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TILT HOLDINGS, INC.  
MANAGEMENT’S DISCUSSION AND ANALYSIS OF THE  

CONSOLIDATED FINANCIAL RESULTS FOR 
THE PERIOD FROM INCEPTION THROUGH SEPTEMBER 30, 2018 AND  

THREE MONTHS ENDED SEPTEMBER 30, 2018 
Background 

This management’s discussion and analysis of financial condition and results of operations (the 
“MD&A”) for TILT Holdings, Inc. (“TILT” or the “Company”) is prepared as of December 7, 2018 
and is intended to assist in the understanding and assessment of trends and significant changes 
in the results of operations and financial condition of the Company. As such, it should be read in 
conjunction with the unaudited condensed interim consolidated financial statements for the period 
from inception to September 30, 2018 and for the three months ended September 30, 2018 which 
were prepared in accordance with the International Financial Reporting Standards (“IFRS”). 

All dollar figures included therein and in the following MD&A are quoted in United States dollars.  

Forward-Looking Statements 

This MD&A contains certain information that may constitute “forward-looking information” and 
“forward-looking statements” (collectively, “forward-looking statements”) which are based upon 
the Company’s current internal expectations, estimates, projections, assumptions and beliefs. 
Such statements can be identified using forward-looking terminology such as "expect," “likely”, 
“may”, “will”, “should”, “intend”, “anticipate”, “potential”, “proposed”, “estimate” and other similar 
words, including negative and grammatical variations thereof, or statements that certain events 
or conditions “may” or “will” happen, or by discussions of strategy. Forward-looking statements 
include estimates, plans, expectations, opinions, forecasts, projections, targets, guidance, or 
other statements that are not statements of fact. The forward-looking statements included in this 
MD&A are made only as of the date of the Company’s financial statements for the period from 
inception to September 30, 2018 and for the three months ended September 30, 2018. 

Although the Company believes that the expectations reflected in such forward-looking 
statements are reasonable, it can give no assurance that such expectations will prove to have 
been correct. The Company’s forward-looking statements are expressly qualified in their entirety 
by this cautionary statement. Without limiting the foregoing, statements regarding the Company’s 
objectives, plans and goals, including future operating results and economic performance may 
refer to or involve forward-looking statements. Many factors could cause actual events, 
performance or results to differ materially from what is projected in the forward-looking 
statements. See “Risk Factors” in this MD&A for further details. The purpose of forward-looking 
statements is to provide the reader with a description of management’s expectations, and such 
forward-looking statements may not be appropriate for any other purpose. You should not place 
undue reliance on forward-looking statements contained in this MD&A. The Company undertake 
no obligation to update or revise any forward-looking statements, whether because of new 
information, future events or otherwise, except as required by applicable law. 

These forward-looking statements and related risks, which are further discussed in the “Risk 
Factors” section, herein may not represent all risks to the Company and readers are cautioned 
not to place undue reliance on these forward-looking statements and related risks. 
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Overview of the Company’s Business 

TILT Holdings, Inc. (“TILT”) and its wholly owned subsidiary TILT Holdings US, Inc. (collectively 
the “Company”) were formed under the laws of the State of Nevada on June 22, 2018 (“inception 
date”) in anticipation of the proposed merger described below. TILT’s head office is located at 
1385 Cambridge Street, Cambridge, MA 02138. TILT is planned to be a vertically integrated 
technology and infrastructure platform delivering a range of products and services across the 
cannabis industry. The Company has a December 31 year-end. Upon completion of the Business 
Combination described below, TILT will operate production facilities in multiple markets across 
the US and internationally, delivering genetically researched cannabis products through vertically 
integrated operations, largely through the wholesale market in partnership with retail operators. 
The Company will also provide a suite of software and services to these same retail partners, 
helping them connect with retail customers with knowledge based promotional activities. 

Baker Technologies, Inc. (“Baker”), Briteside Holdings, LLC (“Briteside”), Sea Hunter 
Therapeutics, LLC (“Sea Hunter”), Santé Veritas Holdings Inc. (“SVT”), and 1167411 B.C. Ltd. 
(“Finco”) have entered into a Business Combination Agreement dated July 9th, 2018 (the 
“Agreement”), pursuant to which Baker, Briteside, Sea Hunter and SVT have agreed to combine 
their respective businesses (the “Business Combination”) under TILT. The transaction was 
completed in phases as detailed further in the subsequent event section of the MD&A. 

Subsidiary General Business Operations (Post Business Combination) 

Baker Technologies, Inc. (“Baker”) 

With expertise in retail, technology, and cannabis Baker helps cannabis dispensaries drive 
revenue and build relationships with their customers through a cannabis-specific customer 
relationship management (“CRM”) platform featuring online ordering, customer loyalty, customer 
messaging, and analytics powered by Baker’s own proprietary intellectual property. With over 20 
integrations and growing, Baker is also creating a tech ecosystem where dispensaries can 
transition between ancillary services. 

As the industry-leading CRM platform, Baker is the trusted solution for over 1,000 cannabis 
dispensaries across the United States. 

Briteside Holdings, LLC (“Briteside”) 

Briteside was formed with the intention of providing vertically integrated services to the cannabis 
industry. Briteside operates a fully-integrated business model that features end-to-end solutions 
for businesses operating in the regulated cannabis industry in states and countries where 
cannabis is regulated and/or has been de-criminalized for medical use and/or legalized for 
recreational use. Briteside provides IT solutions for businesses, delivery services for cannabis 
consumers, as well as engineering and infrastructure solutions for the cultivation, processing, and 
retail divisions of the industry.  

Briteside’s current business encompasses three operational components: (1) providing a 
streamlined technology platform which is focused on creating an online presence and storefront 
for cannabis dispensaries operating in states and other locales in which the sale of cannabis is 
legally permitted; (2) producing prefabricated modular cannabis production facilities using 
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Briteside’s modular technology (for which it has a patent pending); and (3) applying for a cannabis 
production license to establish a cultivation operation at Briteside’s modular cannabis production 
facility in Bend, Oregon and/or at an alternative site. 

Briteside possesses the knowledge and capacity to cultivate and process its own cannabis 
products; therefore, it is taking steps to apply for a production license in Oregon. However, 
Briteside intends to maintain its other operational business segments, thereby leveraging its 
technology, infrastructure and industry know-how to insulate itself from the volatility of the 
cannabis industry, while also potentially benefiting from the potential opportunities associated with 
becoming a licensed producer of cannabis.  

Sea Hunter Therapeutics, LLC (“Sea Hunter”) 

Sea Hunter was formed to provide cultivation, retail, operational and capital support to state 
cannabis licensees. In certain circumstances, Sea Hunter and its subsidiaries apply for licenses 
and/or manage licensees’ cannabis cultivation, processing, and dispensary operations in states 
in which they operate. Sea Hunter’s operations range from cultivation to extraction and kitchen 
operations to retail distribution. 

Cultivation, Processing, Transportation/Fulfillment, and Dispensaries 

Sea Hunter operates dispensaries and uses its ‘Chroma’ and ‘Slate’ brands to manufacture and 
market its product lines. Sea Hunter intends to expand its product line under both brands to gain 
market share and brand recognition. Sea Hunter also intends to offer intellectual property 
licensing rights to qualifying license holders in the states in which it operates. Qualifying license 
holders may include entities identified through a minority outreach and economic empowerment 
programs. In jurisdictions where Sea Hunter operates or will operate, Sea Hunter intends to 
replicate the store, packaging and customer experience at each location as allowed by state and 
local law and to the extent practicable, which may vary from store to store. 

Santé Veritas Holdings Inc. (“SVT”) 

SVT carries on its business through its wholly owned subsidiary, SVT Opco. SVT Opco’s business 
activities are focused on developing the emerging cannabis market with a specific focus on the 
wholesale sector of the cannabis market in Canada. At present, SVT Opco is a late-stage 
applicant for a licence to cultivate and sell cannabis and become a Licensed Producer. 

On May 30, 2017, Health Canada issued a “confirmation of readiness” to SVT Opco for the 
Cultivation Licence it had previously applied for under the ACMPR. SVT plans to become fully 
operational in the cultivation and sale of cannabis, subject to the following anticipated 
occurrences: (i) receipt by SVT of a Cultivation Licence from Health Canada permitting SVT to 
begin cultivation at the Powell River Facility (as hereinafter defined), anticipated in late 2018 upon 
successful attestation to Health Canada of the Powell River Facility; and (ii) receipt by SVT of a 
Sales Licence, anticipated in Q2 2019 upon successful pre-sale inspection by Health Canada. 

