraduate work, Steve
attended and graduated from Washington and Lee’s School of Law in 1999. At Washington and
Lee, he competed on the school’s Nation Moot Court team and served as a law journal editor.
In private practice, he practiced business, business litigation and regulatory law for two national
law firms. In 2005, he founded his own boutique law firm and achieved an AV rating, the highest
possible rating for skill and ethics. There, Steve represented clients ranging from very large to
start-ups across a variety of industries.

Steve founded Harvest in 2011. After opening Harvest’s first dispensary in 2013, Steve worked
there for several months fulfilling orders, performing reception duties, and consulting with
patients. He quickly learned that he had the ability to help shape a company that gave people
control over an aspect of their life where they previously had very little – their health and
wellness. This led Steve to instill a culture of education and empowerment at Harvest to provide
patients much needed products, resources, and support. For example, Harvest facilities host a
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new patient orientation and monthly support group meetings for epilepsy, chronic pain, cancer,
and PTSD. Under Steve’s direction, Harvest has also engaged in many community activities
and events, including donating more than $500,000 to local charitable organizations, veterans,
seniors, and patients in need. Steve founded and now serves on the board of directors for
Harvesting Hope, a non-profit organization that supports young children suffering from seizure
disorders. To date, Harvesting Hope has provided a wide range of services for over 100
families.

As Harvest’s CEO, Steve is responsible for license acquisition, organizational direction and
strategy. He has also been instrumental in navigating state- and county-level regulatory audits,
including, to date, more than one hundred state inspections across multiple states, four
Americans for Safe Access Patient Focused Certifications, and more than fifty certified financial
audits. He sits on Americans for Safe Access’s Advisory Board for its End Pain, Not Lives
campaign. He is also a board member of the Arizona Dispensary Association. In addition, he
has done hundreds of interviews, speaking engagements, and provided expert testimony on a
multitude of marijuana-related topics.

Steven White is employed on a full-time basis as CEO. He is classified as an employee of
Harvest and will devote 100% of his time in his role with Harvest. Steve has entered into a
confidentiality and non-compete agreement with Harvest.

Jason Vedadi | Director & Executive Chairman (Age 39)

Jason Vedadi brings his extensive experience in real estate development, finance, raising
private equity capital, joint ventures, and debt and equity combinations as Executive Chairman
of Harvest.

Jason is a 2001 graduate of the University of Montana with a degree in Business. Prior to
joining Harvest, Jason built and sold three companies in the Western United States by the age
of 35. He built a residential and commercial mortgage company in Washington state, a
residential and commercial development company with operations in 4 states and over 200
employees and 10-40 million per year in revenue, and a luxury home building company, all from
the ground up by deploying a variety of business platforms and investment infrastructures. An
avid chess player since the age of three, the analysis and strategy skills honed during
thousands of hours playing the oldest game in the world, have been a cornerstone of his
success. For Jason, those skills are invaluable on the golf course, as well as in the board room.
Jason is also bilingual, speaking fluently in Farsi.

Jason leads the company’s acquisitions, capital infusion, development, investor relations, and
expansion to new states and is employed on a full-time basis as Executive Chairman. He is
classified as an employee of Harvest and will devote 100% of his time in his roles with Harvest.
Jason has entered into a confidentiality and non-compete agreement with Harvest.

Elroy Sailor | Director (Age 49)

Elroy Sailor serves on Harvest’s Board of Directors. Elroy’s experience spans twenty plus years
of effective, results-oriented leadership with a strong track record of performance in
management, federal, state and local government and community relations, strategic
partnerships, communications and crises management, business development and advocacy
campaigns. As a board member and steward of the organization, Elroy is responsible for
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advancing, and advocating for, the mission of Harvest through the planning of programs and
operations in anticipation of industry trends.

For the past 5 years Elroy has been the President and CEO of J.C. Watts. Along with former
Congressman J.C. Watts, Elroy co-founded The J.C. Watts Companies in 2003, a multi-industry
business headquartered in Washington, D.C. with operations in Oklahoma and Texas, and
serves on its Board of Directors and as Chief Executive Officer. Elroy led a dynamic and
talented executive management team to build grow The J.C. Watts Companies from start-up to
an organization with revenues of $25 million.

Elroy served on the 2017 Trump Pence Presidential Transition Team. He has served as a
Senior Advisor to Reince Priebus, former Chairman of the Republican National Committee, and
has served as Senior Advisor and Director of Strategic Programs for Rand Paul for President,
2016 Presidential Campaign. Because of Elroy’s political acumen, he was recently named as
number 14 of Newsmax's 50 Most Influential African-American Republicans and is one of the
premier business executives and political operatives in Washington, D.C.

Elroy’s philanthropic activity includes founding INSIGHT America, a non-profit organization co-
chaired by thirteen U.S. Congressional Members. Elroy has served as a monthly commentator
on American Urban Radio, ABC World News, and News One Now, hosted by Roland Martin.

Prior to starting his own business, Elroy served thirteen years in various leadership positions
throughout the federal and state governments and on political campaigns. As Director of Urban
Affairs for then-Michigan Governor John Engler, Elroy managed urban development policy; as a
Legislative Aide to then-U.S. Senator Spencer Abraham (R-MI), he led transportation, housing
and economic development policy; as Deputy Chief of Staff, U.S. House of Representatives,
Republican Leadership Conference, Elroy managed and developed the Republican Five Point
Urban Initiative and served as a liaison to the White House, members of Congress, governors
and mayors.

Elroy has extensive experience in managing international relations. Highlights of his
international work includes leading a senior U.S. Congressional staff delegation to Botswana
and Israel, an appointment by the U.S. State Department to serve as a U.S. Advisor to the
African Development Bank Annual Summit in Ethiopia, and directing two official U.S.
Congressional delegations to Cote d’Ivoire, Nigeria, Ghana, Mali, Morocco and Senegal.

Elroy is a proud graduate of Morehouse College, Atlanta, Georgia and a graduate of the
Michigan Political Leadership Program (MPLP), Michigan State University.

Elroy is not classified as an employee of Harvest but is compensated under a Board of Directors
Appointment Agreement. Elroy has entered into a confidentiality and non-compete agreement
with Harvest.

Mark Neal Barnard | Director (Age 55)

Mark Neal Barnard serves on Harvest’s Board of Directors. As a board member and steward of
the organization, Mark is responsible for advancing, and advocating for, the mission of Harvest
through the planning of programs and operations in anticipation of industry trends.

From 2008-2014, Mark was the Chief Commercial Officer and Global Chief Commerical Officer
of Diageo PLC. During his tenure he was responsible for development of Diageo sales and
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customer marketing strategy to ensure the achievement of long-term performance goals of the
organization. Further, he was accountable for the overall health of the commercial function of
Diageo and led the overall talent agenda with regional presidents in each market and region.

In 2015, Mark took on private equity roles as the CEO of Octopus Group, an advisor to The
Blackstone Group and to CVC Capital Partners. Mark is also serves in a consulting capacity as
Global Senior Advisor to McKinsey & Co. Ltd and is the owner of Value Creation Pte Ltd. He
continues these private equity, consulting, and ownership roles currently.

Mark does not have any prior experience in the cannabis industry; however, his private equity
expertise and the multitude of corporate roles he held successfully with Diageo, will add critical
areas of expertise as he serves on the Board.

Mark is not classified as an employee of Harvest but is compensated under a Board of Directors
Appointment Agreement. Mark has entered into a confidentiality and non-compete agreement
with Harvest.

Frank Bedu-Addo, PhD | Director (Age 54)

Dr. Frank Bedu-Addo serves on Harvest’s Board of Directors. As a board member and steward
of the organization, Frank is responsible for advancing, and advocating for, the mission of
Harvest through the planning of programs and operations in anticipation of industry trends.

From 2006-2018, Frank has been CEO of PDS Biotechnology Corporation, a privately held mid-
clinical stage cancer immunotherapy company. He has led PDS through technology acquisition
and preclinical development to a successful clinical-stage company partnered with the top
institutions in the field of immuno-oncology. Frank has extensive pharmaceutical business and
drug development experience and has been responsible for the development and
implementation of both drug development and operational strategy and has overseen
operations in both large pharmaceutical organizations and emerging biotechnology companies.
Frank began his industrial career as a scientist at The Liposome Company, NJ, where he
participated in the development of various drugs including the anti-fungal drug Abelcet®. He
also participated in development of various biotech-based drugs such as the hepatitis C drug
PEG-Intron® while a scientist at Schering-Plough Research Institute, NJ. Frank successfully
started up and managed Cardinal Health’s East Coast biotech drug development operations
where he oversaw all business and drug development operations for the division. Frank was
then hired to the senior executive management team of KBI BioPharma, Inc. He started up the
company’s operations, oversaw all drug development, business operations and P&L. He
provided steady double-digit revenue growth and established a current and growing industry-
leading contract biotech drug development company. Dr. Bedu-Addo has developed several
pharmaceutical products, and has participated in the development of anticancer and infectious
disease products currently on the market. Dr. Bedu-Addo has been a consultant to several
leading pharmaceutical companies, and has also served on biotech company boards. Frank
obtained a Masters in Chemical Engineering and a PhD in Pharmaceutics from the University of
Pittsburgh.

Frank is not classified as an employee of Harvest but is compensated under a Board of
Directors Appointment Agreement. Frank has entered into a confidentiality agreement with
Harvest.

Steve Gutterman | President (Age 49)
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Steve Gutterman is employed on a full-time basis and serves as President of Harvest.

Steve has spent the past 20 years managing high growth businesses in highly regulated
industries. He began his career as a corporate lawyer, ultimately becoming the Executive Vice
President of Banking at E*TRADE, which he helped lead from $1 billion to $35 billion in assets.
In this role, he worked closely with regulators at the Office of Thrift Supervision and the
Securities Exchange Commission, collaborating with regulators to create a national plan to
comply with the Community Reinvestment Act. After E*TRADE, Steve joined MBH Enterprises,
a private equity firm. MBH’s portfolio companies grew by over $300 million in annual revenue
during his tenure. Finally, he joined Mobile Accord in 2013 as CEO. While operating this global
company, he guided country-specific compliance with privacy laws, telecom regulations, and
banking and taxation treaties, ultimately adding 400 million telecom subscribers in 45 countries.

Steve is passionate about serving customers. At E*TRADE, his business lines won numerous
awards for product innovation and service. At Mobile Accord, he led a company whose work
was featured by the United Nations in its 2020 Vision and the Center for Disease Control in its
response to the Ebola crisis. Additionally, during this time he also acted as advisor to the
Ministry of Information for the Government of the Republic of Tanzania.

Throughout his career, Steve has worked to create equal opportunities for all members of his
community. He was an organizer and Board member of Solara National Bank, the first
nationally-chartered bank to cater to Hispanic banking customers. He is also a past member of
the Columbia Law School Board of Visitors and a former chair and board member for the
Institute for the Study of Israel in the Middle East. He has advised numerous political candidates
as member and chair of their finance committees.

Steve loved being a part of the development of the e-commerce industry. That passion to work
with thought leaders, regulators, customers, and even competitors to define and lead a nascent
industry brought him to the cannabis industry and to Harvest. Prior to Harvest, Steve has spent
his career leading teams and turning companies into market leaders. As President of Harvest,
he is tasked with the day-to-day operations of the business. In this capacity, Steve applies the
20 years of experience he has in growing businesses to creating and refining the best team,
processes, and products in the industry.

Steve is classified as an employee of Harvest and will devote 100% of his time in his role with
Harvest. Steve has entered into a confidentiality agreement with Harvest.

Sean Berberian | Secretary & General Counsel (Age 44)

Sean is employed on a full-time basis as Harvest’s Secretary and General Counsel.

Prior to joining Harvest in 2017, Sean practiced law for over 19 years in business litigation and
transactional law. He graduated summa cum laude with a BA from Arizona State University’s
Barrett Honors College and then attended the University of California, Hastings College of the
Law, where he graduated cum laude in 1999. During his education, he served as an extern for
the Chief Judge of the U.S. District Court for Northern California. Sean was also an editor of one
of the law journals and was published twice in academic and law journals. He began his law
practice in San Francisco for the national law firm, Shook Hardy & Bacon, defending products
liability litigation. Several years after returning to Arizona, he became the youngest partner in
the Phoenix office of Stinson Morrison Hecker, another national law firm. There, Sean practiced
complex civil litigation, including cases before the U.S. Supreme Court and the Ninth Circuit
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Court of Appeals. Sean later joined Steven White to form White Berberian in 2007. There, he
expanded his practice to also include complex business transactions and regulatory work in
several fields, including medical cannabis. After representing Harvest as outside counsel for
several years, Sean joined Harvest as the fulltime general counsel in April 2017.

As Harvest’s general counsel, Sean oversees all legal components of the company, including
mergers & acquisitions, litigation, regulatory compliance, risk management, and intellectual
property. Sean manages Harvest’s in-house legal department, as well as many outside
counsel.

Sean’s legal practice has included extensive experience building and running private
companies. As a young partner with Stinson, he headed litigation of disputes over eight-figure
matters, leading large teams of lawyers and administrative staff. There, he was also the hiring
partner for the Phoenix office, responsible for recruiting and hiring attorneys. After leaving his
partnership with Stinson, Sean co-founded White Berberian and built a successful private law
practice for 10 years prior to closing that practice to devote fully to Harvest. As general counsel
of Harvest, Sean now works closely with the other senior officers of the company, as well as the
operations and expansion teams for projects across the country. Sean was also a founding
member of one of Harvest’s subsidiaries, Dream Steam, LLC, which holds and licenses various
intellectual property for extraction technology and vaporizer branding.

Sean is classified as an employee of Harvest and will devote 100% of his time in his roles with
Harvest. Sean has entered into a confidentiality agreement with Harvest.

Ruenjai Phengphipat | Interim Chief Financial Officer (40)

Ruenjai is employed on a full-time basis as Harvest’s Interim Chief Financial Officer.

Ruenjai “RJ” Phengphipat recently joined Harvest as of late summer 2018. Prior to Harvest, she
worked in finance and accounting for 16 years and has extensive experience with SOX 404
implementation and SEC and GAAP reporting for multibillion-dollar publicly traded companies.

After graduating from the University of Illinois with a Bachelor’s degree in Accounting RJ started
her career as an external auditor for Arthur Anderson and KPMG, LLP, both “Big Five” firms
specializing in the manufacturing industry. She was then hired by clients including Household
International and Komatsu before transitioning to Republic Services, Inc. – a $9 billion publicly-
traded waste management company – where, during her 13-year tenure, she quickly advanced
through the organization from Financial Analyst to the highest accounting field position as Area
Finance Director where she oversaw the Pacific Northwest finance team and 12 business units
with over $930 million in annual revenue.

For Harvest, RJ establishes and maintains IFRS compliant procedures, refines the inventory
cost accounting process from acquisition to sale, develops cash management practices
designed to minimize diversion, and establishes operating budgets and business performance
reviews for key departments. She also oversees and directs the finance and accounting
departments, develops financial projections for all company departments, and administers all
current and future financing arrangements.

RJ has always been passionate about children’s causes and helps to support the Christian
Youth Job Corps, as well as promoting and aiding in international adoptions, especially from her
native Thailand. She is excited about being a part of an industry with the potential to help so
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many individuals who may be suffering from physical or emotional pain, in particular Harvest’s
focus on providing a way to possibly help alleviate seizures in epileptic children through medical
cannabis.

RJ is classified as an employee of Harvest and will devote 100% of her time in her role with
Harvest. RJ has entered into a confidentiality agreement with Harvest.

Siobahn Carragher | Director of Human Resources (Age 42)

Siobahn Carragher is employed on a full-time basis as Director of Human Resources.

Siobahn’s career in HR spans 15 years in highly regulated environments with particular focus on
multi-state employment law and compliance in areas such as HIPAA, ACA, FMLA, EEO,
ERISA, FLSA and the Department of Labor. In several HR Manager and Director roles, Siobahn
has built foundational HR practices and has effectively managed all areas of compliance and
organizational development through policies, procedures, and employee handbooks; employee
benefits development; and employee training and performance management across multiple
business units and states.

Siobahn holds two Master’s degrees, one in Social Work from Arizona State University and
another in Education from the University of Phoenix. From 2003-2009, Siobahn spent several
years and gained extensive experience in the highly-regulated healthcare industry, serving as
HR Manager at Hamilton Prosthetic and Orthotic Centers and for Pongratz Orthotics and
Prosthetics. From 2009-2015, she served as the HR Director at BLACOH Fluid Control, a global
industrial manufacturer. She is a member of the Diversity Leadership Alliance, a diversity
education organization founded in Arizona, and is certified by the Society for Human Resource
Management as a Senior Certified Professional (SHRM-SCP).

Since joining Harvest in 2015, Siobahn has managed cannabis industry regulatory requirements
in five states and dozens of local municipalities while building and expanding Harvest’s HR
department as the company scales across the U.S. In addition, Siobahn has developed and
implemented The Harvest Way, a company culture and core values initiative designed to
perpetuate a purpose-driven organization where dedication, perseverance, and excellence in
performance are incorporated and carried forward throughout the organization.

Siobahn is classified as an employee of Harvest and will devote 100% of her time in her role
with Harvest. Siobahn has entered into a confidentiality agreement with Harvest.

Paul Nowak | Vice President of Design & Construction (Age 45)

Paul Nowak is employed on a full-time basis as VP of Design and Construction.

Paul graduated summa cum laude from Arizona State University in 2002 with a degree in
Construction Management and Engineering. After graduation, he worked for Gilbane, one of the
nation’s largest builders of biotechnology research and pharmaceutical manufacturing facilities,
for four years. He later co-founded a design-construction firm in 2005, Waltz Construction,
where he served as Vice President and operations manager for 11 years. While operating Waltz
Construction, Paul oversaw all day-to-day construction activities including budget tracking,
schedules, and contracts. He also met Project Managers and Superintendents weekly onsite to
ensure projects were on time and within budget. All projects were performed under a building
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permit issued by the local municipality, which required inspections and approvals. Projects with
kitchens (e.g., restaurants, schools) also required approval from local health departments.

Paul has 17 years of experience building pharmaceutical and research facilities, which require
strict adherence to a variety of regulatory requirements. Examples include the State of Arizona
Health Laboratory, the Interdisciplinary Science and Technology Building at Arizona State
University, the Interdisciplinary Research Facility at the University of Arizona, and the Physical
Science F Wing at Arizona State University. These facilities were designed and constructed to
comply with CDC Biosafety Level 3 laboratory requirements, ISO certified clean room
regulations, and State-regulated security access and controls, and to contain and prevent the
emission of dust, fumes, vapors, and odors into the environment. Paul also integrates LEED
and eco-conscious practices in his design and construction work, including green building, water
conservation, air quality control, and energy efficiency.

When Paul joined Harvest in 2011 and entered the cannabis industry for the first time, he
applied his experience to the development of state-of-the-art cannabis facilities, including 15
retail stores, nine cultivation facilities, and five production facilities, including several in Nevada,
requiring conformity to state, county, and local regulations across seven states and dozens of
municipalities. His retail cannabis stores incorporate security systems with components similar
to bank central vault protocols and hardware, and many include innovative back-of-house
functionality, such as back-loading shelving and refrigeration, which facilitate efficient operation.
Depending on building size and local market demand, these stores were designed to
accommodate 700 to 1,500 customers daily. Retail stores he has designed and/or constructed
include the following: Seven dispensaries in Arizona, ranging from 1,300 to 6,800 ft2, two
dispensaries in Nevada, one 3,500 ft2 and one 3,000 ft2, a 3,000 ft2 dispensary in Illinois, a
5,600 ft2 dispensary in Maryland, a 2,800 ft2 dispensary in Pennsylvania and three dispensaries
in Ohio ranging from 2,500 ft2 to 4,500 ft2.

Designing and building these facilities has required strict compliance with state, county, and
local rules and regulations, including dozens of inspections and audits conducted by officials,
such as: geotechnical inspections, phase 1 environmental studies, structural inspections, city
and county construction inspections, fire inspections, planning inspections, third-party
equipment commissioning and inspections, final building inspections and health department
inspections.

Paul is classified as an employee of Harvest and will devote 100% of his time in this role with
Harvest. Paul has entered into a confidentiality agreement with Harvest.

Michele Trzuskowski | Vice President, Head of Retail (Age 54)

Michele Trzuskowski is employed on a full-time basis as VP, Head of Retail.

Michele recently joined Harvest in summer 2018 to lead Harvest’s national retail operations.
Michele is a seasoned retail executive with 30 years of successful multi-store management in
both the domestic and international marketplace. The first half of her career began in corporate
retail, with store, district, regional, and executive management experience within expanding
national organizations. Most notably, was her role as European Managing Director for Sunglass
Hut International, then the largest sunglass retailer worldwide where she had full P&L
responsibility for 9 countries.
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From there, and before joining Harvest, she opened her own multi-store luxury boutique concept
as well as a vertical market strategy with a subsidiary/wholesale business which produced
products she designed and sold to other retail stores. In addition, grew her digital footprint with a
web-based platform. As a 17-year-old business, it remains profitable in an increasingly difficult
retail environment.

Michele has had proven success in start-up operations, licensed business concepts including
store within store, new store design and roll out, strategic business planning and partnerships,
and a solid track record for omnichannel merchandising and marketing strategies for sustained
revenue growth.

As a new full-time member of Harvest and the cannabis industry, Michele’s full-time role will be
to improve the effectiveness and efficiency of Harvest’s retail portfolio and reduce costs through
economies of scale. Initial strategies include task centralization, store-specific merchandise
mixtures, improved reporting and trend analyses, more efficient staffing models, training and
performance management programs, KPI tracking, and redefining store culture and experience.
In addition, she will be heading up the marketing and merchandising strategies to support all
facets of the dispensaries.

Michele is classified as an employee of Harvest and will devote 100% of her time in her role with
Harvest. Michele has entered into a confidentiality agreement with Harvest.

Matthew DiDonato, PhD | Director of Research and Evaluation (Age 36)

Matthew DiDonato, PhD is employed on a full-time basis as Director of Research and
Evaluation.

Dr. DiDonato earned his PhD in Family and Human Development from Arizona State University
(ASU) with an emphasis in Quantitative Analysis. There, he published 11 peer-reviewed
academic journal articles, one invited paper, and one book chapter; gave 16 conference
presentations and four invited talks; and won the department’s inaugural Research Innovation
Award. After graduating in 2012, Dr. DiDonato served for 18 months as a Postdoctoral Fellow at
ASU, where he managed two funded research projects and developed a new method of Actor-
Partner Interdependence Modeling.

In 2014, Dr. DiDonato was employed at Cisco Systems as a Research and Evaluation Specialist
for Corporate Affairs, advising executive leadership on philanthropic capital expenditures and
engaging in program evaluation across several international departments.

Dr. DiDonato joined Harvest and the cannabis industry full-time in 2015, where he performs
several functions. First, he analyzes company data, examining predictors of revenue generation
(e.g., advertising messaging, customer and product characteristics, packaging and labeling
design, store product mixtures, loyalty programs, and marketing strategies) and advising the
retail, marketing, and manufacturing departments on customer purchasing trends, advertising
return on investment, retention strategies, and new product development.

Dr. DiDonato also co-founded the Medical Marijuana Research Institute with Dr. Troutt,
Harvest’s medical director. Together, they have published two studies. The first, published in the
Journal of Psychoactive Drugs, was the first study to examine cannabis patients living in
Arizona and found key similarities and differences among patients from Arizona and those from
other states, that patient’s successfully used cannabis to treat a variety of medical conditions,
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and that legalization has had many positive effects on patient outcomes. The second study,
published in the Journal of Alternative and Complementary Medicine, examined the
carcinogenic by-products of vaporizing popular thinning agents used in cannabis vapor
products, showing that PEG 400 produced formaldehyde at levels comparable to cigarette
smoke.

Finally, Dr. DiDonato also leads Harvest’s application writing team. To date, he and his team
have successfully acquired licensure in Nevada, Illinois, Maryland, Pennsylvania, Ohio,
Arkansas, North Dakota, and California, and currently have additional applications pending in
Pennsylvania, Nevada, California, North Dakota, Arkansas, Ohio, and New Jersey. He and his
team’s success has significantly contributed to that of Harvest, resulting in, to date, 42 licenses
across the nation.

Matthew is classified as an employee of Harvest and will devote 100% of his time in this role
with Harvest. Matthew has entered into a confidentiality agreement with Harvest.

Jason Morris | Vice President of Manufacturing (Age 46)

Jason Morris is employed on a full-time basis as VP of Manufacturing.

Jason joined Harvest as Director of Operations for the Cultivation Facility in Hancock, MD in
April of 2017. Joining Harvest in this role was Jason’s first introduction to the cannabis industry.
He brings over 25 years of experience in lean manufacturing, including multi-site management
and executive level management experience.

Jason began his career at Lear Automotive in 1993 as a production supervisor after serving his
country in the United State Military. Jason spent the next 17 years advancing in the automotive
industry in roles to include plant manager for several Tier 1 automotive suppliers supplying
Ford, General Motors and Toyota. During these 17 years, Jason trained and perfected Lean
manufacturing systems along with Toyota Production Systems.

Jason joined Weir Oil & Gas in 2010, serving several roles during his seven-plus year tenure.
As Director of Logistics, he designed and wrote processes for their One hundred and sixty
thousand square foot distribution center build out. This distribution center served 200-plus
customers and implemented a state of the art FIFO (First in First out) system that eliminated
aging inventory through-out the organization. After successfully building out the Distribution
Center, Jason was asked to launch two new manufacturing facilities. After becoming the
Director of Operation in 2013, Jason designed and oversaw the buildout of two world class
manufacturing facilities over the next year and a half. Once completed, Jason oversaw four
manufacturing facilities totaling $500 million in revenue annually and having overall
responsibility for 700-plus employees. At the end of 2016, Jason was beginning the initial design
of two manufacturing facilities to be located, in Dubai. He was planning to move his family to
Dubai in 2017 to begin the build outs prior to coming to work for Harvest.

For Harvest, Jason will design and set-up processes and procedures for all Processing facilities
across the nation. He will use his vast knowledge of Continuous Improvement and Lean
Manufacturing to design these facilities to improve efficiencies and thru-put. As Vice President
of Manufacturing for Harvest, he is tasked with the day-to-day operation of Processing and
Wholesale across multiple states.
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Jason is classified as an employee of Harvest and will devote 100% of his time in his role with
Harvest. Jason has entered into a confidentiality agreement with Harvest.

14. CAPITALIZATION

14.1 Issued Capital

To the best knowledge of the Corporation, the following table sets out the number of the
Subordinate Voting Shares available in the Resulting Issuer’s Public Float and Freely-Tradeable
Float on a diluted and non-diluted basis:

Number of
Securities

(non-diluted)
% of Issued

(non-diluted)
)

Number of
Securities

(fully-diluted)
(1

% of Issued
(fully diluted)

Public Float

Total outstanding (A) 62,330,432 100% 275,725,232 100%

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

- - 73,736,200 26.4

Total Public Float (A-B) 62,330,432 100% 201,989,032 73.6%

Freely-Tradeable Float

Note:

(1) There will be 2,113,948 Multiple Voting Shares (which includes securities to be issued in connection with an acquisition) and

2,000,000 Super Voting Shares issued and outstanding immediately following the completion of the Transaction (subject to the

exercise of previous issued convertible securities). Each Super Voting Share is convertible into one Subordinate Voting Share at the

option of the holder or upon certain triggering events. Each Multiple Voting Share is convertible into 100 Subordinate Voting Shares

at the option of the holder or upon certain triggering events.

Number of outstanding securities
subject to resale restrictions, including
restrictions imposed by pooling or
other arrangements or in a
shareholder agreement and securities
held by control block holders (C)

14,000,000 - 225,785,000

Total Tradeable Float (A-C) 48,330,432 77.5% 49,940,232 18.1%
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Public Securityholders (Registered)

Class of Security: Subordinate Voting Shares

Size of Holding Number of holders Total number of securities

1 - 99 securities 6 247

100 – 499 securities 7 1,868

500 – 999 securities 1 599

1,000 – 1,999 securities 8 12,150

2,000 – 2,999 securities 8 19,327

3,000 – 3,999 securities 15 55,031

4,000 – 4,999 securities 9 42,613

5,000 or more securities 207 62,198,687

Total 256 62,330,432

Public Securityholders (Beneficial)

Class of Security: Subordinate Voting Shares

Size of Holding Number of holders Total number of securities

1 - 99 securities 6 247

100 – 499 securities 8 2,118

500 – 999 securities 4 2,799

1,000 – 1,999 securities 24,010

2,000 – 2,999 securities 70,802

3,000 – 3,999 securities 151,195

4,000 – 4,999 securities 106,958

5,000 or more securities 386 61,724,800

Unable to determine 1 247,503

Total 517 62,330,432

Non-Public Securityholders (Registered)

Class of Security: Subordinate Voting Shares

Size of Holding Number of holders Total number of securities

1 - 99 securities - -

100 – 499 securities - -

500 – 999 securities - -

1,000 – 1,999 securities - -

2,000 – 2,999 securities - -

3,000 – 3,999 securities - -

4,000 – 4,999 securities - -

5,000 or more securities - -

Total - -
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14.2 Convertible/Exchange Securities

All outstanding convertible securities of the Corporation are being cancelled pursuant to the
terms of the Transaction.

14.3 Other Listed Securities

Neither the Corporation nor Harvest have any other listed securities reserved for issuance that
are not included in section 14.1.

15. EXECUTIVE COMPENSATION

Compensation discussion and analysis

attract, retain and motivate key individuals whose performance delivers profitable results for the
company and its shareholders. In addition, compensation programs and methods ensure
alignment of the Resulting Issuer’s NEOs, directors, and key employees with company goals
and objectives to ensure successful growth and increased value for the company and its
shareholders.

There are two key objectives of the Resulting Issuer’s compensation program and strategy. The
first is to promote a results-driven and profitability-focused company culture which rewards
individuals whose contributions directly impact the success of the Resulting Issuer. The second
is to ensure the company’s growth, expansion, and budgetary goals are clearly stated and
communicated so all NEOs, directors, and key employees are focused on specific actions and
initiatives that align with the Resulting Issuer’s overall goals and deliverables. The
compensation program contains elements that are designed to reward NEOs and key
employees whose contributions directly impact the success of the Resulting Issuer. These
rewards encourage accountability and dedication to the company, to its stakeholders, and to the
company’s shareholders.

There are three main elements to the Resulting Issuer’s total compensation approach: salary
pay, non-equity incentive compensation via discretionary bonuses, and stock option awards.
The first element includes developing and integrating salary ranges for NEOs and other key
employees that are competitive with the local markets to attract and retain talent while leaving
room for advancement within the pay range based on excellent performance and merit
increases. The second element includes non-equity based incentive compensation that is tied to
a company-funded discretionary bonus pool for NEOs, directors, and key employees. The third
element involves stock option awards that will be designated for NEOs, directors, and certain
key employees under a stock option plan.

Under the first compensation program element, the company engages in compensation
research to develop salary and total compensation ranges that are reflective of the various
regions and markets where Harvest operates across all business units.

Under the second compensation element, eligibility for an annual non-equity incentive bonus
program is determined across two discretionary areas: 1. Company meeting or exceeding its
stated annual goals and making a bonus pool available, and 2. NEOs, directors or key
employees meeting or exceeding their individual performance goals. Incentive bonus
percentages may be based on the roles and responsibilities within the organization according to
tiered levels for Executive VPs, Senior VPs, VPs, Directors, and Managers.
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Employees are eligible for performance based bonuses as follows:

1. The company must achieve performance goals, and

2. The employee must achieve individual scorecard goals.

Bonuses range from 0% to 100%, depending on seniority. Additionally, employees may earn
multipliers for superior company and individual performance. These multipliers range from 0x to
5x, depending on seniority.

Under the third compensation element, a stock option award plan will be integrated to recognize
the aligned contributions of NEOs, directors, and key employees who fall within Executive VP,
Senior VP, VP, and Board of Director tiers.

The company follows a compensation strategy that offers attractive total compensation
packages. Total compensation at Harvest is not solely focused on base salary but is more
heavily focused on incentive compensation and stock options tied to company and individual
achievements that drive revenue, profitability, and increased share value. This ensures Harvest
creates and maintains a compensation philosophy and company culture where excellence in
performance is rewarded, as the company believes this is paramount to Harvest’s ongoing
growth, alignment, and success.

Performance graph

This section does not apply because Harvest was not a reporting issuer in any jurisdiction in
Canada for at least 12 calendar months before the end of the most recently completed financial
year.

Share-based and option-based awards

Harvest’s equity incentive plan was not yet established at the end of its most recently completed
financial year. More information on the equity incentive plan that has been adopted is included
in Section 9 Options to Purchase Securities.

Compensation governance

At this time, there are no policies, practices, or compensation committees adopted to determine
compensation for the company’s directors and executive officers.

Summary compensation tables

The following tables set forth the compensation paid, awarded, or to be paid or awarded to the
Named Executive Officers (NEO): Chief Executive Officer; Chief Financial Officer; three most
highly compensated individuals of the Resulting Issuer whose total compensation was more
than $150,000; and/or individuals who would be an NEO but for the fact that they are neither an
executive officer, nor acting in a similar capacity, at the end of that financial year:
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(a)
Name &
principal
position

(b)
Year

(c)
Salary
(USD$)

(d) (e)

(f)
Non-equity
incentive

plan comp
(USD$)

(h)
All other

compensation
(USD$)

(i) Total
compensation

(USD$)

Share-
based
awards
(USD$)

Option
Based
Awards
(USD$)

(g)
Pension

Value
(USD$)

Steven
White

1
,

CEO

2017
2016

$252,692.22
$21,923.10

n/a n/a n/a n/a n/a $252,692.22
$21,923.10

Matt
Waltz

2
,

CFO

2017
2016

$190,096.20
$69,519.12 n/a n/a

n/a
n/a

n/a
$190,096.20
$69519.12

Jason
Vedadi

3
,

President
2017
2016

$257,001.00
$-

n/a n/a
n/a

n/a
n/a

$257,001.00
$-

Paul
Nowak

4
,

Founder
2017
2016

$229,615.50
$111,923.10

n/a n/a
n/a

n/a
n/a

$229,615.50
$111,923.10

Ed
Gonzalez

5
,

CFO
2017
2016

$15,480.78
$-

n/a n/a
n/a

n/a
n/a $15,480.78

Sean
Berberian

6
,

General
Counsel

2017
2016

$150,000
$- n/a n/a

n/a
n/a

n/a
$150,000

$-

Notes:
1. On 1/22/17, Steven White’s salary was increased from $135,000 annual to $262,500 annualized. Salary compensation for the

financial year of 2017 is listed.
2. On 1/22/17, Matt Waltz’s salary was increased from $71,250 annual to $200,000 annualized. Salary compensation for the

financial year of 2017 is listed. Matt Waltz ceased his role as CFO on 11/6/17.
3. Jason Vedadi became President on 4/1/2017. Jason is compensated outside of regular payroll for a 2017 financial year total

of $257,001.00
4. On 1/22/17, Paul Nowak’s salary was increased from $135,000 annual to $237,500 annualized. Salary compensation for the

financial year of 2017 is listed.
5. Ed Gonzalez’s date of hire was 11/6/17 and his annualized salary in 2017 was $115,000. His total compensation for financial

year 2017 is listed. Mr. Gonzalez ceased to be employed on August 31, 2018.
6. Sean Berberian is compensated at an annualized flat fee of $16,666.67 per month, $200,000 annualized, under a

Representation Agreement and is compensated outside of payroll. This agreement became effective on 4/3/2017 and
compensation for financial year 2017 under this agreement is indicated.

The following tables set forth the estimatedcompensation paid, awarded, or to be paid or
awarded to the Named Executive Officers (NEO): Chief Executive Officer; Chief Financial
Officer; three most highly compensated individuals of the Resulting Issuer whose total
compensation was more than $150,000; and/or individuals who would be an NEO but for the
fact that they are neither an executive officer, nor acting in a similar capacity, anticipated to be
paid for 2018:
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(a)
Name &
principal
position

(b)
Year

(c)
Salary
(USD$)

(d) (e) (f)
Non-

equity
incentive

plan
comp

(USD$)

(h)
All other

compensat
ion (USD$)

(i) Total
compensation

(USD$)

Share-
based
awards
(USD$)

Option
Based
Awards
(USD$)

(g)
Pension

Value
(USD$)

Steve White,
CEO

(1, 7, 9)
2018

Thru 6/30/18:
$88,221.15

Thru 11/7/18:
$147,596.00

n/a n/a
Bonus 0-
100%, 0-

5x
multiplier

n/a

$100,000

Thru 6/30/18:
$138,221.15

Thru 11/7/18:
$247,596.00

Ed Gonzalez,
CFO
(2) 2018

Thru 6/30/18:
$69,326.96

Thru end of
employment:
$92,692.35

n/a n/a

n/a

n/a

n/a

Thru 6/30/18:
$69,326.96

Thru end of
employment:
$92,692.35

RJ Phengphipat,
Interim CFO

(8)
2018

Thru 11/7/18:
$46,250.00

n/a n/a
Bonus 0-
33%, 0-3x
multiplier

n/a

n/a
Thru 11/7/18:
$46,250.00

Matt Waltz,
Founder

(1, 3)
2018

Thru end of
employment:
$15,384.62

n/a n/a

n/a

n/a

$100,000

Thru end of
employment:
$32,051.29

Annualized:
$115,384.62

Paul Nowak,
Founder and
Construction
Development

(1)

2018

Thru 6/30/18:
$75,240.37

Thru 11/7/18:
$125,480.00

n/a n/a

Bonus 0-
50%, 0-3x
multiplier

n/a

$100,000

Thru 6/30/18:
$125,240.37

Thru 11/7/18:
$225,480.00

Jason Vedadi,
Executive
Chairman
(4, 6, 7)

2018

Thru 6/30/18:
$276,820.67

Thru 11/7/18:
$553,641.00

n/a n/a
Bonus 0-
100%, 0-

5x
multiplier

n/a

n/a

Thru 6/30/18:
$276,820.67

Thru 11/7/18:
$553,641.00

Steve
Gutterman,
President

(5)
2018

Thru 8/24/18:
$80,000

Thru 11/7/18:
$197,307.00

n/a n/a
Bonus 0-
100%, 0-

4x
multiplier

n/a

$50,000

Thru 8/24/18:
$80,000

Thru 11/7/18:
$247,307.00

Sean Berberian,
General Counsel

2018

Thru 6/30/18:
$100,006.02

Thru 11/7/18:
$183,333.33

n/a n/a
Bonus 0-
33%, 0-3x
multiplier

n/a

n/a

Thru 6/30/18:
$100,006.02

Thru 11/7/18:
$183,333.33

Footnotes:
(1) Director’s comp for White, Waltz, and Nowak annualized for 2018 is $100,000 each. This is included in their total

compensation, and their director’s fees are specifically listed under (h) “All other compensation”.
(2) Ed Gonzalez was employed from 11/6/17 to 8/31/18. He is no longer the CFO of Harvest.
(3) Matt Waltz’s employment with Harvest ended 2/17/18. His director’s fees have continued since the end of employment. The

director’s fees will cease upon public transaction. On or around 11/15/18, Jason Vedadi’s annualized salary will be
$500,000.00

(4) Jason Vedadi is compensated outside of regular payroll as listed and annualized. The foregoing amounts do not include a
$430,000 payment to be made prior to the closing of the Transaction to AZ ND, LLC, a company majority owned by Jason
Vedadi for consulting services provided prior to the Transaction.
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(5) Steve Gutterman was a President/NEO consultant from 5/15/18 to 8/24/18 with compensated in total of $80,000 in consulting
fees and $32,406.13 in travel and expense reimbursement. Steve began employment as President on 8/24/18 with a total
annualized salary for a full financial year of $400,000.Steve was issued a signing bonus of $50,000.

(6) Steve White and Jason Vedadi are officers who serve as Directors on Harvest’s Board of Directors. They will not be paid an
additional director’s fee/compensation for their positions on the Board at this time.

(7) Jason Vedadi’s total compensation does not include a payment of $430,000 to AZ ND, LLC for consulting services. AZ ND,
LLC is an entity owned by Jason Vedadi.

(8) RJ Phengphipat’s annualized salary is $185,000.00.
(9) On or around 11/15/18, Steve White’s annualized salary will be $500,000.00.

Additional compensation table notes:
 Column (f) Non-equity incentive plan comp is a discretionary annual bonus potential of 0-100% of base

salary with a multiplier of 0-5x depending on level of performance against company and individual goals. At
the time of listing, this program has not been formally in place. It is planned to begin in 2019.

 Column (e) Option based awards will be valued using the Black-Scholes Model.

Description of Employment Agreements

In addition to the compensation set forth in the chart on the previous page, the employment
agreements for Messrs. White and Vedadi shall contain customary confidentiality and non-
compete convenants.

Officers who also act as Directors:

For 2016 and 2017, NEOs who were Directors on the Board of Directors did not receive
compensation outside of that listed in the respective compensation tables above for Director’s
fees. For 2018, NEOs who are Directors are receiving compensation for services on the Board
of Directors in the amount of $100,000 annual and this is paid outside of payroll.

Incentive plan awards

Not applicable at this time for share-based and option-based awards or any other incentive plan
awards. Any option based awards will be valued using the Black-Scholes Model. For a
description of the Company’s equity incentive plan to be implement in connection with the
Transaction, see Section 9 Options to Purchase Securities.

Pension plan benefits

Not applicable at this time for any pension or defined benefit plans.

Termination and Change of Control Benefits:Under the employment agreements for Messrs.
White and Vedadi, termination and change of control benefits are comprised of the following:

• Termination by company for cause- Unpaid and earned base salary only

• Termination by NEO upon company breach- Base salary and bonus for two
(2) years

• Death or disability of NEO- Base salary and bonus for the calendar year and
ongoing health benefits

• Voluntary termination/resignation by NEO- None

• Termination by company without cause and upon signed release from NEO-
Base salary, bonus, and health benefits for two (2) years



-103-

• Change of Control- Five (5) times the annual base salary and two (2) years
bonus

Messrs. White and Vedadi may also be entitled to receive any option/equity entitlements as set
forth in their employment agreements. See also Section 9 Options to Purchase Securities.

Oversight and Description of Director and Named Executive Officer Compensation

The Board of the Resulting Issuer will review the compensation of its executives following
completion of the Transaction and make such changes as it deems appropriate.

16. INDEBTEDNESS OF DIRECTORS AND EXECUTIVE OFFICERS

Upon completion of the Transaction, none of the directors or officers of the Resulting Issuer, nor
any of their Associates, will be indebted to the Resulting Issuer, and neither will any
indebtedness of any of these individuals or Associates to another entity be the subject of a
guarantee, support agreement, letter of credit or other similar arrangement or understanding
provided by the Resulting Issuer.

17. RISK FACTORS

The following are certain factors relating to the business of the Resulting Issuer. These risks
and uncertainties are not the only ones facing the Resulting Issuer. Additional risks and
uncertainties not presently known to the Resulting Issuer or currently deemed immaterial by the
Resulting Issuer, may also impair the operations of the Resulting Issuer. If any such risks
actually occur, shareholders of the Resulting Issuer could lose all or part of their investment and
the business, financial condition, liquidity, results of operations and prospects of the Resulting
Issuer could be materially adversely affected and the ability of the Resulting Issuer to implement
its growth plans could be adversely affected.

The acquisition of any of the securities of the Resulting Issuer is speculative, involving a high
degree of risk and should be undertaken only by persons whose financial resources are
sufficient to enable them to assume such risks and who have no need for immediate liquidity in
their investment. An investment in the securities of the Resulting Issuer should not constitute a
major portion of an individual’s investment portfolio and should only be made by persons who
can afford a total loss of their investment. Resulting Issuer Shareholders should evaluate
carefully the following risk factors associated with the Resulting Issuer’s securities, along with
the risk factors described elsewhere in this Listing Statement.

Business of the Resulting Issuer Risks

Marijuana remains illegal under U.S. federal law

Marijuana is a Schedule I controlled substance and is illegal under federal U.S. law. Even in
those states in which the use of marijuana has been legalized, its use remains a violation of
federal law. Since federal law criminalizing the use of marijuana pre-empts state laws that
legalize its use, strict enforcement of federal law regarding marijuana would harm the Resulting
Issuer’s business, prospects, results of operation, and financial condition.

Federal regulation of marijuana in the United States
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Unlike in Canada which has federal legislation uniformly governing the cultivation, distribution,
sale and possession of medical cannabis under the Access to Cannabis for Medical Purposes
Regulations (Canada) and the proposed regulation of recreational cannabis under the Cannabis
Act (Canada), investors are cautioned that in the United States, cannabis is largely regulated at
the State level. To date, a total of 30 states, plus the District of Columbia, have legalized
cannabis in some form.

Notwithstanding the permissive regulatory environment of cannabis at the state level, cannabis
continues to be categorized as a Schedule I controlled substance under the Controlled
Substances Act (the "CSA") in the United States and as such, remains illegal under federal law
in the United States.

As a result of the conflicting views between state legislatures and the federal government
regarding cannabis, investments in cannabis businesses in the United States are subject to
inconsistent legislation and regulation. The Supremacy Clause of the United States Constitution
establishes that the United States Constitution and federal laws made pursuant to it are
paramount and in case of conflict between federal and state law, the federal law shall apply.
The response to this inconsistency was addressed in August 2013 when then Deputy Attorney
General, James Cole, authored a memorandum (the "Cole Memorandum") addressed to all
United States district attorneys acknowledging that, notwithstanding the designation of cannabis
as a controlled substance at the federal level in the United States, several states had enacted
laws relating to cannabis for medical purposes.

The Cole Memorandum outlined the priorities for the Department of Justice relating to the
prosecution of cannabis offenses. In particular, the Cole Memorandum noted that in jurisdictions
that have enacted laws legalizing cannabis in some form and that have also implemented strong
and effective regulatory and enforcement systems to control the cultivation, distribution, sale
and possession of cannabis, conduct in compliance with those laws and regulations is less likely
to be a priority at the federal level. Notably, however, the Department of Justice never provided
specific guidelines for what regulatory and enforcement systems it deemed sufficient under the
Cole Memorandum standard. In light of limited investigative and prosecutorial resources, the
Cole Memorandum concluded that the Department of Justice should be focused on addressing
only the most significant threats related to cannabis. States where medical cannabis had been
legalized were not characterized as a high priority.

In March 2017, the newly appointed Attorney General Jeff Sessions again noted limited federal
resources and acknowledged that much of the Cole Memorandum had merit. However, on
January 4, 2018, Mr. Sessions issued a new memorandum that rescinded and superseded the
Cole Memorandum effective immediately (the "Sessions Memorandum")18. The Sessions
Memorandum stated, in part, that current law reflects "Congress’ determination that cannabis is
a dangerous drug and cannabis activity is a serious crime", and Mr. Sessions directed all U.S.
Attorneys to enforce the laws enacted by Congress and to follow well-established principles
when pursuing prosecutions related to marijuana activities. The inconsistency between federal
and state laws and regulations is a major risk factor.

18
U.S. Dept. of Justice. (2018). Memorandum for all United States Attorneys re: Marijuana Enforcement.

Washington, DC: US Government Printing Office. Retrieved from https://www.justice.gov/opa/press-
release/file/1022196/download.
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As a result of the Sessions Memorandum, federal prosecutors will now be free to utilize their
prosecutorial discretion to decide whether to prosecute cannabis activities despite the existence
of state-level laws that may be inconsistent with federal prohibitions. No direction was given to
federal prosecutors in the Sessions Memorandum as to the priority they should ascribe to such
cannabis activities, and resultantly it is uncertain how active federal prosecutors will be in
relation to such activities. Furthermore, the Sessions Memorandum did not discuss the
treatment of medical cannabis by federal prosecutors. Medical cannabis is currently protected
against enforcement by enacted legislation from United States Congress in the form of the
Leahy Amendment to H.R.1625 – a vehicle for the Consolidated Appropriations Act of 2018
which similarly prevents federal prosecutors from using federal funds to impede the
implementation of medical cannabis laws enacted at the state level, subject to Congress
restoring such funding. Due to the ambiguity of the Sessions Memorandum, there can be no
assurance that the federal government will not seek to prosecute cases involving cannabis
businesses that are otherwise compliant with state law.

Federal law pre-empts state law in these circumstances, so that the federal government can
assert criminal violations of federal law despite state law. The level of prosecutions of state-legal
cannabis operations is entirely unknown, nonetheless the stated position of the current
administration is hostile to legal cannabis, and furthermore may be changed at any time by the
Department of Justice, to become even more aggressive. The Sessions Memorandum lays the
groundwork for United States Attorneys to take their cues on enforcement priority directly from
Attorney General Jeff Sessions by referencing federal law enforcement priorities set by
Attorney General Jeff Sessions. If the Department of Justice policy under Attorney General Jeff
Sessions was to aggressively pursue financiers or equity owners of cannabis-related business,
and United States Attorneys followed such Department of Justice policies through pursuing
prosecutions, then the Resulting Issuer could face (i) seizure of its cash and other assets used
to support or derived from its cannabis subsidiaries, (ii) the arrest of its employees, directors,
officers, managers and investors, and charges of ancillary criminal violations of the CSA for
aiding and abetting and conspiring to violate the CSA by virtue of providing financial support to
cannabis companies that service or provide goods to state-licensed or permitted cultivators,
processors, distributors, and/or retailers of cannabis, and/or (iii) barring employees, directors,
officers, managers and investors who are not U.S. citizens from entry into the United States for
life. On September 21, 2018, the U.S. Customs and Border Protection (“CBP”) issued the “CBP
Statement on Canada’s Legalization of Marijuana and Crossing the Border”, in which the CBP
confirmed the possibility of the foregoing, including the fact that “working in or facilitating the
proliferation of the legal marijuana industry in U.S. states where it is deemed legal...may affect
admissibility to the U.S.”

Notably, current federal law (in the form of budget bills) prevents the Department of Justice from
expending funds to intervene with states’ rights to legalize cannabis for medical purposes. In the
event Congress fails to renew this federal law in its next budget bill, the foregoing protection for
medical cannabis operators will be void.

Now that the Cole Memorandum has been repealed by Attorney General Jeff Sessions, the
Department of Justice under the current administration or an aggressive federal prosecutor
could allege that the Resulting Issuer and its Board and, potentially its shareholders, "aided and
abetted" violations of federal law by providing finances and services to its portfolio cannabis
companies. Under these circumstances, it is possible that the federal prosecutor would seek to
seize the assets of the Resulting Issuer, and to recover the "illicit profits" previously distributed
to shareholders resulting from any of the foregoing financing or services. In these
circumstances, the Resulting Issuer’s operations would cease, shareholders may lose their
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entire investment and directors, officers and/or shareholders may be left to defend any criminal
charges against them at their own expense and, if convicted, be sent to federal prison.

On January 12, 2018, the Canadian Securities Administrators issued a statement that they were
considering whether the disclosure-based approach for issuers with U.S. marijuana-related
activities remains appropriate in light of the rescission of the Cole Memorandum.

Notwithstanding the foregoing, in March 2018, as part of the Congressional omnibus spending
bill, Congress renewed, through the end of September 2018, the Rohrabacher-Leahy
Amendment (“RLA”) which prohibits the Department of Justice from expending any funds for the
prosecution of medical cannabis businesses operating in compliance with state and local laws.
Congress passed the Continuing Appropriations Act, 2019 in September 2018, which extends
the deadline of the March 2018 omnibus spending bill until December 7, 2018. Should the RBA
not be renewed upon expiration in subsequent spending bills there can be no assurance that
the federal government will not seek to prosecute cases involving medical cannabis businesses
that are otherwise compliant with state law. Such potential proceedings could involve significant
restrictions being imposed upon the Resulting Issuer or third parties, while diverting the
attention of key executives. Such proceedings could have a material adverse effect on Harvest’s
business, revenues, operating results and financial condition as well as the Resulting Issuer’s
reputation, even if such proceedings were concluded successfully in favour of the Resulting
Issuer.

Additionally, there can be no assurance as to the position any new administration may take on
marijuana and a new administration could decide to enforce the federal laws strongly. Any
enforcement of current federal laws could cause significant financial damage to the Resulting
Issuer and its shareholders. Further, future presidential administrations may want to treat
marijuana differently and potentially enforce the federal laws more aggressively.

