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The following Management’s Discussion and Analysis (“MD&A“) should be read in conjunction with SLANG 
Worldwide Inc.’s (the “Company“, “SLANG“, “we“, “our“) audited consolidated financial statements and 
notes for the years ended December 31, 2019 and 2018 (the “Financial Statements“). This MD&A was 
prepared with reference to the MD&A disclosure requirements set out by National Instrument 51-102 – 
Continuous Disclosure Obligations (“NI 51-102“). The Financial Statements, together with this MD&A, are 
intended to provide investors with a reasonable basis for assessing the financial performance of the 
Company as well as forward-looking statements relating to future performance. Results are reported in 
Canadian dollars, unless otherwise noted. The Financial Statements are prepared in accordance with 
International Financial Reporting Standards (“IFRS“). Information contained herein is presented as at May 
25, 2020, unless otherwise indicated. The Financial Statements and related notes and this MD&A have 
been reviewed by the Company’s Audit Committee and approved by the Company’s Board of Directors on 
May 25, 2020. 

Cautionary Note Regarding Forward-Looking Statements 

This MD&A contains certain information that may constitute “forward-looking information“ and “forward-
looking statements“ which are based upon the Company’s current internal expectations, estimates, 
projections, assumptions and beliefs.  Such statements can be identified by the use of forward-looking 
terminology such as “expect“, “likely“, “may“, “will“, “should“, “intend“, or “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 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 this MD&A. Forward-looking statements in this MD&A include, but are not limited to, 
statements with respect to: 

• regulatory risks; 
• changes in laws, regulations and guidelines; 
• market risks; 
• concentration risks: 
• limited operating history; and  
• competition risks.  

Certain of the forward-looking statements and forward-looking information and other information contained 
herein concerning the cannabis industry and the general expectations of SLANG concerning the cannabis 
industry and concerning SLANG are based on estimates prepared by SLANG using data from publicly 
available governmental sources as well as from market research and industry analysis and on assumptions 
based on data and knowledge of this industry which SLANG believes to be reasonable. While SLANG is 
not aware of any misstatement regarding any industry or government data presented herein, the cannabis 
industry involves risks and uncertainties that are subject to change based on various factors and SLANG 
has not independently verified such third-party information. 

Although the Company believes that the expectations reflected in such forward-looking statements are 
reasonable, it can give no assurance that forward-looking statements will prove to be accurate, as actual 
results and future events could differ materially from those anticipated in such statements. The Company’s 
forward-looking statements are expressly qualified in their entirety by this cautionary statement. In 
particular, but without limiting the foregoing, disclosure in this MD&A may make reference to or involve 
forward-looking statements. A number of factors could cause actual events, performance or results to differ 
materially from what is projected in the forward-looking statements. See “Risks and Uncertainties“ in this 
MD&A. 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 
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purpose. Accordingly, readers should not place undue reliance on forward-looking statements contained in 
this MD&A. The Company undertakes no obligation to update or revise any forward-looking statements, 
whether as a result of new information, future events or otherwise, except as required by applicable law. If 
the Company does update one or more forward-looking statements, no inference should be drawn that it 
will make additional updates with respect to those or other forward-looking statements, unless required by 
law.  

Overview 

This overview summarizes the MD&A, which includes the following sections: 

1. Highlights — a summary of highlights from the Financial Statements and recent developments. 
 

2. Our Business — a general description of our business and our areas of focus.  
 

3. Objectives and Strategy — an overview of priorities and plans to achieve our objectives. 
 

4. Key performance Indicators — a discussion of the metrics branded servings and branded unit 
volume. 
 

5. Results and Outlook — an overview of our financial position and results; an analysis of our cash 
flows; and the outlook for the future. 
 

6. Resources, Relationships and Risk — a discussion of all significant resources and relationships 
needed to deliver results and the risks that can affect achieving these results.  

1. Highlights 

During the 3-months ended December 31, 2019: 

• Revenue of $8.7 million and compared to $9.3 million of revenue in Q3 2019. The sequential 
decrease reflects the short-term impact of public health concerns about illicit market vaporizers and 
associated exchanges, returns, and/or production planning shifts in the category.    

• Gross profit of $5.5 million and gross margin of 63% improved over Q3 2019 which had a gross 
profit of $4.6 million and a 49% margin.  

• Adjusted EBITDA loss of $1.4 million compares to Q3 2019 adjusted EBITDA loss of $1.6 million. 

• Total comprehensive loss of $202.3 million was driven by an operating loss of $26.7 million, an 
impairment charge of $128.6 million attributable to the fourth quarter, and a $78.3 million financing 
cost and fair value adjustment, partially offset by a $34.5 million deferred tax recovery.  

• Completed a non-brokered private placement financing for gross proceeds of $16.9 million. 

• The Company delivered notice of its intention to exercise its option to acquire Allied Concessions 
Group (“ACG“), with the objective of consolidating its operations in Colorado to increase revenue 
and streamline costs. Completion of the transaction is subject to the execution of definitive 
documentation and State licensing approval and is targeted for the third quarter of 2020.  

During the year ended December 31, 2019: 

• Revenue of $29.2 million reflects operations since January 22, 2019, the date the National 
Concessions Group (“NCG”) and NWT Holdings LLC (“Firefly”) acquisitions were completed. 2018 
results did not include those operations and are not comparable.  
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• Full-year 2019 adjusted gross profit of $15.6 million and adjusted gross profit margin of 53%. 

• Adjusted EBITDA loss of $6.5 million. 

• Total comprehensive loss of $202.1 million was driven by an operating loss of $59.7 million and an 
impairment charge of $224.0 million, partially offset by a $51.6 million financing cost and fair value 
adjustment and a $34.5 million of deferred tax recovery.  

• $18.9 million of cash and cash equivalents at December 31, 2019. 

2. Our Business 

SLANG is a leading global cannabis consumer packaged goods company with a robust portfolio of 
renowned brands. The Company currently owns, licenses, and/or markets 11 brands which serve the 
following categories: flower, inhalable concentrates, and ingestibles (including edibles, and pressed pills). 
As of December 31, 2019, our portfolio of products has generated over US$250 million in retail sales 
since January 2014. During Q4, nearly 650,000 servings of our branded products were consumed each 
day on average.  Calculations are based on management estimates, which are derived from both internal 
sales data (including the sale of packaging to licensee partners), feedback from retailers, and retail unit 
volumes from the third-party analytics provider, BDS Analytics. 

The Company generates revenues and cash flows in two primary ways:  

1) Selling certain non-plant touching products. This includes our dry herb vaporizer; the Firefly 2+, 
and product components including packaging, hardware, and flavouring concentrates/bases.  

2) Collecting licensing and consulting fees from brand licensees, referred to as “The SLANG 
Network“. 

The SLANG Network is a combination of licensed cannabis manufacturers, distributors and e-commerce 
distribution platforms. The SLANG Network provides a capital efficient and scalable platform through which 
SLANG drives brand value creation and expands our presence in both established and emerging cannabis 
markets around the world. 

Areas of Focus 

Extraction/Manufacturing 

At the cannabis extraction and manufacturing stage of The SLANG Network, we have three types of 
business relationships:  

1. Regulated extractors/manufacturers in which we own equity.  
2. Regulated extractors/manufacturers in which we have options to own equity. 
3. Regulated extractors/manufacturers in which we will not own but license our brands to.  

We support these extractors/manufacturers to produce and wholesale our branded goods to retailers by 
providing standard operating procedures and consulting on best manufacturing practices, sales and go-to-
market strategies. Manufacturers in which our Company has no ownership interest or a non-controlling 
ownership interest, represented the majority of worldwide branded units volume of the Company for the 
year. Generally, the Company’s operations which license our brands, and sell ingredients and components 
to third-party manufacturers generate higher gross margin but lower net operating revenue, when compared 
to the extracting/manufacturing operations which we own or have options to acquire, which generate higher 
net operating revenue, but lower gross profit margins. 
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Marketing/Branding 

We deploy capital throughout markets serviced by The SLANG Network in support of our brands, including 
for expenditures covering sponsorship opportunities, advertising, and promotional incentives. These 
expenditures promote the brands and generate long-term growth of our branded units volume and increase 
our global market share. In the future, we expect that expenditures, relative to net revenue, will mirror those 
of Fortune 500 Consumer Packaged Goods firms, as cannabis becomes further mainstream as a consumer 
good.  

Distribution 

In the cannabis industry, the weight of physical units is lower per dollar of value than other consumer 
packaged goods categories, such as food, snacks, and beverages. Therefore, distribution is less logistically 
intensive and expensive per unit. The most important aspect of distribution for SLANG is the relationship 
with the end retailer and consumer.  To that end, our inside sales activities, local brand ambassadorship, 
and retail relationship support activities, are key areas of focus and contributors to the success of The 
SLANG Network and the growth of branded units volume.  

Investing Activities  

We provide targeted support for our manufacturing partners and The SLANG Network constituents, 
historically with funds and consulting designed for growth initiatives, where their existing working capital 
and resources are insufficient. Similar to our other businesses, we are focused on investing in markets 
where the business is profitable or demonstrates a clear path to profitability. Capital relationships primarily 
include debt financing for activities such as the purchase of equipment, materials, and other items required 
to meet market demand for the brands they are contracted to produce. This is demonstrated through our 
loans provided to companies such as ACG and LBA.  

In summary 

SLANG is a global business that operates on a local scale, in every community where we do business. We 
are a multi-state-operator and a multi-national operator. Our brands and cannabis products from our 
portfolio are available through Network partners and/or licensing agreements in Arizona, California, 
Colorado, Florida, Maine, Massachusetts, Nevada, New Mexico, Oregon, Oklahoma, Vermont, Canada, 
Puerto Rico and Jamaica. We are able to create global reach with local focus because of the strength of 
The SLANG Network, which comprises the Company and our licensee partners worldwide. The SLANG 
Network is not a single entity from a legal or managerial perspective, and the Company does not own or 
control all of The SLANG Network partners. While many views the Company simply as “SLANG“, our 
network operates through multiple local channels. The primary way that our products reach the marketplace 
starts with SLANG, which manufactures and sells product formulation bases and packaging to The SLANG 
Network operations. SLANG also owns the brands and is responsible for consumer brand marketing and 
sales initiatives. Partners of The SLANG Network will manufacture, package, and distribute final branded 
products to retail customers, who then sell our products to consumers. The SLANG Network partners work 
closely with retail customers to execute localized strategies developed in partnership with SLANG. Retail 
customers then sell our products to consumers across 2,600 retail stores. 

3. Objectives and Strategy 

Objective 

Our objective is to use The SLANG Network and our owned assets (brand intellectual property (“IP“), 
unparalleled distribution access, financial capabilities, manufacturing process know-how and human 
capital) to create long-term growth of branded units volume and branded servings. As we measure growth 
in branded units volume, we work collaboratively with all constituents of The SLANG Network to maximize 
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this metric. How customers vote with their dollars tells us the real story of how our brands are performing 
in the market.  

