
  

 

 

 

 

 

 

 

 

 

 

Hiku Brands Company Ltd. 
 
 

Management’s Discussion and Analysis 
For the three months ended March 31, 2018 and 2017 

(In Canadian Dollars)  



 2 
 

This Management’s Discussion and Analysis (“MD&A”) of Hiku Brands Company Ltd. and its subsidiary companies 
(collectively, “Hiku” or the “Company”) provides a detailed analysis of the Company’s business and compares its 
financial results with those of the previous year. This MD&A is dated as of May 30, 2018 and should be read in 
conjunction with the Company’s audited consolidated financial statements and accompanying notes for the year ended 
December 31, 2017 (the “Annual Financial Statements”), the unaudited condensed interim consolidated financial 
statements for the three months ended March 31, 2018 (the “Interim Financial Statements” and, together with the 
Annual Financial Statements, the “Financial Statements”) and with the Annual MD&A for the year ended December 
31, 2017.  

The Financial Statements have been prepared by management in accordance with generally accepted accounting 
principles in Canada, as set out in the Chartered Professional Accountant of Canada Handbook – Accounting which 
incorporates International Financial Reporting Standards “IFRS” as issued by the International Accounting Standards 
Board, using International Accounting Standard 34 - Interim Financial Reporting “IAS 34”. IFRS requires 
management to make certain judgments, estimates and assumptions that affect the reported amount of assets and 
liabilities at the date of the financial statements and the amount of revenue and expenses incurred during the reporting 
period. The results of operations for the periods reflected herein are not necessarily indicative of results that may be 
expected for future periods. 

The Company and its Canadian subsidiaries’ functional currency, as determined by management, is the Canadian 
dollar. The Company’s wholly owned subsidiaries, GRRBWA, LLC and GRRBWA Coffee Inc., use the US dollar as 
their functional currency. Accordingly, any translation adjustment arising on consolidation is reported as Other 
Income. These financial statements are presented in Canadian dollars unless otherwise noted. 

This MD&A is intended to assist the reader in better understanding operations and key financial results as of the date 
of this MD&A. The Financial Statements and this MD&A have been reviewed by the Company’s Audit Committee 
and approved by its Board of Directors.  

Additional information relating to the Company can be found on the SEDAR website at www.sedar.com. 

Forward-looking information 

Certain statements in this management’s disclosure and analysis contain forward-looking statements and forward-
looking information (collectively, “forward-looking statements”) which are based upon the Company’s current 
internal expectations, estimates, projections, assumptions and beliefs. In some cases, words such as “plan”, “expect”, 
“project”, “intend”, “believe”, “anticipate”, “estimate”, “may”, “will”, “potential”, “proposed” and other similar words 
(including negative and grammatical variations), or statements that certain events or conditions “may” or “will” occur, 
are intended to identify forward-looking statements. These statements are not guarantees of future performance and 
involve known and unknown risks, uncertainties and other factors that may cause actual results or events to differ 
materially from those anticipated in the forward-looking statements. By their nature, forward-looking statements 
involve numerous assumptions, known and unknown risks and uncertainties, both general and specific, that contribute 
to the possibility that the predictions, forecasts, projections and other forward-looking statements will not occur. Such 
forward-looking statements in this management’s disclosure and analysis speak only as of the date of this MD&A. 
Forward-looking statements in this MD&A include, but are not limited to, statements with respect to:  

• the performance of the Company’s business and operations;  
• the intention to grow the business and operations of the Company;  
• the ongoing and proposed expansion of the Company's facilities, its costs and receipt of approval from Health 

Canada to complete such expansion and increase production and sale capacity; 
• the competitive conditions of the industry; 
• the impact of legalization of recreational use of cannabis in Canada  
• future liquidity and financial capacity;  
• expectations regarding the Company’s ability to raise capital;  
• treatment under government regulatory regimes;  

http://www.sedar.com/
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• the grant and impact of any additional licenses or supplemental license to conduct activities with cannabis 
and/or cannabis oil extracts or any amendments thereof;  

• capital expenditures;  
• costs, timing and future plans concerning the operations of the Company;  
• future planned transactions involving the Company, including the WeedMD Transaction and the Oceanic 

Strategic Investment and the timing of completion (if at all) and the terms thereof; and  
• results and expectations concerning various projects and marketing strategies of the Company. 

With respect to the forward-looking statements contained in this managements disclosure and analysis, we have made 
assumptions regarding, among other things: (i) our ability to generate cash flow from operations and obtain necessary 
financing on acceptable terms; (ii) general economic, financial market, regulatory and political conditions in which 
we operate; (iii) consumer interest in our products; (iv) competition; (v) anticipated and unanticipated costs; (vi) 
government regulation of our activities and products and in the areas of taxation and environmental protection; (vii) 
the timely receipt of any required regulatory approvals; (viii) our ability to obtain qualified staff, equipment and 
services in a timely and cost efficient manner; (ix) our ability to conduct operations in a safe, efficient and effective 
manner; and (x) our expansion plans and timeframe for completion of such plans. 

Some of the risks and other factors which could cause actual results to differ materially from those expressed in the 
forward-looking statements contained in this MD&A include, but are not limited to the factors included under “Risk 
Factors” in this MD&A. Readers are cautioned not to place undue reliance on forward-looking statements. We 
undertake no obligation to update or revise any forward-looking statements, whether as a result of new information, 
future events or otherwise, except as required by applicable law. 

About Hiku 

Hiku’s wholly-owned subsidiary, DOJA Cannabis Ltd. (“DOJA Cannabis”), owns two production facilities in the 
heart of British Columbia’s Okanagan Valley and is federally licensed by Health Canada to cultivate and distribute 
cannabis under the Access to Cannabis for Medical Purposes Regulations (the “ACMPR”),  

Hiku is focused on building a portfolio of cannabis brands, cannabis retail stores and brining handcrafted cannabis 
production to market. With a retail footprint led by TS Brandco Holdings Ltd. (“Tokyo Smoke”) a wholly owned 
subsidiary of Hiku, artisinal cannabis production through DOJA Cannabis’ licensed grow, and Van der Pop’s female-
focused educational platform, Hiku houses a portfolio that aims to set the bar for cannabis brands in Canada. Hiku 
also operates a network of retail stores selling coffee, clothing and curated accessories, in British Columbia, Alberta 
and Ontario. As at March 31, 2018, the Company is in the development stage and has not yet earned any revenues 
from sales of cannabis; the Company has earned revenue from its retail stores. 

Q1 2018 Highlights 

Tokyo Smoke Merger 
On January 30, 2018, the Company and Tokyo Smoke completed a business combination (the “Tokyo Smoke 
Merger”), whereby the Company acquired all of the issued and outstanding securities of Tokyo Smoke in 
consideration of issuance of 55,971,058 common shares in the capital of the Company (the “Hiku Shares”). 
Concurrently with the Tokyo Smoke Merger, the Company closed a strategic investment from Aphria Inc. and Koicha 
Partners LP issuing 8,992,805 Hiku Shares at $1.39 per share for gross proceeds of $12.5 million. An additional 
8,992,805 warrants were also issued with an exercise price of $2.10 per warrant in conjunction with the strategic 
investment. The warrants have a 2-year life from the date of grant and are subject to accelerated expiry in certain 
circumstances. On January 31, 2018, Hiku and Aphria Inc. also entered into a supply agreement governing the supply 
of cannabis and related products between the two companies. 
 