The Cannabis Act received Royal Assent on June 21, 2018. If SVT is issued a Cultivation Licence 
and a Sales Licence under the ACMPR to become a Licensed Producer before the Cannabis Act 
came into force on October 17, 2018, SVT will cultivate and sell medical cannabis to other 
licensed producers until such time as the Cannabis Act comes into force following which SVT will 
be permitted to cultivate and sell adult-use cannabis. 
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SVT is currently constructing the Powell River Facility. SVT will begin cultivation of cannabis at 
the Powell River Facility upon receipt of its Cultivation Licence, expected in 2019 (“Phase I”). 
Upon the successful completion and start-up of Phase I, SVT will begin construction of the second 
(“Phase II”) and third (“Phase III”) phases of the Powell River Facility which are expected to add 
approximately 100,000 square feet of additional productive capacity in addition to Phase I. Phase 
II and Phase III construction are currently contemplated to be ground up, purpose-built modular 
facilities. Modular facilities deliver market-leading return on investment, are the most cost-efficient 
indoor growth model in the cannabis industry, offer turnkey functionality, deliver the largest 
pesticide-free yields in the industry, and represent minimal construction or retrofit time and cost. 
As a result, SVT believes it is uniquely positioned to produce large quantities of high quality, low 
cost cannabis. 

As a licensed producer, SVT Opco would be one of a few cannabis companies focused primarily 
on the “business-to-business” market, supplying bulk cannabis to other legal producers of 
cannabis thereby promoting stable revenue growth via termed sales contracts and reducing the 
risk of competition at the point of retail sales. 

Consolidated Capitalization 

At September 30, 2018, there were 100 issued and outstanding fully paid Class A common 
shares. 

Selected Financial Information 

Consolidated Statement of Comprehensive Income (Loss)   

Inception through 
September 30, 

2018 

  $ 

Net gain (loss)  - 

Consolidated Statement of Comprehensive Income (Loss)   

Three months 
Ended 

September 30, 
2018 

  $ 

Net gain (loss)  - 

Statement of Financial Position Data 

Period Ended 
September 30, 

2018 

  $ 

Total assets      1 

Total liabilities     - 

Long-term liabilities      - 

Cash dividends declared per share                   - 
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Results of Operations 

Revenue 

The Company has no revenue from inception through September 30, 2018 with no comparable 
prior period figures as the Company was only incorporated on June 22, 2018. 

Gross Profit 

The Company has no gross profit from inception through September 30, 2018 with no comparable 
prior period figures as the Company was only incorporated on June 22, 2018. 

Operating Expenses 
 
The Company has no operating expenses from inception through September 30, 2018 with no 
comparable prior period figures as the Company was only incorporated on June 22, 2018. 
 
Net Income or Loss 

The Company has no net income or loss from inception through September 30, 2018 with no 
comparable prior period figures as the Company was only incorporated on June 22, 2018. 

Interim results 

Three months ended September 30, 2018(Q3) 

The Company had no activity, revenue or expenses during this interim period. 

Liquidity and Capital Resources 

The Company has no liquidity or capital resources as of September 30, 2018. 

Contractual Obligations 

As of September 30, 2018, the Company has no contractual obligations. 

Off-Balance Sheet Arrangements 

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

Accounting Standards and Interpretations issued but not yet effective 

Standards issued but not yet effective up to the date of issuance of the Company’s financial 
statements are listed below. This listing is of standards and interpretations issued, which the 
Company reasonably expects to be applicable at a future date. The Company intends to adopt 
those standards when they become effective. The Company does not expect the impact of such 
changes on the financial statements to be material. 
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IFRS 16 - Leases 

In January 2016, the IASB issued IFRS 16 Leases. The objective of IFRS 16 is to recognize all 
leases on balance sheet for lessees. IFRS 16 requires lessees to recognize a "right of use" asset 
and a lease liability calculated using a prescribed methodology. The mandatory effective date of 
IFRS 16 is for annual periods beginning on or after January 1, 2019. IFRS 16 requires lessees to 
recognize assets and liabilities for substantially all leases on the balance sheet, as well as 
corresponding depreciation and interest expense. The Company will adopt IFRS 16 for the annual 
period beginning January 1, 2019. The Company expects IFRS 16 will result in the recognition of 
additional lease assets and liabilities on the balance sheet, a decrease in lease expense and a 
corresponding increase in depreciation and interest expense.  

The eventual application of these standards is not expected to have a significant impact on the 
Company’s existing accounting policies or financial statement presentation. 

Financial Instruments 

Financial Assets 

IFRS uses a single approach to determine whether a financial asset is classified and measured 
at amortized cost or at fair value. The classification and measurement of financial assets is based 
on the Company’s business models for managing its financial assets and whether the contractual 
cash flows represent solely payments of principal and interest (“SPPI”). Financial assets are 
initially measured at fair value and are subsequently measured at either (i) amortized cost; (ii) fair 
value through other comprehensive income, or (iii) at fair value through profit or loss. 

Amortized cost  
 

Financial assets classified and measured at amortized cost are those assets that are held within 
a business model whose objective is to hold financial assets in order to collect contractual cash 
flows, and the contractual terms of the financial asset give rise to cash flows that are SPPI. 
Financial assets classified at amortized cost are measured using the effective interest method. 

Fair value through other comprehensive income (“FVTOCI”) 
 

Financial assets classified and measured at FVTOCI are those assets that are held within a 
business model whose objective is achieved by both collecting contractual cash flows and selling 
financial assets, and the contractual terms of the financial asset give rise to cash flows that are 
SPPI. This classification includes certain equity instruments where IFRS allows an entity to make 
an irrevocable election to classify the equity instruments, on an instrument-by-instrument basis, 
that would otherwise be measured at FVTPL to present subsequent changes in FVTOCI. 

Fair value through profit or loss (“FVTPL”) 
 

Financial assets classified and measured at FVTPL are those assets that do not meet the criteria 
to be classified at amortized cost or at FVTOCI. This category includes debt instruments whose 
cash flow characteristics are not SPPI or are not held within a business model whose objective is 
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either to collect contractual cash flows, or to both collect contractual cash flows and sell the 
financial asset. 

Financial Liabilities 

The Company initially recognizes financial liabilities at fair value on the date that they are 
originated. All financial liabilities (including liabilities designated at fair value through profit or loss) 
are recognized initially on the date at which the Company becomes a party to the contractual 
provisions of the instrument. The Company derecognizes a financial liability when its contractual 
obligations are discharged or cancelled or expire. 

The Company classifies its financial liabilities as either financial liabilities at fair value through 
profit or loss or other liabilities. Subsequent to initial recognition, other liabilities are measured at 
amortized cost using the effective interest method. Financial liabilities at fair value are stated at 
fair value with changes being recognized in profit or loss. 

Classification of Financial Instruments 

The Company classifies its financial assets and liabilities depending on the purpose for which the 
financial instruments were acquired, their characteristics, and management intent. 

The Company’s financial instruments consist of cash.  The carrying values of these financial 
instruments approximate their fair values. Financial instruments recorded at fair value are 
classified using a fair value hierarchy that reflects the significance of the inputs to fair value 
measurements. The three levels of hierarchy are: 

Level 1: Unadjusted quoted prices in active markets for identical assets or liabilities; 

Level 2: Inputs other than quoted prices that are observable for the asset or liability, either 
directly or indirectly; and 

Level 3: Inputs for the asset or liability that are not based on observable market data. 

Subsequent Events 

Business Combination 

On November 21, 2018, SVT completed a previously announced business combination amongst 
Baker, Briteside, Sea Hunter and Finco, , as amended on October 31, 2018. The Business 
Combination was effected by way of a court-approved plan of arrangement (the “Plan of 
Arrangement”) under the Business Corporations Act (British Columbia) (the “BCBCA”). The 
resulting issuer of the Business Combination is TILT Holdings Inc., a British Columbia company 
(the “Resulting Issuer”). 

The Business Combination consisted of a series of transactions that resulted in the acquisition by 
TILT, a Nevada company continued into the laws of British Columbia as the Resulting Issuer, of 
all of the outstanding common shares of SVT, a Canadian federal company continued into the 
laws of British Columbia, previously listed for trading on the Canadian Securities Exchange under 
the symbol “SV”. 
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Following the completion of the transactions contemplated by the Business Combination and the 
Plan of Arrangement, the Resulting Issuer became the direct parent entity of Baker, SVT, and 
Finco, and the indirect parent entity of Sea Hunter and Briteside, as well as a reporting issuer in 
all jurisdictions in which SVT was a reporting issuer, namely British Columbia, Alberta and 
Ontario, and its common shares, subject to any necessary stock exchange and regulatory 
approvals, will be listed for trading on the Canadian Securities Exchange under the symbol “TILT”. 