Strategy 

The Company continues to execute on its strategy for measured growth and has been proceeding with its 
plan to optimize its operations toward profitability. SLANG‘s capital-light business model, which is focused 
on building strong CPG brands and distribution capabilities, affords the Company multiple strategic options 
for competing and scaling in various jurisdictions. The maturity of the local cannabis market and the ability 
to generate profit margins and sustainable growth are the key elements driving strategic choices. The 
Company‘s business model positions it well to act dynamically during ever-evolving market 
conditions. SLANG is focused on creating value in core markets with profitable growth trajectories. The 
Company‘s strategy in core markets is to consolidate supply chain assets in order to strengthen unit 
economics and profitability. SLANG currently considers its core markets to include Colorado and Oregon. 
As previously announced, the Company has delivered notice of its intention to exercise its option to acquire 
the Allied Concessions Group manufacturing and distribution business in Colorado. The Company recently 
executed definitive agreements relating to its proposed acquisition of an edibles manufacturing and 
distribution business belonging to Oregon-based LBA Global Corporation (“LBA“). The Company has 
subsequently been working to obtain the state regulatory approvals required to complete both 
transactions. By way of contrast, the Company views emerging markets as those in which medical and 
recreational cannabis use typically has been more recently legalized or in which the current regulatory or 
commercial environment makes profitability more challenging. Strategic partnership and brand licensing 
models have allowed the Company to build brand awareness and sales while reducing the requirement for 
an up-front investment of capital in what the Company considers “emerging markets“. For SLANG, 
emerging markets include Florida, Maine, Nevada, New Mexico, Oklahoma, Vermont and Canada. 
SLANG‘s strategy in emerging markets is built around strong local partners in each of these markets who 
manage production and distribution, such as Trulieve Cannabis Corp. in Florida. Recent corporate 
developments consistent with SLANG‘s capital-light growth strategy include the following: 

 
• Balance sheet: The Company continues to operate with a strong cash position and has not 

incurred a significant amount of debt with unaffiliated entities. In late November and early 
December of 2019, the Company strengthened its balance sheet through private placement 
financings which raised aggregate gross proceeds of approximately $16.9 million. Those proceeds 
are available for general corporate purposes and to allow the Company to pursue strategic growth 
opportunities. 
 

• Cookies partnership: The Company has expanded its strategic partnership with the cannabis and 
lifestyle brand Cookies through recently announced licensing and distribution agreements in 
both Colorado and Oregon, with ongoing discussions relating to other markets. Pursuant to the 
agreements, SLANG will enter the flower category in partnership with one of the most notable 
brands in the industry. The partnership is expected to create new revenue opportunities for SLANG 
and further diversifies the Company‘s product portfolio. 
 

• Maine: SLANG recently announced a licensing agreement with Northeast Patients Group, doing 
business as Wellness Connection of Maine (“Wellness Connection“), the state‘s largest licensed 
producer of medical cannabis. The agreement grants Wellness Connection an exclusive license to 
produce and distribute the SLANG product suite in Maine, where the first adult-use, recreational 
sales are expected by this summer 2020. 

 
• Ohio: In early Q1 2020, the Company announced its expansion into the Ohio medical cannabis 
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market through a licensing agreement with Standard Wellness Company, LLC (“Standard 
Wellness“). The agreement grants Standard Wellness an exclusive license to produce and 
distribute the SLANG product suite in Ohio, with sales expected to begin in Q2 2020 with its 
category-leading O.penVAPE, Pressies, Bakked and District Edibles brands. 
 

• Canada: The Company expects several SLANG cannabis-infused products to be available 
in Canada in the near future, subject to regulatory approval, through its joint venture with a partially-
owned subsidiary of Canopy Growth Corporation, Agripharm Corp. The initial launch is expected 
to include the O.penVAPE RESERVE vaporizer cartridges, the Firefly Mini portable vaporizer and 
Bakked Dabaratus distillate dabbing solution. 
 

• Cultivate Brands Corp: Completed the acquisition of Cultivate Brands Corp. (“Cultivate”) in May 
2020, a company with a complementary portfolio of brands and other intellectual property, and 
assets which include extraction equipment and other machinery, cash of approximately $4 million, 
and a strategic investment in a company within the cannabis industry supply chain. 

 

Path to Profitability and Cash Flow 

SLANG is well positioned to leverage its experience in its core markets: Colorado and Oregon.  We are 
focused on reducing costs both within the existing SLANG businesses and with network partners in order 
to ensure we are positioned to achieve profitability in the near term.  We continue to take steps to organize 
operating units to reflect the profitable dynamics of our more mature markets, moving towards achieving 
profit and positive cashflow for the Company as a whole. 

• Focus corporate expenditures on profitable markets: As conditions continue to evolve in cannabis 
markets throughout the US, we have focused corporate expenditures and working capital support 
on profitable or near-profitable markets which include Colorado and Oregon, and have reduced or 
eliminated expenditures in underperforming markets.  We will continue to provide strategic and 
advisory support to The SLANG Network partners in markets which we won’t be providing capital 
support to. 

• Elimination of redundant costs pertaining to ongoing integration: Within SLANG, we have continued 
to evaluate the requirements of acquired businesses and have identified several areas where we 
can optimize costs.   

• Defer expansion projects within new markets: While our model is capital light in terms of expansion 
into new markets, it takes time and resources to establish a foothold before seeing a return. As we 
announced last quarter, we have deferred expansion in key new markets until they have matured 
to the point of stability with a healthy supply/demand balance and ample distribution with access to 
retail.   

• Cost structure optimization: Our network partners have initiated reductions of redundant positions 
in order to optimize their cost structures.  This includes certain businesses over which we hold 
options. While this does not impact our existing consolidated financials, it will benefit SLANG 
shareholders over the long term once we are in a position to consolidate these businesses.  

• Recalibration in California: SLANG continued the process of re-factoring its supply chain in 
California. Significant cost savings were made in Q4 as the company transitioned focus away from 
California as a core market. Trade-offs between purchased versus produced inputs and other key 
cost components, as well as certain other key components of the California supply chain continue 
to be restructured, including an evaluation of alternative distribution partners and other suppliers 
within the state.   
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• Reduction of SG&A: We have scaled back marketing, travel, and ancillary expenses where 
possible. Professional fees associated with M&A activity have been reduced by slowing 
acquisitions and managing existing transactions with in-house finance and legal counsel. We are 
currently reviewing our insurance policies to consolidate and negotiate premiums. 

• Consolidation of Colorado supply chain: As of the date of this report, we delivered notice of our 
intention to exercise the ACG option, which will allow us to consolidate operations in Colorado. This 
will increase revenue and margins while streamlining operations and costs in our largest market.  

We believe the initiatives outlined above will establish a path to a profitable, cash flowing business that will 
translate into long-term sustainability. Initiatives already implemented will result in operating savings of 
approximately $7 million over the next 12 months. We continue to monitor costs closely and will take 
additional cost saving steps if our customers and markets continue to be challenged by COVID-19. As new 
markets mature, this framework will be the model that will be used to capitalize on responsible growth. 

 

4. Key Performance Indicators 

As a consumer-packaged goods company, we believe that the strength of our brands should be measured 
by both 1) Branded Units volume and 2) Branded Servings volume, with each metric providing insight into 
our consumer engagement with our brands. Branded Units volume and Branded Servings volume are both 
non-IFRS measures and do not have any standardized meaning prescribed by IFRS. See “Non-IFRS 
Measures“ in this MD&A.  

Branded Units volume represents the number of branded SLANG products sold at retail to a consumer. 
Each Branded Units represents one finished good. Also included in Branded Units are certain products 
licensed to, or distributed by, The SLANG Network for which the Company provides marketing support and 
from the sale of which it derives income. Such licensed products account for a minimal portion of Branded 
Units’ volume.  

Branded Servings volume represents the number of times a consumer engages with, or experiences, one 
of our products. A Branded Serving is a unit of measurement in milligrams (mg) of cannabinoid content 
delivered to a consumer. SLANG considers 5 mg to be a Branded Serving.  

SLANG’s Branded Units and Branded Serving volumes for the quarter ended December 31, 2019 are based 
on management estimates, which are derived from both internal sales data (including the sale of packaging 
to licensee partners), feedback from retailers, and retail unit volumes from the third-party analytics provider, 
BDS Analytics.   

The reported Branded Units and Branded Serving volumes reflect finished goods sold by third-party 
retailers during the quarter ended December 31, 2019, whereas SLANG’s direct brand revenue reflects 
sales to The SLANG Network consisting of packaging components, finished goods, and licensing fees. In 
any given period, SLANG’s Branded Units volume and direct sales revenues likely will not maintain a 
consistent relationship due to such items as: seasonality, inventory practices, supply point changes, price 
increases, new product introductions and changes in product mix, which can impact timing differences 
between Branded Units volume and SLANG’s direct revenue. 

The number of Branded Servings per Branded Units may vary widely based on product sales mix in a given 
state. For example, one Branded Units of our product, District Edibles, containing 100mg of THC, will 
produce 20 Branded Servings, whereas one Branded Units of the product ISH, containing 200mg of THC, 
will produce 40 Branded Servings. Additionally, our portfolio of inhalable products contains several SKUs 
with over 800mg of THC. 
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In the quarter ended December 31, 2019, 821,962 Branded Units were sold across The SLANG Network. 
California and Colorado generated roughly 30% and 44% respectively of SLANG’s total Branded Units 
volume, representing a combined 74% of SLANG’s Branded Units volume. The majority of SLANG’s 
existing products are considered fast-moving consumer goods and are generally believed to be consumed, 
or experienced (5mg serving), relatively shortly after being purchased. During the quarter ended December 
31, 2019, SLANG’s products delivered close to 60 million of such experiences.  

The following is a summary of Branded Units volume and Branded Serving volume for the quarter ended 
December 31, 2019: 

 

Notes: 

1. Broad Distribution includes hardware distributed in multiple states. 
2. Non-US is currently an insignificant amount, but we expect an increase Q1 2020 when the impact of the new Canadian 

regulations for cannabis edibles, extracts and topicals will be reflected in the data. 
3. N/M – “Not material“. 

Branded Units volume decreased 11% for the quarter ending December 31, 2019 when compared to the 
quarter ending September 30, 2019, with Branded Servings volume decreasing 8%. During the same 
period, our revenue decreased 6% from $9.3 million to $8.7 million. The main driver of the variance between 
revenue decreasing less than the decrease in Branded Units and Branded Servings is the positive revenue 
impact of an increase in the premium product segment growth within the portfolio. The shift in product mix 
is due to both macro events and product releases. Additionally, a portion of SLANG’s revenue is rental 
income which is not tied to Branded Units or Branded Servings. 
 
Product Mix 
 
The launch of the premium Firefly 2+ vaporizer has given us a high value product that generates significant 
revenue relative to its impact on Branded Units. This product retails for a US$250 MSRP. As a durable 
good, rather than consumable, the Firefly 2+ does not generate Branded Servings as it is a dry herb 
vaporizer and does not contain THC. Although we had a decrease in Branded Units volume of our 
O.penVAPE brand, we still saw strong performance of District Edibles and other brands in our core markets. 
District Edibles has a lower number of servings per unit than that of our O.penVAPE brand. We also saw 
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consumers transition to premium, higher servings volume form factors within O.penVAPE which resulted in 
higher Branded Servings relative to the Branded Units sold. 

 
5. Results and Outlook 

Overview 

Below is selected financial information for each quarter of operations since the Company’s public listing 
date of January 22, 2019. The 2019 calendar year saw several macro factors contributing to a more 
challenging operating environment for legal cannabis businesses, including delays in anticipated legal and 
regulatory changes and public health concerns related to a sudden rise in the number of cases of lung 
disease illnesses associated primarily with the use of, what appears to be, illicit-market vaporizer liquids. 
The proliferation of public concern over the safety of vape products in the fourth quarter of 2019, and 
associated regulatory responses, created challenges related to product mix and availability. The regulatory 
responses varied by market, with some choosing to enact total bans, while others restricted certain product 
types. Most operators in the cannabis vape category, including certain entities in The SLANG Network, 
experienced challenges in the form of exchanges, returns, and/or production planning shifts. Monthly sales 
in the vape category in certain states declined by as much as 25% in the fourth quarter compared to the 
third quarter. Throughout the quarter, new data became available, pointing to the high probability that the 
safety issues were related to illicit market practices and regulators updated their positions accordingly, 
returning the legal market to a more normal state. In 2020, consumer demand for these products has 
returned, largely, to status quo rates of growth and demand across the industry.  
 