The Tokyo Smoke Merger brought together a portfolio of three highly recognized and engaging cannabis brands in 
Canada, Tokyo Smoke, DOJA Cannabis and Van der Pop, and an expanded national retail footprint with six Tokyo 
Smoke cafés and one DOJA café located in Ontario, Alberta and British Columbia.  
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Upon completion of the Tokyo Smoke Merger, the Company changed its name to “Hiku Brands Company Ltd.” and 
resumed trading on the Canadian Securities Exchange “CSE” under the new symbol HIKU. 
 
Manitoba Cannabis Retail License 
On February 16, 2018, 10006215 Manitoba Ltd. (“Hiku Manitoba”), a company of which Hiku owns a 79.9% equity 
interest, with participation by BOBHQ, was conditionally awarded one of four master retail licenses in Manitoba's 
Request for Proposal process for the right to operate retail cannabis stores. The retail license gives Hiku Manitoba the 
ability to operate legal retail cannabis stores and an online cannabis sales platform in Manitoba.  

Kaya Inc. Strategic Investment 
On February 27, 2018 the Company entered into a letter of intent (the “Kaya LOI”) with Kaya Inc., the first licensed 
medical cannabis producer and dispensary operator in Jamaica, to launch a strategic alliance to pursue medical and 
adult-use cannabis branding, genetics, and retail opportunities in Jamaica and Canada. Under the terms of the Kaya 
LOI the Company made an initial investment of US$250,000 in cash with an option to increase ownership through a 
secondary placement concurrent with future financings to increase the Company’s ownership in Kaya Inc. to up to 
10% on a fully diluted basis post financing.   
 
Acquisition of TS Prairie Retail Corp 
On March 6, 2018 Hiku acquired all of the issued and outstanding shares of TS Prairie Retail Corp., an entity that 
previously held exclusive rights to establish Tokyo Smoke branded stores in Alberta, Manitoba, and Saskatchewan 
under a license agreement dated August 15, 2017, pursuant to a share purchase agreement in exchange for 4,200,000 
Hiku Shares. 
 
Vitalis Partnership 
On March 6, 2018, Hiku entered into a strategic partnership with Vitalis Extraction Technology Inc. (“Vitalis”), 
pursuant to which Vitalis will advise on the build-out of FUTURE LAB, Hiku’s 22,580 square-foot facility located in 
Kelowna, British Columbia, partner on certain research and development initiatives, and supply the FUTURE LAB 
with Vitalis' Q-90 supercritical CO2 extraction system, which processes cannabis flower into cannabis oils. 
 
Executive and Management Team Expansion 
On March 21, 2018 the Company strengthened its executive team with the addition of Lacey Norton (Lululemon, Kit 
and Ace) as Vice President of Retail, Will Stewart (Navigator) as Vice President, Corporate Communications and Joe 
Mimram (Dragons’ Den, Joe Fresh, Club Monaco) as the first appointment to the Company’s newly formed Board of 
Advisors. On the close of the Tokyo Smoke Merger, Alan Gertner was appointed CEO of Hiku and Trent Kitsch as 
President. 

Retail Collaboration with dosist  
On March 28, 2018, the Company entered into a letter of intent to establish a co-marketing, retail and select distribution 
relationship with GSW Creative Corporation Inc., d/b/a dosist (“dosist”) (previously known as hmbldt), developer of 
the “dose pen”, a vaporizer that is specifically designed to deliver a precise dosage of cannabinoid formula each time. 
dosist had been recognized as a disruptor in the health industry and named by Fast Company as one of the world’s 10 
most innovative companies in the health sector in 2018. Hiku has agreed to enter into a definitive distribution and 
marketing agreement with dosist relating to the distribution by Hiku of dosist-branded devices and merchandise. 

Developments Subsequent to March 31, 2018 

ACMPR Sales License 
Effective April 6, 2018 DOJA Cannabis received an amendment to its sales license from Health Canada to include the 
sales of dried cannabis, cannabis plants and seeds.  

WeedMD Inc. Merger 
On April 19, 2018 the Company entered into a definitive agreement to merge with WeedMD Inc. (“WeedMD”) by 
way of a plan of arrangement of WeedMD under the Business Corporations Act (Ontario) (the “WeedMD 
Transaction”), pursuant to which WeedMD shareholders will receive 1.4185 Hiku Shares in exchange (the 
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“Exchange Ratio”) for each WeedMD common share held (the “WeedMD Shares”). In addition, each outstanding 
option and warrant to purchase a WeedMD Share will be exchanged for an option or warrant, as applicable, to purchase 
a Hiku Share, based upon the Exchange Ratio. Upon closing of the WeedMD Transaction, it is anticipated that the 
common shares of the pro forma resulting entity will be listed on the TSX Venture Exchange (“TSX-V”), subject to 
regulatory approvals.  

If completed, the WeedMD Transaction will combine Hiku’s portfolio of brands, marketing and cannabis retail stores 
with WeedMD’s scalable cannabis production capabilities, deep genetics library, and research and development 
initiatives. Additionally, the combination brings together four indoor and greenhouse growing facilities in Ontario and 
British Columbia, with the option for future expansion on more than 100 acres of property at the existing sites. Current 
planned capacity could exceed 56,000 kg by mid-2019 upon completion of WeedMD's 610,000 square foot 
greenhouse expansion at its 14 acre greenhouse facility in Strathroy, Ontario. 

Maïtri Acquisition 
On May 4, 2018, the Company acquired 100% of the issued and outstanding shares of Maïtri Group Inc. (“Maïtri”), 
a Quebec-based cannabis accessory and design brand (the “Maïtri Acquisition”). 

Shareholders of Maïtri received consideration on closing consisting of a cash payment of $50,000 and 111,465 Hiku 
Shares, with an additional 971,335 Hiku Shares subject to certain escrows and restrictions based on the attainment of 
certain performance milestones. 

Newfoundland & Labrador Cannabis Retail Licenses 
On May 16, 2018, the Company entered into a binding letter of intent (the “Oceanic LOI”) with Oceanic Releaf Inc. 
(“Oceanic”), a Newfoundland & Labrador-based late-stage applicant under the ACMPR. Under the terms of the 
Oceanic LOI, Hiku will invest up to $1,000,000 in cash and up to $2,000,000 worth of Hiku Shares in exchange for 
25% of the post-closing aggregate issued and outstanding shares of Oceanic on a fully-diluted basis (the “Oceanic 
Strategic Investment”). In connection with the Oceanic Strategic Investment and pursuant to the Oceanic LOI, Hiku 
and Oceanic intend to become licensed for up to five cannabis retail locations within the province, and will enter into 
a retail agreement governing the operation of these stores. The Oceanic Strategic Investment is contingent on securing 
retail licenses from the Government of Newfoundland & Labrador allowing Hiku to operate stores within 
Newfoundland & Labrador. 

Early Conversion Opportunity Offered 
On May 16, 2018, the Company offered the opportunity for eligible holders of 8% unsecured convertible debentures 
of Hiku due December 28, 2020 (the “Debentures”), whom in aggregate held $16,693,000 in principal, to elect to 
convert their Debentures during the period between May 17, 2018 and June 7, 2018 at the conversion price and in 
return receive an additional 250 Hiku Share purchase warrants (“Early Conversion Warrants”) of Hiku per $1,000 
of principal amount of Debentures converted, in addition to the Hiku Shares to be received in connection with such 
conversion.  Each Early Conversion Warrant will be exercisable into one Hiku Share until May 16, 2021 at a price of 
$1.50 per Hiku Share.  As at May 30, 2018, the outstanding principal amount of the Debentures was $4,193,000. 
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Adult Use Recreational Cannabis Market  

The Canadian government has indicated that it intends to legalize cannabis in the summer of 2018, rendering adult 
recreational use of cannabis lawful throughout Canada. Only cannabis cultivated by Licensed Producers will be lawful 
for consumption. Hiku expects that Bill C-45, an Act respecting cannabis and to amend the Controlled Drugs and 
Substances Act, the Criminal Code and other Acts (the “Cannabis Act”), will be approved by Parliament and that the 
regime over the adult-use recreation cannabis market will become law during the summer of 2018 (see “Risk 
Factors”). 

