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The following Management’s Discussion and Analysis (“MD&A”) comments on the unaudited interim condensed 

consolidated financial condition and results of operations of Tree of Knowledge International Corp. and its subsidiary 

(collectively, the “Company” or “TOKI”) for the nine months ended September 30, 2019 and 2018. All data in this MD&A 

has been prepared in accordance with International Financial Reporting Standards (“IFRS”) as issued by the International 

Accounting Standards Board (“IASB”) and interpretations of the IFRS Interpretations Committee. The information 

contained herein should be read in conjunction with Tree of Knowledge International Corp.’s unaudited interim condensed 

consolidated financial statements for the nine months ended September 30, 2019, and 2018 (the “financial statements”). 

All figures are in United States dollars unless stated otherwise. 

The effective date of this MD&A is November 27, 2019. All amounts are presented in United States dollars, unless 

otherwise noted. 

This discussion contains forward-looking statements that are historical in nature and involves risks and uncertainties. 

Forward-looking statements are not guarantees as to the Company’s future results as there are inherent difficulties in 

predicting future results. This MD&A includes, but is not limited to, forward looking statements. Management considers 

the assumptions on which these forward-looking statements are based to be reasonable at the time the statements were 

prepared. Accordingly, actual results could differ materially from those expressed or implied in the forward-looking 

statements. 

GOING CONCERN ASSUMPTION 

The unaudited interim condensed consolidated financial statements for the nine-month period ended September 30, 2019 

and 2018 have been prepared on the assumption that the Company will continue as a going concern, meaning it will 

continue in operation for the foreseeable future and will be able to realize assets and discharge liabilities in the normal 

course of operations. As at September 30, 2019, the Company has an accumulated deficit of $29,610,262 (December 31, 

2018 - $24,513,569) and working capital deficiency of $1,084,611 (December 31, 2018 - $209,042 working capital 

deficiency). The Company's ability to continue as a going concern is dependent upon its ability to attain profitable 

operations and generate funds therefrom, and to continue to obtain equity investment and borrowings sufficient to meet 

current and future obligations and/or restructure the existing debt and payables. The consolidated financial statements do 

not reflect the adjustments or reclassification of assets and liabilities which would be necessary if the Company were 

unable to continue its operations. 

OVERVIEW 

About Tree of Knowledge International Corp. 

The Company has two reportable operating segments, with material operations carried out in Canada and the United States: 

1) The Clinic segment includes several multidisciplinary specialty pain clinics across Ontario, Canada with a focus 

on the treatment of chronic pain, including controlled applications of medical cannabis in Canada. 

2) The CBD Product segment consists of the development and distribution of hemp-based cannabidiol (“CBD”) 

products. This segment is comprised of several operating segments that are aggregated primarily due to similarities 

in the nature of products delivered for sale in CBD products. This segment includes the development of formulated 

products for therapeutic purposes and natural health product alternatives at its manufacturing facility in Spokane 

and the distribution and sale of CBD products in the United States, Canada and Europe. 

Through its Toronto Poly Clinic, the Company has gleaned extensive expertise from being involved in one of the largest 

observational clinical trials on medical cannabis and from its ongoing direct patient experience. The Company has 

developed and implemented MCERP (Medical Cannabis Education, Research and Best Practice Platform) and MCORP 

(Medical Cannabis Opioid Reduction Program) with great success. Currently, the Company has research agreements with 

multiple universities for medical cannabis research and new medical grade products development. The Company's CBD 

product line contains EVR Premium Hemp Oil, which is an organically grown and handled, gluten-free, vegan, non- GMO, 

synergistic compound that is derived from U.S. Department of Agriculture (USDA) approved industrial hemp grown in 

the United States. The Company currently offers several CBD products, which may be used in connection with the 

treatment of a number of ailments and for general wellness purposes. 
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Description of Business 

The business of the Company is carried on in Canada, the United States and Internationally through its various subsidiaries, 

Tree of Knowledge Canada Inc. (Ontario), Tree of Knowledge Inc. (Nevada), Tree of Kindness, Inc. (Nevada), TOK Tech, 

Inc. (Washington), EVR Biosciences (UK) Ltd. (Scotland), EVR Biosciences Limited  (Ireland), EVR Global Biosciences 

Ltd. (British Columbia), EVR-CBD, Inc. (Washington), Asterion Bio Med Inc. (Ontario), 10667536 Canada Inc. 

(Ontario), Toronto Poly Clinic Inc. (Ontario), and 1680839 Ontario Ltd. (Ontario). 

The Company is a healthcare provider specializing in multi-disciplinary pain management under the banners Toronto Poly 

Clinic, located at North York and Thornhill in Ontario, Canada. The core pillars of Toronto Poly Clinic are: a 

multidisciplinary pain program designed to improve physical and psychological management of pain, patient self-

management tools, and medical cannabis research and product development. 

The Company has become a healthcare leader in the ethical and controlled use of medical cannabis, managing over 4,800 

cannabis patients. The Company has been involved in one of the largest longitudinal IRB approved observational studies 

to date on medical cannabis. As a result of this experience, practitioners have learned that education and research are 

paramount to realizing the medical benefits of cannabis on a diverse population of patients. The Company has refined its 

collective knowledge and focused on the creation of the MCERP (medical Cannabis Education, Research and Best Practice 

Platform) and MCORP (Medical Cannabis Opioid Reduction Program). 

The Company sells products in the cannabis health and wellness sectors in certain jurisdictions in the United States, 

Europe, South America (Brazil) and China with an outlook of expanding into Canada and other jurisdictions where such 

activity is permitted and/or regulated by applicable laws. The Company produces and distributes products that contain 

CBD derived from USDA approved industrial hemp in accordance with applicable laws and regulations. 

The Company has forged relationships with quality and ethical USDA-approved farmers and co-ops to source quality 

hemp extracts. Upon receiving the extracts, the Company ensures the quality through its third-party testing protocols. All 

our products are made with cannabinoids extracted from controlled strains of USDA approved industrial hemp making 

them widely accepted internationally. The CBD contained in our products is extracted from USDA approved organic and 

kosher grown hemp using proprietary extraction process whose output provides the purest product available today. We 

thoroughly test our CBD to confirm potency and to confirm absence of heavy metals, pesticides, microbials and residual 

solvents. This is a quality control step which many other manufacturers do not take. We also provide live lab test results 

using QR codes (smart phone enabled bar codes) on all our products. 

The Company currently offers 7 CBD product lines, including airless metered pens, capsules, drops, balms, creams and 

tinctures, which may be used in connection with the treatment of a number of ailments and for general wellness purposes. 

Certain of the products employ the use of a proprietary dosing mechanism. 

Currently the Company has research agreements with multiple universities for medical cannabis research and new medical 

grade products development. Through an exclusive strategic alliance agreement with Jack Nathan Medical Inc., which 

operates over 70 Jack Nathan medical clinics in six provinces across Canada, the Company has access to one of the largest 

health care systems across Canada for its education and research platform, with over 1.5 million patient visits annually. 

In certain circumstances, the Company may pursue business opportunities in other value chain segments, such as operating 

a dispensary or making strategic investments. The aim of this strategy is to secure a foothold in such markets, through 

obtaining a license to operate a business that is not directly related to extraction/processing and then partnering with 

another licensed supplier that is able to operate in the extraction/processing space. 

Recent Developments During the Period 

On July 15, 2019, the Company, in conjunction with Ryerson University, officially launched its partnership research 

project to develop new Nano-technology-enhanced delivery method for medical cannabis and cannabinoid molecules to 

create targeted treatments for different medical conditions. The original scope of designing treatments for pain conditions 

was expanded on September 25, 2019 to include a pioneering application to combat cancerous tumors. The project is being 

led by professors Jahan Tavakkoli PhD (principal investigator) and Michael Kolios PhD (co-principal investigator) with 

support from Anshuman Jakhmola PhD , and leverages the clinical expertise of TOKI’s medical advisor, Dr. Kevin Rod. 

The main R&D activities in this project will be conducted in the iBEST research lab, a state-of-the-art facility located at 
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and affiliated to St. Michael’s Hospital, Toronto, Canada. With over a decade of successful collaboration between Toronto 

Poly Clinic, TOKI’s wholly owned subsidiary, and Ryerson University, the team is well-positioned to take its current 

research project one step further to develop applications for cancer treatment. 

On July 29, 2019 the Company announced a binding Letter of Intent (“LOI”) for an International Distribution Agreement 

(the “IDA”) with Cannenta Clinic Corp (“Cannenta” or “CCC”) expanding reach into new markets for the Company into 

Australia and New Zealand. Cannenta has built relationships with groups of clinics and physicians in Australia and New 

Zealand that service hundreds of thousands of patients. The focus of this relationship is on the education and the best 

practices of prescribing Medical Cannabis and Hemp CBD products. Cannenta will also assist with the distribution of 

TOKI Products utilizing Cannenta’s Virtual Educator Platform (the “VEP”). With this, TOKI’s Products will become 

available for medical use to over 250,000 patients annually, within Australia alone. Additionally, the IDA is anticipated 

to deliver synergies in reaching out to the medical community in Australia and New Zealand through TOKI’s strength in 

Cannabinoid Medicine science. The enhanced medical community relationship is an opportunity for international 

implementation of TOKI’s core focuses on education, patient awareness, prescribing best practices, research and product 

development. Under the terms of the agreement, TOKI will supply an initial order of 1,000 units of CBD products for 

importation to Australia to be distributed to appropriate patients processed through Cannenta’s VEP approved by physician 

prescriptions.   

On August 13, 2019 the Company entered into a Letter of Intent for an investment in LYTE Clinics (or “LYTE”), to 

include the acquisition by the Company of 25 percent of shares in LYTE. LYTE is a leading medical cannabis tele-health 

company, serving patients across nine Canadian provinces through Lyte Resources Centre, which effectively meets 

medical cannabis needs, granting authorization and offering access to 22 Health Canada-approved licensed producers as 

part of a same-day service. LYTE is unique amongst cannabis clinics as the process of scheduling an appointment with a 

doctor, registering with a medical provider, and placing an order is all done online in a matter of minutes, using state-of-

the-art tele-health software, with the benefit of minimizing wait time. Recognizing the potential for exponential levels of 

growth within the Canadian market, the Company plans even deeper investment in LYTE in upcoming phases of the 

agreement with the Company eventually holding a majority of shares.  

Key Financing Developments During the Period 

On April 23, 2019, the Company has begun trading through the Over-The-Counter Bulletin Board (OTCBB), under the 

ticker symbol TOKIF, offering investors based in the United States (U.S.) the opportunity to participate in the Company’s 

growth and success. Having satisfied the requirements of Rule 15c2-11, the Company has been assigned the trading symbol 

(OTCBB: TOKIF), enabling the Company’s Market Maker to quote the Company’s securities on the Over-The-Counter 

Bulletin Board.  

On May 2019, the Company completed a small non-brokered private placements issuing an aggregate of 4,112,333 units 

at a price of CAD $0.18 per unit for gross proceeds of CAD $739,250, with each unit consisting of one common share and 

one share purchase warrant. Each warrant entitles the holder to acquire a common share at a price of CAD $0.25 per share 

for a period of 48 months from the date of issuance.  