The Business Combination included the exchange of, amongst other things: (i) class A shares of 
the Resulting Issuer (the "Class A Shares") (which were held by former shareholders of Baker, 
former members of Briteside and Sea Hunter Holdings, LLC) for compressed shares of the 
Resulting Issuer (the “Compressed Shares”); (ii) share units of SVT for common shares of SVT 
(the “SVT Common Shares”); (iii) SVT Common Shares for common shares of the Resulting 
Issuer (the “Common Shares”); (iv) subscription receipts of Finco, for common shares of Finco 
(the “Finco Common Shares”); (v) Finco Common Shares for Common Shares; (vi) special 
shares of Finco for Compressed Shares; (vii) options of SVT for replacement options of the 
Resulting Issuer exercisable for Common Shares; (viii) options of the Resulting Issuer exercisable 
for Class A Shares for replacement options of the Resulting Issuer exercisable for Compressed 
Shares; and (ix) compensation options of Finco for compensation options of the Resulting Issuer. 

Former shareholders, members and securityholders of Baker, Briteside and Sea Hunter received 
approximately 0.0148 of a Compressed Share for each Class A Share previously held. The terms 
of the Compressed Shares provide the holders with super voting rights and a right to convert the 
Compressed Shares into Common Shares, subject to certain limitations. The former holders of 
SVT Common Shares received approximately 0.1399 of a Common Share for each SVT Common 
Share previously held. Outstanding options and warrants of the parties will be adjusted in 
accordance with their terms to reflect the consideration described above. 

Capital Raise 

Pursuant to an agency agreement dated as of November 16, 2018 among TILT, SVT, Finco, Sea 
Hunter, Baker, Briteside, Canaccord Genuity Corp. and the rest of the syndicate (collectively, the 
“Agents”), Finco completed a private placement (the “Offering”) of 22,886,858 subscription 
receipts of Finco (“Finco Subscription Receipt”) at a price of C$5.25 per Finco Subscription 
Receipt (the “Issue Price”) (the “Financing”) for aggregate gross proceeds of $120,156,004As 
part of the Plan of Arrangement, each Finco Subscription Receipt automatically converted, without 
the payment of any further consideration, into one Finco Common Share and each Finco Common 
Share was exchanged for one Resulting Issuer Common Share. 

Finco also granted to the Agents compensation options (the “Compensation Options”) entitling 
the Agents to subscribe for that number of Finco Common Shares as is equal to 7% of the total 
number of Finco Subscription Receipts sold pursuant to the Financing. The Compensation 
Options are exercisable to acquire one Finco Common Share at the Issue Price for a period of 
two years from November 21, 2018. 

In addition to the Offering, Finco completed a concurrent non-brokered private placement offering 
of 6,961,659 special shares of Finco at a price of $4.0425 per special share, which raised 
additional funds of approximately $28,140,000. In connection with the Business Combination, 
each special share was exchanged for 0.01 compressed share in the capital of TILT. 
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Business Acquisitions 

On December 3, 2018 the Company has signed a definitive agreement and plan of merger 
whereby  Standard Farms LLC and White Haven RE LLC will become part of TILT for an 
aggregate purchase price of approximately $38,000,000 allocated between cash of $11,400,000 
and common shares of TILT of $26,000,000 as adjusted by the terms of the agreement. 

The Company has signed a definitive agreement and plan of merger dated December 5, 2018 
whereby Blkbrd Holdings Corp. will become part of TILT for an aggregate purchase price of 
approximately $50,000,000 allocated between cash of $5,000,000 and common shares of TILT 
of $45,000,000 as adjusted by the terms of the agreement. 

Both of the agreements above are subject to customary closing conditions and regulatory 
approvals and are scheduled to close in early 2019.   

Risk Factors 

The following specific factors could materially adversely affect the Company. Some of the 
following factors are interrelated and, consequently, investors should treat such risk factors 
accordingly. These risks and uncertainties are not the only ones that could affect the Company 
and additional risks and uncertainties not currently known to the Company, or that it currently 
deems to be immaterial, may also impair the business, financial condition and results of 
operations of the Company. If any of the following risks or other risks occur, they could have a 
material adverse effect on the Company’s business, financial condition and results of operations. 
There is no assurance that any risk management steps taken by the Company will avoid future 
loss due to the occurrence of the risks described below or other unforeseen risks. 

Cannabis Continues to be a Controlled Substance under the United States Federal 
Controlled Substances Act 

The Company intends to be engaged in the manufacturing, management, packaging/labelling, 
advertising, sale, transportation, storage and disposal of cannabis.  The Company also plans to 
be involved in laws and regulations relating to drugs, controlled substances, health and safety, 
the conduct of operations and the protection of the environment. Thirty-one states, the District of 
Columbia, Puerto Rico, and Guam have legalized medical cannabis in some form, although not 
all of those states have fully implemented their legalization programs. Nine of those states and 
the District of Columbia have legalized cannabis for adult use. Fifteen additional states have 
legalized high-cannabidiol (CBD), low tetrahydrocannabinol (THC) oils for a limited class of 
patients. 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 (codified in 21 U.S.C.A. Section 812).  Under United States federal law, a 
Schedule I controlled substance is considered to have a high potential for abuse, no accepted 
medical use in the United States, and a lack of accepted safety for the use of the substance under 
medical supervision. Federal law prohibits the commercial production and sale of all Schedule I 
controlled substances, and as such, cannabis-related activities, including without limitation, the 
importation, cultivation, manufacture, distribution, sale and possession of cannabis remain illegal 
under U.S. federal law. It is also illegal to aid or abet such activities or to conspire or attempt to 
engage in such activities. Strict compliance with state and local laws with respect to cannabis may 
neither absolve the Company of liability under U.S. federal law, nor provide a defense to any 
federal proceeding which may be brought against the Company. The Company’s involvement in 
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such activities may result in federal civil and/or criminal prosecution, including, but not limited to, 
forfeiture of the Company’s assets. 

An appropriations rider contained in the FY 2015, 2016, 2017, and 2018 Consolidated 
Appropriations Acts (formerly known as the ‘Rohrabacher-Farr’ Amendment); now known as the 
”Leahy Amendment”; and currently proposed for the next spending bill as the Joyce Amendment 
(the “Amendment”) provides budgetary constraints on the federal government’s ability to interfere 
with the implementation of state-based medical cannabis laws.  The Ninth Circuit Court of Appeals 
and other courts have interpreted the language to mean that the Department of Justice (“DOJ”) 
cannot prosecute medical cannabis operators complying strictly with state medical cannabis laws. 
The Amendment does not protect state-legal adult-use businesses, and if the Amendment expires 
and is not renewed federal prosecutors could prosecute even state-compliant medical cannabis 
operators for conduct within the five-year statute of limitations. The Leahy Amendment remains 
in effect through September 30, the end of the 2018 fiscal year, at which point Congress will 
decide whether to approve its extension. The Amendment was approved by voice vote in the 
House Appropriations Committee for fiscal year 2019 and included in the fiscal year 2019 bill 
introduced in the Senate Appropriations Committee. Nonetheless, continued reauthorization of 
the Amendment is predicated on future political developments and cannot be guaranteed.  

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 and penalties, including, but 
not limited to, disgorgement of profits, cessation of business activities, divestiture, or prison time. 
This could have a material adverse effect on the Company, including its reputation and ability to 
conduct business, its holding (directly or indirectly) of medical and adult-use cannabis licenses in 
the U.S., and its financial position, operations, profitability or liquidity. In addition, it is difficult for 
the Company to estimate the time or resources that would be needed for the investigation or 
defense 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. 

The Company is subject to changes in Canadian laws, regulations and guidelines which 
could adversely affect the Company’s future business, financial condition and results 
of operations. 
 

In Canada, changes to such laws, regulations and guidelines, due to matters beyond the control 
of the Company, may cause adverse effects to its operations. The Company endeavors to comply 
with all relevant laws, regulations and guidelines. To the best of the Company’s knowledge, the 
Company is in compliance or in the process of being assessed for compliance with all such laws, 
regulations and guidelines as described elsewhere in this MD&A. 

On June 8, 2018, the Canadian Federal Government passed Bill C-45, the Cannabis Act, to 
regulate the production, distribution and sale of cannabis for adult use, with an implementation 
date of October 17, 2018. 