Unless and until the United States Congress amends the CSA with respect to medical and/or
adult-use cannabis (and as to the timing or scope of any such potential amendments there can
be no assurance), there is a significant risk that federal authorities may enforce current U.S.
federal law. If the U.S. federal government begins to enforce U.S. federal laws relating to
cannabis in states where the sale and use of cannabis is currently legal, or if existing applicable
state laws are repealed or curtailed, the Resulting Issuer’s business, results of operations,
financial condition and prospects would be materially adversely affected. Despite the current
state of the federal law and the CSA, the States of California, Nevada, Massachusetts, Maine,
Washington, Oregon, Colorado, Vermont and Alaska, and the District of Columbia, have
legalized recreational use of cannabis. Massachusetts and Maine have not yet begun
recreational cannabis commercial operations. In early 2018, Vermont became the first state to
legalize recreational cannabis by passage in a state legislature, but does not allow commercial
sales of recreational cannabis. Although the District of Columbia voters passed a ballot initiative
in November 2014, no commercial recreational operations exist because of a prohibition on
using funds for regulation within a federal appropriations amendment to local District spending
powers. In addition, over half of the U.S. states have enacted legislation to legalize and regulate
the sale and use of medical cannabis, provided that certain states have legalized and regulate
the sale and use of medical cannabis with strict limits on the levels of tetrahydrocannabinol
(“THC”). However, there is no guarantee that state laws legalizing and regulating the sale and
use of cannabis will not be repealed or overturned, or that local governmental authorities will not
limit the applicability of state laws within their respective jurisdictions. The Resulting Issuer’s
objective is to capitalize on the opportunities presented as a result of the changing regulatory
environment governing the cannabis industry in the United States. Accordingly, there are a
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number of significant risks associated with the business of the Resulting Issuer. Unless and until
the United States Congress amends the CSA with respect to medical and/or adult-use cannabis
(and as to the timing or scope of any such potential amendments there can be no assurance),
there is a significant risk that federal authorities may enforce current federal law, and the
business of the Resulting Issuer may be deemed to be producing, cultivating, extracting, or
dispensing cannabis or aiding or abetting or otherwise engaging in a conspiracy to commit such
acts in violation of federal law in the United States.

Violations of any federal laws and regulations could result in significant fines, penalties,
administrative sanctions, convictions or settlements arising from civil proceedings conducted by
either the federal government or private citizens, or criminal charges, including, but not limited
to, disgorgement of profits, cessation of business activities or divestiture. This could have a
material adverse effect on the Resulting Issuer, including its reputation and ability to conduct
business, its holding (directly or indirectly) of cannabis licenses in the United States, the listing
of its securities on various stock exchanges, its financial position, operating results, profitability
or liquidity or the market price of its publicly traded common shares. In addition, it is difficult to
estimate the time or resources that would be needed for the investigation of any such matters or
its final resolution because, in part, the time and resources that may be needed are dependent
on the nature and extent of any information requested by the applicable authorities involved,
and such time or resources could be substantial.

U.S. state regulatory uncertainty

The rulemaking process for cannabis operators at the state level in any state will be ongoing
and result in frequent changes. As a result, a compliance program is essential to manage
regulatory risk. All operating policies and procedures implemented in the operation will be
compliance-based and derived from the state regulatory structure governing ancillary cannabis
businesses and their relationships to state-licensed or permitted cannabis operators, if any.
Notwithstanding the Resulting Issuer’s efforts, regulatory compliance and the process of
obtaining regulatory approvals can be costly and time-consuming. No assurance can be given
that the Resulting Issuer will receive the requisite licenses, permits or cards to operate its
businesses.

In addition, local laws and ordinances could restrict the Resulting Issuer’s business activity.
Although legal under the laws of the states in which the Resulting Issuer’s business will operate,
local governments have the ability to limit, restrict, and ban cannabis businesses from operating
within their jurisdiction. Land use, zoning, local ordinances, and similar laws could be adopted or
changed, and have a material adverse effect on the Resulting Issuer’s business.

The Resulting Issuer is aware that multiple states are considering special taxes or fees on
businesses in the marijuana industry. It is a potential yet unknown risk at this time that other
states are in the process of reviewing such additional fees and taxation. This could have a
material adverse effect upon the Resulting Issuer’s business, results of operations, financial
condition or prospects.

Harvest currently and following the Transaction intends to operate in the States of Arizona,
Maryland and Pennsylvania and to expand operations into the States of Arkansas, California,
Florida, Massachusetts, Nevada, New Jersey, North Dakota and Ohio, and others as deemed
appropriate by management.
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There is no assurance that the Resulting Issuer will obtain and retain any relevant
licenses.

State licenses in the U.S. are subject to ongoing compliance and reporting requirements. Failure
by the Resulting Issuer to comply with the requirements of licenses or any failure to maintain
licenses would have a material adverse impact on the business, financial condition and
operating results of the Resulting Issuer. Should any state in which the Resulting Issuer
considers a license important not grant, extend or renew such license or should it renew such
license on different terms, or should it decide to grant more than the anticipated number of
licenses, the business, financial condition and results of the operation of the Resulting Issuer
could be materially adversely affected.

Restricted access to banking

Because the manufacture, distribution, and dispensation of cannabis remains illegal under the
CSA, banks and other financial institutions providing services to cannabis-related businesses
risk violation of federal anti-money laundering statutes (18 U.S.C. §§ 1956 and 1957), the
unlicensed money-remitter statute (18 U.S.C. § 1960) and the U.S. Bank Secrecy Act. These
statutes can impose criminal liability for engaging in certain financial and monetary transactions
with the proceeds of a “specified unlawful activity” such as distributing controlled substances
which are illegal under federal law, including cannabis, and for failing to identify or report
financial transactions that involve the proceeds of cannabis-related violations of the CSA.

In February 2014, the Financial Crimes Enforcement Network (“FinCEN”) bureau of the U.S.
Treasury Department issued guidance (which is not law) with respect to financial institutions
providing banking services to cannabis business, including burdensome due diligence
expectations and reporting requirements.19 This guidance does not provide any safe harbors or
legal defenses from examination or regulatory or criminal enforcement actions by the
Department of Justice, FinCEN or other federal regulators. Thus, most banks and other financial
institutions in the United States do not appear to be comfortable providing banking services to
cannabis-related businesses, or relying on this guidance, which can be amended or revoked at
any time by the Trump Administration. In addition to the foregoing, banks may refuse to process
debit card payments and credit card companies generally refuse to process credit card
payments for cannabis-related businesses. As a result, the Resulting Issuer may have limited or
no access to banking or other financial services in the United States. In addition, federal money
laundering statutes and Bank Secrecy Act regulations discourage financial institutions from
working with any organization that sells a controlled substance, regardless of whether the state
it resides in permits cannabis sales. The inability or limitation in the Resulting Issuer’s ability to
open or maintain bank accounts, obtain other banking services and/or accept credit card and
debit card payments may make it difficult for the Resulting Issuer to operate and conduct its
business as planned or to operate efficiently.

19
Department of the Treasury Financial Crimes Enforcement Network. (2014). Guidance re: BSA Expectations

Regarding Marijuana-Related Businesses (FIN-2014-G001). Retrieved from
https://www.fincen.gov/resources/statutes-regulations/guidance/bsa-expectations-regarding-marijuana-related-
businesses.
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Heightened scrutiny by Canadian regulatory authorities

For the reasons set forth above, the Resulting Issuer’s existing operations in the United States,
and any future operations or investments, may become the subject of heightened scrutiny by
regulators, stock exchanges and other authorities in Canada. As a result, the Resulting Issuer
may be subject to significant direct and indirect interaction with public officials. There can be no
assurance that this heightened scrutiny will not in turn lead to the imposition of certain
restrictions on the Resulting Issuer’s ability to operate or invest in the United States or any other
jurisdiction, in addition to those described herein.

It had been reported in Canada that the Canadian Depository for Securities Limited is
considering a policy shift that would see its subsidiary, CDS Clearing and Depository Services
Inc. (“CDS”), refuse to settle trades for cannabis issuers that have investments in the United
States. CDS is Canada’s central securities depository, clearing and settling trades in the
Canadian equity, fixed income and money markets. The TMX Group, the owner and operator of
CDS, subsequently issued a statement on August 17, 2017 reaffirming that there is no CDS ban
on the clearing of securities of issuers with cannabis-related activities in the United States,
despite media reports to the contrary and that the TMX Group was working with regulators to
arrive at a solution that will clarify this matter, which would be communicated at a later time.

On February 8, 2018, following discussions with the Canadian Securities Administrators and
recognized Canadian securities exchanges, the TMX Group announced the signing of a
Memorandum of Understanding (“MOU”) with Aequitas NEO Exchange Inc., the CSE, the
Toronto Stock Exchange, and the TSXV.20 The MOU outlines the parties’ understanding of
Canada’s regulatory framework applicable to the rules, procedures, and regulatory oversight of
the exchanges and CDS as it relates to issuers with cannabis-related activities in the United
States. The MOU confirms, with respect to the clearing of listed securities, that CDS relies on
the exchanges to review the conduct of listed issuers. As a result, there is no CDS ban on the
clearing of securities of issuers with cannabis-related activities in the United States. However,
there can be no guarantee that this approach to regulation will continue in the future. If such a
ban were to be implemented at a time when the common shares are listed on a stock exchange,
it would have a material adverse effect on the ability of holders of common shares to make and
settle trades. In particular, the common shares would become highly illiquid until an alternative
was implemented, investors would have no ability to effect a trade of the common shares
through the facilities of the applicable stock exchange.

Regulatory scrutiny of the Resulting Issuer's interests in the United States

For the reasons set forth above, the Resulting Issuer's interests in the United States cannabis
market, and future licensing arrangements, may become the subject of heightened scrutiny by
regulators, stock exchanges, clearing agencies and other authorities in Canada. As a result, the
Resulting Issuer may be subject to significant direct and indirect interaction with public officials.
There can be no assurance that this heightened scrutiny will not in turn lead to the imposition of
certain restrictions on the Resulting Issuer's ability to carry on its business in the United States.

20
Memorandum from The Canadian Depository for Securities, Aequitas NEO Exchange Inc., CNSX Markets Inc.,

TSX Inc., and TSX Venture Exchange Inc. (8 February 2018). Retrieved from https://www.cds.ca/resource/en/249/.
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Constraints on marketing products

The development of the Resulting Issuer’s business and operating results may be hindered by
applicable restrictions on sales and marketing activities imposed by government regulatory
bodies. The regulatory environment in the United States limits the Resulting Issuer’s ability to
compete for market share in a manner similar to other industries. If the Resulting Issuer is
unable to effectively market its products and compete for market share, or if the costs of
compliance with government legislation and regulation cannot be absorbed through increased
selling prices for its products, the Resulting Issuer’s sales and operating results could be
adversely affected.

Unfavorable tax treatment of cannabis businesses

Under Section 280E ("Section 280E") of the United States Internal Revenue Code of 1986, as
amended (the “U.S. Tax Code”), "no deduction or credit shall be allowed for any amount paid or
incurred during the taxable year in carrying on any trade or business if such trade or business
(or the activities which comprise such trade or business) consists of trafficking in controlled
substances (within the meaning of schedule I and II of the Controlled Substances Act) which is
prohibited by Federal law or the law of any State in which such trade or business is conducted."
This provision has been applied by the U.S. Internal Revenue Service to cannabis operations,
prohibiting them from deducting expenses directly associated with the sale of cannabis. Section
280E therefore has a significant impact on the retail side of cannabis, but a lesser impact on
cultivation and manufacturing operations. A result of Section 280E is that an otherwise
profitable business may, in fact, operate at a loss, after taking into account its U.S. income tax
expenses.

Risk of Civil Asset Forfeiture

Because the cannabis industry remains illegal under U.S. federal law, any property owned by
participants in the cannabis industry which are either used in the course of conducting such
business, or are the proceeds of such business, could be subject to seizure by law enforcement
and subsequent civil asset forfeiture. Even if the owner of the property were never charged with
a crime, the property in question could still be seized and subject to an administrative
proceeding by which, with minimal due process, it could be subject to forfeiture.

Proceeds of crime statutes

The Resulting Issuer will be subject to a variety of laws and regulations domestically and in the
United States that involve money laundering, financial recordkeeping and proceeds of crime,
including the Currency and Foreign Transactions Reporting Act of 1970 (commonly known as
the Bank Secrecy Act), as amended by Title III of the Uniting and Strengthening America by
Providing Appropriate Tools Required to Intercept and Obstruct Terrorism Act of 2001 (USA
PATRIOT Act), the Proceeds of Crime (Money Laundering) and Terrorist Financing Act
(Canada), as amended and the rules and regulations thereunder, the Criminal Code (Canada)
and any related or similar rules, regulations or guidelines, issued, administered or enforced by
governmental authorities in the United States and Canada.

In the event that any of the Resulting Issuer’s license agreements, or any proceeds thereof, in
the United States were found to be in violation of money laundering legislation or otherwise,
such transactions may be viewed as proceeds of crime under one or more of the statutes noted
above or any other applicable legislation. This could be materially adverse to the Resulting



-111-

Issuer and, among other things, could restrict or otherwise jeopardize the ability of the Resulting
Issuer to declare or pay dividends, effect other distributions or subsequently repatriate such
funds back to Canada.

United States tax classification of the Resulting Issuer

The Resulting Issuer, which is and will continue to be a Canadian corporation as of the date of
this Listing Statement, generally would be classified as a non-United States corporation under
general rules of United States federal income taxation. Section 7874 of the U.S. Tax Code,
however, contains rules that can cause a non-United States corporation to be taxed as a United
States corporation for United States federal income tax purposes.

Upon the consummation of the Transaction, the Resulting Issuer is expected to be treated as a
United States corporation for United States federal income tax purposes under section 7874 of
the U.S. Tax Code and is expected to be subject to United States federal income tax on its
worldwide income. However, for Canadian tax purposes, the Resulting Issuer is expected,
regardless of any application of section 7874 of the U.S. Tax Code, to be treated as a Canadian
resident company (as defined in the Income Tax Act (Canada) (the “ITA”) for Canadian income
tax purposes. As a result, the Resulting Issuer will be subject to taxation both in Canada and the
United States which could have a material adverse effect on its financial condition and results of
operations.

It is unlikely that the Resulting Issuer will pay any dividends on the common shares in the
foreseeable future. However, dividends received by shareholders who are residents of Canada
for purposes of the ITA will be subject to U.S. withholding tax. Any such dividends may not
qualify for a reduced rate of withholding tax under the Canada-United States tax treaty. In
addition, a foreign tax credit or a deduction in respect of foreign taxes may not be available.

Dividends received by U.S. shareholders will not be subject to U.S. withholding tax but will be
subject to Canadian withholding tax. Dividends paid by the Resulting Issuer will be
characterized as U.S. source income for purposes of the foreign tax credit rules under the U.S.
Tax Code. Accordingly, U.S. shareholders generally will not be able to claim a credit for any
Canadian tax withheld unless, depending on the circumstances, they have an excess foreign
tax credit limitation due to other foreign source income that is subject to a low or zero rate of
foreign tax.

Dividends received by shareholders that are neither Canadian nor U.S. shareholders will be
subject to U.S. withholding tax and will also be subject to Canadian withholding tax. These
dividends may not qualify for a reduced rate of U.S. withholding tax under any income tax treaty
otherwise applicable to a shareholder of the Resulting Issuer, subject to examination of the
relevant treaty.

As a U.S. domestic corporation for U.S. federal income tax purposes, the taxation of the
Resulting Issuer’s non-U.S. shareholders upon a disposition of common shares generally
depends on whether the Resulting Issuer is classified as a United States real property holding
corporation (a “USRPHC”) under the Code. The Resulting Issuer expects that it will not be a
USRPHC immediately after the Transaction or for the foreseeable future. If the Resulting Issuer
becomes a USRPHC, its non-U.S. shareholders may be subject to U.S. federal income tax on
any gain associated with the disposition of the common shares.
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Because the common shares will be treated as shares of a U.S. domestic corporation, the U.S.
gift, estate and generation-skipping transfer tax rules generally apply to a non-U.S. shareholder
of common shares.

EACH SHAREHOLDER SHOULD SEEK TAX ADVICE, BASED ON SUCH
SHAREHOLDER’S PARTICULAR CIRCUMSTANCES, FROM THEIR OWN TAX ADVISOR.

Security Risks

The business premises of the Resulting Issuer’s operating locations are targets for theft. While
the Resulting Issuer has implemented security measures at each location and continues to
monitor and improve its security measures, its cultivation, processing and dispensary facilities
could be subject to break-ins, robberies and other breaches in security. If there was a breach in
security and the Resulting Issuer fell victim to a robbery or theft, the loss of cannabis plants,
cannabis oils, cannabis flowers and cultivation and processing equipment could have a material
adverse impact on the business, financial condition and results of operation of the Resulting
Issuer.

As the Resulting Issuer’s business involves the movement and transfer of cash which is
collected from dispensaries or patients/customers and deposited into its bank, there is a risk of
theft or robbery during the transport of cash. The Resulting Issuer has engaged a security firm
to provide security in the transport and movement of large amounts of cash. Employees
sometimes transport cash and/or products and each employee has a panic button in their
vehicle and, if requested, may be escorted by armed guards. While the Resulting Issuer has
taken robust steps to prevent theft or robbery of cash during transport, there can be no
assurance that there will not be a security breach during the transport and the movement of
cash involving the theft of product or cash.

The Resulting Issuer has a limited operating history, which may make it difficult for
investors to predict future performance based on current operations.

The Resulting Issuer has a limited operating history upon which investors may base an
evaluation of its potential future performance, having begun operations in 2018. The Resulting
Issuer has shown that the Resulting Issuer can produce and sell produce, herbs, floral products,
infused products or other cannabis products in a manner that enables it to be profitable and
meet customer requirements, enhance its produce, herbs, or floral products, obtain the
necessary permits and/or achieve certain milestones to develop its dispensary businesses,
enhance its line of cannabis products, develop and maintain relationships with key
manufacturers and strategic partners to extract value from its intellectual property, raise
sufficient capital in the public and/or private markets, and respond effectively to competitive
pressures. Notwithstanding its successes to date, there can be no assurance that the Resulting
Issuer will be able to develop or maintain consistent revenue sources, or that its operations will
continue to be profitable and/or generate positive cash flow.

Any forecasts the Resulting Issuer makes about its operations may prove to be inaccurate. The
Resulting Issuer must, among other things, determine appropriate risks, rewards, and level of
investment in its product lines, respond to economic and market variables outside of its control,
respond to competitive developments and continue to attract, retain, and motivate qualified
employees. There can be no assurance that the Resulting Issuer will be successful in meeting
these challenges and addressing such risks and the failure to do so could have a materially
adverse effect on its business, results of operations, and financial condition. Its prospects must
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be considered in light of the risks, expenses, and difficulties frequently encountered by
companies in the early stage of development. As a result of these risks, challenges, and
uncertainties, the value of your investment could be significantly reduced or completely lost.

The Resulting Issuer will likely need additional capital to sustain its operations and will likely
need to seek further financing, which the Resulting Issuer may not be able to obtain on
acceptable terms or at all. If the Resulting Issuer fails to raise additional capital, as needed, its
ability to implement its business model and strategy could be compromised.

To date, the Resulting Issuer’s operations and expansion of its business have been funded
primarily from cash-flow from operations as substantially supplemented by the proceeds of debt
and equity financings. The Resulting Issuer expects to require substantial additional capital in
the near future to commence the expansion of its business into additional states in the United
States, expand its product lines, develop its intellectual property base, and establish its targeted
levels of commercial production. The Resulting Issuer may not be able to obtain additional
financing on terms acceptable to it, or at all. In particular, because marijuana is illegal under
federal law, the Resulting Issuer may have difficulty attracting investors.

Even if the Resulting Issuer obtains financing for its near-term operations and expansion, the
Resulting Issuer expects that it will require additional capital thereafter. Its capital needs will
depend on numerous factors including: (i) its profitability; (ii) the release of competitive products
by its competition; (iii) the level of its investment in research and development; and (iv) the
amount of its capital expenditures, including acquisitions. The Resulting Issuer cannot assure
you that the Resulting Issuer will be able to obtain capital in the future to meet its needs.

If the Resulting Issuer raises additional funds through the issuance of equity or convertible debt
securities, the percentage ownership held by its existing stockholders will be reduced and its
stockholders may experience significant dilution. In addition, new securities may contain rights,
preferences, or privileges that are senior to those of its securities. If the Resulting Issuer raises
additional capital by incurring debt, this will result in increased interest expense. If the Resulting
Issuer raises additional funds through the issuance of securities, market fluctuations in the price
of its securities could limit its ability to obtain equity financing.

The Resulting Issuer cannot give you any assurance that any additional financing will be
available to it, or if available, will be on terms favorable to it. If the Resulting Issuer is unable to
raise capital when needed, its business, financial condition, and results of operations would be
materially adversely affected, and the Resulting Issuer could be forced to reduce or discontinue
its operations.

The Resulting Issuer’s business could be adversely affected if it fails to protect its
intellectual property.

The Resulting Issuer’s viability will depend, in part, on its ability to develop and maintain the
proprietary aspects of its intellectual property to distinguish its products from its competitors’
products. The Resulting Issuer relies on copyrights, trademarks, trade secrets, and
confidentiality provisions to establish and protect its intellectual property. However, the
Resulting Issuer will not be able to register any United States federal trademarks for its
cannabis products. Because producing, manufacturing, processing, possessing, distributing,
selling, and using cannabis is a crime under the CSA, the United States Patent and Trademark
Office will not permit the registration of any trademark that identifies cannabis products. As a
result, the Resulting Issuer likely will be unable to protect its cannabis product trademarks
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beyond the geographic areas in which it conducts business. The use of its trademarks outside
the states in which it operates by one or more other persons could have a material adverse
effect on the value of such trademarks. The Resulting Issuer also may not be able to enforce
some of its intellectual property rights because cannabis is illegal under federal law.

Any infringement or misappropriation of the Resulting Issuer’s intellectual property could
damage its value and limit its ability to compete. The Resulting Issuer may have to engage in
litigation to protect the rights to its intellectual property, which could result in significant litigation
costs and require a significant amount of its time. In addition, the Resulting Issuer’s ability to
enforce and protect its intellectual property rights may be limited in certain countries outside the
United States, which could make it easier for competitors to capture market position in such
countries by utilizing technologies that are similar to those developed or licensed by it.

Competitors may also harm the Resulting Issuer’s sales by designing products that mirror its
products or processes without infringing on its intellectual property rights. If the Resulting Issuer
does not obtain sufficient protection for its intellectual property, or if the Resulting Issuer is
unable to effectively enforce its intellectual property rights, its competitiveness could be
impaired, which would limit its growth and future revenue.

The Resulting Issuer may also find it necessary to bring infringement or other actions against
third parties to seek to protect its intellectual property rights. Litigation of this nature, even if
successful, is often expensive and time-consuming to prosecute and there can be no assurance
that the Resulting Issuer will have the financial or other resources to enforce its rights or be able
to enforce its rights or prevent other parties from developing similar products or processes or
designing around its intellectual property.

The Resulting Issuer’s Trade Secrets May Be Difficult to Protect

The Resulting Issuer’s success depends upon the skills, knowledge, and experience of its
scientific and technical personnel, its consultants and advisors, as well as its licensors and
contractors. Because the Resulting Issuer operates in several highly competitive industries, the
Resulting Issuer relies in part on trade secrets to protect its proprietary technology and
processes. However, trade secrets are difficult to protect. The Resulting Issuer enters into
confidentiality or non-disclosure agreements with its corporate partners, employees,
consultants, outside scientific collaborators, developers, and other advisors. These agreements
generally require that the receiving party keep confidential and not disclose to third parties
confidential information developed by the receiving party or made known to the receiving party
by it during the course of the receiving party’s relationship with it. These agreements also
generally provide that inventions conceived by the receiving party in the course of rendering
services to it will be its exclusive property, and the Resulting Issuer enters into assignment
agreements to perfect its rights.

These confidentiality, inventions, and assignment agreements may be breached and may not
effectively assign intellectual property rights to the Resulting Issuer. The Resulting Issuer’s trade
secrets also could be independently discovered by competitors, in which case the Resulting
Issuer would not be able to prevent the use of such trade secrets by its competitors. The
enforcement of a claim alleging that a party illegally obtained and was using its trade secrets
could be difficult, expensive, and time consuming and the outcome would be unpredictable. In
addition, courts outside the United States may be less willing to protect trade secrets. The
failure to obtain or maintain meaningful trade secret protection could adversely affect its
competitive position.
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The Resulting Issuer May be Exposed to Infringement or Misappropriation Claims by
Third Parties, Which, if Determined Adversely to the Resulting Issuer, Could Subject the
Resulting Issuer to Significant Liabilities and Other Costs

The Resulting Issuer’s success may likely depend on its ability to use and develop new
extraction technologies, recipes, know-how and new strains of marijuana without infringing the
intellectual property rights of third parties. The Resulting Issuer cannot assure that third parties
will not assert intellectual property claims against it. The Resulting Issuer is subject to additional
risks if entities licensing to it intellectual property do not have adequate rights in any such
licensed materials. If third parties assert copyright or patent infringement or violation of other
intellectual property rights against the Resulting Issuer, it will be required to defend itself in
litigation or administrative proceedings, which can be both costly and time consuming and may
significantly divert the efforts and resources of management personnel. An adverse
determination in any such litigation or proceedings to which the Resulting Issuer may become a
party could subject it to significant liability to third parties, require it to seek licenses from third
parties, to pay ongoing royalties or subject the Resulting Issuer to injunctions prohibiting the
development and operation of its applications.

If the Resulting Issuer is unable to continually innovate and increase efficiencies, its
ability to attract new customers may be adversely affected.

In the area of innovation, the Resulting Issuer must be able to develop new technologies and
products that appeal to its customers. This depends, in part, on the technological and creative
skills of its personnel and on its ability to protect its intellectual property rights. The Resulting
Issuer may not be successful in the development, introduction, marketing, and sourcing of new
technologies or innovations, that satisfy customer needs, achieve market acceptance, or
generate satisfactory financial returns.

A drop in the retail price of medical marijuana products may negatively impact the
business of the Resulting Issuer.

The demand for the Resulting Issuer’s products depends in part on the price of commercially
grown marijuana. Fluctuations in economic and market conditions that impact the prices of
commercially grown marijuana, such as increases in the supply of such marijuana and the
decrease in the price of products using commercially grown marijuana, could cause the demand
for medical marijuana products to decline, which would have a negative impact on its business.

The elimination of monetary liability against its directors, officers, and employees under
British Columbia (upon completion of the planned reverse takeover) law and the
existence of indemnification rights for its obligations to its directors, officers, and
employees may result in substantial expenditures by it and may discourage lawsuits
against its directors, officers, and employees.

The Resulting Issuer’s Articles contain a provision permitting it to eliminate the personal liability
of its directors to it and its stockholders for damages incurred as a director or officer to the
extent provided by British Columbia law. The Resulting Issuer may also have contractual
indemnification obligations under any future employment agreements with its officers or
agreements entered into with its directors. The foregoing indemnification obligations could result
in it incurring substantial expenditures to cover the cost of settlement or damage awards against
directors and officers, which the Resulting Issuer may be unable to recoup. These provisions
and the resulting costs may also discourage it from bringing a lawsuit against directors and
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officers for breaches of their fiduciary duties, and may similarly discourage the filing of derivative
litigation by its stockholders against its directors and officers even though such actions, if
successful, might otherwise benefit it and its stockholders.

Increased Costs as a result of being a Public Company

As a public issuer, Harvest (through the Resulting Issuer) will be subject to the reporting
requirements and rules and regulations under the applicable Canadian securities laws and rules
of any stock exchange on which its securities may be listed from time to time. Additional or new
regulatory requirements may be adopted in the future. The requirements of existing and
potential future rules and regulations will increase its legal, accounting and financial compliance
costs, make some activities more difficult, time consuming or costly and may also place undue
strain on its personnel, systems and resources, which could adversely affect its business and
financial condition.

In particular, as a result of the Business Combination, Harvest (through the Resulting Issuer) will
become subject to reporting and other obligations under applicable Canadian securities laws,
including National Instrument 52-109 – Certification of Disclosure in Issuers’ Annual and Interim
Filings, which requires annual management assessment of the effectiveness of its internal
controls over financial reporting. Effective internal controls, including financial reporting and
disclosure controls and procedures, are necessary for it to provide reliable financial reports, to
effectively reduce the risk of fraud and to operate successfully as a public company. These
reporting and other obligations will place significant demands on it as well as on its
management, administrative, operational and accounting resources.

Failure to implement required new or improved controls, or difficulties encountered in their
implementation, could harm its results of operations or cause it to fail to meet its reporting
obligations. If the Resulting Issuer or its auditors discover a material weakness, the disclosure of
that fact, even if quickly remedied, could reduce the market’s confidence in its consolidated
financial statements and materially adversely affect the trading price of the Subordinate Voting
Shares.

Conflicts of Interest

Certain of the directors and officers of the Resulting Issuer are, or may become directors and
officers of other companies, and conflicts of interest may arise between their duties as directors
and officers of the Resulting Issuer and as directors and officers of such other companies.

Difficulty in Enforcing Judgments and Effecting Service of Process on Directors and
Officers

The proposed directors and officers of the Resulting Issuer are expected to reside outside of
Canada. Some or all of the assets of such persons may be located outside of Canada.
Therefore, it may not be possible for Resulting Issuer shareholders to collect or to enforce
judgments obtained in Canadian courts predicated upon the civil liability provisions of applicable
Canadian securities laws against such persons. Moreover, it may not be possible for Resulting
Issuer shareholders to effect service of process within Canada upon such persons. Courts in
the United States may refuse to hear a claim based on a violation of Canadian securities laws
on the grounds that such jurisdiction is not the most appropriate forum to bring such a claim.
Even if a United States court agrees to hear a claim, it may determine that the local law, and not
Canadian law, is applicable to the claim. If Canadian law is found to be applicable, the content
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of applicable Canadian law must be proven as a fact, which can be a time-consuming and costly
process.

Past Performance Not Indicative of Future Results

The prior investment and operational performance of Harvest is not indicative of the future
operating results of the Resulting Issuer. There can be no assurance that the historical
operating results achieved by Harvest or its affiliates will be achieved by the Resulting Issuer,
and the Resulting Issuer’s performance may be materially different

Currency Fluctuations

Due to the Resulting Issuer’s present operations in the United States, and its intention to
continue future operations outside Canada, the Resulting Issuer is expected to be exposed to
significant currency fluctuations. Recent events in the global financial markets have been
coupled with increased volatility in the currency markets. All or substantially all of the Resulting
Issuer’s revenue will be earned in US dollars, but a portion of its operating expenses are
incurred in Canadian dollars. The Resulting Issuer does not have currency hedging
arrangements in place and there is no expectation that the Resulting Issuer will put any
currency hedging arrangements in place in the future. Fluctuations in the exchange rate
between the US dollar and the Canadian dollar, may have a material adverse effect on the
Resulting Issuer’s business, financial position or results of operations.

Lack of access to U.S. bankruptcy protections

Because the use of cannabis is illegal under federal law, many courts have denied cannabis
businesses bankruptcy protections, thus making it very difficult for lenders to recoup their
investments in the cannabis industry in the event of a bankruptcy. If the Resulting Issuer were
to experience a bankruptcy, there is no guarantee that U.S. federal bankruptcy protections
would be available to the Resulting Issuer, which would have a material adverse effect.

Potential FDA regulation

Should the federal government legalize cannabis, it is possible that the U.S. Food and Drug
Administration (the “FDA”), would seek to regulate it under the Food, Drug and Cosmetics Act of
1938. Additionally, the FDA may issue rules and regulations including good manufacturing
practices, related to the growth, cultivation, harvesting and processing of medical cannabis.
Clinical trials may be needed to verify efficacy and safety. It is also possible that the FDA would
require that facilities where medical-use cannabis is grown register with the FDA and comply
with certain federally prescribed regulations. In the event that some or all of these regulations
are imposed, the impact would be on the cannabis industry is unknown, including what costs,
requirements and possible prohibitions may be enforced. If the Resulting Issuer is unable to
comply with the regulations or registration as prescribed by the FDA it may have an adverse
effect on the Resulting Issuer’s business, operating results and financial condition.

Legality of contracts

Because the Resulting Issuer’s contracts involve cannabis and other activities that are not legal
under U.S. federal law and in some jurisdictions, the Resulting Issuer may face difficulties in
enforcing its contracts in U.S. federal and certain state courts.
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Unfavourable Publicity or Consumer Perception

The Resulting Issuer’s ability to generate revenue and be successful in the implementation of its
business plan is dependent on consumer acceptance and demand of its product lines.
Proposed management of the Resulting Issuer believes the recreational cannabis industry is
highly dependent upon consumer perception regarding the safety, efficacy and quality of the
recreational cannabis produced. Acceptance of the Resulting Issuer’s products will depend on
several factors, including availability, cost, ease of use, familiarity of use, convenience,
effectiveness, safety, and reliability. If customers do not accept the Resulting Issuer’s products,
or if the Resulting Issuer fails to meet customers’ needs and expectations adequately, its ability
to continue generating revenues could be reduced. Consumer perception of the Resulting
Issuer's proposed products may be significantly influenced by scientific research or findings,
regulatory investigations, litigation, media attention and other publicity regarding the
consumption of recreational cannabis products. There can be no assurance that future scientific
research, findings, regulatory proceedings, litigation, media attention or other research findings
or publicity will be favourable to the recreational cannabis market or any particular product, or
consistent with earlier publicity. Future research reports, findings, regulatory proceedings,
litigation, media attention or other publicity that are perceived as less favourable than, or that
question, earlier research reports, findings or publicity could have a material adverse effect on
the demand for the Resulting Issuer's proposed products and the business, results of
operations, financial condition and cash flows of the Resulting Issuer. The Resulting Issuer's
dependence upon consumer perceptions means that adverse scientific research reports,
findings, regulatory proceedings, litigation, media attention or other publicity, whether or not
accurate or with merit, could have a material adverse effect on the Resulting Issuer, the demand
for the Resulting Issuer's proposed products, and the business, results of operations, financial
condition and cash flows of the Resulting Issuer. Further, adverse publicity reports or other
media attention regarding the safety, efficacy and quality of recreational cannabis in general, or
the Resulting Issuer's proposed products specifically, or associating the consumption of
recreational cannabis with illness or other negative effects or events, could have such a material
adverse effect. Such adverse publicity reports or other media attention could arise even if the
adverse effects associated with such products resulted from consumers' failure to consume
such products appropriately or as directed.

Voting Control

As a result of the Super Voting Shares that they are anticipated to hold, Jason Vedadi,
Harvest’s Co- Founder & Chairman, and Steven White, Harvest’s Co-Founder & Chief
Executive Officer, are anticipated to exercise a significant majority of the voting power in respect
of the Resulting Issuer’s outstanding shares upon completion of the Transaction. The
Subordinate Voting Shares are expected to be entitled to one vote per share, Multiple Voting
Shares are expected to be entitled to 100 votes per share, and the Super Voting Shares are
expected to be entitled to up to 200 votes per share. As a result, Messrs. Vedadi and White are
expected to have the ability to control the outcome of all matters submitted to the Resulting
Issuer’s shareholders for approval, including the election and removal of directors and any
arrangement or sale of all or substantially all of the assets of the Resulting Issuer.

This concentrated control could delay, defer, or prevent a change of control of the Resulting
Issuer, arrangement or amalgamation involving the Resulting Issuer or sale of all or
substantially all of the assets of the Resulting Issuer that its other shareholders support.
Conversely, this concentrated control could allow the holders of the Super Voting Shares to
consummate such a transaction that the Resulting Issuer’s other shareholders do not support.
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In addition, the holders of the Super Voting Shares may make long-term strategic investment
decisions and take risks that may not be successful and may seriously harm the Resulting
Issuer’s business.

Unpredictability Caused by Anticipated Capital Structure and Voting Control

Although other Canadian-based companies have dual class or multiple voting share structures,
given the unique capital structure contemplated in respect of the Resulting Issuer and the
concentration of voting control that is anticipated to be held by the holders of the Super Voting
Shares, this structure and control could result in a lower trading price for or greater fluctuations
in the trading price of the Resulting Issuer’s common shares or will result in adverse publicity to
the Resulting Issuer or other adverse consequences.

The Resulting Issuer is a holding company

The Resulting Issuer is a holding company and essentially all of its assets are the capital stock
of its subsidiaries in each of the markets the company operates in, including Arizona and
Maryland and Pennsylvania and the markets the company is actively expanding into, including
Arkansas, California, Florida, Massachusetts, Nevada, New Jersey, North Dakota and Ohio. As
a result, investors in the Resulting Issuer are subject to the risks attributable to its subsidiaries.
As a holding company, the Resulting Issuer conducts substantially all of its business through its
subsidiaries, which generate substantially all of its revenues. Consequently, the Resulting
Issuer’s cash flows and ability to complete current or desirable future enhancement
opportunities are dependent on the earnings of its subsidiaries and the distribution of those
earnings to the Resulting Issuer. The ability of these entities to pay dividends and other
distributions will depend on their operating results and will be subject to applicable laws and
regulations which require that solvency and capital standards be maintained by such companies
and contractual restrictions contained in the instruments governing their debt. In the event of a
bankruptcy, liquidation or reorganization of any of the Resulting Issuer’s material subsidiaries,
holders of indebtedness and trade creditors may be entitled to payment of their claims from the
assets of those subsidiaries before the Resulting Issuer.

Sales of substantial amounts of Subordinate Voting Shares may have an adverse effect
on the market price of the Subordinate Voting Shares

Sales of substantial amounts of Subordinate Voting Shares, or the availability of such securities
for sale, could adversely affect the prevailing market prices for the Subordinate Voting Shares.
A decline in the market prices of the Subordinate Voting Shares could impair the Resulting
Issuer’s ability to raise additional capital through the sale of securities should it desire to do so.

Additional Capital Requirements

The Resulting Issuer will likely need additional capital to sustain its operations and will likely
need to seek further financing, which the Resulting Issuer may not be able to obtain on
acceptable terms or at all. If the Resulting Issuer fails to raise additional capital, as needed, its
ability to implement its business model and strategy could be compromised. To date, the
Resulting Issuer’s operations and expansion of its business have been funded primarily from
cash-flow from operations as substantially supplemented by the proceeds of debt and equity
financings. The Resulting Issuer expects to require substantial additional capital in the near
future to commence the expansion of its business into additional states in the United States,
expand its product lines, develop its intellectual property base, and establish its targeted levels
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of commercial production. The Resulting Issuer may not be able to obtain additional financing
on terms acceptable to it, or at all. In particular, because marijuana is illegal under federal law,
the Resulting Issuer may have difficulty attracting investors.

Even if the Resulting Issuer obtains financing for its near-term operations and expansion, the
Resulting Issuer expects that it will require additional capital thereafter. Its capital needs will
depend on numerous factors including: (i) its profitability; (ii) the release of competitive products
by its competition; (iii) the level of its investment in research and development; and (iv) the
amount of its capital expenditures, including acquisitions. The Resulting Issuer cannot assure
you that the Resulting Issuer will be able to obtain capital in the future to meet its needs.

If the Resulting Issuer raises additional funds through the issuance of equity or convertible debt
securities, the percentage ownership held by its existing stockholders will be reduced and its
stockholders may experience significant dilution. In addition, new securities may contain rights,
preferences, or privileges that are senior to those of its securities. If the Resulting Issuer raises
additional capital by incurring debt, this will result in increased interest expense. If the Resulting
Issuer raises additional funds through the issuance of securities, market fluctuations in the price
of its securities could limit its ability to obtain equity financing.

No assurance can be given that any additional financing will be available to the Resulting
Issuer, or if available, will be on terms favorable to it. If the Resulting Issuer is unable to raise
capital when needed, its business, financial condition, and results of operations would be
materially adversely affected, and it could be forced to reduce or discontinue its operations.

Volatile market price for the Subordinate Voting Shares

The market price for the Subordinate Voting Shares may be volatile and subject to wide
fluctuations in response to numerous factors, many of which will be beyond the Resulting
Issuer’s control, including, but not limited to the following:

 actual or anticipated fluctuations in the Resulting Issuer’s quarterly results of operations;
 recommendations by securities research analysts;
 changes in the economic performance or market valuations of companies in the industry

in which the Resulting Issuer will operate;
 addition or departure of the Resulting Issuer’s executive officers and other key

personnel;
 release or expiration of transfer restrictions on outstanding Subordinate Voting Shares;
 sales or perceived sales of additional Subordinate Voting Shares;
 operating and financial performance that vary from the expectations of management,

securities analysts and investors;
 regulatory changes affecting the Resulting Issuer’s industry generally and its business and

operations both domestically and abroad;
 announcements of developments and other material events by the Resulting Issuer or its

competitors;
 fluctuations to the costs of vital production materials and services;
 changes in global financial markets and global economies and general market

conditions, such as interest rates and pharmaceutical product price volatility;
 significant acquisitions or business combinations, strategic partnerships, joint ventures

or capital commitments by or involving the Resulting Issuer or its competitors;



-121-

 operating and share price performance of other companies that investors deem
comparable to the Resulting Issuer or from a lack of market comparable companies; and

 news reports relating to trends, concerns, technological or competitive developments,
regulatory changes and other related issues in the Resulting Issuer’s industry or target
markets.

Financial markets have recently experienced significant price and volume fluctuations that have
particularly affected the market prices of equity securities of companies and that have often been
unrelated to the operating performance, underlying asset values or prospects of such companies.
Accordingly, the market price of the Subordinate Voting Shares may decline even if the Resulting
Issuer’s operating results, underlying asset values or prospects have not changed. Additionally,
these factors, as well as other related factors, may cause decreases in asset values that are
deemed to be other than temporary, which may result in impairment losses. There can be no
assurance that continuing fluctuations in price and volume will not occur. If such increased levels of
volatility and market turmoil continue, the Resulting Issuer’s operations could be adversely
impacted, and the trading price of the Subordinate Voting Shares may be materially adversely
affected.

Liquidity

The Resulting Issuer cannot predict at what prices the Subordinate Voting Shares of the
Resulting Issuer will trade and there can be no assurance that an active trading market will
develop or be sustained. Final approval of the CSE has not yet been obtained. There is a
significant liquidity risk associated with an investment in the Resulting Issuer.

Increased costs as a result of being a public company

As a public issuer, the Resulting Issuer will be subject to the reporting requirements and rules
and regulations under the applicable Canadian securities laws and rules of any stock exchange
on which the Resulting Issuer’s securities may be listed from time to time. Additional or new
regulatory requirements may be adopted in the future. The requirements of existing and
potential future rules and regulations will increase the Resulting Issuer’s legal, accounting and
financial compliance costs, make some activities more difficult, time-consuming or costly and
may also place undue strain on its personnel, systems and resources, which could adversely
affect its business, financial condition, and results of operations.

Future acquisitions or dispositions

Material acquisitions, dispositions and other strategic transactions involve a number of risks,
including: (i) potential disruption of the Resulting Issuer’s ongoing business; (ii) distraction of
management; (iii) the Resulting Issuer may become more financially leveraged; (iv) the
anticipated benefits and cost savings of those transactions may not be realized fully or at all or
may take longer to realize than expected; (v) increasing the scope and complexity of the
Resulting Issuer’s operations; and (vi) loss or reduction of control over certain of the Resulting
Issuer’s assets. Additionally, the Resulting Issuer may issue additional Subordinate Voting
Shares in connection with such transactions, which would dilute a shareholder’s holdings in the
Resulting Issuer.

The presence of one or more material liabilities of an acquired company that are unknown to the
Resulting Issuer at the time of acquisition could have a material adverse effect on the business,
results of operations, prospects and financial condition of the Resulting Issuer. A strategic
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transaction may result in a significant change in the nature of the Resulting Issuer's business,
operations and strategy. In addition, the Resulting Issuer may encounter unforeseen obstacles
or costs in implementing a strategic transaction or integrating any acquired business into the
Resulting Issuer's operations.

Resulting Issuer's products

As a relatively new industry, there are not many established players in the recreational cannabis
industry whose business model the Resulting Issuer can follow or build on the success of.
Similarly, there is no information about comparable companies available for potential investors
to review in making a decision about whether to invest in the Resulting Issuer.

Shareholders and investors should further consider, among other factors, the Resulting Issuer's
prospects for success in light of the risks and uncertainties encountered by companies that, like
the Resulting Issuer, are in their early stages. For example, unanticipated expenses and
problems or technical difficulties may occur and they may result in material delays in the
operation of the Resulting Issuer's business. The Resulting Issuer may not successfully address
these risks and uncertainties or successfully implement its operating strategies. If the Resulting
Issuer fails to do so, it could materially harm the Resulting Issuer's business to the point of
having to cease operations and could impair the value of the common shares to the point
investors may lose their entire investment.

The Resulting Issuer expects to commit significant resources and capital to develop and market
existing products and new products and services. These products are relatively untested, and
the Resulting Issuer cannot assure shareholders and investors that it will achieve market
acceptance for these products, or other new products and services that the Resulting Issuer
may offer in the future. Moreover, these and other new products and services may be subject to
significant competition with offerings by new and existing competitors in the business. In
addition, new products and services may pose a variety of challenges and require the Resulting
Issuer to attract additional qualified employees. The failure to successfully develop and market
these new products and services could seriously harm the Resulting Issuer's business, financial
condition and results of operations.

Risks inherent in an agricultural business

The Resulting Issuer's business involves the growing of recreational cannabis, an agricultural
product. Such business will be subject to the risks inherent in the agricultural business, such as
insects, plant diseases and similar agricultural risks. Although all such growing is expected to be
completed indoors under climate controlled conditions, there can be no assurance that natural
elements will not have a material adverse effect on any such future production.

Energy costs

The Resulting Issuer's recreational cannabis growing operations will consume considerable
energy, which will make it vulnerable to rising energy costs. Accordingly, rising or volatile energy
costs may, in the future, adversely impact the business of the Resulting Issuer and its ability to
operate profitably.



-123-

Unknown environmental risks

There can be no assurance that the Resulting Issuer will not encounter hazardous conditions at
the site of the real estate used to operate its businesses, such as asbestos or lead, in excess of
expectations that may delay the development of its businesses. Upon encountering a hazardous
condition, work at the facilities of the Resulting Issuer may be suspended. If the Resulting Issuer
receives notice of a hazardous condition, it may be required to correct the condition prior to
continuing construction. The presence of other hazardous conditions will likely delay
construction and may require significant expenditure of the Resulting Issuer's resources to
correct the condition. Such conditions could have a material impact on the investment returns of
the Resulting Issuer.

Reliance on management

A risk associated with the production and sale of recreational cannabis is the loss of important
staff members. Success of the Resulting Issuer will be dependent upon the ability, expertise,
judgment, discretion and good faith of its senior management and key personnel. While
employment agreements are customarily used as a primary method of retaining the services of
key employees, these agreements cannot assure the continued services of such employees.
Any loss of the services of such individuals could have a material adverse effect on the
Resulting Issuer's business, operating results or financial condition.

Insurance and uninsured risks

The Resulting Issuer's business is subject to a number of risks and hazards generally, including
adverse environmental conditions, accidents, labour disputes and changes in the regulatory
environment. Such occurrences could result in damage to assets, personal injury or death,
environmental damage, delays in operations, monetary losses and possible legal liability.

Although the Resulting Issuer intends to continue to maintain insurance to protect against
certain risks in such amounts as it considers to be reasonable, its insurance will not cover all the
potential risks associated with its operations. The Resulting Issuer may also be unable to
maintain insurance to cover these risks at economically feasible premiums. Insurance coverage
may not continue to be available or may not be adequate to cover any resulting liability.
Moreover, insurance against risks such as environmental pollution or other hazards
encountered in the operations of the Resulting Issuer is not generally available on acceptable
terms. The Resulting Issuer might also become subject to liability for pollution or other hazards
which may not be insured against or which the Resulting Issuer may elect not to insure against
because of premium costs or other reasons. Losses from these events may cause the Resulting
Issuer to incur significant costs that could have a material adverse effect upon its financial
performance and results of operations.

Emerging Industry

The recreational cannabis industry is emerging. There can be no assurance that an active and
liquid market for shares of the Resulting Issuer will develop and shareholders may find it difficult
to resell their Subordinate Voting Shares. Accordingly, no assurance can be given that the
Resulting Issuer or its business will be successful.
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Dependence on key inputs, suppliers and skilled labour

The marijuana business is dependent on a number of key inputs and their related costs
including raw materials and supplies related to growing operations, as well as electricity, water
and other local utilities. Any significant interruption or negative change in the availability or
economics of the supply chain for key inputs could materially impact the business, financial
condition, results of operations or prospects of the Resulting Issuer. Some of these inputs may
only be available from a single supplier or a limited group of suppliers. If a sole source supplier
was to go out of business, the Resulting Issuer might be unable to find a replacement for such
source in a timely manner or at all. If a sole source supplier were to be acquired by a
competitor, that competitor may elect not to sell to the Resulting Issuer in the future. Any
inability to secure required supplies and services or to do so on appropriate terms could have a
materially adverse impact on the business, financial condition, results of operations or prospects
of the Resulting Issuer.

The ability of the Resulting Issuer to compete and grow will be dependent on it having access,
at a reasonable cost and in a timely manner, to skilled labour, equipment, parts and
components. No assurances can be given that the Resulting Issuer will be successful in
maintaining its required supply of skilled labour, equipment, parts and components. This could
have an adverse effect on the financial results of the Resulting Issuer.

Difficulty to forecast

The Resulting Issuer must rely largely on its own market research to forecast sales as detailed
forecasts are not generally obtainable from other sources at this early stage of the recreational
cannabis industry in the states in which the Resulting Issuer's business will operate. A failure in
the demand for its products to materialize as a result of competition, technological change or
other factors could have a material adverse effect on the business, results of operations and
financial condition of the Resulting Issuer.
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The Resulting Issuer’s future success depends on its key executive officers and its
ability to attract, retain, and motivate qualified personnel.

The Resulting Issuer’s future success largely depends upon the continued services of its
executive officers and management team. If one or more of the Resulting Issuer’s executive
officers are unable or unwilling to continue in their present positions, the Resulting Issuer may
not be able to replace them readily, if at all. Additionally, the Resulting Issuer may incur
additional expenses to recruit and retain new executive officers. If any of the Resulting Issuer’s
executive officers joins a competitor or forms a competing company, it may lose some or all of
its customers. Finally, the Resulting Issuer does not maintain “key person” life insurance on any
of its executive officers. Because of these factors, the loss of the services of any of these key
persons could adversely affect its business, financial condition, and results of operations, and
thereby an investment in its stock.

The Resulting Issuer’s continuing ability to attract and retain highly qualified personnel will also
be critical to its success because the Resulting Issuer will need to hire and retain additional
personnel as its business grows. There can be no assurance that the Resulting Issuer will be
able to attract or retain highly qualified personnel. The Resulting Issuer faces significant
competition for skilled personnel in its industries. In particular, if the marijuana industry
continues to grow, demand for personnel may become more competitive. This competition may
make it more difficult and expensive to attract, hire, and retain qualified managers and
employees. Because of these factors, the Resulting Issuer may not be able to effectively
manage or grow its business, which could adversely affect its financial condition or business. As
a result, the value of your investment could be significantly reduced or completely lost.

Management of growth

The Resulting Issuer may be subject to growth-related risks including capacity constraints and
pressure on its internal systems and controls. The ability of the Resulting Issuer to manage
growth effectively will require it to continue to implement and improve its operational and
financial systems and to expand, train and manage its employee base. The inability of the
Resulting Issuer to deal with this growth may have a material adverse effect on the Resulting
Issuer's business, financial condition, results of operations and prospects.

Internal controls

Effective internal controls are necessary for the Resulting Issuer to provide reliable financial
reports and to help prevent fraud. Although the Resulting Issuer will undertake a number of
procedures and will implement a number of safeguards, in each case, in order to help ensure
the reliability of its financial reports, including those imposed on the Resulting Issuer under
Canadian securities law, the Resulting Issuer cannot be certain that such measures will ensure
that the Resulting Issuer will maintain adequate control over financial processes and reporting.
Failure to implement required new or improved controls, or difficulties encountered in their
implementation, could harm the Resulting Issuer's results of operations or cause it to fail to meet
its reporting obligations. If the Resulting Issuer or its auditors discover a material weakness, the
disclosure of that fact, even if quickly remedied, could reduce the market's confidence in the
Resulting Issuer's consolidated financial statements and materially adversely affect the trading
price of the Subordinate Voting Shares.

Litigation
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The Resulting Issuer may become party to litigation from time to time in the ordinary course of
business which could adversely affect its business. Should any litigation in which the Resulting
Issuer becomes involved be determined against the Resulting Issuer such a decision could
adversely affect the Resulting Issuer's ability to continue operating and the market price for the
Subordinate Voting Shares and could use significant resources. Even if the Resulting Issuer is
involved in litigation and wins, litigation can redirect significant resources of Harvest and/or the
Resulting Issuer.

Product liability

The Resulting Issuer faces an inherent risk of exposure to product liability claims, regulatory
action and litigation if its products are alleged to have caused significant loss or injury. In
addition, the sale of the Resulting Issuer's products would involve the risk of injury to consumers
due to tampering by unauthorized third parties or product contamination. Previously unknown
adverse reactions resulting from human consumption of the Resulting Issuer's products alone or
in combination with other medications or substances could occur. The Resulting Issuer may be
subject to various product liability claims, including, among others, that the Resulting Issuer's
products caused injury or illness or death, include inadequate instructions for use or include
inadequate warnings concerning possible side effects or interactions with other substances. A
product liability claim or regulatory action against the Resulting Issuer could result in increased
costs, could adversely affect the Resulting Issuer's reputation with its clients and consumers
generally, and could have a material adverse effect on the business, results of operations and
financial condition of the Resulting Issuer. There can be no assurances that the Resulting Issuer
will be able to obtain or maintain product liability insurance on acceptable terms or with
adequate coverage against potential liabilities. Such insurance is expensive and may not be
available in the future on acceptable terms, or at all. The inability to obtain sufficient insurance
coverage on reasonable terms or to otherwise protect against potential product liability claims
could prevent or inhibit the commercialization of the Resulting Issuer's potential products.

