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This management discussion and analysis (“MD&A”) of the financial condition and results of operations of 

Verano Holdings, LLC (“Verano” or, the “Company”) is for the years ended December 31, 2020 and 2019. This 

MD&A is dated April 7, 2021. It is supplemental to, and should be read in conjunction with, the Company’s 

audited combined financial statements and the accompanying notes for the years ended December 31, 2020 and 

2019. The Company’s financial statements are prepared in accordance with International Financial Reporting 

Standards (“IFRS”). 

 

This MD&A has been prepared by reference to the MD&A disclosure requirements established under National 

Instrument 51-102 – Continuous Disclosure Obligations of the Canadian Securities Administrators. It contains 

certain “forward-looking statements” and certain “forward-looking information” as defined under applicable 

United States securities laws and Canadian securities laws. Please refer to the discussion of forward-looking 

statements and information set out under the heading “Cautionary Note Regarding Forward-Looking 

Information”. As a result of many factors, the Company’s actual results may differ materially from those 

anticipated in these forward-looking statements and information.  

 

Financial information presented in this MD&A is presented in United States dollars (“$” or “US$”), unless 

otherwise indicated. All references to “$” are to United States dollars unless otherwise explicitly specified. 

 

OVERVIEW OF THE COMPANY 

 
Verano, a Delaware limited liability company that was organized on September 12, 2018, is a leading vertically-

integrated multi-state cannabis operator in the U.S. As an operator of licensed cannabis cultivation, processing 

and retail facilities, Verano is devoted to the ongoing development of communal wellness by providing 

responsible access to regulated cannabis products to the discerning high-end customer. Verano’s platform is built 

on people, process, and product, which has enabled the Company to be a known leader in the cultivation, 

manufacturing, and retail channels. The Verano team, which has expanded in line with the needs of the evolving 

business, has deep operational expertise in cultivation, manufacturing, legislation, permitting, regulatory 

compliance, brand and product development, zoning, and retail sales in the U.S. Verano’s strategic product and 

market focus continues to drive research and development, continuous innovation, and a continuing approach to 

being at the forefront of an emerging industry. Patient and customer service and satisfaction are embedded in the 

Company’s DNA and drive the Company’s mission. 

 

Verano is directly involved (through its licensed subsidiaries, affiliates, and managed entities) in the cannabis 

industry in the United States where local state laws permit such activities.  

 

The United States federal government regulates drugs through the Controlled Substances Act (21 U.S.C. § 811) 

(the “CSA”), which places controlled substances, including cannabis, in a schedule. Cannabis is classified as a 

Schedule I drug. 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. The United States Food and Drug Administration has not approved cannabis as a safe and effective 

drug for any indication. 

 

In the United States, cannabis is largely regulated at the state level. State laws regulating cannabis are in direct 

conflict with the federal CSA, which makes cannabis use and possession federally illegal. Although certain states 

authorize medical and/or adult-use cannabis production and distribution by licensed or registered entities, under 

United States federal law, the possession, use, cultivation, and transfer of cannabis and any cannabis-related drug 

paraphernalia is illegal and any such acts are criminal acts under federal law. The Supremacy Clause of the United 

States Constitution establishes that the United States Constitution and federal laws made pursuant to it are 

paramount and in case of conflict between federal and state law, the federal law shall apply. The enforcement of 

relevant federal laws is a significant risk. 

 

Please see “U.S. Cannabis Regulatory Environment” and “Risk Factors” for further details associated with the 

U.S. cannabis regulatory environment. 
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Operating Segments 

 

Verano, which has one of the largest footprints for multi-state, vertically-integrated owners and operators in the 

U.S., derives its revenues from a balanced contribution through its wholesale cannabis business and national retail 

dispensaries, branded as Zen Leaf™. Verano designs, builds and operates inimitable Zen Leaf™ branded 

dispensary environments that are designed to enhance a cannabis shopping experience in both medical and adult-

use markets. Verano also produces a full suite of premium, artisanal cannabis products sold under its trusted 

portfolio of consumer brands: Encore™, Avexia™ and Verano™.  

As of December 31, 2020, the wholesale and retail channels are vertically integrated across multiple highly 

regulated, limited license, and therefore limited legal supply markets in Illinois, Maryland, New Jersey, Nevada 

and Ohio. In addition, Verano has dispensaries, licenses, or interests in several other key markets, including 

Pennsylvania, Arkansas, Massachusetts, Michigan, West Virginia, California and Missouri. The primary markets, 

where supply and demand can be reasonably predicted and forecasted, create the foundation upon which Verano 

has sought to build sustainable profitable growth 

This combination – ownership of wholesale and retail – supports Verano’s strategy of distributing brands at scale 

by enabling Verano to capture large market share, generate brand awareness, and earn customer loyalty in its 

operating markets. The Company plans to continue growth of its operations by winning merit-based processes or 

acquiring licenses in limited license markets and increasing presence in current markets. 

Operational Foundation and Current Markets 

Illinois Operations 

The Compassionate Use of Medical Cannabis Pilot Program Act (the “IL Act”), which allows individuals 

diagnosed with a debilitating medical condition access to medical marijuana, became effective in Illinois on 

January 1, 2014. There were over 41 qualifying conditions as part of the initial medical program, including 

epilepsy, traumatic brain injury, and post-traumatic stress disorder (“PTSD”).  

The Opioid Alternative Pilot Program was launched in Illinois on January 31, 2019 and allows patients that 

receive or are qualified to receive opioid prescriptions access to medical marijuana as an alternative in situations 

where an opioid could generally be prescribed. Under this new program, patients with doctor approval can receive 

near-immediate access to cannabis products from an Illinois licensed dispensary. The Opioid Alternative Pilot 

Program eliminates the previously required fingerprinting and background checks that often delay patients’ access 

to medical cannabis by up to three months.  

In January 2019, JB Pritzker was sworn into office as Governor of Illinois. Cannabis Legalization is one of four 

subcommittees under the Governor’s Restorative Justice and Safe Communities Transition Committee. The 

primary goals of the Cannabis Legalization Subcommittee are to evaluate and develop implementation 

recommendations for the Governor’s platform on legalizing cannabis. In June 2019, Governor Pritzker signed the 

Cannabis Regulation and Tax Act, 410 ILCS 705 et seq. (the “CRTA”) into law, making Illinois the 11th state to 

legalize recreational marijuana. It took effect on January 1, 2020. 

In June 2019, the Illinois House of Representatives and Senate passed Senate Bill 2023 which added 11 additional 

debilitating illnesses such as chronic pain, migraines and irritable bowel syndrome to the list of qualifying medical 

conditions. This bill was signed into law in August 2019 by Governor JB Pritzker.  

Illinois’ retail market for 2020 was over $1 billion, representing a 300% + year-over-year increase.1,2  

 
1 IDFPR.com, “Illinois adult use cannabis monthly sales figures” 
https://www.idfpr.com/Forms/AUC/2020%2012%2002%20IDFPR%20monthly%20adult%20use%20cannabis%20sales.pdf  (visited April 7, 2021). 

 
2 Illinois.gov, “MCPP Update – January 5, 2021” https://www2.illinois.gov/sites/mcpp/Pages/update01052021_mcpp.aspx  (visited April 7, 2021). 

https://www.idfpr.com/Forms/AUC/2020%2012%2002%20IDFPR%20monthly%20adult%20use%20cannabis%20sales.pdf
https://www2.illinois.gov/sites/mcpp/Pages/update01052021_mcpp.aspx
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The CRTA legalizes the cultivation, manufacture, and sale of cannabis for adult-use purposes. Under the CRTA, 

existing cultivation centers licensed under the IL Act are permitted, upon approval from regulatory authorities, to 

cultivate and manufacture adult-use cannabis; additionally, under the CRTA existing medical cannabis 

dispensaries are permitted, upon approval from regulatory authorities, to dispense adult-use cannabis to 

purchasers 21 years of age or older from existing retail sites plus one satellite location. The CRTA also allows for 

licensure of up to 75 new adult-use dispensing organizations, up to 40 craft grower facilities, up to 40 infuser 

facilities, and an unlimited number of transport organizations, all of which are reserved for qualified social equity 

participants. The CRTA does not permit existing cultivation centers to own craft grower or infuser facilities, and 

entities may not own more than 5 medical dispensaries or more than 10 adult-use dispensaries. 

Verano’s affiliate, Ataraxia, LLC, is licensed to operate a cultivation center in the State of Illinois. The cultivation 

center license permits Ataraxia, LLC to acquire, possess, cultivate, deliver, transfer, have tested, transport, supply 

or sell medical and adult-use cannabis and related supplies to medical and adult-use dispensing organizations. 

Through management agreements and other affiliate relationships, Verano’s subsidiaries also manage dispensing 

organizations in Illinois. 

Maryland Operations 

In May 2013, the then Governor of Maryland signed House Bill 1101, Chapter 403 which established the Natalie 

M. LaPrade Maryland Medical Cannabis Commission (“MMCC”). The MMCC is an independent commission 

that functions within the Department of Health and Mental Hygiene. The MMCC was created for investigational 

use of medical cannabis. MMCC develops policies, procedures, and regulations to implement programs that 

ensure medical cannabis is available to qualifying patients in a safe and effective manner. 