The federal government has indicated that regulation of the sale of adult-use recreational cannabis in retail 
environments will be the responsibility of the provinces and territories.  

The federal government also announced that the sale of cannabis edible products and concentrates would be authorized 
no later than 12 months following the coming into force of the proposed legislation. By that time, regulations would 
be made to address the specific risks associated with various types of products. The Company intends to dedicate 
additional resources to supply premium vape pen, edible products and beverage products into the adult-use recreation 
market as soon as lawfully permitted. The Company is reviewing the best approach to acquiring extraction grade 
cannabis to service the premium vape pen, edibles and concentrate market.   

Results of Operations 

Selected financial information 

This section provides detailed financial information and analysis about the Company’s performance for the three 
months ended March 31, 2018 compared to the three months ended March 31, 2017. The Tokyo Smoke Merger closed 
on January 30, 2018 and therefore the Company’s consolidated financial results for the three-month period ended 
March 31, 2018 include two months of Tokyo Smoke’s financial results. For the three months ended March 31, 2018, 
TS Brandco Holdings Inc. contributed a loss of $4,094,304 to the consolidated operations of the Company. The 
selected financial information set out below may not be indicative of the Company’s future performance.   

 

During the three months ended March 31, 2018, the Company incurred a net loss of $9,108,699 compared with a net 
loss of $471,588 for the three-month period ended March 31, 2017. As at March 31, 2018 the Company has an 
accumulated deficit of $16,577,298. 

  

Select Quarterly Operational Information
Three Months ended 

March 31, 2018
Three Months ended 

March 31, 2017
Revenues from sale of cannabis -$                               -$                                
Revenues from retail sales 246,143                         -$                                
Net income (loss) (9,108,699) (471,588)
Basic and diluted loss per share (0.08) (0.01)
Weighted average shares outstanding 111,932,825                  47,568,118                     

Selected Qurterly Financial Position Information March 31, 2018 December 31, 2017
Total assets 222,908,370                  22,894,071                     
Long-term liabilities (12,824,245) (12,250,863)
Working capital 25,996,899                    16,880,401                     
Inventory 1,128,342                      244,141                          
Biological assets 240,063                         118,500                          
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Revenue 

Effective April 6, 2018, DOJA Cannabis, Hiku’s wholly owned subsidiary, received an amendment to its production 
license from Health Canada to include the sales of dried cannabis, cannabis plants and seeds. As such, the Company 
had no revenues from the sale of medicinal cannabis to report for the three-month period ended March 31, 2018 
(March 31, 2017 - $nil).  The Company realized revenues from the sales of food and beverage and cannabis related 
merchandise sales from Hiku’s branded retail stores for the 2 months subsequent to the Tokyo Smoke Merger of 
$246,143 (March 31, 2017 - $nil). 

Changes in fair value of biological assets  

During the three months ended March 31, 2017 the Company recognized an unrealized gain of $395,632 (March 31, 
2017 - $nil) related to the fair value adjustment of biological assets. The biological assets are comprised of 4,168 
cannabis plants as at March 31, 2018. The Company measures biological assets consisting of cannabis plants at fair 
value less costs to sell up to the point of harvest, which becomes the basis of the cost of finished goods inventories 
subsequent to harvest.  

Cost of Sales 

For the three months ended March 31, 2018 the Company incurred $28,158 in costs related to sales of cannabis 
respectively for non-harvest related production costs (March 31, 2017 - $nil). Cultivation production costs to the point 
of harvest are capitalized to inventory and expensed upon sales of cannabis. Additionally, the Company incurred 
$202,431 in costs related to sales of retail goods for food and beverage and cannabis related merchandise sales from 
Hiku’s branded retail stores for the 2 months subsequent to the Tokyo Smoke Merger.  

Operating Expenses 

For the three months ended March 31, 2018, the Company incurred $2,678,260 in general and administrative costs 
(March 31, 2017 - $116,722). The increase in general administrative costs period over period relates to the added 
general and administrative costs related to Tokyo Smoke’s operations and higher employee headcount required to 
support the Company’s growth initiatives, which included increasing the Company’s cannabis production capacity, 
preparing for medicinal cannabis sales and scaling up for cannabis retail stores across Canada.  

For the three months ended March 31, 2018, the Company incurred $2,678,260 (March 31, 2017 - $ nil) for sales and 
marketing activity reflecting costs associated with marketing spend and development of the Company’s brands.  

The Company incurred $471,137 (March 31, 2017 - $nil) in professional and consulting fees for the three months 
ended March 31, 2018 driven primarily by in legal fees, consulting fees, and advisory services pursuant to the Tokyo 
Smoke Transaction.  

The Company’s non-cash share-based compensation expense was $3,002,613 for the three-month period ended March 
31, 2018 (March 31, 2017 - $459,228). The increase period-over-period directly correlated to the increased staffing 
and the additional replacement share-based awards issued pursuant to the Tokyo Smoke Merger required to align 
employees with the Company’s business strategy.  

Construction of Production Facilities 

For the three months ended March 31, 2018, the Company’s total capitalized expenditures included $4,436,230 for 
expenditures related to the Company’s two production facilities located in Kelowna and West Kelowna, BC. 
Construction costs for each of the facilities are recognized in assets under development until the facility has been 
approved for sales of cannabis by Health Canada. Once Health Canada approval is granted, the asset is amortized and 
considered available for use.   
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Select Financial Information – Summary of Quarterly Results 

The following table sets forth selected quarterly information for the last available quarterly financial data of the 
Company for which quarterly financial information was available: 

 

Liquidity and Capital Resources 

The Company is exposed to liquidity risk or the risk of not meeting its financial obligations as they come due. The 
company constantly monitors and manages its capital resources to assess the liquidity necessary to fund operations, 
production capacity and retail expansion. As of March 31, 2018, the Company had positive working capital of 
$25,996,899 (2017 - $16,880,401) with a cash and marketable securities balance of $29,586,833. The Company’s 
long-term liabilities as of March 31, 2018 were $12,824,245 (2017 - $12,250,863), of which $11,604,602 related to 
unsecured convertible debentures maturing on December 27, 2020.  

Management believes the Company is in a strong financial position to complete the buildout of the Company’s second 
site license, a 27,362 sq ft production facility and continue to expand Tokyo Smoke’s retail footprint nationally.  

Off Balance Sheet Arrangements 

No off-balance sheet financing arrangements exist as of the date of this commentary.  

Related Party Transactions 

Key management personnel of the Company consist of its executive management and Board of Directors (as the 
Directors are considered to have control of the Company). In addition to the salaries and fees paid to key management, 
the Company also provides compensation to both groups under its share-based compensation plans. Compensation 
expenses paid to key management personnel were as follows:  

 

Related Party Transactions  

On January 5, 2018, Koicha Partners LP purchased 1,798,562 units of the Company (then called DOJA Cannabis 
Company Limited) at a price of $1.39 per unit for a total of $2,500,001. Each such unit was comprised of one Hiku 
Share and one Hiku Share purchase warrant, each such warrant exercisable into one Hiku Share at a price of $2.10 
until January 30, 2020. Charles Brokerick, a director of the Company also holds a position as a general and limited 
partner of Koicha Partners LP.  