Subsequent to year-end, COVID-19 brought the world and many businesses to a halt. The slow recovery 
to the new normal continues to be an unknown. To respond to it, we continue to monitor and control our 
cost structure. Despite all of this, the Company maintains a strong balance sheet and is confident in its 
resource, people and strategy to continue to succeed. 
 

 

Results 

The following table presents selected financial data derived from the indicated periods consolidated 
financial statements of the Company for the three and 12 months ended December 31, 2019 and 2018. 
The selected financial information set out below may not be indicative of the Company’s future performance. 
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Acquisitions and Comparative Figures 

On January 22, 2019, the Company completed the acquisitions of National Concessions Group Inc. (“NCG“) 
and NWT Holdings LLC (“Firefly”). As such, the financial results for the year ending December 31, 2019, 
reflect operations from NCG and Firefly on a consolidated basis from January 22, 2019 to December 31, 
2019, which is approximately 11.3 months. Therefore, the prior year comparative figures do not reflect the 
operations of these two companies. SLANG has an option to acquire NCG’s two related companies, NSH 
and ACG. At the time the options are exercised and acquisitions completed, the consolidated figures will 
begin to reflect the NSH or ACG operations.  As of the date of this report, the Company has provided notice 
of its intention to exercise the ACG option, no such notice has been provided for the option to acquire NSH.  

Impairment 
 
The Company recorded an impairment charge of $223,990,645 in fiscal 2019. Goodwill of $113,663,184 
million was fully impaired and various intangible assets were impaired by $110,040,898. 
 
At the start of 2019, the balance sheet did not include any goodwill or intangible assets. Those assets were 
recognized following the completion of the January 22, 2019 acquisitions of NCG and Firefly and the 
associated options to acquire NSH and ACG. These transactions were consummated using a combination 
of cash and shares in the Company, resulting in complex accounting reporting. Such corporate activity 
results in derivative accounting and goodwill analysis in a market characterized by significant valuation 
volatility. When shares are used to consummate a transaction, the recorded results will often vary materially 
at closing versus agreement date; our income statement reflects this. This is a common occurrence for 
companies that consummate transactions using equity in a high growth industry. The investment is 
recorded at the share value at the time of closing the transaction, not the date at which the transaction 
terms were agreed to by the parties involved. When accounting adjustments such as impairments are 
made, it is to ensure the balance sheet investment is reflective of the value attributed when the transaction 
was agreed upon and/or current market conditions. 
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In early 2019, when these acquisitions were completed and SLANG obtained its public listing, cannabis 
stocks were trading at significantly higher valuations than today. Many investors were focused on revenue 
growth expectations based upon the long-term prospects for the cannabis industry, rather than cash flow 
or profitability metrics. The book value of the Company’s assets, as initially presented in the March 31, 2019 
financial statements, reflected those stock market valuations as well as the anticipation of continued rapid 
expansion of the cannabis sector. The growth expectations assumed continued access to capital for 
cannabis companies, consistent with capital market conditions at the time. 

Throughout the course of 2019, a number of factors combined to make the operating environment more 
challenging for cannabis companies and causing those initial assumptions to be re-evaluated. Of particular 
relevance to SLANG were an unfavourable shift in the competitive dynamics in certain markets where the 
Company operates, delays in anticipated regulatory changes, widespread concerns over public health 
issues related to illicit vaporizers, and a sector-wide reduction in access to growth capital. 

The combined effect of these changes was two-fold. First, the Company’s management adjusted its 
strategies to prioritize the preservation of capital and accelerate the timeline to cash flow positive 
operations, even in an environment of slowing revenue growth. A key element of the strategic shift was the 
identification of Colorado and Oregon as the Company’s core markets and a recalibration of supply 
relationships and investment patterns in non-core or emerging markets. 

The second, related impact was a change in the Company’s expectations for future growth. While 
management continues to believe in the long-term prospects for the cannabis sector, as well as the 
strengths of SLANG’s business model, the application of accounting principles at year-end resulted in 
adjustments to the fair book value of goodwill intangible assets on the Company’s balance sheet.  

Management determined there are events and changes in circumstances that indicate goodwill is impaired 
for the NCG and Firefly Cash Generating Units (“CGU”). The carrying value of these CGU’s exceeded their 
recoverable amount, resulting in management recognizing an impairment loss of $223,704,082 for the year 
ended December 31, 2019. 
 
 
Revenue 
 
SLANG currently generates revenue through three main sources: (i) product and licensing fees, (ii) rental 
income, and (iii) interest income. Product and licensing fees represent the core strategic focus of our 
operations. As we continue to consolidate the supply chain in our core markets, rental income from real 
property and interest income from investments, is expected to increasingly become a smaller percentage 
of our total revenue. Below is an explanation of our main sources of revenue as at December 31, 2019. 
  
Product and Licensing Fees 
  
Generated through the sale of: 
  

• Product components and ingredients such as: concentrates, bases, packaging, and hardware; 
• Finished products such as: our dry-herb vaporizer, the Firefly 2+, accessories, and other non-

regulated products; and  
• Licensing fees for our brands. 

In addition to the above, the company also amortizes deferred revenue related to a transaction that NCG 
completed with an Ontario licensed producer, Agripharm Corp. (“Agripharm”), prior to SLANG’s acquisition 
of NCG. Pursuant to that transaction, NCG received a 20% ownership share in Agripharm, for the use of 
certain intellectual property, over a period of 30 years plus two 5-year renewal periods, valued on initial 
recognition at $19,200,000 (USD - $15,083,520). The consideration transferred in this transaction has been 
recorded as deferred revenue and will be amortized over the 30-year period. During the period from January 
22, 2019 (the date of SLANG’s acquisition of NCG) to December 31, 2019, NCG recognized an equity 
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pick-up of a loss of $2,174,002 and an impairment loss of $286,563 in the consolidated statement of loss 
and comprehensive loss. 
  
Rental Income  
  
The Company has two investment properties: one in Denver, Colorado and one in Carbondale Colorado. 
The Carbondale property is leased out on an operating lease with an arms-length party. The lease has 
monthly rental amounts of US$40,000 and additional annual rents of: US$100,000 (2017), US$300,000 
(2018) and US$500,000 (2019 & 2020). The lease was amended on December 31, 2019, and extended to 
December 31, 2024, continuing with monthly rental amounts of US$40,000 and establishing future annual 
rents of US$500,000 (May 2021), US$600,000 (May 2022), US$700,000 (May 2023), US$800,00 (May 
2024) and US$900,000 (December 2024). The Denver property was not leased out at December 31, 2019. 
  
Interest Income 
  
Interest income is interest from deposits and marketable securities held at financial institutions (totalling 
$37,779) and from loans made to related and non-related parties (totalling $1,013,392).  
  
Summary 
  
The growth, period over period, is mainly attributed to the Company having limited operations in 2018. The 
acquisitions of NCG and Firefly were completed January 22, 2019. Operations were consolidated from that 
date. If the NCG and Firefly acquisitions had closed on or before January 1, 2019, the revenue from the 
two companies would have been consolidated for the full year. Due to the closing date being January 22, 
2019, financial results were consolidated from that time forward.  
  
Rental income for the three months ended December 31, 2019 increased significantly from past quarters 
in 2019 as it reflects the annual rents paid once a year at the end of each year. Rental income is not a 
primary focus of the company. The planned long-term strategic objective of the real estate is to support The 
SLANG Network.   
 
Gross Margin 

Costs of goods sold for the year ended December 31, 2019, includes a one-time adjustment from the 
acquisition of NCG and Firefly, which required the Company to record the fair value of the inventory on-
hand on consolidation at the time the transaction closed. The fair value increases were $112,056 to Firefly 
and $2,306,486 for NCG at January 22, 2019. The increase over cost was subsequently expensed 
throughout the period ended December 31, 2019. This had the unintended impact of overstating cost of 
goods sold and therefore reducing the margin.  

Below is the normalized gross profit margin from operations, for the three and 12 months ended December 
31, 2019 and 2018: 

 

Since the acquisitions of NCG and Firefly, SLANG has initiated a process to integrate certain operations 
with a positive impact on gross margins. SLANG expects to continue to capture higher economics in future 
reporting periods. 2019 costs of goods sold were largely product and packaging costs relating to sales of 
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branded units to licensees and distribution partners. 2018 revenue was limited to only rental and interest 
income, neither of which had direct costs allocated to them therefore resulting in a 100% margin. In the 
fourth quarter of 2019, $2,173,912 of rent was collected by the Purple Org. which had a positive effect on 
the fourth quarter margins.  

Expenses 

 

 
Operating Expenses 
 

(1) The decrease in consulting and subcontracting expenses in the three months ended December 
2019 reflects the cost cutting initiatives to reduce any non-essential expenses. The year over year 
increase reflects the additional operational activities and related costs associated with increased 
activity. Subsequent to year end, further cost cutting measures were implemented. 
 

(2) In 2018, the marketing expense was for the rights obtained in the agreement with Green House 
Holdings North America Inc. (“GHNA“) to license certain intellectual property of GHNA for use in 
certain territories. The cash portion of the purchase price for the grant of these rights was     
$2,728,400 CDN ($2,000,000 USD) and the issuance of 10,000,000 Common Shares from treasury 
to GHNA. The cash portion remains outstanding at the date of this report and is reflected as a long-
term loan payable. GHNA is 50% owned by Peter Miller Enterprises Inc., which is partially owned 
and fully controlled by Peter Miller, the Company’s CEO.  As the investment had not met the criteria 
of an asset and an economic benefit could not be measured the cost was expensed as marketing.  
 

(3) Management determines the expected credit loss by evaluating individual receivable balances. 
Accounts and other receivables are written off when deemed uncollectible.  
 

(4) Professional fees of $909,963 were incurred in the quarter ended December 31, 2019 as the 
Company is working through completion of multiple transactions during the period as well as 
requiring general corporate and securities advisory services. Tax planning and valuation costs 
increased in connection with these transactions as well. As we remain active in corporate 
development, expenditures will continue related to this function, but management expects the total 
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amount to decrease as the year progresses. Subsequent to year end, costs continued to be 
incurred for acquisitions as well as for audit and valuations. 
 

(5) Salaries and wages for the year of $10,634,811 included approximately $3.7 million of non-
recurring costs relating to legacy bonus obligations, related employment tax, retirement funding 
and payroll for positions which have since been eliminated. A salary review was undertaken to 
reduce cash outflow in the fourth quarter of 2019. Rationalizations of positions identified $3.1 million 
Canadian in cash savings. Of this figure approximately $400,000 will be spread over 2020 and will 
be a permanent reduction by the end of 2020. Thus for 2020, a savings of $2,727,029 will be 
achieved. A further round of salary reductions and staff elimination resulted in an additional 
$5,251,599 in salary savings. Another $759,000 will be saved after continuation pay expires over 
the next 12 months. Once all continuation pay ends, the total savings will be $8.7 million. The 
company will continue to pivot as market conditions dictate. In other words, if business improves, 
staffing may be added, if sales continue to be challenged further compensation adjustments will be 
made. 
 