On December 1, 2017, after close to a five-year delay, the Maryland Medical Marijuana Program (“MMMP”) 

became operational and sales commenced. The MMMP was written to allow access to medical cannabis for 

patients with any condition that is considered “severe” for which other medical treatments have proven 

ineffective, including chronic pain, nausea, seizures, glaucoma and post-traumatic stress disorder. All major 

product forms are allowed for sale and consumption with the exception, initially, of edibles, although edibles have 

now been permitted pending acceptance of final regulations.  

Verano’s affiliate RedMed, LLC is licensed to operate a cultivation facility and a retail medical cannabis 

dispensary in Maryland. The retail dispensary license permits RedMed, LLC’s wholly owned subsidiary, licensee 

Freestate Wellness, LLC (“Freestate”), to purchase medical cannabis from cultivation facilities, cannabis and 

cannabis products from product manufacturing facilities and cannabis from other retail stores and allows the sale 

of cannabis and cannabis products to registered patients. The medical grower license permits Freestate to acquire, 

possess, cultivate, deliver, transfer, have tested, transport, supply or sell cannabis and related supplies to medical 

marijuana dispensaries, facilities for the production of edible medical cannabis products and/or medical cannabis-

infused products, or other medical cannabis grower facilities. In addition, through management agreements and 

other affiliate relationships, Verano’s subsidiaries manage 4additional dispensaries in Maryland.  

Massachusetts Operations 

 

The Massachusetts Medical Use of Marijuana Program (the “MA Program”) was established pursuant to the Act 

for the Humanitarian Medical Use of Marijuana. The MA Program allows registered persons to purchase medical 

cannabis and applies to any patient, personal caregiver, Registered Marijuana Dispensary (each, a “RMD”), and 

RMD agent that qualifies and registers under the MA Program. The MA Program was previously administrated 

by the Department of Public Health, Bureau of Health Care Safety and Quality. On December 23, 2018 

administration of the MA Program was transferred to the Cannabis Control Commission (the “MA CCC”). 

In November 2016, Massachusetts voted affirmatively on a ballot petition to legalize and regulate cannabis for 

adult recreational use. The Massachusetts legislature amended the law on December 28, 2016, delaying the date 

recreational cannabis sales would begin by six months. The delay allowed the legislature to clarify how municipal 

land-use regulations would treat the cultivation of cannabis and authorized a study of related issues. After further 

debate, the state House of Representatives and state Senate approved H.3818 which became Chapter 55 of the 
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Acts of 2017, An Act to Ensure Safe Access to Marijuana, and established the MA CCC. The MA CCC consists 

of five commissioners and regulates the Massachusetts Recreational Marijuana Program. Adult-use of cannabis 

in Massachusetts was legalized in July 2018.  

Massachusetts maintains a robust medical use of marijuana program (“MUMP”). As of March 31, 2019, there 

were 49 RMDs approved for sales, 59,288 active patients, 7,005 active caregivers, and 293 registered healthcare 

providers in Massachusetts. RMDs sold over 327,000 ounces of medical marijuana in the fiscal year through 

March 31, 2019.3 Recreational sales in Massachusetts began in November 2018, and as of September 25, 2020, 

the CCC has awarded 83 final licenses to marijuana retailers, 60 of which have RMD priority status as they serve 

patients under the MUMP. The CCC has also awarded 48 final licenses to marijuana cultivators and 39 final 

licenses to marijuana product manufacturers. 

Company subsidiary Verano Four Daughters Holdings, LLC has 100% ownership and control of Four Daughters 

Compassionate Care, Inc., an entity which holds the licenses with the MA CCC for medical and adult-use licenses 

to operate retail dispensaries, cultivation facilities, and manufacturing facilities in the appropriate Massachusetts 

jurisdictions. 

Nevada Operations 

In 2013, the Nevada legislature passed SB374, providing for state licensing of medical marijuana establishments. 

On November 8, 2016, Nevada voters passed Question 2 (codified as Nevada Revised Statutes 435D) by ballot 

initiative allowing for the sale of marijuana for adult-use. Although adult-use marijuana establishment licenses 

were not required to be issued until January 2018, by emergency regulation the Nevada Department of Taxation 

issued “early start” licenses in June 2017, allowing for adult-use sales to begin on July 1, 2017. As of August 

2020, there are 150 cultivators, 108 producers, and 71 retail stores licensed for adult-use in the State of Nevada. 

Approximately 75% of the state licensed marijuana operations exist within Clark County/Las Vegas city limits, 

representing an approximate 8,000 square mile area. The remaining 25% of licenses exist throughout the rest of 

the state.  

The State of Nevada opened up applications for additional adult-use licenses and gave priority to businesses with 

current licenses. Lone Mountain Partners, LLC, an affiliate of Verano, was awarded multiple additional adult-use 

licenses. 

Verano affiliates are owners, operators, managers, consultants, and/or have licensing or other commercial 

arrangements with cannabis licensees to operate retail dispensaries, a cultivation facility, and a manufacturing 

facility in Nevada.  

Ohio Operations 

Effective September 8, 2016, House Bill 523 legalized the use of medical cannabis for 26 debilitating conditions 

as prescribed by a licensed physician. On implementation, the Ohio Medical Marijuana Control Program 

(“OMMCP”) was proposed to allow people with certain medical conditions including Alzheimer’s disease, 

HIV/AIDS, ALS, cancer, and traumatic brain injury to legally purchase medical cannabis. Though Ohio was 

required to implement a fully operational OMMCP by September 8, 2018 with a controlled system for cultivation, 

laboratory-testing, physician/patient registration and dispensing, the timeline was delayed until November 2018. 

Regulatory oversight is shared between three offices: (i) the Ohio Department of Commerce with respect to 

overseeing cultivators, processors and testing laboratories; (ii) the Ohio Board of Pharmacy with respect to 

overseeing retail dispensaries and the registration of patients and caregivers; and (iii) the State Medical Board of 

Ohio with respect to certifying physicians to recommend medical cannabis. The OMMCP will permit limited 

product types including oils, tinctures, plant materials and edibles. Adult-use and the smoking of cannabis flower 

are prohibited. 

 
3 Mass.gov, “Massachusetts Medical Use of Marijuana Program: External Dashboard March 2019, 
https://www.mass.gov/files/documents/2019/04/09/external-dashboard-March%202019.pdf (visited May 10, 2019). 

https://www.mass.gov/files/documents/2019/04/09/external-dashboard-March%202019.pdf
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Verano affiliates are owners, operators, managers, consultants, and/or have licensing or other commercial 

arrangements with a Level II cultivation facility (which permits the cultivation of up to 3,000 square feet, 

processing license, and multiple dispensaries in Ohio. 

New Jersey Operations 

Medical marijuana has been legal in the State of New Jersey since 2012. The program is regulated under the New 

Jersey Compassionate Use Medical Marijuana Act (“CUMMA”), which was signed into law in January 2010. 

Under CUMMA, medical cannabis use is permitted for certain indications including chronic pain, cancer, 

glaucoma, HIV/AIDS and inflammatory bowel disease. 

The Medical Marijuana Program (“MMP”) is administered by the New Jersey Department of Health. As of the 

end of 2020, over 100,000 medical marijuana patients4 have registered in the MMP, with one-third of such patients 

having qualified due to either chronic pain or anxiety. Since the MMP was expanded in early 2018, the New 

Jersey Department of Health approved an additional six medical cannabis dispensaries.  

During 2018 and 2019, certain members of the New Jersey legislature worked to pass legislation legalizing 

cannabis in New Jersey for adult use purposes. When those efforts failed, legislative leaders announced their 

intention to place a legalization referendum on the 2020 ballot. A bill to add the referendum to the ballot passed 

both houses of the New Jersey legislature with a supermajority on December 16, 2019. As a result, the matter was 

placed on the 2020 ballot as New Jersey Public Question 1. On November 3, 2020, the citizens of New Jersey 

approved the measure, which amended the state constitution and legalized adult use of cannabis by those 21 years 

of age and older. The amendment also provides for the state to establish a regulated marked for the cultivation, 

distribution, and sale of cannabis. 

On December 17, 2020, members of the New Jersey State Assembly and Senate advanced legislation 

(SB21/AB21) to Governor Murphy legalizing the possession, production, and retail sale of marijuana to adults. 

Lawmakers approved the measures weeks after voters decided in favor of Public Question 1, which instructed the 

legislature to regulate the adult-use cannabis market, on Election Day. The legislation establishes rules for 

licensing commercial cannabis producers and retailers. Under the measure, adults will be able to legally purchase 

up to one ounce of cannabis from state-licensed retailers. The number of state-licensed cultivators will be capped 

at 37, including existing state-licensed medical cannabis cultivation and processing centers, for the first 24 months 

after enactment of the legislation. 

New Jersey is a vertically integrated system so that each Alternative Treatment Center license permits the holder 

to acquire, cultivate, process, distribute and/or dispense, deliver, manufacture, transfer, and supply medical 

marijuana in compliance with the CUMMA and the MMP rules and regulations. 

Verano affiliates are owners, operators, managers, consultants, and/or have licensing or other commercial 

arrangements with a cannabis licensee in the State of New Jersey.  

Michigan Operations 

Medical cannabis has been legal in Michigan since 2008, when 63% of voters approved a measure that protected 

patients and caregivers but did not establish regulations for businesses. In September 2016, three bills were 

enacted that created a regulatory framework for medical marijuana businesses, while also providing new 

protections for patients. Under the new law, cultivators, processors, testing labs, transporters, and provisioning 

centres could become licensed and regulated at the state level. 