On February 21, 2018 the Company entered into a letter of intent with Kaya Inc. to launch a strategic alliance to pursue 
medical and adult-use cannabis branding, genetics, and retail opportunities in Jamaica and Canada. Lorne Gertner is 
a director of Kaya Inc. and a director of the Company, and Alan Gertner and Lorne Gertner are shareholders of Kaya 
Inc. 

On March 28, 2018, the Company entered into a letter of intent to establish a co-marketing, retail and select agreement 
with GSW Creative Corporation Inc., d/b/a dosist. Charles Broderick, a director of the Company, is the sole 
shareholder of Uji Capital LLC that holds convertible debt of GSW Creative Corporation Inc.  

Mar 31 Dec 31 Sept 30 June 30
Select Annual Operational Information 2018 2017 2017 2017
Revenues from sales of cannabis -                   -                   -                   -                   
Revenues from retail sales 246,143           
Net Income (Loss) after Tax (9,108,699)       (731,061)          (4,701,247)       (807,877)          
Basic & Diluted Earnings per share (0.08)                (0.01)                (0.09)                (0.02)                

 March 31, 2018  December 31, 2017 

Short-term benefits 791,300                      374,038                  
Share based awards 868,206                      411,054                  
Key Management personnel compensation 1,659,505$                 785,092$                
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Outstanding Share data 

The Company manages capital with the objective of maximizing shareholder value and ensuring that it has appropriate 
resources to foster the growth and development of the business. The Company has an unlimited number of Hiku Shares 
authorized for issuance, of which, as at May 30, 2018, there are 152,924,075 shares outstanding. 

The Company has a stock option plan and RSU plan, pursuant to which options and restricted share units (“RSUs”) 
to purchase Hiku Shares are granted to officers, employees, consultants and other personnel of the Company. The 
number of stock options and RSUs granted, vesting period and contractual life of the options and RSUs under these 
arrangements shall be determined from time to time by the Board and in compliance with applicable laws and stock 
exchange policies. The exercise price of each option shall be determined by the Board based on the fair market value 
of the Hiku Shares on the date of grant as estimated in accordance with a valuation model approved by the Board.  

The Company’s outstanding share data as at May 30, 2018 is as follows: 

   

Dividends 

The Company has not declared or paid any dividends and does not intend to do so in the near future.  

New Accounting Standards and interpretations not yet adopted 

A number of new standards and amendments to standards and interpretations have been released and have not been 
applied in preparing the Company’s condensed interim financial statements as at March 31, 2018, as set out below: 

• IFRS 9, Financial Instruments, addresses the classification, measurement and recognition of financial assets 
and financial liabilities. The complete version of IFRS 9 was issued in July 2014. It replaces the guidance in 
IAS 39 that relates to the classification and measurement of financial instruments. IFRS 9 retains but 
simplifies the mixed measurement model and establishes three primary measurement categories for financial 
assets: amortized cost, fair value through other comprehensive income (OCI) and fair value through profit or 
loss. The basis of classification depends on the entity’s business model and the contractual cash flow 
characteristics of the financial asset. Investments in equity instruments are required to be measured at fair 
value through profit or loss with the irrevocable option at inception to present changes in fair value in OCI 
not recycling. There is now a new expected credit losses model that replaces the incurred loss impairment 
model used in IAS 39. For financial liabilities, there were no changes to classification and measurement 
except for the recognition of changes in own credit risk in other comprehensive income, for liabilities 
designated at fair value through profit or loss. The standard is effective for accounting periods beginning on 
or after January 1, 2018. Early adoption is permitted.  
 

• IFRS 15, Revenue from Contracts with Customers, deals with revenue recognition and establishes principles 
for reporting useful information to users of financial statements about the nature, amount, timing and 
uncertainty of revenue and cash flows arising from an entity’s contracts with customers. Revenue is 

 Shares  WA Ex 
Price 

 Potential proceeds 
from Exercise 

 WA Term 
Remaining  - Years 

Common Shares 152,924,074        As at May 30, 2018

Dilutive Securities
     Warrants 23,699,802          $1.46 $34,552,620 1.77                          
     RSUs 1,524,667            n/a $0 1.32                          
     Stock Options 10,954,223          $0.33 $3,663,817 3.86                          
     Performance Warrants 7,403,999            $0.04 $322,043 1.52                          
Dilutive Securities 43,582,691          $38,538,480
Subtotal 196,506,765        

Outstanding Convertible Debentures 3,381,452            $1.24
Total Fully diluted 199,888,217        



 10 
 

recognized when a customer obtains control of goods or services and thus has the ability to direct the use and 
obtain the benefits from the goods or services. The standard replaces IAS 18, Revenue, and IAS 11, 
Construction Contracts, and related interpretations. The standard is effective for annual periods beginning on 
or after January 1, 2018 and earlier application is permitted.  

• In January 2016, the IASB issued IFRS 16, Leases, which will replace IAS 17, Leases. Under IFRS 16, a 
contract is, or contains, a lease if the contract conveys the right to control the use of an identified asset for a 
period of time in exchange for consideration. Under IAS 17, lessees were required to make a distinction 
between a finance lease and an operating lease. IFRS 16 now requires lessees to recognize a lease liability 
reflecting future lease payments and a right-of-use asset for virtually all lease contracts. There is an optional 
exemption for certain short-term leases and leases of low value assets; however, this exemption can only be 
applied by lessees. The standard is effective for annual periods beginning on or after January 1, 2019, with 
earlier application if IFRS 15 is also applied.  

 

The Company has yet to assess the impact of these standards. Other accounting standards or amendments to existing 
accounting standards that have been issued, but have future effective dates, are either not applicable or are not expected 
to have a significant impact on the Company’s financial statements. 

Critical Accounting Estimates 

The preparation of the Financial Statements in conformity with IFRS requires management to make judgments, 
estimates and assumptions that affect the reported amounts of assets, liabilities and contingent liabilities at the date of 
the Financial Statements and reported amounts of revenues and expenses during the reporting period. Estimates and 
assumptions are continuously evaluated and are based on management’s experience and other factors, including 
expectations of future events that are believed to be reasonable under the circumstances. However, actual outcomes 
can differ from these estimates.  

Significant assumptions about the future and other sources of estimation uncertainty that management has made at the 
statements of financial position date, could result in a material adjustment to the carry amounts of assets or liabilities. 
In the event that actual results differ from the assumptions made, relate to, but are not limited to the following:  

Biological Assets 

Management is required to make a number of estimates in calculating the fair value of biological assets and harvested 
cannabis inventory. These estimates include a number of assumptions such as estimating the stage of completion, 
harvesting costs, sales prices and expected yields of cannabis plants. 

The Company measures biological assets consisting of cannabis plants at fair value less costs to sell up to the point of 
harvest, which becomes the basis of the cost of finished goods inventories subsequent to harvest. Unrealized gains or 
losses arising from changes in fair value less cost to sell during the year are included in the results of operations of the 
related year.  

Fair Value of Stock Options, Performance Warrants, Warrants and Restricted Share Units 

Determining the fair value of stock options on the grant date, including performance based warrants, requires 
judgement related to the choice of a pricing model, the estimation of stock price volatility and the expected term of 
the underlying instruments. Any changes in the estimates or inputs utilized to determine fair value could result in a 
significant impact on the Company’s reported operating results, liabilities or components’ equity.  The key estimates 
used by management are the stock price volatility, expected life of the options, share price, rate of forfeiture and 
expected timing of performance criteria.  
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Convertible Debt 

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

Income Taxes 

Provisions for taxes are made using the best estimate of the amount expected to be paid based on a qualitative 
assessment of all relevant factors. The Company reviews the adequacy of these provisions at the end of the reporting 
period. However, it is possible that at some future date an additional liability could result from audits by taxing 
authorities. Where the final outcome of these tax‑related matters is different from the amounts that were initially 
recorded, such differences will affect the tax provisions in the period in which such determination is made. 