(6) General and administration expenses included insurance premiums for the year which represents 
$2,322,925 of the total $5,983,141. Insurance premiums in the cannabis industry continue to be 
high when compared to other industries. Recent industry risks associated with other public entities 
has increased the perceived risk exposure with some insurance carriers exiting the marketplace. 
In the short-term, we expect that premiums will continue to be at elevated levels. This will continue 
to be a high-risk cost category for the 2020 year. We are exploring self-insured options as a 
potential path to mitigate this high cost. 
 

(7) Depreciation expenses in both the quarter and the year are primarily based on intangible assets 
allocated from the acquisition price of NCG and Firefly. A significant amount of the purchase price 
was allocated to brand intellectual property, followed by distribution and technology, with amortized 
periods of 10 and 5 years respectively. The depreciation amount is expected to continue to be a 
significant expense. 
 

(8) Share based payments includes stock options for advisors and management and restricted stock 
issuances to key management personnel. Options granted vest over a 1 to 4-year period from the 
issuance date, with the compensation expense recognized over that period. Compensation 
expense in regards to restricted stock units is recognized over the vesting period established by 
the board.  

Other Expenses 

 
(9) Goodwill is tested for impairment annually, or more frequently if events or changes in 

circumstances indicate that it may be impaired. At December 31, 2019, management determined 
there are events and changes in circumstances that indicate goodwill is impaired for the NCG and 
NWT Cash Generating Units (“CGU“). Although management identified two separate CGU’s, 
goodwill is monitored for internal management purposes at a combined level and for impairment 
analysis the goodwill was allocated to a combined level of both CGU’s. The carrying value of NCG 
and NWT CGU’s exceeded their recoverable amount, resulting in management recognizing an 
impairment loss in the consolidated statements of loss and comprehensive loss. A total 
impairment loss of $223,704,082 was recognized for the year ended December 31, 2019. Goodwill 
of $113,663,184 (adjusted for currency translation at December 31, 2019) was fully impaired and 
various intangible assets were impaired by $110,040,898.   
 

(10)  Share of loss of investment: on November 30, 2017 the Company, via its subsidiary NCG, received 
a 20% ownership share in Agripharm, a licensed producer located in Creemore, Ontario, for the 
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use of IP. As such, the Company recognizes 20% of the net income or loss from operations each 
period.  
 

(11)  Financing cost and FV adjustment: 

 

(a) Fair value adjustment on option liability: 

As part of the acquisition of NCG, the Company also acquired an option to acquire the remaining 92.5% of 
the outstanding equity interests of ACG and NSH which it doesn’t already own. Under the terms of the 
option agreements, the Company can choose to acquire either or both of ACG and NSH (the “Call 
Options“), in exchange for the issuance of an additional 33 million and 49.5 million of the Company’s 
shares, respectively. These Call Options expire 36 months after closing of the NCG acquisition. During a 
120-day period, commencing on the 13th month after closing of the NCG acquisition, the shareholders of 
ACG and NSH also have the right to sell 92.5% of the outstanding equity ““ of ACG or NSH, to the Company, 
on the same terms as the call options.  
 
The call options and put rights (collectively, “the options”) related to ACG and NSH were recognized at fair 
value on the January 22, 2019 acquisition date. On December 31, 2019 the options were re-measured at 
fair value through profit or loss. The revaluation resulted in a fair value gain of $42,230,952 on the ACG 
options resulting in an option asset of $7,165,428 and a fair value loss of $1,631,453 on the NSH options 
resulting in an option liability of $21,353,308. 
 

(b) Fair value adjustment & Interest on Convertible Note: 

On April 30, 2018, the Company issued a four-year, 4% unsecured convertible promissory note to The 
Purple Company Inc. (“Purple Co“) (controlled by the Company’s CEO) in the amount of USD $1,843,031 
(CAD $2,364,849) (the “Purple Note“) to exchange an existing loan to Purple Org. The expiry date of the 
Purple Note is April 30, 2022. The transaction met the definition of extinguishment, and the Company 
recognized a loss on extinguishment in its consolidated statements of loss and comprehensive loss. The 
Company has the right to prepay all or a portion of the amount due under the Purple Note at any time and 
from time to time. Purple Co has the right to convert the principal amount outstanding under the Purple 
Note into common shares in the capital of SLANG (each a “Common Share“) at a conversion price of 
CAD$0.20 per share, on thirty (30) days’ written notice.  

The fair value adjustment of the derivative liability on December 31, 2019 resulted in a fair value gain of 
$13,014,725. 

(c) Fair value adjustments of investments: 
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The fair value adjustment reflects the aggregate of the change in value of:  

• Warrants held to acquire 7.5% of each ACG and NSH.  
• Investment in 10663522 Canada Inc. 
• 2.6% ownership interest in Duby Inc. 
• Convertible note to LBA Global Corporation 
• Minority ownership position in NCG prior to full acquisition 

 
 

(d) Gain on modification of GHNA loan 

The loan payable represents a balance owing to GHNA““, a company partially owned by the Company’s 
CEO. The loan is non-interest bearing and matured on July 31, 2019, at which time the loan was extended 
to July 9, 2021 with the same terms and conditions. A gain on modification of $713,576 was recorded in 
the consolidated statement of loss and comprehensive loss on the modification of the loan. 
 
 
EBITDA 
 
EBITDA and Adjusted EBITDA are non-IFRS financial measures that the Company uses to assess its 
operating performance. EBITDA is defined as net earnings (loss) before net finance costs, income tax 
expense (benefit) and depreciation expense.  Management defines Adjusted EBITDA as EBITDA adjusted 
for other non-cash items such as the impact of unrealized fair values, share based compensation expense, 
impairments, one-time gains and losses, and one-time revenues and expenses.  See “Operations Overview 
– Branded Volume“ for a description of how each of Branded Units volume and Branded Servings volume 
is calculated. This data is furnished to provide additional information, is a non-IFRS measure and does not 
have any standardized meaning prescribed by IFRS. The Company uses these non-IFRS measures to 
provide shareholders and others with supplemental measures of its operating performance.  The Company 
also believes that securities analysts, investors and other interested parties, frequently use these non-IFRS 
measures in the evaluation of companies, many of which present similar metrics when reporting their 
results. As other companies may calculate these non-IFRS measures differently than the Company, these 
metrics may not be comparable to similarly titled measures reported by other companies. We caution 
readers that Adjusted EBITDA should not be substituted for deterring net loss as an indicator of operating 
results, or as a substitute for cash flows from operating and investing activities. 
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6. Resources, Relationships and Risk  
 
Resources 
 
Financial Position 
 

 

 
 

(1) This represents the sum of total investments, and interests in equity method investees 
 

• The decrease in cash period over period is largely due to the payment of purchase consideration 
to NCG and Firefly that combined, accounted for $37,142,562 in cash payments. The difference in 
cash flow related to working capital investments, which funds were used largely for investment in 
inventory to meet anticipated demand for our products, as well as: (i) one-time expenses, and (ii) 
recurring and non-recurring expenses, such as insurance and professional fees. 

• In connection with both acquisitions, vendor funds were held in escrow totaling approximately 
$1,948,200 (comprised of $1,000,000 USD for NCG and $500,000 USD for Firefly). The conditions 
relating to NCG have been satisfied and accordingly, the escrow funds have been released. The 
Firefly funds will be released in accordance with the escrow agreement, 18 months from the date 
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of closing, which was January 22, 2019. 
• The working capital decrease is attributed to the cash outflows described above. We expect our 

working capital amount to stabilize in future periods. 
• Total investments, total assets and long-term debt all increased significantly as a result of the 

acquisitions of NCG and Firefly.  

 
Liquidity and Capital Resources 

The Company closed its go-public offering in January 2019, raising gross proceeds of approximately 
$66,000,000. The funds raised were sufficient to complete the cash consideration of the NCG and Firefly 
transactions as well as leave sufficient cash for working capital needs and potential accretive investment 
opportunities.  The Company carefully monitors cash balances to ensure sufficient funding is available to 
meet operating needs, organic growth opportunities, and potential expansion plans as well as maintaining 
a contingency. With current cash on hand, combined with the cost reduction efforts outlined above, the 
Company expects to have adequate funding to support current operations and carry out its business plans. 

The Company has demonstrated an ability to raise capital, as reflected by the February 21, 2018 
(subsequently July 21, 2018) Special Warrant offering of $16,800,000, the September 26, 2018 
(subsequently January 21, 2019) Subscription Receipt offering of $65,997,885 and the Financing of 
$16,901,563 closed in two tranches on November 26, 2019 and December 5, 2019. On July 3, 2019, the 
Company announced the outcome of the accelerated expiry of Warrants issued on July 21, 2018 that were 
to originally expire on July 21, 2020. From the announcement of the accelerated expiry of the Warrants on 
May 24, 2019, 8,847,919 Warrants were exercised prior to the accelerated expiration date of June 28, 2019 
and the Company received aggregate proceeds of CAD$10,175,107 in connection therewith. Overall, 
13,181,997 Warrants were exercised, representing 98.11% of the total Warrants originally issued. Pursuant 
to the capital raises the Company has completed, there are a combined total of 63,834,108 Warrants 
outstanding as of today’s date. The total potential cash to be generated if all Warrants are exercised is 
approximately $75,107,836. The Company is not reliant on these funds; however, should the remaining 
Warrants be exercised, it will allow the Company to accelerate future corporate activity. As noted above, 
the Company will continue to be diligent in managing current cash on hand, and any future requirements 
while carefully monitoring ongoing operations. 
 
On November 26, 2019, the Company closed the first tranche of a non-brokered private placement (the 
“Financing“) for aggregate gross proceeds of CAD$15,152,064, the Company used the proceeds of the 
Financing to support strategic growth opportunities and for general corporate purposes. Pursuant to the 
Financing, the Company issued 30,922,579 units (each a “Unit“) at a price of CAD$0.49 per Unit. Each 
Unit is comprised of one Common Share and one Common Share purchase warrant (each a “Warrant“). 
Each Warrant entitles the holder to purchase one additional Common Share until November 26, 2024 at a 
price of CAD$0.52. The Company has the option to accelerate the exercise of the Warrants after November 
26, 2020, in quarterly tranches equal to 1/3 of the aggregate number of Warrants issued, in the event that 
the Common Shares trade at a price in excess of CAD$1.50 for a period of 30 consecutive days. On 
December 5, 2019 the Company closed the second and final tranche of the Financing for aggregate gross 
proceeds of CAD$1,749,999. Pursuant to the second tranche, the Company issued 3,570,407 Units. Each 
Warrant entitles the holder to purchase one additional Common Share until December 5, 2019 at a price of 
CAD$0.52. The Company has the option to accelerate the exercise of the Warrants after December 5, 
2020, in quarterly tranches equal to 1/3 of the aggregate number of Warrants issued, in the event that that 
Common Shares trade at a price in excess of CAD$1.50 for a period of 30 consecutive days. 
 
As outlined in our plans, the Company has used issued securities as consideration for the purchase price 
in certain acquisitions for entering into strategic relationships that are revenue generating. This has the 
effect of minimizing cash outlays to maintain financial flexibility and sustain the Company’s strategy over 
the foreseeable future.  The Company is also considering alternatives for sourcing additional capital through 
leveraging non-core assets which are not directly related to the production or sale of the Company’s 
branded cannabis products. 
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The Company is actively addressing the risks related to COVID-19 through the implementation of a broad 
range of measures throughout its structure and is re-assessing its response to the COVID-19 pandemic on 
an ongoing basis. The pandemic may have a material impact on the Company’s ability to generate revenue 
and liquidity. Implementing measures to remediate risks associated with the pandemic may materially 
increase our costs of doing business, reduce our margins and potentially result in losses. While the 
Company is not currently in financial distress, if the Company’s financial situation materially deteriorates as 
a result of the impact of the pandemic, the Company could eventually be unable to meet its obligations to 
third parties, which in turn could lead to insolvency and bankruptcy of the Company. Please refer to the 
“Risks” section for a more fulsome discussion. 
 