In December 2018, Michigan voters decided to legalize adult-use cannabis. Existing cannabis businesses in 

Michigan have a significant competitive advantage under proposed regulations as the current initiative calls for 

 
4 NJ.gov, “Division of Medical Marijuana”, https://www.nj.gov/health/medicalmarijuana/index.shtml (visited April 7, 2021). 

 

https://www.nj.gov/health/medicalmarijuana/index.shtml
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the state to accept adult-use applications only from those with an existing medical cannabis license during the 

first two years of implementation.  

The Michigan Regulation and Taxation of Marihuana Act (“MRTMA”) went into effect December 6, 2018. The 

MRTMA allows persons age 21 and over to possess up to two and one-half ounces of marijuana in public, up to 

ten ounces at home, and cultivate up to 12 plants at home. The MRTMA also sets up a system for the state-

licensed cultivation and distribution of marijuana, with sales subject to a 10% excise tax (in addition to the State 

of Michigan’s 6% sales tax). The first retailers opened to the public on December 1, 2019. 

Verano affiliates are owners, operators, managers, consultants, and/or have licensing or other commercial 

arrangements with a cannabis licensee in the State of Michigan. 

Arkansas Operations 

The rules and regulations governing the oversight of medical cannabis cultivation facilities and dispensaries in 

Arkansas were adopted and promulgated by the Arkansas Alcoholic Beverage Control Board pursuant to 

Amendment No. 98 of the Constitution of the State of Arkansas of 1874, The Medical Marijuana Amendment of 

2016 (“Amendment No. 98”). 

The rules and regulations governing medical marijuana registration, testing, and labeling in Arkansas were 

adopted and promulgated by the Arkansas State Board of Health pursuant to the Department expressly conferred 

by the laws of the State of Arkansas, including, without limitation, Amendment No. 98. 

These rules govern the following: requirements for record keeping, security, and personnel at cultivation facilities 

and dispensaries; the requirements of the manufacturing, processing, packaging, dispensing, disposing, 

advertising, and marketing of medical marijuana by cultivation facilities and dispensaries; the procedures for 

inspecting and investigating cultivation facilities and dispensaries; and the procedures for sanctioning, 

suspending, and terminating cultivation facility and dispensary licenses for violations of the amendment or these 

rules. 

Verano affiliates are owners, operators, managers, consultants, and/or have licensing or other commercial 

arrangements with a cannabis dispensary licensee in the State of Arkansas. 

Pennsylvania Operations 

The Pennsylvania Medical Marijuana Act (“PMMA”) was signed into law on April 17, 2016 and provided access 

to state residents with one of 17 qualifying conditions, including epilepsy, chronic pain, and PTSD. The state of 

Pennsylvania, which has a population of over 12 million and qualifies as the fifth largest population in the US, 

operates as a high-barrier market with very limited market participation. The PMMA authorizes only a maximum 

of 25 cultivation/processing permits and 50 dispensary permits. As part of “Phase 1” of the Commonwealth’s 

permitting process in 2017, the Pennsylvania Department of Health (“PDOH”), which administers the 

Commonwealth’s Medical Marijuana Program (“MMP”), originally awarded only 12 cultivation/processing 

permits and 27 dispensary permits. Subsequently, in 2018, PDOH conducted “Phase 2” of the permitting process, 

during which it awarded the remaining 13 cultivation/processing permits and 23 dispensary permits authorized 

under the PMMA. 

Verano affiliates are owners, operators, managers, consultants, and/or have licensing or other commercial 

arrangements with a cannabis dispensary permittee in the Commonwealth of Pennsylvania. 
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SELECTED FINANCIAL INFORMATION 

The following table presents selected financial data derived from the audited annual consolidated financial 

statements of the Company for the years ended December 31, 2020 and 2019. The selected consolidated financial 

information below may not be indicative of the Company’s future performance. 

 

 

 

 

Year Ended December 31, 2020 Compared to Year Ended December 31, 2019 

Revenue 
 

Revenue for the year ended December 31, 2020 was $228,530,083 an increase of $162,561,791, or 246.4%, 

compared to revenue of $65,968,292 from the year ended December 31, 2019.  

 

The increase was primarily due to increased supply capacity and demand in Illinois, along with expansion into 

Arkansas, Maryland, Massachusetts, New Jersey, Ohio, and Pennsylvania leading to the opening of 15 

dispensaries in these markets. 

 
Cost of Goods Sold and Biological Assets 
 

Cost of goods sold includes the costs directly attributable to cultivating and processing cannabis and for retail 

purchases of finished goods, such as flower, edibles, and concentrates. 
 

Cost of goods sold, excluding any adjustments to the fair value of biological assets, for the year ended December 

31, 2020 was $94,386,849, an increase of $55,917,524, or 145.4%, from the year ended December 31, 2019. This 

increase is primarily due to production costs of cannabis in the Illinois cultivation facility, along with start-up 

costs in New Jersey and Ohio. On the retail side, this increase is due to expansion of sales and continued store 

openings. 

  

As of and for the year ended 

December 31, 

    

    2020  2019  $ Change  % Change 

         

Revenues, net of discounts    $  228,530,083    $  65,968,292   $ 162,561,791  246% 

Cost of Goods Sold   94,386,849  38,469,325   55,917,524  145% 

             

Gross Profit before Biological 

Asset Adjustment   134,143,234 

 

27,498,967  

 

106,664,267 

 

388% 

         

Net effect of changes in fair 

value of biological assets      121,600,978 

 

 14,563,903 

 

107,037,075 

 

735% 

             

Gross Profit   255,744,212  42,062,870   213,681,342  508% 

             

Total Expenses   45,861,967    37,810,559   8,051,408  21% 

(Loss) Income from Investments 

in Associates   2,691,597 

 

(456,053) 

 

3,147,650 

 

690% 

             

Income From Operations    212,573,842  3,796,258   208,777,584  5500% 

             

Total Assets   459,306,917  194,114,696  265,192,221  137% 

Total Long-Term Liabilities   94,463,800  20,930,846  73,532,954  351% 
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Inventory of plants under production is considered a biological asset. Under IFRS, biological assets are to be 

recorded at fair value at the time of harvest, less costs to sell, which are transferred to inventory and the transfer 

becomes the deemed cost on a go-forward basis. When the product is sold, the fair value is relieved from inventory 

and the transfer is booked to cost of sales. In addition, the cost of sales also includes products and costs related to 

other products acquired from other producers and sold by the Company. 

 

Biological asset transformation totaled a net gain of $121,600,978, for fiscal year ended December 31, 2020, up 

734.9% or $107,037,075 from prior fiscal year ended December 31, 2019. 

 
Gross Profit 

 

Gross profit before biological asset adjustments for the fiscal year ended December 31, 2020 was $134,143,234, 

representing a gross margin on the sale of cannabis, cannabis extractions and edibles and from related accessories 

of 58.7%. This is compared to gross profit before biological asset adjustments for the fiscal year ended December 

31, 2019 of $27,498,967, which represented a 41.7% gross margin. 

 

Gross profit after net gains on biological asset transformation for fiscal year ended December 31, 2020 was 

$255,744,212, representing a gross margin of 111.9%, compared with gross profit after net gains on biological 

asset transformation of $42,062,870, or 63.8% gross margin, for the fiscal year ended December 31, 2019, which 

includes sales from both the wholesale and retail segments combined. The increase in gross profit margin is 

primarily due to top-line growth in the Illinois market as well as the opening of 15 dispensaries. 

 
Total Expenses 

Total expenses for fiscal year ended December 31, 2020 were $45,861,967, an increase of $8,051,408 or 21.3%, 

compared to total expenses of $37,810,559 for fiscal year ended December 31, 2019. Total expenses as a 

percentage of revenue, net of discounts, was 20.1% and 57.3% for the years ended December 31, 2020 and 2019, 

respectively. The increase was primarily due to a $9,996,801 or 160.4% increase in salaries and benefits, which 

was driven by an increase in headcount from the Company’s primary operating markets, start-up costs in new 

markets, and transaction costs relating to the RTO (as defined in the ‘Proposed Transactions’ section below) of 

$2,763,526. 

 
The Company expects to continue to invest organically and in new markets to support expansion plans and adapt 

to the increasing complexity of the cannabis business. Furthermore, the Company expects to incur acquisition and 

transaction costs related to expansion. 

 
Total Other Income (Expense) 

 
Total other expense for the year ended December 31, 2020 was $9,101,841, an increase of $2,314,347 or 34.1% 

as compared to the year ended December 31, 2019. The increase is due to amortization of debt issuance costs for 

warrants and convertible debt. 

 
Provision for Income Taxes 

 

Income tax expense is recognized based on the expected tax payable on the taxable income for the year, using tax 

rates enacted or substantively enacted at year-end. For fiscal year ended December 31, 2020, provision for income 

taxes totaled $76,831,828, compared to $15,203,221 for the prior fiscal year ended December 31, 2019. The 

increased income tax expense was primarily driven by greater taxable income in 2020. 

Net Income (Loss) 

 

Net income attributable to the Company for fiscal year ended December 31, 2020 was $124,106,963, an increase 

of $142,540,983, compared to a net loss of $18,434,020, for fiscal year ended December 31, 2019. The increase 

in net income was driven by the factors described above.  
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Drivers of Operational Performance 

 

Revenue 

 

The Company derives its revenue from both its wholesale and retail business in which it manufactures, sells and 

distributes cannabis products to third-party retail customers, and from direct sales to retail patients and consumers. 