Depreciation and Amortization 

Depreciation and amortization of property, plant and equipment and intangible assets are 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. 

Risk Factors 

Management of Hiku defines risk as the evaluation of probability that an event might happen in the future that could 
negatively affect the financial condition and/or results of operations of Hiku. The following section describes specific 
and general risks that could affect Hiku. The following descriptions of risk do not include all possible risks as there 
may be other risks of which management is currently unaware. Moreover, the likelihood that a risk will occur or the 
nature and extent of its consequences if it does occur, is not possible to predict with certainty, and the actual effect of 
any risk or its consequences on the business could be materially different from those described below and elsewhere 
in this document. 

Reliance on the Hiku License 

Hiku's ability to grow, ship, possess and sell medical cannabis in Canada through DOJA is dependent on its ability to 
remain in good standing as a Licensed Producer. Failure to maintain or comply with the requirements of the Hiku 
License would have a material adverse impact on the business, financial condition and operating results of Hiku. The 
Hiku License expires on June 16, 2020. There can be no guarantee that Health Canada will extend or renew the Hiku 
License beyond its expiry date, or, if it is extended or renewed, that it will be extended or renewed on the same or 
similar terms, or other terms that may be acceptable to Hiku or at all. Should Health Canada not extend or renew the 
Hiku License or should it renew such license on alternate terms, the business, financial condition and results of the 
operation of Hiku could be materially adversely affected. 

In addition, Hiku, through its subsidiaries, will, as the need arises, apply for additional licenses or extensions of its 
existing Hiku License, such as the above-noted application to Health Canada. However, the ability of Hiku to obtain, 
sustain or renew any such licenses on acceptable terms is subject to changes in regulations and policies and at the 
discretion of the applicable authorities. Any loss of interest in any such required license, or the failure of any 
governmental authority to issue or renew such licenses upon acceptable terms, could have a material adverse impact 
on the business, financial condition and results of the operation of Hiku. 



 12 
 

Dried Marijuana is Not an Approved Drug or Medicine 

Dried marijuana is not an approved drug or medicine in Canada. The Government of Canada does not endorse the use 
of marijuana, but the courts have required reasonable access to a legal source of marijuana when authorized by a 
healthcare practitioner. 

Adult Use of Recreational Cannabis is not yet Legal 

Hiku's business strategy is focused on a robust market of adult recreational consumption of cannabis through its 
experiential retail stores along with a professional and diverse series of products, many of which will be cultivated 
through its grow facilities. Recreational cannabis is not yet approved by the Federal Government, however the 
Cannabis Act, which would allow for recreational cannabis consumption, is currently before the Canadian Senate for 
review. The provincial and municipal governments have been given explicit authority by the Federal Government to 
provide regulations regarding retail and distribution. The Federal Government has said the Cannabis Act is to come 
into effect 6-8 weeks following Royal Assent. The ACMPR will continue to operate in tandem with the recreational 
regime, and will be re-evaluated within five years of the Cannabis Act coming into force.  

The proposed Cannabis Act is not yet in force, and the regulations to the Cannabis Act have not yet been published. 
There can be no assurance that the legalization of recreational cannabis by the Canadian Federal Government will 
occur on the terms in the proposed Cannabis Act or at all, and the legislative framework pertaining to the Canadian 
recreational cannabis market is uncertain. If the recreational market is not made available, then it would have a material 
and adverse impact on Hiku's business, operations and financial condition. 

Provincial Legislation for Licensing and Retailing of Cannabis Varies 

Hiku continues to pursue the creation of immersive retail experiences in legal jurisdictions across Canada. Each 
province and territory will have different rules for the establishment and licensing of retail outlets as well as different 
conditions on what can be sold. Success for Hiku will be dependent on obtaining licenses and favourable conditions 
for the retail locations.  

The governments of British Columbia, Alberta, Manitoba, Ontario, Québec and New Brunswick have made varying 
announcements on the proposed regulatory regimes for the distribution and sale of cannabis for recreational purposes. 
There is no guarantee that provincial legislation regulating the distribution and sale of cannabis for recreational 
purposes will be enacted according to the terms announced by such provinces, or at all, or that any such legislation, if 
enacted, will create the growth opportunities that the Company currently anticipates. 

Licensing Requirements Under the ACMPR 

The market for cannabis (including medical marijuana) in Canada is regulated by the CDSA, the ACMPR, the Narcotic 
Control Regulations (Canada), and other applicable law. Health Canada is the primary regulator of the industry as a 
whole. The ACMPR aims to treat cannabis like any other narcotic used for medical purposes by creating conditions 
for a commercial industry that is responsible for its production and distribution. 

Any applicant seeking to become a Licensed Producer under the ACMPR is subject to a stringent six stage licensing 
process and applicants and Licensed Producers are required to demonstrate compliance with regulatory requirements, 
such as quality control standards, record-keeping of all activities as well as inventories of marijuana, and physical 
security measures to protect against potential diversion. Licensed Producers are also required to employ qualified 
quality assurance personnel who ultimately approve the quality of the product prior to making it available for sale. 
This approval process includes testing (and validation of testing) for microbial and chemical contaminants to ensure 
that they are within established tolerance limits for herbal medicines for human consumption as required under the 
Food and Drugs Act (Canada), and determining the percentage by weight of the two active ingredients of marijuana, 
THC and CBD. 
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Regulatory Risks 

The proposed activities of Hiku will be subject to regulation by governmental authorities, particularly Health Canada's 
Office of Controlled Substances. Hiku's business objectives are contingent upon, in part, compliance with regulatory 
requirements enacted by these governmental authorities and obtaining all regulatory approvals, where necessary, for 
the sale of its products. Hiku cannot predict the time required to secure all appropriate regulatory approvals for its 
products, or the extent of testing and documentation that may be required by governmental authorities. Any delays in 
obtaining, or failure to obtain, regulatory approvals would significantly delay the development of markets and 
products and could have a material adverse effect on the business, results of operations and financial condition of 
Hiku. 

Furthermore, no assurance can be given that new rules and regulations will not be enacted or that existing rules and 
regulations will not be applied in a manner which could limit or curtail Hiku's ability to produce or sell medical 
marijuana. Amendments to current laws and regulations governing the importation, distribution, transportation and/or 
production of medical marijuana, or more stringent implementation thereof could have a substantial adverse impact 
on Hiku. 

Environmental Regulations and Risks 

Hiku's License is subject to environmental regulation. These regulations mandate, among other things, the 
maintenance of air and water quality standards and land reclamation. They also set forth limitations on the generation, 
transportation, storage and disposal of solid and hazardous waste. Environmental legislation is evolving in a manner 
which will require stricter standards and enforcement, increased fines and penalties for non-compliance, more 
stringent environmental assessments of proposed projects and a heightened degree of responsibility for companies 
and their officers, directors and employees. There is no assurance that future changes in environmental regulation, if 
any, will not adversely affect Hiku's operations. 

Government approvals and permits are currently, and may in the future, be required in connection with Hiku's 
operations. To the extent such approvals are required and not obtained, Hiku may be curtailed or prohibited from its 
proposed production of medical marijuana or from proceeding with the development of its operations as currently 
proposed. 

Failure to comply with applicable laws, regulations and permitting requirements may result in enforcement actions 
thereunder, including orders issued by regulatory or judicial authorities causing operations to cease or be curtailed, 
and may include corrective measures requiring capital expenditures, installation of additional equipment, or remedial 
actions. Hiku may be required to compensate those suffering loss or damage by reason of its operations and may have 
civil or criminal fines or penalties imposed for violations of applicable laws or regulations. 