 
Outstanding Share Data 

 
Description Authorized Capital of the 

Company 
Outstanding as at the date 

of this MD&A 
Common Shares  Unlimited 285,114,405 
Restricted Voting Shares Unlimited 30,714,976 
Warrants and Agents Options N/A 112,857,629(1) 
Call Options N/A 82,500,000(2) 
Obligation Shares N/A 122,000(3) 
Convertible Promissory Note N/A 12,465,338(4) 

Stock options Up to 10% of the I/O 
Common Shares 11,349,416 

Restricted Share Units 20,000,000(5) 6,050,000 
 
Notes: 

1. Includes 49,023,521 Canopy warrants calculated pursuant to a formula and conditional. The Canopy warrant becomes 
exercisable by the holder at any time following the day that cannabis and cannabis-related products are legalized under 
applicable federal laws in the United States and Canopy makes a bona-fide offer to enter into a collaboration agreement 
with the Company. The exercise price per share is variable between nominal and $1.50 per Common Share. The expiry 
date is the earlier of: (i) December 15, 2032; and (ii) two years from the date of US federal cannabis legalization. 

2. As part of the acquisition of NCG, the Company also acquired options to acquire a 100% interest in each of ACH and NSH. 
To exercise the option in ACG the Company must issue 33,000,000 Common Shares; to exercise the option in NSH the 
Company must issue 49,500,000 Common Shares, the options to acquire either entity expire 36 months after the NCG 
acquisition, being January 22, 2022. 

3. As part of the acquisition of Cultivate Capital Corp. the holder has until July 19, 2020 to exercise at a price of $0.41 per 
Common Share. 

4. Subject to conversion by Purple Co., the USD amount of the outstanding principal elected to be converted at time of 
conversion to determine the number of Common Shares to be issued. 

5. The aggregate number of Common Shares available for issuance from treasury under the Restricted Share Units plan shall 
be no more than 20,000,000 Common Shares, provided that the aggregate number of Common Shares available for 
issuance under the plan together with all other Common Share compensation plans such as the Stock Option plan, may 
not exceed 10% of the issued and outstanding Common Shares at any given time. 
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Relationships 
 
Related Party Transactions 

Balances due from related parties consist of the following: 

 

On July 9, 2018, the Company entered into a rights agreement with GHNA, pursuant to which the Company 
obtained the right to license certain intellectual property from GHNA for use in certain territories. The 
purchase price for the grant of these rights is USD$2,000,000 and the issuance of 10,000,000 common 
shares from treasury to GHNA. GHNA is 50% owned by Peter Miller Enterprises Inc., which is partially 
owned and fully controlled by Peter Miller, the Company’s CEO. As of the date of this MD&A the cash 
liability remains outstanding with no set terms of repayment. 

The Company’s wholly owned subsidiary, NCG, routinely conducts business with ACG ““and NSH““. ACG 
and NSH have common management with NCG. All entities are separate entities due to the US marijuana 
regulation licensing requirements. ACG and NSH operate regulated extractors/manufacturers that 
manufacture oil, package and market products to be sold to dispensaries. 
 
On November 8, 2017 the Company loaned $750,000 (“Original Promissory Note“) to Pine River 
Consulting Ltd., which is controlled by the Company’s CEO (“Pine River“). The loan was pursuant to a 
credit facility in the amount of $1,000,000. Pine River and the Company subsequently amended and 
restated the Original Promissory Note on July 30, 2018, and again on October 15, 2018. During the year 
ended December 31, 2019 the Company advanced an additional $26,497 to Pine River. The maturity date 
of the loan was extended to November 8, 2020 at 15% interest for up to $1,500,000. Ten percent of the 
quarterly interest shall be payable by Pine River to the Company and the remaining five percent of the 
quarterly interest payment shall be added to the principal amount. As at December 31, 2019 principal and 
interest due is $1,798,113 (2018 - $1,656,009). In a prior period, the Company estimated an expected credit 
loss of $192,240, the remaining balance of the loan is $1,605,873. Interest of $34,692 was paid by Pine 
River in 2019 (2018 - $Nil) and interest income for the year ended December 31, 2019 amounted to 
$229,994 (2018 -$108,008). Subsequent to the end of the year, SLANG agreed to novate to the position of 
Pine River a promissory note between Pleasant Valley Ranch, Inc., as borrower from Pine River and an 
amended and restated unsecured revolving credit promissory note in full and final satisfaction of the 
indebtedness and obligations of Pine River under the Note. 
 
On April 30, 2018, the Company issued a 4-year, 4% unsecured convertible promissory note to The Purple 
Co. (controlled by the Company’s CEO) in the amount of US$1,843,031 (CAD $2,364,849). Interest 
expense on the convertible note for the year ended December 31, 2019 of $97,968 (2018 - $64,825) was 
recorded in the consolidated statements of income (loss) and comprehensive income (loss). 
 

Off-Balance Sheet Arrangements 
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The Company has no off-balance sheet arrangements that would potentially affect current or future 
operations or the financial condition of the Company. 
 

Proposed Transactions  

a) Options to Acquire NS Holdings Inc. (“NSH“) and Allied Concessions Group Inc. (“ACG“) 

The Company’s notice of its intention to exercise the ACG option has been delivered and we are working 
with ACG towards completion of the acquisition, which will be subject to Colorado state licensing approval. 
The acquisition of ACG provides for the opportunity to consolidate the Colorado operating assets, 
increasing margins and profitability, in what the Company considers to be one of its most important core 
markets.  

The option to acquire NSH has not been exercised. 

b) Arbor Pacific, Inc. (“Arbor“) 

The acquisition of Arbor represents an opportunity for entry into a new core market (Washington). Arbor 
has a proven management team evidenced by an EBITDA positive and cash flowing business. The 
acquisition will allow SLANG to enter a new market, adding already strongly performing brands and 
expanding our portfolio into new product verticals. 
 
We continue to work towards negotiating mutually agreeable terms.  

c) LBA Global Corporation (“LBA“) 

The acquisition of LBA represents an opportunity for SLANG to expand its presence in Oregon which 
management considers a core market. It would also expand SLANG’s portfolio of edibles with brands that 
have an established history of performance. LBA has a growing portfolio of CBD (health and wellness) 
offerings, and would bring with it a strong management team. 
 
The definitive agreement to acquire LBA has been signed as of the date of this report.  As a condition 
precedent to closing, LBA must meet specific performance targets and we are working closely with LBA’s 
management on this goal. 
 
 
Apart from the proposed acquisitions as set out under the heading “Significant and Subsequent Events“ 
below, and the acquisitions detailed here, the Company has not committed to any other proposed 
transactions. Discussions on other potential alliances and acquisitions are a regular part of the business. 
The Company maintains an open dialogue with numerous individuals and entities that might fit with the 
Company’s strategy and vision.  

 
Risks  

Operating in a newly regulated industry provides unique opportunities for our Company. Challenges and 
risks accompany those opportunities. 

In addition to the risk factors identified under the heading “Risk Factors“ in the final prospectus of the 
Company dated January 17, 2019, management has identified certain challenges and risks that require 
more focused attention, as set forth below:  
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Cannabis Continues to be a Controlled Substance under the United States Federal Controlled Substances 
Act (the “CSA“).  None of the Company, its subsidiaries, NCG or Firefly, are directly or indirectly engaged 
in the manufacture, importation, possession, use, sale or distribution of cannabis. However, the Company’s 
customers are directly or indirectly engaged in the medical and recreational cannabis industry in the United 
States where local state law permits such activities. However, the distribution, possession, and 
consumption of cannabis remains illegal under U.S. Federal Law. It is possible that the Company could be 
found to be violating laws relating to cannabis.  

Unlike in Canada which has federal legislation uniformly governing the cultivation, distribution, sale and 
possession of cannabis under the Cannabis Act, investors are cautioned that in the United States, cannabis 
is largely regulated at the state level. To date, a total of 33 states, plus the District of Columbia, have 
legalized cannabis in some form.  

Notwithstanding the permissive regulatory environment of cannabis at the state level, cannabis continues 
to be categorized as a Schedule 1 controlled substance under the CSA in the United States and as such, 
remains illegal under federal law in the United States. As a result of the conflicting views between state 
legislatures and the federal government regarding cannabis, investments in cannabis businesses in the 
United States are subject to inconsistent legislation and regulation. The response to this inconsistency was 
addressed in August 2013 when then Deputy Attorney General, James Cole, authored a memorandum (the 
“Cole Memorandum“) addressed to all United States district attorneys acknowledging that, notwithstanding 
the designation of cannabis as a controlled substance at the federal level in the United States, several 
states had enacted laws relating to cannabis for medical purposes. 

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

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

On November 7, 2018, Mr. Sessions tendered his resignation as Attorney General at the request of 
President Donald Trump.  Mr. William Barr, a former Attorney General under George H.W. Bush, with an 
anti-drug stance during his tenure, was appointed as the new Attorney General. During his Senate 
confirmation hearing, Mr. Barr stated that he disagrees with efforts by States to legalize marijuana, but 
won’t go after marijuana companies in states that legalized it under Obama administration policies. He 
stated further that he would not upset settled expectations that have arisen as a result of the Cole 
Memorandum. On April 10, 2019, while providing testimony to a Senate Appropriations subcommittee, Mr. 
Barr stated his personal preference for one uniform, federal rule against marijuana. However, Mr. Barr 
qualified his statement by adding that if there was not sufficient consensus among U.S. States to obtain a 
uniform approach to cannabis, he would favour a more lenient, albeit federalist approach to cannabis law. 
Mr. Barr supported Mr. Sessions while Mr. Sessions ran the Department of Justice, and it is unclear what 
approach Mr. Barr will take with respect to cannabis policy. 
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As a result of the Sessions Memorandum, federal prosecutors are free to utilize their prosecutorial 
discretion to decide whether to prosecute cannabis activities despite the existence of state-level laws that 
may be inconsistent with federal prohibitions. No direction was given to federal prosecutors in the Sessions 
Memorandum as to the priority they should ascribe to such cannabis activities, and resultantly it is uncertain 
how active federal prosecutors will be in relation to such activities. Furthermore, the Sessions Memorandum 
did not discuss the treatment of medical cannabis by federal prosecutors. Medical cannabis is currently 
protected against enforcement by enacted legislation from United States Congress in the form of the 
Rohrabacher-Leahy Amendment to H.R.1625 – a vehicle for the Consolidated Appropriations Act of 2018 
which similarly prevents federal prosecutors from using federal funds to impede the implementation of 
medical cannabis laws enacted at the state level, subject to Congress restoring such funding. In the event 
Congress fails to renew this federal law in the next budget bill, the foregoing protection for medical cannabis 
operators will be void. Due to the ambiguity of the Sessions Memorandum, there can be no assurance that 
the federal government will not seek to prosecute cases involving cannabis businesses that are otherwise 
compliant with state law. 