Regulatory Considerations 

United States Federal Law 

In the United States, thirty states, Washington D.C. and Puerto Rico have legalized medical marijuana, and nine states and 

Washington D.C. have legalized recreational marijuana. At the federal level, however, “marihuana” currently remains a 

Schedule I drug under the Controlled Substances Act of 1970 (CSA). Under United States federal law, a Schedule I drug 

or substance has a high potential for abuse, no accepted medical use in the United States, and a lack of accepted safety for 

the use of the drug under medical supervision. As such, marijuana-related practices or activities, including without 

limitation, the manufacture, importation, possession, use, or distribution of marijuana remain illegal under United States 

federal law. 

Of note, U.S. federal law does not deal separately with CBD and THC and so there is a degree of uncertainty with respect 

to the legality of CBD-only products in the United States. Due to the fact that TOKI’s products contain CBD that is derived 

from industrial hemp grown legally in the United States, while TOKI has received a certain degree of comfort on the 
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legality of its products, there remains a degree of uncertainty and therefore the following regulatory considerations and 

background information have been provided for information. 

Federal Regulation of Industrial Hemp 

TOKI acquires hemp extracts and oils from USDA approved farmers and co-ops in Colorado. While TOKI is not directly 

subject to regulations related to the cultivation of industrial hemp, the regulation of its third-party suppliers has a significant 

impact upon its business. Therefore, any enforcement activity impacting TOKI’s suppliers or any additional uncertainties 

regarding regulation of industrial hemp which may arise in the future in the United States, could cause substantial 

interruption or cessation of TOKI’s business, including adverse impacts to our supply chain in the United States and 

distribution channels, and other civil and/or criminal penalties at the federal level. A summary of the history and current 

status of regulation of hemp and cannabinoids in the US follows. 

On August 29, 2013, the U.S. Department of Justice (“DOJ”), issued a memorandum known as the “Cole Memorandum” 

to all U.S. Attorneys’ offices (federal prosecutors) 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 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. 

Prior to 2014, pursuant to the CSA, a permit from the DEA was required to grow any variety of the plant Cannabis sativa 

L. While the CSA definition of “marihuana” included an explicit exemption for certain portions of the Cannabis plant, 

such as the stalk and non-viable seed, sometimes referred to as “non-psychoactive hemp,” the cultivation restrictions on 

cannabis effectively curtailed cultivation of hemp as a domestic agricultural crop in the United States. 

In 2014, Congress enacted the Agricultural Act of 2014 (the “2014 Farm Bill”) which provided for the cultivation of 

industrial hemp as part of agricultural pilot programs for adoption by individual states and research by educational 

institutions. Approximately 30 states implemented legislation pursuant to the 2014 Farm Bill, which include a variety of 

requirements relating to registration of cultivators and processors, the involvement of institutions of higher education and 

permissible commercialization. 

In response, the DEA took action and seized shipments of viable hemp seeds into certain states thereby impacting the full 

implementation of the 2014 Farm Bill. Congress responded by enacting the Consolidated and Further Continuing 

Appropriations Act, 2015, which contained provisions to block federal law enforcement authorities from interfering with 

state agencies and hemp growers, and to counter efforts to obstruct agricultural research, stating that “none of the funds 

made available” to the US Justice Department and DEA “may be used in contravention” of the 2014 Farm Bill. Similar 

language was included in the 2016 Consolidated Appropriations Act, and as further support, the USDA was also  blocked 

from prohibiting the transportation, processing, sale or use of industrial hemp that is grown or cultivated in accordance 

with the 2014 Farm Bill. This language was carried into the 2017 Consolidated Appropriations Act and also the most 

recent Consolidated Appropriations Act, 2018 which is in effect until December 31, 2018. 

On August 12, 2016, the USDA, with the concurrence of the U.S. Drug Enforcement Agency (“DEA”) and the U.S. Food 

and Drug Administration (“FDA”), issued a Statement of Principles on Industrial Hemp with the stated purpose of 

informing the public on how federal law applies to activities industrial hemp that is grown and cultivated in accordance 

with the 2014 Farm Bill. It acknowledged that the Statement of Principles did not establish any binding legal requirements. 

The USDA attempted to clarify the scope of the 2014 Farm Bill including outlining which conduct was authorized pursuant 

to the 2014 Farm Bill. The Statement of Principles further outlined that it did not believe the 2014 Farm Bill provided for 

“general commercial activity.” Criticism of the Statement of Principles ensued, including accusations by Congressional 

representatives alleging the Statement of Principles was seeking to administratively constrain explicit Congressional 

legislation. 
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In December 2016, the DEA published the “Final Rule” to establish a definition for “marihuana extract”. The Final Rule 

was initially proposed in July 2011 and final action on the proposed rule was originally scheduled for February 2012. In 

the Final Rule, “marihuana extract” was defined for the first time under U.S. law as “an extract containing one or more 

cannabinoids that has been derived from any plant of the genus Cannabis” and the DEA established a four-digit code for 

the tracking of “marihuana extract.” The DEA issued a memorandum to clarify the new drug code and claimed the rule is 

administrative in nature and helps the agency better track research and meet international drug treaty requirements. The 

memorandum stated that the new drug code was merely a subset of what has always been included in the CSA definition 

of marijuana. The implication was that that cannabinoids derived from marijuana or hemp were included as a Schedule 1 

controlled substance and thus required a DEA permit. 

There were questions raised as to whether the DEA had the legal authority to enact the Final Rule and the Final Rule was 

challenged by the Hemp Industries Association in the Ninth Circuit Court on the basis that the Final Rule unilaterally 

created a new drug code without following the proper administrative procedures. See Hemp Industries Association, et al 

v. US DEA, et al, Case No. 17-70162 (9th Cir. filed Jan. 13, 2017). In the DEA’s responding brief in the pending litigation 

on the Final Rule, the DEA conceded that it maintained no jurisdiction with regard to 2014 Farm Bill activities. Despite 

the DEA’s concession that it maintained no jurisdiction with regard to 2014 Farm Bill activities, in practice, there remained 

concern over the extent to which other federal, state and local agencies defer to the DEA’s earlier, negative position 

towards the 2014 Farm Bill in the Statement of Principles. Potential adverse impacts included limited, misguided 

enforcement by state and local authorities that might be confused by DEA’s conflicting interpretations of, and 

misrepresentations of the congressional intent behind, the 2014 Farm Bill hemp’s amendment. 

On April 30, 2018, the Ninth District Court, issued a memorandum pursuant to which the petition by the Hemp Industries 

Association was denied due to technical considerations; however, the Court did say that the industrial hemp provisions of 

the 2014 Farm Bill pre-empt the CSA. 

Shortly after the Hemp Industries Association filed its petition blocking enforcement of the Final Rule, it filed another 

action seeking to direct the DEA to show cause why it should not be held in contempt for failure to comply with a 2004 

order that permanently enjoined the DEA from regulating hemp fiber, stalk, sterilized seed and oil as a controlled 

substance. In 2003, the DEA issued two final rules: one that expanded the CSA Schedule 1 listing of synthetic THC to 

include THC “naturally contained in a plant of the genus Cannabis (cannabis plant), and a second that exempted hemp 

fiber, seed and oil products containing THC not intended for human consumption from control (the “2003 Rules”). The 

collective result of the 2003 Rules was to classify all naturally-occurring THC intended for human consumption as a 

Schedule 1 controlled substance. In 2004, the Hemp Industries Association was successful in obtaining an injunction from 

the Court of Appeals of the Ninth Circuit prohibiting the DEA from enforcing the 2003 Rules (with respect to non- 

psychoactive hemp or products containing it”). See Hemp Industries Association v. DEA Enforcement Admin., 357 F. 3d 

1012 (9th Cir. 2004). However, the DEA never took action as a result of the injunction, including not amending its listing 

of THC in Schedule 1 of the CSA. Until December 2016, the DEA also did not appear to have taken any enforcement 

action under the enjoined regulation, until the North Dakota Department of Agriculture advised a state-licensed 

farmer/producer that a planned shipment of hempseed oil out of the state would require a DEA registration, citing the 

federal CSA. This action prompted Hemp Industries Association to file a motion for contempt with the Court of Appeals 

of the Ninth Circuit for failing to comply with the 2004 injunction. 

On May 25, 2018, the Hemp Industries Association reached a negotiated settlement with respect to the longstanding legal 

action from 2004, to uphold the legality of consumption, manufacturing and sale of hemp food products. This settlement 

restrains further illegal attempts and actions by the DEA to regulate hemp foods as Schedule I drugs. As noted by the 

Hemp Industries Association in a press release issued June 8, 2018, significantly, the DEA issued an internal and external 

directive to federal agencies, with language agreed to by the parties, clarifying that the mere presence of cannabinoids 

does not render material a controlled substance — as the issue of whether a material constitutes a drug is rather in fact 

determined by whether the material is derived from the non-exempt parts of the plant. The Hemp Industries Association’s 

hope is that this directive should provide clarity to federal agencies and minimize interference with the expanding flow of 

hemp commerce. This directive should also have an impact on certain states that have enacted similar Controlled Substance 

Acts which prohibit or narrowly restrict the distribution, sale, possession and/or use of any products containing even trace 

amounts of THC. 
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The importation of industrial hemp raw materials and finished products have historically been permitted pursuant to, and 

when derived from, the above-mentioned CSA exemption of certain portions of the cannabis plant from the definition of 

marihuana. However, the emergence of a market for CBD and cannabinoids (other than THC) derived from cannabis has 

increased the scrutiny of imported industrial hemp raw materials for compliance with the CSA and relevant FDA regulation 

with respect to products intended for use by either humans or animals. To date, TOKI has not received notice from any of 

its retailers or distributors that they are no longer continuing to sell its products. 

State Regulation of Industrial Hemp 

While TOKI had obtained a legal opinion that the sale of its products that contain CBD derived from industrial hemp 

grown in the U.S. are legal in all 50 states, there remains uncertainty. CBD may be derived from either hemp or marijuana; 

however, it is primarily derived from hemp. TOKI’s CBD is currently derived from cannabinoids extracted from controlled 

strains of USDA approved industrial hemp that is certified organically grown by quality and ethical USDA approved 

farmers and co-ops located in Colorado that are in compliance with state and federal regulations and approved by the 

Colorado Department of Agriculture. Accordingly, the laws applicable to the CBD used by TOKI in its products are those 

of the State of Colorado. 

In 2012, Amendment 64 to the Colorado Constitution directed the General Assembly to enact legislation governing the 

cultivation, processing, and sale of industrial hemp. Legislation adopted in 2013 delegated the responsibility for 

establishing institutional and commercial registration and inspection regulations to the Colorado Department of 

Agriculture (the “CDA”). The CDA adopted rules and regulations that set forth the requirements of registration and 

inspection. 