Product recalls

Manufacturers and distributors of products are sometimes subject to the recall or return of their
products for a variety of reasons, including product defects, such as contamination, unintended
harmful side effects or interactions with other substances, packaging safety and inadequate or
inaccurate labeling disclosure. If any of the Resulting Issuer's products are recalled due to an
alleged product defect or for any other reason, the Resulting Issuer could be required to incur
the unexpected expense of the recall and any legal proceedings that might arise in connection
with the recall. The Resulting Issuer may lose a significant amount of sales and may not be able
to replace those sales at an acceptable margin or at all. In addition, a product recall may require
significant management attention. Although the Resulting Issuer has detailed procedures in
place for testing its products, there can be no assurance that any quality, potency or
contamination problems will be detected in time to avoid unforeseen product recalls, regulatory
action or lawsuits. Additionally, if one of the Resulting Issuer's significant brands were subject to
recall, the image of that brand and the Resulting Issuer could be harmed. A recall for any of the
foregoing reasons could lead to decreased demand for the Resulting Issuer's products and
could have a material adverse effect on the results of operations and financial condition of the
Resulting Issuer. Additionally, product recalls may lead to increased scrutiny of the Resulting
Issuer's operations by the U.S. Food and Drug Administration, or other regulatory agencies,
requiring further management attention and potential legal fees and other expenses.
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Results of Future Clinical Research

Research in Canada, the U.S. and internationally regarding the medical benefits, viability,
safety, efficacy, dosing and social acceptance of cannabis or isolated cannabinoids (such as
cannabidiol (“CBD”) and tetrahydrocannabinol (“THC”)) remains in early stages. There have
been relatively few clinical trials on the benefits of cannabis or isolated cannabinoids (such as
CBD and THC). Although the Resulting Issuer believes that the articles, reports and studies
support its beliefs regarding the medical benefits, viability, safety, efficacy, dosing and social
acceptance of cannabis, future research and clinical trials may prove such statements to be
incorrect, or could raise concerns regarding, and perceptions relating to, cannabis. Given these
risks, uncertainties and assumptions, prospective purchasers of Subordinate Voting Shares
should not place undue reliance on such articles and reports. Future research studies and
clinical trials may draw opposing conclusions to those stated in this Listing Statement or reach
negative conclusions regarding the medical benefits, viability, safety, efficacy, dosing, social
acceptance or other facts and perceptions related to cannabis, which could have a material
adverse effect on the demand for the Resulting Issuer's products with the potential to lead to a
material adverse effect on the Resulting Issuer's business, financial condition, results of
operations or prospects.

Competition

The Resulting Issuer will face intense competition from other companies, some of which have
longer operating histories and more financial resources and manufacturing and marketing
experience than the Resulting Issuer. Increased competition by larger and better financed
competitors could materially and adversely affect the proposed business, financial condition and
results of operations of the Resulting Issuer.

Because of the early stage of the industry in which the Resulting Issuer operates, the Resulting
Issuer expects to face additional competition from new entrants. If the number of users of
recreational cannabis in the states in which the Resulting Issuer will operate its business
increases, the demand for products will increase and the Resulting Issuer expects that
competition will become more intense, as current and future competitors begin to offer an
increasing number of diversified products. To remain competitive, the Resulting Issuer will
require a continued high level of investment in research and development, marketing, sales and
client support. The Resulting Issuer may not have sufficient resources to maintain research and
development, marketing, sales and client support efforts on a competitive basis which could
materially and adversely affect the business, financial condition and results of its operations.

A decline in the price of the Subordinate Voting Shares could affect its ability to raise further
working capital and adversely impact its ability to continue operations.

A prolonged decline in the price of the Subordinate Voting Shares could result in a reduction in
the liquidity of its Subordinate Voting Shares and a reduction in its ability to raise capital.
Because a significant portion of the Resulting Issuer’s operations have been and will be
financed through the sale of equity securities, a decline in the price of its common stock could
be especially detrimental to the Resulting Issuer's liquidity and its operations. Such reductions
may force the Resulting Issuer to reallocate funds from other planned uses and may have a
significant negative effect on the Resulting Issuer's business plan and operations, including its
ability to develop new products and continue its current operations. If the Resulting Issuer's
stock price declines, it can offer no assurance that the Resulting Issuer will be able to raise
additional capital or generate funds from operations sufficient to meet its obligations. If the
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Resulting Issuer is unable to raise sufficient capital in the future, the Resulting Issuer may not
be able to have the resources to continue its normal operations.

Newly established legal regime

The Resulting Issuer business activities will rely on newly established and/or developing laws
and regulations in the states in which it operates. These laws and regulations are rapidly evolving
and subject to change with minimal notice. Regulatory changes may adversely affect the
Resulting Issuer's profitability or cause it to cease operations entirely. The cannabis industry may
come under the scrutiny or further scrutiny by the FDA, Securities and Exchange Commission,
the Department of Justice, the Financial Industry Regulatory Advisory or other federal or
applicable state or nongovernmental regulatory authorities or self-regulatory organizations that
supervise or regulate the production, distribution, sale or use of cannabis for medical or
nonmedical purposes in the United States. It is impossible to determine the extent of the impact
of any new laws, regulations or initiatives that may be proposed, or whether any proposals will
become law. The regulatory uncertainty surrounding the industry may adversely affect the
business and operations of the Resulting Issuer, including without limitation, the costs to remain
compliant with applicable laws and the impairment of its business or the ability to raise additional
capital.

The Resulting Issuer’s business, financial condition, results of operations, and cash flow
may in the future be negatively impacted by challenging global economic conditions.

Future disruptions and volatility in global financial markets and declining consumer and
business confidence could lead to decreased levels of consumer spending. The Resulting
Issuer's operations could be affected by the economic context should the unemployment level,
interest rates or inflation reach levels that influence consumer trends and spending and,
consequently, impact the Resulting Issuer's sales and profitability. These macroeconomic
developments could negatively impact the Resulting Issuer’s business, which depends on the
general economic environment and levels of consumer spending. As a result, the Resulting
Issuer may not be able to maintain its existing customers or attract new customers, or the
Resulting Issuer may be forced to reduce the price of its products. The Resulting Issuer is
unable to predict the likelihood of the occurrence, duration, or severity of such disruptions in the
credit and financial markets and adverse global economic conditions. Any general or market-
specific economic downturn could have a material adverse effect on the Resulting Issuer’s
business, financial condition, results of operations, and cash flow.

18. PROMOTERS

18.1 – 18.2 Promoters

No person or company has been within the two years immediately preceding the date of this
Listing Statement, a promoter of the Resulting Issuer other than Jason Vedadi and Steven
White.

19. LEGAL PROCEEDINGS

19.1 Legal Proceedings

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

1. Eaton v. White, et al., Maricopa County Superior Court, Case No. CV2017-090357. This
is a case that was filed on January 10, 2017 by a former employee and investor in a partnership
predecessor of a subsidiary of the Corporation. Eaton was a putative partner. He filed suit
against Harvest DCP, as well as certain members of that entity and other subsidiaries of the
Corporation. The Corporation contested the case. The case settled on 7/17/18 for $400,000, to
be paid monthly over 38 months.

2. PharmaCann Ohio, LLC v. Williams, et al., Franklin County, Case No. 17-CV-010962.
The plaintiff filed suit against Harvest Grows, LLC and other third parties on December 13,
2017. After the award of cultivation licenses in Ohio, the plaintiff (a losing applicant) filed suit
against the state of Ohio and sought a restraining order against the State, challenging the
constitutionality of the 15% set-aside of licenses for economically disadvantaged groups. No
restraining order was granted. Harvest Grows, LLC was one of two licensees awarded licenses
for economically disadvantaged groups. Harvest DCP of Ohio, LLC, a wholly-owned subsidiary
of the Resulting Issuer, has entered into a strategic joint venture with Harvest Grows, LLC for
the operation and management of Harvest’s cultivation facility in Ohio. The State of Ohio has
indicated that it does not intend to seek to revoke any licenses issued, and the plaintiff has
agreed that it will not seek to enjoin the Ohio medical marijuana program or seek to revoke the
Harvest Grows, LLC license. However, the plaintiff seeks to have the set-aside provision
invalidated in order to force the state to issue an additional license. Accordingly, the litigation
continues. Harvest continues to defend the litigation into the foreseeable future to maintain the
Harvest Grows, LLC license.

3. Mackin v. Pieser, et al., Maricopa County Superior Court, Case No. CV2018-002545.
This case is a dispute filed on May 25, 2018 by a purported former co-owner of Svaccha, LLC,
an Arizona limited liability company acquired by Harvest on December 12, 2017. The plaintiff
filed suit against Evan Pieser, the plaintiff’s purported partner, Svaccha, LLC, and Harvest DCP,
a wholly-owned subsidiary of the Resulting Issuer. Svaccha, LLC, holds two Arizona vertically
integrated licenses and is wholly-owned and controlled by Harvest DCP. The Plaintiff was not
previously an owner, officer, or controlling party over Svaccha, LLC pursuant to corporate
records and Arizona Department of Health Services records. However, the plaintiff claims to be
one of the owners according to another agreement. The suit seeks various remedies, including
rescission of the transaction, $2,500,000 in damages, and injunctive relief. Harvest and the
seller, Pieser, are contesting the litigation. The litigation will continue into the foreseeable
future, unless settled out of court.

There have been no penalties or sanctions imposed against the Resulting Issuer by a court or
regulatory authority, and the Resulting Issuer has not entered into any settlement agreements
before any court relating to provincial or territorial securities legislation or with any securities
regulatory authority, in the three years prior to the date of this Listing Statement.

19.2 Regulatory Actions

The Corporation is not subject to: (i) any penalties or sanctions imposed by a court relating to
provincial and territorial securities legislation or by a securities regulatory authority within three
years immediately preceding the date of this Listing Statement; (ii) any other penalties or
sanctions imposed by a court or regulatory body against the Corporation that are necessary to
contain full, true and plain disclosure of all material facts relating to the securities being listed. n
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The Corporation has not entered into any settlement agreements before a court relating to
provincial and territorial securities legislation or with a securities regulatory authority within the
three years immediately preceding the date of this Listing Statement.

20. INTEREST OF MANAGEMENT AND OTHERS IN MATERIAL TRANSACTIONS

Other than as disclosed herein, no director or executive officer of the Corporation or person or
company that is the direct or indirect beneficial owner of, or who exercises control or direction
over, more than 10 percent of any class or series of the outstanding voting securities of the
Corporation, or any associate or affiliate of any of the foregoing has or had any material interest,
direct or indirect, in any transaction within the three years before the date of this Listing
Statement, or in any proposed transaction, which has materially affected or will materially affect
the Corporation or any of its subsidiaries.

21. AUDITORS, TRANSFER AGENTS AND REGISTRARS

21.1 Auditors

The auditors of the Corporation are DeVisser Gray Chartered Accountants located at 401 - 905
West Pender Street, Vancouver, British Columbia V6C 1L6.

Upon completion of the Business Combination, the auditor of the Resulting Issuer is expected to
be Haynie and Company, LLC.

21.2 Transfer Agent and Registrar

The transfer agent and registrar of the Corporation’s common shares is, and the transfer agent
and registrar of the Resulting Issuer’s subordinate voting shares will be, Odyssey Trust
Company, at its offices 835 - 409 Granville Street Vancouver BC V6C 1T2, Canada.

22. MATERIAL CONTRACTS

During the course of the two years prior to the date of the Listing Statement, the Corporation
has entered into the following material contracts, other than contracts entered into in the
ordinary course of business:

(a) the Definitive Agreement;

(b) the Letter Credit Agreement; and

(c) the San Felasco Exchange Agreement.

22.2 Special Agreements

This section is not applicable to the Corporation.

23. INTEREST OF EXPERTS

No person or corporation whose profession or business gives authority to a statement made by
the person or corporation and who is named as having prepared or certified a part of this Listing
Statement or as having prepared or certified a report or valuation described or included in this
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Listing Statement holds any beneficial interest, direct or indirect, in any securities or property of
the Corporation or of an Associate or Affiliate of the Corporation and no such person is
expected to be elected, appointed or employed as a director, senior officer or employee of the
Corporation or of an Associate or Affiliate of the Corporation and no such person is a promoter
of the Corporation or an Associate or Affiliate of the Corporation. Davidson & Company, LLP is
independent of the Corporation in accordance with the rules of professional conduct of the
Institute of Chartered Professional Accountants of British Columbia. MNP LLP, Chartered
Professional Accountants, is independent of Harvest in accordance with the rules of
professional conduct of the Institute of Chartered Professional Accountants of Ontario.

24. OTHER MATERIAL FACTS

Other than as set out elsewhere in this Listing Statement, there are no other material facts
about the Corporation or its respective securities which are necessary in order for this Listing
Statement to contain full, true and plain disclosure of all material facts relating to the
Corporation and its respective securities.

25. FINANCIAL STATEMENTS

25.1 Financial Statements of the Corporation

Schedule “A” contains copies of all financial statements including the auditor’s reports, where
applicable, prepared and filed under applicable securities legislation for the preceding three
years.

25.2 Financial Statements of Harvest

Schedule “B” contains copies of all financial statements including the auditor’s reports, where
applicable, prepared and filed under applicable securities legislation for the preceding three
years.



CERTIFICATE OF THE ISSUER

Pursuant to a resolution duly passed by its Board of Directors, Harvest Health & Recreation Inc.,
hereby applies for the listing of the above mentioned securities on the Canadian Securities
Exchange. The foregoing contains full, true and plain disclosure of all material information
relating to Harvest Health & Recreation Inc. It contains no untrue statement of a material fact
and does not omit to state a material fact that is required to be stated or that is necessary to
prevent a statement that is made from being false or misleading in light of the circumstances in
which it was made.

Dated at Vancouver, British Columbia this 14th day of November, 2018.

“Steven White” “Ruenjai Phengphipat”

Steven White
Chief Executive Officer

and Promoter

Ruenjai Phengphipat
Chief Financial Officer

“Jason Vedadi” “Mark Barnard”

Jason Vedadi
Director and Promoter

Mark Barnard
Director



A-1

SCHEDULE “A”
FINANCIAL STATEMENTS OF ROCKBRIDGE RESOURCES INC.

(See attached)



ROCKBRIDGE RESOURCES INC.

CONSOLIDATED FINANCIAL STATEMENTS

(Expressed in Canadian Dollars)

For the years ended September 30, 2017 and 2016



 

INDEPENDENT AUDITOR’S REPORT 
 
 
To the Shareholders of RockBridge Resources Inc., 
 
We have audited the accompanying consolidated financial statements of RockBridge Resources Inc. (“the 
Company”), which comprise the consolidated statements of financial position as at September 30, 2017 and 2016, 
and the consolidated statements of comprehensive loss, cash flows, and changes in equity for the years then ended, 
and a summary of significant accounting policies and other explanatory information.   
 
Management’s Responsibility for the Consolidated Financial Statements 
Management is responsible for the preparation and fair presentation of these consolidated financial statements in 
accordance with International Financial Reporting Standards as issued by the International Accounting Standards 
Board, 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. 
 
Auditor’s Responsibility 
Our responsibility is to express an opinion on these consolidated financial statements based on our audits.  We 
conducted our audits in accordance with Canadian generally accepted auditing standards.  Those standards require 
that we comply with ethical requirements and plan and perform the audit to obtain reasonable assurance whether the 
consolidated financial statements are free of material misstatement.   
 
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the 
consolidated financial statements.  The procedures selected depend on the auditor’s judgment, including the 
assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud or 
error.  In making those risk assessments, the auditor considers internal control relevant to the entity's preparation and 
fair presentation of the consolidated financial statements 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 entity's internal 
control.  An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of 
accounting estimates made by management, as well as evaluating the overall presentation of the consolidated 
financial statements. 
 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit 
opinion. 
 
Opinion 
In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of 
RockBridge Resources Inc. as at September 30, 2017 and 2016 and its financial performance and its cash flows for 
the years then ended in accordance with International Financial Reporting Standards as issued by the International 
Accounting Standards Board.  
 
Emphasis of Matter 
Without modifying our opinion, we draw attention to Note 1 in the financial statements which indicates that the 
Company has limited working capital, limited sources of revenue, and is dependent upon its ability to secure 
new sources of financing. These conditions, along with other matters as set forth in Note 1, indicate the existence of 
a material uncertainty that may cast significant doubt about the Company's ability to continue as a going concern. 
 
 
 
 
 
CHARTERED PROFESSIONAL ACCOUNTANTS 
Vancouver, BC 
January 25, 2018     



September 30, September 30,

2017 2016

ASSETS

Current
    Cash and cash equivalents  $             47,498  $           285,410 
    Amounts receivable                     889                  5,823 

                48,387               291,233 

Non Current
    Property, plant and equipment - note 6 397,398 227,059

 $           445,785  $           518,292 

Current
    Accounts payable and accrued liabilities  $           194,738  $           213,983 
       

              194,738               213,983 

Non Current
    Convertible debentures - note 12                 56,875                 56,875 
    Long term debt - note 13                 10,000                        -   
    Provisions - note 7 61,236 57,272

128,111 114,147

322,849 328,130

Deficit          (6,908,984)          (6,841,758)
Share capital – note 8 5,603,539 5,603,539
Reserves 1,428,381 1,428,381

              122,936               190,162 

 $           445,785  $           518,292 

Commitments – notes 8(c) 
Subsequent event – notes 16

APPROVED ON BEHALF OF THE BOARD

    "Dario Sodero"            Director       "Steve Mathiesen"                     Director
     Dario Sodero                                     Steve Mathiesen

LIABILITIES

SHAREHOLDER'S DEFICIENCY

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

ROCKBRIDGE RESOURCES INC.
CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

(Expressed in Canadian Dollars)
As at



2017 2016

Revenues and operating costs:
   Oil and gas revenues  $        248,468  $        373,983 
   Royalties            (37,014)            (16,438)
   Operating expense          (152,702)          (391,208)
   Depletion expense            (33,039)            (25,284)

             25,713            (58,947)

General and administrative expenses:
    Accounting and audit fees - note 10              22,312              23,769 
    Accretion                4,292                4,321 
    Consulting                5,200                   (38)
    Director's fees                4,600                4,400 
    Filing and listing fees              14,376              17,877 
    Interest expense - note 12                6,825                4,397 
    Investor relations                6,471                5,679 
    Legal fees                5,387              19,571 
    License                   179                       - 
    Management fees - note 10              20,911              20,085 
    Office and administrative expenses - note 10                1,699              10,132 
    Travel                   687                1,490 

             92,939            111,683 

Net loss from operations            (67,226)          (170,630)

Other income (expense):
    Write-off of exploration and evaluation assets - note 5                       -            (38,422)
    Loss on sale of subsidiary                       -          (194,767)
    Net gain on sales of assets - note 6                       -            251,261 
                       -              18,072 

Loss and comprehensive loss for the year            (67,226)          (152,558)

Basic and diluted loss per share  $            (0.00)  $            (0.01)

Weighted average number of shares outstanding 15,993,414 15,993,414 

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

For the years ended September 30,

 

ROCKBRIDGE RESOURCES INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS

(Expressed in Canadian Dollars)



2017 2016

Cash flows from (used in) operating activities
    Net loss for the year  $        (67,226)  $      (152,558)
    Items not affected by cash:
      Accretion               4,292 4,321 
      Depletion 33,039 25,284 
      Loss on sale of subsidiary                       -           194,767 
      Net gain on sales of assets                     -            (251,261)
      Settlement fee included in operating expense             10,000                     -   
      Write-off of exploration and evaluation assets                     -               38,422 

    Changes in non-cash working capital items:
      Amounts receivable               4,934             38,220 
      Accounts payable and accrued liabilities           111,535             38,293 
       

            96,574           (64,512)

Cash flows from (to) investing activities
    Oil and gas property expenditures          (334,486)           (10,775)
    Security deposits                       -           (14,054)
    Proceeds on sales of subsidiary                       -                  110 
    Proceeds on sales of assets, net of commissions                       -           335,900 

         (334,486)           311,181 

Change in cash and equivalents          (237,912)           246,669 

Cash and cash equivalents, beginning of the year           285,410             38,741 

Cash and cash equivalents, end of the year  $         47,498  $       285,410 

Cash and cash equivalents represented by:
    Cash             47,498           285,410 

 $         47,498  $       285,410 

Supplemental disclosure of cash flow information:
    Cash paid for:
      Interest  $           6,825  $           4,397 

 

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

For the years ended September 30,

 

ROCKBRIDGE RESOURCES INC.
CONDSOLIDATED STATEMENTS OF CASH FLOWS

(Expressed in Canadian Dollars)



Number of 
Shares Capital Stock

Contributed 
Surplus

Available for 
Sale Marketable 

Securities

Retained 
Earnings 
(Deficit)

Total 
Shareholders' 

Equity

Balance, September 30, 2015 15,993,314    5,603,539$    1,428,381$   -$                        (6,689,200)$   342,720$        

   Net loss for the year -                     -                     -                    -                          (152,558)        (152,558)         

Balance, September 30, 2016 15,993,314    5,603,539$    1,428,381$   -$                        (6,841,758)$   190,162$        

Balance, September 30, 2016 15,993,414    5,603,539$    1,428,381$   -$                        (6,841,758)$   190,162$        

   Net loss for the year -                     -                     -                    -                          (67,226)          (67,226)           

Balance, September 30, 2017 15,993,414    5,603,539$    1,428,381$   -$                        (6,908,984)$   122,936$        

ROCKBRIDGE RESOURCES INC.
CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

Share capital

 

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

(Expressed in Canadian Dollars)

Reserves



ROCKBRIDGE RESOURCES INC. 
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 
(Expressed in Canadian Dollars) 
For the years ended September 30, 2017 and September 30, 2016 
 

7 
 

Note 1 Nature of Continuance of Operations 
 
 The Company was incorporated as RockBridge Energy Inc. on November 20, 2007 under the 

Business Corporations Act of British Columbia.  The Company is a development stage 
company and holds working interests in certain oil and gas properties located in British 
Columbia.  The Company listed its shares on the TSX Venture Exchange (the “Exchange”) 
on September 10, 2008. On April 6, 2010 the company changed its name to RockBridge 
Resources Inc. (the “Company”). 

  
The head office and principal address of the Company is located at 200 – 24 E. 4th Avenue, 
Vancouver, British Columbia, V5T 1E8. 

 
The consolidated financial statements have been prepared on a going concern basis, which 
contemplates the continuity of normal business activities and the realization of assets and 
discharge of liabilities in the normal course of business. At September 30, 2017, the 
Company had a working capital deficiency of $147,240, has not achieved profitable 
operations and has an accumulated deficit of $6,908,984 since its inception.  
 
The Company may require additional financing in order to conduct its planned work 
programs on petroleum and natural gas properties, meet its ongoing levels of corporate 
overhead and discharge its liabilities as they come due. While the Company has been 
successful in securing financings in the past, there is no assurance that it will be able to do so 
in the future.  
 
These conditions indicate the existence of a material uncertainty that may cast significant 
doubt about the Company’s ability to continue as a going concern. Accordingly, these 
financial statements do not give effect to adjustments, if any, that would be necessary should 
the Company be unable to continue as a going concern. If the going concern assumption was 
not used then the adjustments required to report the Company’s assets and liabilities on a 
liquidation basis could be material to these financial statements. 

 
 
Note 2 Basis of Preparation 
 
  Statement of Compliance 
 

These financial statements are prepared in accordance with International Financial Reporting 
Standards (“IFRS”) as issued by the International Accounting Standards Board (“IASB”) and 
Interpretations of the International Financial Reporting Interpretations Committee (“IFRIC”) 
effective for the year ended September 30,  
 
The consolidated financial statements were authorized for issue by the Board of Directors on 
January 25, 2018.  
 

  



ROCKBRIDGE RESOURCES INC. 
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 
(Expressed in Canadian Dollars) 
For the years ended September 30, 2017 and September 30, 2016 
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Note 2 Basis of Preparation – (cont’d) 
 

  Basis of Measurement 
 

These consolidated financial statements have been prepared on the historical costs basis, 
except for certain financial instruments that have been initially measured at fair value.  The 
consolidated financial statements are presented in Canadian dollars, which is also the 
Company’s functional currency.  
 
The preparation of these consolidated financial statements in accordance with IFRS requires 
management to make estimates, judgements and assumptions that affect the reported amount 
of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the 
consolidated financial statements and the reported amount of revenues and expenses during 
the period. Actual results could differ from these estimates. 
 
These consolidated financial statements include estimates which, by their nature, are 
uncertain. The impacts of such estimates are pervasive throughout the consolidated financial 
statements, and may require accounting adjustments based on future occurrences. Revisions 
to accounting estimates are recognized in the period in which the estimate is revised and 
future periods if the revision affects both current and future periods. These estimates are 
based on historical experience, current and future economic conditions and other factors, 
including expectations of future events that are believed to be reasonable under the 
circumstances. 
 
Significant assumptions about the future and other sources of estimation uncertainty that 
management has made at the financial position reporting date, that could result in a material 
adjustment to the carrying amounts of assets and liabilities, in the event that actual results 
differ from assumptions made, relate to, but are not limited to, the following: 

 
The recoverability of receivables, the estimated useful lives of equipment and the related 
depreciation, the carrying value and recoverability of exploration and evaluation assets and 
property, plant and equipment, estimated accrued liabilities, and inputs used in accounting for 
share-based compensation. 
 

 
Note 3 Significant Accounting Policies 
 
 The accounting policies set out below are adopted for the year ended September 30, 2017 and 

have been applied consistently to all periods presented in these consolidated financial 
statements.  The consolidated financial statements have, in management’s opinion, been 
properly prepared within reasonable limits of materiality and within the framework of the 
significant accounting policies summarized below: 

 
a) Basis of Consolidation 

 
  These consolidated financial statements include the accounts of the Company and its 

wholly-owned subsidiary, RockBridge Energy Alberta Inc. (“RBE Alberta”). All  
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 
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For the years ended September 30, 2017 and September 30, 2016 
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Note 3 Significant Accounting Policies – (cont’d) 
 
  intercompany transactions and balances have been eliminated on consolidation.  During 

the year ended September 30, 2016 RBE Alberta was sold.  See note 6. 
    
 b) Cash and Cash Equivalents 
 
  Cash and cash equivalents are highly liquid Canadian dollar investments in term deposits 

with major financial institutions that have maturities or redemption provisions of three 
months or less from the date of acquisition. 

 
 c) Financial Instruments 
 

The Company classifies its financial instruments into one of the following categories: 
held-to-maturity investments, loans and receivables, available-for-sale, fair value 
through profit and loss or other financial liabilities. The Company has designated its cash 
and cash equivalents and short-term investments as fair value through profit and loss, 
marketable securities as available-for-sale, amounts receivable as loans and receivables 
and accounts payable and accrued liabilities as other financial liabilities. 
 
All financial instruments are measured on the balance sheet at fair value except for loans 
and receivables, held-to-maturity investments and other liabilities, which are measured at 
amortized cost. Subsequent measurement and changes in fair value will depend upon 
initial classification as follows: fair value through profit and loss (“FVTPL”) financial 
instruments are measured at fair value and changes in fair value are recognized in net 
income; available-for-sale financial instruments are measured at fair value with changes 
in fair value in other comprehensive income until the investment is no longer recognized 
or impaired, at which time the amounts would be recorded in net income. 
 
Transactions costs that are directly attributable to the acquisition or issue of financial 
instruments and that are classified as other than FVTPL, are expensed as incurred and 
included in the initial carrying value of such instruments. 

  
 d) Property, Plant and Equipment and Exploration and Evaluation Expenditures  
 

Property, plant and equipment 
 
Property, plant and equipment (“PP&E”) includes costs directly attributable to oil and gas 
exploration and development that are not exploration and evaluation expenditures 
(“E&E”) and costs for other tangible goods including office equipment and other.  PP&E 
is recorded at cost less accumulated depletion, depreciation, and impairment losses net of 
recoveries.  Gains and losses on disposal of an item of property, plant and equipment, 
including oil and gas properties are recognized in net income (loss).  The carrying 
amount of a replaced asset is derecognized when replaced. 
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Note 3 Significant Accounting Policies – (cont’d) 
 
  Exploration and evaluation expenditures  

 
Pre-licence costs are recognized in the statement of operations as incurred. Exploration 
and evaluation costs, including the costs of acquiring licences and directly attributable 
general and administrative costs, initially are capitalized as either tangible or intangible 
exploration and evaluation assets according to the nature of the assets acquired. 
 
The costs are accumulated in cost centres by well, field or exploration area pending 
determination of technical feasibility and commercial viability.  
 
Exploration and evaluation assets are assessed for impairment if (i) sufficient data exists 
to determine technical feasibility and commercial viability, and (ii) facts and 
circumstances suggest that the carrying amount exceeds the recoverable amount. For 
purposes of impairment testing, exploration and evaluation assets are allocated to cash-
generating units (“CGU”).  
 
The technical feasibility and commercial viability of extracting a mineral resource is 
considered to be determinable when proven reserves are determined to exist. A review of 
each exploration licence or field is carried out, at least quarterly, to ascertain whether 
proven reserves have been discovered. Upon determination of proven reserves, intangible 
exploration and evaluation assets attributable to those reserves are first tested for 
impairment and then reclassified from exploration and evaluation assets to a separate 
category within tangible assets referred to as oil and natural gas interests.  
 
Development and production costs  
 
Items of property, plant and equipment, which include oil and gas development and 
production assets, are measured at cost less accumulated depletion and depreciation and 
accumulated impairment losses. Development and production assets are grouped into 
CGUs for impairment testing.  
 
Subsequent costs  
 
Costs incurred subsequent to the determination of technical feasibility and commercial 
viability and the costs of replacing parts of property, plant and equipment are recognized 
as oil and natural gas interests only when they increase the future economic benefits 
embodied in the specific asset to which they relate. All other expenditures are recognized 
in profit or loss as incurred. Such capitalized oil and natural gas interests generally 
represent costs incurred in developing proved and/or probable reserves and bringing in or 
enhancing production from such reserves, and are accumulated on a field or geotechnical 
area basis. The carrying amount of any replaced or sold component is derecognized. The 
costs of the day-to-day servicing of property, plant and equipment are recognized in profit 
or loss as incurred.  
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Note 3 Significant Accounting Policies – (cont’d) 
 

Depletion and depreciation  
 
The net carrying value of development or production assets is depleted using the unit of 
production method by reference to the ratio of production in the year to the related 
proven and probable reserves, taking into account estimated future development costs 
necessary to bring those reserves into production. 

 
Future development costs are estimated taking into account the level of development 
required to produce the reserves. These estimates are reviewed by independent reserve 
engineers at least annually. 
 
Proven and probable reserves are estimated using independent reserve engineer reports 
and represent the estimated quantities of crude oil, natural gas and natural gas liquids 
which geological, geophysical and engineering data demonstrate with a specified degree 
of certainty to be recoverable in future years from known reservoirs and which are 
considered commercially producible. There should be a 50 percent statistical probability 
that the actual quantity of recoverable reserves will be more than the amount estimated as 
probable and a 50 percent statistical probability that it will be less. The equivalent 
statistical probabilities for the proven component of proven and probable reserves are 90 
percent and 10 percent, respectively. 
 
Such reserves may be considered commercially producible if management has the 
intention of developing and producing them and such intention is based upon:  
 

• a reasonable assessment of the future economics of such production;  
• a reasonable expectation that there is a market for all or substantially all the 

expected oil and natural gas production; and  
• evidence that the necessary production, transmission and transportation facilities 

are available or can be made available.  
 

Reserves may only be considered proven and probable if producibility is supported by 
either actual production or conclusive formation test. The area of a reservoir considered 
proven includes (a) that portion delineated by drilling and defined by gas-oil and/or oil-
water contacts, if any, or both, and (b) the immediately adjoining portions not yet drilled, 
but which can be reasonably judged as economically productive on the basis of available 
geophysical, geological and engineering data. In the absence of information on fluid 
contacts, the lowest known structural occurrence of oil and natural gas controls the lower 
proved limit of the reservoir.  

 
Reserves which can be produced economically through application of improved recovery 
techniques (such as fluid injection) are only included in the proven and probable 
classification when successful testing by a pilot project, the operation of an installed 
program in the reservoir, or other reasonable evidence (such as, experience of the same 
techniques on similar reservoirs or reservoir simulation studies) provides support for the 
engineering analysis on which the project or program was based.  
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Note 3 Significant Accounting Policies – (cont’d) 
 
Depreciation methods, useful lives and residual values are reviewed at each reporting 
date. 

  
 e) Impairment of Long-lived Assets 
   
  Financial assets 
 

A financial asset is assessed at each reporting date to determine whether there is any 
objective evidence that it is impaired. A financial asset is considered to be impaired if 
objective evidence indicates that one or more events have had a negative effect on the 
estimated future cash flows of that asset. 
 
An impairment loss in respect of a financial asset measured at amortized cost is 
calculated as the difference between its carrying amount and the present value of the 
estimated future cash flows discounted at the original effective interest rate.  
 
Individually significant financial assets are tested for impairment on an individual basis. 
The remaining financial assets are assessed collectively in groups that share similar credit 
risk characteristics. 
  
All impairment losses are recognized in profit or loss. An impairment loss is reversed if 
the reversal can be related objectively to an event occurring after the impairment loss was 
recognized. For financial assets measured at amortized cost the reversal is recognized in 
profit or loss. 
 
Non-financial assets  
 
The carrying amounts of the Company’s non-financial assets, other than deferred tax 
assets, are reviewed at each reporting date to determine whether there is any indication of 
impairment. If any such indication exists, then the asset’s recoverable amount is 
estimated. Exploration and evaluation assets are assessed for impairment when they are 
reclassified to property, plant and equipment, as oil and natural gas interests, and also if 
facts and circumstances suggest that the carrying amount exceeds the recoverable 
amount.  
 
For the purpose of impairment testing, assets are grouped together into the smallest group 
of assets that generates cash inflows from continuing use that are largely independent of 
the cash inflows of other assets or groups of assets (the “cash-generating unit”). The 
recoverable amount of an asset or a CGU is the greater of its value in use and its fair 
value less costs to sell.  
 
In assessing value in use, the estimated future cash flows are discounted to their present 
value using a pre-tax discount rate that reflects current market assessments of the time 
value of money and the risks specific to the asset. Value in use is generally computed by 
reference to the present value of the future cash flows expected to be derived from 
production of proven and probable reserves.   
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Note 3          Significant Accounting Policies – (cont’d) 
 

Exploration and evaluation assets are allocated to related CGUs when they are assessed 
for impairment, both at the time of any triggering facts and circumstances as well as upon 
their eventual reclassification to producing assets (oil and natural gas interests in 
property, plant and equipment).  
 
An impairment loss is recognized if the carrying amount of an asset or its CGU exceeds 
its estimated recoverable amount. Impairment losses are recognized in profit or loss. 
Impairment losses recognized in respect of CGUs are allocated first to reduce the 
carrying amount of any goodwill allocated to the units and then to reduce the carrying 
amounts of the other assets in the unit (group of units) on a pro rata basis.  

 
In respect of other assets, impairment losses recognized in prior years are assessed at 
each reporting date for any indications that the loss has decreased or no longer exists. An 
impairment loss is reversed if there has been a change in the estimates used to determine 
the recoverable amount. An impairment loss is reversed only to the extent that the asset’s 
carrying amount does not exceed the carrying amount that would have been determined, 
net of depletion and depreciation or amortization, if no impairment loss had been 
recognized. 
 

                 f)   Decommissioning Liabilities 
 
The Company’s activities give rise to dismantling, decommissioning and site disturbance 
re-mediation activities. Provision is made for the estimated cost of site restoration and 
capitalized in the relevant asset category. Decommissioning liabilities are measured at the 
present value of management’s best estimate of expenditure required to settle the present 
obligation at the balance sheet date.  
 
Subsequent to the initial measurement, the obligation is adjusted at the end of each period 
to reflect the passage of time and changes in the estimated future cash flows underlying 
the obligation. The increase in the provision due to the passage of time is recognized as 
finance costs whereas increases/decreases due to changes in the estimated future cash 
flows are capitalized. Actual costs incurred upon settlement of the asset retirement 
obligations are charged against the provision to the extent the provision was established.  

 
 g) Revenue Recognition 
 
  Revenue from the sale of petroleum and natural gas is recorded on a gross basis when 

title passes to an external party and is recognized based on volumes delivered to 
customers at contractual delivery points and rates. The costs associated with the delivery, 
including production, transportation and production-based royalty expenses are 
recognized in the same period in which the related revenue is earned and recorded.  
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Note 3        Significant Accounting Policies – (cont’d) 
 
 h) Income Taxes 
 
  The Company uses the asset and liability method of accounting for income taxes.  Under 

this method, current income taxes are recognized for the estimated income taxes payable 
for the current year.  Future income tax assets and liabilities are recognized for temporary 
differences between the tax and accounting basis of assets and liabilities as well as for the 
benefit of the losses available to be carried forward to future years for tax purposes only 
if it is probable that they can be realized.  Due to the Company’s accumulated net income 
losses, the Company has provided a tax valuation for its current income tax benefit of its 
net income losses that may be utilized in the future years.   

 
 i) Basic and Diluted Loss per Share 
 

Basic loss per share is calculated by dividing the net loss for the year available to 
common shareholders by the weighted average number of shares outstanding during the 
year.  Diluted earnings per share reflect the potential dilution of securities that could 
share in earnings of an entity.  In a loss year, potentially dilutive common shares are 
excluded from the loss per share calculation as the effect would be anti-dilutive.  Basic 
and diluted loss per share are the same for the years presented.   

 
  For the year ended September 30, 2017, potentially dilutive common shares (relating to 

share purchase options, warrants outstanding, convertible debentures and conditional 
share issuances pursuant to the acquisition and mineral property agreements and 
warrants) were not included in the computation of loss per share because their effect was 
anti-dilutive. 

 
 j) Share Capital 
 

Common shares issued for non-monetary consideration are recorded at their fair market 
value based upon the trading price of the Company’s shares on the TSX Venture 
Exchange. Transaction costs directly attributable to the issue of common shares and share 
options are recognized as a deduction from equity, net of any tax effects. 
 

                 k)  Flow-through Shares 
 

The Company will from time to time, issue flow-through common shares to finance a 
significant portion of its exploration program. Pursuant to the terms of the flow-through 
share agreements, these shares transfer the tax deductibility of qualifying resource 
expenditures to investors. On issuance, the Company bifurcates the flow-through share  
into i) a flow-through share premium, equal to the estimated premium, if any, investors 
pay for the flow-through feature, which is recognized as a liability, and ii) share capital. 
Upon expenses being incurred, the Company derecognizes the liability and recognizes a 
deferred tax liability for the amount of tax reduction renounced to the shareholders. The 
premium is recognized as other income and the related deferred tax is recognized as a tax 
provision.  
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Note 3 Significant Accounting Policies – (cont’d) 
 
If the Company has sufficient unused tax loss carry-forwards to offset all or part of this 
future income tax liability and no future income tax assets have been previously 
recognized for these carry-forwards, a portion of such unrecognized losses is recorded as 
income up to the amount of the future income tax liability that was previously recognized 
on the renounced expenditures. 
 
Proceeds received from the issuance of flow-through shares are restricted to be used only 
for Canadian resource property exploration expenditures within a two-year period.  
 
The Company may also be subject to a Part XII.6 tax on flow-through proceeds 
renounced under the Look-back Rule, in accordance with Government of Canada flow-
through regulations. When applicable, this tax is accrued. 
 

 l) Share-based Compensation 
 

The Company accounts for stock options granted to directors, officers, employees and 
non-employees using the fair value method of accounting. The fair value of options 
granted is estimated at the date of grant using the Black-Scholes valuation model and 
adjusted to reflect the number of awards that are expected to fully vest. The 
compensation cost of the options is recognized, together with the corresponding increase 
in contributed surplus, over the vesting period. Upon exercise of the options, 
consideration paid by the option holders and the value in contributed surplus pertaining to 
the exercised options are recorded as share capital. 
 
Compensation costs accrued for long-term share-based compensation plans are subject to 
the estimation of what the ultimate payout will be using pricing models such as the 
Black-Scholes model which is based on significant assumptions such as volatility, 
dividend yield, expected term and anticipated forfeiture rate. As such these assumptions 
are subject to measurement uncertainty and may differ significantly from the estimated 
and recorded amounts. 
 
The proceeds received by the Company on the exercise of options and warrants are 
credited to share capital. 
 

m) Comprehensive Income (Loss) 
 

Comprehensive income is the overall change in the net assets of the Company for the 
period, other than changes attributed to transactions with shareholders. It is made up of 
net income and other comprehensive income. Other comprehensive income includes 
gains or losses which, in accordance to IFRS, are recognized in comprehensive income, 
but excluded from net income. 
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Note 3 Significant Accounting Policies – (cont’d) 
 
n)  Related Party Transactions 

 
Parties are considered to be related if one party has the ability, directly or indirectly, to 
control the other party or exercise significant influence over the other party in making 
financial and operating decisions.  Related party may be individuals or corporate entities. 
A transaction is considered to be a related party transaction when there is a transfer of 
resources or obligations between related parties.  
 

o)  Accounting Standards Issued but not yet Applied 
 

  A number of new IFRS standards, amendments to standards and interpretations are not 
yet effective for the year ended September 30, 2017, and have not been applied in 
preparing these financial statements. None of these are expected to have an effect on the 
Company’s financial statements.  

 
 
Note 4 Critical Accounting Estimates and Judgements 
 

RockBridge Resources Inc. makes estimates and assumptions about the future that affect the 
reported amounts of assets and liabilities. Estimates and judgments are continually evaluated 
based on historical experience and other factors, including expectations of future events that 
are believed to be reasonable under the circumstances. In the future, actual experience may 
differ from these estimates and assumptions. 
 
The effect of a change in an accounting estimate is recognized prospectively by including it 
in comprehensive income in the period of the change, if the change affects that period only, 
or in the period of the change and future periods, if the change affects both.  
 
Information about critical judgments in applying accounting policies that have the most 
significant risk of causing material adjustment to the carrying amounts of assets and liabilities 
recognized in the financial statements within the next financial year are discussed below: 
 

i)   Decommissioning Liabilities  
 

Decommissioning liabilities have been created based on  
 Resources Inc.’s internal estimates. Assumptions, based on the current economic 
environment, have been made which management believes are a reasonable basis upon 
which to estimate the future liability. These estimates take into account any material 
changes to the assumptions that occur when reviewed regularly by management. 
Estimates are reviewed annually and are based on current regulatory requirements.  
 
Significant changes in estimates of contamination, restoration standards and techniques 
will result in changes to provisions from period to period. Actual decommissioning costs 
will ultimately depend on future market prices for the decommissioning costs which will 
reflect the market condition at the time of the decommissioning costs are actually  
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Note 4 Critical Accounting Estimates and Judgements – (cont’d) 
 

incurred. The final cost of the currently recognized decommissioning liabilities may be 
higher or lower than currently provided for. 
 

ii)   Exploration and Evaluation Expenditures  
 

The application of the Company’s accounting policy for exploration and evaluation 
expenditures requires judgment in determining whether it is likely that future economic 
benefits will flow to the Company, which may be based on assumptions about future 
events or circumstances.  
 
Estimates and assumptions made may change if new information becomes available. If, 
after expenditure is capitalized, information becomes available suggesting that the 
recovery of expenditure is unlikely, the amount capitalized is written off in the profit or 
loss in the period the new information becomes available. 
 

iii)  Development Costs 
 

The determination of the fair value of the Company’s producing oil and gas interests 
requires significant estimates and assumptions as to several factors, notably commodity 
prices, future production and development costs, and discount rates applied. 

 
iv) Cash Generating Units (“CGUs”) 
  
 The determination of CGUs requires significant judgement on the part of management. 
 
 

Note 5 Exploration and Evaluation Assets  
  

Exploration and evaluation assets were previously comprised of the Company's exploration 
project, located in the Knopcik area of Alberta, Canada.  The carrying value of the project 
was comprised of the acquisition costs of undeveloped land and subsequent drilling costs 
incurred to determine if a particular project is viable.  During the year ended September 30, 
2016, the Company wrote off all deferred costs in the amount of $38,422. 

 
Refer to note 13. 
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Note 6 Property, Plant and Equipment 

   

Petroleum and 
Natural Gas 
Properties 

COST 
   Balance at September 30, 2016 

 
 $         411,751  

Additions 
  

            203,706 
   Change in cost of decommissioning assets 

 
                  (328) 

Balance at September 30, 2017 
 

 $         615,129 
 
DEPLETION AND IMPAIRMENT LOSSES 

 Balance at September 30, 2016 
 

 $         184,692  
Depletion for the year 

 
              33,039 

Balance at September 30, 2017 
 

 $         217,731 
  
Net book value, September 30, 2016  $         227,059 
 
Net book value, September 30, 2017   $         397,398  

 
On November 12, 2014 the Company closed the purchase of certain producing gas properties 
in the Clarke Lake area of north-eastern British Columbia.  The effective date of the 
acquisition was May 9, 2014 at a price of $240,000. The acquisition included non-operating 
working interests from 9.40 % to 25% in several unit wells, two of which are producing gas 
wells. 

 
On October 15, 2014 the Company completed the sale of a quarter section of its undeveloped 
non-producing petroleum and natural gas rights on the Bantry properties for $70,000 plus a 
5% gross overriding royalty.  
 
On July 22, 2016 the Blackspur Royalty-Bantry was sold to a third party. See below. 
 
On January 15, 2016, pursuant to the Company making a demand on its then Alberta 
subsidiary for repayment of debt under an intercompany loan agreement, the land, petroleum 
and natural gas rights of Open Creek, Blackspur Royalty-Bantry, and Striker Royalty-
Pembina Brazeau were conveyed from the subsidiary to the Company. 

 
On June 1, 2016 the Company sold its subsidiary, RockBridge Energy Alberta Inc., to 
1077398 BC Ltd. for nominal consideration.   Refer to note 10. 
 
On July 20, 2016 the Company sold the land, petroleum and natural gas rights of Open Creek 
and Woodrush/Drake to Head First Energy Inc. for gross proceeds of $64,200.  The Company 
recognized a loss as a result of the sale of $26,839. 
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Note 6 Property, Plant and Equipment – (cont’d) 
 
On July 22, 2016 the Company sold Blackspur Royalty-Bantry, and Striker Royalty-Pembina 
Brazeau royalties to a third party for gross proceeds of $309,000.  The Company recognized a 
gain as a result of the sale of $278,100. 
 
Each year an impairment test is performed based on the difference between the net book 
value of the assets and the recoverable amount. The recoverable amount is determined using 
fair value less costs to sell based on discounted cash flows of proved plus probable reserves 
using forecast prices and costs and a discount rate of 10 percent.  
 
The following table outlines the benchmark prices used in the impairment test at September 
30, 2017: 

Year Crude Oil 
$/BBL 

Natural Gas 
$ / MCF 

2018 62.00 2.50 
2019 65.00 2.75 
2020 70.00 3.00 
2021 75.00 3.25 
2022 80.00 3.50 
2023 85.00 3.75 

Benchmark prices escalate at 2.0% per year thereafter. 
 
 
Note 7 Provisions  
 
 The continuity of the Company’s provisions is as follows: 
 

   

Decommissioning  
Liabilities 

   
 

 Balance at September 30, 2016 
 

$ 57,272 
Accretion 

 
 4,292 

Change in liabilities estimate 
 

 (328) 
Balance at September 30, 2017 

 
$        61,236 

 
 The Company has estimated the decommissioning liabilities based on its net ownership 

interest in the applicable non - operated producing oil and gas properties.  This includes all 
estimated costs to dismantle, remove, reclaim and abandon the wells and facilities and the 
estimated time period during which theses costs will be incurred in the future.  A credit-
adjusted risk-free rate of 10% was used to calculate the fair value of the asset retirement 
obligation.  At September 30, 2017, the Company’s decommissioning liabilities totalled 
$61,236 (2016: $57,272).   
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Note 8 Share Capital  
 
 a) Authorized: 
 
  Unlimited common shares without par value 
 
 
 b) Issued: 

 
Refer to “Consolidated Statements of Changes in Equity.” 

  
 c) Commitments: 
 
  Share Purchase Warrants 
 

The company has no outstanding share purchase warrants. 
  

  Share Purchase Options 
 
  The Company has a Stock Option Plan (the “Plan”) under which it is authorized to grant 

stock options to directors, officers, consultants and employees of the Company.  The 
maximum aggregate number of share purchase options granted under the Plan at any 
point in time will not exceed 10% of the outstanding issue at the time of the stock option 
grant or such lesser number of shares as determined by the directors as required to 
comply with the Exchange policies.  The number of common shares which may be 
reserved in any twelve month period for issuance to any one individual upon exercise of 
stock options held by that individual may not exceed 5% (2% for employees and 
consultants) of the issued and outstanding common shares of the Company unless the 
Company has obtained disinterested shareholder approval.   

 
The exercise price of a share purchase option may not be less than the discounted market 
price of the common shares on the date of grant.  The share purchase options granted  
under the Plan may not exceed five years (ten years if the Company becomes a Tier 1 
Issuer under the Exchange policies).  

 
There were no share purchase options issued during the year ended September 30, 2017. 

 
  Information regarding the Company’s outstanding share purchase options is summarized 

below:     
  

Outstanding 
# 

Weighted 
Average Price 

($) 
September 30, 2016 1,125,000 0.07 

Issued -     - 
Expired/Forfeited -     - 

September 30, 2017 1,125,000 0.07 
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Note 8 Share Capital – (cont’d) 
 
The weighted average contractual life remaining of all stock options is 1.00 years (2016: 
2.00 years). 
 

  As at September 30, 2017, the following options were outstanding and exercisable: 
 
  
 
 
   
 
 
 

 
 
 
During the period ended September 30, 2017, share-based compensation expense of $Nil 
(2016: $Nil) were recognized.  

 
 
Note 9 Income Tax  
 
 A rate reconciliation of income taxes at the statutory rate is as follows: 
 

 2017 2016 
Net loss before income taxes - year   $   (67,226)   $   (152,558) 
Deferred income tax (“DIT”) rate 26.00% 26.00% 
Expected income tax expense   (17,479)      (39,665)  
Non-deductible (deductible) expenses for tax purposes               9,706)               1,154) 
Unrecognized benefit of DIT assets          7,773)          38,511) 
Total income tax recovery  $                 -  $      - 
 

 There are no deferred tax assets presented in the statement of financial position. 
 

 Deductible temporary differences, unused tax losses and unused tax credits for which no 
 deferred tax assets have been recognized are attributable to the following: 

 
 2017 2016 
   

Non-capital losses $      2,709,000) $   2,691,000) 
Capital loss carryforward 1,539,000) 1,539,000) 
Exploration and evaluation properties  73,000)  75,000) 
Oil and gas properties        38,000)        4,000) 
   $      4,359,000) $   4,309,000) 

  

 
Number of  

Options 

Exercise Price  
Per Post-Consolidated  

Share 

Number of Post-
Consolidated Shares to 
be Issued on Exercise 

 
Expiry  
Date 

    
    

1,125,000 $0.07  1,125,000 September 30, 2018 
         

1,125,000   1,125,000  
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Note 9 Income Tax – (cont’d) 
 
The Company has non-capital losses of approximately $2,709,000 which can be carried 
forward to reduce taxable income in future years.  The non-capital losses expire as follows: 

       
Expiry Date Amount 
  
2028 $ 258,000 
2029  371,000 
2030  400,000 
2031          462,000 
2032 511,000 
2033 308,000 
2034 104,000 
2035 129,000 
2036 136,000 
2037 30,000 
 $      2,709,000 

 
 
Note 10 Related Party Transactions  

 
Key Management Personnel Compensation 

 
During the year, the Company incurred the following charged by directors and/or officers of 
the Company and private companies controlled by directors and/or officers of the Company: 
 

         2017       2016 
    
Accounting fees  $     7,613 $     3,235 
Directors’ fees  4,600 4,400 
Interest expense  4,875 2,442 
Management fees  20,911 20,085 
Office expenses  1,523 9,869 
Travel expense  687 1,490 
    
  $ 40,209 $ 41,521 

 
These expenditures occurred in the normal course of business operations and were measured 
by the exchange amount which is the amount agreed upon by the transacting parties. 
 
At September 30, 2017, accounts payable and accrued liabilities includes $35,000 (2016: 
$76,980) payable to companies controlled by certain directors and officers of the Company. 
 
Refer to note 12. 
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Note 10 Related Party Transactions – (cont’d)  
  
 On June 1, 2016 the Company agreed to sell RBE Alberta to 1077398 BC Ltd. (the 

“Purchaser”), the principal of which is Steve Mathiesen, the CEO of the Company. The terms 
of the sale of RBE Alberta to the Purchaser include the sale of its shares, and the sale of the 
balance of the loans made by the Company to RBE Alberta, for nominal consideration.  

 
 The following assets and liabilities were included in the sale of RBE Alberta: 
   

 Amount 
  
Security deposit $ 52,069) 
Property, plant and equipment  349,940) 
Accounts payable (95,257) 
Provisions – note 7 (111,875) 
Net assets sold $         194,877) 

  
 As a result of the sale, the Company recognized a loss of $194,767. 

 
 

Note 11 Segmental Reporting  
 

The Company is organized into business units based on oil and gas properties and has one 
reportable operating segment, being that of acquisition and exploration and evaluation 
activities. 