Risks generally related to the Company 

The Company cannot assure profitability. The Company is a development stage company with 
no operating history.  
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This difficulty is compounded by the fact that the Company intends to operate in the cannabis 
industry, which is continuously evolving. Thus, there is no guarantee that the Company’s products 
or services will be attractive to potential consumers. 

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

The Company’s finances and operations may differ materially from management’s expectations. 
The process for estimating the Company’s revenue, net income and cash flow requires subjective 
judgment in determining the appropriate assumptions and estimates. These estimates and 
assumptions may be revised as additional information becomes available and as additional 
analysis is performed. However, these assumptions may not prove to be accurate, and other 
factors may affect the Company’s financial condition and operations. 

The Company expects to incur significant ongoing costs and obligations related to its 
investment in infrastructure, growth, regulatory compliance and operations. 

The Company expects to incur significant ongoing costs and obligations related to its investment 
in growth and regulatory compliance, which could have a material adverse effect on the 
Company’s operations, financial condition and cash flow. In addition, changes in regulations, 
heightened enforcement thereof or other unanticipated events could require extensive changes 
to the Company’s operations, increase compliance costs or generate material liabilities. Any of 
these occurrences could have a material adverse effect on the Company’s operations and 
financial condition. The Company’s efforts to grow may be costlier than it expects, and it may not 
be able to increase its revenue sufficiently to offset higher operating expenses. The Company 
may incur significant losses in the future for a number of reasons, including other risks described 
herein, unforeseen expenses, compliance or operating difficulties, complications and delays, and 
other events presently unknown to the Company.  

The Company is subject to changes in laws, regulations and guidelines which could 
adversely affect the Company’s future business, financial condition and operations. 

The Company’s operations will be subject to various federal, state and even local laws, 
regulations and guidelines relating to the manufacturing, managing, packaging/labelling, 
advertising, selling, transporting, storing, and disposing of cannabis, including laws and 
regulations relating to controlled substances, health and safety, the conduct of business 
operations, and the protection of the environment. Achievement of the Company’s business 
objectives will be contingent, in part, upon compliance with applicable regulatory requirements 
and obtaining all requisite regulatory approvals. Changes to such laws, regulations and guidelines 
due to matters beyond the control of the Company may cause adverse effects to the Company. 

The Company will be required to obtain or renew government permits and licenses for its 
contemplated operations. Obtaining, amending or renewing the necessary governmental permits 
and licenses can be a time-consuming process potentially involving numerous regulatory 
agencies, involving public hearings and costly undertakings on the Company’s part. The duration 
and success of the Company’s efforts to obtain, amend and renew permits and licenses will be 
contingent upon many variables not within its control, including the interpretation of applicable 
requirements implemented by the relevant permitting or licensing authority. The Company may 
not be able to obtain, amend or renew permits or licenses that are necessary to its operations. 
Any unexpected delays or costs associated with the permitting and licensing process could 
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impede the ongoing or proposed operations of the Company. To the extent permits or licenses 
are not obtained, amended or renewed, or are subsequently suspended or revoked, the Company 
may be curtailed or prohibited from proceeding with its ongoing operations or planned 
development and commercialization activities. Such curtailment or prohibition may result in a 
material adverse effect on the Company’s business, financial condition, results of operations or 
prospects. 

There is no assurance that the Company’s licenses will be obtained from each applicable 
regulatory authority nor renewed in the future in a timely manner. Any unexpected delays or costs 
associated with obtaining the licensing and future renewals could impede the ongoing or planned 
operations of the Company and have a material adverse effect on the Company’s business, 
financial condition, results of operations or prospects. 

The Company may become involved in a number of government or agency proceedings, 
investigations and audits. The outcome of any regulatory or agency proceedings, investigations, 
audits, and other contingencies could harm the Company’s reputation, require the Company to 
take, or refrain from taking, actions that could harm its operations or require the Company to pay 
substantial amounts of money, harming its financial condition. There can be no assurance that 
any pending or future regulatory or agency proceedings, investigations and audits will not result 
in substantial costs or a diversion of management’s attention and resources or have a material 
adverse impact on the Company’s business, financial condition, results of operations or 
prospects. 

The Company endeavors to comply with all relevant laws, regulations and guidelines. However, 
changes to such laws, regulations and guidelines due to matters beyond the control of the 
Company may cause adverse effects to its operations. To the best of the Company’s knowledge, 
the Company is in compliance or in the process of being assessed for compliance with all such 
state laws, regulations and guidelines as described elsewhere in this MD&A. 

The Company is subject to uncertainty and change regarding the legal and regulatory 
status of cannabis. 

Achievement of the Company’s business objectives is contingent, in part, upon complying with 
other regulatory requirements enacted by governmental authorities and obtaining other required 
regulatory approvals. The Company will incur ongoing costs and obligations related to regulatory 
compliance. The regulatory regime which oversees cannabis is undergoing significant proposed 
changes and the Company cannot predict the impact of those changes on its business. Similarly, 
the Company cannot predict a timeline for securing the appropriate regulatory approvals and 
licenses for its products, or the extent of testing and documentation that may be required by 
government authorities. Any delays or failures in obtaining required regulatory approvals may 
significantly delay or impact the development of markets, products and sales initiatives and could 
have a material adverse effect on the business operations and finances of the Company. Failure 
to adapt and comply with regulations may result in additional costs for the Company through 
corrective measures, penalties and increased restrictions on the Company’s operations. In 
addition, changes to regulations, heightened enforcement thereof and other unanticipated events 
could have a material adverse effect on the Company’s operations and finances by requiring 
extensive changes to the Company’s operations, increasing compliance costs, generating 
material liabilities, and effecting other aspects of the Company that are currently unknown.  
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Approach to Federal Enforcement of Cannabis Laws may be Subject to Change. 

As a result of the conflicting views between state legislatures and the federal government 
regarding cannabis, investments in, and the operations of, cannabis businesses in the U.S. are 
subject to inconsistent legislation and regulation. The Cole Memo (as defined below) and other 
Obama-era cannabis policy guidance, discussed below, provided, and still provide, the framework 
for managing the tension between federal and state cannabis laws. Although most of these 
policies are no longer in effect, they, and the enforcement priorities established within, appear to 
continue to be exemplified during the Trump administration and remain important factors that 
inform the past and future trend of state-based legalization. 

On August 29, 2013, the Department of Justice (“DOJ”) issued a memorandum known as the 
“Cole Memo” to all U.S. Attorneys’ offices (federal prosecutors). The Cole Memo directed U.S. 
Attorneys not to prioritize the enforcement of federal cannabis laws against individuals and 
businesses that comply with state medical or adult-use cannabis regulatory programs, provided 
certain enumerated enforcement priorities (such as diversion or sale of cannabis to minors) were 
not implicated. In addition to general prosecutorial guidance issued by the DOJ, the U.S. 
Department of the Treasury’s Financial Crimes Enforcement Network (“FinCEN”) issued a 
memorandum on February 14, 2014 outlining Bank Secrecy Act-compliant pathways for financial 
institutions to service state-sanctioned cannabis businesses, which echoed the enforcement 
priorities outlined in the Cole Memo (the “FinCEN Memorandum”). On the same day the FinCEN 
Memorandum was published, the DOJ issued complimentary policy guidance directing 
prosecutors to apply the enforcement priorities of the Cole Memo when determining whether to 
prosecute individuals or institutions with crimes related to financial transactions involving the 
proceeds of cannabis-related activities (the “Cole Banking Memorandum”). 