After the 2014 Farm Bill’s passage, the state of Colorado passed the Industrial Hemp Regulatory Program pursuant to 

The Hemp Act of 2014 (the “Colorado Hemp Act”). The Colorado Hemp Act expressly authorized two categories of 

industrial hemp cultivation registration: (i) research and development (“R&D”) and (ii) commercial. R&D is limited to 

institutions of higher education or any person or legal entity under a pilot program administered and directed by the CDA 

for purposes of agricultural or academic research in the development of industrial hemp. Commercial cultivation is 

generally understood to mean the growth of industrial hemp for any purpose including engaging in commerce, market 

development, and market research, by any person or legal entity other than an institution of higher education or under a 

pilot program administered by the CDA. 

Accordingly, pursuant to bills, laws, regulations and policies set forth by the U.S. federal government and the U.S. Office 

of the Attorney General, the CDA has accepted, and continues to accept, Commercial Industrial Hemp Applications. All 

compliant Colorado Hemp Act registrations are deemed 2014 Farm Bill compliant by the federal government. 

Through contract, we source all industrial hemp from 2014 Farm Bill compliant registrants and contractors to manufacture 

hemp extract from the hemp material. Effective, July 1, 2017, the Colorado Department of Public Health and Environment 

(the “CDPHE”), established and published its policy regarding manufacturers of products intended for human 

consumption made from oils (extracts) and other derivatives from industrial hemp. This policy now allows these 

manufacturers to register with CDPHE as a manufacturer of food products pursuant to Colorado law, where prior permit 

applications were previously withheld and/or unprocessed. The CDPHE policy allows for food products to be 

manufactured in Colorado, so long as, among other conditions, the hemp derivatives are sourced from compliant sources 

in good standing with governing state laws and that finished products contain no more than 0.3% THC, to be demonstrated 

by testing assays. Our contracted manufacturer is registered and in good standing with CDPHE; its hemp extract is, 

therefore, produced lawfully under Colorado state law. 

Until such time as the Resulting Issuer relocates is operations to Canada, the TOKI currently operates and distributes its 

products out of its facility located in Spokane, Washington. The Washington State Liquor and Cannabis control board 

(“WSLCB”) manages the Washington State i502 cannabis licensing program and the state licensed operators, therein. The 

law creates three separate tiers: (i) marijuana producer, (ii) marijuana processor, and (iii) marijuana retailer. Specific 

license requirements are detailed in the rules on the WSLCB website, however, they only apply to CBD that is derived 

from marijuana, as compared to industrial hemp. TOKI is not able to obtain a license under the i502 cannabis licensing 

program or otherwise in Washington as its CBD is not derived from marijuana. Similarly, the licensed medicinal cannabis 

retail distribution channels.in Washington do not include CDB products that are derived from industrial hemp. 

Accordingly, TOKI operates in compliance with all applicable laws in the State of Washington. 
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When packaged into a final product for distribution, TOKI believes it is operating within the bounds of federal and state 

law and may sell its products into various states.  TOKI currently supplies products to retail stores or other distributors 

located in 20 states in the U.S. that are in compliance with applicable regulations. There are 17 states that have specifically 

adopted laws legalizing CBD containing less than 0.3% THC up to as high as 8% THC, and a total of 46 states allow for 

medical use of CBD with a prescription from a licensed dispensary and 8 of these states have passed laws relating to 

recreational use of CBD. 

Ongoing and Future Uncertainty of Legal Status 

The latest directive by the DEA on May 22, 2018, entitled “DEA Internal Directive Regarding the Presence of 

Cannabinoids in Products and Materials Made from the Cannabis Plant” made it clear that products and materials made 

from parts of the cannabis plant that fall outside the definition of marijuana (such as sterilized seeds, oil or cake made 

from the seeds, and mature stalks) – namely hemp and hemp seed, even if they contain cannabinoids, are not controlled 

under the CSA. However, the directive was intentionally silent on industrial hemp, which is arguably the largest source of 

CBD in the United States. As a result, the legal status of CBD derived from industrial hemp was not clarified in the 

directive. The Ninth Circuit statement that the 2014 Farm Bill pre-empts the CSA, coupled with the prohibition by 

Congress for the use of federal funds to interfere with the “transportation, sale, or use” of industrial hemp, leads to the 

conclusion that CBD extracted from industrial hemp is outside the DEA’s jurisdiction and call be sold interstate, at least 

until September, 2018, while the 2018 Consolidated Appropriations Act remains in force. 

Ultimately, there remain a number of considerations and uncertainties regarding the sourcing and distribution of industrial 

hemp and products containing hemp derivatives. Applicable laws and regulations remain subject to change as there are 

different interpretations among federal, state and local regulatory agencies, legislators, academics and businesses with 

respect to the treatment of the importation of derivatives from exempted portions of the cannabis plant and the scope of 

operation of 2014 Farm Bill compliant hemp programs relative to the CSA and the emerging regulation of cannabinoids. 

These different federal, state and local agency interpretations, as discussed above, touch on the regulation of cannabinoids 

by the DEA and/or the FDA and the extent to which imported derivatives and/or 2014 Farm Bill - compliant cultivators 

and processors may engage in interstate commerce, whether under federal and/or state law. The uncertainties likely cannot 

be resolved without further federal legislation, regulation or a definitive judicial interpretation of existing legislation and 

rules. 

Industrial hemp farming legislation has historically been re-introduced during each session of Congress, in attempts to 

further clarify and explicitly expand the scope of permitted industrial hemp activities within the United States. However, 

past legislative attempts to remove hemp from the CSA, including six bills in the House and three in the Senate since 2005, 

did not make it to a floor vote. Despite this, the Hemp Farming Act of 2018 was introduced on April 12, 2018, by Senate 

Leader Mitch McConnell, the Republican Senator for Kentucky, with strong support from Senator Ron Wyden, the Senior 

Democratic Senator for Oregon, and further bi-partisan support from Jeff Merkley, the junior Democratic Senator for 

Oregon. The companion bill was introduced in the House of Representatives by Colorado Democratic Representative Jared 

Polis, as a co-sponsor. Senate Leader McConnell invoked Rule 14 which allows for by-passing the Committee review 

stage normally required at both the Senate and House of Representative levels. This is seen as a way to fast-track the 

legislation to where it can be debated and then voted on by members of each of the House of Representatives and the 

Senate, and then submitted to the President for adoption as a law. However, this process does not guarantee that the bill 

will be considered and voted upon and no vote has been set. 

If passed, the Hemp Farming Act of 2018 would amend the Agricultural Act of 1946 to provide for state and tribal 

regulation of hemp production. Importantly, the Hemp Farming Act of 2018 would also amend the CSA to specifically 

state that marijuana does not include “hemp” as defined in the Agricultural Act of 1946, and also that THC under the CSA 

does not include THC in hemp. The proposed definition of hemp is cast broadly to include any part of the Cannabis sativa 

L. plant, including the seeds thereof and all derivatives, extracts, cannabinoids, isomers, acids, salts, salts of isomers, 

whether growing or not, with a delta-9 THC concentration of not more than 0.3 percent on a dry weight basis. 

The move would provide substantial support for the rapidly growing hemp industry in the U.S., and would include access 

to federal research funding for hemp, remove restrictions on banking, water rights, and other regulatory issues currently 

faced by the hemp industry. The bill would also explicitly authorize crop insurance for hemp. Senator McConnell stated: 

"Today, with my colleagues, I am proud to introduce the bipartisan Hemp Farming Act of 2018, which will build upon the 

success of the hemp pilot programs and spur innovation and growth within the industry. By legalizing hemp and 
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empowering states to conduct their own oversight plans, we can give the hemp industry the tools necessary to create jobs 

and new opportunities for farmers and manufacturers around the country." 

The activities of TOKI are subject to evolving laws, regulations and guidelines that are subject to changes by governmental 

authorities in the U.S. and elsewhere. See “Risk Factors – Changes in Laws, Regulations and  Guidelines”. 

FDA Regulation 

Of note, CBD is considered a drug by the FDA, however, according to the FDA, prior to the recent approval on April 19, 

2018, of a CBD drug application by British company GW Pharmaceuticals, to date the FDA has not approved a marketing 

application for marijuana for any indication. The 99% purity CBD drug was approved by the FDA for treatment of rare, 

severe, refractory epilepsy syndromes in early childhood. 

There is substantial uncertainty and different interpretations among state and federal regulatory agencies, legislators, 

academics and businesses as to whether cannabinoids as an ingredient were present in the food supply without being 

chemically altered, and marketed in the United States prior to October 15, 1994, or whether such inclusion of cannabinoids 

is otherwise approved by the FDA as a dietary ingredient. This determination is relevant as dietary ingredients marketed 

in the United States prior to October 15, 1994 may be used in dietary supplements without notifying the FDA. A position 

on this matter has not been definitively established by the FDA. Should the FDA decide to make a determination that 

hemp products containing cannabinoids were not present in the food supply and marketed prior to October 15, 1994, or 

are not otherwise approved by the FDA as a dietary ingredient, or are adulterants, this would have a materially adverse 

effect upon our business. The FDA may issue rules and regulations including requiring certified good manufacturing 

practices related to the growth, cultivation, harvesting and processing of CBD-infused products, and clinical trials may be 

needed to verify efficacy and safety of the products. Since 2015, to date, the FDA and other law enforcement agencies 

have recently taken steps to pursue companies that manufacture CBD- infused products that make health and medical 

claims about their products, and may take steps to pursue companies that manufacture cannabis products. TOKI is careful 

not to make any health and medical claims in the marketing of its products. See “Risk Factors”. 

Enforcement of U.S. Federal Laws 

Although federally illegal, following the issuance of the Cole Memorandum, the U.S. federal government’s approach to 

enforcement of such laws has at least until recently trended toward non-enforcement. While not legally binding, and merely 

prosecutorial guidance, the Cole Memorandum laid a framework for managing the tension between state and federal laws 

concerning state-regulated marijuana businesses. 

However, on January 4, 2018 the Cole Memorandum was rescinded by Attorney General Jeff Sessions, a long-time 

opponent of state-regulated medical and recreational cannabis. While this did not create a change in federal law, as the 

Cole Memorandum was not itself law, the revocation removed the DOJ’s guidance to U.S. Attorneys that state-regulated 

cannabis industries substantively in compliance with the Cole Memorandum’s guidelines should not be a prosecutorial 

priority. 

In addition to his rescission of the Cole Memorandum, A.G. Sessions also issued a one-page memorandum known as the 

“Sessions Memorandum.” The Sessions Memorandum confirmed the rescission of the Cole Memorandum and explained 

the rationale of the DOJ in doing so: the Cole Memorandum, according to the Sessions Memorandum, was “unnecessary” 

due to existing general enforcement guidance adopted in the 1980s, as set forth in the U.S. Attorney’s Manual (the 

“USAM”). 

The USAM enforcement priorities, like those of the Cole Memorandum, are also based on the federal government’s limited 

resources, and include “law enforcement priorities set by the Attorney General,” the “seriousness” of the alleged crimes, 

the “deterrent effect of criminal prosecution,” and “the cumulative impact of particular crimes on the community.” 