For the fiscal year ended December 31, 2020, approximately 61.2% of revenue was generated from the wholesale 

business and approximately 38.8% from the retail business, respectively. For the fiscal year ended December 31, 

2019, approximately 75.1% of revenue was generated from the wholesale business and approximately 24.9% 

from the retail business, respectively. This change in mix was largely driven by the opening and acquisition of 

additional retail stores throughout 2020. 

 

On a standalone basis, the Company expects the share of wholesale-based revenue to decrease gradually 

throughout its fiscal year 2021 as the Company fully realizes the new stores that opened in 2020 and opening of 

additional retail dispensaries in 2021. 

 

Gross Profit 

 

Gross profit is revenue less cost of goods sold. Cost of goods sold includes the costs directly attributable to product 

sales and includes amounts paid for finished goods, such as flower, edibles, and concentrates, as well as packaging 

and other supplies, fees for services and processing, rent, utilities, and related costs. Cannabis costs are affected 

by various state regulations that limits the sourcing and procurement of cannabis product, which may create 

fluctuations in gross profit over comparative periods as the regulatory environment changes. Gross margin 

measures the Company’s gross profit as a percentage of revenue. 

 

The Company’s expansion strategy and revenue growth have taken priority and will continue to do so for the 

foreseeable future as it expands its footprint within current markets through acquisition and scales production in 

new markets. In the core markets in which the Company is already operational, it does not expect price 

compression in the near-term. However, as the state markets mature, the Company anticipates that there will be 

pressure on margins in the wholesale and retail channels. Although, the Company’s current production capacity 

has not been fully realized and it is expected that price compression at the wholesale level will be more than offset 

by increased production volume. As a result, the Company expects overall consolidated gross margins (before 

the adjustment for the unrealized gain or loss in the fair value of biological assets) to increase in the near-term 

future. 

 

Total Expenses 

 

Total expenses other than the cost of goods sold consist of selling costs to support customer relationships and to 

deliver product to the Company’s retail stores. It also includes a significant investment in the corporate 

infrastructure required to support ongoing business. 

 

Selling costs generally correlate to revenue. As a percentage of sales, selling costs are expected to increase slightly 

in currently operational markets (Illinois, Maryland, Nevada, Ohio, and New Jersey) as facility and market 

expansion occurs. The increase is expected to be driven primarily by the growth of the Company’s retail and 

wholesale channels and the ramp up from pre-revenue to sustainable market share.  

 

General and administrative (“G&A”) expenses represent costs incurred at the Company’s corporate offices, 

primarily related to personnel costs, including salaries, benefits, and other professional service costs, including 

legal and accounting. Going forward, G&A expenses are expected to continue in line with the Company’s 

expansion plans; the Company anticipates an increase in compensation expense related to recruiting and hiring 

talent, and an increase in accounting, legal and professional fees associated with being a publicly traded company. 
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Provision for Income Taxes 

 

The Company is subject to income taxes in the jurisdictions in which it operates and, consequently, income tax 

expense is a function of the allocation of taxable income by jurisdiction and the various activities that impact the 

timing of taxable events. As the Company operates in the cannabis industry, it is subject to the limits of IRC 

Section 280E under which the Company is only allowed to deduct expenses directly related to the sale of products. 

This results in permanent differences between ordinary and necessary business expenses deemed non-allowable 

under IRC Section 280E and a higher effective tax rate than most industries. 

 

LIQUIDITY AND CAPITAL RESOURCES 

 
As of December 31, 2020, the Company had total current liabilities of $122,111,041 and cash of $16,402,148 

compared to December 31, 2019, which had current liabilities of $56,340,224 and cash and cash equivalents of 

$6,417,703 to meet its current obligations. As of December 31, 2020, the Company had working capital of 

$80,450,253 compared to ($6,150,790) as of December 31, 2019. This significant change in working capital is 

due to the large-scale capital investments and acquisitions made, including in Illinois, New Jersey, Ohio, and 

Maryland. 

 

The Company intends to generate adequate cash to fund its business operations. However, the Company’s 

business plan includes aggressive growth, both in the form of additional acquisitions and through facility 

expansion and improvements. Initiatives in U.S. markets outside of those already within the Company’s platform 

are expected in the coming months. The Company will continue to use free cash flow to fund the expected growth, 

along with assessing the debt and capital markets as needed. 

 

The Company is a high-growth organization in a rapidly expanding market. It is generating cash from sales and 

is deploying its capital reserves to acquire and develop assets capable of producing additional revenues and 

earnings over both the immediate and near term. Capital reserves are being utilized for acquisitions, capital 

expenditures, and expansion in existing facilities. 

 

Cash Flows 

 

Cash Flow from Operating Activities 

 

Net cash provided in operating activities was $77.35 million for the year ended December 31, 2020, an increase 

of $83.12 million, or 1,441%, compared to cash used of $(5.77) million for the year ended December 31, 2019. 

The increase in net cash provided in operating activities was primarily due to an increase in net income, an 

increase in income tax payable, and an increase in deferred income tax expense. 

 

Cash Flow from Investing Activities 

 

Net cash used in investing activities was $(88.58) million for the year ended December 31, 2020, a decrease of 

$5.16 million, or 6.19%, compared to $(83.42) million for the year ended December 31, 2019. The increase in 

net cash used in investing activities was primarily due to an increase in purchases of property and equipment, as 

well as an increase in cash acquired from acquisitions, partially offset by distributions from investments in 

associates and proceeds from notes receivable. 

 

Cash Flow from Financing Activities 

 

Net cash provided by financing activities was $21.22 million for the year ended December 31, 2020, a decrease 

of $1.30 million, or (5.8)%, compared to $22.52 million of cash provided for the year ended December 31, 2019. 

The increase in net cash provided by financing activities was primarily due to an increase in proceeds from the 

issuance of notes payable, partially offset by principal repayments of notes payable and payment of acquisition 

price payable. 
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Contractual Obligations 

 

The Company’s contractual obligations primarily consist of lease liabilities related to real estate used for 

dispensaries as well as promissory and convertible notes to fund business activity such as acquisitions and capital 

expenditures.  

 

Contractual 

Obligations 

Payments Due by Period 

Total 

Less than 1 

year 1-3 years 4-5 years 

After 5 

years 

Long Term Debt $ 41,118,793 $ 8,365,694 $ 30,082,606 $ 94,981 $ 2,575,512 

Capital Lease 

Obligations 

Nil Nil Nil Nil Nil 

Operating 

Leases 

$ 17,604,944 $ 2,890,456 $ 4,758,380 $ 3,826,687 $ 6,129,421 

Purchase 

Obligations1 

Nil Nil Nil Nil Nil 

Other Long 

Term 

Obligations 2 

Nil Nil Nil Nil Nil 

Total 

Contractual 

Obligations 

$ 58,723,737 $ 11,256,150 $ 34,840,986 $ 3,921,668 $ 8,704,933 

 
Notes: 

 
1 “Purchase Obligations” means an agreement to purchase goods or services that is enforceable and legally binding on the Company that specifies all significant terms, 

including: fixed or minimum quantities to be purchased; fixed, minimum or variable price considerations; and the approximate timing of the transaction. 

 
2 “Other Long-Term Obligations” means other long-term liabilities reflected on the Issuer’s balance sheet, excluding deferred income taxes. 

 

 

The financial performance and its cash flows for the years ended on December 31, 2020 and 2019 were evaluated 

in accordance with International Financial Reporting Standards. All future financial information and documents 

will be reported under IFRS. 

 

Off-Balance Sheet Arrangements 

 

As of the date of this filing, the Company does not have any off-balance-sheet arrangements that have, or are 

reasonably likely to have, a current or future effect on the results of operations or financial condition of the 

Company, including, and without limitation, such considerations as liquidity and capital resources. 

 

Transactions with Related Parties 

 

On December 31, 2020 and 2019, amounts due to and from related parties consisted of: 

 

Due from Related Parties 

 

As of December 31, 2020, and December 31, 2019, amounts due from related parties were comprised of balances 

due from investors of $108,254 and $253,580, respectively. These amounts are due on demand and did not have 

formal contractual agreements governing payment terms or interest. Other related party transactions are described 

in our consolidated financial statements. Refer to Notes 7, 11, and 13 for additional details of related party 

transactions.  
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Due to Related Parties 

 

As of December 31, 2020 and December 31, 2019, amounts due to related parties were comprised of advances to 

investors payable totaling $44,664 and $82,718, respectively. Advances did not have formal contractual 

agreements governing payment terms or interest. Refer to Notes 7, 11, and 13 for additional details of related 

party transactions. 

 

Proposed Transactions 

 

Merger Agreement 

 

In November 2020, the Company entered into a merger agreement (the “AltMed Merger Agreement”) with 

Alternative Medical Enterprises LLC, Plants of Ruskin GPS LLC, and RVC 360 LLC (collectively, “AltMed”). 

Per the AltMed Merger Agreement, the transaction was contingent upon, and was to close contemporaneously 

with, a reverse takeover transaction (“RTO”) with a Canadian publicly-traded parent company.  