On January 4, 2018 Attorney General Jeff Sessions rescinded the Cole Memo, the Cole Banking 
Memorandum, and all other related Obama-era DOJ cannabis enforcement guidance.  While the 
rescission did not change federal law, as the Cole Memo and other DOJ guidance documents 
were not themselves laws, the rescission removed the DOJ’s formal policy that state-regulated 
cannabis businesses in compliance with the Cole Memo guidelines should not be a prosecutorial 
priority. Notably, Attorney General Sessions’ rescission of the Cole Memo and the Cole Banking 
Memorandum has not affected the status of the FinCEN Memorandum issued by the Department 
of Treasury, which remains in effect. In addition to his rescission of the Cole Memo, Attorney 
General Sessions issued a one-page memorandum known as the “Sessions Memorandum”. 
The Sessions Memorandum explains the DOJ’s rationale for rescinding all past DOJ cannabis 
enforcement guidance, claiming that Obama-era enforcement policies are “unnecessary” due to 
existing general enforcement guidance adopted in the 1980s, in chapter 9.27.230 of the U.S. 
Attorney’s Manual (the “USAM”). The USAM enforcement priorities, like those of the Cole Memo, 
are based on the use of the federal government’s limited resources and include “law enforcement 
priorities set by the Attorney General,” the “seriousness” of the alleged crimes, the “deterrent 
effect of criminal prosecution,” and “the cumulative impact of particular crimes on the community.” 
Although the Sessions Memorandum emphasizes that cannabis is a federally illegal Schedule I 
controlled substance, it does not otherwise instruct U.S. Attorneys to consider the prosecution of 
cannabis-related offenses a DOJ priority, and in practice, most U.S. Attorneys have not changed 
their prosecutorial approach thus far.  Due to the lack of specific direction that was given to federal 
prosecutors in the Sessions Memorandum as to the priority they should ascribe to such cannabis 
activities, 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. 
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Such potential proceedings could involve significant restrictions imposed upon the Company or 
third parties, while diverting the attention of key executives. Such proceedings could have a 
material adverse effect on the Company’s business, revenues, operating results and financial 
condition as well as the Company’s reputation and prospects, even if such proceedings are 
concluded successfully in favor of the Company. In the extreme case, such proceedings could 
ultimately involve the criminal prosecution of key executives of the Company, the seizure of 
corporate assets, and consequently, the inability of the Company to continue its business 
operations.  Strict compliance with state and local laws with respect to cannabis may neither 
absolve the Company of liability under U.S. federal law, nor may it provide a defense to any 
federal proceeding which may be brought against the Company. Any such proceedings brought 
against the Company may adversely affect operations and financial performance.  There can be 
no assurance that any pending or future regulatory or agency proceedings, investigations and 
audits will not result in substantial costs or a diversion of management’s attention and resources 
or have a material adverse impact on the Company’s business, financial condition and results of 
operation. 

The Company may not be able to identify and execute future acquisitions or dispositions, 
or successfully manage the impacts of such transactions on its operations. 

Material acquisitions, dispositions and other strategic transactions involve a number of risks, 
including: (i) potential disruptions of the Company’s ongoing business; (ii) distractions of 
management; (iii) the Company may become more financially leveraged; (iv) the anticipated 
benefits and cost savings may not be realized fully, or at all, and may take longer than expected; 
(v) an increase in the scope and complexity of the Company’s operations; and (vi) a loss or 
reduction of control over certain Company assets. 

The presence of one or more material liabilities of an acquired company that are unknown to the 
Company at the time of acquisition could have a material adverse effect on the Company’s 
operations, business prospects, and finances. A strategic transaction may result in a significant 
change to the Company’s business, operations and strategy. In addition, the Company may 
encounter unforeseen obstacles or costs in implementing a strategic transaction or integrating 
any acquired business into the Company’s operations. 

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

If the Company cannot successfully develop, manufacture and distribute its products, or if the 
Company experiences difficulties in the development process, such as capacity constraints, 
quality control problems or other disruptions, the Company may not be able to develop 
market-ready commercial products at acceptable costs, which would adversely affect the 
Company’s ability to effectively enter the market. A failure by the Company to achieve a low-cost 
structure through economies of scale or improvements in cultivation and manufacturing processes 
would have a material adverse effect on the Company’s commercialization plans and the 
Company’s business, prospects, results, and finances. 

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

There is no assurance that the Company will be profitable, earn revenues, or pay dividends. The 
Company anticipates that it will incur substantial expenses relating to the development and initial 
operations of its business. 
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The payment and amount of any future dividends will depend upon, among other things, the 
results of the Company’s operations, cash flow, financial condition, and variable and capital 
requirements. There is no assurance that future dividends will be paid, and, if dividends are paid, 
there is no assurance as to the amount of any such dividends. 

The Company may not be able to effectively manage its growth and operations, which 
could materially and adversely affect its business. 

If the Company implements it business plan as intended, it may in the future experience rapid 
growth and development in a relatively short period of time. The management of this growth will 
require, among other things, continued development of the Company’s financial and management 
controls and information systems, stringent control of costs, the ability to attract and retain 
qualified management personnel, and the training of new personnel. The Company intends to 
outsource resources, and hire additional personnel to manage its expected growth and 
expansion. Failure to successfully manage its possible growth and development could have a 
material adverse effect on the Company’s business and the value of its equity. 

Differing local rules and regulations may limit ability to expand into new markets. 

Expansion of the Company’s business into new markets with different rules and regulations or 
distant from then-existing operations, may not succeed. Any such expansion may expose the 
Company to new operational, regulatory and/or legal risks. In addition, expanding into new 
localities may subject the Company to unfamiliar or uncertain local rules and regulations that may 
adversely affect the operations of the Company. For example, different localities may impose 
different rules on how cannabis may be cultivated, manufactured, processed, distributed and/or 
transported. Newly entered localities may also have competitive conditions, consumer 
preferences and spending patterns that are more difficult to predict or satisfy than the existing 
markets. 

Further, there can be no assurance 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.  It is also important to note that 
local and city ordinances may strictly limit and/or restrict the distribution of cannabis in a manner 
that could make it extremely difficult or impossible to transact business in the cannabis industry.  
If the federal government begins to enforce federal laws relating to cannabis in states where its 
sale and use is currently legal, or if existing state laws are repealed or curtailed, the Company’s 
business operations would be materially and adversely affected. Federal actions against any 
individual or entity engaged in the cannabis industry or a substantial repeal of marijuana-related 
legislation could adversely affect the company, its business operations and its investments. 

The Company may be subject to risks related to the protection and enforcement of its 
intellectual property rights, and may become subject to allegations that the Company is in 
violation of intellectual property rights of third parties. 

As long as cannabis remains illegal under U.S. federal law, the benefit of certain federal laws and 
protections which may be available to most businesses, such as federal trademark and patent 
protection regarding the intellectual property of a business, may not be available to the Company. 
As a result, the Company’s potential future intellectual property may never be adequately or 
sufficiently protected against the use or misappropriation by third-parties. In addition, since the 
regulatory framework of the cannabis industry is in a constant state of flux, the Company can 
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provide no assurance that it will ever obtain any protection of its potential future intellectual 
property, whether on a federal, state or local level. The ownership and protection of the 
Company’s potential future intellectual property rights is a significant aspect of the Company’s 
future success.  

The Company may be forced to litigate to defend its intellectual property rights, or to 
defend against claims by third parties against the Company relating to intellectual property 
rights. 

The Company may be forced into litigation to enforce or defend its potential future intellectual 
property rights, protect its potential future trade secrets, or determine the validity and scope of 
other parties’ proprietary rights. Any such litigation could be very costly and could distract the 
Company’s management from focusing on operations. The existence and/or outcome of any such 
litigation could harm the Company’s business. Because the content of much of the Company’s 
potential future intellectual property concerns cannabis and other activities that are not legal in 
some jurisdictions, the Company may face additional difficulties in defending its potential future 
intellectual property rights. 

Enforceability of Contracts 

Due to the nature of the Company’s intended business and the fact that its contracts will involve 
cannabis and other activities that are not legal under U.S. federal law and in some jurisdictions, 
the Company may face difficulties in enforcing its contracts in federal and certain state courts. 
The inability to enforce any of the Company’s contracts could have a material adverse effect on 
the Company’s business, operating results, financial condition or prospects. 

The Company may become subject to litigation, including for possible product liability 
claims, which may have a material adverse effect on the Company’s reputation, business, 
results from operations, and financial condition. 

The Company may be named as a defendant in a lawsuit or regulatory action. The Company may 
also incur uninsured losses for liabilities which arise in the ordinary course of business, or which 
are unforeseen, including, but not limited to, employment liability and business loss claims. Any 
such losses could have a material adverse effect on the Company’s business, operations, sales, 
cash flow and financial condition. 

The Company’s operations are 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 the Company’s operations. 

Government environmental approvals and permits are currently, and may in the future be required 
in connection with the Company’s operations. To the extent such approvals are required and not 
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obtained, the Company may be curtailed or prohibited from its proposed business activities or 
from proceeding with the development of its operations as currently proposed. 

Failure to comply with applicable environmental laws, regulations and permit requirements may 
result in enforcement actions, 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. The Company may be 
required to compensate those suffering loss or damage due to its operations and may have civil 
or criminal fines or penalties imposed for violations of applicable laws or regulations. 

Risks associated with banking, financial transactions, and anti-money laundering laws and 
regulations. 