Notwithstanding the foregoing, in March 2018, as part of the Congressional omnibus spending bill, 
Congress renewed, through the end of September 2018, the Rohrabacher-Leahy Amendment which 
prohibits the DOJ from expending any funds for the prosecution of medical cannabis businesses 
operating in compliance with state and local laws. Congress passed the Continuing Appropriations Act, 
2019 in September 2018, which extended the deadline of the March 2018 omnibus spending bill until 
December 21, 2018.  The Rohrabacher-Leahy Amendment was included in the fiscal year 2019 budget 
signed on February 15, 2019 meaning that, the Rohrabacher-Leahy Amendment is in effect until 
September 30, 2019 when the fiscal year ends. On May 16, 2019, a House subcommittee released a 
base appropriations bill with the amendment included. On September 26 the Senate Appropriations 
Committee approved a base appropriations bill with the amendment included. On September 27 the 
amendment was renewed through a stopgap spending bill, and again on November 21. On December 20 
the amendment was renewed through the signing of the FY 2020 omnibus spending bill, effective through 
September 30, 2020. As the Rohrabacher-Leahy Amendment protects only state medical cannabis 
actors, there can be no assurance that U.S. federal prosecutors will not use DOJ funds to interfere with 
state adult-use cannabis actors. 

Federal law pre-empts state law in these circumstances, so that the federal government can assert criminal 
violations of federal law despite state law. The level of prosecutions of state-legal cannabis operations is 
entirely unknown, nonetheless the stated position of the current administration is hostile toward legal 
cannabis, and furthermore may be changed at any time by the DOJ, to become even more aggressive. The 
Sessions Memorandum lays the groundwork for United States Attorneys to take their cues on enforcement 
priority directly from former Attorney General Jeff Sessions by referencing federal law enforcement priorities 
set by Mr. Sessions. If the DOJ pursues prosecutions, then the Company could face: (i) seizure of its cash 
and other assets used to support or derived from its cannabis subsidiaries; (ii) the arrest of its employees, 
directors, officers, managers and investors, and charges of ancillary criminal violations of the CSA for aiding 
and abetting and conspiring to violate the CSA by virtue of providing financial support to cannabis 
companies that service or provide goods to state-licensed or permitted cultivators, processors, distributors, 
and/or retailers of cannabis; or (iii) barring employees, directors, officers, managers and investors who are 
not U.S. citizens from entry into the United States for life.  

The Company derives most of its revenue from ancillary involvement with the cannabis industry in certain 
states of the United States, which industry is illegal under United States federal law. While the Company’s 
business activities are compliant in applicable state and local laws, such activities remain illegal under 
United States federal law. The enforcement of relevant laws is a significant risk. 

The Company Will Not be Able to Deduct Many Normal Business Expenses.  Under Section 280E of the 
Internal Revenue Code (“Section 280E“), many normal business expenses incurred in the trafficking of 
cannabis and its derivatives are not deductible in calculating federal income tax liability. A result of Section 
280E is that an otherwise profitable business may in fact operate at a loss, after taking into account its 
income tax expenses. The application of Section 280E likely will have a material adverse effect on 
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businesses that the Company provides financing, consulting services and brand licensing to and may, in 
turn, have a material adverse effect on the Company.   

United States Tax Classification of the Corporation. The Company, which is and will continue to be a 
Canadian company as of the date hereof, generally would be classified as a non-United States company 
under general rules of United States federal income taxation. Section 7874 of the U.S. Tax Code, however, 
contains rules that can cause a non-United States company to be taxed as a United States company for 
United States federal income tax purposes. Under section 7874 of the U.S. Tax Code, a company created 
or organized outside the United States. (i.e., a non-United States company) will nevertheless be treated as 
a United States company for United States federal income tax purposes (such treatment is referred to as 
an “Inversion“) if each of the following three conditions are met: (i) the non-United States company 
acquires, directly or indirectly, or is treated as acquiring under applicable United States Treasury 
Regulations, substantially all of the assets held, directly or indirectly, by a United States company, (ii) after 
the acquisition, the former stockholders of the acquired United States Corporation hold at least 80% (by 
vote or value) of the shares of the non-United States company by reason of holding shares of the United 
States acquired company, and (iii) after the acquisition, the non-United States company’s expanded 
affiliated group does not have substantial business activities in the non- United States company’s country 
of organization or incorporation when compared to the expanded affiliated group’s total business activities.  
 
For this purpose, “expanded affiliated group“ means a group of corporations where (i) the non-United States 
corporation owns stock representing more than 50% of the vote and value of at least one member of the 
expanded affiliated group, and (ii) stock representing more than 50% of the vote and value of each member 
is owned by other members of the group. The definition of an “expanded affiliated group“ includes 
partnerships where one or more members of the expanded affiliated group own more than 50% (by vote 
and value) of the interests of the partnership.  
 
The Company intends to be treated as a United States company for United States federal income tax 
purposes under section 7874 of the U.S. Tax Code and is expected to be subject to United States federal 
income tax on its worldwide income. However, for Canadian tax purposes, the Company is expected, 
regardless of any application of section 7874 of the U.S. Tax Code, to be treated as a Canadian resident 
company (as defined in the Income Tax Act (Canada)) for Canadian income tax purposes. As a result, the 
Company will be subject to taxation both in Canada and the United States, which could have a material 
adverse effect on its financial condition and results of operations. 
 
Risks Related to the COVID-19 Pandemic. The novel coronavirus commonly referred to as “COVID-19“ 
was identified in December 2019 in Wuhan, China. On January 30, 2020, the World Health Organization 
declared the outbreak a global health emergency, and on March 11, 2020, the spread of COVID-19 was 
declared a pandemic by the World Health Organization. On March 13, 2020, the spread of COVID-19 was 
declared a national emergency by the US President Donald Trump. The outbreak has spread throughout 
Europe, the Middle East and North America, causing companies and various international jurisdictions to 
impose restrictions such as quarantines, business closures and travel restrictions. While these effects are 
expected to be temporary, the duration of the business disruptions internationally and related financial 
impact cannot be reasonably estimated at this time.  
 
The rapid development of the COVID-19 pandemic and the measures being taken by governments and 
private parties to respond to it are extremely fluid. While the Company has continuously sought to assess 
the potential impact of the pandemic on its financial and operating results, any assessment is subject to 
extreme uncertainty as to probability, severity and duration. The Company has attempted to assess the 
impact of the pandemic by identifying risks in the following principle areas. 
• Mandatory Closure. In response to the pandemic, many states and localities have implemented 
mandatory closure of business to prevent spread of COVID-19. While in most of the states of the Company’s 
operation, including network partners, the Company’s business has been deemed an “essential service“, 
permitting us to stay open despite the mandatory closure of non-essential businesses. While the Company 
is working closely with state and local regulators to seek temporary measures that allow us to remain 
operational, there is a possibility further measures may nevertheless require us to shut operations in some 
or all states. The Company’s ability to generate revenue would be materially impacted by any shut down of 



- 25 - 

SLANG Worldwide Inc. 
For the years ended December 31, 2019 and 2018 
   

 

its operations.  
• Customer Impact. While the Company has not yet noticed an overall downturn in demand for its 
products in connection with the pandemic, if its customers become ill with COVID-19, are forced to 
quarantine, decide to self-quarantine or not to visit dispensaries or distribution points to observe “social 
distancing“, it may have material negative impact on demand for its wholesale products while the pandemic 
continues.  
• Supply Chain Disruption. The Company relies on third party suppliers for equipment and services 
to produce its products and keep its operations going. If its suppliers are unable to continue operating due 
to mandatory closures or other effects of the pandemic, it may negatively impact its own ability to continue 
operating. At this time, the Company has not experienced any failure to secure critical supplies or services. 
In particular, while the Company procures certain equipment, including components of its vaping and other 
products, from China where the pandemic has caused extensive business closures, the Company currently 
believes that it will be able to continue to source such products at a cost within historical ranges. However, 
disruptions in our supply chain may affect our ability to continue certain aspects of the Company’s 
operations or may significantly increase the cost of operating its business and significantly reduce its 
margins.  
• Staffing Disruption. The Company is, for the time being, implementing among its staff where 
feasible “social distancing“ measures recommended by such bodies as the Center of Disease Control, the 
Presidential Administration, as well as state and local governments. The Company has cancelled 
nonessential travel by employees, implemented remote meetings where possible, and permitted all staff 
who can work remotely to do so. For those whose duties require them to work on-site, measures have been 
implemented to reduce infection risk, such as reducing contact with customers, mandating additional 
cleaning of workspaces and hand disinfection, providing masks and gloves to certain personnel. 
Nevertheless, despite such measures, the Company may find it difficult to ensure that its operations remain 
staffed due to employees falling ill with COVID-19, becoming subject to quarantine, or deciding not to come 
to work on their own volition to avoid infection. At certain locations, the Company has experienced increased 
absenteeism due to the pandemic. If such absenteeism increases, the Company may not be able, including 
through replacement and temporary staff, to continue to operate in some or all locations.  
• Regulatory Backlog. Regulatory authorities, including those that oversee the cannabis industry on 
the state level, are heavily occupied with their response to the pandemic. These regulators as well as other 
executive and legislative bodies in the states in which we operate may not be able to provide the level of 
support and attention to day-to-day regulatory functions as well as to needed regulatory development and 
reform that they would otherwise have provided. Such regulatory backlog may materially hinder the 
development of the Company’s business by delaying such activities as product launches, facility openings 
and approval of business acquisitions, thus materially impeding development of its business.  
 
The Company is actively addressing the risk to business continuity represented by each of the above factors 
through the implementation of a broad range of measures throughout its structure and is re-assessing its 
response to the COVID-19 pandemic on an ongoing basis. The above risks individually or collectively may 
have a material impact on the Company’s ability to generate revenue. Implementing measures to remediate 
the risks identified above may materially increase our costs of doing business, reduce our margins and 
potentially result in losses. While the Company is not currently in financial distress, if the Company’s 
financial situation materially deteriorates as a result of the impact of the pandemic, the Company could 
eventually be unable to meet its obligations to third parties, which in turn could lead to insolvency and 
bankruptcy of the Company. 
 

Risks Related to Product Recalls.  Manufacturers and distributors of products are sometimes subject to the 
recall or return of their products for a variety of reasons, including product defects, such as malfunctioning 
hardware, packaging safety and inadequate or inaccurate labeling disclosure. 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 in 
connection with the recall. 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. Recall of products could lead to adverse publicity, decreased demand for the 
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Company’s products and could have significant reputational and brand damage. Although the Company 
has detailed procedures in place for testing its products, there can be no assurance that any quality 
problems will be detected in time to avoid unforeseen product recalls, regulatory action or lawsuits. A recall 
for any of the foregoing reasons could lead to decreased demand for the Company’s products and could 
have a material adverse effect on the results of operations and financial condition of the Company. 
Additionally, product recalls may lead to increased scrutiny of the Company’s operations by regulatory 
agencies, requiring further management attention and potential legal fees and other expenses.  

Limited Operating History.  As a high growth enterprise, the Company does not have a history of profitability. 
The Company is therefore subject to many of the risks common to early-stage enterprises, including under-
capitalization, cash shortages, limitations with respect to personnel, financial, and other resources and lack 
of revenues. There is no assurance that the Company will be successful in achieving a return on 
shareholders’ investment and the likelihood of success must be considered in light of the early stage of 
operations. 

Inability to Protect Intellectual Property. The Company may have certain proprietary intellectual property, 
including but not limited to brands, trademarks, trade names, patents and proprietary processes. The 
Company relies upon copyrights, patents, trade secrets, unpatented proprietary know-how and continuing 
innovation to protect the intangible property, technology and information that is considered important to the 
development of the business. The Company relies on various methods to protect its proprietary rights, 
including confidentiality agreements with consultants, service providers and management that contain 
terms and conditions prohibiting unauthorized use and disclosure of confidential information. However, 
despite efforts to protect intangible property rights, unauthorized parties may attempt to copy or replicate 
intangible property, technology or processes. There can be no assurances that the steps taken by the 
Company to protect its intangible property, technology and information will be adequate to prevent 
misappropriation or independent third-party development of the Company’s intangible property, technology 
or processes. It is likely that other companies can duplicate a production process similar to the Company’s. 
Other companies may also be able to materially duplicate the Company’s proprietary products. To the 
extent that any of the above would occur, revenue could be negatively affected, and in the future, the 
Company may have to litigate to enforce its intangible property rights, which could result in substantial costs 
and divert management’s attention and other resources.  