While the Sessions Memorandum emphasizes that marijuana is a Schedule I controlled substance, and reiterates the 

statutory view that cannabis is a “dangerous drug and that marijuana activity is a serious crime,” it does not otherwise 

indicate that the prosecution of marijuana-related offenses is now a DOJ priority. Furthermore, the Sessions Memorandum 

explicitly described itself as a guide to prosecutorial discretion. Such discretion is firmly in the hands of 
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U.S. Attorneys in deciding whether or not to prosecute marijuana-related offenses. The Company monitors all U.S. 

Attorney comments related to regulated medical and adult-use cannabis laws to assess various risks and enforcement 

priorities within each jurisdiction. Dozens of U.S. Attorneys across the country have affirmed that their view of federal 

enforcement priorities has not changed, although a few have displayed greater ambivalence. In California, at least one 

U.S. Attorney has made comments indicating a desire to enforce the CSA: Adam Braverman, Interim U.S. Attorney for 

the Southern District of California, has been viewed as a potential enforcement hawk after stating that the rescission of the 

Cole Memorandum “returns trust and local control to federal prosecutors” to enforce the CSA. Additionally, Greg Scott, 

the Interim U.S. Attorney for the Eastern District of California, has a history of prosecuting medical cannabis activity: his 

office published a statement that cannabis remains illegal under federal law, and that his office would “evaluate violations 

of those laws in accordance with our district’s federal law enforcement priorities and resources.” 

It is too soon to determine what prosecutorial effects will be created by the rescission of the Cole Memorandum. While 

initial fears of a nationwide “crackdown” have not yet materialized, considerable uncertainty remains. 

Regardless, marijuana remains a Schedule I controlled substance at the federal level, and neither the Cole Memorandum 

nor its rescission has altered that fact. The federal government of the United States has always reserved the right to enforce 

federal law regarding the sale and disbursement of medical or recreational marijuana, even if state law sanctioned such 

sale and disbursement. From a purely legal perspective, the criminal risk today remains identical to the risk on January 3, 

2018. It remains unclear whether the risk of enforcement has been altered. 

Additionally, under U.S. federal law it may potentially be a violation of federal money laundering statutes for financial 

institutions to take any proceeds from marijuana sales or any other Schedule I substance. Canadian banks are also hesitant 

to deal with cannabis companies, due to the uncertain legal and regulatory framework of the industry. Banks and other 

financial institutions could be prosecuted and possibly convicted of money laundering for providing services to cannabis 

businesses. Under U.S. federal law, banks or other financial institutions that provide a cannabis business with a checking 

account, debit or credit card, small business loan, or any other service could be found guilty of money laundering or 

conspiracy. Despite these laws, the U.S. Department of the Treasury issued a memorandum in February of 2014 (the 

“FinCEN Memorandum”) outlining the pathways for financial institutions to bank state sanctioned marijuana businesses. 

Under these guidelines, financial institutions must submit a “suspicious activity report” (“SAR”) as required by federal 

money laundering laws. These marijuana related SARs are divided into three categories: marijuana limited, marijuana 

priority, and marijuana terminated, based on compliance with state law, or where the banking relationship has been 

terminated. 

Further, the provisions of Internal Revenue Code section 280E are being applied by the Internal Revenue Service ("IRS") 

to businesses operating in the medical and adult use marijuana industry. Section 280E of the IRS prohibits marijuana 

businesses from deducting their ordinary and necessary business expenses, forcing them to pay higher effective federal 

tax rates than similar companies in other industries. The effective tax rate on a marijuana business depends on how large 

its ratio of non-deductible expenses is to its total revenues. Therefore, businesses in the legal cannabis industry may be 

less profitable than they would otherwise be. See “Risk Factors”. 

On the same day the FinCEN Memorandum was published, the DOJ issued a memorandum (the “2014 Cole Memo”) 

directing prosecutors to apply the enforcement priorities of the Cole Memorandum in determining whether to charge 

individuals or institutions with crimes related to financial transactions involving the proceeds of marijuana-related conduct. 

The 2014 Cole Memo has been rescinded as of January 4, 2018, along with the Cole Memorandum, removing guidance 

that enforcement of applicable financial crimes was not a DOJ priority. 

However, Attorney General Sessions’ revocation of the Cole Memorandum and the 2014 Cole Memo has not affected the 

status of the FinCEN Memorandum, nor has the Department of the Treasury given any indication that it intends to rescind 

the FinCEN Memorandum itself. Though it was originally intended for the 2014 Cole Memo and the FinCEN 

Memorandum to work in tandem, the FinCEN Memorandum can act as a standalone document which explicitly lists the 

eight enforcement priorities originally cited in the Cole Memorandum. As such, the FinCEN Memorandum remains intact. 

For the reasons set forth above, TOKI’s business in the United States may become the subject of heightened scrutiny by 

regulators, stock exchanges and other authorities in Canada. As a result, TOKI may be subject to significant direct and 

indirect interaction with public officials. There can be no assurance that this heightened scrutiny will not in turn lead to 
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the imposition of certain restrictions on TOKI’s ability to carry on its business in the United States or any other jurisdiction. 

See “Risk Factors”. 

Government policy changes or public opinion may also result in a significant influence over the regulation of the cannabis 

industry in Canada, the United States or elsewhere. A negative shift in the public’s perception of medical cannabis in the 

United States or any other applicable jurisdiction could affect future legislation or regulation. Among other things, such a 

shift could cause state jurisdictions to revoke existing legislation or abandon initiatives or proposals to legalize medical 

cannabis, thereby limiting the number of state jurisdictions into which TOKI could expand. Any inability to fully 

implement TOKI’s expansion strategy may have a material adverse effect on TOKI’s business, financial condition and 

results of operations. See “Risk Factors”. 

Further, violations of any federal laws and regulations could result in significant fines, penalties, administrative sanctions, 

convictions or settlements arising from civil proceedings conducted by either the federal government or private citizens, 

or criminal charges, including, but not limited to, disgorgement of profits, cessation of business activities or divestiture. 

This could have a material adverse effect on TOKI, including its reputation and ability to conduct business, its holding 

(directly or indirectly) of medical cannabis licenses in the United States, the listing of its securities on various stock 

exchanges, its financial position, operating results, profitability or liquidity or the market price of its publicly traded shares. 

In addition, it is difficult for TOKI to estimate the time or resources that would be needed for the investigation of any such 

matters or its final resolution because, in part, the time and resources that may be needed are dependent on the nature and 

extent of any information requested by the applicable authorities involved, and such time or resources could be substantial. 

See “Risk Factors”. 

U.S. Enforcement Proceedings 

Although the Cole Memorandum and 2014 Cole Memo have been rescinded, one legislative safeguard for the medical 

marijuana industry remains in place: Congress has used a rider provision in the FY 2015, 2016 and 2017 Consolidated 

Appropriations Acts (currently the “Rohrabacher-Leahy Amendment”) to prevent the federal government from using 

congressionally appropriated funds to enforce federal marijuana laws against regulated medical marijuana actors operating 

in compliance with state and local law. The Rohrabacher-Leahy Amendment was included in the FY 2018 budget in the 

Consolidated Appropriations Act, 2018, passed on March 23, 2018, meaning that, the Rohrabacher-Leahy Amendment 

will only remain in effect until December 31, 2018, when FY 2019 begins. Any further legislative safeguards for the 

medical marijuana industry will need to be reintroduced. 

TOKI operates in a highly regulated industry, which to date remains illegal under U.S. federal law and is relatively new 

in most U.S. states. There is no certainty that any of the local, state, or federal governments of jurisdictions where TOKI 

operates will continue to maintain current regulatory regimes, changes to regulatory regimes could adversely affect TOKI’s 

operations. Please see the "Risk Factors" section. 

Ability to Access Public and Private Capital 

The Company has historically, and continues to have, access to equity and debt financing from the prospectus exempt 

(private placement) markets in Canada and the United States. While the Company is not able to obtain bank financing in 

the U.S. or financing from other U.S. federally regulated entities, it currently has access to equity financing through the 

private markets in Canada and the U.S. The Company’s executive team and board also have extensive relationships with 

sources of private capital (such as funds and high net worth individuals), that could be investigated at a higher cost of 

capital. 

If such equity and/or debt financing was no longer available in the public markets in Canada due to changes in applicable 

law, then the Company expects that it would have access to raise equity and/or debt financing privately. Commercial 

banks, private equity firms and venture capital firms have approached the cannabis industry cautiously to date. However, 

there are increasing numbers of high net worth individuals and family offices that have made meaningful investments in 

companies and projects similar to TOKI’s projects. Although there has been an increase in the amount of private financing 

available over the last several years, there is neither a broad nor deep pool of institutional capital that is available to 

cannabis license holders and license applicants. There can be no assurance that additional financing, if raised privately, 

will be available to the Company when needed or on terms which are acceptable. TOKI’s inability to raise financing to 
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fund capital expenditures or acquisitions could limit its growth and may have a material adverse effect upon future 

profitability. See “Risk Factors – Additional Financing”. 

Canadian Law  

On June 18, 2018, the Government of Canada passed legislation, the Cannabis Act, making Canada the second nation to 

legalize recreational cannabis. The Cannabis Act outlined the framework for the legalization of recreational use of 

cannabis, as well as laws to address drug-impaired driving, protect public health and safety and prevent youth access to 

cannabis. Regulations to support the Cannabis Act were also published in the Canada Gazette, Part II, on July 11, 2018. 

The Cannabis Act and its regulations came into force on October 17, 2018.  Persons who have reached the age of majority 

for that Province or Territory will be able to purchase limited amounts of cannabis products from licensed retail stores 

subject to provincial and municipal government restrictions. Only Licensed Producers will be authorized to sell cannabis 

into the adult recreational market. As at October 16, 2018, there were 132 Licensed Producers. Regulation of the sale of 

adult recreational cannabis in retail and online environments is the responsibility of the provinces and territories. Most 

jurisdictions will require Licensed Producers to sell all cannabis products to provincial and territorial control boards, which 

will sell to consumers online and through their own outlets or licensed private outlets. 

The Cannabis Act governs the use of cannabis for medical purposes. Therefore, patients who require cannabis for medical 

purposes will continue to have access either by using their medical document to register as customers of a licensed seller 

or by cultivating cannabis plants themselves. Registered patients will be allowed to have a maximum of 150 grams of 

dried cannabis in their possession in a public place, while the Cannabis Act allows up to 30 grams for any adults aged 18 

and older. Note, however, that provincial legislation applicable to each jurisdiction may impose, and in most cases have 

imposed, stricter criteria. 

Holders of Licenses to sell for medical purposes will be required to provide reports to the Minister on a monthly basis 

which include, among other matters, information about the number of registered clients, transfers of clients to other license 

holders and some statistics such as the average daily quantity of dried cannabis mentioned on medical documents as well 

as information about health care practitioners who provide medical documents. 

Federally-governed cannabis operations, including the production of cannabis for medical and recreational purposes, will 

no longer be regulated by the Controlled Drug Substances Act and the Access to Cannabis for Medical Purposes 

Regulations (ACMPR) was repealed and concurrently restated as Part 14 of the Federal Regulations. Pursuant to the 

Federal Regulations, cannabis products require plain packaging and to be labelled with mandatory health warnings, a 

standardized cannabis symbol and specific information about the product. The Federal Regulations also set out strict 

requirements with respect to logos, colours and branding. 