 

The transaction closed on February 11, 2021. Members of AltMed received Class A subordinate voting shares 

(“Class A Subordinate Voting Shares”) and Class B proportionate voting shares (“Class B Proportionate 

Voting Shares”) of Verano Holdings Corp., the Company’s parent (“Verano Holdings”) in accordance with the 

AltMed Merger Agreement. In addition, certain members of AltMed were entitled to $35MM in cash 

compensation in the aggregate. The first $20MM was paid in cash at closing and the remaining $15MM obligation 

is represented by promissory notes of Verano Holdings convertible into Class A Subordinate Voting Shares and 

Class B Proportionate Voting Shares of Verano Holdings in accordance with their terms. 

 

RTO, Financing, and Commencement of Trading 

 

On February 11, 2021, the Company closed the RTO of Majesta Minerals Inc. (“Majesta”), a reporting issuer in 

Alberta, Canada, and received conditional approval of the Class A Subordinate Voting Shares resulting from the 

RTO for listing on the Canadian Securities Exchange (“CSE”). The RTO was structured as a plan of arrangement 

under the laws of British Columbia, with certain steps also occurring pursuant to the laws of Delaware. Former 

securityholders of Verano (and of certain Verano subsidiaries) and AltMed received, through a series of 

transactions, Class A Subordinate Voting Shares and Class B Proportionate Voting Shares of Verano Holdings, 

which, in the aggregate and on an as-converted basis, constitute approximately 73.84% and 22.48%, respectively, 

of the resulting issuer’s outstanding shares. The remaining shares were issued to former shareholders of Majesta 

and participants in a financing completed in connection with the RTO and AltMed’s financial advisor.  

 

As part of the RTO, Verano Holdings implemented a dual class share structure such that the outstanding shares 

of the Company consist of (i) 125,663,380.6484 Class A Subordinate Voting Shares, and (ii) 1,643,366.1833 

Class B Proportionate Voting Shares. Each Class A Subordinate Voting Share carries one vote per share and each 

Class B Proportionate Voting Share carries 100 votes per share. 

 

In connection with the RTO, among other things, 10,000,000 subscription receipts (the “Subscription Receipts”) 

were issued by 1276268 B.C. Ltd., a special purpose financing vehicle created for the purpose of the Subscription 

Receipt offering (the “Offering”). The Subscription Receipts were indirectly and automatically exchanged for 

Class A Subordinate Voting Shares upon completion of the RTO and the satisfaction of other escrow release 

conditions. The Offering raised $100 million. The net proceeds of the Offering were ultimately received by the 

Company in connection with the consummation of the RTO. 

 

Verano Holdings received conditional approval from the CSE for the listing of the Class A Subordinate Voting 

Shares under the symbol “VRNO”. The Class A Subordinate Voting Shares began trading on the CSE on February 

17, 2021. The Class B Proportionate Voting Shares are not listed for trading on the CSE but may be converted 

into Class A Subordinate Voting Shares in certain circumstances. 
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Acquisitions 

 

i. Glass City Alternatives, LLC 

 

In January 2021, the Company entered into an ownership interest purchase and contribution agreement to acquire, 

upon the satisfaction of certain conditions precedent, 100% of one dispensary located in Ohio. The total purchase 

price was $2,600,000. Regulatory approval was received on or about January 7, 2021. 

 

ii. The Herbal Care Center, Inc. 

 

On February 24, 2021, the Company entered into a purchase agreement with The Herbal Care Center, Inc. subject 

to customary conditions and regulatory approvals. Total consideration includes cash consideration of 

$17,500,000, payable over 12 months subject to adjustment and Class A Subordinate Voting Shares and Class B 

Proportionate Voting Shares of Verano Holdings equivalent to 904,642 Class A Subordinate Voting Shares on 

an-as converted basis. The Pennsylvania Department of Health has not yet provided formal regulatory approval. 

 

iii. TerraVida Holistic Centers, LLC 

 

On February 24, 2021, a subsidiary of the Company entered into an agreement and plan of merger pursuant to 

which subsidiaries of the Company will merge with and into TerraVida Holistic Centers, LLC (“TerraVida”) 

and GVB Holdings Groups, LLC. subject to customary conditions and regulatory approvals. TerraVida operates 

three of Pennsylvania’s top performing medical dispensaries. The merger consideration includes cash 

consideration of $62,500,000, subject to adjustment, with $15,000,000 being payable on the closing date, 

$10,000,000 payable within 90 days after closing, and the remainder payable within 180 days after the closing 

date. In addition, the merger consideration includes Class A Subordinate Voting Shares and/or Class B 

Proportionate Voting Shares of Verano Holdings equivalent to 3,013,500 Class A Subordinate Voting Shares on 

an as converted basis. The Pennsylvania Department of Health has not yet provided formal regulatory approval. 

 

iv. Pennsylvania Dispensary 

 

On February 24, 2021, a subsidiary of the Company entered into an agreement pursuant to which it agreed to 

acquire all of the issued and outstanding equity interests of a licensee that holds one dispensary permit in 

Pennsylvania, which would give the subsidiary the ability to open three dispensaries. Pursuant to these 

agreements, the purchase consideration includes cash consideration of $7,350,000 payable in cash and Class A 

Subordinate Voting and Class B Proportionate Voting Shares of Verano Holdings equivalent to 1,333,173 Class 

A Subordinate Voting Shares (on an as-converted basis). One of the sellers is also entitled to an earnout payable 

in shares of Verano Holdings (or up to 50% in cash at the election of the seller) in accordance with the terms of 

the applicable agreement. The transaction closed on March 9, 2021. 

 

v. Perpetual Healthcare Inc.  

 

On February 24, 2021, the Company entered into an agreement whereby Perpetual Healthcare Inc. (“PHI”) will 

transfer the management and governance of PHI, which operates the Emerald Dispensary in Phoenix, Arizona. 

The agreement is subject to the approval of regulatory approvals and other customary closing condition. Total 

consideration includes cash consideration of $11,250,000 and Class A Subordinate Voting Shares of Verano 

Holdings having an aggregate value of $11,250,000, subject to the performance of the shares in the ten day period 

immediately following the signing of the agreement. The transaction closed on March 10, 2021, and the Company 

issued 541,994 Class A Subordinate Voting Shares. 

 

vi. Territory Dispensary 

 

On February 24, 2021, the Company entered into an agreement to acquire three active dispensaries and one 

cultivation and production facility from NZCO LLC, an Arizona limited liability company (“NZCO”), Murff & 
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Company LLC, an Arizona limited liability company (“M&C”), JWC1 LLC, an Arizona limited liability 

company (“JWC”), Hu Commercial Properties LLC, an Arizona limited liability company (“HCP”), and 

COBISH LLC, an Arizona limited liability company (and together with NZCO, M&C, JWC and HCP, 

collectively, “Territory”). The transaction includes three premium, high traffic and easily accessible dispensaries 

located in Mesa, Chandler, and Gilbert Arizona, an 11,000 sq. ft. indoor cultivation facility, and 8,100 sq. ft. 

greenhouse in Winslow and two real estate locations. The agreement includes $7,500,000 payable in cash, subject 

to adjustment, and Class A Subordinate Voting Shares in the capital of Verano and/or Class B Proportionate 

Voting Shares in the capital of Verano Holdings equivalent to 3,989,875 Class A Subordinate Voting Shares on 

an as converted basis.  

 

vii. Local Joint 

 

On March 30, 2021, an affiliate of the Company entered into an asset purchase agreement with Flower Launch 

LLC, the manager of Patient Alternative Relief Center, Inc., d/b/a Local Joint, an Arizona nonprofit corporation, 

which holds a dispensary license, an authorization to operate a second dispensary, and an authorization to operate 

an offsite cultivation facility, all in the State of Arizona. The total consideration includes cash consideration of 

$13,500,000, with $10,000,000 payable on the closing date and $3,500,000 payable within 120 days after the 

closing date, plus $3,500,000.00 in Class A Subordinate Voting and/or Class B Proportionate Voting Shares of 

the Company’s publicly-traded parent. The transaction closed on March 10, 2021. 

 

Notes Payable 

 

The two promissory notes which have convertible features, with an outstanding balance at December 31, 2020 of 

$3,412,500 are collateralized by the note holders’ units in DGV Group, LLC. These notes were repaid in full in 

February 2021. 

 

A convertible note with an outstanding balance at December 31, 2020 of $3,709,425 was repaid in full in February 

2021. 

 

Private Placement 

 

On March 11, 2021, the Company’s publicly-traded parent, Verano Holdings, closed an offering on a bought deal 

private placement basis of 3,510,000 special warrants of Verano Holdings (the “Special Warrants”) at a price per 

Special Warrant of C$28.50 for aggregate gross proceeds of C$100,035,00 pursuant to an agreement with Beacon 

Securities Limited (“Beacon”) and Canaccord Genuity Corp. (together with Beacon, the “Co-Lead 

Underwriters”), on behalf of a syndicate of underwriters (together with the Co-Lead Underwriters, the 

“Underwriters”) pursuant to which the Underwriters purchased the Special Warrants. 

 

Changes in or Adoption of Accounting Practices 

 

The following IFRS standards have been recently issued by the IASB. The Company has assessed or is assessing 

the impact of these new standards on future consolidated financial statements. Pronouncements that are not 

applicable or where it has been determined do not have a significant impact to the Company have been excluded 

herein. 