 
 
Note 12 Convertible Debentures 
 

On September 4, 2009, the Company issued $125,000 Unsecured Convertible Debentures 
paying 12% per annum, maturing on June 30, 2011.  The debentures were convertible, at any 
time and at the option of the holder, to common shares of the Company at $0.15 per share. 
 
The debenture maturity date was subsequently extended to June 30, 2012, and the conversion 
rate amended to $0.12 per share. On June 30, 2012, one of the outstanding debentures was 
repaid and the others were extended to January 1, 2015 with conversion rate amended to  
$0.07 per post–consolidated share. During the year ended September 30, 2013, $32,500 of the 
debentures was repaid. As at September 30, 2017, $56,875 (2016: $56,875) of the debentures 
are outstanding with a maturity date of June 30, 2019. 

 
 The Company used the residual method to estimate the equity component of these 

debentures, and concluded that the fair value of the equity portion was immaterial to record.  
 
 The liability portion represents an estimate of the present value of term debt discounted using 

an estimated interest rate applicable to equivalent non-convertible debt. The equity 
component was determined as the residual of the face value of the instrument less its liability 
component. 
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Note 13 Long Term Debt 
 

On January 18, 2017, the Company entered a settlement agreement with Crimson Energy Ltd, 
and Crimson Oil & Gas Ltd. with respect to all matters between the parties, including but not 
limited to the Violet Grove Agreement and Knopcik Agreements. 

 
The Company will pay $10,000 to Crimson, without interest, within 12 months of the 
agreement, to be paid in cash or, subject to regulatory approval, in shares of RockBridge or a 
successor company at the then-prevailing share price. 
 
On June 29, 2017 the agreed terms were extended. The due date was extended by one year to 
January 17, 2019 and interest at 12% per annum will accrue from the original due date of 
January 17, 2018. 

 
 
Note 14 Management of Capital 
 
 The Company’s objectives when managing capital are to safeguard the Company’s ability to 

continue as a going concern and to maintain a flexible capital structure which optimizes the 
cost of capital within a framework of acceptable risk.  In the management of capital, the 
Company includes the components of shareholders’ equity, as well as cash and cash 
equivalents.  There are no external restrictions on the use of the Company’s capital. 

 
 The Company manages the capital structure and makes adjustments to it in light of changes in 

economic conditions and the risk characteristics of the underlying assets.  To maintain or  
 adjust its capital structure, the Company may issue new shares, issue new debt, acquire or 

dispose of assets or adjust the amount of cash and cash equivalents. 
 
 The Company is dependent on the capital markets as its sole source of operating capital and 

the Company’s capital resources are largely determined by the strength of the junior resource 
markets and by the status of the Company’s projects in relation to these markets, and its 
ability to compete for investor support of its projects. 

 
 
Note 15 Financial Instruments 
 
 Fair Value of Financial Instruments - The Company’s financial instruments consist of cash 

and cash equivalents, amounts receivable, available for sale investment, convertible 
debentures and accounts payable and accrued liabilities.  The fair value of these financial 
instruments approximates their carrying value. 

 
 The three levels of the fair value hierarchy are: 

• Level 1 – Unadjusted quoted prices in active markets for identical assets and liabilities; 
• Level 2 – Inputs other than quoted prices that are observable for the asset of liability 

directly or indirectly and 
• Level 3 – Inputs that are not based on observable market data. 
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Note 15 Financial Instruments – (cont’d) 
 
At September 30, 2017, the Company’s financial instrument measured at fair value on a 
recurring basis was cash.  This financial instrument was classified as “Level 1” instruments. 

  
Foreign Exchange Risk - As at September 30, 2017, all of the Company’s cash and cash 
equivalents were held in Canadian dollars, the Company’s functional currency.  The 
Company has no operations in foreign jurisdictions outside of Canada at this time and as such 
has no currency risk associated with its operations. 

 
 Credit Risk - Credit risk arises from cash held with banks and financial institutions.  The 

maximum exposure to credit risk is equal to the carrying value of the financial assets.  The 
Company’s cash is held with a large Canadian bank. 

 
Interest Rate Risk - As at September 30, 2017, the Company was not subject to or exposed to 
any interest rate risk. 
 
Liquidity Risk - The Company manages liquidity risk by maintaining sufficient cash and cash 
equivalent balances to enable settlement of transactions on the due date.  Accounts payable 
and accrued liabilities are current.  
 
Commodity Price Risk - The Company’s ability to raise capital to fund operation of its oil 
and gas properties is subject to risks associated with fluctuations in the market prices of crude 
oil and natural gas. 
 
 

Note 16 Subsequent Event 
 

The Company has signed an amalgamation agreement to amalgamate with 1100556 B.C. Ltd. 
(“BC”), of Vancouver, BC (the “Amalgamation”). In accordance with the agreement, BC is 
to complete and file with Health Canada, at its own expense on behalf of a new subsidiary of 
the Company, an application to become a marijuana licensed producer pursuant to the Access 
to Cannabis for Medicinal Purposes Regulations (“ACMPR”).   BC is to also secure for the 
Company subsidiary, an interest in acreage in BC to facilitate the proposed build out of the 
marijuana production facility.  
 
The Company and BC shall amalgamate to form Amalco as a new reporting issuer. The 
shares of BC, of which 23,800,000 are outstanding, are to be exchanged on the basis of one 
BC share for one Amalco share, of which 21,000,000 shall be subject to the standard three 
year escrow agreement of the Canadian Securities Exchange (“CSE”). The shares of the 
Company are to be exchanged on the basis of 2.25 Company shares for one Amalco share. 
Amalco shall issue 1,750,000 post-consolidation shares to settle all remaining debts of the 
Company to certain officers, directors and related companies. On completion of all 
transactions, there shall be 32,658,184 shares of Amalco issued and outstanding, and such 
shars will be listed for trading on the CSE. 
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Note 16 Subsequent Event – (cont’d) 
 
The Amalgamation is subject to the conditions precedent, including: (i) the Company 
obtaining TSXV approval to delist its shares; (ii) approval of the  Amalgamation  by 
shareholders of RockBridge, which was obtained  at the special meeting held August 8, 2017, 
and by shareholders of BC;  (iii) filing of the ACMPR application with Health Canada (iv) 
approval by the CSE of the listing of the Amalco shares; and (v) completion of a financing in 
an agreed amount within six months of the Amalgamation, failing which the 21,000,000 
escrowed shares issued to BC shareholders shall be cancelled. 
 
It is anticipated that the Amalgamation and related transactions will complete in the first 
quarter of 2018. 
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NOTICE OF NO AUDITOR REVIEW OF INTERIM FINANCIAL STATEMENTS 
 
Under National Instrument 51-102, Part 4, subsection 4.3(3)(a), if an auditor has not performed a review of the 
interim financial statements, they must be accompanied by a notice indicating that the financial statements 
have not been reviewed by an auditor. The following condensed interim financial statements of RockBridge 
Resources Inc. are unaudited. They have been prepared by management and approved by the Audit Committee 
and Board of Directors of the Company. The Company’s independent auditors have not performed a review of 
these condensed interim financial statements.  
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June 30,   
2018  September 30, 

2017 
   (Audited) 
      
ASSETS      
      
Current      

Cash and cash equivalents $ 16,996  $ 47,498 
Amounts receivable  1,563   889 

  18,559   48,387 
      
Non-Current      

Property, plant and equipment – note 4  385,936   397,398 
 $ 404,495  $ 445,785 
      
LIABILITIES      
      
Current      

Accounts payable and accrued liabilities – note 7 $ 83,344  $ 194,738 
      
Non-Current      

Convertible debentures – note 8  56,875   56,875 
Long term debt – note 9  10,539   10,000 
Long term payables   155,202   - 
Provisions – note 5  61,236   61,236 

  283,852   128,111 
      
  367,196   322,849 
      
SHAREHOLDERS’ DEFICIENCY      
      
Deficit  (6,994,621)   (6,908,984) 
Share capital – note 6  5,603,539   5,603,539 
Reserves  1,428,381   1,428,381 
  37,299   122,936 
      
 $ 404,495  $ 445,785 
      
      
Commitments – notes 6(c)      
Subsequent event – note 12      
 
 
Approved on behalf of the Board of Directors and authorized for issue on  
August 29, 2018 
    

“Dario Sodero” Director “Steve Mathiesen” Director 
Dario Sodero  Steve Mathiesen  
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 Three months ended June 30,  Nine months ended June 30, 
  2018   2017  2018  2017 
            
Revenues and operating costs            

Oil and gas revenues $ 32,697  $ 70,704  $ 84,765  $ 211,009 
Royalties  (975)   (9,910)   (5,212)   (30,958) 
Operating expense  (64,123)   (52,147)   (108,102)   (125,586) 
Depletion expense  (3,821)   (3,821)   (11,462)   (11,462) 

  (36,222)   4,826   (40,011)   43,003 
            
General and administrative expenses            

Accounting and audit fees – note 7  3,046   3,320   9,818   8,510 
Consulting  -   -   1,290   1,300 
Directors’fees  3,000   4,600   3,000   4,600 
Filing and listing fees  (2,007)   2,648   10,016   11,023 
Interest expense – note 8, 9  2,241   1,702   5,644   5,105 
Investor relations  -   1,152   3,247   6,247 
Legal fees  -   -   -   1,787 
License  -   -   -   179 
Management fees – note 7  4,310   12,566   11,081   39,932 
Office and administrative expenses – note 7  161   549   1,530   1,507 
Travel  -   -   -   687 

  10,751   26,537   45,626   80,877 
            
Net loss and comprehensive loss for the period $ (46,973)  $ (21,711)  $ (85,637)  $ (37,874) 
            
            
            
Basic and diluted loss per share $ (0.00)  $ (0.00)  $ (0.01)  $ (0.00) 
            
Weighted average number of shares 
outstanding 15,993,414  15,993,414  15,993,414   15,993,414 
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 For the Nine months ended June 30, 
 2018  2017 
      
Cash used in operating activities      

Net loss for the period $ (85,637)  $ (37,874) 
Items not affected by cash:      

Depletion expense  11,462   11,462 
Interest accrued on convertible debt  539   - 

      
Changes in non-cash working capital items:      

Amounts receivable  (674)   4,932 
Accounts payable and accrued liabilities  43,808   7,700 

  (30,502)   (13,780) 
      
Cash flows used in investing activities      

Oil and gas property expenditures  -   (202,233) 
      
Cash flows from financing activity      

Convertible debt  -   10,000 
      
Change in cash and cash equivalents  (30,502)   (206,013) 
Cash and cash equivalents, beginning of the period  47,498   285,410 
Cash and cash equivalents, end of the period $ 16,996  $ 79,398 
      
      
Cash and cash equivalents represented by:      

Cash $ 16,996  $ 79,398 
      
Supplemental disclosure of cash flow information:      

Cash paid for:      
Interest $ 3,403  $ 5,105 
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  Share capital       

            
          Total 
  Number of       Shareholders’ 
  Shares Capital Stock  Reserves Deficit Deficiency 

            
Balance, September 30, 2016  15,993,414 $ 5,603,539  $ 1,428,381 $ (6,841,755) $ 190,165 
            
Net loss for the period  -  -   -  (37,874)  (37,874) 
Balance, June 30, 2017  15,993,414 $ 5,603,539  $ 1,428,381 $ (6,879,629) $ 152,291 
            
            
Balance, September 30, 2017  15,993,414 $ 5,603,539  $ 1,428,381 $ (6,908,984) $ 122,936 
            
Net loss for the period  -  -   -  (58,332)  (58,332) 
Balance, June 30, 2018  15,993,414 $ 5,603,539  $ 1,428,381 $ (6,967,316) $ 64,604 
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Note 1 Nature of Continuance of Operations 
 

 The Company was incorporated as RockBridge Energy Inc. on November 20, 2007 under the 
Business Corporations Act of British Columbia.  The Company is a development stage company 
and holds working interests in certain oil and gas properties located in British Columbia.  The 
Company listed its shares on the TSX Venture Exchange (the “Exchange”) on September 10, 2008. 
On April 6, 2010 the company changed its name to RockBridge Resources Inc. (the “Company”). 

 
The head office and principal address of the Company is located at 200 – 24 E. 4th Avenue, 
Vancouver, British Columbia, V5T 1E8. 
 
The condensed interim financial statements have been prepared on a going concern basis, which 
contemplates the continuity of normal business activities and the realization of assets and discharge 
of liabilities in the normal course of business. At June 30, 2018, the Company had a working capital 
deficiency of $61,786, has not achieved profitable operations and has an accumulated deficit of 
$6,967,316 since its inception.  
 
The Company may require additional financing in order to conduct its planned work programs on 
petroleum and natural gas properties, meet its ongoing levels of corporate overhead and discharge 
its liabilities as they come due. While the Company has been successful in securing financings in 
the past, there is no assurance that it will be able to do so in the future.  
 
These conditions indicate the existence of a material uncertainty that may cast significant doubt 
about the Company’s ability to continue as a going concern. Accordingly, these condensed interim 
financial statements do not give effect to adjustments, if any, that would be necessary should the 
Company be unable to continue as a going concern. If the going concern assumption was not used 
then the adjustments required to report the Company’s assets and liabilities on a liquidation basis 
could be material to these financial statements. 

 
Note 2 Basis of Preparation 
 
  Statement of Compliance 
 

These condensed interim financial statements, including comparatives, have been prepared in 
accordance with International Accounting Standard 34 “Interim Financial Reporting”(“IAS 34”) 
using accounting policies consistent with IFRS issued by the International Accounting Standards 
Board (“IASB”) and the interpretations of the International Financial Reporting Interpretations 
Committee (“IFRIC”).  
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Note 2 Basis of Preparation – (cont’d) 
 

  Basis of Measurement 
 

These condensed interim financial statements have been prepared on the historical costs basis, 
except for certain financial instruments that have been initially measured at fair value.  The 
condensed interim financial statements are presented in Canadian dollars, which is also the 
Company’s functional currency.  

 
The preparation of these condensed interim financial statements in conformity with IAS 34 requires 
management to make judgements, estimates and assumptions that affect the application of policies 
and reported amounts of assets and liabilities, income and expenses. Actual results may differ from 
these estimates. 

 
These condensed interim financial statements include estimates which, by their nature, are 
uncertain. The impacts of such estimates are pervasive throughout the condensed interim financial 
statements, and may require accounting adjustments based on future occurrences. Revisions to 
accounting estimates are recognized in the period in which the estimate is revised and future periods 
if the revision affects both current and future periods. These estimates are based on historical 
experience, current and future economic conditions and other factors, including expectations of 
future events that are believed to be reasonable under the circumstances. 

 
Significant assumptions about the future and other sources of estimation uncertainty that 
management has made at the financial position reporting date, that could result in a material 
adjustment to the carrying amounts of assets and liabilities, in the event that actual results differ 
from assumptions made, relate to, but are not limited to, the following: 

 
The recoverability of receivables, the estimated useful lives of equipment and the related 
depreciation, the carrying value and recoverability of property, plant and equipment, estimated 
accrued liabilities, and inputs used in accounting for share-based compensation. 

 
Note 3 Significant Accounting Policies 
 

 These condensed interim financial statements have been prepared in accordance with IFRS as issued 
by the IASB on a basis consistent with those followed in the Company’s most recent annual 
financial statements for the year ended September 30, 2017.  

 
 These condensed interim financial statements do not include all note disclosures required by IFRS 

for annual financial statements, and therefore should be read in conjunction with the annual 
financial statements for the year ended September 30, 2017. In the opinion of management, all 
adjustments considered necessary for fair presentation of the Company’s financial position, results 
of operations and cash flows have been included. Operating results for the nine month period ended 
June 30, 2018 are not necessarily indicative of the results that may be expected for the current fiscal 
year ending September 30, 2018.  
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Note 3 Significant Accounting Policies – (cont’d) 
 
 New accounting standards and interpretations 
 
 Certain new accounting standards and interpretations have been published that are not mandatory 

for the June 30, 2018 reporting period. The Company has not early adopted the following new and 
revised standards, amendments and interpretations that have been issued but are not yet effective:  

• IFRS (Amended 2010) Financial Instruments (effective January 1, 2018) 
 
The Company anticipates that the application of the above new and revised standards, amendments 
and interpretations will have no material impact on its results and financial position. 
 

Note 4 Property, Plant and Equipment 

  
Petroleum and 

Natural Gas 
Properties 

COST   
Balance at September 30, 2017 and June 30, 2018 $ 615,129 
   
DEPLETION AND IMPAIRMENT LOSSES   
Balance at September 30, 2017 $ 217,731 

Depletion for the period  11,462 
Balance at June 30, 2018  229,193 
   
Net book value, September 30, 2017 $ 397,398 
   
Net book value, June 30, 2018 $ 385,936 

 
Each year an impairment test is performed based on the difference between the net book value of 
the assets and the recoverable amount. The recoverable amount is determined using fair value less 
costs to sell based on discounted cash flows of proved plus probable reserves using forecast prices 
and costs and a discount rate of 10 percent.  
 
The following table outlines the benchmark prices used in the impairment test that was performed at 
September 30, 2017: 

Year 
Crude Oil 

$/BBL 
Natural Gas 

$ / MCF 
2018 62.00 2.50 
2019 65.00 2.75 
2020 70.00 3.00 
2021 75.00 3.25 
2022 80.00 3.50 
2023 85.00 3.75 

Benchmark prices escalate at 2.0% per year thereafter. 
 



ROCKBRIDGE RESOURCES INC. 
NOTES TO THE CONDENSED INTERIM FINANCIAL STATEMENTS 
(Unaudited - Expressed in Canadian Dollars) 
For the nine months ended June 30, 2018 and June 30, 2017 
 

 
10 

 

Note 5 Provisions 
 
The continuity of the Company’s provisions is as follows: 
 
 Decomissioning 

Liabilities 
   
Balance at September 30, 2017 and June 30, 2018 $ 61,236 
   
The Company has estimated the decommissioning liabilities based on its net ownership interest in 
the applicable non - operated producing oil and gas properties.  This includes all estimated costs to 
dismantle, remove, reclaim and abandon the wells and facilities and the estimated time period 
during which theses costs will be incurred in the future.  At each year end, a credit-adjusted risk-free 
rate of 10% is used to calculate the fair value of the asset retirement obligation. The Asset Ritrement 
Obligation is not adjusted on a quarterly basis. At September 30, 2017, the Company’s 
decommissioning liabilities totalled $61,236. 

 
Note 6 Share Capital 
 

a) Authorized: 
 

Unlimited common shares without par value 
 

b) Issued: 
 

As at June 30, 2018, the Company has 15,993,414 common shares outstanding (September 30, 
2017 – 15,993,414) 

  
c) Commitments: 

 
Share Purchase Warrants 

 
The company has no outstanding share purchase warrants. 

  
Share Purchase Options 

 
 The Company has a Stock Option Plan (the “Plan”) under which it is authorized to grant stock 

options to directors, officers, consultants and employees of the Company.  The maximum 
aggregate number of share purchase options granted under the Plan at any point in time will not 
exceed 10% of the outstanding issue at the time of the stock option grant or such lesser number 
of shares as determined by the directors as required to comply with the TSX Venture Exchange 
policies.  The number of common shares which may be reserved in any twelve month period for 
issuance to any one individual upon exercise of stock options held by that individual may not 
exceed 5% (2% for employees and consultants) of the issued and outstanding common shares of 
the Company unless the Company has obtained disinterested shareholder approval.   
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Note 6 Share Capital – (cont’d) 
 

The exercise price of a share purchase option may not be less than the discounted market price 
of the common shares on the date of grant.  The share purchase options granted under the Plan 
may not exceed five years (ten years if the Company becomes a Tier 1 Issuer under the 
Exchange policies).  

 
There were no share purchase options issued during the period ended June 30, 2018. 

 
Information regarding the Company’s outstanding share purchase options is summarized below: 

    
 

Outstanding 
# 

Weighted 
Average Price 

($) 
   
September 30, 2017 1,125,000 0.07 

Issued -  
Expired/Forfeited -  

June 30, 2018 1,125,000 0.07 
 
The weighted average contractual life remaining of all stock options at June 30, 2018 is 0.25 
years (September 30, 2017: 1.00 year). 

 
As at June 30, 2018, the following options were outstanding and exercisable: 
 

Number of Options 
Exercise Price 

Per Share 
Number of Shares to be 

Issued on Exercise Expiry Date 
    

1,125,000 $0.07 1,125,000 September 30, 2018 
    

1,125,000  1,125,000  
    

Note 7 Related Party Transactions 
 
 Key Management Personnel Compensation 
 
 During the periods ended June 30, 2018 and 2017, the Company incurred the following charges by 

directors and/or officers of the Company and private companies controlled by directors and/or 
officers of the Company: 
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Note 7 Related Party Transactions – (cont’d) 
 

 2018 2017 
     
Accounting fees $ 4,818 $ 3,320 
Directors’ fees  3,000  4,600 
Interest expense  3,646  1,215 
Management fees  11,081  12,566 
Office expenses  480  523 
 $ 23,025 $ 22,224 

 
These expenditures occurred in the normal course of business operations and were measured by the 
exchange amount which is the amount agreed upon by the transacting parties. 
 
At June 30, 2018, accounts payable and accrued liabilities includes $56,413 (September 30, 2017: 
$35,000) payable to companies controlled by certain directors and officers of the Company. 

 
Note 8 Convertible Debentures 
 

On September 4, 2009, the Company issued $125,000 Unsecured Convertible Debentures paying 
12% per annum, maturing on June 30, 2011.  The debentures were convertible, at any time, and at 
the option of the holder, to common shares of the Company at $0.15 per share. 
 
The debenture maturity date was subsequently extended to June 30, 2012, and the conversion rate 
amended to $0.12 per share. On June 30, 2012, one of the outstanding debentures was repaid and 
the others were extended to January 1, 2015 with conversion rate amended to $0.07 per share. 
During the year ended September 30, 2013, $32,500 of the debentures was repaid. As at June 30, 
2018, $56,875 (September 30, 2017: $56,875) of the debentures are outstanding with a maturity date 
of June 30, 2019. 

 
 The Company used the residual method to estimate the equity component of these debentures, and 

concluded that the fair value of the equity portion was immaterial to record.  
 
 The liability portion represents an estimate of the present value of term debt discounted using an 

estimated interest rate applicable to equivalent non-convertible debt. The equity component was 
determined as the residual of the face value of the instrument less its liability component. 

 
Note 9 Long Term Debt 

 
On January 18, 2017, the Company entered a settlement agreement with Crimson Energy Ltd, and 
Crimson Oil & Gas Ltd. with respect to all matters between the parties, including but not limited to 
the Violet Grove Agreement and Knopcik Agreements. 
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Note 9 Long Term Debt – (cont’d) 
 
The Company will pay $10,000 to Crimson, without interest, within 12 months of the agreement, to 
be paid in cash or, subject to regulatory approval, in shares of the Company or a successor company 
at the then-prevailing share price. 
 
On June 29, 2017 the agreed terms were extended. The due date was extended by one year to 
January 17, 2019, and interest at 12% per annum will accrue from the original due date of January 
17, 2018, and was later further extended with a due date of June 30, 2019. 
 

Note 10 Management of Capital 
 

The Company’s objectives when managing capital are to safeguard the Company’s ability to 
continue as a going concern and to maintain a flexible capital structure which optimizes the cost of 
capital within a framework of acceptable risk.  In the management of capital, the Company includes 
the components of shareholders’ equity, as well as cash and cash equivalents. There are no external 
restrictions on the use of the Company’s capital. 

 
The Company manages the capital structure and makes adjustments to it in light of changes in 
economic conditions and the risk characteristics of the underlying assets. To maintain or adjust its 
capital structure, the Company may issue new shares, issue new debt, acquire or dispose of assets or 
adjust the amount of cash and cash equivalents. 

 
The Company is dependent on the capital markets as its sole source of operating capital and the 
Company’s capital resources are largely determined by the strength of the junior resource markets 
and by the status of the Company’s projects in relation to these markets, and its ability to compete 
for investor support of its projects. 

 
Note 11 Financial Instruments 
 

 Fair Value of Financial Instruments - The Company’s financial instruments consist of cash and cash 
equivalents and accounts payable and accrued liabilities.  The fair value of these financial 
instruments approximates their carrying value. 

 
The three levels of the fair value hierarchy are: 
• Level 1 – Unadjusted quoted prices in active markets for identical assets and liabilities; 
• Level 2 – Inputs other than quoted prices that are observable for the asset of liability directly or 

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

 
At June 30, 2018 the Company’s only financial instrument measured at fair value on a recurring 
basis was cash and cash equivalents. This financial instrument was classified as “Level 1” 
instruments. 
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Note 11 Financial Instruments – (cont’d) 
 

Credit Risk - Credit risk arises from cash held with banks and financial institutions.  The maximum 
exposure to credit risk is equal to the carrying value of the financial assets. The Company’s cash 
and cash equivalents is held with a large Canadian bank. 

Interest Rate Risk - As at June 30, 2018, the Company was not subject to or exposed to any interest 
rate risk. 

Liquidity Risk - The Company manages liquidity risk by maintaining sufficient cash and cash 
equivalent balances to enable settlement of transactions on the due date. Accounts payable and 
accrued liabilities are current.  

Commodity Price Risk - The Company’s ability to raise capital to fund operation of its oil and gas 
properties is subject to risks associated with fluctuations in the market prices of crude oil and natural 
gas. 

 
Note 12 Subsequent Event 
 

• In May 2017, the Company signed an amalgamation agreement to amalgamate with 1100556 
B.C. Ltd. (“BC”), of Vancouver, BC (the “Amalgamation”).  
 
In August 2018, the Company and BC parties terminated the proposed merger and related 
transactions due to delays and uncertainty with the project.  

 
•  In August 2018, the Company completed a restructuring as follows: 

 
i. Consolidated its common share capital on a 4 old for 1 new share basis. 

ii. Settled debt of $128,880 with 2,148,007 post-consolidated shares at $0.06 per share. 
iii. Completed the first tranche of a $250,000 private placement with 3,333,333 post-

consolidated shares at $0.06 per share for gross proceeds of $200,000.  
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HARVEST ENTERPRISES GROUP OF COMPANIES 

Management’s Responsibility for Financial Reporting 

To the Members of Harvest Group of Companies: 

The accompanying combined financial statements and other financial information in this annual report were 
prepared by management of Harvest Enterprises Group of Companies (collectively, "the Company"), reviewed 
by the Audit Committee and approved by the Board of Directors. 

Management is responsible for the combined financial statements and believes that they fairly present the 
Company's financial condition and results of operation in conformity with International Financial Reporting 
Standards. Management has included in the Company's combined financial statements amounts based on 
estimates and judgments that it believes are reasonable, under the circumstances. 

To discharge its responsibilities for financial reporting and safeguarding of assets, management believes that it 
has established appropriate systems of internal accounting control which provide reasonable assurance that 
the financial records are reliable and form a proper basis for the timely and accurate preparation of financial 
statements. Consistent with the concept of reasonable assurance, the Company recognizes that the relative 
cost of maintaining these controls should not exceed their expected benefits. Management further assures the 
quality of the financial records through careful selection and training of personnel and through the adoption 
and communication of financial and other relevant policies. 

These financial statements have been audited by the Company's auditors, Haynie & Company, and their report 
is presented herein. 
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INDEPENDENT AUDITOR'S REPORT 
 
To the Members of Harvest Enterprises Group of Companies 
 
We have audited the accompanying combined financial statements of Harvest 
Enterprises Group of Companies (collectively, “the Company”), which comprise the 
combined statements of financial position as at December 31, 2017 and 2016, and the 
combined statements of operations, combined statements of changes in members’ 
equity and combined statements of cash flows for the years then ended, and notes to 
the financial statements, including a summary of significant accounting policies. 
 
Management’s Responsibility for the Financial Statements 
Management is responsible for the preparation and fair presentation of the financial 
statements in accordance with International Financial Reporting Standards, and for 
such internal control as management determines is necessary to enable the 
preparation of financial statements that are free from material misstatement, whether 
due to fraud or errors. 
 
Auditor’s Responsibility 
Our responsibility is to express an opinion on these combined financial statements 
based on our audits. We conducted our audits in accordance with Canadian generally 
accepted auditing standards.  Those standards require that we comply with ethical 
requirements and plan and perform the audits to obtain reasonable assurance about 
whether the combined financial statements are free from material misstatement. 
 
An audit involves performing procedures to obtain audit evidence about the amounts 
and disclosures in the combined financial statements.  The procedures selected 
depend on the auditor’s judgment, including the assessment of the risks of material 
misstatement of the combined financial statements, whether due to fraud or error.  In 
making those risk assessments, the auditor considers internal control relevant to the 
entity’s preparation and fair presentation of the combined financial statements 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 entity’s internal control.  
An audit also includes evaluating the appropriateness of accounting policies used and 
the reasonableness of accounting estimates made by management, as well as 
evaluating the overall presentation of the consolidated financial statements.  
 
We believe that the audit evidence we have obtained is sufficient and appropriate to 
provide a basis for our audit opinion. 
 
Opinion 
In our opinion, the accompanying combined financial statements present fairly, in all 
material respects, the combined financial position of Harvest Enterprises Group of 
Companies as at December 31, 2017 and 2016, and its combined financial  
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performance and its cash flows for the years then ended in accordance with International Financial 
Reporting Standards (IFRSs). 
 
 
 
 
Haynie & Company 
Salt Lake City, Utah 
October 8, 2018 
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       Commitments (Notes 13) 
       Contingencies (Note 14) 
       Subsequent events (Note 17) 

       Approved and authorized on behalf of the Members on October 8th, 2018 

“Steve White”       “Steve Gutterman” 

Chief Executive Officer      President 

       

       The accompanying notes to the combined financial statements are an integral part of these statements.

2017 2016

ASSETS

Current Assets:

Cash and Cash Equivalents 1,098,763$              2,228,187$              

Accounts Receivable 497,379                    147,927                    

Biological Assets Note 4 4,441,785                233,895                    

Inventory Note 3 1,340,694                865,930                    

Other Current Assets 312,746                    86,772                      

Total Current Assets 7,691,367                3,562,711                

Property, Plant and Equipment, Net Note 5 21,397,450              10,613,779              

Intangibles Assets, Net Note 7 30,869,714              424,411                    

Goodwill Note 6 4,675,619                -                             

Other Assets 430,116                    89,062                      

TOTAL ASSETS 65,064,266$           14,689,963$           

LIABILITIES AND MEMBERS' EQUITY

LIABILITIES

Current Liabilities:

Accounts Payable 1,344,745$              1,259,808$              

Other Current Liabilities 497,496                    314,683                    

Income Tax Payable Note 12 3,796,367                1,931,568                

Notes Payable, Current Portion Note 8 2,909,837                1,304,186                

Total Current Liabilities 8,548,445                4,810,245                

Notes Payable, Net of Current Portion Note 8 13,795,275              5,679,668                

Deferred Tax Liability Note 12 552,200                    51,821                      

Deferred Compensation Note 15 859,625                    859,625                    

Other Long-Term Liabilities 336,842                    -                             

TOTAL LIABILITIES 24,092,387              11,401,359              

MEMBERS' EQUITY Note 10 40,447,946              3,288,604                

NON-CONTROLLING INTEREST Note 11 523,933                    -                             

TOTAL MEMBERS' EQUITY 40,971,879              3,288,604                

TOTAL LIABILITIES AND MEMBERS' EQUITY 65,064,266$           14,689,963$           
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The accompanying notes to the combined financial statements are an integral part of these statements

2017 2016

Revenue 22,825,477$     13,367,751$     

Cost of Goods Sold (12,360,036)      (4,907,255)        

Gross Profit Before Biological Asset Adjustments 10,465,441       8,460,496          

Unrealized Gain on Changes in Fair 

Value of Biological Asset 3,558,987          111,242             

Cost of Goods Sold on Biological Asset 

Transformation (111,242)            (9,964)                

Gross Profit 13,913,186       8,561,774          

Expenses

   General and Administrative 7,227,326          4,263,948          

   Sales and Marketing 683,058             129,409             

   Depreciation and Amortization 849,943             197,822             

      Total Expenses 8,760,327          4,591,179          

Operating Income 5,152,859          3,970,595          

Other Income / (Expenses)

   Gain on License Acquisition 1,422,930          -                      

   Interest Expense (371,254)            (224,669)            

Income Before Taxes and Non-Controlling Interest 6,204,535          3,745,926          

Income Taxes (2,090,232)        (1,663,857)        

Income Before Non-Controlling Interest 4,114,303          2,082,069          

Loss (income) Attributed to Non-Controlling Interest (523,933)            -                      

Net Income Attributed to Harvest Enterprises Group of Companies 3,590,370$       2,082,069$       
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The accompanying notes to the combined financial statements are an integral part of these statements.

Members' Equity

Non-Controlling 

Interest Total

Balance, January 1, 2016 1,033,496$       -                      1,033,496$       

Contributions from Members 173,039             -                      173,039             

Net Income 2,082,069          -                      2,082,069          

Balance, December 31, 2016 3,288,604          -                      3,288,604          

Issuance of membership interest 

related to business acquisition Note 6 34,000,000       -                      34,000,000       

Reserve for contingent acquisiton of 

Membership Interest Note 13 (400,000)            -                      (400,000)            

Other adjustments (31,028)              -                      (31,028)              

Net Income (Share of Net Loss) 3,590,370          523,933             4,114,303          

Balance, December 31, 2017 40,447,946$     523,933$           40,971,879$     
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        The accompanying notes to the combined financial statements are an integral part of these statements. 

2017 2016

CASH FLOW FROM OPERATING ACTIVITES

   Net Income Attributed to Harvest Group of Companies 3,590,370$       2,082,069$       

   Net Income (Loss) Attributed to Non-Controlling Interest 523,933             -                      

   Adjustments to Reconcile Net Income to Net Cash Provided in Operating Activities

      Depreciation and Amortization 849,943             197,822             

      Gain on License Acquisition (1,422,930)        -                      

      Unrealized Gain on Biological Assets (3,558,987)        (111,242)            

      Deferred Income Tax Expense 552,200             -                      

   Changes in Operating Assets and Liabilities

       Accounts Receivable (349,451)            (95,892)              

       Inventory (Net of Business Acquisition) Note 6 117,658             (807,314)            

       Biological Assets (648,903)            (112,689)            

       Other Assets (567,027)            (89,062)              

       Income Taxes Payable 1,864,799          664,047             

       Other Liabilities (Net of Business Acquisition) Note 6 312,000             -                             Accounts Payable (Net of Business 

Acquisition) Note 6 84,937               1,175,936          

       Other Items (45,299)              115,203             

       Accrued Payable on Member Interest Reserve Note 14(b) (400,000)            -                      

         NET CASH PROVIDED BY OPERATING ACTIVITIES 903,243             3,018,879          

CASH FLOW FROM INVESTING ACTIVITES

   Purchases of Property, Plant, and Equipment (11,225,751)      (9,191,624)        

   Cash Acquired on Business Acquisition 39,200               -                      

   Acquisitions/Advances of Intangibles (567,372)            (321,115)            

         NET CASH USED IN INVESTING ACTIVITIES (11,753,923)      (9,512,739)        

CASH FLOW FROM FINANCING ACTIVITES

   Proceeds\Issuance of Notes Payable 10,990,000       6,689,878          

   Repayment of Notes Payable (1,268,743)        (92,770)              

   Proceeds\Issuance of Member Interests -                      173,039             

         NET CASH PROVIDED BY INVESTING ACTIVITIES 9,721,257          6,770,147          

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS (1,129,424)        276,287             

CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 2,228,187          1,951,900          

CASH AND CASH EQUIVALENTS, END OF YEAR 1,098,763$       2,228,187$       

Supplemental disclosure with respect to cash flows

      Interest Paid 140,188$           120,199$           
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1. NATURE OF OPERATIONS  

 
Harvest Enterprises Group of Companies (the “Company” or “Harvest”) is a vertically integrated cannabis company 
that operates from “seed to sale.”  The Company has expanded throughout Arizona and into Maryland and 
Pennsylvania and is actively expanding into Nevada, Massachusetts, California, Ohio, North Dakota, New Jersey, 
Florida and Arkansas.  The Company operates in one segment, the production and sale of cannabis; with three main 
business areas contributing to that segment.   
 

• Cultivation – Harvest grows cannabis in outdoor, indoor and greenhouse facilities.  Its expertise in growing 
enables the company to produce award-winning and proprietary strains in a highly cost-effective manner.  
Harvest sells its productions in Harvest dispensaries and also to third parties. 

• Processing – Harvest converts cannabis biomass into formulated oil, using a variety of extraction 
techniques.  The company uses some of this oil to produce consumer products such as vaporizer cartridges 
and edibles, and it sells the remaining oil to third parties. 

• Retail dispensaries – Harvest operates award-winning retail dispensaries that sell proprietary and third 
party cannabis products to patients and customers.  

  
Harvest conducts business through wholly-owned operating subsidiaries and operating agreements established to 
conduct the different segments of each business (each an “Operating Subsidiary” and together, “Operating 
Subsidiaries”).  The Company’s principal operating locations, and type of operation are listed below: 
 

Operating Locations  City, State  Nature of Operations  Opened  
Tempe  Tempe, Arizona  Retail Dispensary  September 2013  
Scottsdale  Scottsdale, Arizona  Retail Dispensary  September 2016  
Baseline  Phoenix, Arizona  Retail Dispensary  October 2017  
Lake Havasu  Lake Havasu City, Arizona  Retail Dispensary  September 2016  
Avondale  Avondale, Arizona  Retail Dispensary  August 2017  
Tucson  Tucson, Arizona  Retail Dispensary  January 2018  
Cottonwood Cottonwood, Arizona Retail Dispensary April 2018 

Rockville  Rockville, Maryland  Retail Dispensary  March 2018  
Reading Reading, Pennsylvania Retail Dispensary September 2018 

Bellemont Cultivation  Bellemont, Arizona  Indoor Grow    February 2014  
Bellemont Production  Bellemont, Arizona  Processing Lab  July 2015  
Camp Verde Cultivation  Camp Verde, Arizona  Greenhouse/Outdoor Grow  March 2017  
Hancock Cultivation  Hancock, Maryland  Indoor Grow    September 2017  

  

  
The Company is currently in various stages of expansion in 12 states as the Company is expanding its commercial 
footprint focusing on building additional retail, cultivation and production locations for medical and adult use 
cannabis. The Company has received provisional permits to operate a dispensary and production facility in the cities 
of Napa, Merced, and Moreno Valley, California under Harvest of California; and upon project completion and 
inspection, to receive final operating permits.  
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1. NATURE OF OPERATIONS (Continued) 

 
Each Operating Subsidiary holds the active and/or pending cannabis licenses associated with its activities, staffs 
and/or mange the operating locations, and/or owns the real estate and primary fixed assets used in the cannabis 
businesses.    
 
In certain States, cannabis licenses are typically divided into three categories: dispensary, cultivation, and 
production.  Dispensary licenses comprise the retail operations and allow a company to dispense medical cannabis 
to patients.  Cultivation licenses allow a company to grow medical cannabis plants and production licenses allow for 
the processing of cannabis into other products (e.g., edibles, oil, etc.). Cultivation and production licenses comprise 
the wholesale operations.   
 
In other states, for example Arizona where the Company’s largest concentration of business activity is located, 
cannabis licenses are defined as vertically integrated, which allows the license holder the right to engage in 
dispensary, cultivation, and production activities.  Its flagship dispensary, Harvest of Tempe, is located in Tempe, 
Arizona, and is designed to service up to 800 patients daily.  Its second dispensary, Harvest of Scottsdale, is located 
in Scottsdale, Arizona became operational in September 2016.  At 6,800 square feet, Harvest of Scottsdale is capable 
of servicing up to 2,000 patients daily. 
 

The Company’s corporate headquarters are at 627 S 48th St, Ste 100, Tempe, AZ, 85281. 
 

2. SIGNIFICANT ACCOUNTING POLICIES 
 

(a) Statement of Compliance 
 

The combined financial statements of the Company have been prepared in accordance with International 
Financial Reporting Standards (“IFRS”) as issued by the International Accounting Standards Board (“IASB”) and 
interpretations issued by the International Reporting Interpretation Committee (“IFRIC”) for all periods 
presented.  

 

These financial statements were authorized for issue by the Board of Directors on September 24th, 2018. 
 

(b) Basis of Measurement 
 

These combined financial statements have been prepared on a going concern basis under the historical cost 
basis, except for certain financial instruments and biological assets measured at fair value and described 
herein. 
 

(c) Functional Currency 
 

These combined financial statements are presented in United States dollars, which is also the functional 
currency of the Company and its affiliates’. 
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 
(d) Basis of Combination   

 
Affiliates are entities controlled by the Company. Control exists when the Company has the power, directly 
and indirectly, to govern the financial and operating policies of an entity and be exposed to the variable returns 
from its activities. The financial statements of affiliates are included in the combined financial statements from 
the date that control commences until the date that control ceases. 

 

Affiliates 
Location of 

Organization/Incorporation  % Ownership 

Abedon Saiz, LLC * Arizona 100.00% 

Byers Dispensary, Inc. Arizona 100.00% 

Dream Steam, LLC Arizona 75.00% 

Harvest Arkansas Holding, LLC Arizona 90.20% 

Harvest DCP of Maryland, LLC Maryland 42.80% 

Harvest DCP of Pennsylvania, LLC Pennsylvania 100.00% 

Harvest Mass Holding I, LLC Arizona 7.27% 

Harvest Michigan Holding I, LLC Arizona 7.25% 

Harvest of California, LLC California 7.25% 

Harvesting Hope, Inc. Arizona 100.00% 

High Desert Healing, LLC * Arizona 100.00% 

Jessco White Consulting, LLC Arizona 100.00% 

Medical Marijuana Research Institute, LLC Arizona 100.00% 

Nature Med, Inc. * Arizona 100.00% 

Nowak Wellness, Inc. Arizona 100.00% 

Patient Care Center 301, Inc. * Arizona 100.00% 

Randy Taylor Consulting, LLC Arizona 100.00% 

Sherri Dunn, LLC * Arizona 100.00% 

Svaccha, LLC Arizona 100.00% 

Verde Dispensary, Inc. Arizona 100.00% 

Waltz Healing Center, Inc. Arizona 100.00% 
 
* Entities acquired effective July 1, 2017. (See Note 6) 
 
All intercompany balances and transactions were eliminated on combination. 
 

(e) Cash and Cash Equivalents 
 

Cash and cash equivalents include cash on hand, and deposits in financial institutions and other deposits that 
are readily convertible into cash.  
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 
(f) Inventories 

 
Inventories of harvested finished goods and packing materials are valued at the lower of cost and net realizable 
value.  Inventories of harvested cannabis are transferred from biological assets at their fair value less costs to 
sell at harvest.  Any subsequent post-harvest costs are capitalized to inventory to the extent that the cost is 
less than net realizable value.  Net realizable value is determined as the estimated selling price in the ordinary 
course of business less the estimated costs of completion and the estimated costs necessary to make the sale.  
Cost is determined using the weighted average cost basis.  Products for resale and supplies and consumables 
are valued at cost. The Company reviews inventories for obsolete, redundant, and slow-moving goods and any 
such inventories identified are written down to net realizable value. At December 31, 2017 and 2016, there 
were no reserves for inventories required. 
 

(g) Biological Assets 
 

The Company measures biological assets, consisting of cannabis plants, at fair value less cost to sell up to the 
point of harvest, which becomes the basis for the cost of internally produced inventories after harvest. 
Unrealized gains or losses arising from the fair value less cost to sell during a year are included in the results 
of operations. The Company capitalizes direct and indirect costs incurred related to the biological 
transformation of the biological assets between the point of initial recognition and the point of harvest.  

 
(h) Property, Plant and Equipment 

 
Property, plant and equipment are recorded at cost net of accumulated amortization and impairment charges.  
The cost of repairs and maintenance is expensed as incurred. Amortization is provided on the straight-line 
method over the estimated useful lives of assets. Upon sale of other disposition of a depreciable asset, cost 
and accumulated amortization are removed from property, plant, and equipment and any gain or loss is 
reflected as a gain or loss from operations.   
 
Depreciation is provided using the following annual rates. 
 

            Computer Equipment Straight-line over 5 Years 
            Leasehold Improvements Straight-line over remaining life of the lease 
            Production Equipment Straight-line over 7 Years 
            Buildings and Improvements Straight-line over 7 - 39 Years 
            Furniture and Fixtures Straight-line over 5-7 Years 
            Vehicles Straight-line over 5 Years 

 
(i) Intangible Assets 

 
Intangible assets are recorded at cost, less accumulated amortization and impairment losses, if any. Intangible 
assets acquired in a business combination are measured at fair value at the acquisition date. Amortization is 
recorded on a straight-line basis over their estimated useful lives, which do not exceed the contractual period, 
if any. Intangible assets, which include cannabis licenses, have indefinite useful lives and are not subject to 
amortization. Such assets are tested annually for impairment, or more frequently, if events or changes in 
circumstances indicate that they might be impaired. The estimated useful lives, residual values, and 
amortization methods are reviewed at each year-end, and any changes in estimates are accounted for 
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
(i) Intangible Assets (Continued) 

 
prospectively. At December 31, 2017 and 2016, the Company did not recognize any impairment losses. 

Acquired marijuana dispensary and cultivation licenses are measured at fair value at the time of acquisition 
and are considered to have indefinite useful lives and are not subject to amortization but are tested annually 
for impairment in the same manner as all other intangible assets with indefinite useful lives.    

Tradenames and other trademark assets acquired are measured at fair value at the time of acquisition and are 
considered to have indefinite useful lives and are not subject to amortization.  

Customer/patient relationships are measured at fair value at the time of acquisition and are amortized on a 
straight-line basis over a period of two years. 

(j) Goodwill 
 

Goodwill represents the excess of the purchase price paid for the acquisition of an entity over the fair value 
of the net tangible and intangible assets acquired. Goodwill is allocated to each of the Company’s cash 
generating units (“CGU”) which are expected to benefit from the combination.  

Goodwill with an indefinite useful life is not subject to amortization and is tested for impairment on an annual 
basis, or more frequently where there is an indicator that the CGU may be impaired.  

An impairment loss is recognized when the carrying amount of a CGU exceeds its recoverable amount.  
Impairment losses are recognized in profit or loss in the period in which the impairment is identified.  An 
impairment loss recognized in respect of a CGU is allocated first to reduce the carrying amount of any goodwill 
allocated to the CGU, if any, and then to reduce the carrying amount of the other assets in the unit on a pro-
rata basis.   

At December 31, 2017 and 2016, the Company did not recognize any impairment losses.    

(k) Operating Leases 
 
A lease of property and equipment is classified as an operating lease whenever the terms of the lease do not 
transfer substantially all of the risks and rewards of ownership to the lessee. Lease payments are recognized 
as an expense on a straight-line basis over the lease term, except where another systematic basis is more 
representative of the time pattern in which the economic benefits are consumed. 
 

(l) Income Taxes 
 

a. Current tax 
 

Income tax expense consisting of current and deferred tax expense is recognized in the Combined 
Statement of Operations. Current tax expense is the expected tax payable on the taxable income for the 
year, using tax rates enacted or substantively enacted at year-end.  

 



 
Harvest Enterprises Group of Companies       
Notes to the Combined Financial Statements 
For the years ended December 31, 2017 and 2016 
(Expressed in United States Dollars) 
  

(12) 

 
2. SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 
(l) Income Taxes (Continued) 

 
As the Company operates in the cannabis industry, it is subject to the limits of IRC Section 280E under 
which the Company is only allowed to deduct expenses directly related to sales of product. This results 
in permanent differences between ordinary and necessary business expenses deemed non-allowable 
under IRC Section 280E. 

 
b. Deferred tax 

 
Deferred tax assets and liabilities and the related deferred income tax expense or recovery are 
recognized for deferred tax consequences attributable to differences between the financial statement 
carrying amounts of existing assets and liabilities and their respective tax bases. Deferred tax assets and 
liabilities are measured using the enacted or substantively enacted tax rates expected to apply when the 
asset is realized or the liability settled. The effect on deferred tax assets and liabilities of a change in tax 
rates is recognized in income in the period that substantive enactment occurs.  

  

A deferred tax asset is recognized to the extent that it is probable that future taxable income will be 
available against which the asset can be utilized. Deferred tax assets and liabilities are offset when there 
is a legally enforceable right to set off current tax assets against current tax liabilities and when they 
relate to income taxes levied by the same taxation authority and the Company intends to settle its 
current tax assets and liabilities on a net basis. 

 
(m) Revenue Recognition 

 
Revenue is recognized at the fair value consideration received or receivable. Revenue from the sale of goods 
is recognized when the Company has transferred the significant risks and rewards of ownership to the buyer 
and it is probable that the Company will receive the previously agreed upon payment. Significant risks and 
rewards are generally considered to be transferred when the Company has delivered the product to customers. 

 
(n) Financial Instruments 

 
A financial instrument is any contract that gives rise to a financial asset of one entity and a financial liability or 
equity instrument to another entity. Financial assets and financial liabilities are recognized in the Combined 
Statement of Financial Position at the time the Company becomes a party to the contractual provisions of the 
financial instrument.  

  

(i) Initial Measurement of Financial Assets and Financial Liabilities  

  

Financial assets and liabilities are recognized at fair value upon initial recognition plus any directly 
attributable transaction costs when not subsequently measured at fair value through profit or loss.  

  

(ii) Subsequent Measurement  

  

Measurement in subsequent periods is dependent on the classification of the financial instrument. 
The Company classifies its financial instruments in the following categories: at fair value through 
profit or loss, loans and receivables, held to maturity, available for sale, and other financial liabilities. 
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 
(n) Financial Instruments (Continued) 

 
(iii)  Impairment of Financial Assets  

  

A financial asset not carried at Fair Value Through Profit or Loss (“FVTPL”) is reviewed at each 
reporting date to determine whether there is any indication of impairment. A financial asset is 
impaired if objective evidence indicates that a loss event has occurred after the initial recognition 
of the asset, and that the loss event had a negative effect on the estimated future cash flows of that 
asset that can be estimated reliably. As of December 31, 2017, the Company did not recognize any 
impairment losses.  

  

An impairment loss in respect of a financial asset measured at amortized cost is calculated as the 
difference between its carrying amount and the present value of the estimated future cash flows 
discounted at the assets' original effective interest rate. Losses are recognized in profit or loss with 
a corresponding reduction in the financial asset, or, in the case of amounts receivable, are reflected 
in an allowance account against receivables. When a subsequent event causes the amount of 
impairment loss to decrease, the decrease in impairment loss is reversed through profit or loss.  

 
(o) Critical Accounting Judgements and Key Sources of Estimation Uncertainty 

 
The preparation of the Company’s combined financial statements requires management to make 
judgments, estimates, and assumptions about the carrying amounts of assets and liabilities that are not 
readily apparent from other sources. The estimates and associated assumptions are based on historical 
experience and other factors that are considered relevant.  Actual results may differ from these estimates.  

  

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

 

Significant judgments, estimates, and assumptions that have the most significant effect on the amounts 
recognized in the financial statements are described below.  

 
(i) Biological Assets 

 
Biological assets, consisting of cannabis plants and agricultural produce consisting of cannabis, are 
measured at fair value less costs to sell up to the point of harvest.   
  
Determination of the fair values of the biological assets and the agricultural product requires the 
Company to make assumptions about how market participants assign fair values to these assets.  These 
assumptions primarily relate to the level of costs required to bring the cannabis up to the point of 
harvest, costs to convert the harvested cannabis to finished goods, sales price, risk of loss, expected 
future yields from the cannabis plants and estimating values during the growth cycle.  
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 
(o) Critical Accounting Judgements and Key Sources of Estimation Uncertainty (Continued) 

 
The valuation of biological assets at the point of harvest is the cost basis for all cannabis-based 
inventory and thus any critical estimates and judgments related to the valuation of biological assets 
are also applicable for inventory.  The valuation of work-in-process and finished goods also requires 
the estimate of conversion costs incurred, which become part of the carrying amount for the inventory.  
The Company must also determine if the cost of any inventory exceeds its net realizable value, such as 
cases where prices have decreased, or inventory has spoiled or has otherwise been damaged. 

 
(ii) Estimated Useful Lives of Property Plant and Equipment 

 

Depreciation of property, plant and equipment is dependent upon estimates of useful lives which are 

determined through the exercise of judgment. The assessment of any impairment of these assets is 

dependent upon estimates of recoverable amounts that take into account factors such as economic 

and market conditions and the useful lives of assets. 

 

(iii)  Estimated Useful Lives of and Amortization of Intangible Assets 

 

Amortization of intangible assets is recorded on a straight-line basis over their estimated useful lives 

which do not exceed any contractual periods, if any. Intangible assets that have indefinite useful lives 

are not subject to amortization and are tested annually for impairment, or more frequently if events 

or changes in circumstances indicate that they might be impaired. 

 

(iv)  Business Combinations 

 

In a business combination, all identifiable assets, liabilities and contingent liabilities acquired are 

recorded at their fair values. One of the most significant estimates relates to the determination of the 

fair value of these assets and liabilities. For any intangible asset identified, depending on the type of 

intangible asset and the complexity of determining its fair value, an independent valuation expert or 

management may develop the fair value, using appropriate valuation techniques, which are generally 

based on a forecast of the total expected future net cash flows. The evaluations are linked closely to 

the assumptions made by management regarding the future performance of the assets concerned and 

any changes in the discount rate applied.   