The Cannabis Act granted the provincial and municipal governments the authority to prescribe regulations regarding retail 

and distribution (including advertising), as well as the ability to alter some of the existing baseline requirements, such as 

increasing the minimum age for purchase and consumption. Provincial and territorial governments in Canada have made 

varying announcements on the proposed regulatory regimes for the distribution and sale of cannabis for recreational 

purposes. For example, Saskatchewan and Manitoba have chosen a private sector model for distribution, whereas Alberta, 

British Columbia, Newfoundland and Labrador, Northwest Territories, Nunavut and Ontario have opted to pursue a hybrid 

approach of public and private sale and distribution. 

The impact of these regulatory changes on the Resulting Issuer’s business is unknown, and the proposed regulatory 

changes and distribution models may not be implemented at all. See “Risk Factors”. 

European Law 

As reported by the European Industrial Hemp Association (“EIHA”), there is no or only a patchwork of CBD regulation 

in Europe. In contrast to tetrahydrocannabinol (THC), natural CBD is not psychotropic and non-intoxicating. Therefore, 

the EIHA believes it is just and reasonable that CBD is not covered by the national narcotic acts or drug regulations of the 

27 EU Member States (from 28 with the exception of Slovakia) and that CBD is not restricted by any EU legislation. 

However, regarding CBD-containing hemp extracts, the situation is not as clear as for CBD as a pure substance, because 

it could also contain THC, which is covered by national narcotics acts in EU Member States. 
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The Health Products Regulatory Authority of Ireland (the “HPRA”) published a report dated January 31, 2017, entitled 

“Cannabis for Medical Use – A Scientific Study”. It defined CBD as: Non-psychotogenic constituent of cannabis, sedative 

and anti-convulsant properties. CBD does not act via the endocannabinoid system. It was noted that CBD is not controlled 

under the Misuse of Drugs Regulations, 1988, as amended, the major piece of legislation with governs the EU Member 

States. 

Brazil Law 

Brazil is an Exceptional Use jurisdiction. Companies can only send those products to patients in Brazil that are registered 

with Brazilian Health Surveillance Agency (Agência Nacional de Vigilância Sanitária (“ANVISA”), the Brazilian 

governmental authority. ANVISA was created on January 26, 1999, by Law No. 9,782. It is a governmental regulatory 

agency characterized by its administrative independence, financial autonomy, and the stability of its directors. ANVISA 

is governed by a Collegiate Board of Directors composed of five members. In the federal public administrative structure, 

the agency is connected to the Ministry of Health, Brazil, with whom a periodic management contract is signed. 

On March 18, 2016, ANVISA enacted a resolution which was published in the country’s Official Gazette on March 21, 

2016. The resolution allows the prescription and the import of products containing CBD or THC in their formulation. The 

authorization to import these products is granted to individuals for their own exclusive use in health care, and the import 

must meet all the legal provisions including those relating to good manufacturing practices. The patient or a legal guardian 

must apply to ANVISA (on the proper form) for exceptional authorization to import and use the product. Along with the 

form, the person must also include the prescription, a medical report, and a statement of responsibility and clarification 

signed by the physician and the patient or a legal guardian. In addition, the products to be imported must be legally 

authorized and manufactured in their countries of origin. A patient’s registration is valid for one year and can be renewed, 

if it is necessary. 

The regulatory requirements in Brazil are extremely complex. TOKI has been working with consultants, regulatory and 

medical specialists to meet the requirements. TOKI currently has approvals for 3 product lines in Brazil. TOKI is working 

on additional product lines and developing new product lines for the markets in Brazil. 

Selected Annual Information 

Summarized selected financial information with respect to the Company is as follows: 

 

 Nine months ended 

September 30, 2019 

($) 

Year ended 

December 31, 2018 

($) 

Year ended 

December 31, 2017 

($) 

Revenue  2,045,996  732,233   394,081  

Total expenses  (6,772,210)  (7,766,069)  (5,752,671) 

Listing costs  -  (1,908,896)  -  

Acquisition costs  -  (3,382,869)  -  

Net loss  (5,096,693)  (15,414,445)  (5,861,500) 

Comprehensive loss  (5,028,124)   

Loss per share  (0.024)   (0.22)  (0.32) 

Total assets  21,172,525   20,686,502   656,310  

Total liabilities  3,724,595   2,530,947   958,840  

Shareholders’ Equity (Deficiency)  17,447,930   18,155,555  (302,530) 

Operating results for the three-month period ended September 30, 2019 and 2018 

For the three months ended September 30, 2019, revenue was $599,744, which increased in comparison to revenue of 

$135,028 in the three-month period ended September 30, 2018. The Company had cost of sales of $62,791 and $130,287 

respectively for the three month ended September 30, 2019 and 2018.  This translated in gross margin of $536,953 

or 90% and $4,741 or 4% for the three-month period ended September 30, 2019 and 2018, respectively. Revenue was 
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significantly higher in the current quarter (344.2% increase) as a result of the acquisition of Asterion Bio Med Inc. and its 

subsidiaries and the  revenue stream. These additional revenue streams were not included in the prior comparatives as the 

acquisition of Asterion Bio Med Inc. and its subsidiaries occurred on December 2018. 

For the nine months ended September 30, 2019, total operating expenses were $6,772,210 (2018 - $6,390,095), an increase 

of $382,115.  

In addition to the above, the increase in operating expenses and net loss during the nine months ended September 30, 2019 

compared to the prior year was largely related to an increase in: 

• Office and general expenses of $1,001,550 (2018 - $222,981) – the Company additional operational expenses in 

relation to the operation of the of the multidisciplinary specialty pain clinics. 

• Depreciation and amortization of $958,153 (2018 - $124,182) – the Company recognized additional depreciation 

and amortization expenses in the adoption of the new IFRS 16 standards and those of Asterion Bio Med Inc. and 

its subsidiaries that were not presented in the period of the prior year. 

• Interest expenses of $144,266 (2018 - $8,216) – the Company recognized additional interest expenses in the 

adoption of the new IFRS 16 standards. 

Operating results for the year ended December 31, 2018 and 2017 

For the year ended December 31, 2018, the revenue was $732,233, which increased in comparison to revenue of $394,081 

in the prior period ended 2017. The Company had cost of sales of $760,025 and $256,566 respectively for the year ended 

December 31, 2018 and 2017. This translated in gross margin of ($27,792) or (4%) and $137,515 or 35% for the year 

ended December 31, 2018 and 2017 respectively. Revenue was higher in the current year as the Company’s sales have 

increased through various channels of revenue in South America and Europe. 

For the year period ended December 31, 2018, total operating expenses were $7,766,069 (2017 - $5,752,671), an increase 

of $2,013,398. The primary reason for the increase was due to shares issued for services in the in the amount of $2,835,884 

(2017 – $nil). 

Professional fees of $661,561 (2017 - $183,550) as the Company incurred professional fees in connection with bringing 

its accounting records up to date as well as legal fees as it works towards a going public transaction and the valuation and 

acquisitions/mergers that occurred in 2018, 

Quarterly Results 

Selected financial information for the previous 8 quarters as follows: 

 

Quarter ended Revenues Net loss 
Net loss and 

comprehensive loss 
Net loss per share 

September 30, 2019 $599,744 $(1,917,475) $(1,849,271) $(0.009) 

June 30, 2019 $707,193 $(1,173,454) $(1,180,025) $(0.006) 

March 31, 2019 $739,059 $(2,005,764) $(1,998,828) $(0.01) 

December 31, 2018 $114,303 $(5,994,223) $(8,219,201) $(0.09) 

September 30, 2018 $135,000 $(1,207,561) $(1,184,184) $(0.02) 

June 30, 2018 $336,894 $(7,992,184) $(5,294,537) $(0.132) 

March 31, 2018 $146,036 $(509,505) $(504,263) $(0.07) 

December 31, 2017 $146,514 $(464,999) $(464,999) $(0.03) 

Liquidity Risk 

Liquidity risk is the risk that the Company will not have sufficient cash resources to meet its financial obligations as they 

come due. The Company’s liquidity and operating results may be adversely affected if the Company’s access to the capital 
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markets is hindered, whether as a result of a downturn in stock market conditions generally or related to matters specific 

to the Company. The Company generates cash flow primarily from its financing activities. The Company’s approach to 

managing liquidity risk is to ensure that it will have sufficient liquidity to meet liabilities when due. As at September 30, 

2019, the Company has working capital deficiency of $1,084,611 (December 31, 2018 – working capital deficiency of 

$209,042), current assets of $1,266,329 (December 31, 2018 - $2,321,905) and current liabilities of $2,350,940 (December 

31, 2018 - $2,530,947). All the Company’s financial liabilities and receivables have contractual maturities of less than 30 

days and are subject to normal trade terms. 

Cash flow used in operating activities in the nine-month period ended September 30, 2019, increased at $1,799,466 from 

the cash flow used in operation activities of $795,953 in the prior period. Cash flows used in operating activities are greater 

in the current period as a significant portion of non-cash outflows in the prior period were attributed to the listing costs 

and finders fees. There has also been a significant increase in prepaids and other assets. 

Cash flow used in investing activities was $241,952 for the nine-month period ended September 30, 2019 compared to 

cash used in the prior period of $229,447. The increase in cash used was primarily due to the acquisition of new equipment 

to supplement new operations.  

Cash generated by financing activities was $963,912 for the nine-month period ended September 30, 2019 compared to the 

prior year of $494,193. The main item contributing to cash from financing activities is the issuance of shares for cash of 

$1,120,676 (2018 - $360,000). 

Foreign Currency Exchange Risk 

The Company conducts a portion of its purchases in Canadian dollars which results in the foreign currency exchange risk. 

The Company does not consider its exposure to foreign currency exchange risk to be material. 

An increase (decrease) of 10% in the currency exchange rate of the Canadian dollar versus US dollar would have impacted 

net loss by $100 (2018 - $100) as a result of the Company’s exposure to currency exchange rate fluctuations. 

Interest Rate Risk 

Interest rate risk is the potential for financial loss arising from changes in interest rates. Financial instruments that 

potentially subject the Company to interest rate risk include financial liabilities with fixed interest rates. The Company 

manages interest rate risk by monitoring market conditions and the impact of interest rate fluctuations on its debt.  

Net earnings are sensitive to the impact of a change in interest rates on the average balance of interest-bearing financial 

assets during the year. An increase (decrease) of 25 basis points would have impacted net loss by $100 (2017 - $100) 

because of the Company’s exposure to interest rate fluctuations. 

Related Party Transactions and Key Management Compensation 

Key management personnel includes the Company's directors, officers and any employees with authority and 

responsibility for planning, directing and controlling the activities of the Company as a whole. Key management includes 

the Company's directors, officers and any employees with authority and responsibility for planning, directing and 

controlling the activities of an entity, directly or indirectly. 

For the nine months period ended September 30, 2019, $112,500 (2018 - $112,500) was incurred for salary to Mr. Michael 

Caridi, Chairman and interim Chief Executive Officer. 