 

IAS 1 – Presentation of Financial Statements (“IAS 1”) and IAS 8 – Accounting Policies, Changes in Accounting 

Estimates and Errors (“IAS 8”) 

 

IAS 1 and IAS 8 were amended in October 2018 to refine the definition of materiality and clarify its 

characteristics. The revised definition focuses on the idea that information is material if omitting, misstating or 

obscuring it could reasonably be expected to influence decisions that the primary users of general-purpose 

financial statements make on the basis of those financial statements. The amendments were effective for annual 

reporting periods beginning on or after January 1, 2020. The Company early adopted IAS 1 and IAS 8 prior to 
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January 1, 2020. The adoption of IAS 1 and IAS 8 did not have a material impact on the consolidated financial 

statements. 

 

Amendment to IFRS 3: Definition of a Business 

 

In October 2018, the IASB issued “Definition of a Business (Amendments to IFRS 3)” (the “IFRS 3 

Amendment”). The IFRS 3 Amendment clarifies the definition of a business, with the objective of assisting 

entities to determine whether a transaction should be accounted for as a business combination or as an asset 

acquisition. The IFRS 3 Amendment provides an assessment framework to determine when a series of integrated 

activities is not a business. The IFRS 3 Amendment is effective for business combinations occurring on or after 

the beginning of the first annual reporting period beginning on or after January 1, 2020. The Company early 

adopted IFRS 3 as of January 1, 2019. The adoption did not have a material impact on the consolidated financial 

statements. 

 

The following is a brief summary of the new standards issued but not yet effective:  

 

Amendments to IAS 1: Classification of Liabilities as Current or Non-Current  

 

In January 2020, the IASB issued Classification of Liabilities as Current or Non-current (“Amendments to IAS 

1”). The Amendments to IAS 1 aim to promote consistency in applying the requirements by helping companies 

determine whether, in the statement of financial position, debt and other liabilities with an uncertain settlement 

date should be classified as current (due or potentially due to be settled within one year) or non-current. The 

Amendments to IAS 1 include clarifying the classification requirements for debt a company might settle by 

converting it into equity. The Amendments to IAS 1 are effective for annual reporting periods beginning on or 

after January 1, 2022, with earlier application permitted.  

 

Amendments to IAS 37: Onerous Contracts – Cost of Fulfilling a Contract  

 

In May 2020, the IASB issued Onerous Contracts – Cost of Fulfilling a Contract amending the standard regarding 

costs a company should include as the cost of fulfilling a contract when assessing whether a contract is onerous. 

The amendment is effective for annual reporting periods beginning on or after January 1, 2022. 

 

 

SIGNIFICANT ACCOUNTING ESTIMATES, JUDGMENTS, AND ASSUMPTIONS 

 

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

estimates and assumptions that affect the application of policies and reported amounts of assets and liabilities, 

and revenue and expenses. Actual results may differ from these estimates. The estimates and underlying 

assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognized in the period in 

which the estimate is revised if the revision affects only that period or in the period of the revision and future 

periods if the review affects both current and future periods. Significant judgments, estimates, and assumptions 

that have the most significant effect on the amounts recognized in the consolidated financial statements are 

described below. 

 

Estimated Useful Lives and Depreciation of Property and Equipment  

 

Depreciation of property and equipment is dependent upon estimates of useful lives which are determined through 

the exercise of judgment. The assessment of any impairment of these assets is dependent upon estimates of 

recoverable amounts that take into account factors such as economic and market conditions and the useful lives 

of assets. 
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Biological Assets  

 

Management is required to make estimates in calculating the fair value of biological assets and harvested cannabis 

inventory. These estimates include a number of assumptions, such as estimating the stages of growth of the 

cannabis, harvested costs, sales price and expected yields. 

 

Inventories 

 

The net realizable value of inventories represents the estimated selling price for inventories in the ordinary course 

of business, less all estimated costs of completion and costs necessary to make the sale. The determination of net 

realizable value requires significant judgment, including consideration of factors such as shrinkage, the aging of 

and future demand for inventory, expected future selling price the Company expects to realize by selling the 

inventory, and the contractual arrangements with customers. Reserves for excess and obsolete inventory are based 

upon quantities on hand, projected volumes from demand forecasts and net realizable value. The estimates are 

judgmental in nature and are made at a point in time, using available information, expected business plans, and 

expected market conditions. As a result, the actual amount received on sale could differ from the estimated value 

of inventory. Periodic reviews are performed on the inventory balance. The impact of changes in inventory 

reserves is reflected in cost of goods sold. 

 

Discount Rate for Leases 

 

IFRS 16 – Leases requires lessees to discount lease payments using the rate implicit in the lease if that rate is 

readily available. If that rate cannot be readily determined, the Company generally uses the incremental borrowing 

rate when initially recording leases. Generally, the Company uses its incremental borrowing rate as the discount 

rate. 

 

Business Combinations  

 

In a business combination, all identifiable assets, liabilities and contingent liabilities acquired are recorded at their 

fair values. One of the most significant estimates relates to the determination of the fair value of these assets and 

liabilities. Contingent consideration is measured at its acquisition-date fair value and included as part of the 

consideration transferred in a business combination. Contingent consideration that is classified as equity is not 

remeasured at subsequent reporting dates and its subsequent settlement is accounted for within equity. Contingent 

consideration that is classified as an asset or a liability is remeasured at subsequent reporting dates in accordance 

with IAS 39 Financial Instruments: Recognition and Measurement, or IAS 37 Provisions, Contingent Liabilities 

and Contingent Assets, as appropriate, with the corresponding gain or loss being recognized in profit or loss. For 

any intangible asset identified, depending on the type of intangible asset and the complexity of determining its 

fair value, an independent valuation expert or management may develop the fair value, using appropriate valuation 

techniques, which are generally based on a forecast of the total expected future net cash flows. The evaluations 

are linked closely to the assumptions made by management regarding the future performance of the assets 

concerned and any changes in the discount rate applied. Certain fair values may be estimated at the acquisition 

date pending confirmation or completion of the valuation process. Where provisional values are used in 

accounting for a business combination, they may be adjusted retrospectively in subsequent periods. However, the 

measurement period will last for one year from the acquisition date. 

 

Intangible Asset and Goodwill Impairment 

 

Indefinite-lived intangible assets and goodwill are tested for impairment annually and whenever events or changes 

in circumstances indicate that the carrying amount of such assets has been impaired. In order to determine if the 

value of goodwill has been impaired, the cash-generating unit to which goodwill has been allocated must be 

valued using present value techniques. When applying this valuation technique, the Company relies on a number 

of factors, including historical results, business plans, forecasts and market data. Changes in the conditions for 

these judgments and estimates can significantly affect the assessed value of goodwill. 



18 

 

 

Consolidation 

 

Judgment is applied in assessing whether the Company exercises control and has significant influence over 

entities in which the Company directly or indirectly owns an interest. The Company has control when it has the 

power over the subsidiary, has exposure or rights to variable returns, and has the ability to use its power to affect 

the returns. Significant influence is defined as the power to participate in the financial and operating decisions of 

the subsidiaries. Where the Company is determined to have control, these entities are consolidated. Additionally, 

judgment is applied in determining the effective date on which control was obtained. 

 

Warrant Issuance Modification 

 

The modification of warrant agreements presented as equity classified are first analyzed to ensure that such 

modifications do not change the classification of the instrument. If equity presentation remains proper, an 

adjustment to equity is recorded. If equity presentation is not preserved, the modification is evaluated under IFRS 

2 Share-based Payments. 

 

Expected Credit Loss 

 

Management determines the expected credit loss by evaluating individual receivable balances and considering 

accounts and other receivable financial condition and current economic conditions. Accounts receivable and 

financial assets recorded in other receivables are written off when deemed uncollectible. Recoveries of accounts 

receivable previously written off are recorded as income when received. All receivables are expected to be 

collected within one year of the condensed interim consolidated statement of financial position date. 

  

Fair Value of Financial Instruments 

 

The individual fair values attributed to the different components of a financing transaction, derivative financial 

instruments, are determined using valuation techniques. The Company uses judgment to select the methods used 

to make certain assumptions and in performing the fair value calculations in order to determine (a) the values 

attributed to each component of a transaction at the time of their issuance; (b) the fair value measurements for 

certain instruments that require subsequent measurement at fair value on a recurring basis; and (c) for disclosing 

the fair value of financial instruments subsequently carried at amortized cost. These valuation estimates could be 

significantly different because of the use of judgment and the inherent uncertainty in estimating the fair value of 

these instruments that are not quoted in an active market. 

 

Income Tax 

 

Provisions for taxes are made using the best estimate of the amount expected to be paid based on a qualitative 

assessment of all relevant factors. The Company reviews the adequacy of these provisions at the end of the 

reporting period. However, it is possible that at some future date an additional liability could result from audits 

by taxing authorities. Where the final outcome of these tax related matters is different from the amounts that were 

initially recorded, such differences will affect the tax provisions in the period in which such determination is 

made. 

 

Determination of Cash-Generating Units 

 

The Company’s assets are aggregated into cash-generating units (each a “CGU”). CGU’s are based on an 

assessment of the unit’s ability to generate independent cash inflows. The determination of these CGU’s was 

based on management’s judgment regarding several factors such as shared infrastructure, geographical proximity, 

and exposure to market risk and materiality. 
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Property, Plant and Equipment Impairment 

 

The Company evaluates the carrying value of long-lived assets at the end of each reporting period whenever there 

is any indication that a long-lived asset is impaired. Such indicators include evidence of physical damage, 

indicators that the economic performance of the asset is worse than expected, or that the decline in asset value is 

more than the passage of time or normal use, or significant changes occur with an adverse effect on the Company’s 

business. If any such indication exists, the Company estimates the recoverable amount of the asset. An asset is 

impaired when its carrying amount exceeds its recoverable amount. The Company measures impairment based 

on the amount by which the carrying value exceeds the estimated fair value of the long-lived asset. The fair value 

is determined primarily by using the projected future cash flows discounted at a rate commensurate with the risk 

involved as well as market valuations. Losses on long-lived assets to be disposed of are determined in a similar 

manner, except that the fair values are reduced for an estimate of the cost to dispose or abandon. 