Amendments to current laws, regulations and permits governing the production of medical marijuana, or more 
stringent implementation thereof, could have a material adverse impact on Hiku and cause increases in expenses, 
capital expenditures or production costs or reduction in levels of production or require abandonment or delays in 
development. 

Change in Laws, Regulations and Guidelines  

Hiku's operations are subject to various laws, regulations and guidelines relating to the manufacture, management, 
transportation, storage and disposal of medical marijuana, as well as being subject to laws and regulations relating to 
health and safety, the conduct of operations and the protection of the environment. Hiku's West Kelowna Facility is 
subject to routine inspections and any noted deficiencies will need to be corrected in a timely manner.  

The Liberal Government created a Task Force to seek input on the design of a new system to legalize, strictly regulate 
and restrict access to marijuana. The Task Force completed its review in a report dated November 30, 2016 which 
outlines their 25 recommendations. On April 13, 2017, the Federal Government announced the Cannabis Act, which, 
if passed, would legalize the production and sale of cannabis. It is currently expected that the Cannabis Act will be 



 14 
 

granted Royal Assent in June 2018, however there is no assurance that the legalization of cannabis will occur as 
anticipated or at all.  

The legislative framework pertaining to the Canadian recreational cannabis market will be subject to significant 
provincial and territorial regulation, which may vary across provinces and territories and result in an asymmetric 
regulatory and market environment, different competitive pressures and significant additional compliance and other 
costs and/or limitations on Hiku's ability to participate in such market. While the impact of any new legislative 
framework for the regulation of the Canadian recreational cannabis market is uncertain, any of the foregoing could 
significantly adversely affect the business, financial condition and results of operations of Hiku. 

Constraints on Marketing 

The development of the Company’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 Canada limits 
companies’ abilities to compete for market share. If the Company 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 Company’s sales and results of operations could be adversely 
affected. 

Additional Financing 

The continued execution of Hiku's growth strategy is dependent in part on the expansion of operations, including 
without limitation, retail expansion and the build-out of the FUTURE LAB. There can be no assurance that the costs 
of such undertakings will not exceed those currently estimated by Hiku, or that Hiku will have sufficient resources to 
complete such expansions and related operations as currently proposed or at all. Hiku may need additional financing 
due to future acquisitions, changes in its business plan or failure of its business plan to succeed. Hiku's actual funding 
requirements could vary materially from current estimates. Given the sensitivity of capital markets worldwide, there 
is a risk that Hiku may not be able to obtain additional equity or debt financing on favorable terms or at all. While 
management believes that Hiku possesses sufficient cash resources, access to capital markets and other liquidity 
sources to execute Hiku's business plan, an inability to access financing at a reasonable cost could affect its ability to 
grow. In addition, in instances where Hiku issues equity, such issuance will result in the then-existing shareholders of 
Hiku sustaining dilution to their relative proportion of the equity in Hiku. If Hiku fails to obtain any necessary 
financing on a timely basis, its ability to execute its current business plan may be limited, and its business could be 
adversely affected. As a result, Hiku could default on its commitments to creditors or others and may have to seek a 
purchaser for its business or assets.  

Limited Operating History 

While Hiku completed the SG Spirit Amalgamation in 2017, it has yet to generate sufficient revenues to offset its 
expenses. Hiku is therefore subject to many of the risks common to early-stage enterprises, including under-
capitalization, cash shortages, limitations with respect to personnel, financial, and other resources and lack of 
revenues. There is no assurance that Hiku will be successful in achieving a return on shareholders' investment and the 
likelihood of success must be considered in light of the early stage of operations. 

History of Losses 

Hiku has incurred losses in recent periods. Hiku may not be able to achieve or maintain profitability and may continue 
to incur significant losses in the future. In addition, Hiku expects to continue to increase operating expenses as it 
implements initiatives to continue to grow its business. If Hiku's revenues do not increase to offset these expected 
increases in costs and operating expenses, it will not be profitable. 

Reliance on Facilities 

To date, Hiku's activities and resources have been primarily focused on the West Kelowna Facility. Adverse changes 
or developments affecting the West Kelowna Facility could have a material and adverse effect on Hiku's business, 
financial condition and prospects. Similarly, Hiku expects that the build-out of the FUTURE LAB facility will be 
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completed in August 2018, however, delays in the build-out could have a material and adverse effect on the business 
and financial condition of Hiku due to additional cost and/or loss of sales due to the inability to access timely supply 
from this facility. 

Hiku's West Kelowna Facility must comply with the physical security requirements prescribed by the ACMPR in 
order for Hiku to maintain its Hiku License. While Hiku is currently in compliance with such security requirements, 
there is no guarantee that Hiku will be in a financial position to meet any amended security requirements prescribed 
by the ACMPR and any lack of compliance could result in Hiku losing its Hiku License.  

Reliance on Management and Key Personnel  

Hiku depends on key personnel to operate its business, and if Hiku is unable to retain, attract and integrate qualified 
personnel, its ability to develop and successfully grow the business could be harmed. Hiku's success depends largely 
upon the continued services of its executive officers and other key employees who have specialized knowledge 
regarding the industry in which Hiku operates. If Hiku loses the services of one or more of these employees, or fails 
to attract qualified replacement personnel, it could harm Hiku's business and future prospects. In addition, from time 
to time, there may be changes in the executive management team resulting from the hiring or departure of executives, 
which could disrupt business. Hiku's success is also highly dependent on its continuing ability to identify, hire, train, 
retain and motivate highly qualified personnel who have specialized knowledge regarding the industry in which Hiku 
operates.  

Competition for highly skilled management, marketing, sales and other employees is high in the industry in which 
Hiku operates, and Hiku may not be successful in attracting and retaining such personnel. Failure to attract and retain 
qualified executive officers and other key employees could have a material adverse effect on Hiku's business, 
prospects, financial condition, results of operations and cash flows. 

Risks of Retail Store Operations 
 
Growth of Hiku's retail network depends, among other things, on Hiku's ability to secure desirable locations on terms 
acceptable to Hiku. Hiku faces competition for retail locations from its competitors and from operators of other 
businesses. The success of many retail locations is significantly influenced by  
location. There can be no assurance that Hiku's current retail locations will continue to be  
attractive, or that additional retail storefronts can be located and secured as demographic and traffic patterns change. 
Also, there is no guarantee that the property leases in respect of prospective retail locations can be established on terms 
acceptable to Hiku, or at all, and that property leases in respect of existing retail locations will be renewed or that 
suitable alternative locations will be obtained and, in such event, retail locations could be closed. It is possible that the 
current locations or economic conditions where retail locations are currently located could decline in the future, 
resulting in reduced sales in those locations. There is no assurance that future sites will produce the same results as 
past sites. 
 
Risks Inherent in an Agricultural Business 

Hiku's business involves the growing of medical marijuana, 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 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. 

Reliance on Key Inputs  

Hiku's business is dependent on a number of key inputs and their related costs, including raw materials and supplies 
related to its growing operations, as well as electricity, water and other utilities. Any significant interruption or 
negative change in the availability or economics of the supply chain, including price volatility, for key inputs could 
materially impact the financial condition and operating results of Hiku. Any inability to secure required supplies and 
services or to do so on appropriate terms could have a materially adverse impact on the business, financial condition 
and operating results of Hiku.  
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Hiku's retail business is also dependent, in part, on Hiku's ability to anticipate and react to changes in supply costs of 
its products, including cannabis and cannabis-related products. Volatility in connection with these supply costs could 
impact Hiku's revenues, costs and margins. If supply costs rise, Hiku's storefronts may experience reduced sales due 
to decreased consumer demand at retail prices that have been raised to offset increased supply costs, which may 
reduce retail profitability. Similarly, if there is a supply shortage of cannabis or cannabis-related products, including 
upon the legalization of the adult recreational market, it could negatively impact Hiku's results of operations. 