 

Certain fair values may be estimated at the acquisition date pending confirmation or completion of the 

valuation process. Where provisional values are used in accounting for a business combination, they 

may be adjusted retrospectively in subsequent periods. However, the measurement period will last for 

one year from the acquisition date. 
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 
(o) Critical Accounting Judgements and Key Sources of Estimation Uncertainty (Continued) 

 

(v) Goodwill Impairment 

 

The Company performs an annual test for goodwill impairment in the fourth quarter for each of the 

cash generating units (CGUs with goodwill allocated), and whenever events or circumstances make it 

more likely than not that an impairment may have occurred. Determining whether an impairment has 

occurred requires valuation of the respective CGU using a discounted cash flow method. When 

available and as appropriate, the Company uses comparative market multiples to corroborate 

discounted cash flow results and relies on several factors, including actual operating results, future 

business plans, economic projections and market data.  

  

(p) Recent Accounting Pronouncements 
 

There were no new standards effective January 1, 2016 and 2017 that had an impact on the Company’s 
combined financial statements. The following IFRS standards have been recently issued by the IASB. The 
Company is assessing the impact of these new standards on future combined financial statements. 
Pronouncements that are not applicable or where it has been determined do not have a significant impact to 
the Company have been excluded herein.   
 

(i) IFRS 7 Financial instruments: Disclosure 

 
IFRS 7 Financial instruments: Disclosure, was amended to require additional disclosures on transition 
from IAS 39 to IFRS 9. IFRS 7 is effective on adoption of IFRS 9, which is effective for annual periods 
commencing on or after January 1, 2018. The Company is assessing the impact of this amendment and 
does not expect a significant impact on its combined financial statements from the adoption of this new 
standard. 
 

(ii) IFRS 9, Financial Instruments  

 

In July 2014, the IASB issued the final version of IFRS 9 Financial Instruments, which reflects all phases 
of the financial instruments project and replaces IAS 39 Financial Instruments: Recognition and 
Measurement and all previous versions of IFRS 9. The standard introduces new requirements for 
classification and measurement, impairment, and hedge accounting. IFRS 9 is effective for annual 
periods beginning on or after 1 January 2018, with early application permitted. The Company is assessing 
the impact of this amendment and does not expect a significant impact on its combined financial 
statements from the adoption of this new standard.  

 
(iii) IFRS 15 Revenue from Contracts with Customers 

 
The IASB replaced IAS 18, Revenue, in its entirety with IFRS 15, Revenue from Contracts with 
Customers. The standard contains a single model that applies to contracts with customers and two 
approaches to recognizing revenue: at a point in time or over time. The model features a contract-
based five-step analysis of transactions to determine whether, how much and when revenue is 
recognized. New estimates and judgmental thresholds have been introduced, which may affect the  
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 
(p) Recent Accounting Pronouncements (Continued) 

 
amount and/or timing of revenue recognized. IFRS 15 is effective for annual periods beginning on or 
after January 1, 2018, with early application permitted. The Company is assessing the impact of this 
amendment and does not expect a significant impact on its combined financial statements from the 
adoption of this new standard. 

 
(iv) IFRS 16 Leases 

 
In January 2016, the IASB issued IFRS 16 Leases, which will replace IAS 17 Leases. This standard 
introduces a single lessee accounting model and requires a lessee to recognize assets and liabilities for 
all leases with a term of more than twelve months, unless the underlying asset is of low value. A lessee 
is required to recognize a right-of-use asset representing its right to use the underlying asset and a 
lease liability representing its obligation to make lease payments. The standard will be effective for 
annual periods beginning on or after January 1, 2019, with earlier application permitted for entities 
that apply IFRS 15 Revenue from Contracts with Customers at or before the date of initial adoption of 
IFRS 16. The extent of the impact of adoption of the standard has not yet been determined. 

 

 
3. INVENTORY 
 

The Company’s inventory includes the following as at December 31:  
 

      2017   2016 

Raw Materials         

  Harvested Cannabis    $            107,590     $               101,188  

  Supplies and consumables        146,143                      6,484  

            

Total Raw Materials          253,734                    107,672  

Work in Progress   
                                                  

130,469    
                                                            

-    

Finished Goods   
                                                  

956,491    
                                                 

758,258  

            

Total Inventory    $         1,340,694     $              865,930  
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4. BIOLOGICAL ASSETS 

 
The Company’s biological assets consist of seeds and cannabis plants. The changes in the carrying value of 
biological assets are as follows: 

 
 

          2017   2016 

                

Balance, beginning of the year      $              233,895     $               9,964  

Acquired biological assets     -     -   
Increase in biological assets due to 
capitalized costs  882,797  122,653 

Net changes in fair value less costs to sell         

   due to biological transformation                 3,558,987                 111,242 

Transferred to inventory upon harvest                (233,895)             (9,964) 

Balance, end of the year      $           4,441,785     $          233,895  

 
 
 
The Company values its biological assets at the end of each reporting period at fair value less costs to sell. This 
is determined using a valuation model to estimate the expected harvest yield per plant applied to the 
estimated price per gram less processing and selling costs. This model also considers the progress in the plant 
life cycle. 

 
The significant assumptions used in determining the fair value of biological assets include:  
 

(a) Expected yield by plant;  
(b) Wastage of plants;  
(c) Duration of the production cycle;  
(d) Percentage of costs incurred as of this date compared to the total costs expected to be incurred; 
(e) Percentage of costs incurred for each stage of plant growth; and 
(f) Market values  

  
As of December, 2017, it is expected that the Company’s biological assets will yield approximately 1,555,000   
grams (2016 – 163,000  grams) of medical cannabis when harvested. The Company’s estimates are, by their 
nature, subject to change and differences from the anticipated yield will be reflected in the gain or loss on 
biological assets in future periods.   
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5. PROPERTY PLANT AND EQUIPMENT 

 
As at December 31, property plant and equipment consisted of: 

 
 

  2017   2016 

        

Land  $             871,748     $              871,748  

Buildings and Improvements            16,909,546                  8,198,853  

Furniture and Fixtures              1,036,214                     618,838  

Computer Equipment and Software                  578,594                       37,472  

Leasehold Improvements              1,939,823                  1,160,225  

Production Equipment                  322,914                       13,629  

Vehicles                    62,306                       20,660  

Assets Under Construction                  760,044                      43,858  
        

Total Property and Equipment, Gross  $        22,481,190     $        10,965,283  

Less: Accumulated Depreciation 
                  

_____(1,083,740)                        (351,504) 

        

Property Plant and Equipment, Net  $        21,397,450     $        10,613,779  

 
Assets under construction represent construction in progress related to both cultivation and dispensary 
facilities not yet completed or otherwise not placed in service. 
 

 

 
 
 
 
 
 

PP&E Cost

Accumulated 

Depreciation PP&E, NBV

Balance as of January 1, 2016 1,773,659$          (165,206)$             1,608,453$          

Additions 9,191,624            -                        9,191,624            

Depreciation -                        (186,298)               (186,298)              

Balance as of December 31, 2016 10,965,283 (351,504)               10,613,779

Additions 11,225,751          -                        11,225,751          

Business Acquisitions 290,156                (61,611)                 228,545                

Depreciation -                        (670,625)               (670,625)              

22,481,190$        (1,083,740)$         21,397,450$        
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6. ACQUISITION 

 
In July 2017, the Company entered into a Contribution Agreement with Exit 21, LLC (“Vendor”), whereby the 
Company acquired various legal entities owned by the Vendor making up what is referred to as the Modern 
Flower brand of companies (“Acquiree Group”), operating in the Cannabis industry. Pursuant to the terms of 
the Contribution Agreement, the Company acquired all of the membership interests of the Acquiree Group of 
companies in exchange for total consideration of $34,000,000 paid solely via the issuance of membership 
interests in the Company. The transaction was effective as of July 1, 2017 and was accounted for as a business 
combination.  
 
The following table summarizes the total consideration finalized purchase price allocation: 

 

Total Consideration:  $                                   34,000,000  
    

Purchase Price Allocation:   

Net Assets   

   Cash  $                                            39,200  

   Inventory                                              592,422  

   Property and equipment                                              228,545  

   Other assets                                                11,870  

   Liabilities                                           (207,655) 

   Intangible Assets   

      Dispensary and Cultivation Licenses                                        27,500,000  

      Patient Relationships                                              820,000  

      Tradename                                              340,000  

Total Identifiable Net Assets                                        29,324,381  
    

Goodwill                                          4,675,619  

Net Assets  $                                   34,000,000  

 
 

Acquisition costs were not significant and were expensed as incurred.  
 
The acquisition closed on July 1, 2017, as a result for the year ended December 31, 2017, the acquired entities 
accounted for $3.0 million of revenue since July 1, 2017. Revenues of $5.9 million for the first six months of 
the year, pre-closing, were accounted for as a business combination and were included in the fair value 
calculation of Net Tangible assets, and not included as revenue for the year-ended December 31, 2017. The 
acquired entities attributed a loss of $1.3 million towards the year-ended December 31, 2017 net income of 
the Company. 
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7. INTANGIBLE ASSETS 

 
As at December 31, intangible assets consisted of the following: 
 

 

 
Intangible assets with finite lives are amortized over their estimated useful lives. The Company recorded 
amortization expense of $205,000 and $Nil for the years ended December 31, 2017 and 2016, respectively. 
Amortization periods of assets with finite lives are based on management's estimates at the date of acquisition. 

 
Based solely on the amortizable intangible assets recorded at December 31, 2017, estimated amortization 
expense for the years ending December 31, 2018-2022 is as follows:  

  

Year Ending 
December 31,     

Estimated 
Amortization 

2018      $              410,000  

2019                      205,000  

Thereafter     - 

       $              615,000  

 
 
 
 
 

Balance at 

Janury 1, 2016
Additions

Additions 

from 

Acquisitions

Dispositions / 

Adjustments

Accumulated 

Amortization

Balance at 

December 31, 

2016

Indefinite Lives

   Licenses and permits 103,296$       120,704$       -$                -$                -$                224,000$       

   Intangibles in process -                   200,411          -                   -                   -                   200,411          

      Total 103,296$       321,115$       -$                -$                -$                424,411$       

Balance at 

Janury 1, 2017
Additions

Additions 

from 

Acquisitions

Dispositions / 

Adjustments

Accumulated 

Amortization

Balance at 

December 31, 

2017

Indefinite Lives

   Licenses and permits 224,000$       457,231$       28,922,931$  -$                -$                29,604,162$  

   Intangibles in process 200,411          110,141          -                   -                   -                   310,552          

   Tradename -                   -                   340,000          -                   -                   340,000          

      Total 424,411          567,372          29,262,931    -                   -                   30,254,714    

Finite Lives

   Patient Relationships -                   -                   820,000          -                   (205,000) 615,000          

Total Intangible Assets 424,411$       567,372$       30,082,931$  -$                (205,000)$      30,869,714$  
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8. NOTES PAYABLE 

As at December 31, notes payable consisted of the following: 

 

2017 2016

Promissory Notes as amended March 17, 2017, in the principal amount 

$5,500,000 with a maturity of March 17, 2020. Quarterly interest only payments 

at 1% per annum
5,500,000$           1,250,000$         

Promissory Notes dated March 17, 2017, in the Principal amount $5,500,000 with 

a maturity of March 17, 2021. Quarterly interest only payments at 2% per annum 5,500,000             -                        

Promissory Notes dated October 17, 2017, in the principal amount $740,000 with 

a maturity of October 17, 2018. Quarterly interest only payments of $22,216 at 

12% per annum 740,000                -                        

Promissory Note dated October 17, 2017, in the principal amount $500,000 with a 

maturity of November 17, 2018. Monthly interest only payments of $5,000 at 12% 

per annum 500,000                -                        

Promissory Note dated November 1, 2016, in the principal amount of $2,500,000 

with a maturity of May 1, 2019. Monthly payments of $208,333 including interest 

payments at .66% annum. Note repayment terms were renegotiated in February, 

2018; providing a 6 month deferral of principal payments. 2,291,667             2,500,000           

Promissory Note dated July 19, 2016, in the principal amount of $250,000 with a 

maturity of July 18, 2018, monthly payments of $22,565, including interest at 15% 

per annum 150,342                250,000               

Mortgage Note dated February 29, 2016 in the principal amount of $1,800,000.  15-

year amoritization, monthly payments of $15,857 at 5% per annum compounded 

daily. Balloon payment of $1,147,443 due March 1, 2023, 1,659,754             1,739,878           

Mortgage Note dated July 8, 2013 in the principal amount of $112,000 with a 

maturity date of July 8, 2033. Monthly payments of $946, including interest at 6% 

per annum compounded daily 94,127                   98,534                 

Promissory Note dated March 28, 2016 in the principal amount of $300,000 with 

a maturity date of March 28, 2018.  First 12 months interest only payments at 15% 

per annum 124,489                300,000               

Promissory Note dated May 18, 2016, in the principal amount of $200,000 with 

interest at 15% per annum. Note repaid in full  May 2017 -                         200,000               

Promissory Note dated March 28, 2016, in the principal amount of $300,000 with 

interest at 15% per annum. Note repaid in full  May 2017 -                         300,000               

Promissory Note dated May 9, 2016 in the principal amount of $150,000 with 

interest at 15% per annum. Note repaid in full  May 2017 -                         150,000               

Promissory Note dated November 18, 2013, in the principal amount of $300,000, 

repayments being made at $5,000 per month, imputed interest at 5.25% per annum 144,733                195,442               

Total Notes Payable 16,705,111           6,983,854           

Less: Current Portion of Notes Payable (2,909,837)            (1,304,186)          

Notes Payable, Net of Current Portion 13,795,274$        5,679,668$         
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8. NOTES PAYABLE (Continued) 

 
Stated maturities of debt obligations are as follows: 

 
  

Year Ending December 31,       

2018      $                      2,909,837  

2019                              1,232,169  

2020                              5,603,049  

2021                              5,608,134  

2022                                  113,790  

2023                              1,166,842  

Thereafter                                    71,289  

      $                   16,705,111  

 
 
 

9. GENERAL AND ADMINISTRATIVE 

 
For the years ended December 31, general and administrative expenses were comprised of: 
 
 

 
 
 

 
 
 
 
 
 
 
 
 
 

2017 2016

Salaries & Benefits 4,513,249$   2,277,221$   

Rent & Occupancy 860,421         533,331         

Professional Fees 888,206         795,523         

Licensing &  Administration 676,431         481,734         

Supplies & Testing 289,019         176,139         

Total General and Administrative Expenses 7,227,326$   4,263,948$   
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10. MEMBERS’ EQUITY 

 
The authorized Members’ Equity of the Company consists of one class of Units. Total authorized are 
designated and subject to an Operating Agreement between the members. 
 
Contributions by members totaling $180,350 were made for all years up to December 31, 2015. Member 
contributions of $Nil and $173,039 were made during the years ended December 31, 2017 and 2016 
respectively.  

  
During the year-ended December 31, 2017 a total of 500,000 units were issued with a deemed fair value of 
$34,000,000 in conjunction with the Vendor transaction (See Note 6). 
 
A total of 1,000,000 Member Units are issued and outstanding as at December 31, 2017. 

 
11. NON-CONTROLLING INTEREST 

 
In March 2017, the Company acquired a 42.8% interest in Harvest DCP of Maryland, LLC representing a share 
in the cultivation operations located in Hancock, Maryland. In connection with an operating agreement, the 
Company effectively assumed control over the operations of an entity which holds the cultivation licenses. 
 
Several minority interests are held by the Company in operations that are subject to an operating agreement 
the Company effectively assumes control. (See Note 2(d)). These entities are included in the combined financial 
statements with a resulting non-controlling interest reflected therein.  
   

12. INCOME TAXES 

 
Provision for income taxes and income tax expense consist of the following for the year ended December 31: 
 

 

 
 
 
 
 
 
 

2017 2016

Current:

Federal 1,589,853$       1,612,036$       

State -                      -                      

Total Current 1,589,853         1,612,036         

Deferred:

 Federal 500,379            51,821               

State -                      -                      

Total Deferred 500,379            51,821               

Total 2,090,232$       1,663,857$       
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12. INCOME TAXES (Continued) 

 
As of December 31, the components of deferred tax assets and liabilities are as follows: 
 
 

 
 
 
 
 
 
 
 
As the Company operates in the legal cannabis industry, the Company is subject to the limits of IRC Section 
280E under which the Company is only allowed to deduct expenses directly related to sales of product. This 
results in permanent differences between ordinary and necessary business expenses deemed non-allowable 
under IRC Section 280E. However, the State of California does not conform to IRC Section 280E and, 
accordingly, the Company deducts all operating expenses on its California Franchise Tax Returns. 

 
13. COMMITMENTS 

 
The Company leases certain business facilities from third parties under operating agreements that specify 
minimum rentals. The leases expire under various terms through 2032, some contain renewal provisions. The 
Company’s net rent expense for the years ended December 31, 2017 and 2016 was approximately $991,000 
and $533,000, respectively.  

 
Future minimum lease payments under non-cancelable operating leases having an initial or remaining of more 
than one year are as follows: 
 

 
 

 
 
 
 
 

 
 

Year Ending December 31 Total

2018 1,024,996$     

2019 1,057,953

2020 1,085,942

2021 1,030,367

2022 539,073

2023 and Thereafter 1,203,318

Total Future Minimum Lease Payments 5,941,649$     

Deferred Tax Liability

PPE Deductible Differences 253,384$        51,821$          

Gain on license 298,816          -                   

Total Deferred Tax Liability 552,200          51,821             

Net Deferred Tax Liability 552,200$        51,821$          
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14. CONTINGENCIES 

 
a) Regulatory Environment 

 
The Company's operations are subject to a variety of local and state regulation. Failure to comply with 
one or more of those regulations could result in fines, restrictions on its operations, or losses of permits, 
or licenses that could result in the Company ceasing operations. While management of the Company 
believes that the Company is in compliance with applicable local and state regulation as of December 31, 
2017, medical marijuana regulations continue to evolve and are subject to differing interpretations. As a 
result, the Company may be subject to regulatory fines, penalties, or restrictions in the future. 
 

b) Claims & Litigation 
 

From time to time, the Company may be involved in litigation relating to claims arising out of operations 
in the normal course of business. At December 31, 2017, there were no pending or threatened lawsuits 
that could reasonably be expected to have a material effect on the results of the Company’s combined 
operations. Current litigation includes: 
 

a. A case was filed by a former employee and investor in an early partnership of Harvest, prior to 
its current corporate structure. The claimant was a putative partner in the previous 
organizational structure.  The litigation was still pending as of December 31, 2017 but was settled 
on July 17, 2018.  The total settlement amount was $400,000, to be paid monthly over 38 months. 
The full amount of the settlement has been accrued as a liability as of December 31, 2017. A 
corresponding reserve has been taken in Members’ Equity as the payment shall constitute and 
buy-back of the claimant’s membership interest in the Company. 
 

b. Following the award of cultivation licenses to the Company in Ohio, the plaintiff (a losing 
applicant) filed suit against the state of Ohio and sought a restraining order against the State, 
challenging the constitutionality of the 15% set-aside of licenses for economically disadvantaged 
groups.  No restraining order was granted. The Company received one of two licensees awarded 
for economically disadvantaged groups.  Harvest, through a subsidiary, has a management 
agreement with Harvest Grows, LLC for the cultivation of cannabis in Ohio under the Harvest 
Grows, LLC license.  The State of Ohio has indicated that it does not intend to seek to revoke any 
licenses issued, and the plaintiff has agreed that it will not seek to enjoin the Ohio medical 
marijuana program or seek to revoke the Harvest of Ohio, LLC license.  However, the plaintiff 
seeks to have the set-aside provision invalidated in order to force the state to issue an additional 
license.  Accordingly, the litigation continues.  Harvest continues to defend the litigation into the 
foreseeable future to preserve the Harvest Grows, LLC license.  No amount has been recorded in 
the combined financial statements as the Company believes an adverse judgment is not likely to 
impact the license issued and an amount cannot be reliably determined at this point. 
 

c. The claimant is a purported former co-owner of an entity that the Company recently acquired in 
2018, Svaccha, LLC.  The agreement for the acquisition was for Harvest to obtain ownership and 
control of Svaccha in exchange for the transfer of one of Harvest’s Arizona licenses.  The Plaintiff 
was not previously an owner, officer, or controlling party over Svaccha, LLC pursuant to corporate 
records and Arizona Department of Health Services records.  However, the plaintiff claims to be 
one of the owners according to another agreement. The Plaintiff filed suit 
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14. CONTINGENCIES (Continued) 

 
against his alleged partner (the seller who received the proceeds from the sale), as well as 
Harvest. The case was filed in 2018. The suit seeks various remedies, including rescission of the 
transaction, $2,500,000 in damages, and injunctive relief.  Harvest and the seller, are contesting 
the litigation.  The litigation will continue into the foreseeable future, unless settled out of court. 
No amount has been recorded in the combined financial statements because the amount cannot 
be reliably determined at this point.  
 

 
15. RELATED PARTY TRANSACTIONS 
 

Unless otherwise disclosed in these statements, at December 31, 2017 and 2016, amounts due to/ from 
related parties consisted of: 
 

a) Notes Payable – Included in Notes Payable are the following amounts due to related parties. 
 

 
 

 
b) Deferred Compensation – As at December 31, 2017 and 2016 amounts included in deferred 

compensation as due to related parties included $514,500 due to an officer of the Company. 
 

c) Other Current Liabilities: Included in other current liabilities as at December 31, 2017 is an amount 
of $100,588 due to the Vendor of the Exit 21 transaction (See note 6). The amount relates to future 
tax refund for installments paid prior to close of the transaction.  

 
 
 
 
 
 
 
 
 

2017 2016

Promissory Note dated October 17, 2017, in the principal amount $500,000 with a 

maturity of November 17, 2018. Monthly interest only payments of $5,000 at 12% per 

annum 500,000$                -$                        

Promissory Note dated May 18, 2016, in the principal amount of $200,000 with interest 

at 15% per annum. Note repaid in full May 2017 -                            200,000                 

Promissory Note dated March 28, 2016, in the principal amount of $300,000 with 

interest at 15% per annum. Note repaid in full May 2017 -                            300,000                 

Promissory Note dated May 9, 2016 in the principal amount of $150,000 with interest at 

15% per annum. Note repaid in full May 2017 -                            150,000                 

Total Due to Related Party (Current Portion Note Payable) 500,000$                650,000$               
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16. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT 

 
Financial Instruments 

 
The following table summarizes the Company’s financial instruments at December 31, 2017: 

 
 

The following table summarizes the Company’s financial instruments at December 31, 2016: 

 
Financial Risk Management 

  
The Company is exposed in varying degrees to a variety of financial instrument related risks. The Board 
mitigates these risks by assessing, monitoring and approving the Company's risk management processes: 

 
a) Credit Risk 

 
Credit risk is the risk of a potential loss to the Company if customer or third party to a financial instrument 
fails to meet its contractual obligations. The majority of the Company’s credit exposure at December 31, 
2017 and 2016 is the carrying amount of cash and cash equivalents. The Company does not have 
significant credit risk with respect to its customers. All cash and cash equivalents are placed with major 
U.S. financial institutions. As at December 31, 2017 the Company held approximately $632,000 cash on 
hand, and the remaining balances held at financial institutions.   

 
The Company provides credit to its customers in the normal course of business and has established credit 
evaluation and monitoring processes to mitigate credit risk, but has limited risk as the majority of its sales 
are transacted with cash. 

Financial Assets

Financial 

Liabilities Total

Financial Assets 1,098,763$        -$                    1,098,763$        

Cash and Cash Equivalents

Financial Liabilities

Accounts Payable and other Current Liabilities -$                    1,842,241$        1,842,241$        

Income Tax Payable -$                    3,796,367$        3,796,367$        

Notes Payable, Current Portion -$                    2,909,837$        2,909,837$        

Notes Payable, Net of Current Portion -$                    13,795,275$      13,795,275$      

Financial Assets

Financial 

Liabilities Total

Financial Assets 2,228,187$        -$                    2,228,187$        

Cash and Cash Equivalents

Financial Liabilities

Accounts Payable and other Current Liabilities -$                    1,574,491$        1,574,491$        

Income tax payable -$                    1,931,568$        1,931,568$        

Notes payable, current portion -$                    1,304,186$        1,304,186$        

Notes Payable, Net of Current Portion -$                    5,679,668$        5,679,668$        
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16. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (Continued) 

 
b) Liquidity Risk 

 
Liquidity risk is the risk that the Company will not be able to meet its financial obligations associated with 
financial liabilities. The Company manages liquidity risk through the management of its capital structure. 
The Company's approach to managing liquidity is to ensure that it will have sufficient liquidity to settle 
obligations and liabilities when due. 

 
c) Interest Rate Risk 

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

d) Price Risk 
 

Price risk is the risk of variability in fair value due to movements in equity or market prices. See (Note 4) 
for the Company's assessment of certain changes in the fair value assumption used in the calculation of 
biological asset values. 

 
17. SUBSEQUENT EVENTS 

 
a) On June 29, 2018, the Company’s wholly-owned subsidiary, BRLS Properties II, LLC, sold substantially all 

its assets to Bellemont Capital Partners, LLC for $2.5 million pursuant to an asset purchase agreement. 
 

b) On August 24, 2018, the Company’s wholly-owned subsidiary, Harvest of California LLC, acquired control 
of a retail dispensary license by acquiring 65% of the issued and outstanding stock of Harvest of Napa, Inc. 

 
c) On September 26th, 2018, Harvest Dispensaries, Cultivations & Production Facilities, LLC closed an 

agreement with Capital Hill Trust, RK Sabo Trust, Biltmore Views Trust, and IRR Trust to acquire all 
membership interests in MMXVI Allocation, LLC and control of Pahana, Inc, for total consideration of 
$5,500,000. Pahana, Inc, currently owns an Arizona medical marijuana license.   

 
d) On September 29th, 2018, Harvest Enterprises Inc., a newly incorporated related entity, entered into a 

binding letter of intent (“LOI”) with Rockbridge Resources Inc. (“Rockbridge”) a TSX Venture listed 
company. Pursuant to the agreement, Rockbridge has agreed to acquire, directly or indirectly, all the 
issued and outstanding securities of Harvest Enterprises Inc.  
 
Concurrent with the acquisition by Rockbridge, the Company and its members intend to enter into a 
property for stock exchange agreement (the “PSE Agreement”) with Harvest Enterprises Inc., pursuant to 
which such equity holders will exchange (the “Harvest Exchange”) their equity in the Company for Class A 
common stock and/or Class B common stock (the “Class B Shares”) of Harvest Enterprises Inc.  
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17. SUBSEQUENT EVENTS (Continued) 

 

e) During the period from August and September 2018, a newly incorporated related entity, Harvest FINCO 
Inc. (“Harvest FINCO”) closed a private placement offering to sell approximately $49 million worth of 9% 
Convertible Promissory Notes. The Convertible Promissory Notes bear simple interest at the rate of 9% 
per annum payable by Harvest on a semi-annual basis on the last business day of June and December with 
principal due on July 31, 2021. 
 
In conjunction with the PSE Agreement and LOI, the Convertible Promissory Notes will be converted to 
shares of capital stock of Harvest FINCO and such shares along with any other outstanding shares are 
intended to be exchanged for shares in the resulting post reorganized Rockbridge entity.  
 
Through October 3, 2018, $16.3 million of these funds have been used by Harvest affiliated entities for 
expansion and acquisition purposes.  
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June 30, 2018 December 31, 2017

ASSETS

Current Assets:

Cash and Cash Equivalents 3,434,144$     1,098,763$     

Accounts Receivable 856,433 497,379 

Biological Assets Note 4 2,862,425 4,441,785 

Inventory Note 3 3,230,702 1,340,694 

Notes Receivable, Current Portion Note 5 275,000 - 

Other Current Assets 240,914 312,746 

Total Current Assets 10,899,618 7,691,367 

Notes Receivable, Net of Current Portion 1,225,000 - 

Property, Plant and Equipment, Net Note 6 20,343,198 21,397,450 

Intangibles Assets, Net Note 8 30,688,220 30,869,714 

Goodwill Note 7 4,675,619 4,675,619 

Other Assets 456,494 430,116 

TOTAL ASSETS 68,288,149$    65,064,266$    

LIABILITIES AND MEMBERS' EQUITY

LIABILITIES

Current Liabilities:

Accounts Payable 1,372,114$     1,344,745$     

Other Current Liabilities 580,238 497,496 

Income Tax Payable 4,405,454 3,796,367 

Notes Payable, Current Portion Note 9 3,294,170 2,909,837 

Total Current Liabilities 9,651,976 8,548,445 

Notes Payable, Net of Current Portion Note 9 12,717,083 13,795,275 

Deferred Tax Liability 552,200 552,200 

Deferred Compensation Note 15 859,625 859,625 

Other Long-Term Liabilities 336,842 336,842 

TOTAL LIABILITIES 24,117,726 24,092,387 

MEMBERS' EQUITY Note 11 44,524,137 40,447,946 

NON-CONTROLLING INTEREST Note 12 (353,714) 523,933 

TOTAL MEMBERS' EQUITY 44,170,423 40,971,879 

TOTAL LIABILITIES AND MEMBERS' EQUITY 68,288,149$    65,064,266$    
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The accompanying notes to the unaudited interim condensed combined financial statements are an integral part of these statements.

2018 2017 2018 2017

Revenue 10,524,013$   4,412,347$     18,858,666$   8,734,118$     

Cost of Goods Sold (3,058,441)      (846,995)          (7,076,355)      (3,374,196)      

Gross Profit Before Biological Asset Adjustments 7,465,572        3,565,352        11,782,311     5,359,922        

Unrealized Gain on Changes in Fair Value of 

Biological Asset 2,132,896        1,210,524        2,132,896        1,210,524        

Cost of Goods Sold on Biological Asset 

Transformation (3,929,432)      (201,459)          (3,558,988)      (111,242)          

Gross Profit 5,669,036        4,574,417        10,356,219     6,459,204        

Expenses

   General and Administrative 3,217,668        1,444,549        5,786,103        2,441,007        

   Sales and Marketing 234,641           128,086           437,057           221,278           

   Depreciation and Amortization 358,869           41,410             736,082           82,820             

      Total Expenses 3,811,178        1,614,045        6,959,242        2,745,105        

Operating Income 1,857,858        2,960,372        3,396,977        3,714,099        

Other Income / (Expenses)

   Gain on Sale of Asset 1,526,269        -                    1,526,269        -                    

   Interest Expense (185,242)          (58,020)            (305,243)          (112,485)          

Income Before Taxes and Non-Controlling Interest 3,198,885        2,902,352        4,618,003        3,601,614        

Income Taxes (811,947)          (388,125)          (1,419,459)      (774,323)          

Income Before Non-Controlling Interest 2,386,938        2,514,227        3,198,544        2,827,291        

Loss (income) Attributed to Non-Controlling Interest 443,080           139,002           877,647           269,372           

Net Income Attributed to Harvest Enterprises Group of Companies 2,830,018$     2,653,229$     4,076,191$     3,096,663$     

Three Months Ended

June 30,

Six Months Ended

June 30,
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The accompanying notes to the unaudited interim condensed combined financial statements are an integral part of these statements.

Members' Equity

Non-Controlling 

Interest Total

Balance, January 1, 2017 3,288,604$       3,288,604$       

Other adjustments (27,107)              -                      (27,107)              

Net Income 3,096,663          (269,372)            2,827,291          

Balance, June 30, 2017 6,358,160$       (269,372)$         6,088,788$       

Balance, January 1, 2018 40,447,946$     523,933$           40,971,879$     

Net Income ( Loss) 4,076,191          (877,647)            3,198,544          

Balance, June 30, 2018 44,524,137$     (353,714)$         44,170,423$     
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The accompanying notes to the unaudited interim condensed combined financial statements are an integral part of these statements.

2018 2017

CASH FLOW FROM OPERATING ACTIVITES

   Net Income Attributed to Harvest Group of Companies 4,076,191$       3,096,663$       

   Net (Loss) Attributed to Non-Controlling Interest (877,647)            (269,372)            

   Adjustments to Reconcile Net Income to Net Cash Provided in Operating Activities

      Depreciation and Amortization 736,082             82,820               

      Gain on Sale of Assets                         Note 7 (1,571,765)        -                      

      Unrealized (Gain) Loss on Biological Assets 1,579,360          (1,391,106)        

   Changes in Operating Assets and Liabilities

       Accounts Receivable (359,053)            (83,515)              

       Inventory (1,736,740)        (761,789)            

       Biological Assets (153,268)            (153,268)            

       Other Assets 268,680             (422,504)            

       Income Taxes Payable 609,087             774,942             

       Other Liabilities 82,742               (136,899)            

       Accounts Payable 27,368               (292,072)            

         NET CASH PROVIDED BY OPERATING ACTIVITIES 2,681,037          443,899             

CASH FLOW FROM INVESTING ACTIVITES

   Purchases of Property, Plant, and Equipment (628,291)            (7,321,413)        

   Proceeds on Sale of Assets                    Note 7 1,000,000          -                      

   Acquisitions/Advances of Intangibles (23,506)              (366,945)            

         NET CASH PROVIDED BY (USED IN) INVESTING ACTIVITIES 348,203             (7,688,358)        

CASH FLOW FROM FINANCING ACTIVITES

   Proceeds\Issuance of Notes Payable -                      9,750,000          

   Repayment of Notes Payable (693,858)            (730,105)            

         NET CASH PROVIDED BY (USED IN) FINANCING ACTIVITIES (693,858)            9,019,895          

NET INCREASE IN CASH AND CASH EQUIVALENTS 2,335,381          1,775,437          

CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD 1,098,763          2,228,187          

CASH AND CASH EQUIVALENTS, END OF PERIOD 3,434,144$       4,003,624$       

Supplemental disclosure with respect to cash flows

      Interest Paid 74,075$             46,624$             
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1. NATURE OF OPERATIONS  

 
Harvest Enterprises Group of Companies (the “Company” or “Harvest”) is a vertically integrated cannabis company 
that operates from “seed to sale.” The Company has expanded throughout Arizona and into Maryland and 
Pennsylvania and is actively expanding into Nevada, Massachusetts, California, Ohio, North Dakota, New Jersey, 
Florida and Arkansas.  The Company operates in one segment, the production and sale of cannabis; with three main 
business areas contributing to that segment.   
 

• Cultivation – Harvest grows cannabis in outdoor, indoor and greenhouse facilities.  Its expertise in growing 
enables the company to produce award-winning and proprietary strains in a highly cost-effective manner.  
Harvest sells its productions in Harvest dispensaries and also to third parties. 

• Processing – Harvest converts cannabis biomass into formulated oil, using a variety of extraction 
techniques.  The company uses some of this oil to produce consumer products such as vaporizer cartridges 
and edibles, and it sells the remaining oil to third parties. 

• Retail dispensaries – Harvest operates award-winning retail dispensaries that sell proprietary and third 
party cannabis products to patients and customers.  

  
Harvest conducts business through wholly-owned operating subsidiaries and operating agreements established to 
conduct the different segments of each business (each an “Operating Subsidiary” and together, “Operating 
Subsidiaries”).  The Company’s principal operating locations, and type of operation are listed below: 
 

Operating Locations  City, State  Nature of Operations  Opened  
Tempe  Tempe, Arizona  Retail Dispensary  September 2013  
Scottsdale  Scottsdale, Arizona  Retail Dispensary  September 2016  
Baseline  Phoenix, Arizona  Retail Dispensary  October 2017  
Lake Havasu  Lake Havasu City, Arizona  Retail Dispensary  September 2016  
Avondale  Avondale, Arizona  Retail Dispensary  August 2017  
Tucson  Tucson, Arizona  Retail Dispensary  January 2018  
Cottonwood Cottonwood, Arizona Retail Dispensary April 2018 

Rockville  Rockville, Maryland  Retail Dispensary  March 2018  
Reading Reading, Pennsylvania Retail Dispensary September 2018 

Bellemont Production  Bellemont, Arizona  Processing Lab  July 2015  
Camp Verde Cultivation  Camp Verde, Arizona  Greenhouse/Outdoor Grow  March 2017  
Hancock Cultivation  Hancock, Maryland  Indoor Grow    September 2017  

  
  
The Company is currently in various stages of expansion in 12 states as the Company is expanding its commercial 
footprint focusing on building additional retail, cultivation and production locations for medical and adult use 
cannabis. The Company has received provisional permits to operate a dispensary and production facility in the cities 
of Napa, Merced, and Moreno Valley, California under Harvest of California; and upon project completion and 
inspection, to receive final operating permits.  
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1. NATURE OF OPERATIONS (Continued) 

 
Each Operating Subsidiary holds the active and/or pending cannabis licenses associated with its activities, staffs 
and/or manages the operating locations, and/or owns the real estate and primary fixed assets used in the cannabis 
businesses.    
 
In certain States, cannabis licenses are typically divided into three categories: dispensary, cultivation, and 
production.  Dispensary licenses comprise the retail operations and allow a company to dispense medical cannabis 
to patients.  Cultivation licenses allow a company to grow medical cannabis plants and production licenses allow for 
the processing of cannabis into other products (e.g., edibles, oil, etc.). Cultivation and production licenses comprise 
the wholesale operations.   
 
In other states, for example Arizona, where the Company’s largest concentration of business activity is located, 
cannabis licenses are defined as vertically integrated, which allows the license holder the right to engage in 
dispensary, cultivation, and production activities.  Its flagship dispensary, Harvest of Tempe, is located in Tempe, 
Arizona, and is designed to service up to 800 patients daily.  Its second dispensary, Harvest of Scottsdale, is located 
in Scottsdale, Arizona became operational in September 2016.  At 6,800 square feet, Harvest of Scottsdale is capable 
of servicing up to 2,000 patients daily. 
 

The Company’s corporate headquarters are at 627 S 48th St, Ste 100, Tempe, AZ, 85281. 
 

2. SIGNIFICANT ACCOUNTING POLICIES 
 

(a) Statement of Compliance 
 

The unaudited interim condensed combined financial statements of the Company have been prepared in 
accordance with International Accounting Standards 34, “Interim Financial Reporting” (“IAS 34”), using 
accounting policies consistent with International Financial Reporting Standards (“IFRS”) as issued by the 
International Accounting Standards Board (“IASB”) and interpretations of the IFRS Interpretations Committee 
(“IFRIC”). 
 
The unaudited interim condensed combined financial statements do not include all of the information required 
for full annual financial statements. The accounting policies and critical estimates applied by the Company in 
these unaudited interim condensed combined financial statements are the same as those applied in the 
Company’s audited combined financial statements as of and for the year ended December 31, 2017. 

 

These financial statements were authorized for issue by the Board of Directors on October 8, 2018. 
 

(b) Basis of Measurement 
 

These combined financial statements have been prepared on a going concern basis under the historical cost 
basis, except for certain financial instruments and biological assets measured at fair value and described 
herein. 
 

(c) Functional Currency 
 

These combined financial statements are presented in United States dollars, which is also the functional 
currency of the Company and its affiliates’. 
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 
(d) Basis of Combination   

 
Affiliates are entities controlled by the Company. Control exists when the Company has the power, directly 
and indirectly, to govern the financial and operating policies of an entity and be exposed to the variable returns 
from its activities. The financial statements of affiliates are included in the combined financial statements from 
the date that control commences until the date that control ceases. 

 

Affiliates 
Location of 

Organization/Incorporation  % Ownership 

Abedon Saiz, LLC * Arizona 100.00% 

Byers Dispensary, Inc. Arizona 100.00% 

Dream Steam, LLC Arizona 75.00% 

Harvest Arkansas Holding, LLC Arizona 90.20% 

Harvest DCP of Maryland, LLC Maryland 42.80% 

Harvest DCP of Pennsylvania, LLC Pennsylvania 100.00% 

Harvest Mass Holding I, LLC Arizona 7.27% 

Harvest Michigan Holding I, LLC Arizona 7.25% 

Harvest of California, LLC California 7.25% 

Harvesting Hope, Inc. Arizona 100.00% 

High Desert Healing, LLC * Arizona 100.00% 

Jessco White Consulting, LLC Arizona 100.00% 

Medical Marijuana Research Institute, LLC Arizona 100.00% 

Nature Med, Inc. * Arizona 100.00% 

Nowak Wellness, Inc. Arizona 100.00% 

Patient Care Center 301, Inc. * Arizona 100.00% 

Randy Taylor Consulting, LLC Arizona 100.00% 

Sherri Dunn, LLC * Arizona 100.00% 

Svaccha, LLC Arizona 100.00% 

Verde Dispensary, Inc. Arizona 100.00% 

Waltz Healing Center, Inc. Arizona 100.00% 
 
* Entities acquired effective July 1, 2017.  
 
All intercompany balances and transactions were eliminated on consolidation. 
 

(e) Cash and Cash Equivalents 
 

Cash and cash equivalents include cash on hand, and deposits in financial institutions and other deposits that 
are readily convertible into cash.  
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 
(f) Inventories 

 
Inventories of harvested finished goods and packing materials are valued at the lower of cost and net realizable 
value.  Inventories of harvested cannabis are transferred from biological assets at their fair value less costs to 
sell at harvest.  Any subsequent post-harvest costs are capitalized to inventory to the extent that the cost is 
less than net realizable value.  Net realizable value is determined as the estimated selling price in the ordinary 
course of business less the estimated costs of completion and the estimated costs necessary to make the sale.  
Cost is determined using the weighted average cost basis.  Products for resale and supplies and consumables 
are valued at cost. The Company reviews inventories for obsolete, redundant, and slow-moving goods and any 
such inventories identified are written down to net realizable value. As of June 30, 2018 and December 31, 
2017, there were no reserves for inventories required. 
 

(g) Biological Assets 
 

The Company measures biological assets, consisting of cannabis plants, at fair value less cost to sell up to the 
point of harvest, which becomes the basis for the cost of internally produced inventories after harvest. 
Unrealized gains or losses arising from the fair value less cost to sell during a year are included in the results 
of operations. The Company capitalizes direct and indirect costs incurred related to the biological 
transformation of the biological assets between the point of initial recognition and the point of harvest.  

 
(h) Property, Plant and Equipment 

 
Property, plant and equipment are recorded at cost net of accumulated amortization and impairment charges.  
The cost of repairs and maintenance is expensed as incurred. Amortization is provided on the straight-line 
method over the estimated useful lives of assets. Upon sale of other disposition of a depreciable asset, cost 
and accumulated amortization are removed from property, plant, and equipment and any gain or loss is 
reflected as a gain or loss from operations.   
 
Depreciation is provided using the following annual rates. 
 

            Computer Equipment     Straight-line over 5 Years 
            Leasehold Improvements     Straight-line over remaining life of the lease 
            Production Equipment     Straight-line over 7 Years 
            Buildings and Improvements     Straight-line over 7 - 39 Years 
            Furniture and Fixtures     Straight-line over 5-7 Years 
            Vehicles     Straight-line over 5 Years 

 
(i) Intangible Assets 

 
Intangible assets are recorded at cost, less accumulated amortization and impairment losses, if any. Intangible 
assets acquired in a business combination are measured at fair value at the acquisition date. Amortization is 
recorded on a straight-line basis over their estimated useful lives, which do not exceed the contractual period, 
if any. Intangible assets, which include cannabis licenses, have indefinite useful lives and are not subject to 
amortization. Such assets are tested annually for impairment, or more frequently, if events or changes in 
circumstances indicate that they might be impaired. The estimated useful lives, residual values, and 
amortization methods are reviewed at each year-end, and any changes in estimates are accounted for 
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
(i) Intangible Assets (Continued) 

 
prospectively. For the three and six months ended June 30, 2018 and 2017, the Company did not recognize 
any impairment losses. 

Acquired marijuana dispensary and cultivation licenses are measured at fair value at the time of acquisition 
and are considered to have indefinite useful lives and are not subject to amortization but are tested annually 
for impairment in the same manner as all other intangible assets with indefinite useful lives.    

Tradenames and other trademark assets acquired are measured at fair value at the time of acquisition and are 
considered to have indefinite useful lives and are not subject to amortization.  

Customer/patient relationships are measured at fair value at the time of acquisition and are amortized on a 
straight-line basis over a period of two years. 

(j) Goodwill 
 

Goodwill represents the excess of the purchase price paid for the acquisition of an entity over the fair value 
of the net tangible and intangible assets acquired. Goodwill is allocated to each of the Company’s cash 
generating units (“CGU”) which are expected to benefit from the combination.  

Goodwill with an indefinite useful life is not subject to amortization and is tested for impairment on an annual 
basis, or more frequently where there is an indicator that the CGU may be impaired.  

An impairment loss is recognized when the carrying amount of a CGU exceeds its recoverable amount.  
Impairment losses are recognized in profit or loss in the period in which the impairment is identified.  An 
impairment loss recognized in respect of a CGU is allocated first to reduce the carrying amount of any goodwill 
allocated to the CGU, if any, and then to reduce the carrying amount of the other assets in the unit on a pro-
rata basis.   

For the three and six months ended June 30, 2018 and 2017, the Company did not recognize any impairment 
losses.    

(k) Operating Leases 
 
A lease of property and equipment is classified as an operating lease whenever the terms of the lease do not 
transfer substantially all of the risks and rewards of ownership to the lessee. Lease payments are recognized 
as an expense on a straight-line basis over the lease term, except where another systematic basis is more 
representative of the time pattern in which the economic benefits are consumed. 
 

(l) Income Taxes 
 

a. Current tax 
 

Income tax expense consisting of current and deferred tax expense is recognized in the Combined 
Statement of Operations. Current tax expense is the expected tax payable on the taxable income for the 
year, using tax rates enacted or substantively enacted at year-end.  
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 
(l) Income Taxes (Continued) 

 
As the Company operates in the cannabis industry, it is subject to the limits of IRC Section 280E under 
which the Company is only allowed to deduct expenses directly related to sales of product. This results 
in permanent differences between ordinary and necessary business expenses deemed non-allowable 
under IRC Section 280E. 

 
b. Deferred tax 

 
Deferred tax assets and liabilities and the related deferred income tax expense or recovery are 
recognized for deferred tax consequences attributable to differences between the financial statement 
carrying amounts of existing assets and liabilities and their respective tax bases. Deferred tax assets and 
liabilities are measured using the enacted or substantively enacted tax rates expected to apply when the 
asset is realized or the liability settled. The effect on deferred tax assets and liabilities of a change in tax 
rates is recognized in income in the period that substantive enactment occurs.  

  

A deferred tax asset is recognized to the extent that it is probable that future taxable income will be 
available against which the asset can be utilized. Deferred tax assets and liabilities are offset when there 
is a legally enforceable right to set off current tax assets against current tax liabilities and when they 
relate to income taxes levied by the same taxation authority and the Company intends to settle its 
current tax assets and liabilities on a net basis. 

 
(m) Revenue Recognition 

 
Revenue is recognized at the fair value consideration received or receivable. Revenue from the sale of goods 
is recognized when the Company has transferred the significant risks and rewards of ownership to the buyer 
and it is probable that the Company will receive the previously agreed upon payment. Significant risks and 
rewards are generally considered to be transferred when the Company has delivered the product to customers. 

 
(n) Financial Instruments 

 
A financial instrument is any contract that gives rise to a financial asset of one entity and a financial liability or 
equity instrument to another entity. Financial assets and financial liabilities are recognized in the Combined 
Statement of Financial Position at the time the Company becomes a party to the contractual provisions of the 
financial instrument.  

  

(i) Initial Measurement of Financial Assets and Financial Liabilities  

  

Financial assets and liabilities are recognized at fair value upon initial recognition plus any directly 
attributable transaction costs when not subsequently measured at fair value through profit or loss.  

  

(ii) Subsequent Measurement  

  

Measurement in subsequent periods is dependent on the classification of the financial instrument. The 
Company classifies its financial instruments in the following categories: at fair value through profit or 
loss, loans and receivables, held to maturity, available for sale, and other financial liabilities. 
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 
(n) Financial Instruments (Continued) 

 
(iii)  Impairment of Financial Assets  

  

A financial asset not carried at Fair Value Through Profit or Loss (“FVTPL”) is reviewed at each reporting 
date to determine whether there is any indication of impairment. A financial asset is impaired if 
objective evidence indicates that a loss event has occurred after the initial recognition of the asset, and 
that the loss event had a negative effect on the estimated future cash flows of that asset that can be 
estimated reliably. For the three and six months ended June 30, 2018 and 2017, the Company did not 
recognize any impairment losses.  

  

An impairment loss in respect of a financial asset measured at amortized cost is calculated as the 
difference between its carrying amount and the present value of the estimated future cash flows 
discounted at the assets' original effective interest rate. Losses are recognized in profit or loss with a 
corresponding reduction in the financial asset, or, in the case of amounts receivable, are reflected in 
an allowance account against receivables. When a subsequent event causes the amount of impairment 
loss to decrease, the decrease in impairment loss is reversed through profit or loss.  

 
(o) Critical Accounting Judgements and Key Sources of Estimation Uncertainty 

 
The preparation of the Company’s combined financial statements requires management to make 
judgments, estimates, and assumptions about the carrying amounts of assets and liabilities that are not 
readily apparent from other sources. The estimates and associated assumptions are based on historical 
experience and other factors that are considered relevant.  Actual results may differ from these estimates.  

  

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

 

Significant judgments, estimates, and assumptions that have the most significant effect on the amounts 
recognized in the financial statements are described below.  

 
(i) Biological Assets 

 
Biological assets, consisting of cannabis plants and agricultural produce consisting of cannabis, are 
measured at fair value less costs to sell up to the point of harvest.   
  
Determination of the fair values of the biological assets and the agricultural product requires the 
Company to make assumptions about how market participants assign fair values to these assets.  These 
assumptions primarily relate to the level of costs required to bring the cannabis up to the point of 
harvest, costs to convert the harvested cannabis to finished goods, sales price, risk of loss, expected 
future yields from the cannabis plants and estimating values during the growth cycle.  
  
 
 



 
Harvest Enterprises Group of Companies       
Notes to the Unaudited Interim Condensed Combined Financial Statements 
For the Three and Six Months ended June 30, 2018 and 2017 
(Expressed in United States Dollars) 
  

(14)  

 
2. SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 
(o) Critical Accounting Judgements and Key Sources of Estimation Uncertainty (Continued) 

 
The valuation of biological assets at the point of harvest is the cost basis for all cannabis-based 
inventory and thus any critical estimates and judgments related to the valuation of biological assets 
are also applicable for inventory.  The valuation of work-in-process and finished goods also requires 
the estimate of conversion costs incurred, which become part of the carrying amount for the inventory.  
The Company must also determine if the cost of any inventory exceeds its net realizable value, such as 
cases where prices have decreased, or inventory has spoiled or has otherwise been damaged. 

 
(ii) Estimated Useful Lives of Property Plant and Equipment 

 

Depreciation of property, plant and equipment is dependent upon estimates of useful lives which are 

determined through the exercise of judgment. The assessment of any impairment of these assets is 

dependent upon estimates of recoverable amounts that take into account factors such as economic 

and market conditions and the useful lives of assets. 

 

(iii)  Estimated Useful Lives of and Amortization of Intangible Assets 

 

Amortization of intangible assets is recorded on a straight-line basis over their estimated useful lives 

which do not exceed any contractual periods, if any. Intangible assets that have indefinite useful lives 

are not subject to amortization and are tested annually for impairment, or more frequently if events 

or changes in circumstances indicate that they might be impaired. 

 

(iv)  Business Combinations 

 

In a business combination, all identifiable assets, liabilities and contingent liabilities acquired are 

recorded at their fair values. One of the most significant estimates relates to the determination of the 

fair value of these assets and liabilities. For any intangible asset identified, depending on the type of 

intangible asset and the complexity of determining its fair value, an independent valuation expert or 

management may develop the fair value, using appropriate valuation techniques, which are generally 

based on a forecast of the total expected future net cash flows. The evaluations are linked closely to 

the assumptions made by management regarding the future performance of the assets concerned and 

any changes in the discount rate applied.   

 

Certain fair values may be estimated at the acquisition date pending confirmation or completion of the 

valuation process. Where provisional values are used in accounting for a business combination, they 

may be adjusted retrospectively in subsequent periods. However, the measurement period will last for 

one year from the acquisition date. 
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 

(o) Critical Accounting Judgements and Key Sources of Estimation Uncertainty (Continued) 
 

(v) Goodwill Impairment 

 

The Company performs an annual test for goodwill impairment in the fourth quarter for each of the 

cash generating units (CGUs with goodwill allocated), and whenever events or circumstances make it 

more likely than not that an impairment may have occurred. Determining whether an impairment has 

occurred requires valuation of the respective CGU using a discounted cash flow method. When 

available and as appropriate, the Company uses comparative market multiples to corroborate 

discounted cash flow results and relies on several factors, including actual operating results, future 

business plans, economic projections and market data.  

  

(p) New Accounting Pronouncements 
  
There were no new standards effective January 1, 2016 and 2017 that had an impact on the Company’s 
combined financial statements. The following IFRS standards have been recently issued by the IASB. The 
Company is assessing the impact of these new standards on future combined financial statements. 
Pronouncements that are not applicable or where it has been determined do not have a significant impact to 
the Company have been excluded herein.   
 