The Company will be subject to a variety of laws and regulations domestically and in the U.S. that 
involve money laundering, financial recordkeeping and proceeds of crime, including 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 U.S. and Canada. Since the cultivation, manufacture, distribution and sale of cannabis 
remains illegal under the Controlled Substances Act, 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 Bank Secrecy Act, among other applicable federal statutes. Banks or other financial 
institutions that provide cannabis businesses with financial services such as a checking account 
or credit card in violation of the Bank Secrecy Act could be criminally prosecuted for willful 
violations of money laundering statutes, in addition to being subject to other criminal, civil, and 
regulatory enforcement actions. Banks often refuse to provide banking services to businesses 
involved in the cannabis industry due to the present state of the laws and regulations governing 
financial institutions in the U.S. The lack of banking and financial services presents unique and 
significant challenges to businesses in the cannabis industry. The potential lack of a secure place 
in which to deposit and store cash, the inability to pay creditors through the issuance of checks 
and the inability to secure traditional forms of operational financing, such as lines of credit, are 
some of the many challenges presented by the unavailability of traditional banking and financial 
services. 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 Controlled Substances Act. The Company may also be exposed to the foregoing risks. 

In February 2014, FinCEN issued the FinCEN Memorandum providing instructions to banks 
seeking to provide services to cannabis-related businesses. The FinCEN Memo states that in 
some circumstances, it is permissible for banks to provide services to cannabis-related 
businesses without risking prosecution for violation of the Bank Secrecy Act. It refers to 
supplementary guidance that former Deputy Attorney General James M. Cole issued to federal 
prosecutors relating to the prosecution of money laundering offenses predicated on cannabis-
related violations of the Controlled Substances Act. Although the FinCEN Memo remains in effect 
today, it is unclear at this time whether the current administration will follow the guidelines of the 
FinCEN Memo in the future. Overall, the DOJ continues to have the right and power to prosecute 
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crimes committed by banks and financial institutions, such as money laundering and violations of 
the Bank Secrecy Act, that occur in any state, including in states that have legalized the applicable 
conduct and the DOJ’s current enforcement priorities could change for any number of reasons, 
including a change in the opinions of the President of the United States or the U.S. Attorney 
General. A change in the DOJ’s enforcement priorities could result in the DOJ prosecuting banks 
and financial institutions for crimes that previously were not prosecuted. If the Company does not 
have access to a U.S. banking system, its business and operations could be adversely affected.  

Other potential violations of federal law resulting from cannabis-related activities include the 
Racketeer Influenced Corrupt Organizations Act (“RICO”). RICO is a federal statute providing 
criminal penalties in addition to a civil cause of action for acts performed as part of an ongoing 
criminal organization. Under RICO, it is unlawful for any person who has received income derived 
from a pattern of racketeering activity (which includes most felonious violations of the CSA), to 
use or invest any of that income in the acquisition of any interest, or the establishment or operation 
of, any enterprise which is engaged in interstate commerce.  RICO also authorizes private parties 
whose properties or businesses are harmed by such patterns of racketeering activity to initiate a 
civil action against the individuals involved. Although RICO suits against the cannabis industry 
are rare, a few cannabis businesses have been subject to a civil RICO action. Defending such a 
case has proven costly, and potentially fatal to a business’ operations. 

Any finding that any of the Company’s operations, or any proceeds thereof, any dividends or 
distributions therefrom, or any profits or revenues accruing from such operations in the United 
States are in violation of money laundering legislation could restrict or otherwise jeopardize the 
Company’s ability to declare or pay dividends, effect other distributions or subsequently repatriate 
such funds back to Canada, and subject the Company to civil and/or criminal penalties. 
Furthermore, while there are no current intentions to declare or pay dividends in the foreseeable 
future, in the event that a determination was made that the Company’s proceeds from operations 
(or any future operations or investments in the United States) could reasonably be shown to 
constitute proceeds of crime, the Company may decide or be required to suspend declaring or 
paying dividends without advance notice and for an indefinite period of time. The Company could 
likewise be required to suspend or cease operations entirely. 

Tax Risk 

Section 280E of the Internal Revenue Code, as amended, prohibits businesses from deducting 
certain expenses associated with trafficking controlled substances (within the meaning of 
Schedule I and II of the Controlled Substances Act. Section 280E drastically increases federal 
taxes for cannabis businesses operating under state-sanctioned regulatory programs because 
they are required to pay taxes on their operating expenses and are barred from deducting 
expenses beyond costs of goods sold. As a result, an otherwise profitable business may in fact 
operate at a loss after taking into account its income tax expenses. The IRS has invoked Section 
280E in tax audits against various cannabis businesses in the U.S. that are permitted under 
applicable state laws. The Company will be precluded from claiming certain deductions otherwise 
available to cannabis businesses. While there are currently several pending cases before various 
administrative and federal courts challenging these restrictions, there is no guarantee that these 
courts will issue an interpretation of Section 280E favorable to cannabis businesses. 
Consequently, there is no certainty that the Company will not be subject to 280E in the future, 
and accordingly, there is no certainty that the impact that 280E has on the Company’s margins 
will ever be reduced. 
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The Company faces competition from other companies where it will conduct business that 
may have higher capitalization, more experienced management or may be more mature as 
a business. 

The Company does and expects to continue to face intense competition from other companies, 
some of which can be expected to have longer operating histories and more financial resources, 
manufacturing and marketing experience than the Company. In addition, there is potential that 
the cannabis industry will undergo consolidation, creating larger companies with financial 
resources, manufacturing and marketing capabilities, and product offerings that are greater than 
those of the Company. As a result of this competition, the Company may be unable to maintain 
its operations or develop them as currently proposed on terms it considers acceptable. Increased 
competition by larger, better-financed competitors with geographic advantages could materially 
and adversely affect the Company’s business, financial condition and operations. 

The number of licences granted and the number of Licensed Producers ultimately authorized by 
Health Canada could also have an impact on the operations of the Company. The Company 
expects to face additional competition from new market entrants that are granted licenses under 
the ACMPR or existing license holders which are not yet active in the industry. If a significant 
number of new licenses are granted by Health Canada in the near term, the Company may 
experience increased competition for market share and may experience downward price pressure 
on its products as new entrants increase production. The Company also faces competition from 
illegal dispensaries and the black market that are unlicensed and unregulated, and that are selling 
cannabis and cannabis products, including products with higher concentrations of active 
ingredients, and using delivery methods, including edibles and extract vaporizers, that the 
Company is prohibited from offering to individuals as they are not currently permitted by the 
ACMPR. Any inability or unwillingness of law enforcement authorities to enforce existing laws 
prohibiting the unlicensed cultivation and sale of cannabis and cannabis-based products could 
result in the perpetuation of the black market for cannabis and/or have a material adverse effect 
on the perception of cannabis use. Any or all these events could have a material adverse effect 
on the Company’s business, financial condition and results of operations. 

If the number of users of cannabis for medical purposes in Canada increases, the demand for 
products will increase and the Company 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 Company will require a continued high level of investment in R&D, sales 
and patient support. The Company may not have sufficient resources to maintain R&D, sales and 
patient support efforts on a competitive basis which could have a material adverse effect on the 
Company’s business, financial condition and results of operations. 

Furthermore, several recommendations of the Task Force on Cannabis Legalization and 
Regulation including, but not limited to, permitting home cultivation and potentially easing barriers 
to entry into a Canadian recreational cannabis market, could materially and adversely affect the 
business, financial condition and results of operations of the Company. There is potential that the 
Company will face intense competition from other companies, some of which can be expected to 
have longer operating histories and more financial resources, manufacturing and marketing 
experience than the Company. Increased competition by larger and better financed competitors 
could materially and adversely affect the business, financial condition and results of operations of 
the Company. 
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The legal landscape for medical and recreational cannabis is changing internationally. More 
countries have passed laws that allow for the production and distribution of cannabis for medical 
purposes in some form or another. Increased international competition and limitations placed on 
the Company by local regulations might lower the demand for the Company’s products on a global 
scale. 

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

The Company’s success has depended and continues to depend upon its ability to attract and 
retain key management, including the Company’s acting Chief Executive Officer (“CEO”), 
technical experts and sales personnel. The Company will attempt to enhance its management 
and technical expertise by recruiting qualified individuals who possess desired skills and 
experience in targeted areas. The Company’s inability to attract and retain employees or 
engineering and technical support resources could have a material adverse effect on the 
Company’s business, operations, sales, cash flow or financial condition. Shortages in qualified 
personnel or the loss of key personnel could adversely affect the financial condition of the 
Company, operations of the business and could limit the Company’s ability to develop and market 
its cannabis-related products. The loss of any of the Company’s senior management or key 
employees could materially adversely affect the Company’s ability to execute its business plan 
and strategy, and the Company may not be able to find adequate replacements on a timely basis, 
or at all. The Company does not maintain key person life insurance policies on any of its 
employees. 