Brand Risks 

Hiku's success is reliant on, among other things, the value of Hiku's brands, and the failure to preserve their value 
and relevance could have a negative impact on Hiku's results of operations. To be successful in the future, Hiku must 
preserve, enhance and leverage the value of Hiku's brands. Brand value is based in part on consumer tastes, 
preferences and perceptions on a variety of factors, including the quality of Hiku's products and business practices. 
Consumer acceptance of Hiku's products may be influenced by or subject to change for a variety of reasons. For 
example, adverse publicity associated with Hiku's products or business practices may drive popular opinion against 
Hiku's brands, which may impact the demand for Hiku's products. If we are unsuccessful in addressing any such 
adverse perceptions, Hiku's brands and results of operations may suffer. 

Insurance and Uninsured Risks 

Hiku'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 Hiku maintains and 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. Hiku 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 Hiku is not 
generally available on acceptable terms. Hiku might also become subject to liability for pollution or other hazards 
which may not be insured against or which Hiku may elect not to insure against because of premium costs or other 
reasons. Losses from these events may cause Hiku to incur significant costs that could have a material adverse effect 
upon its financial performance and results of operations. 

Hiku is an Entrant Engaging in a New Industry 

The medical marijuana industry is fairly new. There can be no assurance that an active and liquid market for shares 
of Hiku will develop and shareholders may find it difficult to resell their shares. Accordingly, no assurance can be 
given that Hiku will be successful in the long term. 

Dependence on Suppliers and Skilled Labour 

The ability of Hiku 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 Hiku 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 Hiku. 

Intellectual Property Risks 

The Company may have certain proprietary intellectual property, including but not limited to brands, trademarks, 
trade names, patents and proprietary processes. The Company will rely on this intellectual property, know-how and 
other proprietary information, and require certain employees, consultants and suppliers to sign confidentiality 
agreements. However, these confidentiality agreements may be breached, and the Company may not have adequate 
remedies for such breaches. Third parties may independently develop substantially equivalent proprietary information 
without infringing upon any proprietary technology. Third parties may otherwise gain access to the Company’s 
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proprietary information and adopt it in a competitive manner. Any loss of intellectual property protection may have 
a material adverse effect on the Company’s business, results of operations or prospects. 

Risks Inherent in the Acquisition of Acquired Companies and Brands 

As part of Hiku's overall business strategy, Hiku has and may continue to pursue select strategic acquisitions to 
acquire technologies, businesses, brands or assets that are complementary to its business and/or enter into strategic 
alliances in order to leverage its position in the medical and recreational cannabis markets. While Hiku conducts 
substantial due diligence in connection with such acquisitions, and plans to continue to do so in the future, there are 
risks inherent in any acquisition. Specifically, there could be unknown or undisclosed risks or liabilities of such 
companies for which Hiku is not sufficiently indemnified. Any such unknown or undisclosed risks or liabilities could 
materially and adversely affect Hiku's financial performance and results of operations. Hiku currently anticipates that 
its historical acquisitions will be accretive; however, this expectation may materially change. Hiku could encounter 
additional transaction and integration related costs or other factors such as the failure to realize all of the benefits 
from the acquisitions. All of these factors could cause dilution to Hiku's earnings per share or decrease or delay the 
anticipated accretive effect of the acquisition and cause a decrease in the market price of the Hiku Shares.  

Future acquisitions may expose it to potential risks, including risks associated with: (a) the integration of new 
operations, services and personnel; (b) unforeseen or hidden liabilities; (c) the diversion of resources from Hiku's 
existing business and technology; (d) potential inability to generate sufficient revenue to offset new costs; (e) the 
expenses of acquisitions; or (f) the potential loss of or harm to relationships with both employees and existing users 
resulting from its integration of new security measures could misappropriate proprietary information or cause 
interruptions in its operations. Hiku may be required to expend capital and other resources to protect against such 
security breaches or to alleviate problems caused by such breaches. 

Integrating Acquired Companies and Brands  

The success of the acquisition of acquired companies and brands will depend, in part, on the ability of Hiku to realize 
the anticipated benefits and synergies from integrating those companies and brands into the businesses of Hiku. Hiku 
may not be able to successfully integrate and combine the operations, personnel and technology infrastructure of 
acquired companies with its existing operations. If integration is not managed successfully by Hiku's management, 
Hiku may experience interruptions in its business activities, deterioration in its employee and customer relationships, 
increased costs of integration and harm to its reputation, all of which could have a material adverse effect on Hiku's 
business, financial condition and results of operations. Hiku may experience difficulties in combining corporate 
cultures, maintaining employee morale and retaining key employees. The integration of acquired companies may also 
impose substantial demands on Hiku's management. There is no assurance that these acquisitions will be successfully 
integrated in a timely manner. The challenges involved in Hiku's integration of acquired companies and brands may 
include, among other things, the following: (a) the necessity of coordinating both geographically disparate and 
geographically overlapping organizations; (b) retaining key personnel, including addressing the uncertainties of key 
employees regarding their future; (c) integrating acquired companies into Hiku's accounting system and adjusting 
Hiku's internal control environment to cover the operations of such acquired companies; (d) integration of information 
technology systems and resources; (e) performance shortfalls relative to expectations at one or both of the businesses 
as a result of the diversion of management's attention to the integration of such acquired companies; and (f) unplanned 
costs required to integrate acquired companies with Hiku's existing business.  

Competition 

Hiku has been successful in securing the Hiku License, but Hiku faces and will continue to face intense competition 
from other companies, some of which have longer operating histories and more financial resources and manufacturing 
and marketing experience than Hiku. Increased competition by larger and better financed competitors could 
materially and adversely affect the proposed business, financial condition and results of operations of Hiku. In 
addition, the government has only issued to date a small number of licenses under the ACMPR to produce and sell 
medical marijuana. There are, however, several hundred applicants for licenses. The number of licenses granted could 
have an impact on the operations of Hiku. Because of the early stage of the industry in which Hiku operates, Hiku 
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expects to face additional competition from new entrants. If the number of users of medical marijuana in Canada 
increases, the demand for products is expected increase and Hiku expects that competition will become more intense, 
as current and future competitors begin to offer an increasing number of diversified products. To remain competitive, 
Hiku will require a continued high level of investment in research and development, marketing, sales and client 
support. Hiku 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 operations of Hiku. 

Dividends are Discretionary 

Hiku is not obligated to pay dividends on its shares. The payment of dividends is at the sole discretion of Hiku's 
Board of Directors and as at the date hereof, Hiku has not paid dividends. In addition, in the future, should Hiku 
obtain credit facilities to finance its operations, such credit facilities may restrict its ability to pay dividends, and thus 
Hiku's ability to pay dividends on its shares will depend on, among other things, its level of indebtedness at the time 
of the proposed dividend and whether it is in compliance with such facilities. Any reduction or elimination of 
dividends could cause the market price of the Hiku Shares to decline and could further cause the Hiku Shares to 
become less liquid, which may result in losses to shareholders. 

Difficulty to Forecast 

Hiku 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 medical marijuana industry in Canada. 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 Hiku. 