           New Standards Adopted  
 

(i) IFRS 15 Revenue from Contracts with Customers 

 
Effective January 1, 2018, the company adopted IFRS 15, Revenue from Contracts with Customers 
(“IFRS 15”) on a retrospective basis and applied the transitional provisions, so that any adjustments 
would be recorded in opening retained earnings at January 1, 2018. 
 
IFRS 15 supersedes IAS 18– Revenue, IAS 11 – Construction Contracts, and other revenue related 
interpretations. The standard outlines the principles that must be applied to measure and recognize 
revenue and the related cash flows.  Revenue is recognized at an amount that reflects the consideration 
to which the entity expects to be entitled in exchange for transferring goods or services to a customer. 

 
The principles in IFRS 15 will be applied using the following five steps: 
 

1. Identify the contract(s) with a customer 
2. Identify the performance obligation in the contract 
3. Determine the transaction price 
4. Allocate the transaction price to the performance obligation in the contract 
5. Recognize revenue when (or as) the entity satisfies a performance obligation 

 
The Company operates primarily in a single performance obligation industry which occurs when goods 
are transferred to its customers. The Company has concluded that the recognition and measurement 
of the sale of products in all contracts is consistent with the current revenue recognition practice and 
therefore does not expect any transitional adjustment. 
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 

(q) New Accounting Pronouncements (Continued) 
 

(ii) IFRS 9, Financial Instruments  

 

Effective January 1, 2018 the company has adopted IFRS 9, Financial Instruments (IFRS 9) on a 
retrospective basis and applied the transitional provisions, so that any adjustments would be recorded 
in opening retained earnings at January 1, 2018. IFRS 9, addresses the classification, measurement and 
recognition of financial assets and financial liabilities. The adoption of IFRS 9 supersedes the guidance 
relating to the classification and measurement of financial instruments in IAS 39, Financial Instruments: 
Recognition and Measurement (IAS 39). 
 
IFRS 9 requires financial assets to be classified into three measurement categories on initial recognition:  
 
(i) those measured at fair value through profit and loss, (ii) those measured at fair value through other 
comprehensive income and (iii) those measured at amortized cost. Measurement and classification of 
financial assets is dependent on the entity’s business model for managing the financial assets and the 
contractual cash flow characteristics of the financial asset. For financial liabilities, the IFRS 9 
requirements are similar to those of IAS 39. The main distinction is that, in cases where the fair value 
option is chosen for financial liabilities, the part of a fair value change relating to an entity’s own credit 
risk is recorded in other comprehensive income rather than the income statement, unless this creates 
an accounting mismatch. 
 
IFRS 9 introduces a single expected credit loss model for calculating impairment for financial assets, 
which is based on changes in credit quality since initial recognition. The adoption of the expected credit 
loss impairment model did not have a significant impact on the Company’s condensed combined 
interim financial statements and did not result in a transitional adjustment. 
 
The Company has no hedges on its condensed combined interim financial statements for the reporting 
period. 
 
The Company has concluded that the adoption of IFRS 9 did not require any transitional adjustments 
to the classification or measurement of the Company’s financial assets and financial liabilities. 
 

                  Accounting Standards Issued but not yet Adopted   

 
(iii) IFRS 16 Leases 

 
In January 2016, the IASB issued IFRS 16 Leases, which will replace IAS 17 Leases. This standard 
introduces a single lessee accounting model and requires a lessee to recognize assets and liabilities for 
all leases with a term of more than twelve months, unless the underlying asset is of low value. A lessee 
is required to recognize a right-of-use asset representing its right to use the underlying asset and a 
lease liability representing its obligation to make lease payments. The standard will be effective for 
annual periods beginning on or after January 1, 2019, with earlier application permitted for entities 
that apply IFRS 15 Revenue from Contracts with Customers at or before the date of initial adoption of 
IFRS 16. The extent of the impact of adoption of the standard has not yet been determined. 
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3. INVENTORY 
 

The Company’s inventory includes the following:  
 

  
 
 
4. BIOLOGICAL ASSETS 

 
The Company’s biological assets consist of seeds and cannabis plants. The changes in the carrying value of 
biological assets are as follows: 

 
 

The Company values its biological assets at the end of each reporting period at fair value less costs to sell. This 
is determined using a valuation model to estimate the expected harvest yield per plant applied to the 
estimated price per gram less processing and selling costs. This model also considers the progress in the plant 
life cycle. 

 
 
 
 
 
 

June 30, 2018 December 31, 2017

Raw Materials

Harvested Cannabis 185,002$                    107,591$                    

Supplies and consumables 117,928                       146,143                       

Total Raw Materials 302,930                       253,734                       

Work in Progress 1,346,752                   130,469                       

Finished Goods 1,581,020                   956,491                       

Total Inventory 3,230,702$                 1,340,694$                 

June 30, 2018 December 31, 2017

Balance, beginning of the year 4,441,785$            233,895$                  

Acquired biological assets -                           -                             

Increase in biological assets due to capitalized costs 729,529                  882,798                    

Net changes in fair value less costs to sell  

   due to biological transformation 2,132,896               3,558,987                 

Transferred to inventory upon harvest (4,441,785)             (233,895)                   

Balance, end of the period 2,862,425$            4,441,785$               
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4.    BIOLOGICAL ASSETS (Continued) 

 
The significant assumptions used in determining the fair value of biological assets include:  
 

(a) Expected yield by plant;  
(b) Wastage of plants;  
(c) Duration of the production cycle;  
(d) Percentage of costs incurred as of this date compared to the total costs expected to be incurred; 
(e) Percentage of costs incurred for each stage of plant growth; and 
(f) Market values  

  
            As of June 30, 2018, it is expected that the Company’s biological assets will yield approximately 934,564 grams 

(December 31, 2017 – 1,555,000  grams) of medical cannabis when harvested. The Company’s estimates are, 
by their nature, subject to change and differences from the anticipated yield will be reflected in the gain or 
loss on biological assets in future periods.   

 
 

5. NOTES RECEIVABLE 
 
Notes Receivable consisted of: 

 
 

Stated maturities of the Notes Receivable are as follows: 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 

June 30, 2018 December 31, 2017
Promissory Notes dated June 29, 2018, in the principal amount $1,500,000 from 

Bellemont Capital Partners, LLC; 12 equal monthly installments of $25,000 beginning 

August 1, 2018, 12 equal monthly installments of $50,000 beginning August 1, 2019; 

and final payment in the aggregate amount of then outstanding and unpaid original 

loan balance, together with all accrued and unpaid interest upon September 1, 2020. 

Interest rate of 2% per annum.  $                 1,500,000  $                                  - 

Less: Current Portion of Notes Payable                       (275,000)                                      - 

Notes Receivable, Net of Current Portion 1,225,000$                 -$                             

Year Ending December 31,

2018 (Six Months) 125,000$            

2019 425,000              

2020 950,000              

Thereafter -                       

1,500,000$        
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6. PROPERTY PLANT AND EQUIPMENT 

 
Property plant and equipment consisted of: 
 

 

 
   
 
Assets under construction represent construction in progress related to both cultivation and dispensary 
facilities not yet completed or otherwise not placed in service. 
 

 

 
 
 
 
 
 
 
 
 
 

June 30, 2018 December 31, 2017

Land 871,748$                   871,748$                   

Buildings and Improvements 16,088,389                16,909,547                

Furniture and Fixtures 893,570                      1,036,214                  

Computer Equipment and Software 689,500                      578,594                      

Leasehold Improvements 3,124,830                  1,939,823                  

Production Equipment 386,939                      322,914                      

Vehicles 62,306                        62,306                        

Assets Under Construction 36,399                        760,044                      

Total Property and Equipment, Gross 22,153,681$             22,481,190$             

Less: Accumulated Depreciation (1,810,483)                (1,083,740)                

Property and Equipment, Net 20,343,198$             21,397,450$             

PP&E Cost

Accumulated 

Depreciation PP&E, NBV

Balance as of January 1, 2018 22,481,190$             (1,083,740)$              21,397,450$           

Additions 628,291                      -                               628,291                   

Depreciation -                               (872,572)                    (872,572)                  

Divestitures (955,800)                    145,829                      (809,971)                  

Balance as of June 30, 2018 22,153,681$             (1,810,483)$              20,343,198$           
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7. ACQUISITION/DIVESTITURE 

 
There were no acquisitions completed during the three or six months ended June 30, 2018 and 2017.   
 
In July 2017, the Company entered into a Contribution Agreement with Exit 21, LLC (“Vendor”), whereby the 
Company acquired various legal entities owned by the Vendor making up what is referred to as the Modern 
Flower brand of companies (“Acquiree Group”), operating in the Cannabis industry. Pursuant to the terms of 
the Contribution Agreement, the Company acquired all of the membership interests of the Acquiree Group of 
companies in exchange for total consideration of $34,000,000 paid solely via the issuance of membership 
interests in the Company. The transaction was effective as of July 1, 2017 and was accounted for as a business 
combination. 

 
The following table summarizes the total consideration finalized purchase price allocation: 

 

Total Consideration:  $                                   34,000,000  
    

Purchase Price Allocation:   

Net Assets   

   Cash  $                                            39,200  

   Inventory                                              592,422  

   Property and equipment                                              228,545  

   Other assets                                                11,870  

   Liabilities                                           (207,655) 

   Intangible Assets   

      Dispensary and Cultivation Licenses                                        27,500,000  

      Patient Relationships                                              820,000  

      Tradename                                              340,000  

Total Identifiable Net Assets                                        29,324,381  
    

Goodwill                                          4,675,619  

Net Assets  $                                   34,000,000  

 
Acquisition costs were not significant and were expensed as incurred.  

 
On June 29, 2018, the Company’s wholly-owned subsidiary, BRLS Properties II, LLC, sold substantially all its 
assets to Bellemont Capital Partners, LLC for consideration of $2.5 million.  The consideration received 
consisted of $1 million paid in cash and a Note Receivable issued in the amount of $1.5 million (See Note 5). 
As a result of the transaction the Company has recognized a gain on sale of assets in the amount of $1.6 million 
for the three and six month periods ending June 30th, 2018. 
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8. INTANGIBLE ASSETS 

 
Intangible assets consisted of the following: 

  
 

 
Intangible assets with finite lives are amortized over their estimated useful lives. The Company recorded 
amortization expense of $102,500 and $205,000 for the three and six months ended June 30, 2018, 
respectively. Amortization periods of assets with finite lives are based on management's estimates at the date 
of acquisition. 

 
Based solely on the amortizable intangible assets recorded at June 30, 2018, estimated amortization expense 
for the years ending December 31, 2018 through 2022 is as follows:  

  

 
 
 

 
 
 
 
 
 
 
 
 
 
 
 

Balance at 

Janury 1, 2018
Additions

Dispositions / 

Adjustments

Accumulated 

Amortization

Balance at June 

30, 2018

Indefinite Lives

   Licenses and permits 29,604,162$     -$                      -$                      -$                      29,604,162$     

   Intangibles in process 310,552             26,106             (2,600) -                   334,058             

   Tradename 340,000             -                   -                   -                   340,000             

      Total 30,254,714       26,106             (2,600) -                   30,278,220        

Finite Lives

   Patient Relationships 615,000             -                   -                   (205,000) 410,000             

Total Intangible Assets 30,869,714$     26,106$          (2,600)$           (205,000)$       30,688,220$     

Year Ending 

December 31,

Estimated 

Amortization

2018 (six Months) 205,000$                

2019 205,000                  

Thereafter -                           

410,000$                
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9. NOTES PAYABLE  

       As at June 30, 2018 and December 31, 2017, notes payable consisted of the following: 

 

2018 2017

Promissory Notes dated March 17, 2017, in the principal amount $5,500,000 

with a maturity of March 17, 2020. Quarterly interest only payments at 1% 

per annum
5,500,000$        5,500,000$        

Promissory Notes dated March 17, 2017, in the Principal amount $5,500,000 

with a maturity of March 17, 2021. Quarterly interest only payments at 2% 

per annum 5,500,000          5,500,000          

Promissory Notes dated October 17, 2017, in the principal amount $740,000 

with a maturity of October 17, 2018. Quarterly interest only payments of 

$22,216 at 12% per annum 740,548             740,000             

Promissory Note dated October 17, 2017, in the principal amount $500,000 

with a maturity of November 17, 2018. Monthly interest only payments of 

$5,000 at 12% per annum 500,000             500,000             

Promissory Note dated November 1, 2016, in the principal amount of 

$2,500,000 with a maturity of May 1, 2019. Monthly payments of $208,333 

including interest payments at .66% annum. Note repayment terms were 

renegotiated in February, 2018; providing a 6 month deferral of principal 

payments. 1,923,323          2,291,667          

Promissory Note dated July 19, 2016, in the principal amount of $250,000 

with a maturity of July 18, 2018, monthly payments of $22,565, including 

interest at 15% per annum 22,286                150,342             

Mortgage Note dated February 29, 2016 in the principal amount of 

$1,800,000.  15-year amoritization, monthly payments of $15,857 at 5% per 

annum compounded daily. Balloon payment of $1,147,443 due March 1, 

2023, 1,616,244          1,659,754          

Mortgage Note dated July 8, 2013 in the principal amount of $112,000 with a 

maturity date of July 8, 2033. Monthly payments of $946, including interest at 

6% per annum compounded daily 91,030                94,127                

Promissory Note dated March 28, 2016 in the principal amount of $300,000 

with a maturity date of March 28, 2018.  First 12 months interest only 

payments at 15% per annum -                      124,489             

Promissory Note dated November 18, 2013, in the principal amount of 

$350,000, repayments being made at $5,000 per month, imputed interest at 

5.25% per annum 117,822             144,733             

Total Notes Payable 16,011,253        16,705,112        

Less: Current Portion of Notes Payable (3,294,170)         (2,909,837)         

Notes Payable, Net of Current Portion 12,717,083$     13,795,275$     
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9. NOTES PAYABLE (Continued) 

 
Stated maturities of debt obligations are as follows: 

 

 
 
10. GENERAL AND ADMINISTRATIVE 

 
For the three and six month periods ended June 30, 2018 and 2017, general and administrative expenses 
were comprised of: 
 

 
 

11. MEMBERS’ EQUITY 

 
The authorized Members’ Equity of the Company consists of one class of Units. Total authorized are 
designated and subject to an Operating Agreement between the members. 
 
Member contributions of nil were made during the six months ended June 30, 2018 and 2017 respectively.  
 
During the year-ended December 31, 2017 a total of 500,000 units were issued with a deemed fair value of 
$34,000,000 in conjunction with the Vendor transaction. 
 
A total of 1,000,000 Member Units are issued and outstanding as at June 30, 2018. 
 
 
 

Year Ending December 31,

2018 2,170,139$      

2019 1,278,010         

2020 5,603,049         

2021 5,608,134         

2022 113,790            

2023 1,166,842         

Thereafter 71,289               

16,011,253$    

Three Month Ended June 30, Six Month Ended June 30,

2018 2017 2018 2017

Salaries & Benefits 1,745,289$     846,692$         3,291,182$     1,505,502$     

Rent & Occupancy 742,241           172,236           1,277,764        257,740           

Professional Fees 551,676           203,059           901,722           316,356           

Licensing &  Administration 148,252           167,772           254,587           283,079           

Supplies & Testing 30,210             54,790             60,848             78,330             

Total General and Administrative Expenses 3,217,668$     1,444,549$     5,786,103$     2,441,007$     
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12. NON-CONTROLLING INTEREST 

 
In March 2017, the Company acquired a 42.8% interest in Harvest DCP of Maryland, LLC representing a share 
in the cultivation operations located in Hancock, Maryland. In connection with an operating agreement, the 
Company effectively assumed control over the operations of an entity which holds the cultivation licenses. 
 
Several minority interests are held by the Company in operations that are subject to an operating agreement 
the Company effectively assumes control. (See Note 2(d)). These entities are included in the combined financial 
statements with a resulting non-controlling interest reflected therein.  
  

13. COMMITMENTS 

 
The Company leases certain business facilities from third parties under operating agreements that specify 
minimum rentals. The leases expire under various terms through 2032, some contain renewal provisions. The 
Company’s net rent expense for the three and six months ended June 30, 2018 was approximately $427,724 
and $829,911 and for the three and six months ended June 30, 2017 was approximately $79,851 and $118,314.  

 
Future minimum lease payments under non-cancelable operating leases having an initial or remaining of more 
than one year are as follows: 
 

  
 
14. CONTINGENCIES 

 
a) Regulatory Environment 

 
The Company's operations are subject to a variety of local and state regulation. Failure to comply with 
one or more of those regulations could result in fines, restrictions on its operations, or losses of permits, 
or licenses that could result in the Company ceasing operations. While management of the Company 
believes that the Company is in compliance with applicable local and state regulation as of June 30, 2018, 
medical marijuana regulations continue to evolve and are subject to differing interpretations. As a result, 
the Company may be subject to regulatory fines, penalties, or restrictions in the future. 
 

b) Claims & Litigation 
 

From time to time, the Company may be involved in litigation relating to claims arising out of operations 
in the normal course of business. At June 30, 2018, there were no pending or threatened lawsuits that 
could reasonably be expected to have a material effect on the results of the Company’s combined 
operations. Current litigation includes: 

Year Ending December 31 Total

2018 (Six Months) 721,616$      

2019 1,481,597

2020 1,524,323

2021 1,484,675

2022 1,007,274

2023 and Thereafter 1,344,371

Total Future Minimum Lease Payments 7,563,856$   
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14.    CONTINGENCIES (Continued) 

 
a. A case was filed by a former employee and investor in an early partnership of Harvest, prior to 

its current corporate structure. The claimant was a putative partner in the previous 
organizational structure.  The litigation was still pending as of December 31, 2017 but was settled 
on July 17, 2018.  The total settlement amount was $400,000, to be paid monthly over 38 months. 
The full amount of the settlement has been accrued as a liability as of December 31, 2017. A 
corresponding reserve has been taken in Members’ Equity as the payment shall constitute and 
buy-back of the claimant’s membership interest in the Company. 
 

b. Following the award of cultivation licenses to the Company in Ohio, the plaintiff (a losing 
applicant) filed suit against the state of Ohio and sought a restraining order against the State, 
challenging the constitutionality of the 15% set-aside of licenses for economically disadvantaged 
groups.  No restraining order was granted. The Company received one of two licensees awarded 
for economically disadvantaged groups.  Harvest, through a subsidiary, has a management 
agreement with Harvest Grows, LLC for the cultivation of cannabis in Ohio under the Harvest 
Grows, LLC license.  The State of Ohio has indicated that it does not intend to seek to revoke any 
licenses issued, and the plaintiff has agreed that it will not seek to enjoin the Ohio medical 
marijuana program or seek to revoke the Harvest of Ohio, LLC license.  However, the plaintiff 
seeks to have the set-aside provision invalidated in order to force the state to issue an additional 
license.  Accordingly, the litigation continues.  Harvest continues to defend the litigation into the 
foreseeable future to preserve the Harvest Grows, LLC license.  No amount has been recorded in 
the combined financial statements as the Company believes an adverse judgment is not likely to 
impact the license issued and an amount cannot be reliably determined at this point. 

 
c. The claimant is a purported former co-owner of an entity that the Company recently acquired in 

2018, Svaccha, LLC.  The agreement for the acquisition was for Harvest to obtain ownership and 
control of Svaccha in exchange for the transfer of one of Harvest’s Arizona licenses.  The Plaintiff 
was not previously an owner, officer, or controlling party over Svaccha, LLC pursuant to corporate 
records and Arizona Department of Health Services records.  However, the plaintiff claims to be 
one of the owners according to another agreement. The Plaintiff filed suit against his alleged 
partner (the seller who received the proceeds from the sale), as well as Harvest. The case was 
filed in 2018. The suit seeks various remedies, including rescission of the transaction, $2,500,000 
in damages, and injunctive relief.  Harvest and the seller, are contesting the litigation.  The 
litigation will continue into the foreseeable future, unless settled out of court. No amount has 
been recorded in the combined financial statements because the amount cannot be reliably 
determined at this point.  

 
15. RELATED PARTY TRANSACTIONS 

 
Unless otherwise disclosed in these statements, as at June 30, 2018 and December 31, 2017, amounts due 
to/ from related parties consisted of: 
 

a) Notes Payable – Included in Notes Payable are the following amounts due to related parties. 
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15. RELATED PARTY TRANSACTIONS (Continued) 

 

 
 

b) Deferred Compensation – As at June 30, 2018 and December 31, 2017 amounts included in deferred 
compensation as due to related parties included $514,500 due to an officer of the Company. 
 

c) Other Current Liabilities: Included in other current liabilities as at June 30, 2018 and December 31, 
2017 is an amount of $81,425 due to the Vendor of the Exit 21 transaction.  The amount relates to 
future tax refund for installments paid prior to close of the transaction.  

 
16. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT 

 
Financial Instruments 

 
The following table summarizes the Company’s financial instruments at June 30, 2018: 
 

  
 
The following table summarizes the Company’s financial instruments at December 31, 2017: 
 

 
 

June 30, 2018 December 31, 2017

Promissory Note dated October 17, 2017, in the principal amount $500,000 with a 

maturity of November 17, 2018. Monthly interest only payments of $5,000 at 12% 

per annum 500,000$                    500,000$                    

Total Due to Related Party (Current Portion Note Payable) 500,000$                    500,000$                    

Financial Assets

Financial 

Liabilities Total

Financial Assets 3,434,144$        -$                    3,434,144$        

Cash and Cash Equivalents

Financial Liabilities

Accounts Payable and other Current Liabilities -$                    1,952,352$        1,952,352$        

Income Tax Payable -$                    4,405,454$        4,405,454$        

Notes Payable, Current Portion -$                    3,294,170$        3,294,170$        

Notes Payable, Net of Current Portion -$                    12,717,083$      12,717,083$      

Financial Assets

Financial 

Liabilities Total

Financial Assets 1,098,763$        -$                    1,098,763$        

Cash and Cash Equivalents

Financial Liabilities

Accounts Payable and other Current Liabilities -$                    1,842,241$        1,842,241$        

Income tax payable -$                    3,796,367$        3,796,367$        

Notes payable, current portion -$                    2,909,837$        2,909,837$        

Notes Payable, Net of Current Portion -$                    13,795,275$      13,795,275$      
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16. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (Continued) 

 
Financial Risk Management 

  
The Company is exposed in varying degrees to a variety of financial instrument related risks. The Board 
mitigates these risks by assessing, monitoring and approving the Company's risk management processes: 

 
a) Credit Risk 

 
Credit risk is the risk of a potential loss to the Company if customer or third party to a financial instrument 
fails to meet its contractual obligations. The majority of the Company’s credit exposure at June 30, 2018 
and December 31, 2017 is the carrying amount of cash and cash equivalents. The Company does not have 
significant credit risk with respect to its customers. All cash and cash equivalents are placed with major 
U.S. financial institutions. As at June 30, 2018 the Company held approximately $1.9 million cash on hand, 
and the remaining balances held at financial institutions.   

 
The Company provides credit to its customers in the normal course of business and has established credit 
evaluation and monitoring processes to mitigate credit risk, but has limited risk as the majority of its sales 
are transacted with cash. 
 

b) Liquidity Risk 
 

Liquidity risk is the risk that the Company will not be able to meet its financial obligations associated with 
financial liabilities. The Company manages liquidity risk through the management of its capital structure. 
The Company's approach to managing liquidity is to ensure that it will have sufficient liquidity to settle 
obligations and liabilities when due. 

 
c) Interest Rate Risk 

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

d) Price Risk 
 

Price risk is the risk of variability in fair value due to movements in equity or market prices. See Note 4 for 
the Company's assessment of certain changes in the fair value assumption used in the calculation of 
biological asset values. 

 
17. SUBSEQUENT EVENTS 

 
a) On August 24, 2018, the Company’s wholly-owned subsidiary, Harvest of California LLC, acquired control 

of a retail dispensary license by acquiring 65% of the issued and outstanding stock of Harvest of Napa, Inc. 
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17. SUBSEQUENT EVENTS (Continued) 

 
b) On September 26th, 2018, Harvest Dispensaries, Cultivations & Production Facilities, LLC closed an 

agreement with Capital Hill Trust, RK Sabo Trust, Biltmore Views Trust, and IRR Trust to acquire all 
membership interests in MMXVI Allocation, LLC and control of Pahana, Inc, for total consideration of 
$5,500,000. Pahana, Inc, currently owns an Arizona medical marijuana license.   
 

c) On September 29th, 2018, Harvest Enterprises Inc., a newly incorporated related entity, entered into a 
binding letter of intent (“LOI”) with Rockbridge Resources Inc. (“Rockbridge”) a TSX Venture listed 
company. Pursuant to the agreement, Rockbridge has agreed to acquire, directly or indirectly, all the 
issued and outstanding securities of Harvest Enterprises Inc.  
 
Concurrent with the acquisition by Rockbridge, the Company and its members intend to enter into a 
property for stock exchange agreement (the “PSE Agreement”) with Harvest Enterprises Inc., pursuant to 
which such equity holders will exchange (the “Harvest Exchange”) their equity in the Company for Class A 
common stock and/or Class B common stock (the “Class B Shares”) of Harvest Enterprises Inc.  

 
d) During the period from August and September 2018, a newly incorporated related entity, Harvest FINCO 

Inc. (“Harvest FINCO”) closed a private placement offering to sell approximately $49 million worth of 9% 
Convertible Promissory Notes. The Convertible Promissory Notes bear simple interest at the rate of 9% 
per annum payable by Harvest on a semi-annual basis on the last business day of June and December with 
principal due on July 31, 2021. 
 
In conjunction with the PSE Agreement and LOI, the Convertible Promissory Notes will be converted to 
shares of capital stock of Harvest FINCO and such shares along with any other outstanding shares are 
intended to be exchanged for shares in the resulting post reorganized Rockbridge entity.  
 
Through October 3, 2018, $16.3 million of these funds have been used by Harvest affiliated entities for 
expansion and acquisition purposes.  
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Management discussion and analysis (“MD&A”) 

(To be read in conjunction with the financial statements and notes) 

 

Forward-looking Statements 

    

The following Management Discussion and Analysis of Financial Condition and Results of 

Operations should be read in conjunction with the accompanying consolidated financial 

statements and notes included in this report. Certain statements contained in this MD&A 

constitute forward-looking statements.  The use of any of the words "anticipate", "continue", 

"estimate", "expect", "may", "will", "project", "should", "believe" and similar expressions are 

intended to identify forward-looking statements. These statements involve known and unknown 

risks, uncertainties and other factors that may cause actual results or events to differ materially 

from those anticipated in such forward-looking statements. The Company believes the 

expectations reflected in those forward-looking statements are reasonable, but no assurance can 

be given that these expectations will prove to be correct and such forward-looking statements 

included in this MD&A should not be unduly relied upon. These forward-looking statements 

speak only as of the date of this MD&A and subject to the requirements of applicable securities 

legislation, the Company disclaims any obligation to update any forward-looking statements, 

whether as a result of new information, future events or results or otherwise. 

 

In particular, this MD&A may contain forward-looking statements pertaining to the following: 

 

• oil and natural gas production levels;  

• mineral explorations; 

• capital expenditure programs; 

• the quantity of oil and natural gas reserves;  

• projections of market prices and costs;  

• supply and demand for oil and natural gas; 

• expectations regarding the ability to raise capital and to continually add to reserves 

through acquisitions, exploration and development; and 

• treatment under governmental and other regulatory regimes. 

 

The actual results could differ materially from those anticipated in these forward-looking statements 

as a result of the risk factors set forth below and elsewhere in this MD&A:  

 

• liabilities inherent in oil and natural gas operations; 

• liabilities inherent in mineral explorations; 

• volatility in market prices for oil and natural gas;  

• uncertainties associated with estimating oil and natural gas reserves; 

• competition for, among other things, capital, acquisitions of reserves, undeveloped lands and 

 skilled personnel; 

• incorrect assessments of the value of acquisitions; 

• geological, technical, drilling and processing problems; 

• fluctuations in foreign exchange or interest rates and stock market volatility; and 
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• actions by governmental or regulatory authorities;  

 

These factors should not be considered exhaustive. 

 

1.1 Date 

 

January 25, 2018 

 

1.2 Overall Performance 

 

Description of Business 

 

RockBridge Energy Inc. was incorporated under the Business Corporations Act (British 

Columbia) on November 20, 2007. RockBridge Energy Inc. subsequently changed its name to 

RockBridge Resources Inc.(“RockBridge” or the “Company”) on April 6, 2010. 

 

Its wholly owned subsidiary, RockBridge Energy Alberta Inc. was incorporated under the 

Business Corporations Act (Alberta) on May 27, 2008 and subsequently sold on June 1, 2016. 

       

Effective October 1, 2011 the Company adopted International Financial Reporting Standards 

(“IFRS”) with a transition date of October 1, 2010. In 2010, the CICA Handbook was revised to 

incorporate IFRS, and require publically accountable enterprises to apply IFRS standards 

effective for years beginning on or after January 1, 2011. Accordingly, the Company has 

commenced reporting on this basis and in this MD&A, the term “Canadian GAAP” refers to 

Canadian GAAP before the adoption of IFRS. This MD&A should be read in conjunction with 

the audited Canadian GAAP financial statements and notes thereto for the years ended 

September 30, 2011 and 2010 and the audited financial statements and notes thereto for the years 

ended September 30, 2012 and 2011. All amounts are stated in Canadian dollars unless indicated 

otherwise. 

  

The principal business carried on by the Company is the acquisition and development of oil and 

natural gas properties.  

 

Oil and Gas Properties Update  

 

On November 12, 2014 the Company closed the formal purchase agreement for certain 

producing gas properties in the Clarke Lake area of north-eastern British Columbia.  The 

effective date of the acquisition was May 9, 2014 and, accordingly, the Company offset the gross 

consideration due of $240,000 with the net revenues earned from the project and received by the 

vendor, to September 30, 2014, of $158,390.  The acquisition included non-operating working 

interests from 9.40 % to 25% in several unit wells. 
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On January 15, 2016, pursuant to the Company making a demand on its then Alberta subsidiary 

for repayment of debt under an intercompany loan agreement, the land, petroleum and natural 

gas rights of Open Creek, Blackspur Royalty-Bantry, and Striker Royalty-Pembina Brazeau were 

conveyed from the subsidiary to the Company. 

 

On June 1, 2016 the Company sold its subsidiary, RockBridge Energy Alberta Inc., to 1077398 

BC Ltd.  

 

On July 20, 2016 the Company sold the land, petroleum and natural gas rights of Open Creek 

and Woodrush/Drake to Head First Energy Inc. for gross proceeds of $64,200. The Company 

recognized a loss as a result of the sale of $26,839. 

 

On July 22, 2016 the Company sold Blackspur Royalty-Bantry, and Striker Royalty-Pembina 

Brazeau royalties to a third party for gross proceeds of $309,000. The Company recognized a 

gain as a result of the sale of $278,100. 

 

Overall performance 

 

Overall, the Company’s performance decreased for the year ended September 30, 2017 

compared to 2016 as the company decreased operating revenue and reduced operating costs.  

 

For the year ended September 30, 2017, cash decreased by $237,912 as a result of investing, 

financing and operating activities.  Operating revenue decreased by $125,515 or 33.56% for the 

year.  Revenues were $248,468 compared to $373,983 for the years ended September 30, 2017 

and September 30, 2016, respectively. 

 

Revenues have decreased in part due to the decline in the prices of oil, natural gas and liquids 

from the previous year and the sale of our operating wells. 

  



RockBridge Resources Inc.  

Management Discussion and Analysis 
For the year ended September 30, 2017 

(all figures in Canadian dollars unless otherwise indicated) 

 

5 

 

1.3 Selected Annual Information 

 

The following financial data, are selected information for the Company for the three most recent 

years.  

 

 

 

In fiscal 2017, total assets decreased from fiscal 2016 as the Company relied on its working 

capital to fund operations. In fiscal 2017, total long term liabilities increased as the Company 

settled its obligations to Crimson Energy Ltd and Crimson Oil & Gas Ltd. See note 14 in the 

audited consolidated financial statements. 

 

1.4 Results of Operations 

 

The Company earns its revenues through the sale of oil and gas through marketing companies or 

third party operators. Operations are contracted out through management and consultants 

agreements. Revenues have declined due in part to the sale of certain assets and the decline in the 

prices of oil, natural gas and liquids from a year ago. 

 

Expenses  

 

For the year ended September 30, 2017 general and administrative expenses totaled $88,648 for 

2017 and $11,683 in 2016. Operating expenses for the year ended September 30, 2017 totaled 

$152,702 and $391.208 in 2016. Depletion totaling $15,283 for the year ended September 30, 

2017 and $25,284 in 2016 were incurred for the operation of the wells. Operating expenses 

decreased due to reduction in operating wells in the prior year included in the sale of the 

subsidiary. 
  

 IFRS IFRS IFRS 

 September September September 

 2017 2016 2015 

Total revenue  $                248,468 $                373,983 $                647,108 

Net comprehensive gain (loss) $                (67,226) $              (152,558) $              (173,785) 

Basic and diluted loss per share $                    (0.00) $                    (0.01) $                    (0.01) 

Total assets  $                445,785   $                518,292   $                864,205   

Total long-term liabilities $                128,111 $                114,147 $                268,979 

Cash dividends declared per share for 

each class of share 
$                        Nil $                        Nil $                        Nil 
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Income taxes 

 

The Company has available a non-capital loss of $2,709,000 which may be carried forward to 

reduce taxable income in future years.  The non-capital loss expires as follows: 

 

    Expiry Date  Amount 

          

    2028   $  258,000 

    2029   $  371,000   

    2030   $  400,000  

    2031   $  462,000 

    2032   $  511,000 

    2033   $  308,000 

    2034   $  104,000 

    2035   $  129,000 

    2036   $  136,000 

    2037   $    30,000  

 

1.5 Summary of Quarterly Results 

 

1.6 Liquidity 

     

For the year ended September 30, 2017, the Company experienced a net decrease in cash of 

$237,912 from the operation of wells, investing and financing activities and expenses. The 

Company will require additional financing in order to conduct any work programs on petroleum 

and natural gas properties, meet its ongoing levels of corporate overhead and discharge its 

liabilities as they come due. While the Company has been successful in securing financings in 

the past, there is no assurance that it will be able to do so in the future. Sources of financing will 

come from future share or debenture issuances. 

 

 

 

 
IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS 

 30-Sep-17 30-Jun-17 31-Mar-17 31-Dec-16 30-Sep-16 30-Jun-16 31-Mar-16 31-Dec-15  

Total Revenue $    37,459 $      70,704 $      93,072 $      47,233 $    76,117 $    85,333 $    95,936 $    116,597  

Net Comprehensive gain(loss) (29,353) (21,711) (14,229) (1,933) 225,958 (295,385) (64,186) (18,945)  

Basic and diluted earnings (loss) 
per share 

$          0.00 $          0.00 $          0.00 $          0.00 $          0.01 $        (0.02) $        (0.00) $        (0.00)  

Total assets $    445,785 $    498,119 $    459,307 $    423,933 $    518,292 $    398,377 $    845,808 $    865,363  

Total liabilities $ (322,849) $ (345,828) $ (285,304) $ (235,701) $ (328,130) $ (434,172) $ (586,219) $ (541,588)  

Cash dividends declared per 
share for each class of share 

Nil Nil Nil Nil Nil Nil Nil Nil  
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1.7 Capital Resources Update  

  

The Company has no commitments for capital expenditures. All properties are in good standing 

and operational expenses maintain the properties. 

 

1.8 Off-balance sheet arrangements 

 

None 

 

1.9 Related Party Transactions 

 

Key Management Personnel Compensation 

 

During the year, the Company incurred the following charged by directors and/or officers of the 

Company and private companies controlled by directors and/or officers of the Company: 

 

         2017        2016 

    

Accounting fees  $ 7,613 $ 3,235 

Directors’ fees  4,600 4,400 

Interest expense  4,875 2,442 

Management fees  20,911 20,085 

Office expenses  1,523 9,869 

Travel   687 1,490 

    

  $ 40,209 $ 41,521 

 

These expenditures occurred in the normal course of business operations and were measured by 

the exchange amount which is the amount agreed upon by the transacting parties. 

 

Quay Property Management Corp is a company controlled by an officer that provides 

accounting, management and office services to RockBridge Resources Inc. 

 

Sash Management Ltd. is a company controlled by a director that provides management services 

to RockBridge Resources Inc. 

 

Thompson Properties Ltd. is a company controlled by a director and an officer. It currently holds 

a $40,625, 12% per annum, convertible debenture with RockBridge Resources Inc. due  June 30, 

2019. 

 

Planval Resources Ltd., is a company controlled by a director and officer that provides 

management services to RockBridge Resources Inc. 
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At September 30, 2017, accounts payable and accrued liabilities includes $ 35,000 (2016: 

$76,980) payable to companies controlled by directors or officers of the Company. 

 

1.10 Fourth Quarter 

 

For the quarter ended September 30, 2017, Oil & Gas Revenue was $37,459 (2016: $76,117).  

Operating expenses for the quarter ended September 30, 2017 were $27,116 (2016: $128,018).  

 

1.11 Proposed Transactions 

 

See section 1.16. 

 

1.12 Critical Accounting Estimates 

  

RockBridge Resources Inc. makes estimates and assumptions about the future that affect the 

reported amounts of assets and liabilities. Estimates and judgments are continually evaluated 

based on historical experience and other factors, including expectations of future events that are 

believed to be reasonable under the circumstances. In the future, actual experience may differ 

from these estimates and assumptions.  

 

The effect of a change in an accounting estimate is recognized prospectively by including it in 

comprehensive income in the period of the change, if the change affects that period only, or in 

the period of the change and future periods, if the change affects both.  

 

i) Decommissioning Liabilities  
 

Decommissioning liabilities have been created based on RockBridge Resources Inc.’s internal 

estimates with respect to its current producing properties. Assumptions, based on the current 

economic environment, have been made which management believes are a reasonable basis upon 

which to estimate the future liability. These estimates take into account any material changes to 

the assumptions that occur when reviewed regularly by management. Estimates are reviewed 

annually and are based on current regulatory requirements. Significant changes in estimates of 

contamination, restoration standards and techniques will result in changes to provisions from 

period to period. Actual decommissioning costs will ultimately depend on future market prices 

for the decommissioning costs which will reflect the market condition at the time of the 

decommissioning costs are actually incurred. The final cost of the currently recognized 

decommissioning liabilities may be higher or lower than currently provided for.  

 

A credit-adjusted risk-free rate of 5% was used to calculate the fair value of the 

decommissioning liabilities. 
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ii) Exploration and Evaluation Expenditure  
 

The application of the Company’s accounting policy for exploration and evaluation expenditure 

requires judgment in determining whether it is likely that future economic benefits will flow to 

the Company, which may be based on assumptions about future events or circumstances. 

Estimates and assumptions made may change if new information becomes available. If, after 

expenditure is capitalized, information becomes available suggesting that the recovery of 

expenditure is unlikely, the amount capitalized is written off in the profit or loss in the period the 

new information becomes available. 

 

iii) Income Taxes  
 

Significant judgment is required in determining the provision for income taxes. There are many 

transactions and calculations undertaken during the ordinary course of business for which the 

ultimate tax determination is uncertain. The Company recognizes liabilities and contingencies for 

anticipated tax audit issues based on the Company’s current understanding of the tax law. For 

matters where it is probable that an adjustment will be made, the Company records its best 

estimate of the tax liability including the related interest and penalties in the current tax 

provision. Management believes they have adequately provided for the probable outcome of 

these matters however, the final outcome may result in a materially different outcome than the 

amount included in the tax liabilities.  

 

In addition, the Company recognizes deferred tax assets relating to tax losses carried forward to 

the extent there are sufficient taxable temporary differences (deferred tax liabilities) relating to 

the same taxation authority and the same taxable entity against which the unused tax losses can 

be utilized. However, utilization of the tax losses also depends on the ability of the taxable entity 

to satisfy certain tests at the time the losses are recouped. 

 

iv) Share-based Payment Transactions  
 

The Company measures the cost of equity-settled transactions with employees by reference to 

the fair value of the equity instruments at the date at which they are granted. Estimating fair 

value for share-based payment transactions requires determining the most appropriate valuation 

model, which is dependent on the terms and conditions of the grant. This estimate also requires 

determining the most appropriate inputs to the valuation model including the expected life of the 

share option, volatility and dividend yield and making assumptions about them. The assumptions 

and models used for estimating fair value for share-based payment transactions are disclosed in 

Note 8 of the audited annual consolidated financial statements. 
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1.13 Changes in Accounting Policies including Initial Adoption 

 

We have reviewed new and revised accounting pronouncements that have been issued but are not 

yet effective. We have not early adopted any of these standards and are currently evaluating the 

impact, if any, that these standards might have on our financial statements. 

 

Accounting Standards Issued but not yet Applied: 

 

 A number of new IFRS standards, amendments to standards and interpretations are not yet 

effective for the year ended September 30, 2017, and have not been applied in preparing these 

financial statements. None of these are expected to have an effect on the Company’s financial 

statements.  

 

1.14 Financial Instruments and Other Instruments 

 

The carrying values of cash and cash equivalent, accounts receivable, accounts payable, and 

advances payable as reflected in the balance sheet, approximate their respective fair values 

because of the demand or short-term maturity of these instruments. 

 

Financial instruments which potentially subject the Company to credit risk consist of bank 

deposits, and accounts receivable.  Cash and investments are deposited with high credit quality 

financial institutions.  Accounts receivable consist of amounts receivable from a related party.  

The Company does not require collateral or other securities to support accounts receivable.  The 

Company has not recorded an allowance for doubtful accounts. 

 

1.15 Other MDA Requirements 

Disclosure of Outstanding Share Data 

 

a) Authorized: 

 
Unlimited common shares without par value 

 

b) Issued: 

   Contributed 

 Number Amount Surplus 
    

    

          

Balance, September 30, 2016               15,993,414      $5,603,539     $     1,428,381   

 

No change in the year          -       -                     - 

 

Balance, January 25, 2018               15,993,414      $5,603,539     $     1,428,381   
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Share Purchase Warrants 

 

None. 

 

Share Purchase Options 

 

 The Company has a Stock Option Plan (the “Plan”) under which it is authorized to grant stock 

options to directors, officers, consultants and employees of the Company.  The maximum 

aggregate number of share purchase options granted under the Plan at any point in time will not 

exceed 10% of the outstanding issue at the time of the stock option grant or such lesser number 

of shares as determined by the directors as required to comply with the Exchange policies.  The 

number of common shares which may be reserved in any twelve month period for issuance to 

any one individual upon exercise of stock options held by that individual may not exceed 5% 

(2% for employees and consultants) of the issued and outstanding common shares of the 

Company unless the Company has obtained disinterested shareholder approval.   

 

The exercise price of a share purchase option may not be less than the discounted market price of 

the common shares on the date of grant.  The share purchase options granted under the Plan may 

not exceed five years (ten years if the Company becomes a Tier 1 Issuer under the Exchange 

policies).  

 

On December 18, 2013 the Company granted share purchase options to directors, officers, 

employees and consultants of the Company to purchase up to 1,125,000 post-consolidation 

common shares of the Company at $0.07 per share exercisable up to September 30, 2018. 

 

 

Information regarding the Company’s outstanding share purchase options is summarized below: 

    
  

Outstanding 

# 

Weighted 

Average Price 

($) 

September 30, 2016 1,125,000 0.07 

Expired/Forfeited - - 

 September 30, 2017 1,125,000 0.07 

 

The weighted average contractual life remaining of all stock options is 1.00 years (2016: 2.00 

years). 
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As at January 25, 2018, the following options were outstanding and exercisable: 

 

 

 

 

 

 

 

 

 

 

Escrow Shares: 

 

No shares are held in escrow as of September 30, 2017 

 

Risks and Uncertainties 

 

Dilution - There are a number of outstanding securities and agreements pursuant to which 

common shares of the Corporation may be issued in the future. This will result in further dilution 

to the Corporation’s shareholders. 

 

Business Risks – Exploration and production for oil and gas is very capital intensive. As a result, 

the Corporation relies on equity markets as a source of new capital. Funds from operation also 

are a source for funding capital expenditures. Equity and debt capital are subject to market 

conditions and availability may increase or decrease from time to time. Operating funds also 

fluctuate with changing commodity prices.  

 

Environmental Risks - The oil and natural gas industry is subject to provincial and federal 

environmental regulations. Such legislation provides for restrictions and prohibitions on the 

release or emission of various substances produced in association with certain oil and natural gas 

operations. In addition, such legislation requires that well and facility sites are abandoned and 

reclaimed to the satisfaction of provincial authorities. Compliance with such legislation can 

require significant expenditures and breach of such requirements may result in the suspension or 

revocation of necessary licenses and authorizations, civil liability for pollution damage, and the 

imposition of material fines and penalties 

 

Our directors and officers are involved in other business activities. As a result of their other 

business endeavours, our directors and officers will exercise their fiduciary duties and duty of 

care but nonetheless may not be able to devote sufficient time to our business affairs, which may 

negatively affect our ability to conduct our ongoing operations and our ability to generate 

revenues. In addition, the management of our company may be periodically interrupted or 

delayed as a result of our officers’ other business interests. 

 

 

 

Number of  

Options 

Exercise Price  

Per Post-Consolidated  

Share 

Number of Post-

Consolidated Shares 

to be Issued on 

Exercise 

 

Expiry  

Date 

    

1,125,000 $0.07 1,125,000 September 30, 2018 

                

1,125,000   1,125,000  
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RISKS RELATING TO OUR COMMON STOCK 

 

A decline in the price of our common stock could affect our ability to raise further 

working capital and adversely impact our ability to continue operations. 

 

A prolonged decline in the price of our common stock could result in a reduction in the liquidity 

of our common stock and a reduction in our ability to raise capital. Because a significant portion 

of our operations have been and will be financed through the continued sale of equity securities, 

a decline in the price of our common stock could be especially detrimental to our liquidity and 

our operations. Such reductions may force us to reallocate funds from other planned uses and 

may have a significant negative effect on our business plan and operations, including our ability 

to continue our current operations. If our stock price declines, we can offer no assurance that we 

will be able to raise additional capital or generate funds from operations sufficient to meet our 

obligations. If we are unable to raise sufficient capital in the future, we may not be able to have 

the resources to continue our normal operations or become insolvent. The market price for our 

common stock may also be affected by our ability to meet or exceed expectations of analysts or 

investors. Any failure to meet these expectations, even if minor, may have a material adverse 

effect on the market price of our common stock and our operations as a result. 

 

MANAGEMENT’S RESPONSIBILITY FOR FINANCIAL STATEMENTS 

 

Information provided in this MD&A, and in the accompanying financial statements, is the 

responsibility of management. In the preparation of this MD&A and the financial statements, 

estimates are sometimes necessary to make a determination of future value for certain assets or 

liabilities. Management believes such estimates have been based on careful judgments and have 

been properly reflected in the accompanying financial statements.  

 

1.16 Subsequent Events 

 

The Company has signed an amalgamation agreement to amalgamate with 1100556 B.C. Ltd. 

(“BC”), of Vancouver, BC (the “Amalgamation”). In accordance with the agreement, BC is to 

complete and file with Health Canada, at its own expense on behalf of a new company to become 

a subsidiary of the Company, Marigold Acres Inc., an application to become a marijuana 

licensed producer pursuant to the Access to Cannabis for Medicinal Purposes Regulations 

(“ACMPR”).   BC is to also secure for the Company subsidiary, an interest in acreage in BC to 

facilitate the proposed build out of the marijuana production facility.  

 

The Company and BC shall amalgamate to form Amalco as a new reporting issuer. The shares of 

BC, of which 23,800,000 are outstanding, are to be exchanged on the basis of one BC share for 

one Amalco share, of which 21,000,000 shall be subject to the standard three year escrow 

agreement of the Canadian Securities Exchange (“CSE”). The shares of the Company are to be 

exchanged on the basis of 2.25 Company shares for one Amalco share. Amalco shall issue 

1,750,000 post-consolidation shares to settle all remaining debts of the Company to certain 

officers, directors and related companies. On completion of all transactions, there shall be 
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32,658,184 shares of Amalco issued and outstanding, and such shars will be listed for trading on 

the CSE. 

 

The Amalgamation is subject to the conditions precedent, including: (i) the Company obtaining 

TSXV approval to delist its shares; (ii) approval of the  Amalgamation  by shareholders of 

RockBridge, which was obtained  at the special meeting held August 8, 2017, and by 

shareholders of BC;  (iii) filing of the ACMPR application with Health Canada (iv) approval by 

the CSE of the listing of the Amalco shares; and (v) completion of a financing in an agreed 

amount within six months of the Amalgamation, failing which the 21,000,000 escrowed shares 

issued to BC shareholders shall be cancelled. 

 

It is anticipated that the Amalgamation and related transactions will complete in the first quarter 

of 2018. 
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Management discussion and analysis (“MD&A”) 
(To be read in conjunction with the financial statements and notes) 
 
Forward-looking Statements 
    
The following Management Discussion and Analysis of Financial Condition and Results of 
Operations should be read in conjunction with the accompanying unaudited condensed interim 
financial statements and notes included in this report. Certain statements contained in this 
MD&A constitute forward-looking statements. The use of any of the words "anticipate", 
"continue", "estimate", "expect", "may", "will", "project", "should", "believe" and similar 
expressions are intended to identify forward-looking statements. These statements involve known 
and unknown risks, uncertainties and other factors that may cause actual results or events to differ 
materially from those anticipated in such forward-looking statements. The Company believes the 
expectations reflected in those forward-looking statements are reasonable, but no assurance can 
be given that these expectations will prove to be correct and such forward-looking statements 
included in this MD&A should not be unduly relied upon. These forward-looking statements 
speak only as of the date of this MD&A and subject to the requirements of applicable securities 
legislation, the Company disclaims any obligation to update any forward-looking statements, 
whether as a result of new information, future events or results or otherwise. 
 
In particular, this MD&A may contain forward-looking statements pertaining to the following: 
 
• oil and natural gas production levels;  
• mineral explorations; 
• capital expenditure programs; 
• the quantity of oil and natural gas reserves;  
• projections of market prices and costs;  
• supply and demand for oil and natural gas; 
• expectations regarding the ability to raise capital and to continually add to reserves through 

acquisitions, exploration and development; and 
• treatment under governmental and other regulatory regimes. 
 
The actual results could differ materially from those anticipated in these forward-looking statements 
as a result of the risk factors set forth below and elsewhere in this MD&A:  
 
• liabilities inherent in oil and natural gas operations; 
• liabilities inherent in mineral explorations; 
• volatility in market prices for oil and natural gas;  
• uncertainties associated with estimating oil and natural gas reserves; 
• competition for, among other things, capital, acquisitions of reserves, undeveloped lands and 
 skilled personnel; 
• incorrect assessments of the value of acquisitions; 
• geological, technical, drilling and processing problems; 
• fluctuations in foreign exchange or interest rates and stock market volatility; and 
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• actions by governmental or regulatory authorities;  
 
These factors should not be considered exhaustive. 
 
1.1 Date 
 
August 29, 2018 
 
1.2 Overall Performance 
 
Description of Business 
 
RockBridge Energy Inc. was incorporated under the Business Corporations Act (British 
Columbia) on November 20, 2007. RockBridge Energy Inc. subsequently changed its name to 
RockBridge Resources Inc.(“RockBridge” or the “Company”) on April 6, 2010. 
 
Its former wholly owned subsidiary, RockBridge Energy Alberta Inc., was incorporated under 
the Business Corporations Act (Alberta) on May 27, 2008 and subsequently sold on June 1, 
2016. 
       
The principal business carried on by the Company is the acquisition and development of oil and 
natural gas properties.  
 
Oil and Gas Properties Update  
 
The Company’s current and only project consists of natural gas properties in the Clarke Lake 
are of north-eastern BC, which include non-operated working interests from 9.4% to 25% in 
several unit wells. Three of the wells are currently producing.  
 
Overall performance 
 
Overall, the Company’s financial performance has decreased since the previous year ended 
September 30, 2017. This is a continuing trend from the year ended September 30, 2016, during 
which the Company sold some of its oil and gas assets.  
 
For the nine month period ended June 30, 2018, cash decreased by $30,502 as a result of 
operating activities. Operating revenue decreased by $126,244 or 60% for the period.  Revenues 
were $84,765 compared to $211,009 for the nine month period ended June 30, 2018 and June 30, 
2017 respectively. 
 
Revenues have decreased in part due to facility shut-downs temporarily, the decline in the prices 
of oil, natural gas and liquids from the previous year and the sale of our operating wells. 
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1.4 Results of Operations 
 
The Company earns its revenues through the sale of oil and gas through marketing companies or 
third party operators. Operations are contracted out through management and consultants 
agreements. Revenues have declined due in part to the sale of certain assets and the decline in the 
prices of oil, natural gas and liquids from a year ago. 
 
Expenses  
 
For the nine month period ended June 30, 2018, general and administrative expenses totaled 
$45,626 and $80,877 for the period ended June 30, 2017. Operating expenses totaled $108,102 
for 2018 and $125,586 for 2017. Depletion totaling $11,462 and $11,462 for the periods ended 
June 30, 2018 and June 30, 2017 respectively, was incurred for the operation of the wells. 
Operating expenses continued to decrease due to the Company’s reduced oil and gas assets. 
 