During the period ended September 30, 2019, the Company recognized $212,862 in legal expenses as professional fees 

provided by Tingle Merits LLP of which Mr. Scott Reeves is a partner. Mr. Reeves is a director of the Company. As at 

September 30, 2019, $16,356 due to Tingle Merritt LLP is included in accounts payable and accrued liabilities.  
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Disclosure of Outstanding Share Data 

As at September 30, 2019, the Company had 220,198,372 common shares, 16,407,777 options, 14,933,333 performance 

warrants and 37,289,988 warrants outstanding. As at November 27, 2019, the Company had 220,198,372 common shares, 

16,407,777 options, 14,933,333 performance warrants and 37,289,988 warrants outstanding. 

Subsequent Events 

The Company has evaluated all subsequent events through November 27, 2019, which is the date the financials were 

available to be issued. Management has determined that no events or transactions occurring after the balance sheet date 

substantially affects the amounts, presentation, and disclosure of the accompanying financial statements. 

Off-Balance Sheet Arrangements 

As of September 30, 2019, the Company has no off-balance sheet arrangements. 

Critical Accounting Estimates and Judgments 

The preparation of the Company’s consolidated financial statements requires management to make judgments and 

estimates and form assumptions that affect the reported amounts of assets and liabilities at the date of the consolidated 

financial statements and reported amounts of expenses during the reporting period. On an ongoing basis, management 

evaluates its judgments and estimates in relation to assets, liabilities, revenue and expenses. Management uses historical 

experience and various other factors it believes to be reasonable under the given circumstances as the basis for its 

judgments and estimates. Actual outcomes may differ from these estimates under different assumptions and conditions.  

The most significant estimates relate to recoverability of accounts receivable, valuation of options, and valuation of 

warrants and shares issued during private placements and measurement of lease liability. 

Risk Factors 

Ownership of the Company’s common shares is subject to certain risks. Shareholders should consider the risks set forth 

below, which are in addition to the usual risks associated with an investment in a business at a relatively early stage of 

development. The directors of TOKI consider the risks set forth below to be the most significant, but do not consider 

them to be all of the risks associated with an investment in securities of the Company. If any of these risks materialize 

into actual events or circumstances or other possible additional risks and uncertainties of which the directors are 

currently unaware or which they consider not to be material in connection with TOKI’s business, actually occur, TOKI’s 

assets, liabilities, financial condition, results of operations  (including  future results of operations), business and 

business prospects, are likely to be materially and adversely affected. In such circumstances, the price of the Company’s 

securities could decline and investors may lose all or part of their investment. 

Limited operating history 

TOKI is subject to many risks common to early stage enterprises, including under-capitalization, cash shortages, 

limitations with respect to personnel, financial and other resources, and lack of substantial revenues. There is no assurance 

that TOKI will be successful in achieving a return on shareholders' investment and the likelihood of success must be 

considered in light of its relatively early stage of operations. TOKI has no history of earnings. Because TOKI has a 

relatively limited operating history in emerging area of business, you should consider and evaluate its operating prospects 

in light of the risks and uncertainties frequently encountered by early-stage companies in rapidly evolving markets. These 

risks may include: 
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• risks that it may not have sufficient capital to achieve its growth strategy; 

• risks that it may not develop its product and service offerings in a manner that enables it to be profitable and 

meet its customers' requirements; 

• risks that its growth strategy may not be successful; 

• risks that fluctuations in its operating results will be significant relative to its revenues; and 

• risks relating to an evolving regulatory regime. 

Historically TOKI has financed its operations through equity and convertible debt financing. While TOKI has begun to 

generate revenues, these revenues are not currently sufficient to support TOKI’s existing operation or expansion. There 

is no assurance TOKI will be able to maintain the current level of revenue or access further equity. Due to the fact TOKI 

operates a cannabis-related business certain financing options such as bank financing are not currently available to 

TOKI. If TOKI is unable to sustain or grow its revenue and not be able to attract further equity financing, TOKI would 

suffer significant financial damage. 

TOKI's future growth will depend substantially on its ability to address these and the other risks described in this section. 

If it does not successfully address these risks, its business may be significantly harmed. 

Reliance on securing agreements with Licensed Suppliers 

TOKI currently relies on third parties for its supply of CBD in the targeted jurisdictions that have been able to obtain a 

license to grow industrial hemp from the appropriate regulatory authorities. Failure of a licensed supplier to comply 

with the requirements of their license or any failure to maintain their license would have a material adverse impact 

on the supply of materials and therefore the business, financial condition and operating results of TOKI. 

Additional financing 

The Company will need to raise significant additional funds in order to support its growth, develop new products, 

respond to competitive pressures, acquire or invest in complementary or competitive businesses or technologies, or take 

advantage of unanticipated opportunities. It will require additional financing in order to meet its plans for expansion. 

The Company cannot be sure that this additional financing will be available on acceptable terms, or at all. 

Furthermore, any debt financing, if available, may involve restrictive covenants, which may limit its operating flexibility 

with respect to business matters. If additional funds are raised through the issuance of equity securities, the percentage 

ownership of existing shareholders will be reduced, such shareholders may experience additional dilution in net book 

value, and such equity securities may have rights, preferences or privileges senior to those of its existing shareholders. 

Access to public and private capital and financing may be negatively impacted by many factors including global volatility 

and market turmoil generally. Such factors may impact the Company's ability to obtain debt and equity financing in the 

future on favorable terms or obtain any financing at all. Additionally, global economic conditions may cause a long-term 

decrease in asset values. If such global volatility and market turmoil persist, the Company's operations and financial 

condition could be adversely impacted. 

Additionally, under U.S. federal law it may potentially be a violation of federal money laundering statutes for financial 

institutions to take any proceeds from marijuana sales or any other Schedule I substance. Canadian banks are also hesitant 

to deal with cannabis companies, due to the uncertain legal and regulatory framework of the industry. Banks and other 

financial institutions could be prosecuted and possibly convicted of money laundering for providing services to cannabis 

businesses. Under U.S. federal law, banks or other financial institutions that provide a cannabis business with a checking 

account, debit or credit card, small business loan, or any other service could be found guilty of money laundering or 

conspiracy.  As a result, the Company may have limited or no access to banking or other financial services in the United 

States. The inability or limitation in the Company’s ability to open or maintain bank accounts, obtain other banking 

services and/or accept credit card and debit card payments may make it difficult for the Company to operate and conduct 

its business as planned or to operate efficiently. 

Changes in Laws, Regulations and Guidelines 

The activities of TOKI are subject to regulation by governmental authorities. Achievement of TOKI's business 

objectives are contingent, in part, upon compliance with regulatory requirements enacted by these governmental 
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authorities and obtaining all regulatory approvals, where necessary, for the sale of its products.  TOKI cannot predict the 

time required to secure all appropriate regulatory approvals for its products, or the extent of testing and documentation 

that may be required by governmental authorities. Any delays in obtaining, or failure to obtain regulatory approvals 

would significantly delay the development of markets and products and could have a material adverse effect on the 

business, results of operations and financial condition of TOKI. 

TOKI's operations are subject to a variety of laws, regulations and guidelines relating to the manufacture, management, 

transportation, storage and disposal of cannabis but also including laws and regulations relating to health and safety, the 

conduct of operations and the protection of the environment. TOKI cannot predict the nature of any future laws, 

regulations, interpretations, policies or applications, nor can it determine what effect additional governmental 

regulations or administrative interpretations or procedures, when and if promulgated, could have on TOKI’s operations. 

Changes to such laws, regulations and guidelines due to matters beyond the control of TOKI may cause adverse effects to 

TOKI’s operations. 

Local, state, federal and international laws and regulations governing cannabis for medicinal and adult use purposes are 

broad in scope and are subject to evolving interpretations, which could require TOKI to incur substantial costs associated 

with bringing TOKI's operations into compliance. In addition, violations of these laws, or allegations of such violations, 

could disrupt TOKI's operations and result in a material adverse effect on its financial performance. It is beyond TOKI's 

scope to predict the nature of any future change to the existing laws, regulations, policies, interpretations or applications, 

nor can TOKI determine what effect such changes, when and if promulgated, could have on TOKI's business. 

U.S. Federal Laws 

The business operations of TOKI are dependent on state laws pertaining to the cannabis industry. Continued 

development of the cannabis industry is dependent upon continued legislative authorization of cannabis at the state 

level. Any number of factors could slow or halt progress in this area. Further, progress, while encouraging, is not assured. 

While there may be ample public support for legislative action, numerous factors impact the legislative process. Any 

one of these factors could slow or halt legal manufacturer and sale of cannabis, which would negatively impact the 

business of TOKI. 

The concepts of "medical marijuana and "retail marijuana" do not exist under U.S. federal law. The Federal Controlled 

Substances Act classifies cannabis as a Schedule I drug. Under U.S. federal law, a Schedule I drug or substance has a 

high potential for abuse, no accepted medical use in the United States, and a lack of safety for the use of the drug under 

medical supervision. As such, cannabis-related practices or activities, including without limitation, the manufacture, 

importation, possession, use or distribution of cannabis are illegal under U.S. federal law. Strict compliance with state 

laws with respect to cannabis will neither absolve TOKI of liability under U.S. federal law, nor will it provide a defense 

to any federal proceeding which may be brought against TOKI. 

Currently, thirty states and the District of Columbia allow its citizens to use medical marijuana.  Additionally, eight 

states and the District of Columbia have legalized cannabis for adult use.  The state laws conflict with the federal 

Controlled Substances Act, which makes cannabis use and possession illegal on a national level. The Obama 

administration previously effectively stated that it is not an efficient use of resources to direct law federal law 

enforcement agencies to prosecute those lawfully abiding by state-designated laws allowing the use and distribution of 

medical marijuana. The Trump administration position is unknown. However, there is no guarantee that the Trump 

administration will not change current policy regarding the low-priority enforcement of federal laws. Additionally, any 

new administration that follows could change this policy and decide to enforce the federal laws strongly. Any such 

change in the federal government’s enforcement of current federal laws could cause significant financial damage to us 

and its shareholders. 

The constant evolution of laws and regulations affecting the cannabis industry could detrimentally affect TOKI's 

operations. Local, state and federal medical marijuana laws and regulations are broad in scope and subject to changing 

interpretations. These changes may require TOKI to incur substantial costs associated with legal and compliance fees and 

ultimately require TOKI to alter its business plan. Furthermore, violations of these laws, or alleged violations, could disrupt 

the business of TOKI and result in a material adverse effect on operations. In addition, TOKI cannot predict the nature of 

any future laws, regulations, interpretations or applications, and it is possible that regulations may be enacted in the future 

that will be directly applicable to the business of TOKI. 
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Local regulation could change and negatively impact on TOKI’s operations.  

Most US states that permit cannabis for adult use or medical use provide local municipalities with the authority to prevent 

the establishment of medical or adult use cannabis businesses in their jurisdictions. If local municipalities where TOKI 

or its licensed suppliers have established facilities decide to prohibit cannabis businesses from operating, TOKI or its 

licensed suppliers could be forced to relocate operations at great cost to TOKI, and TOKI or its licensed suppliers may 

have to cease operations in such state entirely if alternative facilities cannot be secured. 

TOKI is dependent on intellectual property, and failure to protect the rights to use that intellectual property could 

adversely TOKI’s future growth and success. 