Management of Growth 

Hiku may be subject to growth-related risks including capacity constraints and pressure on its internal systems and 
controls. The ability of Hiku 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 Hiku to deal 
with this growth may have a material adverse effect on Hiku's business, financial condition, results of operations and 
prospects. 

Internal Controls 

Effective internal controls are necessary for Hiku to provide reliable financial reports and to help prevent fraud. 
Although Hiku 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 Hiku under Canadian securities 
law, Hiku cannot be certain that such measures will ensure that Hiku 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 Hiku's results of operations or cause it to fail to meet its reporting obligations. If Hiku 
or its auditors discover a material weakness, the disclosure of that fact, even if quickly remedied, could reduce the 
market's confidence in Hiku's consolidated financial statements and materially adversely affect the trading price of 
Hiku shares. 

Price Volatility and Liquidity 

There can be no assurance that an active market for Hiku's securities will be sustained. Securities in certain industries 
have experienced substantial volatility in the past, often based on factors unrelated to the financial performance or 
prospects of the companies involved. These factors include global economic developments and market perceptions 
of the attractiveness of certain industries. There can be no assurance that continuing fluctuations in price will not 
occur. Those fluctuations could be based on various factors in addition to those otherwise described in this document, 
which could result in the market price of the securities of Hiku at any given point potentially not accurately reflecting 
the long term value of Hiku. A decline in the value of Hiku Shares could cause investors to lose some or all of their 
investment and may adversely impact Hiku's ability to attract and retain employees and raise capital. In addition, 
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shareholders may initiate securities class action lawsuits if the market price of Hiku Shares drops significantly, which 
may cause us to incur substantial costs and could divert the time and attention of Hiku's management. 

Litigation 

Hiku 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 Hiku becomes involved be determined against Hiku such a decision could 
adversely affect Hiku's ability to continue operating and the market price for Hiku Shares and could use significant 
resources. Even if Hiku is involved in litigation and wins, litigation can redirect significant Hiku's resources. 

Potential Conflicts of Interest 

Certain of the directors and officers of Hiku also serve as directors and/or officers of other companies involved in the 
industries in which Hiku operates, and consequently there exists the possibility for such directors and officers to be 
in a position of conflict. Any decision made by any of such directors and officers will be made in accordance with 
their duties and obligations to deal fairly and in good faith with a view to the best interests of Hiku and its 
shareholders. In addition, each director is required to declare and refrain from voting on any matter in which such 
director may have a conflict of interest in accordance with the procedures set forth in the BCBCA and other applicable 
laws.  

Unfavourable Publicity or Consumer Perception 

Management of Hiku believes the medical marijuana industry is highly dependent upon consumer perception 
regarding the safety, efficacy and quality of the medical marijuana produced. Consumer perception of Hiku's products 
may be significantly influenced by scientific research or findings, regulatory investigations, litigation, media attention 
and other publicity regarding the consumption of medical marijuana 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 medical marijuana 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 Hiku's products and the business, results of operations, financial condition and cash 
flows of Hiku. Hiku'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 Hiku, the demand for Hiku's products, and the business, results of operations, 
financial condition and cash flows of Hiku. Further, adverse publicity reports or other media attention regarding the 
safety, efficacy and quality of medical marijuana in general, or Hiku's products specifically, or associating the 
consumption of medical marijuana 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. 

Product Liability 

Hiku faces an inherent risk of exposure to product liability claims as a distributor of products designed to be ingested 
by humans, regulatory action and litigation if its products are alleged to have caused significant loss or injury. In 
addition, the sale of Hiku'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 
Hiku's products alone or in combination with other medications or substances could occur. Hiku may be subject to 
various product liability claims, including, among others, that Hiku's products caused injury or illness, 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 Hiku could result in increased costs, could 
adversely affect Hiku's reputation with its clients and consumers generally, and could have a material adverse effect 
on the results of operations and financial condition of Hiku. There can be no assurances that Hiku will be able to 
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 
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sufficient insurance coverage on reasonable terms or to otherwise protect against potential product liability claims 
could prevent or inhibit the commercialization of Hiku'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 Hiku's products are 
recalled due to an alleged product defect or for any other reason, Hiku could be required to incur the unexpected 
expense of the recall and any legal proceedings that might arise in connection with the recall. Hiku 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 Hiku 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 Hiku's significant 
brands were subject to recall, the image of that brand and Hiku could be harmed. A recall for any of the foregoing 
reasons could lead to decreased demand for Hiku's products and could have a material adverse effect on the results 
of operations and financial condition of Hiku. Additionally, product recalls may lead to increased scrutiny of Hiku's 
operations by Health Canada or other regulatory agencies, requiring further management attention and potential legal 
fees and other expenses. 

Dependence on Corporate Culture 

Hiku believes that a critical component of its success is its corporate culture, which Hiku believes fosters innovation, 
encourages teamwork, cultivates creativity and promotes focus on execution. Hiku has invested substantial time, 
energy and resources in building a highly collaborative team that works together effectively in an environment 
designed to promote openness, honesty, mutual respect and pursuit of common goals. As Hiku continues to develop 
the infrastructure of a public company and grow, it may find it difficult to maintain these valuable aspects of its 
corporate culture. Any failure to preserve Hiku's culture could negatively impact its future success, including its 
ability to attract and retain employees, encourage innovation and teamwork and effectively focus on and pursue its 
corporate objectives.  

Future Sales of Hiku Shares by Hiku 

Hiku may issue additional Hiku Shares in the future, which may dilute a shareholder's holdings in Hiku. Hiku's articles 
permit the issuance of an unlimited number of Hiku Shares and shareholders will have no pre-emptive rights in 
connection with such further issuances. Hiku's Board of Directors has the discretion to determine the terms of issue 
of further issuances of Hiku Shares. Also, additional Hiku Shares may be issued by Hiku upon the exercise of Hiku 
Share purchase warrants, compensation options, broker warrants, Options and the redemption of Hiku RSUs. 

Securities or Industry Research and Reports 

The trading market for the Hiku Shares could be influenced by the research and reports that industry or securities 
analysts publish about Hiku. If one or more of these analysts cease coverage or fail to regularly publish reports, Hiku 
could lose visibility in the financial markets, which in turn could cause the trading price or volume of the Hiku Shares 
to decline. Moreover, if one or more of the analysts downgrade Hiku or its shares or if Hiku's operating results do not 
meet their expectations, the trading price of the Hiku Shares could decline.  

Legal and Accounting Requirements  

As a publicly-listed company, Hiku is subject to numerous legal and accounting requirements that do not apply to 
private companies. The cost of compliance with many of these requirements is material. Failure to comply with these 
requirements can have numerous adverse consequences including, but not limited to, Hiku's inability to file required 
periodic reports on a timely basis, loss of market confidence, delisting of its securities and/or governmental or private 
actions against Hiku. There can be no assurance that Hiku will be able to comply with all of these requirements or 
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that the cost of such compliance will not prove to be a substantial competitive disadvantage vis-à-vis privately-held 
and larger public competitors. 

Accounting Policies and Internal Controls 

Hiku prepares its financial reports in accordance with International Financial Reporting Standards. In preparation of 
its financial reports, management may need to rely upon assumptions, make estimates or use their best judgment in 
determining the financial condition of Hiku. Significant accounting policies are described in more detail in Hiku's 
audited financial statements. In order to have a reasonable level of assurance that financial transactions are properly 
authorized, assets are safeguarded against unauthorized or improper use, and transactions are properly recorded and 
reported, Hiku has implemented and continues to analyze its internal control systems for financial reporting. Although 
Hiku believes its financial reporting and financial statements are prepared with reasonable safeguards to ensure 
reliability, Hiku cannot provide absolute assurance in this regard.  

 

 