Income taxes 
 
The Company has available a non-capital loss of $2,709,000 which may be carried forward to 
reduce taxable income in future years.  The non-capital loss expires as follows: 
 
    Expiry Date  Amount 
          
    2028   $  258,000 
    2029   $  371,000   
    2030   $  400,000  
    2031   $  462,000 
    2032   $  511,000 
    2033   $  308,000 
    2034   $  104,000 
    2035   $  129,000 
    2036   $  136,000 
    2037   $    30,000  
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1.5 Summary of Quarterly Results 

1.6 Liquidity 
     

For the period ended June 30, 2018, the Company experienced a net decrease in cash of $30,502 
from the operation of wells, investing and financing activities and expenses. The Company will 
require additional financing in order to conduct any work programs on petroleum and natural gas 
properties, meet its ongoing levels of corporate overhead and discharge its liabilities as they 
come due. While the Company has been successful in securing financings in the past, there is no 
assurance that it will be able to do so in the future. Sources of financing will come from future 
share or debenture issuances. 
 
1.7 Capital Resources Update  
  
The Company has no commitments for capital expenditures. All properties are in good standing 
and operational expenses maintain the properties. 
 
1.8 Off-balance sheet arrangements 
 
None 
 
1.9 Related Party Transactions 
 
Key Management Personnel Compensation 
 
The required disclosure is produced in Note 9 of the accompanying financial statements. 
 
1.10 Second Quarter 
 
For the quarter ended June 30, 2018 Oil & Gas Revenue was $32,697 (2017: $70,704).  
Operating expenses for the quarter ended June 30, 2018 were $64,123 (2017: $52,147).  
 
 

 IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS 

 30-Jun-18 31-Mar-18 31-Dec-17 30-Sep-17 30-Jun-17 31-Mar-17 31-Dec-16 30-Sep-16  

Total Revenue $        32,697 $      41,827 $      10,241 $    37,459 $      70,704 $      93,072 $      47,233 $    76,117  

Net Comprehensive gain(loss) $      (46,973) $     (6,713) $   (31,951) $  (29,353) $   (21,711) $    (14,229) (1,933) $   225,958  
Basic and diluted earnings (loss) per 

share $           0.00 $          0.00 $          0.00 $          0.00 $          0.00 $          0.00 $          0.00 $          0.01  

Total assets $      404,495 $    412,138 $    430,516 $    445,785 $    498,119 $    459,307 $    423,933 $    518,292  

Total liabilities $   (367,196) $ (327,866) $ (339,531) $ (322,849) $ (345,828) $ (285,304) $ (235,701) $ (328,130)  
Cash dividends declared per share for 

each class of share Nil Nil Nil Nil Nil Nil Nil Nil  
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1.11 Proposed Transactions 
 
See section 1.16. 
 
1.12 Critical Accounting Estimates 
  
The required disclosure is provided in Note 3 of the accompanying financial statements. 
 
1.13 Changes in Accounting Policies including Initial Adoption 
 
We have reviewed new and revised accounting pronouncements that have been issued but are not 
yet effective. We have not early adopted any of these standards and are currently evaluating the 
impact, if any, that these standards might have on our financial statements. 
 
Accounting Standards Issued but not yet Applied: 
 

 A number of new IFRS standards, amendments to standards and interpretations are not yet 
effective for the year ended September 30, 2017, and have not been applied in preparing these 
financial statements. None of these are expected to have an effect on the Company’s financial 
statements.  
 
1.14 Financial Instruments and Other Instruments 
 
The carrying values of cash and cash equivalent, accounts receivable, accounts payable, and 
advances payable as reflected in the balance sheet, approximate their respective fair values 
because of the demand or short-term maturity of these instruments. 
 
Financial instruments which potentially subject the Company to credit risk consist of bank 
deposits, and accounts receivable.  Cash and investments are deposited with high credit quality 
financial institutions.  Accounts receivable consist of amounts receivable from a related party.  
The Company does not require collateral or other securities to support accounts receivable.  The 
Company has not recorded an allowance for doubtful accounts. 
 
1.15 Other MDA Requirements 

Disclosure of Outstanding Share Data 
 
a) Authorized: 

 
Unlimited common shares without par value 
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b) Issued: 
   Contributed 
 Number Amount Surplus 
    

    
          
Balance, September 30, 2017               15,993,414      $5,603,539     $     1,428,381   
 
No change in the period         -       -                     - 
 
Balance, June 30, 2018               15,993,414      $5,603,539     $     1,428,381   
 
On August 22, 2018, the Company completed a four for one share consolidation, along with 
shares for debt and a private placement, resulting in the Company having 9,479,694 post-
consolidated shares outstanding. 
 
Share Purchase Warrants 
 
None. 
 
Share Purchase Options 
 

 The Company has a Stock Option Plan (the “Plan”) under which it is authorized to grant stock 
options to directors, officers, consultants and employees of the Company. The maximum 
aggregate number of share purchase options granted under the Plan at any point in time will not 
exceed 10% of the outstanding issue at the time of the stock option grant or such lesser number 
of shares as determined by the directors as required to comply with the Exchange policies. The 
number of common shares which may be reserved in any twelve month period for issuance to 
any one individual upon exercise of stock options held by that individual may not exceed 5% 
(2% for employees and consultants) of the issued and outstanding common shares of the 
Company unless the Company has obtained disinterested shareholder approval.   

 
The exercise price of a share purchase option may not be less than the discounted market price of 
the common shares on the date of grant.  The share purchase options granted under the Plan may 
not exceed five years (ten years if the Company becomes a Tier 1 Issuer under the Exchange 
policies).  
 
On December 18, 2013 the Company granted share purchase options to directors, officers, 
employees and consultants of the Company to purchase up to 1,125,000 post-consolidation 
common shares of the Company at $0.07 per share exercisable up to September 30, 2018. 
 
Information regarding the Company’s outstanding share purchase options is summarized below:  
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As at the current date, the following options were outstanding and exercisable after the four for 
one share consolidation: 
 

Number of 
Options 

Exercise Price 
Per Share 

Number of Shares to 
be Issued on Exercise Expiry Date 

    
281,250 $0.28 281,250 September 30, 2018 

    
281,250  281,250  

 
Escrow Shares: 
 
No shares are held in escrow as of the current date 
 
Risks and Uncertainties 
 
Dilution - There are a number of outstanding securities and agreements pursuant to which 
common shares of the Corporation may be issued in the future. This will result in further dilution 
to the Corporation’s shareholders. 
 
Business Risks – Exploration and production for oil and gas is very capital intensive. As a result, 
the Corporation relies on equity markets as a source of new capital. Funds from operation also 
are a source for funding capital expenditures. Equity and debt capital are subject to market 
conditions and availability may increase or decrease from time to time. Operating funds also 
fluctuate with changing commodity prices.  
 
Environmental Risks - The oil and natural gas industry is subject to provincial and federal 
environmental regulations. Such legislation provides for restrictions and prohibitions on the 
release or emission of various substances produced in association with certain oil and natural gas 
operations. In addition, such legislation requires that well and facility sites are abandoned and 
reclaimed to the satisfaction of provincial authorities. Compliance with such legislation can 
require significant expenditures and breach of such requirements may result in the suspension or 
revocation of necessary licenses and authorizations, civil liability for pollution damage, and the 
imposition of material fines and penalties 
 
Our directors and officers are involved in other business activities. As a result of their other 
business endeavours, our directors and officers will exercise their fiduciary duties and duty of 
care but nonetheless may not be able to devote sufficient time to our business affairs, which may 
negatively affect our ability to conduct our ongoing operations and our ability to generate 
revenues. In addition, the management of our company may be periodically interrupted or 
delayed as a result of our officers’ other business interests. 
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RISKS RELATING TO OUR COMMON STOCK 
 
A decline in the price of our common stock could affect our ability to raise further 
working capital and adversely impact our ability to continue operations. 
 
A prolonged decline in the price of our common stock could result in a reduction in the liquidity 
of our common stock and a reduction in our ability to raise capital. Because a significant portion 
of our operations have been and will be financed through the continued sale of equity securities, 
a decline in the price of our common stock could be especially detrimental to our liquidity and 
our operations. Such reductions may force us to reallocate funds from other planned uses and 
may have a significant negative effect on our business plan and operations, including our ability 
to continue our current operations. If our stock price declines, we can offer no assurance that we 
will be able to raise additional capital or generate funds from operations sufficient to meet our 
obligations. If we are unable to raise sufficient capital in the future, we may not be able to have 
the resources to continue our normal operations or become insolvent. The market price for our 
common stock may also be affected by our ability to meet or exceed expectations of analysts or 
investors. Any failure to meet these expectations, even if minor, may have a material adverse 
effect on the market price of our common stock and our operations as a result. 
 
MANAGEMENT’S RESPONSIBILITY FOR FINANCIAL STATEMENTS 
 
Information provided in this MD&A, and in the accompanying financial statements, is the 
responsibility of management. In the preparation of this MD&A and the financial statements, 
estimates are sometimes necessary to make a determination of future value for certain assets or 
liabilities. Management believes such estimates have been based on careful judgments and have 
been properly reflected in the accompanying financial statements.  
 
1.16 Subsequent Events 
 
In May 2017, the Company signed an amalgamation agreement to amalgamate with 1100556 
B.C. Ltd. (“BC”), of Vancouver, BC (the “Amalgamation”).  
 
In August 2018, the Company and BC parties terminated the proposed merger and related 
transactions due to delays and uncertainty with the project.  

 
 In August 2018, the Company completed a restructuring as follows: 

i. Consolidated its common share capital on a 4 old for 1 new share basis. 
ii. Settled debt of $128,880 with 2,148,007 post-consolidated shares at $0.06 per share. 

iii. Completed the first tranche of a $250,000 private placement with 3,333,333 post-
consolidated shares at $0.06 per share for gross proceeds of $200,000.  
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MD&A of Harvest Enterprises Group of Companies 
 

This management discussion and analysis (“MD&A”) of the financial condition and results of operations of Harvest 
Enterprises Group of Companies (the “Company” or “Harvest”) is for the years ended December 31, 2017 and 2016. 
It is supplemental to, and should be read in conjunction with, the Company’s audited combined financial statements 
and the accompanying notes for the years ended December 31, 2017 and 2016. The Company’s financial statements 
are prepared in accordance with International Financial Reporting Standards (“IFRS”). Financial information 
presented in this MD&A is presented in United States dollars (“$”) unless otherwise indicated.  

This MD&A contains certain “forward-looking statements” and certain “forward-looking information” as defined 
under applicable United States securities laws and Canadian securities laws.  

Forward-looking statements may relate to future financial conditions, results of operations, plans, objectives, 
performance or business developments. These statements speak only as at the date they are made and are based 
on information currently available and on the then current expectations of the party making the statement and 
assumptions concerning future events, which are subject to a number of known and unknown risks, uncertainties 
and other factors that may cause actual results, performance or achievements to be materially different from that 
which was expressed or implied by such forward-looking statements, including, but not limited to, risks and 
uncertainties related to: 

(a) the regulation of the cannabis industry; 

(b)  the availability of financing opportunities, risks associated with economic conditions, dependence on    
management and conflicts of interest; and 

(c) other risks described in this MD&A and described from time to time in documents filed by the Company. 

The forward-looking statements contained herein are based on certain key expectations and assumptions, including, 
but not limited to, with respect to expectations and assumptions concerning: (i) receipt of required shareholder and 
regulatory approvals in a timely manner or at all; (ii) receipt and/or maintenance of required licenses and third party 
consents in a timely manner or at all; and (iii) the success of the operations of the Company. 

Although the Company believes that the expectations and assumptions on which such forward-looking statements 
are based are reasonable, undue reliance should not be placed on the forward-looking statements, because no 
assurance can be given that they will prove to be correct. Since forward-looking statements address future events 
and conditions, by their very nature they involve inherent risks and uncertainties. Actual results could differ 
materially from those currently anticipated due to a number of factors and risks. These include, but are not limited 
to: the availability of sources of income to generate cash flow and revenue; the dependence on management and 
directors; risks relating to the receipt of the required licenses, risks relating to additional funding requirements; due 
diligence risks; exchange rate risks; potential transaction and legal risks; risks relating to laws and regulations 
applicable to the production and sale of marijuana; and other factors beyond Harvest’s control, as more particularly 
described under the heading “Risk Factors” in this MD&A. 

Consequently, all forward-looking statements made in this MD&A and other documents of the Company, as 
applicable, are qualified by such cautionary statements and there can be no assurance that the anticipated results 
or developments will actually be realized or, even if realized, that they will have the expected consequences to or 
effects on the Company. The cautionary statements contained or referred to in this section should be considered in 
connection with any subsequent written or oral forward-looking statements that the Company and/or persons acting 
on their behalf may issue. The Company does not undertake any obligation to update or revise any forward-looking 
statements, whether as a result of new information, future events or otherwise, other than as required under 
securities legislation. 
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OVERVIEW OF THE COMPANY 

Harvest is one of the largest multi-state vertically integrated operators in the cannabis industry.   

Founded in Arizona and receiving its first license there in 2012, Harvest has the largest market share in the state -- 
the third largest medical cannabis market in the country and one of the oldest regulated cannabis markets in the 
world. Building on its success in Arizona, Harvest has consistently grown its revenues and industry footprint every 
year since founding and currently operates in three states, is actively expanding into nine states, with planned 
expansion into at least one more by 2020. By 2020, Harvest plans to cultivate more than 720,000 square feet of 
indoor, outdoor and greenhouse cannabis, and its vertical approach to design, construction and implementation 
should result in significantly improved production costs.  Harvest operates as a house of brands, and continuously 
rolls out new brands to meet market demand.  Since 2013, Harvest has won a variety of operating awards, including 
seven Best Dispensary awards issued by four independent organizations, four Best Medical Cannabis Strain awards, 
and one Best Medical Cannabis Product award. 

Harvest is a vertically integrated cannabis company that operates from “seed to sale.”  The Company has expanded 
throughout Arizona and into Maryland and Pennsylvania and is actively expanding into Arkansas, California, Florida, 
Massachusetts, Michigan, Nevada, New Jersey, North Dakota and Ohio.  The Company operates in one segment, the 
production and sale of cannabis; with three main business areas contributing to that segment.   

 
• Cultivation – Harvest grows cannabis in outdoor, indoor and greenhouse facilities.  Its expertise in growing 

enables the company to produce award-winning and proprietary strains in a highly cost-effective manner.  
Harvest sells its productions in Harvest dispensaries and also to third parties. 

• Processing – Harvest converts cannabis biomass into formulated oil, using a variety of extraction 
techniques.  The company uses some of this oil to produce consumer products such as vaporizer cartridges 
and edibles, and it sells the remaining oil to third parties. 

• Retail dispensaries – Harvest operates award-winning retail dispensaries that sell proprietary and third-
party cannabis products to patients and customers.  

Harvest conducts business through wholly-owned operating subsidiaries and operating agreements established to 
conduct the different segments of each business (each an “Operating Subsidiary” and together, “Operating 
Subsidiaries”).  Harvest’s principal operating locations, and type of operation are listed below: 
 

Operating Locations  City, State  Nature of Operations  Opened  
Tempe  Tempe, Arizona  Retail Dispensary  September 2013  
Scottsdale  Scottsdale, Arizona  Retail Dispensary  September 2016  
Baseline  Phoenix, Arizona  Retail Dispensary  October 2017  
Lake Havasu  Lake Havasu City, Arizona  Retail Dispensary  September 2016  
Avondale  Avondale, Arizona  Retail Dispensary  August 2017  
Tucson  Tucson, Arizona  Retail Dispensary  January 2018  
Cottonwood Cottonwood, Arizona Retail Dispensary April 2018 
Rockville  Rockville, Maryland  Retail Dispensary  March 2018  
Reading Reading, Pennsylvania Retail Dispensary October 2018 
Bellemont Cultivation  Bellemont, Arizona  Indoor Grow    February 2014  
Bellemont Production  Bellemont, Arizona  Processing Lab  July 2015  
Camp Verde Cultivation  Camp Verde, Arizona  Greenhouse/Outdoor Grow  March 2017  
Hancock Cultivation  Hancock, Maryland  Indoor Grow    September 2017  
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In certain States, cannabis licenses are typically divided into three categories: dispensary, cultivation, and 
production.  Dispensary licenses comprise the retail operations and allow a company to dispense medical cannabis 
to patients.  Cultivation licenses allow a company to grow medical cannabis plants and production licenses allow for 
the processing of cannabis into other products (e.g., edibles, oil, etc.). Cultivation and production licenses comprise 
the wholesale operations.   
 
In other states, for example Arizona where the Company’s largest concentration of business activity is located, 
cannabis licenses are defined as vertically integrated, which allows the license holder the right to engage in 
dispensary, cultivation, and production activities.  The Company’s flagship dispensary, Harvest of Tempe, is located 
in Tempe, Arizona, and is designed to service up to 800 patients daily.  The Company’s second dispensary, Harvest 
of Scottsdale, is located in Scottsdale, Arizona and became operational in September 2016.  At 6,800 square feet, 
Harvest of Scottsdale is capable of servicing up to 2,000 patients daily. 
 
The Company’s corporate headquarters is located at 627 S 48th St, Ste 100, Tempe, AZ, 85281. 
 
VERTICAL INTEGRATION OPTIMIZES OPERATING MARGINS 

Harvest’s three business lines provide a distinct competitive advantage over monoline competitors.  Highlights and 
key metrics include:  

Cultivation 

Harvest has received a total of fourteen cultivation licenses in five states and is rapidly expanding its cultivation 
footprint. Although pricing pressure for dried flower in several mature cannabis markets has underscored the 
potential for commoditization, Harvest believes that its vertical integration and cultivation operations provide 
several distinct advantages over narrowly focused businesses: 

i. Low cost – Harvest continually seeks ways to optimize its growing processes and contain expenses. 
By having control over its own cultivation, Harvest can reduce input costs and optimize its 
operating margins. 

ii. Product availability – Full control over its grow facilities allows Harvest to manage its supply chain 
and ensure proper product mix in its retail stores to meet evolving demand. 

iii. Optimizing manufacturing – The cultivation of dried flower can act as an input to the 
manufacturing of derivative extract product. By controlling the costs, strain, and quality of 
cultivated cannabis, Harvest can optimize the production of higher-priced, higher-margin 
extracted oils and finished consumer packaged goods. 

iv. Quality assurance – Quality and safety of cannabis products is of utmost importance to the 
consumer. Strict monitoring of growing processes greatly reduces the risk of product testing 
failures. Moreover, higher quality product can demand higher retail pricing, which, in turn, will 
drive higher margins. 

Harvest’s indoor facilities contain unique rail systems that allow for easy transportation and flow between initial 
seeding and cloning, vegetation and then trimming and production.  This system allows for Harvest to grow high 
quality cannabis at extremely cost-efficient rates. 

The Harvest Rail System 

Over the past 12 months, Harvest has improved product yield in its growing facilities by over 100% while keeping 
quality consistent.  The company expects to continue to replicate this success as it builds facilities throughout the 
country. 
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This focus on quality and yield is important because Harvest believes that the cultivation of cannabis will become 
increasingly commoditized and price competitive.  More companies are entering, and will enter, this segment of the 
industry.  However, over time, companies that can source high-quality, low-cost product will have a significant 
advantage.  Harvest intends to be well-positioned as this happens. 

BRANDS PROMOTE CONSISTENCY WITHIN THE CONSUMER EXPERIENCE 

Manufacturing 

Harvest manufactures, assembles and packages cannabis finished goods across a variety of product segments: 

• Inhalable: flower, dabbable concentrates (e.g. budder, wax, crumble, shatter, live resin, sauce, 
terpene sugar), pre-filled vaporizer pens and cartridges 

• Ingestible: capsules, tinctures, and edibles including chocolates, gummies, mints, fruit chews, 
dissolvable mouth strips 

 
Through its extensive and vertically-integrated network, Harvest is building brand recognition of its manufactured 
products. Harvest leverages the brand awareness of its retail stores to create product brands, striving to provide 
consumers with consistency and standardization of cannabis products. Approximately 60% of all products sold in its 
retail dispensaries are Harvest proprietary products; the remaining 40% are sourced from best-in-class partners. 
Harvest’s brand-building strategy ensures the highest-quality and the availability of a broad array of products for 
Harvest’s customer’s, while optimizing margins for its shareholders. 

Integral to the development of Harvest’s branded product portfolio is the education of its customers to the products 
that Harvest offers. Harvest believes that by empowering the consumer (through marketing displays, educational 
seminars, employee interaction, and responsible advertisement), it can make new and potential customers 
comfortable that they know what they are getting. Moreover, because Harvest sells a large proportion of proprietary 
products, consumers know that they will get a consistent experience regardless of which Harvest dispensary they 
visit. 

Harvest produces market-leading products, including: Dream Steam is a CO2 vaporizer pen brand with a full line of 
cartridges; Biomed is a product line of CO2 extracted oils, tinctures, and raw flower capsules; Peace of Mind offers a 
boutique line of upscale high-THC products such as distillate syringes, caviar and concentrates. 

Harvest sells manufactured products through two channels: business-to-business (to other dispensaries) and 
business-to-consumer (directly in Harvest dispensaries). 

READY, AIM, FIRE: A SIMPLE STRATEGY FOR RETAIL SUCCESS 

While Harvest excels at navigating the regulatory framework for cannabis, successfully receiving licenses does not 
necessarily translate to value creation and cash flow. That is why Harvest places emphasis on operational excellence 
and margin improvement. At the retail level, this starts with extensive planning and attention to detail before 
Harvest ever opens a storefront. Key considerations for selecting locations include: 

v. Location – Harvest has deep expertise in real estate, identifying premier locations for access (foot 
traffic or cars), high visibility, plentiful parking, and a welcoming environment. 

vi. Oligopolistic markets – Harvest operates in several legalized state markets, each with unique 
characteristics and regulations. Harvest has purposely selected several key markets with limited 
competition. 
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vii. Population/demographics – Harvest selects prime locations with a suitable population to draw 
upon. Prior to securing a new location, Harvest carefully analyzes the demographics of a specific 
region with the intent to optimize sales per square foot. Unlimited license states can nonetheless 
represent substantial opportunities (i.e. California), and so Harvest focuses on addressing markets 
within markets when positioning its retail brand. 

viii. Competitive analysis – Harvest ensures maximum advantages by carefully analyzing the 
competitive landscape within each market. Competitive positioning is paramount to success as 
markets become increasingly crowded by companies addressing all aspects of the value chain. 

ix. Expansion - Harvest is a vertically integrated company that operates in, and is currently expanding 
and/or planning expansion into 13 States. 

Once a retail storefront is opened, Harvest’s focus becomes optimizing operating margins and driving cash flow. 
Harvest has a philosophy of ‘operational excellence’, which has enabled the company to achieve the largest market 
share in the state of Arizona, the third largest medical cannabis market in the US. This focus has also resulted in the 
company being profitable in 2017. Quality, pricing power through its brand strategy, managing its vertically 
integrated supply chain, and optimal store traffic are all ingredients to driving cash flow growth as Harvest continues 
to rapidly expand its geographic footprint. 

Harvest’s expertise in selecting and operating retail locations is a major contributor to its strong return on its invested 
capital. In the years ended December 31, 2017 and 2016, Harvest had raised only $17.7 million in financings, carefully 
and efficiently allocating this capital to grow to its current 10-state footprint. Much of this growth has been fueled 
by cash flows from operations, illustrating Harvest’s commitment to operational excellence and financial discipline. 

Retail Dispensaries 

Harvest operates retail cannabis dispensaries throughout the country.  The company has invested significant 
resources in developing customer-friendly store designs and floorplans.  Harvest stores are designed to feel warm, 
inviting and, at the same time, hip.  Each store has a consistent layout and color palette, creating a similar experience 
no matter which Harvest location the customer visits. 

Harvest locations range between 1,500 to 6,800 square feet.  Mature stores average approximately $8 to 10 million 
in annual revenue; Harvest’s sales per square foot in mature stores exceeds $5,000.  Harvest believes this is 
significantly higher than other retailers inside or outside of the cannabis industry. 

The Harvest team has significant experience in real estate development, and this has enabled Harvest to secure 
premium locations for its dispensaries.  Typically, Harvest seeks locations with high foot traffic and good visibility, 
often near university campuses. This focus on premium locations continues to drive traffic and awareness and is a 
key ingredient in Harvest’s success. 
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The funds required for the growth in the balance of 2018 and 2019 is approximately $73 million, broken down as 
follows: 

 

Management believes that this funding will be sufficient for Harvest to achieve its base case financial projections.  
Harvest may elect to raise additional capital for accretive acquisitions. 

SIGNIFICANT EVENTS AND MILESTONES 

The principal milestones that must occur during the next 12-month period for the business objectives described 
above to be accomplished are: 

1. Completion of Capital Transactions: to date, Harvest has raised $[69] million of convertible debt and senior 
debt.  These funds will be used to grow the business, as outlined above.  Concurrent with this listing, Harvest 
expects to raise an additional $[50] million, which will provide approximately 50% more capital than is called 
for in Harvest’s base case financial projections. 

2. Hiring of Senior Team: Harvest will continue to build its team as it grows.  Harvest uses a metrics-based 
scorecard system to evaluate new hires, to ensure that all hires have the aptitude, expertise and passion to 
succeed in a clearly defined, specific role.  Harvest sources hires from all over the country. 

3. Continued Geographic Expansion: Harvest’s base case financials call for continued expansion throughout 
the country, as outlined in the table above.  To date, Harvest has received a license in every state where it 
has applied.  Moving forward, Harvest will expand through application writing and also through selective 
acquisitions of existing licenses.  

4. New Facility Construction: To achieve its plan, Harvest must continue to open cultivation, processing and 
retail dispensaries on-time and on-budget.  To date, Harvest has consistently outperformed timing and 
budget expectations on new builds. 

5. Achieving Budget:  The projects detailed above are funded with a strong balance sheet. Significant market 
changes, or delayed facility openings, that impact revenue projections would necessitate using the capital 
reserve.  Harvest has operated as a profitable entity during 2017 and 2016 and expects to continue to do 
so even as it grows. 

Number of new facilities 2018 2019
Retail 7                       24                     
Cultivation 4                       7                       
Processing 2                       7                       

Estimated Capital Expenditures 2018 2019

Retail      $7,361,250     $19,222,125

Cultivation      $7,270,000     $15,300,000
Processing      $4,287,500     $14,875,000
Total Estimated Capital Expenditures     $18,918,750     $49,397,125

Corporate G&A Expenses      $2,883,404      $1,905,545
Total Use of Funds     $21,802,154     $51,302,670
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6. Regulatory Approval: Harvest’s growth objectives assume the timely approval from respective State 
regulatory agents including for facility expansion, updates and openings, as well as approval on materials 
for the purpose of branding, marketing and selling the Resulting Issuer’s cannabis finished packaged goods, 
and marketing of the Resulting Issuer’s retail stores. Regulatory delays may affect outcomes. 

SELECTED ANNUAL FINANCIAL INFORMATION  

The following is selected financial data derived from the audited annual consolidated financial statements of the 
Company as at December 31, 2017 and December 31, 2016.  

The selected combined financial information set out below may not be indicative of the Company’s future 
performance: 

 

 

2017 2016

Revenue 22,825,477$     13,367,751$     
Cost of Goods Sold (12,360,036)      (4,907,255)        

Gross Profit Before Biological Asset Adjustments 10,465,441       8,460,496          

Unrealized Gain on Changes in Fair 
Value of Biological Asset 3,558,987          111,242             
Cost of Goods Sold on Biological Asset 
Transformation (111,242)            (9,964)                

Gross Profit 13,913,186       8,561,774          

Expenses
   General and Administrative 7,227,326          4,263,948          
   Sales and Marketing 683,058             129,409             
   Depreciation and Amortization 849,943             197,822             

      Total Expenses 8,760,327          4,591,179          

Operating Income 5,152,859          3,970,595          

Other Income / (Expenses)
   Gain on License Acquisition 1,422,930          -                      
   Interest Expense (371,254)            (224,669)            

Income Before Taxes and Non-Controlling Interest 6,204,535          3,745,926          

Income Taxes (2,090,232)        (1,663,857)        

Income Before Non-Controlling Interest 4,114,303          2,082,069          

Loss (income) Attributed to Non-Controlling Interest (523,933)            -                      

Net Income Attributed to Harvest Enterprises Group of Companies 3,590,370$       2,082,069$       
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Year Ended December 31, 2017 Compared to Year Ended December 31, 2016  

Revenue  

Revenue for fiscal year ended December 31, 2017 and 2016 was $22.8 million and $13.4 million respectively, an 
increase of $9.4 million, or 71%. The increase in revenue was driven by a full fiscal year of revenue from the retail 
business in Scottsdale, Arizona, which contributed revenue growth of $4.1 million vs. 2016, out of a single retail 
store.  Company's merger with Exit 21, LLC on July 12, 2017 (the "merger") added six additional Arizona Medical 
Marijuana Licenses, including an already operating dispensary in Lake Havasu, AZ.  The Company began retail 
operations at three new AZ dispensaries during the second half of 2017 in Avondale, Phoenix, and Tucson.  Additional 
licenses obtained at the merger added $3.8 million in net revenues, as compared to 2016.  Additionally, expansion 
of the wholesale business drove the balance of growth as the Company began operating its 30,000 square feet 
Greenhouse in Camp Verde, AZ, and added a 15,000 square feet indoor grow with the merger.   

Cost of Goods Sold & Biological Assets  

Cost of goods sold are derived from cost related to the internal cultivation and production of cannabis and from 
retail and wholesale purchases made from other licensed producers operating within our state markets. Cost of 
goods sold, excluding any adjustments to the fair value of biological assets, for fiscal year ended December 31, 2017 
and 2016 was $12.4 million and $4.9 million respectively, an increase of $7.5 million or 152% over cost of goods sold, 
excluding any adjustments to the fair value of biological assets, primarily driven by the increase revenue due to 
expansion of cultivation sites, wholesale, and retail business units in Arizona. Inventory of plants under production 
is considered a biological asset. Under IFRS, biological assets are to be recorded at fair value at the time of harvest, 
less costs to sell, which are transferred to inventory and the transfer becomes the deemed cost on a go-forward 
basis. When the product is sold, the fair value is relieved from inventory and the transfer is booked to cost of sales. 
In addition, the cost of sales also includes products and costs related to other products acquired from other 
producers and sold by the Company. Biological asset transformation totaled a net gain of $3.6 million and $0.1 
million, for fiscal year ended December 31, 2017 and 2016, respectively, and increase of $3.4 million from prior fiscal 
year ended December 31, 2016, mainly due to the expansion of cultivation sites and performance of the dispensaries 
added at the merger for the second half of 2017. 

Gross Profit  

Gross profit before biological asset adjustments for the fiscal year ended December 31, 2017 and 2016 was $10.5 
million and $8.5 million respectively, representing a gross margin on the sale of cannabis, cannabis extractions and 
edibles, and from related accessories of 46% and 63%, for the years ended December 31, 2017 and 2016.  The 
decrease in gross profit margin is mainly due to the expansion of cultivation sites and performance of the 
dispensaries added at the merger for the second half of 2017. Gross profit after net gains on biological asset 
transformation for fiscal year ended December 31, 2017 and 2016 was $13.9 million and $8.6 million respectively, 
representing a gross margin of 61% and 64%. 

Total Expenses  

Total expenses for fiscal year ended December 31, 2017 and 2016 were $8.8 million and $4.6 million respectively, 
an increase of $4.2 million or 91%, which represents 38% of revenue for the fiscal year ended December 31, 2017 
compared to 34% of revenue for the prior year. Increase in total expenses was attributable to an increase in general 
and administrative expenses, particularly salaries and benefits of $4.5 million which represented an increase over 
2016 of $2.2 million due to the overall growth of the company which resulted in an increased headcount of over 120 
heads year over year from the Company’s operating markets in Arizona, and start-up headcount of Maryland. 
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Additionally, the Company had marketing and advertising expense of $0.7 million in 2017 which represented an 
increase from 2016 marketing and advertising expense of $0.1 million. This increase is primarily due to the fact that 
as of the end of 2017 the Company operated five retail dispensaries, as compared to two as of December 2016.  In 
addition, each retail location incurred a large amount of marketing, particularly around the opening and ongoing 
online presence and search engine optimization strategies.  The Company also implemented certain key advertising 
and marketing campaigns in 2017 to raise awareness in the market of the brand and additional retail locations. 

Depreciation and Amortization expense increased by $0.6 million to $0.8 million in 2017 from $0.2 million in 2016.  
The increase is due to the expansion of cultivation sites and amortization of customer/patient relationships which is 
an additional intangible asset acquired as a result of the Exit 21 merger. 

Net Operating Income  

Net operating income for fiscal year ended December 31, 2017 was $5.2 million, an increase of $1.2 million, or 30%, 
compared to a net operating income of $3.9 million for fiscal year ended December 31, 2016. The increase in net 
operating income was driven by the factors described above.  

Total Other Income (Expense)  

Other Income 

Other income was $1.4 million in 2017, compared to $0 in 2016.  In December 2017, the Company entered into a 
certain M&A transaction, the net result of which was the addition of one medical marijuana license in Arizona.  The 
license was not operational as of the end of 2017.  As the M&A transaction was deemed to be a non-monetary 
transaction, the Company recorded a gain for the net fair value of the assets transferred and received.   

Drivers of our Results of Operations  

Revenue  

The Company derives its revenue from both its wholesale and retail business in which it manufactures, sells and 
distributes packaged cannabis products to third-party wholesale customers, and from direct sales to end consumers 
in its retail stores. For the fiscal year ended December 31, 2017, approximately 15% of revenue was generated from 
the wholesale business and 85% from the retail business, respectively.  

The Company expects the proportion of wholesale-based revenue to remain flat or decrease gradually throughout 
the Company’s fiscal year 2018, though the cultivation facility in Maryland is expected to increase output in 2018.  
Retail-based revenues should increase materially over 2017 as the Company continues to integrate dispensaries 
added at the merger and plans to open additional dispensaries in 2018. 

Gross Profit  

Gross profit is revenue less cost of goods sold. Cost of goods sold includes the costs directly attributable to product 
sales and includes amounts paid for finished goods, such as flower, edibles, and concentrates, as well as packaging 
and other supplies, fees for services and processing, allocated overhead which includes allocations of rent, 
administrative salaries, utilities, and related costs. Cannabis costs are affected by various state regulations that limits 
the sourcing and procurement of cannabis product, which may create fluctuations in gross profit over comparative 
periods as the regulatory environment changes. Gross margin measures our gross profit as a percentage of revenue. 
Over the past two years, execution on the Company’s national expansion strategy and revenue growth have taken 
priority. The Company expects to continue the Company’s growth strategy for the foreseeable future as the 
Company expands its footprint within its current markets with acquisitions and partnerships and scales resources 
into new markets. In the markets in which the Company is already operational, the Company expects to realize 
gradual price compression as these state markets mature which will put downward pressure on both the Company’s 
retail and wholesale gross margins. However, the Company’s current production capacity has not been fully realized 
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and it is expected that price compression at the wholesale level will be more than offset by the scalability of the 
Company’s production facilities and continued realization of significant distribution market share. As a result, the 
Company expects overall consolidated gross margins (before the adjustment for the unrealized gain or loss in the 
fair value of biological assets) to steadily increase over the foreseeable future.  

Total Expenses  

Total expenses other than the cost of goods sold consist of selling costs to support the Company’s customer 
relationships and to deliver product to our retail stores. It also includes a significant investment in marketing and 
brand activities and the corporate infrastructure required to support ongoing business. Selling costs generally 
correlate to revenue. As a percentage of sales, the Company expects selling costs to remain relatively flat in its 
currently operational markets (Arizona and Maryland) and increase in it’s up and coming markets as its business 
continues to grow there (Pennsylvania, Ohio, and Arkansas). The increase is expected to be driven primarily by the 
growth of the Company’s Retail and Wholesale channels and the ramp up from pre-revenue to sustainable market 
share. General and administrative expenses represent costs incurred at our corporate offices, primarily related to 
personnel costs, including salaries, incentive compensation, benefits and other professional service costs, including 
legal and accounting. The Company expects to continue to invest considerably in this area to support our aggressive 
expansion plans and to support the increasing complexity of the cannabis business. Furthermore, the Company 
expects to continue to incur acquisition and transaction costs related to the Company’s expansion plans, and the 
Company anticipates a significant increase in compensation expenses related to recruiting and hiring talent, 
accounting, legal and professional fees associated with a reverse take-over and transitioning into a publicly traded 
company. 

Provision for Income Taxes 

The Company is subject to income taxes in the jurisdictions in which it operates and, consequently, income tax 
expense is a function of the allocation of taxable income by jurisdiction and the various activities that impact the 
timing of taxable events. As the Company operates in the legal cannabis industry, the Company is subject to the 
limits of IRC Section 280E under which the Company is only allowed to deduct expenses directly related to sales of 
product. This results in permanent differences between ordinary and necessary business expenses deemed non-
allowable under IRC Section 280E. However, the State of California does not conform to IRC Section 280E and, 
accordingly, the Company deducts all operating expenses on its California Franchise Tax Returns. 
 

Liquidity, Financing Activities During the Period, and Capital Resources 

As at December 31, 2017, the Company had total current liabilities of $8.5 million (December 31, 2016 had $4.8 
million) and cash and cash equivalents of $1.1 million (December 31, 2016 had $2.2 million) to meet its current 
obligations. As at December 31, 2017, the Company had working capital of $(0.9) million compared to $(1.2) million 
at December 31, 2016 driven mainly by income tax payable of $3.8 million (December 31, 2016 had $1.9 million). 

In October 2017, the Company, through its Maryland subsidiary, executed a series of Promissory Notes with certain 
of the Maryland investors for a total principal borrowed of $740,000 (the “Maryland Notes”).  The Maryland Notes 
pay interest quarterly at 12% per annum, with total principal due in October 2018.  The Maryland Notes were used 
for short-term working capital needs specific to the Maryland operations.   

On March 7, 2017, the Company, through a combined subsidiary, completed a Private Place Memorandum (the 
“PPM”) through which it raised $11.0 million to fund the construction of the facilities and start-up operations in 
Maryland.  As a condition of the PPM the Company issued a series of Promissory Notes plus interest at the short-
term or mid-term applicable federal rates.  Half of the Promissory Notes representing a principal obligation of $5.5 
million are due in March 2020, with the remainder $5.5 million due in March 2021.  In addition, each of the PPM 
investors received a limited liability membership interest of 1.318% in the Company’s Maryland consolidated 
subsidiary for every $0.5 million lent via the Promissory Notes.  
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In October 2016, the Company organized a Maryland corporation (i.e., Harvest of Maryland, Inc.) to conduct certain 
start-up business in Maryland before forming the consolidated subsidiary party to the PPM described above.  During 
this period, the Maryland corporation consummated a loan transaction in which it borrowed $1.25 million from a 
lender (the “2016 Lender”) on terms and conditions reflected in a Promissory Note dated October 31, 2016 (the 
“2016 Loan”).   

The terms of the 2016 Loan include interest only payments beginning December 1, 2016, and payment in full on or 
before December 1, 2018.  Interest applicable to the 2016 Loan is 0.66% per annum, or 6.25% if the Maryland 
business fails to achieve profitability by the end of the third calendar quarter of 2018.  Additionally, the three 
Managers of the Maryland subsidiary, together, pledged 9.76 percentage points of the Company held by them as 
security for the repayment of the 2016 Loan. 

As a condition of the PPM, the Company exchanged 2.50 Units of the PPM for the 2016 Lender’s interest in the 2016 
Loan, including all rights related thereto.  The 2016 Loan principal amount of $1.25 million were then applied toward 
the PPM $11.0 million raised, leaving the remaining sum of $9.75 million of new capital raised via the Maryland PPM.    

During 2016 and 2017, the Company has at times borrowed funds from certain private lenders via additional 
promissory notes with basic and standard terms and conditions (the “Private Notes”).  The Private Notes have terms 
of 24-months or less and typically include monthly principal and interest payments.  As customary in the industry, 
interest rates are usually above market and ranged between 5% - 15% per annum during 2016 and 2017.  As of 
December 31, 2017, and 2016, the Company had $0.8 million and $0.7 million Private Notes outstanding.  

In addition to the Private Notes and PPM described above, the Company intends to generate adequate cash to fund 
its business operations. However, the Company’s business plan includes aggressive growth, both in the form of 
additional acquisitions and through facility expansion and improvements. Initiatives in U.S. markets outside of those 
already within the Company’s platform are expected in the coming months. Accordingly, the Company expects to 
raise additional capital, both in the form of debt and new equity offerings, during the next fiscal year. 

The Company is an early-stage growth company. It is generating cash from sales and is deploying its capital reserves 
to acquire and develop assets capable of producing additional revenues and earnings over both the immediate and 
near term. Capital reserves are being utilized for acquisitions in the medical and adult use cannabis industry, for 
capital expenditures and improvements in existing facilities, product development and marketing, as well as 
customer, supplier and investor and industry relations. 

Cash Flows Cash Used in Operating Activities  

Net cash provided by operating activities was $0.9 million for the year ended December 31, 2017, as compared to 
net cash provided by operating activities of $3.0 million for the year ended December 31, 2016.  The significant 
decrease in operating cash flows is primarily due startup operations in Maryland.   

Cash Flow from Investing Activities  

Net cash used in investing activities was $11.8 million and $9.5 million for the years ended December 31, 2017 and 
2016, respectively.  The increase in cash used in investing activities is due to an increase in purchases of fixed assets 
in 2017 compared to 2016.    

Cash Flow from Financing Activities  

Net cash provided by financing activities was $9.7 million and $6.8 million for the years ended December 31, 2017 
and 2016, respectively.  This increase is due to additional financing arrangements entered into in 2017, including the 
$11.0 million PPM related to the Maryland operations.    

 



12 
 

Contractual Obligations 

The Company leases certain business facilities from third parties under operating agreements that specify minimum 
rentals. The leases expire under various terms through 2032, some contain renewal provisions. The Company’s net 
rent expense for the years ended December 31, 2017 and 2016 was approximately $991,000 and $533,000, 
respectively.  

Future minimum lease payments under non-cancelable operating leases having an initial or remaining of more than 
one year are as follows: 

 

Off-Balance Sheet Arrangements  

As of the date of this filing, the Company does not have any off-balance-sheet arrangements that have, or are 
reasonably likely to have, a current or future effect on the results of operations or financial condition of the 
Company, including, and without limitation, such considerations as liquidity and capital resources.  

Transactions with Related Parties 

 At December 31, 2017 and 2016, amounts due from related parties consisted of: 

a)  Notes Payable – Included in Notes Payable are the following amounts due to related parties. 
 

 
 

b) Deferred Compensation – As at December 31, 2017 and 2016 amounts included in deferred 
compensation as due to related parties included $514,500 due to an officer of the Company. 
 

 

Year Ending December 31 Total

2018 1,024,996$ 
2019 1,057,953
2020 1,085,942
2021 1,030,367
2022 539,073

                          2023 and Thereafter 1,203,318

Total Future Minimum Lease Payments 5,941,649$ 

2017 2016

Promissory Note dated October 17, 2017, in the principal amount $500,000 with a 
maturity of November 17, 2018. Monthly interest only payments of $5,000 at 12% per 
annum 500,000$                -$                        

Promissory Note dated May 18, 2016, in the principal amount of $200,000 with interest 
at 15% per annum. Note repaid in full May 2017 -                            200,000                 

Promissory Note dated March 28, 2016, in the principal amount of $300,000 with 
interest at 15% per annum. Note repaid in full May 2017 -                            300,000                 

Promissory Note dated May 9, 2016 in the principal amount of $150,000 with interest at 
15% per annum. Note repaid in full May 2017 -                            150,000                 

Total Due to Related Party (Current Portion Note Payable) 500,000$                650,000$               
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c) Other Current Liabilities: Included in other current liabilities as at December 31, 2017 is an amount 
of $100,588 due to the Vendor of the Exit 21 transaction (See note 6). The amount relates to future 
tax refund for installments paid prior to close of the transaction.  

 
Critical Accounting Judgements and Key Sources of Estimation Uncertainty 

The preparation of the Company’s combined financial statements requires management to make judgments, 
estimates, and assumptions about the carrying amounts of assets and liabilities that are not readily apparent from 
other sources. The estimates and associated assumptions are based on historical experience and other factors that 
are considered relevant.  Actual results may differ from these estimates.  

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

Significant judgments, estimates, and assumptions that have the most significant effect on the amounts recognized 
in the financial statements are described below.  

Biological Assets 

Biological assets, consisting of cannabis plants and agricultural produce consisting of cannabis, are measured at fair 
value less costs to sell up to the point of harvest.   
  
Determination of the fair values of the biological assets and the agricultural product requires the Company to make 
assumptions about how market participants assign fair values to these assets.  These assumptions primarily relate 
to the level of costs required to bring the cannabis up to the point of harvest, costs to convert the harvested cannabis 
to finished goods, sales price, risk of loss, expected future yields from the cannabis plants and estimating values 
during the growth cycle.  

  
The valuation of biological assets at the point of harvest is the cost basis for all cannabis-based inventory and thus 
any critical estimates and judgments related to the valuation of biological assets are also applicable for inventory.  
The valuation of work-in-process and finished goods also requires the estimate of conversion costs incurred, which 
become part of the carrying amount for the inventory.  The Company must also determine if the cost of any inventory 
exceeds its net realizable value, such as cases where prices have decreased, or inventory has spoiled or has otherwise 
been damaged. 
 
Estimated Useful Lives of Property Plant and Equipment 

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

Estimated Useful Lives of and Amortization of Intangible Assets 

Amortization of intangible assets is recorded on a straight-line basis over their estimated useful lives which do not 
exceed any contractual periods, if any. Intangible assets that have indefinite useful lives are not subject to 
amortization and are tested annually for impairment, or more frequently if events or changes in circumstances 
indicate that they might be impaired. 
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Business Combinations 

In a business combination, all identifiable assets, liabilities and contingent liabilities acquired are recorded at their 
fair values. One of the most significant estimates relates to the determination of the fair value of these assets and 
liabilities. For any intangible asset identified, depending on the type of intangible asset and the complexity of 
determining its fair value, an independent valuation expert or management may develop the fair value, using 
appropriate valuation techniques, which are generally based on a forecast of the total expected future net cash 
flows. The evaluations are linked closely to the assumptions made by management regarding the future performance 
of the assets concerned and any changes in the discount rate applied.   

Certain fair values may be estimated at the acquisition date pending confirmation or completion of the valuation 
process. Where provisional values are used in accounting for a business combination, they may be adjusted 
retrospectively in subsequent periods. However, the measurement period will last for one year from the acquisition 
date. 

Goodwill Impairment 

The Company performs an annual test for goodwill impairment in the fourth quarter for each of the cash generating 
units (CGUs with goodwill allocated), and whenever events or circumstances make it more likely than not that an 
impairment may have occurred. Determining whether an impairment has occurred requires valuation of the 
respective CGU using a discounted cash flow method. When available and as appropriate, the Company uses 
comparative market multiples to corroborate discounted cash flow results and relies on several factors, including 
actual operating results, future business plans, economic projections and market data.   

Recent Accounting Pronouncements 

There were no new standards effective January 1, 2016 and 2017 that had an impact on the Company’s combined 
financial statements. The following IFRS standards have been recently issued by the IASB. The Company is assessing 
the impact of these new standards on future combined financial statements. Pronouncements that are not 
applicable or where it has been determined do not have a significant impact to the Company have been excluded 
herein.   

 
(i) IFRS 7 Financial instruments: Disclosure 

 
 IFRS 7 Financial instruments: Disclosure, was amended to require additional disclosures on transition 

from IAS 39 to IFRS 9. IFRS 7 is effective on adoption of IFRS 9, which is effective for annual periods 
commencing on or after January 1, 2018.  The Company is assessing the impact of this amendment and 
does not expect a significant impact on its combined financial statements from the adoption of this new 
standard. 

(ii) IFRS 9, Financial Instruments  
 
In July 2014, the IASB issued the final version of IFRS 9 Financial Instruments, which reflects all phases 
of the financial instruments project and replaces IAS 39 Financial Instruments: Recognition and 
Measurement and all previous versions of IFRS 9. The standard introduces new requirements for 
classification and measurement, impairment, and hedge accounting. IFRS 9 is effective for annual 
periods beginning on or after 1 January 2018, with early application permitted. The Company is assessing 
the impact of this amendment and does not expect a significant impact on its combined financial 
statements from the adoption of this new standard.  
 
 
  
 



15 
 

(iii) IFRS 15 Revenue from Contracts with Customers 
 

The IASB replaced IAS 18, Revenue, in its entirety with IFRS 15, Revenue from Contracts with 
Customers. The standard contains a single model that applies to contracts with customers and two 
approaches to recognizing revenue: at a point in time or over time. The model features a contract-
based five-step analysis of transactions to determine whether, how much and when revenue is 
recognized. New estimates and judgmental thresholds have been introduced, which may affect the 
amount and/or timing of revenue recognized. IFRS 15 is effective for annual periods beginning on or 
after January 1, 2018, with early application permitted.  The Company is assessing the impact of this 
amendment and does not expect a significant impact on its combined financial statements from the 
adoption of this new standard. 

 

(iv) IFRS 16 Leases 
 

In January 2016, the IASB issued IFRS 16 Leases, which will replace IAS 17 Leases. This standard 
introduces a single lessee accounting model and requires a lessee to recognize assets and liabilities for 
all leases with a term of more than twelve months, unless the underlying asset is of low value. A lessee 
is required to recognize a right-of-use asset representing its right to use the underlying asset and a 
lease liability representing its obligation to make lease payments. The standard will be effective for 
annual periods beginning on or after January 1, 2019, with earlier application permitted for entities 
that apply IFRS 15 Revenue from Contracts with Customers at or before the date of initial adoption of 
IFRS 16. The extent of the impact of adoption of the standard has not yet been determined. 

 
RISK FACTORS 

Many factors could cause the Company’s actual results, performance and achievements to differ materially from 
those expressed or implied by the forward-looking statements and forward-looking information, including without 
limitation, the following factors, which are discussed in greater detail under the heading “Risk Factors” in the 
Company’s Listing Statement filed with securities regulators and available on www.harvestinc.com, which risk 
factors are incorporated by reference into this document, and should be reviewed in detail by all readers:  
 

• The Company’s operations are subject to various laws, regulations and guidelines relating to the 
manufacture, management, transportation, storage and disposal of medical cannabis but also including 
laws and regulations relating to health and safety, the conduct of operations and the protection of the 
environment;  

• The continued development of the Company may require additional financing and there can be no 
assurance that additional capital or other types of financing will be available if needed or that, if available, 
the terms of such financing will be favorable to the Company;  

• The Company may be subject to growth-related risks including capacity constraints and pressure on its 
internal systems and controls. The ability of the Company to manage growth effectively will require it to 
continue to implement and improve its operational and financial systems and to expand, train and 
manage its employee base. The inability of the Company to deal with this growth may have a material 
adverse effect on its business, financial condition, results of operations and prospects; 

• The Company’s limited operating history may make it difficult for investors to predict future performance 
based on current operations. 

• A drop in the retail price of medical marijuana products may negatively impact the business of the 
Company. 

• The Company’s business could be adversely affected if it fails to protect its intellectual property. 
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• The Company may be exposed to infringement or misappropriation claims by third parties, which, if 
determined adversely to the Company, could subject to significant liabilities and other Costs 

• The operation of the Company can be impacted by adverse changes or developments affecting the 
facilities of the Company’s wholly-owned subsidiaries;  

• The Company’s ability to recruit and retain management, skilled labor and suppliers is crucial to the 
Company’s success;  

• The Company and its wholly-owned subsidiaries have limited operating histories;  
• There is potential that the Company will face intense competition from other companies, some of which 

have longer operating histories and more financial resources and manufacturing and marketing 
experience than the Company;  

• The Company believes the cannabis industry is highly dependent upon consumer perception regarding 
the safety, efficacy and quality of the cannabis produced. Consumer perception of the Company’s 
products can be significantly influenced by scientific research or findings, regulatory investigations, 
litigation, media attention and other publicity regarding the consumption of cannabis products. There can 
be no assurance that future scientific research, findings, regulatory proceedings, litigation, media 
attention or other research findings or publicity will be favorable to the medical cannabis market or any 
product, or consistent with earlier publicity;   

• The Company and its wholly-owned subsidiaries face an inherent risk of exposure to product liability 
claims, regulatory action and litigation if its products are alleged to have caused significant loss or injury;  

• Greater access to medical cannabis, through home and designated growing and illegal dispensaries, may 
decrease the number of patients registering with the Company and may cause registered patients to leave 
the Company and grow for themselves;  

• Any significant interruption or negative change in the availability or economics of the supply chain for key 
inputs could materially impact the business, financial condition and operating results of the Company;  

•  If the Company is unable to continually innovate and increase efficiencies, its ability to attract new 
customers may be adversely affected;  

• The Company may engage in acquisitions or other strategic transactions or make investments that could 
result in significant changes or management disruption;  

• The Company could fail to integrate acquired companies into the business of the Company; 
• Completed acquisitions, strategic transaction or investments could fail to increase shareholder value;  
• The Company has, and will have, certain business arrangements with third parties, the breakdown/loss of 

which could impact its operations. 
• The Company’s operations are subject to environmental and safety laws and regulations concerning, 

among other things, emissions and discharges to water, air and land; the handling and disposal of 
hazardous and non-hazardous materials and wastes, and employee health and safety;  

• Although most growing is completed indoors under climate-controlled conditions, some of the Company’s 
growing also occurs outdoors and, as such, there can be no assurance that natural elements and weather 
will not have a material adverse effect on any such future production; and  

• The Company may become party to litigation, mediation and/or arbitration from time to time in the 
ordinary course of business which could adversely affect its business 
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MD&A of Harvest Enterprises Group of Companies 
 

This management discussion and analysis (“MD&A”) of the financial condition and results of operations of Harvest 
Enterprises Group of Companies (the “Company” or “Harvest”) is for the three and six months ended June 30, 2018 
and 2017. It is supplemental to, and should be read in conjunction with, the Company’s condensed combined 
financial statements and the accompanying notes for the three and six months ended June 30, 2018 and 2017. The 
Company’s financial statements are prepared in accordance with International Financial Reporting Standards 
(“IFRS”). Financial information presented in this MD&A is presented in United States dollars (“$”) unless otherwise 
indicated.  