TOKI’s failure to protect its existing intellectual property rights may result in the loss of exclusivity or the right to use 

the brands and technologies to which TOKI has acquired or internally developed. If TOKI does not adequately ensure 

the freedom to use this intellectual property TOKI may be subject to damages for infringement or misappropriation, 

and/or be enjoined from using such intellectual property. In addition, it may be difficult for TOKI to enforce certain of 

its intellectual property rights against third parties who may have inappropriately acquired interests in TOKI's 

intellectual property rights by filing unauthorized trademark applications in foreign countries to register TOKI's marks 

because of their familiarity with our business in the United States. Any potential intellectual property litigation could 

result in significant expense to TOKI, adversely affect the development of sales of the challenged product or intellectual 

property and divert the efforts of TOKI's technical and management personnel, whether such litigation is resolved in the 

favor of TOKI. In the event of an adverse outcome in any such  litigation, TOKI may, among other things, be required 

to: pay substantial damages; cease the development, manufacture, use, sale or importation of products that infringe upon 

other patented intellectual property; expend significant resources to develop or acquire non-infringing intellectual 

property;  discontinue  processes  incorporating infringing technology; or obtain licenses to the infringing intellectual 

property. 

Regulation that may hinder TOKI's ability to establish and maintain bank accounts 

The U.S. federal prohibitions on the sale of cannabis may result in licensed suppliers being restricted from accessing the 

U.S. banking system and they may be unable to deposit funds in federally insured and licensed banking institutions. 

While TOKI does not anticipate dealing with banking restrictions directly relating to its business, banking restrictions 

could nevertheless be imposed due to TOKI's banking institutions not accepting payments from licensed suppliers. 

Licensed suppliers at times do not have deposit services and are at risk that any bank accounts they have could be closed 

at any time. Such risks increase costs to TOKI and licensed suppliers. Additionally, similar risks are associated with 

large amounts of cash at these businesses. These businesses require heavy security with respect to holding and transport 

of cash, whether they have bank accounts. 

If financial service providers do not accept accounts or transactions related to the cannabis industry, it is possible that 

licensed suppliers may seek alternative payment solutions, including but not limited to crypto currencies such as Bitcoin. 

There are risks inherent in crypto currencies, most notably its volatility and security issues. If the industry was to move 

towards alternative payment solutions and accept payments in crypto currency TOKI would have to adopt policies and 

protocols to manage its volatility and exchange rate risk exposures. TOKI's inability to manage such risks may adversely 

affect TOKI's operations and financial performance. 

Product liability, operational risk 

As a manufacturer and distributor of products designed to be ingested by humans, the licensed suppliers and TOKI face 

an inherent risk of exposure to product liability claims, regulatory action and litigation if its products are alleged to have 

caused significant loss or injury. In addition, the manufacture and sale of cannabis-infused products based on TOKI's 

recipes and brands involve the risk of injury to consumers due to tampering by unauthorized third parties or product 

contamination. Previously unknown adverse reactions resulting from human consumption of TOKI's and the licensed 

supplier's products alone or in combination with other medications or substances could occur. 
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Product recalls 

Manufacturers and distributors of products are sometimes subject to the recall or return of their products for a variety 

of reasons, including product defects, such as contamination, unintended harmful side effects or interactions with other 

substances, packaging safety and inadequate or inaccurate labeling disclosure. If any of the products developed by 

TOKI are recalled due to an alleged product defect or for any other reason, TOKI could be required to incur the 

unexpected expense relating to the recall and any legal proceedings that might arise in connection with the recall. In 

addition, a product recall may require significant management attention and could harm the image of the brand and 

Company. 

Uninsurable risks 

The medical and retail cannabis business is subject to several risks that could result in damage to or destruction of 

properties or facilities or cause personal injury or death, environmental damage, delays in production and monetary 

losses and possible legal liability. It is not always possible to fully insure against such risks, and TOKI may decide not 

to take out insurance against such risks as a result of high premiums or other reasons. Should such liabilities arise, they 

could reduce or eliminate any future profitability and result in increasing costs and a decline   in the value of the securities 

of TOKI. TOKI does not currently have any insurance policies covering its properties or the operation of its business 

and any liabilities that may arise as a result any of the above noted risks may cause a material adverse effect on the 

financial condition of TOKI. 

Reliance on management 

The success of TOKI is currently dependent on the performance of its senior management. The loss of the services of 

these persons would have a material adverse effect on TOKI's business and prospects in the short term. There is n o  

assurance TOKI can maintain the services of its officers or other qualified personnel required to operate its business. 

Failure to do so could have a material adverse effect on TOKI and its prospects. 

Factors which may prevent realization of growth targets 

TOKI is currently in the development stage. There is a risk that the additional resources will be needed, and milestones 

will not be achieved on time, on budget, or at all, as they can be adversely affected by a variety of factors, including 

some that are discussed elsewhere in these risk factors and the following as it relates to TOKI and its licensed suppliers: 

• delays in obtaining, or conditions imposed by, regulatory approvals; 

• facility design errors; 

• environmental pollution; 

• non-performance by third party contractors; 

• increases in materials or labour costs; 

• construction performance falling below expected levels of output or efficiency; 

• breakdown, aging or failure of equipment or processes; 

• contractor or operator errors; 

• labour disputes, disruptions or declines in productivity; 

• inability to attract sufficient numbers of qualified workers; 

• disruption in the supply of energy and utilities; and 

• major incidents and/or catastrophic events such as fires, explosions, earthquakes or storms. 

Risks associated with increasing competition 

The cannabis industry is highly competitive. TOKI will compete with numerous other businesses in the medicinal and 

adult use industry, many of which possess greater financial and marketing resources and other resources than TOKI. 

The cannabis business is often affected by changes in consumer tastes and discretionary spending patterns, national and 

regional economic conditions, demographic trends, consumer confidence in the economy, traffic patterns, local 

competitive factors, cost and availability of raw material and labour, and governmental regulations. Any change in these 

factors could materially and adversely affect TOKI's operations. 



TREE OF KNOWLEDGE INTERNATIONAL CORP.  

Management's Discussion and Analysis of Financial Condition and Results of Operations  

For the nine months ended September 30, 2019 and 2018  

 

21 

    

 

TOKI expects to face additional competition from new entrants. If the number of legal users of cannabis in its target 

jurisdiction increases, the demand for products will increase and TOKI expects that competition will become more 

intense, as current and future competitors begin to offer an increasing number of diversified products. 

The products sold by TOKI may become subject to regulation governing food and related products 

Should the Federal government legalize cannabis for medical or adult use nation-wide, it is possible that the U.S. Food 

and Drug Administration ("FDA") would seek to regulate the products under the Food, Drug and Cosmetics Act of 1938. 

The FDA may issue rules and regulations including certified good manufacturing practices related to the growth, 

cultivation, harvesting and processing of medical cannabis and cannabis-infused products.  Clinical trials may be needed 

to verify efficacy and safety of the medical cannabis. It is also possible that the FDA would require that facilities where 

medical cannabis is cultivated be registered with the applicable government agencies and comply with certain federal 

regulations. In the event, any of these regulations are imposed, TOKI cannot foresee the impact on its operations and 

economics. If TOK or the licensed suppliers are unable to comply with the regulations and or registration as prescribed 

by the FDA or another federal agency, TOKI or licensed suppliers may be unable to continue to operate in its current 

form or at all. 

Environmental and employee health and safety regulations 

TOKI's operations are subject to environmental and safety laws and regulations concerning, among other things, 

emissions and discharges to water, air and land, the handling and disposal of hazardous and non-hazardous materials and 

wastes, and employee health and safety. TOKI will incur ongoing costs and obligations related to compliance with 

environmental and employee health and safety matters. Failure to comply with environmental and safety laws and 

regulations may result in additional costs for corrective measures, penalties or in restrictions on     our manufacturing 

operations. In addition, changes in environmental, employee health and safety or other laws, more vigorous enforcement 

thereof or other unanticipated evets could require extensive changes to TOKI’s operations or give rise to material 

liabilities, which could have a material adverse effect on the business, results of operations and financial condition of 

TOKI. 

Difficult to forecast 

TOKI must rely largely on its own market research and its interpretation of third-party data to forecast sales of its CBD 

products as detailed forecasts are not generally obtainable from other sources at this relatively early stage of the cannabis 

industry in Canada, the U.S. and internationally. A failure in the demand for its products to materialize as a result of 

competition, technological change, market acceptance or other factors could have a material adverse effect on the 

business, results of operations and financial condition of TOKI. 

Management of growth 

TOKI may be subject to growth-related risks including capacity constraints and pressure on its internal systems and 

controls. The ability of TOKI to manage growth effectively will require it to continue to implement and improve its 

operational and financial systems and to expand, train and manage its employee base. The inability of TOKI to deal 

with this growth may have a material adverse effect on TOKI's business, financial condition, results of operations and 

prospects. 

Dividends 

TOKI has no earnings or dividend record and does not anticipate paying any dividends on the Common Shares in the 

foreseeable future. Dividends paid by TOKI would be subject to tax and, potentially, withholdings. 
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Non-compliance with federal, provincial or state laws and regulations, or the expansion of current, or the enactment 

of new laws or regulations, could adversely affect TOKI's business. 

The activities of TOKI are subject to regulation by governmental authorities. Achievement of TOKI's business objectives 

are contingent, in part, upon compliance with regulatory requirements enacted by these governmental authorities and 

obtaining all regulatory approvals, where necessary, for the sale of its products.  TOKI cannot predict the time required 

to secure all appropriate regulatory approvals for its products, or the extent of testing and documentation that may be 

required by governmental authorities. Any delays in obtaining, or failure to obtain regulatory approvals would 

significantly delay the development of markets and products and could have a material adverse effect on the Business, 

results of operations and financial condition of TOKI. 

There is no certainty that the United States Food and Drug Administration ("FDA") will not enforce the use of   hemp 

oil as a drug and prohibit use as a dietary ingredient. There is no certainty that hemp oil will be considered a grandfathered 

dietary ingredient under the Dietary Supplement Health and Education Act of 1994 ("DSHEA") or would otherwise be 

permitted for use under the DSHEA. The FDA and other law enforcement agencies have recently taken steps to pursue 

companies that manufacture hemp-infused products that make health and medical claims about their products and may 

take steps to pursue companies that manufacture cannabis products. 

Scientific research related to the benefits of cannabis remains in early stages, is subject to several important assumptions 

and may prove to be inaccurate. 

Research in Canada, the United States and internationally regarding the medical benefits, viability, safety, efficacy and 

dosing of cannabis or isolated cannabinoids remains in the relatively early stages, however, clinical trials are being held 

at a steadily increasing pace and certain applications have even been approved for use in children. Any statements 

concerning the potential medical benefits of cannabinoids are based on published articles and reports.  As a result, any 

statements made herein are subject to the experimental parameters, qualifications, assumptions and limitations in the 

studies that have been completed. 