 

Derivative Liabilities 

 

In calculating the fair value of its derivative liabilities, the Company uses the Monte Carlo simulation model, for 

Level 3 recurring fair value measurements to estimate fair value at each reporting date. The key assumptions used 

in the models are similar and include the expected future volatility in the price of the Company’s shares, the fair 

market value of the price of the Company’s shares and the expected life of the underling instrument. 

 

COVID-19 Estimation Uncertainty  

 

The novel coronavirus commonly referred to as “COVID-19” was identified in December 2019 in Wuhan, China. 

On January 30, 2020, the World Health Organization declared the outbreak a global health emergency, and on 

March 11, 2020, the spread of COVID-19 was declared a pandemic by the World Health Organization. On March 

13, 2020, the spread of COVID-19 was declared a national emergency by President Donald Trump. The outbreak 

has spread throughout Europe, the Middle East and North America, causing companies and various international 

jurisdictions to impose restrictions such as quarantines, business closures and travel restrictions.  

 

While these effects are expected to be temporary, the duration of the business disruptions and related financial 

impact cannot reasonably be estimated at this time. In addition, it is possible that estimates in the Company’s 

financial statements will change in the near term as a result of COVID-19 and the effect of any such changes 

could be material, which could result in, among other things, impairment of long-lived assets including intangibles 

and goodwill. For the time being and until economies stabilize, the Company has shifted its strategic approach 

and the manner in which it operates its business to continue providing high-quality products to its patients and 

customers, and ensure that its workplace and stores have appropriate measures put in place to limit social 

interactions and enforce social distancing measures. The Company has put forth initiatives to allow the Company 

to continue offering high-quality products in a safe environment, with additional measures put in place to allow 

its customers to access its products while limiting social interactions, and enforcing social distancing measures 

throughout its retail stores. These initiatives have allowed the Company to operate mostly uninterrupted and to 

implement its business continuity plan. Some of the measures include: (i) increasing curbside pick-up and/or 

drive-thru options at all of its retail locations, where regulations permit such services; (ii) expanding home 

delivery services to customers, where regulations permit such services; and (iii) updating its safety and sanitation 

protocols in-store and in all facilities.  

 

The Company is closely monitoring the evolution of COVID-19. As of the date hereof, the Company’s operations 

and financial position have not been significantly impacted as the cannabis industry has been deemed an essential 

service in many states since March 2020. Going forward, the extent of the impact of COVID-19 on the Company’s 

operational and financial performance will depend on various developments, including the duration and 

magnitude of the outbreak, and the impact on customers, employees and vendors, all of which are uncertain and 

cannot be predicted. 
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Financial Instruments 

 

The Company’s financial instruments consist of biological assets, notes receivable, notes payable, and derivative 

liability. The carrying values of these financial instruments approximate their fair values at December 31, 2020 

and 2019.  

 

Financial instruments recorded at fair value are classified using a fair value hierarchy that reflects the significance 

of the inputs to fair value measurements. The three levels of hierarchy are: 

 

• Level 1 – Unadjusted quoted prices in active markets for identical assets or liabilities 

• Level 2 – Inputs other than quoted prices that are observable for the asset or liability, either directly or 

indirectly 

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

 

There have been no transfers between fair value levels during the years ended December 31, 2020 and 2019. 

 

Financial Risk Management 

 

The Company is exposed in varying degrees to a variety of financial instrument related risks. The board of 

directors of the Company mitigates these risks by assessing, monitoring and approving the Company’s risk 

management processes: 

 

Credit Risk 

 

Credit risk is the risk of a potential loss to the Company if a customer or third party to a financial instrument fails 

to meet its contractual obligations. The maximum credit exposure at December 31, 2020 and 2019 is the carrying 

amount of cash. The Company does not have significant credit risk with respect to its customers. All cash is 

placed with major U.S. financial institutions. 

 

The Company provides credit to its customers in the normal course of business and has established credit 

evaluation and monitoring processes to mitigate credit rise but has limited risk as the majority of its sales are 

transacted with cash. 

 

Liquidity Risk 

 

Liquidity risk is the risk that the Company will not be able to meet its financial obligations associated with 

financial liabilities. The Company manages liquidity risk through the management of its capital structure. The 

Company’s approach to managing liquidity is to ensure that it will have sufficient liquidity to settle obligations 

and liabilities when due. 

 

Market Risk – Interest Rate Risk 

 

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because 

of changes in market interest rates. The Company’s financial debts have fixed rates of interest and therefore 

expose the Company to a limited interest rate fair value risk. 

 

Market Risk – Price Risk 

 

Price risk is the risk of variability in fair value due to movements in equity or market prices. See Note 6 for the 

Company’s assessment of certain changes in the fair value assumption used in the calculation of biological asset 

values. 
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Banking Risk 

 

Notwithstanding that a majority of states have legalized medical marijuana, there has been no change in U.S. 

federal banking laws related to the deposit and holding of funds derived from activities related to the marijuana 

industry. Given that U.S. federal law provides that the production and possession of cannabis is illegal, there is a 

strong argument that banks cannot accept for deposit, funds from businesses involved with the marijuana industry. 

Consequently, businesses involved in the marijuana industry often have difficulty accessing the U.S. banking 

system and traditional financing sources. The inability to open bank accounts with certain institutions may make 

it difficult to operate the businesses of the Company and leaves their cash holdings vulnerable. 

 

Asset Forfeiture Risk 

 

Because the cannabis industry remains illegal under U.S. federal law, any property owned by participants in the 

cannabis industry, which either are used in the course of conducting such business, or are the proceeds of such 

business, could be subject to seizure by law enforcement and subsequent civil asset forfeiture. Even if the owner 

of the property was never charged with a crime, the property in question could still be seized and subject to an 

administrative proceeding by which, with minimal due process, it could be subject to forfeiture. 

 

Regulatory Risk 

 

Regulatory risk pertains to the risk that the Company’s business objectives are contingent, in part, upon the 

compliance of regulatory requirements. Due to the nature of the industry, the company recognizes that regulatory 

requirements are more stringent and punitive in nature. Any delays in obtaining, or failure to obtain regulatory 

approvals can significantly delay operational and product development and can have a material adverse effect on 

the Company’s business, results of operation, and financial condition. 

  

The Company is cognizant of the advent of regulatory changes occurring in the cannabis industry on the city, 

state, and national levels. Although regulatory outlook on the cannabis industry has been moving in a positive 

trend, the Company is aware of the effect of unforeseen regulatory changes can have on the goals and operations 

of the business as a whole. 

 

Tax Risk 

 

Tax risk is the risk of changes in the tax environment that would have a material adverse effect on the Company’s 

business, results of operations, and financial condition. Currently, state licensed marijuana businesses are assessed 

a comparatively high effective federal tax rate due to section 280E which bars businesses from deducting all 

expenses except their cost of sales when calculating federal tax liability. Any increase in tax levies resulting from 

additional tax measures may have a further adverse effect on the operations of the Company, while any decrease 

in such tax levies will be beneficial to future operations. 

 

U.S. CANNABIS REGULATORY ENVIRONMENT 

 

In accordance with Staff Notice 51-352 (Revised) – Issuers with U.S. Marijuana-Related Actives, below is a 

discussion of the current federal U.S. regulatory regime. See also “Company Overview” for a discussion of the 

state level U.S. regulatory regime in those jurisdictions where the Company was directly and indirectly involved, 

through its subsidiaries and investments, in the cannabis industry as at December 31, 2020. 

 

The United States federal government has not legalized marijuana for medical or adult-use. 

 

The federal government of the United States regulates drugs through the CSA which places controlled substances 

on one of five schedules. Currently, cannabis is classified as a Schedule I controlled substance. This means it has 

a high potential for abuse and currently has no accepted medical use in treatment in the United States. Schedule 

I substances are subject to production quotas imposed by the U.S. Drug Enforcement Agency. Thus, the federal 
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government of the United States has specifically reserved the right to enforce federal law in regards to the sale 

and disbursement of medical or adult-use marijuana even if such sale and disbursement is sanctioned by state law. 

 

Currently, 33 U.S. states, the District of Columbia and the U.S. territories of Guam and Puerto Rico, allow the 

use of medical cannabis. Additionally, the states of Alaska, California, Colorado, Maine, Massachusetts, 

Michigan, Nevada, Oregon, Vermont, Washington, the District of Columbia, Arizona, Illinois, New Jersey and 

North Dakota have legalized cannabis for adult recreational use. However, since cannabis is a Schedule I 

controlled substance, the development of a legal cannabis industry under the laws of these states is in conflict 

with the CSA. In light of this conflict between state and federal law, the United States Department of Justice (the 

“DOJ”) Deputy Attorney General of the Obama Administration, James Cole, issued a memorandum (the “Cole 

Memorandum”), dated August 29, 2013, providing updated guidance to federal prosecutors concerning cannabis 

enforcement under the CSA. The Cole Memorandum provided, in part, that when states have 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 threaten the federal priorities. 