This MD&A contains certain “forward-looking statements” and certain “forward-looking information” as defined 
under applicable United States securities laws and Canadian securities laws.  

Forward-looking statements may relate to future financial conditions, results of operations, plans, objectives, 
performance or business developments. These statements speak only as at the date they are made and are based 
on information currently available and on the then current expectations of the party making the statement and 
assumptions concerning future events, which are subject to a number of known and unknown risks, uncertainties 
and other factors that may cause actual results, performance or achievements to be materially different from that 
which was expressed or implied by such forward-looking statements, including, but not limited to, risks and 
uncertainties related to: 

(a) the regulation of the cannabis industry; 

(b)  the availability of financing opportunities, risks associated with economic conditions, dependence on    
management and conflicts of interest; and 

(c) other risks described in this MD&A and described from time to time in documents filed by the Company. 

The forward-looking statements contained herein are based on certain key expectations and assumptions, including, 
but not limited to, with respect to expectations and assumptions concerning: (i) receipt of required shareholder and 
regulatory approvals in a timely manner or at all; (ii) receipt and/or maintenance of required licenses and third party 
consents in a timely manner or at all; and (iii) the success of the operations of the Company. 

Although the Company believes that the expectations and assumptions on which such forward-looking statements 
are based are reasonable, undue reliance should not be placed on the forward-looking statements, because no 
assurance can be given that they will prove to be correct. Since forward-looking statements address future events 
and conditions, by their very nature they involve inherent risks and uncertainties. Actual results could differ 
materially from those currently anticipated due to a number of factors and risks. These include, but are not limited 
to: the availability of sources of income to generate cash flow and revenue; the dependence on management and 
directors; risks relating to the receipt of the required licenses, risks relating to additional funding requirements; due 
diligence risks; exchange rate risks; potential transaction and legal risks; risks relating to laws and regulations 
applicable to the production and sale of marijuana; and other factors beyond Harvest’s control, as more particularly 
described under the heading “Risk Factors” in this MD&A. 

Consequently, all forward-looking statements made in this MD&A and other documents of the Company, as 
applicable, are qualified by such cautionary statements and there can be no assurance that the anticipated results 
or developments will actually be realized or, even if realized, that they will have the expected consequences to or 
effects on the Company. The cautionary statements contained or referred to in this section should be considered in 
connection with any subsequent written or oral forward-looking statements that the Company and/or persons acting 
on their behalf may issue. The Company does not undertake any obligation to update or revise any forward-looking 
statements, whether as a result of new information, future events or otherwise, other than as required under 
securities legislation. 
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OVERVIEW OF THE COMPANY  

Harvest is one of the largest multi-state vertically integrated operators in the cannabis industry.   

Founded in Arizona and receiving its first license there in 2012, Harvest has the largest market share in the state -- 
the third largest medical cannabis market in the country and one of the oldest regulated cannabis markets in the 
world. Building on its success in Arizona, Harvest has consistently grown its revenues and industry footprint every 
year since founding and currently operates in three states, and is actively expanding into nine states, with planned 
expansion into at least one more by 2020. By 2020, Harvest plans to cultivate more than 720,000 square feet of 
indoor, outdoor and greenhouse cannabis, and its vertical approach to design, construction and implementation 
should result in significantly improved production costs.  Harvest operates as a house of brands, and continuously 
rolls out new brands to meet market demand.  Since 2013, Harvest has won a variety of operating awards, including 
seven Best Dispensary awards issued by four independent organizations, four Best Medical Cannabis Strain awards, 
and one Best Medical Cannabis Product award. 

Harvest is a vertically integrated cannabis company that operates from “seed to sale.”  The Company has expanded 
throughout Arizona and into Maryland and Pennsylvania and is actively expanding into Arkansas, California, Florida, 
Massachusetts, Michigan, Nevada, New Jersey, North Dakota and Ohio.  The Company operates in one segment, the 
production and sale of cannabis; with three main business areas contributing to that segment.   

• Cultivation – Harvest grows cannabis in outdoor, indoor and greenhouse facilities.  Its expertise in growing 
enables the company to produce award-winning and proprietary strains in a highly cost-effective manner.  
Harvest sells its productions in Harvest dispensaries and also to third parties. 

• Processing – Harvest converts cannabis biomass into formulated oil, using a variety of extraction 
techniques.  The company uses some of this oil to produce consumer products such as vaporizer cartridges 
and edibles, and it sells the remaining oil to third parties. 

• Retail dispensaries – Harvest operates award-winning retail dispensaries that sell proprietary and third-
party cannabis products to patients and customers.  

Harvest conducts business through wholly-owned operating subsidiaries and operating agreements established to 
conduct the different segments of each business (each an “Operating Subsidiary” and together, “Operating 
Subsidiaries”).  Harvest’s principal operating locations, and type of operation are listed below: 

 
Operating Locations  City, State  Nature of Operations  Opened  
Tempe  Tempe, Arizona  Retail Dispensary  September 2013  
Scottsdale  Scottsdale, Arizona  Retail Dispensary  September 2016  
Baseline  Phoenix, Arizona  Retail Dispensary  October 2017  
Lake Havasu  Lake Havasu City, Arizona  Retail Dispensary  September 2016  
Avondale  Avondale, Arizona  Retail Dispensary  August 2017  
Tucson  Tucson, Arizona  Retail Dispensary  January 2018  
Cottonwood Cottonwood, Arizona Retail Dispensary April 2018 
Rockville  Rockville, Maryland  Retail Dispensary  March 2018  
Reading Reading, Pennsylvania Retail Dispensary September 2018 
Bellemont Production  Bellemont, Arizona  Processing Lab  July 2015  
Camp Verde Cultivation  Camp Verde, Arizona  Greenhouse/Outdoor Grow  March 2017  
Hancock Cultivation  Hancock, Maryland  Indoor Grow    September 2017  
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In certain States, cannabis licenses are typically divided into three categories: dispensary, cultivation, and 
production.  Dispensary licenses comprise the retail operations and allow a company to dispense medical cannabis 
to patients.  Cultivation licenses allow a company to grow medical cannabis plants and production licenses allow for 
the processing of cannabis into other products (e.g., edibles, oil, etc.). Cultivation and production licenses comprise 
the wholesale operations.   
 
In other states, for example Arizona where the Company’s largest concentration of business activity is located, 
cannabis licenses are defined as vertically integrated, which allows the license holder the right to engage in 
dispensary, cultivation, and production activities. The Company’s flagship dispensary, Harvest of Tempe, is located 
in Tempe, Arizona, and is designed to service up to 800 patients daily.  The Company’s second dispensary, Harvest 
of Scottsdale, is located in Scottsdale, Arizona and became operational in September 2016.  At 6,800 square feet, 
Harvest of Scottsdale is capable of servicing up to 2,000 patients daily. 
 
The Company’s corporate headquarters is located at 627 S 48th St, Ste 100, Tempe, AZ, 85281. 

SELECTED FINANCIAL INFORMATION  

The following is selected financial data derived from the condensed combined financial statements of the 
Company for the three and six months ended June 30, 2018 and 2017.  The selected consolidated financial 
information set out below may not be indicative of the Company’s future performance:  

 

 

 

2018 2017 2018 2017

Revenue 10,524,013$   4,412,347$     18,858,666$   8,734,118$     
Cost of Goods Sold (3,058,441)      (846,995)          (7,076,355)      (3,374,196)      

Gross Profit Before Biological Asset Adjustments 7,465,572        3,565,352        11,782,311     5,359,922        

Unrealized Gain on Changes in Fair Value of 
Biological Asset 2,132,896        1,210,524        2,132,896        1,210,524        
Cost of Goods Sold on Biological Asset 
Transformation (3,929,432)      (201,459)          (3,558,988)      (111,242)          

Gross Profit 5,669,036        4,574,417        10,356,219     6,459,204        

Expenses
   General and Administrative 3,217,668        1,444,549        5,786,103        2,441,007        
   Sales and Marketing 234,641           128,086           437,057           221,278           
   Depreciation and Amortization 358,869           41,410             736,082           82,820             

      Total Expenses 3,811,178        1,614,045        6,959,242        2,745,105        

Operating Income 1,857,858        2,960,372        3,396,977        3,714,099        

Other Income / (Expenses)
   Gain on Sale of Asset 1,526,269        -                    1,526,269        -                    
   Interest Expense (185,242)          (58,020)            (305,243)          (112,485)          

Income Before Taxes and Non-Controlling Interest 3,198,885        2,902,352        4,618,003        3,601,614        

Income Taxes (811,947)          (388,125)          (1,419,459)      (774,323)          

Income Before Non-Controlling Interest 2,386,938        2,514,227        3,198,544        2,827,291        

Loss (income) Attributed to Non-Controlling Interest 443,080           139,002           877,647           269,372           

Net Income Attributed to Harvest Enterprises Group of Companies 2,830,018$     2,653,229$     4,076,191$     3,096,663$     

Three Months Ended
June 30,

Six Months Ended
June 30,
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Three Months Ended June 30, 2018  

Revenue  

Revenue for the three months ended June 30, 2018 and 2017 was $10.5 million and $4.4 million respectively, an 
increase of $6.1 million or 139%.  The increase in revenue is primarily due to Company's merger with Exit 21, LLC on 
July 12, 2017 (the "merger") which added six additional Arizona Medical Marijuana Licenses, including an already 
operating dispensary in Lake Havasu, AZ.  Additional licenses obtained at the merger added $4.5 million in net retail 
revenues, as compared to 2017.  Additionally, expansion of the wholesale business and a new retail store opening 
in Maryland. 

Cost of Goods Sold & Biological Assets  

Cost of goods sold are derived from costs related to the internal cultivation and production of cannabis and from 
retail purchases made from other licensed producers operating within our state markets.   

For the three months ended June 30, 2018 cost of goods sold, excluding any adjustments to the fair value of 
biological assets, of $3.1 million was up $2.2 million or 261% compared to three months ended June 30, 2017, driven 
by increased in sales as described above.  

Inventory of plants under production is considered a biological asset. Under IFRS, biological assets are to be recorded 
at fair value at the time of harvest, less costs to sell. The biological assets are transferred to inventory and the transfer 
becomes the deemed cost on a go-forward basis. When the product is sold, the fair value is relieved from inventory 
and the transfer is recorded to cost of sales. In addition, the cost of sales also includes products and costs related to 
other products acquired from other producers and sold by the Company.  

Gross Profit  

Gross profit before biological asset adjustments for the three months ended June 30, 2018 was $7.5 million or 71% 
gross margin, representing a gross profit margin on the sale of branded cannabis flower and processed and packaged 
products including concentrates, edibles, topicals and other cannabis. This is compared to gross profit before 
biological asset adjustments for the three months ended June 30, 2017 of $3.6 million or 81% gross margin.  The 
decrease in gross margin is mainly due to the expansion of the Maryland cultivation site. 

Gross profit after net gains on biological asset transformation for three months ended June 30, 2018 was $5.7 million, 
representing a gross margin of 54%, compared with gross profit after biological asset transformation of $4.6 million 
or 104% gross margin, for the three months ended June 30, 2017, driven by increased harvested cannabis and 
wholesale sales.  

Total Expenses  

Total expenses for the three months ended June 30, 2018 and 2017 were $3.8 million and $1.6 million respectively, 
which represents 36% of revenue and 37% of revenue respectively.  

The increase in total expenses of $1.8 million for the three-month periods is attributable to an increase in general 
and administrative expenses, particularly salaries and benefits of $1.7 million which represents an increase of $0.9 
million over the 2017 three-month period expenses of $0.8 million.  The increase is the result of increased headcount 
at the Company’s retail facilities in Arizona (as a result of the merger in July 2017), increased headcount in Maryland, 
along with corporate staff development. 

Additionally, the Company had rent and occupancy expenses of $0.7 million which represented an increase of $0.5 
million over the 2017 amount of $0.2 million due to the increase in rent and facility expenses as a result of increased 
operating locations which added additional lease agreements as compared to 2017.   
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The Company also had professional fees of $0.6 million for the three months ended June 30, 2018, which 
represented an increase of $0.3 million over the three months ended June 30, 2017 amount of $0.2 million, primarily 
due to the reverse takeover transaction and acquisition related support.    

Total Other Income (Expense)  

Total other income for three months ended June 30, 2018 was $1.5 million, an increase of $1.5 million compared to 
the three months ended June 30, 2017, due to the gain on sale of assets in June 2018 (Bellemont Cultivation Site). 

Provision for Income Taxes  

Income tax expense is recognized based on the expected tax payable on the taxable income for the year, using tax 
rates enacted or substantively enacted at year-end. For three months ended June 30, 2018 and 2017, Federal and 
State income tax expense totaled $0.8 million and $0.3 million respectively.  The increase is due to higher revenue 
offset by lower tax rate in 2018. 

Net Operating Income 

Net operating income after adjustment for biological assets, before other income, provision for income taxes and 
non-controlling interest for three months ended June 30, 2018 and 2017 was $1.9 million and $3.0 million or 18% 
and 67% of revenue, respectively.  The decrease is due to biological assets adjustment of $2.8 million. 

Net operating income before adjustment for biological assets, and before other income, provision for income taxes 
and non-controlling interest for three months ended June 30, 2018 and 2017 was $3.7 million and $2.0 million or 
35% and 44% of revenue, respectively.  The increase is mainly due to gain on sale of assets as described above.   

Six Months Ended June 30, 2018  

Revenue  

Revenue for the six months ended June 30, 2018 and 2017 was $18.9 million and $8.7 million respectively, an 
increase of 116%, or $10.1 million in top line revenue.  The increase in revenue is primarily due to Company's merger 
with Exit 21, LLC on July 12, 2017 (the "merger") which added six additional Arizona Medical Marijuana Licenses, 
including an already operating dispensary in Lake Havasu, AZ.  Licenses obtained at the merger added $7.3 million 
in net retail revenues, as compared to 2017.  Additional revenue was generated from the expansion of the wholesale 
business and a new retail store opening in Maryland. The retail locations were relatively new in the period ended 
June 30, 2017, compared to the period ended June 30, 2018, generating increased revenues for the six months ended 
June 30, 2018.  Increased retail sales were generated by increasing operating hours, an expansion of menu items for 
more variety, aggressive new patient acquisition and additional marketing investment. 

Cost of Goods Sold & Biological Assets  

Cost of goods sold are derived from cost related to the internal cultivation and production of cannabis and from 
retail purchases made from other licensed producers operating within our state markets.   

For the six months ended June 30, 2018 and 2017, cost of goods sold excluding any adjustments for the fair value of 
biological assets was $7.1 million and $3.4 million, or 62% and 61% of revenue, respectively.  

Inventory of plants under production is considered a biological asset. Under IFRS, biological assets are to be recorded 
at fair value at the time of harvest, less costs to sell. The biological assets are transferred to inventory and the transfer 
becomes the deemed cost on a go-forward basis. When the product is sold, the fair value is relieved from inventory 
and the transfer is recorded to cost of sales. In addition, the cost of sales also includes products and costs related to 
other products acquired from other producers and sold by the Company.  
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Gross Profit  

Gross profit before biological asset adjustments for the six months ended June 30, 2018 and 2017 was $11.8 million 
and $5.4 million, or a gross profit margin of 62.5% and 61%, respectively.  Gross profit represents a gross margin on 
the sale of branded cannabis flower and processed and packaged products including concentrates, edibles, topicals 
and other cannabis products.  

Gross profit after adjustments on biological asset transformation for the six months ended June 30, 2018 and 2017 
was $10.4 million and $6.5 million, or a gross profit margin of 55% and 74%, respectively.  

Total Expenses  

Total expenses for six months ended June 30, 2018 and 2017 were $7.0 million and $2.7 million, or 37% and 31% of 
revenue, respectively, an increase of $4.2 million or 154%. 

The increase in total expenses for the six-month period is attributable to an increase in general and administrative 
expenses, particularly salaries and benefits of $3.3 million which represents an increase of $1.8 million over the 2017 
six-month period expenses of $1.5 million.  The increase is the result of increased headcount at the Company’s retail 
facilities in Arizona (as a result of the merger in July 2017), increased headcount in Maryland, along with corporate 
staff development. 

Additionally, the Company had rent and occupancy expenses of $1.3 million for the six months ended June 30, 2018 
which represented an increase of $1.0 million over the six months period ended June 30, 2017 amount of $0.3 million 
due to the increase in rent and facility expenses as a result of increased operating locations which added additional 
eight lease agreements as compared to 2017.   

The Company also had professional fees of $0.9 million for the six months ended June 30, 2018, which represented 
an increase of $0.6 million over the six months ended June 30, 2017 amount of $0.3 million, primarily due to the 
reverse takeover transaction and acquisition related support.    

Total Other Income (Expense)  

Total other income for six months ended June 30, 2018 was $1.5 million, an increase of $1.5 million compared to 
the six months ended June 30, 2017, due to the gain on sale of assets in June 2018 (Bellemont Cultivation Site). 

Provision for Income Taxes  

Income tax expense is recognized based on the expected tax payable on the taxable income for the year, using tax 
rates enacted or substantively enacted at year-end. For six months ended June 30, 2018, Federal and State income 
tax expense totaled $1.4 million compared $0.8 million for the six months ended June 30, 2017.   

Net Operating Income 

Net operating income after adjustment for biological assets, before other income, provision for income taxes and 
non-controlling interest for six months ended June 30, 2018 and 2017 was $3.4 million and $3.7 million or 18% and 
43% of revenue, respectively.   

Net operating income before adjustment for biological assets, and before other income, provision for income taxes 
and non-controlling interest for six months ended June 30, 2018 and 2017 was $4.8 million and $2.6 million or 26% 
and 30% of revenue, respectively.   
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Drivers of Results of Operations  

 Revenue  

The Company derives its revenue from both its Wholesale and Retail businesses in which it manufactures, sells and 
distributes packaged cannabis products to third-party retail customers, and from direct sales to end consumers in 
its retail stores.  For the three and six months ended June 30, 2018, revenue was contributed from both wholesale 
and retail business units in Arizona and Maryland.    

Gross Profit  

 Gross profit is revenue less cost of goods sold. Cost of goods sold includes the costs directly attributable to product 
sales and includes amounts paid for finished goods, such as flower, edibles, and concentrates, as well as packaging 
and other supplies, fees for services and processing, and allocated overhead which includes allocations of rent, 
administrative salaries, utilities, and related costs. Cannabis costs are affected by various state regulations that limit 
the sourcing and procurement of cannabis product, which may create fluctuations in gross profit over comparative 
periods as the regulatory environment changes. Gross margin measures our gross profit as a percentage of revenue.  

Over the past two years, execution on the Company’s national expansion strategy and revenue growth have taken 
priority. The Company expects to continue the Company’s growth strategy for the foreseeable future as the 
Company expands its footprint within its current markets with acquisitions and partnerships and scales resources 
into new markets. In the markets in which the Company is already operational, the Company expects to realize 
gradual price compression as these state markets mature which will put downward pressure on both the Company’s 
retail and wholesale gross margins. However, the Company’s current production capacity has not been fully realized 
and it is expected that price compression at the wholesale level will be more than offset by the scalability of the 
Company’s production facilities and continued realization of significant distribution market share. As a result, the 
Company expects overall consolidated gross margins (before the adjustment for the unrealized gain or loss in the 
fair value of biological assets) to steadily increase over the foreseeable future.  

Over the three months ended June 30, 2018, the Company continued to be focused on executing sustainable 
profitable growth of the Company’s base business while pursuing national expansion. Harvest expects to continue 
its growth strategy for the foreseeable future as the Company expands its footprint within its current markets with 
acquisitions and partnerships and scales resources into new markets, such as Florida and New York.    

Total Expenses  

Total expenses other than the cost of goods sold consist of selling costs to support customer relationships and 
marketing and branding activities. It also includes a significant investment in the corporate infrastructure required 
to support ongoing business.  

Selling costs generally correlate to revenue. As a percentage of sales, the Company expects selling costs to remain 
relatively flat in the more established operational markets (Illinois, Nevada, Maryland) and increase in the up and 
coming markets as business continues to grow (Massachusetts, Pennsylvania, Florida, Ohio, New York). The increase 
is expected to be driven primarily by the growth of our Retail and Wholesale channels and the ramp up from pre-
revenue to sustainable market share.  

 General and administrative expenses also include costs incurred at the corporate offices, primarily related to 
personnel costs, including salaries, incentive compensation, benefits and other professional service costs. The 
Company expects to continue to invest considerably in this area to support aggressive expansion plans and to 
support the increasing complexity of the cannabis business. Furthermore, the Company expects to continue to incur 
acquisition and transaction costs related to these expansion plans and anticipates an increase in compensation 
expenses related to recruiting and hiring talent, along with legal and professional fees associated with being a 
publicly traded company.  
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 Provision for Income Taxes  

 The Company is subject to income taxes in the jurisdictions in which it operates and, consequently, income tax 
expense is a function of the allocation of taxable income by jurisdiction and the various activities that impact the 
timing of taxable events. As the Company operates in the legal cannabis industry, it is subject to the limitations of 
IRC Section 280E under which taxpayers are only allowed to deduct expenses directly related to sales of product. 
This results in permanent differences between ordinary and necessary business expenses deemed non-allowable 
under IRC Section 280E and a higher effective tax rate than most industries.  Therefore, the effective tax rate can be 
highly variable and may not necessarily correlate to pretax income or loss.  

Liquidity, Financing Activities During the Period, and Capital Resources  

As of June 30, 2018, and 2017 the Company had total current liabilities of $9.6 million and $8.5 million, and cash and 
cash equivalents of $3.4 million and $1.1 million respectively to meet its current obligations. As at June 30, 2018 and 
2017, the Company had working capital of $1.2 million and $(0.9) million respectively, and improvement of $2.1 
million driven mainly by increases in cash and cash equivalents, accounts receivable and inventory, offset by 
increases in income tax payable and notes payable.  Working capital excluding income tax payable at June 30, 2018 
and 2017 was $5.7 million and $2.9 million respectively.  

In October 2017, the Company, through its Maryland subsidiary, executed a series of Promissory Notes with certain 
of the Maryland investors for a total principal borrowed of $740,000 (the “Maryland Notes”).  The Maryland Notes 
pay interest quarterly at 12% per annum, with total principal due in October 2018.  The Maryland Notes were used 
for short-term working capital needs specific to the Maryland operations.   

On March 7, 2017, the Company, through a combined subsidiary, completed a Private Place Memorandum (the 
“PPM”) through which it raised $11.0 million to fund the construction of the facilities and start-up operations in 
Maryland.  As a condition of the PPM the Company issued a series of Promissory Notes plus interest at the short-
term or mid-term applicable federal rates.  Half of the Promissory Notes representing a principal obligation of $5.5 
million are due in March 2020, with the remainder $5.5 million due in March 2021.  In addition, each of the PPM 
investors received a limited liability membership interest of 1.318% in the Company’s Maryland combined subsidiary 
for every $0.5 million lent via the Promissory Notes.  

In October 2016, the Company organized a Maryland corporation (i.e., Harvest of Maryland, Inc.) to conduct certain 
start-up business in Maryland before forming the combined subsidiary party to the PPM described above.  During 
this period, the Maryland corporation consummated a loan transaction in which it borrowed $1.25 million from a 
lender (the “2016 Lender”) on terms and conditions reflected in a Promissory Note dated October 31, 2016 (the 
“2016 Loan”).   

The terms of the 2016 Loan include interest only payments beginning December 1, 2016, and payment in full on or 
before December 1, 2018.  Interest applicable to the 2016 Loan is 0.66% per annum, or 6.25% if the Maryland 
business fails to achieve profitability by the end of the third calendar quarter of 2018.  Additionally, the three 
Managers of the Maryland subsidiary, together, pledged 9.76 percentage points of the Company held by them as 
security for the repayment of the 2016 Loan. 

As a condition of the PPM, the Company exchanged 2.50 Units of the PPM for the 2016 Lender’s interest in the 2016 
Loan, including all rights related thereto.  The 2016 Loan principal amount of $1.25 million were then applied toward 
the PPM $11.0 million raised, leaving the remaining sum of $9.75 million of new capital raised via the Maryland PPM.    

During 2016 and 2017, the Company has at times borrowed funds from certain private lenders via additional 
promissory notes with basic and standard terms and conditions (the “Private Notes”).  The Private Notes have terms 
of 24-months or less and typically include monthly principal and interest payments.  As customary in the industry, 
interest rates are usually above market and ranged between 5% - 15% per annum during 2016 and 2017.  As of June 
30, 2018, and December 31, 2017, the Company had $0.6 million and $0.8 million Private Notes outstanding.  
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In addition to the Private Notes and PPM described above, the Company intends to generate adequate cash to fund 
its business operations. However, the Company’s business plan includes aggressive growth, both in the form of 
additional acquisitions and through facility expansion and improvements. Initiatives in U.S. markets outside of those 
already within the Company’s platform are expected in the coming months. Accordingly, the Company expects to 
raise additional capital, both in the form of debt and new equity offerings, during the next fiscal year. 

The Company is an early-stage growth company. It is generating cash from sales and is deploying its capital reserves 
to acquire and develop assets capable of producing additional revenues and earnings over both the immediate and 
near term. Capital reserves are being utilized for acquisitions in the medical and adult use cannabis industry, for 
capital expenditures and improvements in existing facilities, product development and marketing, as well as 
customer, supplier and investor and industry relations. 

Cash Flows  

Cash Flow From Operating Activities  

Net cash provided by operating activities for the six months ended June 30, 2018 and 2017 was $2.7 million and $0.4 
million respectively, with the increase of $2.2 million year-over-year attributed to increased net operating income 
prior to adjustment for fair market value of biologicals.  

Cash Flow from Investing Activities  

Net cash provided by (used in) investing activities was $0.3 million and $(7.7) million for the six months ended June 
30, 2018 and 2017 respectively, an increase of $8.0 million.  The change for the period, year over year, is attributed 
to purchases of $7.7 million in property, plant and equipment and intangibles in 2017, while 2018 included proceeds 
of $1 million on the sale of assets and lower fixed asset purchases of $0.7 million. 

Cash Flow from Financing Activities  

Net cash provided by (used in) financing activities for the six months ended June 30, 2018 and 2017 was ($0.7 million) 
and $9.0 million respectively.  In 2017 the Company realized net proceeds from issuance of notes payable of $9.0 
million, with no new notes payable, and net repayments of $0.7 million in 2018. 

Off-Balance Sheet Arrangements  

As of the date of this filing, the Company does not have any off-balance-sheet arrangements that have, or are 
reasonably likely to have, a current or future effect on the results of operations or financial condition of the 
Company, including, and without limitation, such considerations as liquidity and capital resources.  
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 Transactions with Related Parties  

 At June 30, 2018 and 2017, amounts due from related parties consisted of: 

a)  Notes Payable – Included in Notes Payable are the following amounts due to related parties. 
 

 
 

b) Deferred Compensation – As of June 30, 2018 and 2017 amounts included in deferred compensation as 
due to related parties included $514,500 due to an officer of the Company. 

 
c) Other Current Liabilities: Included in other current liabilities as of June 30, 2018 is an amount of 

$81,425 due to the Vendor of the Exit 21 transaction (See note 6). The amount relates to future tax 
refund for installments paid prior to close of the transaction.  

 

Critical Accounting Judgements and Key Sources of Estimation Uncertainty 

The preparation of the Company’s combined financial statements requires management to make judgments, 
estimates, and assumptions about the carrying amounts of assets and liabilities that are not readily apparent from 
other sources. The estimates and associated assumptions are based on historical experience and other factors that 
are considered relevant.  Actual results may differ from these estimates.  

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

Significant judgments, estimates, and assumptions that have the most significant effect on the amounts recognized 
in the financial statements are described below.  

Biological Assets 

Biological assets, consisting of cannabis plants and agricultural produce consisting of cannabis, are measured at fair 
value less costs to sell up to the point of harvest.   

Determination of the fair values of the biological assets and the agricultural product requires the Company to make 
assumptions about how market participants assign fair values to these assets.  These assumptions primarily relate 
to the level of costs required to bring the cannabis up to the point of harvest, costs to convert the harvested cannabis 
to finished goods, sales price, risk of loss, expected future yields from the cannabis plants and estimating values 
during the growth cycle.  

The valuation of biological assets at the point of harvest is the cost basis for all cannabis-based inventory and thus 
any critical estimates and judgments related to the valuation of biological assets are also applicable for inventory.  
The valuation of work-in-process and finished goods also requires the estimate of conversion costs incurred, which 
become part of the carrying amount for the inventory.  The Company must also determine if the cost of any inventory 
exceeds its net realizable value, such as cases where prices have decreased, or inventory has spoiled or has otherwise 
been damaged. 

 



11 
 

Estimated Useful Lives of Property Plant and Equipment 

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

Estimated Useful Lives of and Amortization of Intangible Assets 

Amortization of intangible assets is recorded on a straight-line basis over their estimated useful lives which do not 
exceed any contractual periods, if any. Intangible assets that have indefinite useful lives are not subject to 
amortization and are tested annually for impairment, or more frequently if events or changes in circumstances 
indicate that they might be impaired. 

Business Combinations 

In a business combination, all identifiable assets, liabilities and contingent liabilities acquired are recorded at their 
fair values. One of the most significant estimates relates to the determination of the fair value of these assets and 
liabilities. For any intangible asset identified, depending on the type of intangible asset and the complexity of 
determining its fair value, an independent valuation expert or management may develop the fair value, using 
appropriate valuation techniques, which are generally based on a forecast of the total expected future net cash 
flows. The evaluations are linked closely to the assumptions made by management regarding the future performance 
of the assets concerned and any changes in the discount rate applied.   

Certain fair values may be estimated at the acquisition date pending confirmation or completion of the valuation 
process. Where provisional values are used in accounting for a business combination, they may be adjusted 
retrospectively in subsequent periods. However, the measurement period will last for one year from the acquisition 
date. 

Goodwill Impairment 

The Company performs an annual test for goodwill impairment in the fourth quarter for each of the cash generating 
units (CGUs with goodwill allocated), and whenever events or circumstances make it more likely than not that an 
impairment may have occurred. Determining whether an impairment has occurred requires valuation of the 
respective CGU using a discounted cash flow method. When available and as appropriate, the Company uses 
comparative market multiples to corroborate discounted cash flow results and relies on several factors, including 
actual operating results, future business plans, economic projections and market data.   

 
Recent Accounting Pronouncements 

There were no new standards effective January 1, 2016 and 2017 that had an impact on the Company’s combined 
financial statements. The following IFRS standards have been recently issued by the IASB. The Company is assessing 
the impact of these new standards on future combined financial statements. Pronouncements that are not 
applicable or where it has been determined do not have a significant impact to the Company have been excluded 
herein.   

 
           New Standards Adopted  

 
IFRS 15 Revenue from Contracts with Customers 

 
Effective January 1, 2018, the Company adopted IFRS 15, Revenue from Contracts with Customers 
(“IFRS 15”) on a retrospective basis and applied the transitional provisions, so that any adjustments 
would be recorded in opening retained earnings at January 1, 2018. 
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IFRS 15 supersedes IAS 18– Revenue, IAS 11 – Construction Contracts, and other revenue related 
interpretations. The standard outlines the principles that must be applied to measure and recognize 
revenue and the related cash flows.  Revenue is recognized at an amount that reflects the consideration 
to which the entity expects to be entitled in exchange for transferring goods or services to a customer. 

 
The principles in IFRS 15 will be applied using the following five steps: 
 

1. Identify the contract(s) with a customer 
2. Identify the performance obligation in the contract 
3. Determine the transaction price 
4. Allocate the transaction price to the performance obligation in the contract 
5. Recognize revenue when (or as) the entity satisfies a performance obligation 

 
The Company operates primarily in a single performance obligation industry which occurs when goods 
are transferred to its customers. The Company has concluded that the recognition and measurement 
of the sale of products in all contracts is consistent with the current revenue recognition practice and 
therefore does not expect any transitional adjustment. 
 
IFRS 9, Financial Instruments  
 
Effective January 1, 2018 the Company has adopted IFRS 9, Financial Instruments (IFRS 9) on a 
retrospective basis and applied the transitional provisions, so that any adjustments would be recorded 
in opening retained earnings at January 1, 2018. IFRS 9, addresses the classification, measurement and 
recognition of financial assets and financial liabilities. The adoption of IFRS 9 supersedes the guidance 
relating to the classification and measurement of financial instruments in IAS 39, Financial Instruments: 
Recognition and Measurement (IAS 39). 
 
IFRS 9 requires financial assets to be classified into three measurement categories on initial recognition:  
 
(i) those measured at fair value through profit and loss, (ii) those measured at fair value through other 
comprehensive income and (iii) those measured at amortized cost. Measurement and classification of 
financial assets is dependent on the entity’s business model for managing the financial assets and the 
contractual cash flow characteristics of the financial asset. For financial liabilities, the IFRS 9 
requirements are similar to those of IAS 39. The main distinction is that, in cases where the fair value 
option is chosen for financial liabilities, the part of a fair value change relating to an entity’s own credit 
risk is recorded in other comprehensive income rather than the income statement, unless this creates 
an accounting mismatch. 
 
IFRS 9 introduces a single expected credit loss model for calculating impairment for financial assets, 
which is based on changes in credit quality since initial recognition. The adoption of the expected credit 
loss impairment model did not have a significant impact on the Company’s condensed combined 
interim financial statements and did not result in a transitional adjustment. 

 
The Company has no hedges on its condensed combined interim financial statements for the reporting 
period. 
 
The Company has concluded that the adoption of IFRS 9 did not require any transitional adjustments 
to the classification or measurement of the Company’s financial assets and financial liabilities. 
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Accounting Standards Issued but not yet Adopted   
 

        IFRS 16 Leases 
 

In January 2016, the IASB issued IFRS 16 Leases, which will replace IAS 17 Leases. This standard 
introduces a single lessee accounting model and requires a lessee to recognize assets and liabilities for 
all leases with a term of more than twelve months, unless the underlying asset is of low value. A lessee 
is required to recognize a right-of-use asset representing its right to use the underlying asset and a 
lease liability representing its obligation to make lease payments. The standard will be effective for 
annual periods beginning on or after January 1, 2019, with earlier application permitted for entities 
that apply IFRS 15 Revenue from Contracts with Customers at or before the date of initial adoption of 
IFRS 16. The extent of the impact of adoption of the standard has not yet been determined. 
 

 
RISK FACTORS 

Many factors could cause the Company’s actual results, performance and achievements to differ materially from 
those expressed or implied by the forward-looking statements and forward-looking information, including without 
limitation, the following factors, which are discussed in greater detail under the heading “Risk Factors” in the 
Company’s Listing Statement filed with securities regulators and available on www.harvestinc.com, which risk 
factors are incorporated by reference into this document, and should be reviewed in detail by all readers:  

 
• The Company’s operations are subject to various laws, regulations and guidelines relating to the 

manufacture, management, transportation, storage and disposal of medical cannabis but also including 
laws and regulations relating to health and safety, the conduct of operations and the protection of the 
environment;  

• The continued development of the Company may require additional financing and there can be no 
assurance that additional capital or other types of financing will be available if needed or that, if available, 
the terms of such financing will be favorable to the Company;  

• The Company may be subject to growth-related risks including capacity constraints and pressure on its 
internal systems and controls. The ability of the Company to manage growth effectively will require it to 
continue to implement and improve its operational and financial systems and to expand, train and 
manage its employee base. The inability of the Company to deal with this growth may have a material 
adverse effect on its business, financial condition, results of operations and prospects; 

• The Company’s limited operating history may make it difficult for investors to predict future performance 
based on current operations. 

• A drop in the retail price of medical marijuana products may negatively impact the business of the 
Company. 

• The Company’s business could be adversely affected if it fails to protect its intellectual property. 
• The Company may be exposed to infringement or misappropriation claims by third parties, which, if 

determined adversely to the Company, could subject to significant liabilities and other Costs 
• The operation of the Company can be impacted by adverse changes or developments affecting the 

facilities of the Company’s wholly-owned subsidiaries;  
• The Company’s ability to recruit and retain management, skilled labor and suppliers is crucial to the 

Company’s success;  
• The Company and its wholly-owned subsidiaries have limited operating histories;  
• There is potential that the Company will face intense competition from other companies, some of which 

have longer operating histories and more financial resources and manufacturing and marketing 
experience than the Company;  

• The Company believes the cannabis industry is highly dependent upon consumer perception regarding 
the safety, efficacy and quality of the cannabis produced. Consumer perception of the Company’s 
products can be significantly influenced by scientific research or findings, regulatory investigations, 
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litigation, media attention and other publicity regarding the consumption of cannabis products. There can 
be no assurance that future scientific research, findings, regulatory proceedings, litigation, media 
attention or other research findings or publicity will be favorable to the medical cannabis market or any 
product, or consistent with earlier publicity;   

• The Company and its wholly-owned subsidiaries face an inherent risk of exposure to product liability 
claims, regulatory action and litigation if its products are alleged to have caused significant loss or injury;  

• Greater access to medical cannabis, through home and designated growing and illegal dispensaries, may 
decrease the number of patients registering with the Company and may cause registered patients to leave 
the Company and grow for themselves;  

• Any significant interruption or negative change in the availability or economics of the supply chain for key 
inputs could materially impact the business, financial condition and operating results of the Company;  

•  If the Company is unable to continually innovate and increase efficiencies, its ability to attract new 
customers may be adversely affected;  

• The Company may engage in acquisitions or other strategic transactions or make investments that could 
result in significant changes or management disruption;  

• The Company could fail to integrate acquired companies into the business of the Company; 
• Completed acquisitions, strategic transaction or investments could fail to increase shareholder value;  
• The Company has, and will have, certain business arrangements with third parties, the breakdown/loss of 

which could impact its operations. 
• The Company’s operations are subject to environmental and safety laws and regulations concerning, 

among other things, emissions and discharges to water, air and land; the handling and disposal of 
hazardous and non-hazardous materials and wastes, and employee health and safety;  

• Although most growing is expected to be completed indoors under climate-controlled conditions, some of 
the Company’s growing also occurs outdoors and, as such, there can be no assurance that natural 
elements and weather will not have a material adverse effect on any such future production; and  

• The Company may become party to litigation, mediation and/or arbitration from time to time in the 
ordinary course of business which could adversely affect its business 
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HARVEST HEALTH & RECREATION INC.

PRO FORMA CONSOLIDATED STATEMENT OF FINANCIAL POSITION

UNAUDITED – PREPARED BY MANAGEMENT

(EXPRESSED IN UNITED STATES DOLLARS)

SEPTEMBER 30, 2018

Harvest Group

of Companies at

June 30, 2018

Harvest FINCO,

Inc. at

September 30,

2018

Harvest

Enterprises Inc.

at September 30,

2018

Rockbridge

Resources Inc. at

June 30, 2018

(Expressed in

Canadian Dollars)

Foreign

Currency

Translation Adjustments Notes

Pro Forma

Comsolidated

Assets

Current assets

Cash 3,434,144$ 24,112,047$ 1$ 16,996$ ($3,867) 204,118,250 3(b), 3(c), 3(i) 231,677,572$

Accounts receivable, net 856,433 1,563 (356) 857,640

Deposits - - -

Inventories, net 2,862,425 2,862,425

Biological Seets 3,230,702 3,230,702

Loan Receivable 9,159,167 (9,159,167) 3(f)(d) -

Notes Receivable, Current 275,000 275,000

Other Current Assets 240,914 240,914

Total Current Assets 10,899,618 33,271,214 1 18,559 (4,222) 194,959,083 239,144,253

Notes Receivable, Net of Current 1,225,000 1,225,000

Property and equipment 20,343,198 385,936 (87,801) 20,641,333

Intangible Assets 30,688,220 30,688,220

Corporate Investments 8,038,000 33,500,040 3(i) 41,538,040

Goodwill 4,675,619 4,675,619

Other 456,494 456,494

Total Assets 68,288,149$ 41,309,214$ 1$ 404,495$ ($92,023) $228,459,123 338,368,959$

Liabilities and Stockholders' Deficit

Current liabilities

Accounts payable 1,372,114$ 74,752$ -$ 83,344$ (18,961) 1,511,249$

Other Current Liabilities 580,238 580,238

Income Tax Payable 4,405,454 4,405,454

Notes Payable, Current 3,294,170 3,294,170

Convertible Notes, Current 419,077 (419,077) 3(c) -

Total Current Liabilities 9,651,976 493,829 - 83,344 (18,961) (419,077) 9,791,111

Notes Payable, Net of Current 12,717,083 12,717,083

Convertible Notes, Net of Current 41,337,740 56,875 (12,939) (41,337,740) 3(c) 43,936

Deferred Tax Liability 552,200 552,200

Deferred Compensation 859,625 859,625

Other long-term liabilities 336,842 226,977 (51,637) 512,182

Total Liabilities 24,117,726 41,831,569 - 367,196 (83,537) (41,756,817) 24,476,137

Stockholders' Equity

Capital Stock - - 5,603,539 (1,274,811) (4,328,728) -

Members Equity 44,524,137 218,149,676 3(b) 262,673,813

(17,451,974) 3(h) (17,451,974)

5,360,546 3(h) 5,360,546

25,000,040 3(i) 25,000,040

2,500,000 2 2,500,000

50,251,676 3(c) 50,251,676

(9,159,167) 3(f)('e) (9,159,167)

319,174,933

Additional paid-in capital 1 1 1,428,381 (324,958) (1,103,425) -

NCI (353,714) - (353,714)

Accumulated deficit - (522,356) (6,994,621) 1,591,283 4,650,749 3(a),(c) (1,274,945)

(2,713,454) 2 (2,713,454)

(939,997) 3(h) (939,997)

Total Stockholders' Equity 44,170,423 (522,355) 1 37,299 (8,486) 270,215,940 313,892,823

Total Liabilities and SHs' Equity 68,288,149$ 41,309,214$ 1$ 404,495$ ($92,023) $228,459,123 338,368,959$



HARVEST HEALTH & RECREATION INC.

NOTES TO PRO FORMA CONSOLIDATED STATEMENT OF FINANCIAL POSITION

UNAUDITED – PREPARED BY MANAGEMENT

EXPRESSED IN UNITED STATES DOLLARS

SEPTEMBER 30, 2018

1. BASIS OF PRESENTATION

The accompanying unaudited pro forma consolidated statement of financial position has been prepared
by the management of Harvest Health & Recreation Inc. (“Harvest”, “Rockbridge”, or the “Company”)
for inclusion in the Harvest Listing Statement in connection with the reverse takeover (“RTO”) by the
unit/shareholders of Harvest Finco Inc.

Harvest, Harvest FINCO, Inc. (“US Finco”), Harvest Enterprises Inc., HVST Finco (Canada) Inc.
(“Canadian Finco”) and BC Subco, a newly incorporated wholly-owned subsidiary of Harvest, will enter
into a business combination whereby the business of each will be combined in accordance with the steps
set out in Note 3.

The pro forma consolidated financial statements of the Company have been compiled from and include:

a) Rockbridge Resources Inc.’s unaudited Statement of Financial Position as at June 30, 2018.

b) Harvest Enterprises Inc’s Audited Statement of Financial Position as at September 30, 2018.

c) Harvest Finco’s Audited Statement of Financial Position as at September 30, 2018.

d) Harvest Group of Companies unaudited Statement of Financial Position as at June 30, 2018.

e) The additional information set out in Notes 2, 3, and 4.

It is management’s opinion that this pro forma consolidated statement of financial position includes all
adjustments necessary for the fair presentation of the transactions described herein and are in accordance
with International Financial Reporting Standards (“IFRS”) applied on a basis consistent with the
Company’s accounting policies. The pro forma consolidated statement of financial position is not
intended to reflect the financial position of Harvest which would have actually resulted had the
transactions been effected on the dates indicated. Actual amounts recorded upon consummation of the
transactions will differ from those recorded in the unaudited pro forma consolidated statement of
financial position and the differences may be material.

The pro forma consolidated statement of financial position as at September 30, 2018 has been prepared
assuming the acquisition of Harvest had occurred on September 30, 2018.

The pro forma effective income tax rate applicable to the consolidated operations is expected to be 35%.
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2. ACQUISITION

As a result of the transactions described in Notes 1 and 3 and the concurrent financing explained in Note
3, the unit holders of Harvest will acquire control of Rockbridge Resources Inc., and the Transaction is
accounted for as a reverse takeover. Accordingly, the share exchange is accounted for with the net assets
of Rockbridge recorded at fair value at the date of acquisition. No goodwill or intangible assets were
recorded with respect to the transaction as it does constitute a business combination.

1 Being the total value of outstanding Rockbridge shares to be exchanged upon completion of the reverse
takeover by the Harvest Group of Companies.

The actual amounts recorded on the acquisition will be determined at the date of acquisition and may
differ from the actual amounts intended above. Such differences could be material.

Cost of acquisition

Share based payment (1) 2,500,000$

Transaction costs -$

Total 2,500,000$

Allocated as follows:

Net assets of Rockbridge as at June 30, 2018 37,299$

Adjusted for:

Sale of Assets by Rockbridge (250,753)

Adjusted net assets (213,454)

Listing expense 2,713,454$

Total 2,500,000$
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3. PRO FORMA ASSUMPTIONS AND ADJUSTMENTS

The following are the pro forma assumptions and adjustments relating to the acquisition of Harvest.

a) The outstanding common shares of Harvest will be consolidated to a total of 381,679 shares and
the post-consolidation common shares will be reclassified as Subordinate Voting Shares.

b) Canadian Finco shall issue subscription receipts (“Harvest Finco Subscription Receipts”) in
exchange for gross proceeds of $218,149,676 at an offering price of $6.55 USD per share (the
“SR Offering Price”).

c) US Finco currently has outstanding at September 30, 2018 an aggregate principal amount of
$41,822,800 of convertible notes and accrued interest (“Convertible Promissory Notes”). In
addition, $7,500,00 of additional convertible notes were issued subsequent to September 30,
2018. A principal total of $49,322,800 plus $928,875 accrued interest will be converted into
16,098 Class A shares, and 13,805,055 converted subordinated voting shares.;

d) Harvest Enterprises Inc. (“HEI”), will enter into a property for stock exchange agreement (the
“PSE Agreement”) with the equity holders of Harvest Dispensaries, Cultivations & Production
Facilities LLC (“Harvest DCP”) and certain equity holders of various other affiliates of Harvest
DCP and certain of their respective subsidiaries (the “Harvest Affiliated Entities”) pursuant to
which such equity holders will exchange (the “Harvest Exchange”) their equity in Harvest DCP
and the Harvest Affiliated Entities for 2,059,682 of HEI’s Class A common stock (the “Class A
Shares”) and 2,000,000 shares of HEI’s Class B common stock (the “Class B Shares”), and
14,020,000 Subordinated Voting Shares.

e) The outstanding Harvest Finco Subscription Receipts will be converted into Canadian Finco
common shares with each holder of a Harvest Finco Subscription Receipt receiving one
Canadian Finco common share in exchange therefor and the aggregate SR Offering Price will be
released from escrow (the “Escrow Release”).

f) Concurrently:
a. Holders of outstanding shares of Class B Common Stock of HEI will contribute such

shares to the Company in exchange for 2,000,000 Super Voting Shares;

b. Holders of outstanding shares of Class A Common Stock of HEI will contribute such
shares to the Corporation in exchange for Multiple Voting Shares;
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3. PRO FORMA ASSUMPTIONS AND ADJUSTMENTS (continued)

c. Holders of outstanding shares of common stock of US Finco will contribute such shares
to the Corporation in exchange for either Subordinate Voting Shares or Multiple Voting
Shares, dependent upon their location of residency.

d. US Finco currently has short term loans outstanding to Harvest in the amount of
$9,159,167. Concurrent with the exchange of shares, the loans between US Finco and
Harvest will eliminated.

e. The Corporation, BC Subco and Canadian Finco will be parties to a three-cornered
amalgamation pursuant to which Canadian Finco shareholders (including former holders
of Harvest Finco Subscription Receipts) will receive Subordinate Voting Shares of the
Corporation and Canadian Finco and BC Subco will amalgamate with the resulting entity
being “Amalco”) constituting a continuation of each of Canadian Finco and BC Subco
under applicable law; and

g) Amalco will be dissolved and liquidated, pursuant to which all of the assets of Amalco will be
distributed to the Corporation, including the net proceeds received by Canadian Finco for the
issuance of the Harvest Finco Subscription Receipts.

h) In connection with the offering of Harvest Finco Subscription Receipts, Harvest will pay a cash
fee to the Agents in respect of that offering equal to 8% of the gross proceeds of the offering
sourced by Agents in accordance with the terms and conditions of the agency agreement to be
entered into in due course by Harvest Finco, Harvest and the Agents in connection with the
completion the offering, provided that the cash fee payable to the Agents will be reduced to 2%
in respect of sales to subscribers on the president’s list. As additional consideration, the Agents
will be granted compensation options (“Compensation Options”) equal to 4% of the number of
Harvest Finco Subscription Receipts issued. Each Compensation Option will be exercisable for
one common share of Canadian Finco or one Subordinate Voting Share of Harvest (subject to
any necessary adjustments), as applicable, at the SR Offering Price for a period of 24 months
following the date of the Escrow Release. Certain Agents have elected to take their fee totaling
$4,420,548 in Subordinate Voting shares rather that cash.

In addition, in connection with the RTO, Harvest DCP has entered into a Letter Credit
Agreement to borrow C$26 million for a period of three years. An agent fee of US$940,000 of
shares of common stock of Harvest or Subordinate Voting Shares of the Resulting Issuer are to
be issued.
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3. PRO FORMA ASSUMPTIONS AND ADJUSTMENTS (continued)

i) On November 14, 2018, the Resulting Issuer entered into an agreement to acquire CBx
Enterprises LLC, a Colorado intellectual property company (“CBx”). CBx has entered into a
licensing agreement with two Colorado cannabis licensed businesses, THChocolate, LLC and
Evolutionary Holdings, LLC (collectively, “EvoLab”). EvoLab owns and operates a Colorado
medical and adult-use cannabis operation with a cultivation facility and a medical and retail
processing facility located in Denver, Colorado. The purchase price of CBx is (i) $33.5 million
comprised of $8.5 million in cash and $25 million in Multiple Voting Shares of the Resulting
Issuer valued at $655 per share (the “RTO Rrice”), plus (ii) an earnout payment of up to $16
million in Multiple Voting Shares of the Resulting Issuer valued at the RTO Price contingent
upon the achievement of certain financial milestones following the Transaction.

4. SHARE CAPITAL

Share capital as at September 30, 2018 in the unaudited pro-forma consolidated financial statements is
comprised of the following:

Stock Options

As at September 30, 2018, and after taking into effect the assumptions in Note 3(h), Agent
Compensation Options outstanding are:

Opening Number

of Shares

Multiple Voting

Shares

Super Voting

Shares

Subordinate

Voting Shares Capital Stock Reserves

Authorized

Unlimited common shares without par value

Issued

Capital Stock of Rockbridge as at June 30, 2018 15,993,414 - - - 4,328,728$ 1,103,423$

Members Equity of Harvest Group as at June 30, 2018 1,000,000 - - - 44,524,137 -

Shareholders Equity of Harvest Finco - - - - - 1

Shareholders Equity of Harvest Enterprises - - - - 1

Consolidation of Capital Stock of Rockbridge (15,993,414) - - 381,679 (1,828,728) (1,103,423)

Exchange of Harvest Group Interest to Shares (Note 3c) (1,000,000) 2,059,682 2,000,000 14,020,000 -

Elimination of Harvest Finco Equity - - - - - (1)

Elimination of Harvest Enterprises Equity - - - - - (1)

Elimination of Intercompany Debt - - - - (9,159,167) 0

Conversion of Promossry Notes Payable (Note 3c) - 16,098 - 13,805,055 50,251,676 -

Shares issued from Subscription Receipts (Note 3b) - - - 33,305,294 218,149,676 -

Shares issued from Agent Fee - - - 818,404 5,360,546 -

Share Issuance Costs - - - - (17,451,974) -

Shares issued for Corporate Investments (Note 3i) 38,168 - - 25,000,040

- 2,113,948 2,000,000 62,330,432 319,174,933$ -$
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a) Options to purchase 1,332,212 common shares in the Company at an exercise price of $6.55
USD per share, for a period of two (2) years from the date of issuance.
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