The Company’s ability to successfully implement its business plan depends in part on its ability to obtain, 
maintain and build brand recognition using its trademarks, service marks, trade dress, domain names and 
other intellectual property rights, including the Company’s names and logos. If the Company’s efforts to 
protect its intellectual property are unsuccessful or inadequate, or if any third party misappropriates or 
infringes on its intellectual property, the value of its brands may be harmed, which could have a material 
adverse effect on the Company’s business and might prevent its brands from achieving or maintaining 
market acceptance.  

The Company may be unable to obtain registrations for its intellectual property rights for various reasons, 
including refusal by regulatory authorities to register trademarks or other intellectual property protections, 
prior registrations of which it is not aware, or it may encounter claims from prior users of similar intellectual 
property in areas where it operates or intends to conduct operations. This could harm its image, brand or 
competitive position and cause the Company to incur significant penalties and costs.  

Intellectual Property Claims.  Companies in the retail and wholesale industries frequently own trademarks 
and trade secrets and often enter into litigation based on allegations of infringement or other violations of 
intangible property rights. The Company may be subject to intangible property rights claims in the future 
and its products may not be able to withstand any third-party claims or rights against their use. Any 
intangible property claims, with or without merit, could be time consuming, expensive to litigate or settle 
and could divert management’s resources and attention. An adverse determination also could prevent the 
Company from offering its products to others and may require that the Company procure substitute products 
or services.  
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With respect to any intangible property rights claim, the Company may have to pay damages or stop using 
intangible property found to be in violation of a third party’s rights. The Company may have to seek a license 
for the intangible property, which may not be available on reasonable terms and may significantly increase 
operating expenses. The technology also may not be available for license at all. As a result, the Company 
may also be required to pursue alternative options, which could require significant effort and expense. If 
the Company cannot license or obtain an alternative for the infringing aspects of its business, it may be 
forced to limit product offerings and may be unable to compete effectively. Any of these results could harm 
the Company’s brand and prevent it from generating sufficient revenue or achieving profitability.  

Key Personnel Risks. The Company’s efforts are dependent on the skills of the founders. The Company 
does not maintain “key man“ insurance policies on these individuals. Should the availability of these 
persons’ skills and experience be in any way reduced or curtailed, due to departure or other reasons, this 
could have a material adverse outcome on the Company and its securities.  

The Market Price of the Common Shares May be Subject to Wide Price Fluctuations.  The market price of 
the Common Shares may be subject to wide fluctuations in response to many factors, including variations 
in the operating results of the Company and its subsidiaries, divergence in financial results from analysts’ 
expectations, changes in earnings estimates by stock market analysts, changes in the business prospects 
for the Company and its subsidiaries, general economic conditions, legislative changes, and other events 
and factors outside of the Company’s control. In addition, stock markets have from time to time experienced 
extreme price and volume fluctuations, which, as well as general economic and political conditions, could 
adversely affect the market price for the Common Shares. 

Public Company Expenses.  As a public issuer, the Company is subject to the reporting requirements and 
rules and regulations under the applicable Canadian securities laws and rules of any stock exchange on 
which the Company’s securities may be listed from time to time. Additional or new regulatory requirements 
may be adopted in the future. The requirements of existing and potential future rules and regulations will 
increase the Company’s legal, accounting and financial compliance costs, make some activities more 
difficult, time-consuming or costly and may also place undue strain on its personnel, systems and 
resources, which could adversely affect its business, financial condition, and results of operations. 

Competitive Product Risks. The market is characterized by a growing number of new market entrants 
competing in the same product categories as the Company. As such there is considerable competition in 
the market place.  

Additionally, there is potential that the industry will undergo consolidation, creating larger companies that 
may have increased geographic scope and other economies of scale. Increased competition by larger, 
better-financed competitors with geographic or other structural advantages could materially and adversely 
affect the Company’s business, financial condition and results of operations. 

To remain competitive, the Company will require a continued level of investment in research and 
development, marketing, sales and client support. The Company may not have sufficient resources to 
maintain research and development, marketing, sales and client support efforts on a competitive basis 
which could materially and adversely affect the business, financial condition and results of operations of 
the Company. 

To succeed in the marketplace the Company needs to differentiate itself which it has done via innovative 
design and technology. 

Brand Perception.  The Company is a new entrant in the marketplace with no prior history. This is partially 
mitigated by the targeted acquisitions of companies with market acceptance and by the experience of the 
founders. The Company believes its industry is highly dependent upon consumer perception regarding the 
safety, efficacy and quality of its products and perceptions of regulatory compliance. Consumer perception 
of the Company’s products can be significantly influenced by scientific research or findings, regulatory 
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investigations, litigation, media attention and other publicity. There can be no assurance that future scientific 
research, findings, regulatory proceedings, litigation, media attention or other research findings or publicity 
will be favourable to the cannabis market or any particular product, or consistent with earlier publicity. Future 
research reports, findings, regulatory proceedings, litigation, media attention or other publicity that are 
perceived as less favourable than, or that question, earlier research reports, findings or publicity could have 
a material adverse effect on the demand for the Company’s products and the business, results of 
operations, financial condition and cash flows of the Company. In particular, vaporizers, electronic 
cigarettes and related products have only recently been developed and the long-term effects have yet to 
be examined. Currently, there is no way of knowing whether these products are safe for their intended use. 
If the scientific community were to determine conclusively that use of any or all of these products pose long-
term health risks, market demand for these products and their use could materially decline.  

The Company’s dependence upon consumer perceptions means that adverse scientific research reports, 
findings, regulatory proceedings, litigation, media attention or other publicity, whether or not accurate or 
with merit, could have a material adverse effect on the Company, the demand for products, and the 
business, results of operations, financial condition and cash flows of the Company. Further, adverse 
publicity reports or other media attention regarding the safety, efficacy and quality of cannabis-related 
products in general, or the Company’s products specifically, or associating the consumption of cannabis-
related products with illness or other negative effects or events, could have such a material adverse effect. 

Recent Announcements and Risks Regarding Vaporizer Products. On March 13, 2019, the FDA issued 
draft guidance which proposes to modify the current compliance policy for certain deemed tobacco products 
that qualify as “new tobacco products“. Relevant to vaping products, the document proposes to change the 
deadline for submitting a marketing application for flavoured products, which can include flavoured products 
containing cannabis. In September 2019, President Trump announced that the sale of most flavoured e-
cigarettes would be banned by the FDA, but since has rescinded his position after meeting with industry in 
November 2019. Certain health problems have been linked to the inhalation of e-liquids. There may be 
governmental and private sector actions aimed at reducing the incidence of vaping and/or seeking to hold 
manufacturers of e-liquids responsible for the adverse health effects associated with the use of vaping 
products. These actions, combined with potential deterioration in the public’s perception of e-liquids, may 
result in a reduced market for the Company’s vaporizer products. While the Company does not deal directly 
in e-liquids it does have vaporizer products. Certain chemicals used in vaporizer products, including Vitamin 
E acetate, polyethylene glycol (PEG), propylene glycol (PG), vegetable glycerin and medium chain 
triglycerides have been linked to certain health problems. The Company does not use any of these 
chemicals in its products.  
 
Federal, state and local regulations or actions that prohibit or restrict the sale of the Company’s vaporizer 
products, or that decrease consumer demand or the Company’s products by prohibiting their use, raising 
the minimum age for their purchase, raising their prices to unattractive levels via taxation, or banning their 
sale could adversely impact the financial condition and results of operations of the Company. 
 

Accounting Policies 

Our Financial Statements are prepared in accordance with IFRS, which require management to make 
estimates, judgments and assumptions that affect the amounts reported in the Financial Statements and 
accompanying notes. We believe that our most critical accounting policies and estimates relate to the 
following: 

• Share-based payments 
• Business combinations, goodwill and intangible assets 
• Impairment of non-financial assets 
• Inversion 
• IRC Section 280E 
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Management has discussed the development, selection and disclosure of critical accounting policies and 
estimates with the Audit Committee of the Company’s Board of Directors. While our estimates and 
assumptions are based on our knowledge of current events and actions we may undertake in the future, 
actual results may ultimately differ from these estimates and assumptions. 

Share-based payments 

The Company operates equity settled share-based remuneration plans for its eligible directors, officers, 
employees and consultants. All goods and services received in exchange for the grant of any share-based 
payments are measured at their fair value unless the fair value cannot be estimated reliably. If the Company 
cannot estimate reliably the fair value of the goods and services received, the Company shall measure their 
value indirectly by reference to the fair value of the equity instruments granted. For transactions with 
employees and others providing similar services, the Company measures the fair value of the services by 
reference to the fair value of the equity instruments granted.  

Equity settled share-based payments under share-based payments plans are ultimately recognized as an 
expense in profit or loss with a corresponding credit to reserve for share-based payments, in equity. 

If vesting periods or other vesting conditions apply, the expense is allocated over the vesting period, based 
on the best available estimate of the number of share options expected to vest. Non-market vesting 
conditions are included in the assumptions about the number of options that are expected to become 
exercisable. Estimates are subsequently revised if there is any indication that the number of share options 
expected to vest differs from the previous estimate. Any cumulative adjustment prior to vesting is 
recognized in the current period ended December 31, 2019. No adjustment is made to any expense 
recognized in prior periods if share options ultimately exercised are different to that estimated on vesting. 

Business combinations, goodwill and intangible assets 

Business combinations are accounted for using the acquisition method. The consideration transferred in a 
business combination is measured at fair value at the date of acquisition. Acquisition related transaction 
costs are expensed as incurred. Identifiable assets and liabilities, including intangible assets, of acquired 
businesses are recorded at their fair value at the date of acquisition. When the Company acquires control 
of a business, any previously held equity interest is also re-measured to fair value. The excess of the 
purchase consideration and any previously held equity interest over the fair value of identifiable net assets 
acquired is goodwill. If the fair value of identifiable net assets acquired exceeds the purchase consideration 
and any previously held equity interest, the difference is recognized in the consolidated statements of loss 
and comprehensive loss immediately as a gain or loss on acquisition. 

Amortization of intangible assets is measured on a straight-line basis over the following periods: 

Proprietary technology, know-how and design   5 years 
Brands 10 years 
Distributor relationship   5 years 

Impairment of non-financial assets 

The carrying amount of the Companyís non-financial assets is reviewed at each financial reporting date to 
determine whether there is any indication of impairment. If such indication exists, the recoverable amount 
of the asset is estimated to determine the extent of the impairment loss. An impairment loss is recognized 
when the carrying amount of an asset or its Cash Generating Unit ("CGU") exceeds its recoverable amount.  
 
The recoverable amount of an asset or CGU is the greater of its fair value less costs of disposal and value 
in use. In assessing value in use, the estimated future cash flows are discounted to their present value 
using a pre-tax discount rate that reflects the current market assessments of the time value of money and 
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the risks specific to the asset. For an asset that does not generate cash inflows largely independent of 
those from other assets, the recoverable amount is determined for the cash-generating unit to which the 
asset belongs. 
 
An impairment loss is only reversed if there is an indication that the impairment loss may no longer exist 
and there has been a change in the estimates used to determine the recoverable amount, however, not to 
an amount higher than the carrying amount that would have been determined had no impairment loss been 
recognized in previous years.  
 