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

Further, the Company’s ability to grow, store and sell cannabis in the United States is dependent 
on the ability of the Company to obtain a license to do so. The Company does not currently hold 
a license and there can be no assurance that the Company will receive such a license in a timely 
manner, or at all. The licenses, once issued, are subject to ongoing compliance and reporting 
requirements. Failure to comply with the requirements would have a material adverse impact on 
the business, financial condition and operations of the Company. 

The size of the Company’s target market is difficult to quantify and investors will be reliant 
on their own estimates on the accuracy of market data. 

Because the cannabis industry is in a nascent stage with uncertain boundaries, there is a lack of 
information about comparable companies available for potential investors to review in deciding 
about whether to invest in the Company and, few, if any, established companies whose business 
model the Company can follow or upon whose success the Company can build. Accordingly, 
investors will have to rely on their own estimates in deciding about whether to invest in the 
Company. There can be no assurance that the Company’s estimates are accurate or that the 
market size is sufficiently large for its business to grow as projected, which may negatively impact 
its financial results. The Company regularly purchases and follows market research. 

The Company may not be able to develop and maintain lasting relationships with 
consumers. 

The Company’s success depends on its ability to attract and retain customers. There are many 
factors which could impact the Company’s ability to attract and retain consumers, including but 
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not limited to the Company’s brand awareness, its ability to continually produce desirable and 
effective cannabis products, the successful implementation of the Company’s 
consumer-acquisition plan and the continued growth in the aggregate number of consumers 
purchasing cannabis products. The Company’s failure to acquire and retain consumers could 
have a material adverse effect on the Company’s business, financial condition and operations. 

The Company’s industry is experiencing rapid growth and consolidation that may cause 
the Company to lose key relationships and intensify competition. 

The cannabis industry is undergoing rapid growth and substantial change, which has resulted in 
an increase in competitors, consolidation and formation of strategic relationships. Acquisitions or 
other consolidating transactions could harm the Company in several ways, including the loss of 
strategic partners if they are acquired by or enter into relationships with a competitor, the loss of 
customers, revenue and market share, or the Company being forced to expend greater resources 
to meet new or additional competitive threats, all of which could harm the Company’s operations. 
As competitors enter the market and become increasingly sophisticated, competition in the 
Company’s industry may intensify and place downward pressure on prices for its products, which 
could negatively impact the Company’s profitability. 

The Company may not be able to secure adequate or reliable sources of funding required 
to operate its business and meet consumer demand for its products. 

There is no guarantee that the Company will be able to achieve its business objectives. The 
continued development of the Company may require additional financing. The failure to raise such 
capital could result in the delay or indefinite postponement of current business objectives or the 
Company. There can be no assurance that additional capital or other types of financing will be 
available or that, if available, the terms of such financing will be favorable to the Company. In 
addition, from time to time, the Company may enter into transactions to acquire assets or shares 
of other corporations. These transactions may be financed wholly or partially with debt, which may 
increase the Company’s debt levels above industry standards. Any debt financing secured in the 
future could involve restrictive covenants relating to capital raising activities and other financial 
and operational matters, which may make it more difficult for the Company to obtain additional 
capital and pursue business opportunities, including potential acquisitions. Debt financings may 
also contain provisions which, if breached, may entitle lenders or their agents to accelerate 
repayment of loans and/or realize security over the assets of the Company.  There is no 
assurance that the Company would be able to repay such loans in such an event or prevent the 
enforcement of security granted pursuant to such debt financing. 

The Company may not be able to obtain insurance coverage; because the Company 
operates within the cannabis industry, there are additional difficulties and complexities 
associated with obtaining insurance coverage. 

The Company believes that it will be able to obtain sufficient insurance coverage with respect to 
workers’ compensation, general liability, directors’ and officers’ insurance, fire and other similar 
policies customarily obtained for businesses to the extent commercially appropriate; however, 
because the Company is engaged in and operates within the cannabis industry, there are 
exclusions and additional difficulties and complexities associated with such insurance coverage 
that could cause the Company to suffer uninsured losses, which could adversely affect the 
Company’s business, results of operations, and profitability. There is no assurance that if the 
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Company obtains necessary insurance coverage, it will be able to fully utilize such coverage, if 
necessary. 

The cultivation of cannabis includes risks inherent in an agricultural business including 
the risk of crop loss, sudden changes in environmental conditions, equipment failure, 
product recalls and others. 

The Company’s future 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 the Company expects that any 
such growing will 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. 

The cultivation of cannabis involves a reliance on third party transportation which could 
result in supply delays, unreliable delivery and other related risks. 

In order for customers of the Company to receive their product, the Company will rely on third 
party transportation services. This can cause logistical problems with and delays in patients 
obtaining their orders and cannot be directly controlled by the Company. Any delay by third party 
transportation services may adversely affect the Company’s financial performance. 

Moreover, security of the product during transportation to and from the Company’s facilities is 
critical due to the nature of the product. A breach of security during transport could have material 
adverse effects on the Company’s business, financials and prospects. Any such breach could 
impact the Company’s future ability to continue operating under its licenses or the prospect of 
renewing its licenses. 

The Company may be subject to self-imposed or regulator-imposed product recalls for 
product defects. 

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 labelling disclosure. Although the Company 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. If any of the Company’s products are recalled due to an alleged product defect or for 
any other reason, the Company could be required to incur the unexpected expense of the recall 
and any legal proceedings that might arise thereto. The Company 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. Also, if one of the Company’s 
significant brands was subject to recall, the image of that brand and the Company could be 
harmed. A recall for any reason could lead to decreased demand for the Company’s products and 
could have a material adverse effect on the operations and financial condition of the Company. 
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The Company is reliant on key inputs, and any interruption of these good or services could 
have a material adverse effect on the Company’s finances and operation results. 

The Company’s business is dependent on several key inputs and their related costs including raw 
materials and supplies related to its 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 and 
operations of the Company. 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 
operations of the Company. 

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

Research in Canada, the U.S. and other countries regarding the medical benefits, viability, safety, 
efficacy, dosing and social acceptance of cannabis (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 
Company 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, investors 
should not place undue reliance on such articles and reports. Future research studies and clinical 
trials may draw opposing conclusions to those stated herein or reach negative conclusions 
regarding the medical benefits, viability, safety, efficacy, dosing, social acceptance or other facts 
and perceptions related to medical cannabis, which could have a material adverse effect on the 
demand for the Company’s products with the potential to lead to a material adverse effect on the 
Company’s business, financial condition and results of operations. 

Under Canadian regulations, a Licensed Producer (“LP”) of cannabis may have 
restrictions on the type and form of marketing it can undertake which could materially 
impact sales performance. 

The development of the Company’s future business and operating results may be hindered by 
applicable restrictions on sales and marketing activities imposed by Health Canada. The 
regulatory environment in Canada limits the Company’s ability to compete for market share in a 
manner similar to other industries. 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 
operating results could be adversely affected. 

The Company could be liable for fraudulent or illegal activity by its employees, contractors 
and consultants resulting in significant financial losses to claims against the Company. 

The Company is exposed to the risk that its employees, independent contractors and consultants 
may engage in fraudulent or other illegal activity. Misconduct by these parties could include 
intentional, reckless and/or negligent conduct or disclosure of unauthorized activities to the 
Company that violates: (i) government regulations; (ii) manufacturing standards; (iii) federal and 
provincial healthcare fraud and abuse laws and regulations; or (iv) laws that require the true, 
complete and accurate reporting of financial information or data. It is not always possible for the 
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Company to identify and deter misconduct by its employees and other third parties, and the 
precautions taken by the Company to detect and prevent this activity may not be effective in 
controlling unknown or unmanaged risks or losses or in protecting the Company from 
governmental investigations or other actions or lawsuits stemming from a failure to follow such 
laws or regulations. If any such actions are instituted against the Company, and it is not successful 
in defending itself or asserting its rights, those actions could have a significant impact on its 
business, including the imposition of civil, criminal and administrative penalties, damages, 
monetary fines, contractual damages, reputational harm, diminished profits and future earnings, 
curtailment of the Company’s operations, and even prison sentences, any of which could have a 
material adverse effect on the Company’s business, financial condition and operations. 