Although TOKI believes that the articles and reports, and details of research studies and clinical trials that are publicly 

available reasonably support its beliefs regarding the medical benefits, viability, safety, efficacy and dosing of cannabis, 

future research and clinical trials may prove such statements to be incorrect or could raise concerns regarding and 

perceptions relating to cannabis. Given these risks, uncertainties and assumptions, investors should not place undue 

reliance on such articles and reports. Future research studies and clinical trials may draw opposing conclusions to those 

stated in this prospectus or reach negative conclusions regarding the viability, safety, efficacy, dosing, social acceptance 

or other facts and perceptions related to medical cannabis, which could materially impact TOKI. 

Negative publicity or consumer perception may affect the success of our business. 

The success of the cannabis industry may be significantly influenced by the public’s perception of cannabis. Both the 

medical and recreational use of cannabis are controversial topics, and there is no guarantee  that  future  scientific 

research, publicity, regulations, medical opinion and public opinion relating to cannabis will be  favourable. The 

cannabis industry is an early-stage business that is constantly evolving with no guarantee of viability. The market for 

medical and recreational cannabis is uncertain, and any adverse or negative publicity, scientific research, limiting 

regulations, medical opinion and public opinion (whether or  not  accurate  or  with merit) relating to the consumption 

of cannabis, whether in Canada, the United States or elsewhere, may have a material adverse effect on our operational 

results, consumer base and financial results. Among other things, such a shift in public opinion could cause state 

jurisdictions to abandon initiatives or proposals to legalize medical cannabis, thereby limiting the number of new state 

jurisdictions into which TOKI could identify potential acquisition opportunities. 

Certain events or developments in the cannabis industry more generally may impact TOKI's reputation. 

Damage to TOKI's reputation can be the result of the actual or perceived occurrence of any number of events, and could 

include any negative publicity, whether true or not. Cannabis has often been associated with various other narcotics, 

violence and criminal activities, the risk of which is that our business might attract negative publicity. There is also risk 

that the action(s) of other participants, companies and service providers in the cannabis industry may negatively affect 

the reputation of the industry as a whole and thereby negatively impact the reputation of TOKI. The increased usage of 

social media and other web-based tools used to generate, publish and discuss user-generated content and to connect with 
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other users has made it increasingly easier for individuals and groups to communicate and share opinions and views in 

regard to TOKI and its activities, whether true or not and the cannabis industry in general, whether true or not. TOKI 

does not ultimately have direct control over how it or the cannabis industry is perceived by others. Reputation loss may 

result in decreased investor confidence, increased challenges in developing and maintaining community relations and 

an impediment to TOKI’s overall ability to advance its business strategy and realize on its growth prospects, thereby 

having a material adverse impact on TOKI. 

Risks related to loss of foreign private issuer status in the United States 

Upon completion of the Transaction the Company will be a “foreign private issuer” under United States securities laws. 

If the Company were to lose such status, it may have adverse consequences on the Company’s ability to raise capital in 

private placements or Canadian prospectus offerings and could potentially require the Company to become subject to 

the reporting requirements of the United States Securities and Exchange Commission, which would result in increased 

reporting requirements and increased audit, legal and administration costs. These increased costs may significantly 

affect the Company’s results of operations and profitability are U.S. tax risks 

It is anticipated that Section 7874(b) of the U.S. Internal Revenue Code (“Code”) will apply to treat the Company as a 

U.S. domestic corporation for U.S. federal income tax purposes. If, as anticipated, Section 7874(b) were to apply, the 

Company would be subject to U.S. federal income tax as a U.S. domestic corporation on its worldwide income and any 

dividends paid by the Company to Non-U.S. holders may be subject to U.S. federal income tax withholding at a 30% 

rate or such lower rate as provided in an applicable treaty. 

Moreover, because the Company’s common shares will be treated as shares of a U.S. domestic corporation, the U.S. gift, 

estate and generation-skipping transfer tax rules generally apply to a “Non-U.S. Holder” of Company Shares. 

The transactions contemplated herein may result in an “ownership change” of Company within the meaning of the 

United States federal income tax laws addressing net operating loss carry-forwards, alternative minimum tax credits and 

other similar tax attributes. If an ownership change occurs, there will be specific limitations on the ability to use net 

operating loss carry-forwards and other tax attributes from periods prior to the Business Combination. It is possible that 

such limitations could limit Company’s ability to utilize such tax attributes and, therefore, result in an increase in 

Company’s United States federal income tax liability. In addition, it is possible that all or a portion of Company’s net 

operating loss carry-forwards may expire before they can be utilized. 

Prospective investors should discuss the tax consequences of acquiring, holding and disposing of common shares of the 

Company with their own tax advisors. 

Potential Adverse Tax Consequences from the Payment of Dividends on the Company’s Shares 

The Company does not contemplate paying any dividends on the Company’s common shares in the foreseeable future. 

However, dividends received by shareholders who are residents of Canada for purpose of the ITA will be subject to U.S.  

withholding tax.  Any such dividends may not qualify for a reduced rate of withholding tax under the Canada-United 

States Tax Convention. In addition, a foreign tax credit or a deduction in respect of foreign taxes may not be available. 

Dividends received by U.S. shareholders will not be subject to U.S. withholding tax but will be subject to Canadian 

withholding tax. After giving effect to the Transaction, it is anticipated that the Company will be a U.S. corporation for 

U.S. federal income tax purposes. As such, dividends paid by the Company will be characterized as U.S. source income 

for purposes of the foreign tax credit rules under the Code.  Accordingly, U.S. shareholders generally would not be able 

to claim a credit for any Canadian tax withheld unless, depending on the circumstances, they have excess foreign tax 

credit limitation due to other foreign source income that is subject to a low or zero rate of foreign tax. 

Dividends received by shareholders that are neither Canadian nor U.S. shareholders will be subject to U.S. withholding 

tax and would also be subject to Canadian withholding tax. These dividends may not qualify for a reduced rate of U.S. 

withholding tax under any income tax treaty otherwise applicable to a shareholder of the Company, subject to examination 

of the relevant treaty. 
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Unfavorable tax treatment of cannabis businesses 

Under Section 280E of the Code, "no deduction or credit shall be allowed for any amount paid or incurred during   the 

taxable year in carrying on any trade or business if such trade or business (or  the  activities  which comprise such trade 

or business) consists of trafficking in controlled substances (within the meaning of schedule I and II of  the Controlled 

Substances Act) which is prohibited by Federal law or the law of any State in which such trade or business is conducted." 

This provision has been applied by the U.S. Internal Revenue Service to cannabis operations, prohibiting them from 

deducting expenses directly associated with the sale of cannabis. Section 280E therefore has a significant impact on the 

retail side of cannabis, but a lesser impact on cultivation and manufacturing operations.  A result of Section 280E is that 

an otherwise profitable business may, in fact, operate at a loss, after taking into account its income tax expenses. 

Internal Control over Financial Reporting 

Internal controls over financial reporting are procedures designed to provide reasonable assurance that transactions are 

properly authorized, assets are safeguarded against unauthorized or improper use, and transactions are properly recorded 

and reported. A control system, no matter how well designed and operated, can provide only reasonable, not absolute, 

assurance with respect to the reliability of financial reporting and financial statement preparation. 

Evaluation of Disclosure Controls and Procedures 

Disclosure controls and procedures are designed to provide reasonable assurance that all relevant information is gathered 

and reported to senior management, including the Company's President and Chief Executive Officer and Chief Financial 

Officer, on a timely basis so that appropriate decisions can be made regarding public disclosure. As at March 31, 2019 

covered by this management's discussion and analysis, management of the Company, with the participation of the President 

and Chief Executive Officer and the Chief Financial Officer, evaluated the effectiveness of the Company's disclosure 

controls and procedures as required by Canadian securities laws.  Based  on  that  evaluation, the President and Chief 

Executive Officer and the Chief Financial Officer have concluded that, as of the end of the period covered by this 

management's discussion and analysis, the disclosure controls and procedures were effective to provide reasonable 

assurance that information required to be disclosed in the  Company's annual  filings and interim filings (as such terms are 

defined under Multilateral Instrument 52-109 Certification of Disclosure in Issuers' Annual and Interim Filings) and other 

reports filed or submitted under Canadian securities laws is recorded, processed, summarized and reported within the time 

periods specified by those laws and that material information is accumulated and communicated to management of the 

Company, including the President and Chief Executive Officer and the Chief Financial Officer, as appropriate to allow 

timely decisions regarding required disclosure. 

Cautionary Note Regarding Forward Looking Statements 

This Management's Discussion and Analysis includes "forward-looking statements", within the meaning of applicable 

securities legislation, which are based on the opinions and estimates of Management and are subject to a variety of risks 

and uncertainties and other factors that could cause actual events or results to differ materially from those projected in the 

forward-looking statements. Forward-looking statements are often, but not always, identified by the use of words such as 

"seek", "anticipate", "budget", "plan", "continue", "estimate", "expect", "forecast", "may", "will", "project", "predict", 

"potential", "targeting", "intend", "could", "might", "should", "believe" and similar words suggesting future outcomes or 

statements regarding an outlook. Forward-looking statements involve known and unknown risks, uncertainties and other 

factors which may cause the actual results, performance or achievements of the Company to be materially different from 

any future results, performance or achievements expressed or implied by the forward-looking statements. Examples of 

such statements include, without limitation: the intention to complete the listing; the description of the Company that 

assumes completion of the listing of its Common Shares; the intention to grow the business and operations of the Company; 

anticipated timing for the ability of the Company to agree to terms of royalty agreements with Licensed Operators; 

expected growth in the number of users of Medical Marijuana in Canada; the risk of foreign exchange rate fluctuations, 

the ability of the Company to fund the capital and operating expenses necessary to achieve its business objectives, the 

uncertainty associated with commercial negotiations and risks associated with international business activities, as well as 

those risks described in public disclosure documents filed by the Company. Due to the risks, uncertainties and assumptions 

inherent in forward-looking statements, prospective investors in securities of the Company should not place undue reliance 

on these forward-looking statements. 
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Readers are cautioned that the foregoing lists of risks, uncertainties and other factors are not exhaustive. The forward- 

looking statements contained herein are made as of the date hereof and the Company undertakes no obligation to update 

publicly or revise any forward-looking statements or in any other documents filed with Canadian securities regulatory 

authorities, whether as a result of new information, future events or otherwise, except in accordance with applicable 

securities laws. The forward-looking statements are expressly qualified by this cautionary statement. 

Management's Responsibility for Financial Information 

Management is responsible for all information contained in this report. The consolidated financial statements have been 

prepared in accordance with International Financial Reporting Standards and include amounts based on management's 

informed judgments and estimates. The financial and operating information included in this report is consistent with that 

contained in the consolidated financial statements in all material aspects. 

Management maintains internal controls to provide reasonable assurance that financial information is reliable and accurate, 

and assets are safeguarded. 

The Audit Committee has reviewed the consolidated financial statements with management. The Board of Directors has 

approved the consolidated financial statements on the recommendation of the Audit Committee. 

ADDITIONAL INFORMATION: 

Additional information relating to the Company including the audited financial statements for the years ended December 

31, 2018 and 2017, and press releases issued by the Company, are available under the Company’s profile on SEDAR at 

www.sedar.com. 

http://www.sedar.com/