Inversion 
  
The Company will be treated as a U.S corporation for U.S. federal income tax purposes under U.S. Internal 
Revenue Code (“IRC“) Section 7874 and be subject to U.S. federal income tax. However, for 
Canadian tax purposes, the Company is expected, regardless of any application of IRC Section 7874, to 
be treated as a Canadian resident company (as defined in the Income Tax Act (Canada)) for Canadian 
income tax purposes. As a result, the Company will be subject to taxation both in Canada and the U.S. 
Notwithstanding the foregoing, it is management’s expectation that the Company’s activities will be 
conducted in such a manner that income from operations will not be subjected to double taxation with 
appropriate tax planning measures. 
  
  
IRC Section 280E 
  
As the Company derives revenue from third parties in the cannabis industry and taking into account the 
potential impact of ongoing US tax cases that interpret the application of IRC Section 280E, the Company 
may be subject to the limits of IRC Section 280E under which the Company is only allowed to deduct 
expenses directly related to the cost of producing the products or cost of production. This results in 
permanent differences between ordinary and necessary business expenses deemed unallowable under 
IRC Section 280E.  The Company does not believe it is subject to the limits of IRC Section 280E.  However, 
similar to all ancillary companies in the cannabis sector, there is a general risk that the regulators may 
consider application of Section 280E. 

Significant and Subsequent Events 

On January 22, 2019, the acquisition of Firefly was closed with the payment of USD $8,000,000 in cash 
and 7,087,464 Common Shares for total consideration of approximately $16,000,000 USD.  

On January 22, 2019, the acquisition of NCG was closed with the payment of USD $20,000,000 in cash, 
and the issuance of an aggregate of 65,000,000 Common Shares and 17,500,000 restricted voting shares 
(“Restricted Shares“). Previously, on November 29, 2018, the Company entered into a share purchase 
agreement with the shareholders of NCG to acquire 92.5% of the equity of NCG (the Company acquired 
7.5% of the equity of NCG on March 20, 2018) and an option to purchase 100% of the equity of ACG and 
NSH. The fair market value of such Common Shares and Restricted Shares were determined to be CDN 
$1.50  and $1.35 respectively at the date of closing. As noted above, upon closing of the NCG acquisition, 
the Company was granted options to acquire ACG for an aggregate of 33,000,000 Common Shares or 
Restricted Shares (provided that a maximum of 19,800,000 of such shares may be Restricted Shares) and 
NSH for 49,500,000 Common Shares or Restricted Shares (provided that a maximum of 29,700,000 of 
such shares may be Restricted Shares). The exercise of the options is subject to the satisfaction or waiver 
of certain conditions precedent, and at the date of this report the Company has provided notice of its 
intention to exercise of the ACG option, while no such notice has been provide for the NSH option.  

On January 29, 2019, the Company’s shares began trading on the Canadian Securities Exchange under 
the ticker symbol “SLNG.“ 
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On February 29, 2019, the Company announced that it entered into a partnership with Trulieve Cannabis 
Corp. (“Trulieve“), the largest vertically integrated cannabis production and retail company in Florida, to 
offer the state’s more than 180,000 registered medical marijuana patients access to SLANG’s portfolio of 
leading cannabis brands in Trulieve’s dispensaries across the state. Pursuant to the partnership, Trulieve 
has an exclusive license to distribute SLANG’s portfolio of branded cannabis products across its Florida 
distribution network, which currently includes 24 dispensaries and home delivery available statewide. 
Trulieve has recently been granted regulatory approval to expand its network to 49 dispensaries. Sales in 
Florida under this agreement commenced in late Q3 2019.  

On March 6, 2019, the Company announced that it entered into a partnership with Southern Development 
Holdings (“SDH“) to offer its branded cannabis products to patients across Puerto Rico. Pursuant to the 
partnership, SDH has been granted an exclusive license in Puerto Rico to The SLANG product suite.  SDH 
is expected to produce the Company’s products at its state-of-the-art GMP facility, and distribute them 
broadly to medical cannabis dispensaries throughout Puerto Rico. The Company will receive royalty 
payments for each SLANG branded product sold in Puerto Rico, with sales commencing late Q3 2019.  

On March 11, 2019, the Company announced the launch of the RESERVE product line in the California 
market as an extension of its O.penVAPE brand. Marketed as a curated selection of top strains at market-
leading prices, RESERVE will complement the Company’s existing product line. 

On March 25, 2019, the Company announced that its shares are now trading on the Frankfurt Stock 
Exchange under the trading symbol “84S”. 

On March 28, 2019, the Company announced that co-founders Peter Miller and Billy Levy were honoured 
as High Times 100 Most Influential People in Cannabis for 2019 for their leadership in the cannabis industry. 
High Times 100 is recognized as the highest honor for a cannabis executive or entrepreneur. 

On April 16, 2019, the Company signed a term sheet with the intention to enter into an agreement to acquire 
Arbor““. Upon completion, the proposed transaction will further bolster the company’s brand portfolio 
through the acquisition of both the Avitas and Hellavated brands, as well as expand the company’s 
distribution footprint into the Washington market. Arbor is a leading producer of branded cannabis products. 
Arbor’s product portfolio includes a mix of branded offerings that span the Vaporizer, Flower, and CBD 
product categories. Arbor’s Avitas and Hellavated brands are among the highest selling cannabis brands 
in the Pacific Northwest, with multiple products regularly listed among the top 10 best-selling vape SKUs in 
Washington state, according to Headset.  

On May 14, 2019, the Company signed a term sheet with the intention to enter into an agreement to acquire 
LBA and its Lunchbox brand portfolio and subsidiary Hydra. The proposed transaction will bolster SLANG’s 
position in the Pacific Northwest by adding a complementary portfolio of top-selling products in Oregon and 
California and robust supply chain and distribution capabilities. 

On May 21, 2019, SLANG’s Canadian investee, Agripharm Corp., secured one of the country’s first outdoor 
cannabis production licenses, further bolstering SLANG’s Canadian supply chain with potentially increased 
access to low-cost material. 

On May 23, 2019, the Company announced the launch of its latest vaporizer product, the Firefly 2+. Firefly 
2+ enhances the flagship product’s purpose-built dry herb and extracts technology and premium experience 
while broadening accessibility with a lower price. The release of the new Firefly 2+ reinforces SLANG’s 
leadership in vaporization products across all price points, from ultra-premium to entry level, value price 
segmentations. 

On June 26, 2019, the Company announced a new strategic partnership with licensed processor Elite to 
offer its branded cannabis products to patients throughout the State of Oklahoma. 
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On July 3, 2019, the Company announced the outcome of the accelerated expiry of its Warrants. From the 
announcement of the accelerated expiry of the certain warrants on May 24, 2019, 8,847,919 of such 
warrants were exercised prior to the accelerated expiration date of June 28, 2019 and the Company 
received aggregate proceeds of CAD$10,175,107 in connection therewith. Overall, 13,181,997 of such 
warrants were exercised, representing 98.11% of the total warrants subject to the acceleration.  
 
On July 22, 2019, the Company announced that it entered into a partnership with Global Cannabis Corp. 
(“GCC“) which will provide access to the European Union, starting with Greece. The Company will be 
providing extraction and branding expertise to help establish operations and, in the future, will plan to bring 
our branded products to market, once regulation allows. GCC’s wholly owned subsidiary, GCC Pharma 
S.A. is one of the first companies to receive a medical cannabis installation license from the government of 
Greece for cannabis cultivation, processing and manufacturing. 
 
On September 17, 2019, the Company announced an investment from Bruce Linton, co-founder of Canopy 
Growth Corporation. 
 
On September 23, 2019, the Company announced that, in connection with the investment in the Company 
by Bruce Linton, each of the directors and senior officers of SLANG (the “Locked-Up Holders“) entered 
into lock-up agreements with Bruce Linton. The Locked-Up Holders currently hold an aggregate of 
approximately 53 million common shares of SLANG (on a fully diluted basis).  
 
On October 1, 2019, the Company and NCG entered into an Intellectual Property Purchase Agreement 
with National Patent Solutions, LLC and SPJ, LLC to acquire certain intellectual property assets and 
separately, an Asset Purchase Agreement, to acquire manufacturing real estate and equipment. The 
acquisition will allow the Company to consolidate the Colorado market supply chain, streamlining costs and 
operations.  
 
On October 15, 2019, the Company announced that it entered into a strategic partnership with Cookies 
Creative Consulting & Promotions, LLC, a leading California-based cannabis and lifestyle brand, to bring 
Cookies’ products to the Colorado market.  
 
On November 15, 2019, the Company provided notice of its intention to exercise the ACG option pursuant 
to the option purchase agreement dated January 22, 2019, between SLANG, ACG, and the shareholders 
of ACG.  Completion of the proposed acquisition of ACG is subject to the negotiation and execution of a 
definitive purchase agreement and the satisfaction or waiver of all closing conditions, including the receipt 
of all necessary regulatory approvals (including the approval of the Marijuana Enforcement Division of the 
Department of Revenue of the State of Colorado). The acquisition, in parallel with the acquisition of National 
Patent Solutions, LLC, will further solidify the Company’s supply chain in Colorado. 
 
On November 26, 2019, the Company announced a non-brokered private placement financing for 
aggregate gross proceeds of $15,152,064. Investors included existing institutional shareholders of the 
Company and an additional investment by investor Bruce Linton. 
 
On December 5, 2019, the Company announced it closed a second tranche of its non-brokered private 
placement financing that had previously been announced on November 26, 2019 due to strong investor 
demand. Pursuant to the second closing, the Company issued an aggregate of 3,570,407 units at a price 
of $0.49 per unit for gross proceeds of $1,749,999. 
 
On December 30, 2019, the Company announced that Jeremy Heidl resigned from the Company’s Board 
of Directors.  
 
On January 6, 2020, the Company announced that it is expanding into the Ohio medical cannabis market 
by the entering into of a licensing agreement with Standard Wellness. 
 
On February 13, 2020, the Company announced that it expanded its strategic partnership with Cookies, a 
leading California-based cannabis and lifestyle brand, to bring Cookies’ products to the Oregon market.  
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On March 11, 2020, the Company announced it entered into a licensing agreement with Northeast Patients 
Group, doing business as Wellness Connection of Maine to bring its portfolio to Maine. 
 
On April 2, 2020, the Company announced that its District Edibles brand would be available to licensed 
retailers across Oregon.  
 
On May 4, 2020, the Company announced that it completed an acquisition of Cultivate Brands Corp. The 
acquisition was completed by way of a three-cornered amalgamation pursuant to which 1241306 B.C. Ltd., 
a wholly-owned subsidiary of SLANG, amalgamated with Cultivate to form a newly amalgamated company 
which operates under the name “Cultivate Brands Corp.” as a wholly-owned subsidiary of the Company. 
Pursuant to the acquisition, SLANG issued 25,996,722 Common Shares to shareholders of Cultivate in 
exchange for all the issued and outstanding shares of Cultivate. In addition, SLANG has issued an 
aggregate of 1,418,181 Common Shares to certain officers of Cultivate as a change of control payment 
pursuant to the terms of existing agreements and has assumed options to purchase 122,000 Common 
Shares at an exercise price of $0.41. 
  
 
Other MD&A Requirements 
 
The Company’s Chief Executive Officer and Chief Financial Officer are responsible for establishing and 
maintaining disclosure controls and procedures and internal controls over financial reporting for the 
Company. 
 
Additional information related to the Company can be found on SEDAR at www.sedar.com. 
 