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

The Company has and will continue to enter into agreements with third parties for hardware, 
software, telecommunications and other information technology (“IT”) services regarding its 
operations. The Company’s operations depend, in part, on how well it and its suppliers protect 
networks, equipment, IT systems and software against damage from many threats, including, but 
not limited to, cable cuts, damage to physical plants, natural disasters, intentional damage and 
destruction, fire, power loss, hacking, computer viruses, vandalism and theft. The Company’s 
operations also depend on the timely maintenance, upgrade and replacement of networks, 
equipment, IT systems and software, as well as pre-emptive expenses to mitigate the risks of 
failures. Any of these and other events could result in information system failures, delays and/or 
increase in capital expenses. The failure of information systems or a component of information 
systems could, depending on the nature of any such failure, adversely impact the Company’s 
reputation and results of operations. 

The Company has not experienced any material losses to date relating to cyber-attacks or other 
information security breaches, but there can be no assurance that the Company will not incur 
such losses in the future. The Company’s risk and exposure to these matters cannot be fully 
mitigated because of, among other things, the evolving nature of these threats. As a result, cyber 
security and the continued development and enhancement of controls, processes and practices 
designed to protect systems, computers, software, data and networks from attack, damage or 
unauthorized access is a priority. As cyber threats continue to evolve, the Company may be 
required to expend additional resources to continue to modify or enhance protective measures or 
to investigate and remediate any security vulnerabilities. 

The Company may be subject to breaches of security at its facilities, or in respect of 
electronic documents and data storage and may face risks related to breaches of 
applicable privacy laws. 

Given the nature of the Company’s product and its lack of legal availability outside of channels 
approved by the Government of Canada, as well as the concentration of inventory in its facilities, 
despite meeting or exceeding Health Canada’s security requirements, there remains a risk of 
shrinkage as well as theft. A security breach at one of the Company’s facilities could expose the 
Company to additional liability and to potentially costly litigation, increase expenses relating to the 
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resolution and future prevention of these breaches and may deter potential customers from 
choosing the Company’s products. 

In addition, the Company may collect and store personal information about its customers and is 
responsible for protecting that information from privacy breaches. A privacy breach may occur 
through procedural or process failure, information technology malfunction, or deliberate 
unauthorized intrusions. Theft of data for competitive purposes, particularly patient lists and 
preferences, is an ongoing risk whether perpetrated via employee collusion or negligence or 
through deliberate cyber-attack. Any such theft or privacy breach would have a material adverse 
effect on the Company’s business, financial condition and results of operations. 

In addition, there are several federal and provincial laws protecting the confidentiality of certain 
patient health information, including patient records, and restricting the use and disclosure of that 
protected information. The privacy rules under the Personal Information Protection and 
Electronics Documents Act (Canada) (“PIPEDA”), protect medical records and other personal 
health information by limiting their use and disclosure of health information to the minimum level 
reasonably necessary to accomplish the intended purpose. If the Company was found to be in 
violation of the privacy or security rules under PIPEDA or other laws protecting the confidentiality 
of patient health information, it could be subject to sanctions and civil or criminal penalties, which 
could increase its liabilities, harm its reputation and have a material adverse effect on the 
business, results of operations and financial condition of the Company. 

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

The Company may be subject to various potential conflicts of interest because some of its officers 
and directors may be engaged in a range of business activities. In addition, the Company’s 
executive officers and directors may devote time to their outside business interests, so long as 
such activities do not materially or adversely interfere with their duties to the Company. In some 
cases, the Company’s executive officers and directors may have fiduciary obligations associated 
with these business interests that interfere with their ability to devote time to the Company’s 
business and affairs and that could adversely affect the Company’s operations. These business 
interests could require significant time and attention of the Company’s executive officers and 
directors. 

In addition, the Company may also become involved in other transactions which conflict with the 
interests of its directors and the officers who may from time to time deal with persons, firms, 
institutions or companies with which the Company may be dealing, or which may be seeking 
investments like those desired by it. The interests of these persons could conflict with those of 
the Company. In addition, from time to time, these persons may be competing with the Company 
for available investment opportunities. Conflicts of interest, if any, will be subject to the procedures 
and remedies provided under applicable laws. In particular, if such a conflict of interest arises at 
a meeting of the Company’s directors, a director who has such a conflict will abstain from voting 
for or against the approval of such participation or such terms. In accordance with applicable laws, 
the directors of the Company are required to act honestly, in good faith and in the best interests 
of the Company. 
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Management may not be able to successfully implement adequate internal controls over 
financial reporting. 

Proper systems of internal controls over financial accounting and disclosure are critical to the 
operation of a public company. However, the Company does not expect that its disclosures 
controls and procedures (DCP) and internal controls over financial reporting (ICFR) will prevent 
all error and all fraud. A control system, no matter how well designed and operated, can provide 
only reasonable, not absolute, assurance that the control system’s objectives will be met. Further, 
the design of a control system must reflect the fact that there are resource constraints and the 
benefits of controls must be considered relative to their costs. Because of the inherent limitations 
in all control systems, no evaluation of controls can provide absolute assurance that all control 
issues and instances of fraud, if any, have been detected. Due to the inherent limitations in a 
cost-effective control system, misstatements due to error or fraud may occur and may not be 
detected in a timely manner or at all. If the Company cannot provide reliable financial reports or 
prevent fraud, its reputation and operations could be materially adversely affected, which could 
cause investors to lose confidence in the Company’s reported financial information. 

The Company, or the cannabis industry more generally, may receive unfavorable publicity 
or become subject to negative consumer perception. 

The Company believes the cannabis industry is highly dependent upon consumer perception 
regarding the benefits, safety, efficacy and quality of the cannabis distributed for medical 
purposes to such consumers. Consumer perception of the Company’s products can be 
significantly influenced by scientific research or findings, regulatory investigations, litigation, 
political statements, media attention and other publicity (if accurate or with merit) regarding the 
consumption of cannabis products for medical purposes, including unexpected safety or efficacy 
concerns arising with respect to the products of the Company or its competitors. 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 cannabis market or any 
product, or consistent with earlier publicity.  

Future research, findings, regulatory proceedings, litigation, media attention or other publicity that 
are perceived as less favorable than, or that question, earlier research reports, findings or publicity 
could have a material adverse effect on the demand for the Company’s products, operations and 
financial condition. The Company’s dependence upon consumer perceptions means that adverse 
scientific research reports, findings, regulatory proceedings, litigation, media attention or other 
publicity (if accurate or with merit), could have an adverse effect on any demand for the 
Company’s products which could have a material adverse effect on the Company’s business, 
financial condition and operations. Further, adverse publicity reports or other media attention 
regarding the safety, efficacy and quality of cannabis for medical purposes in general, or the 
Company’s products specifically, or associating the consumption of 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 legally, appropriately or as 
directed. 

Volatility in the Market Price of the Company’s Securities. 

Securities of cannabis companies have experienced substantial volatility in the past, often based 
on factors unrelated to the financial performance or prospects of the companies involved. These 
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factors include macroeconomic developments in North America and globally, currency 
fluctuations and market perceptions of the attractiveness of particular industries. The value of the 
Company’s securities is also likely to be significantly affected by short-term changes in cannabis, 
by the Company’s financial condition or results of operations as reflected in its quarterly financial 
statements and by other operational and regulatory matters. As a result of any of these factors, 
the market price of the Company’s equity securities at any given point in time may not accurately 
reflect their long-term value. 

Price Volatility of Publicly Traded Securities. 

In recent years, the securities markets in the United States and Canada have experienced a high 
level of price and volume volatility, and the market prices of securities of many companies have 
experienced wide fluctuations in price which have not necessarily been related to the operating 
performance, underlying asset values or prospects of such companies. There can be no 
assurance that fluctuations in price will not occur. The market for the Company’s equity will be 
subject to market trends generally, notwithstanding any potential business of the Company.  

Management’s Responsibility for The Condensed Interim Consolidated Financial 
Statements. 

The information provided in this report as referenced from the Company’s condensed interim 
consolidated financial statements for the referenced reporting periods is the sole responsibility of 
management.  In the preparation of the information along with related and accompanying 
statements and estimates contained herein, management uses careful judgement in assessing 
the values (or future values) of certain assets or liabilities.  It is the opinion of management that 
such estimates are fair and accurate as presented. 

Other MD&A Requirements 

The Company’s acting Chief Executive Officer and acting Chief Financial Officer are responsible 
for establishing and maintaining disclosure controls and procedures and internal controls over 
financial reporting by the Company. 

Additional information on the Company is available on SEDAR at www.sedar.com.  

 