Indeed, a robust system may affirmatively address those priorities by, for example, implementing effective 

measures to prevent diversion of cannabis outside of the regulated system and to other states, prohibiting access 

to marijuana by minors, and replacing an illicit cannabis trade that funds criminal enterprises with a tightly 

regulated market in which revenues are tracked and accounted for. In those circumstances, consistent with the 

traditional allocation of federal-state efforts in this area, the Cole Memorandum provided that enforcement of 

state law by state and local law enforcement and regulatory bodies should remain the primary means of addressing 

marijuana-related activity. In contrast, if the state enforcement efforts are not sufficient to protect against the 

harms set forth above, the federal government may seek to challenge the regulatory structure itself in addition to 

continuing to bring individual enforcement actions, including criminal prosecutions, focused on those harms. 

 

In 2014, the United States House of Representatives passed an amendment (commonly known as the 

Rohrabacher-Blumenauer Amendment, the Rohrabacher-Leahy Amendment or the “Rohrabacher-Farr 

Amendment”) to the Commerce, Justice, Science, and Related Agencies Appropriations Bill, which funds the 

DOJ. The Rohrabacher-Farr Amendment prohibits the DOJ from using funds to prevent states with medical 

cannabis laws from implementing such laws. In August 2016, the U.S. Court of Appeals for the Ninth Circuit 

ruled in United States v. McIntosh that the Rohrabacher-Farr Amendment bars the DOJ from spending funds on 

the prosecution of conduct that is allowed by state medical cannabis laws, provided that such conduct is in strict 

compliance with applicable state law. In March 2015, bipartisan legislation titled the Compassionate Access, 

Research Expansion, and Respect States Act (the “CARERS Act”) was introduced, proposing to allow states to 

regulate the medical use of cannabis by changing applicable federal law, including by reclassifying cannabis 

under the CSA to a Schedule II controlled substance and thereby changing the plant from a federally-criminalized 

substance to one that has recognized medical uses. More recently, the Respect State Marijuana Laws Act of 2017 

has been introduced in the U.S. House of Representatives, which proposes to exclude persons who produce, 

possess, distribute, dispense, administer or deliver marijuana in compliance with state laws from the regulatory 

controls and administrative, civil and criminal penalties of the CSA. 

 

Although these developments have been met with a certain amount of optimism in the cannabis industry, neither 

the CARERS Act nor the Respect State Marijuana Laws Act of 2017 have yet been adopted, and the Rohrabacher-

Farr Amendment must be renewed annually and has currently been renewed until September 30, 2019. 

Furthermore, the ruling in United States v. McIntosh is only applicable in the Ninth Circuit, which includes the 

states of Alaska, Arizona, California, Hawaii, Idaho, Montana, Nevada, Oregon and Washington.  

 

In early 2017, President Donald J. Trump nominated Alabama Republican Jeff Sessions as the United States 

Attorney General. In addition to the election of President Trump, the Republican party retained control of United 

States Congress. On January 4, 2018, then Attorney General Sessions issued a written memorandum (the 

“Sessions Memorandum”) to all U.S. Attorneys stating that the Cole Memorandum was rescinded, effectively 

immediately. In particular, Attorney General Sessions stated that “prosecutors should follow the well-established 

principles that govern all federal prosecutions,” which require “federal prosecutors deciding which cases to 

prosecute to weigh all relevant considerations, including federal law enforcement priorities set by the Attorney 



23 

 

 

General, the seriousness of the crime, the deterrent effect of criminal prosecution, and the cumulative impact of 

particular crimes on the community.” Attorney General Sessions went on to state in the Sessions Memorandum 

that given the Justice Department’s well-established general principles, “previous nationwide guidance specific 

to marijuana is unnecessary and is rescinded, effective immediately.” Attorney General Sessions reiterated that 

the cultivation, distribution and possession of marijuana continues to be a crime under the CSA. 

 

On November 7, 2018, Mr. Sessions tendered his resignation as Attorney General at the request of President 

Donald Trump. Following Mr. Sessions’ resignation, William Barr was confirmed as the new Attorney General. 

Mr. Barr stated during his confirmation hearings in a response to a question from Senator Cory Booker, “I'm not 

going to go after companies that have relied on Cole Memorandum.” Mr. Barr also reconfirmed this response in 

writing as part of the formal confirmation proceedings. 

 

On or about December 14, 2020, Mr. Barr announced a planned resignation from the Trump administration, 

effective the following week. On December 24, 2020, Deputy Attorney General Mr. Jeffrey Rosen became Acting 

Attorney General. On January 7, 2021, President Joe Biden announced Judge Merrick Garland as his nomination 

for the next U.S. Attorney General. On January 20, 2021, Robert Wilkinson replaced Mr. Jeffrey Rosen as the 

Acting Attorney General while Judge Garland seeks confirmation from the U.S. Senate. 

 

On December 27, 2020, President Donald Trump signed the Consolidated Appropriations Act of 2021, which 

included the Rohrabacher-Farr Amendment, which prohibits the funding of federal prosecutions with respect to 

medical cannabis activities that are legal under state law. The Consolidated Appropriations Act of 2021 makes 

appropriations for the fiscal year ending September 30, 2021. There can be no assurances that the Rohrabacher-

Farr Amendment will be included in future appropriations bills or budget resolutions. 

 

President Joseph Biden has announced his nomination of Merrick Garland as U.S. Attorney General and on March 

10, 2021, Judge Garland was confirmed by the U.S. Senate as the 86th Attorney General of the United States. It 

is unclear what impact the new U.S. Attorney General will have on U.S. federal government enforcement policy. 

However, a significant change in the federal government’s enforcement policy with respect to current federal 

laws applicable to cannabis could have a material adverse effect on the business, financial condition or results of 

operations of the Company. The Company is expected to provide products and services to state-approved cannabis 

cultivators and dispensary facilities. As a result, it could be deemed to be aiding and abetting illegal activities, a 

violation of United States federal law.  

 

Following two special runoff elections conducted in the U.S. State of Georgia on January 5, 2021, for two U.S. 

Senate seats, Democrats Raphael Warnock and Jon Ossoff each received more votes than their incumbent 

opponents. As a result of the special elections, Democrats control 50 seats in the U.S. Senate and Republicans 

control 50 seats, and Vice President Kamala Harris carries the tie-breaking vote. Consequently, for the first time 

since January 3, 2009, Democrats now control the U.S. Senate. As a result, and in conjunction with Democrat 

control of the U.S. House of Representatives and the White House, cannabis legislation, including the Marijuana 

Opportunity Reinvestment and Expungement Act and others, may now face a realistic chance of passage. This 

and other legislation have the potential to de-schedule cannabis, improve access to banking and other financial 

resources for cannabis companies, and remove the effects of I.R.C. § 280E on cannabis businesses. There is no 

guarantee that any such legislation will pass. 

 

Reliance on Third Party Suppliers, Manufacturers and Contractors 

 

The Company and its subsidiaries rely on relationships with numerous business partners and third party service 

providers located in the U.S. Unless and until the federal legal landscape with respect to medical and/or adult-use 

cannabis changes (and as to the timing or scope of any such potential amendments there can be no assurance), 

there is a significant risk that business partners and third party service providers may be required to suspend or 

withdraw services and business relationships to avoid prosecution by U.S. federal authorities under U.S. federal 

laws. 
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There is a Substantial Risk of Regulatory or Political Change 

 

The success of the business strategy of the Company, depends on the legality of the cannabis industry in the 

United States. The political environment surrounding the cannabis industry in the United States in general can be 

volatile and the regulatory framework in the United States remains in flux. As of the date hereof, 33 states, 

Washington, D.C. and certain other U.S. territories have implemented laws and regulations to legalize and 

regulate the cultivation, sale, possession and use of cannabis, and additional states have pending legislation 

regarding the same, however, the risk remains that a shift in the regulatory or political realm could occur and have 

a drastic impact on the industry as a whole, adversely impacting the Company’s ability to successfully invest 

and/or participate in the selected business opportunities. 

 

Further, there is no guarantee that at some future date, voters and/or the applicable legislative bodies will not 

repeal, overturn or limit any such legislation legalizing the sale, disbursement and consumption of medical or 

adult-use cannabis. It is also important to note that local and city ordinances may strictly limit and/or restrict 

disbursement of cannabis in a manner that will make it extremely difficult or impossible to transact business that 

is necessary for the continued operation of the cannabis industry. 

 

Cannabis remains illegal under U.S. federal law, and the U.S. federal government could bring criminal and civil 

charges against the Company or its subsidiaries or its investments at any time. U.S. federal actions against any 

individual or entity engaged in the cannabis industry or a substantial repeal of cannabis-related legislation could 

have a material adverse effect on the business, financial condition or results of operations of the Company. 

 

Ability to Access Capital  

 

The Company will likely need additional capital to sustain its operations and will likely need to seek further 

financing, which the Company may not be able to obtain on acceptable terms or at all. If the Company fails to 

raise additional capital, as needed, its ability to implement its business model and strategy could be compromised. 

To date, the Company’s operations and expansion of its business have been funded primarily from cash-flow 

from operations as substantially supplemented by the proceeds of debt and equity financings. The Company 

expects to require substantial additional capital in the near future to commence the expansion of its business into 

additional states in the United States, expand its product lines, develop its intellectual property base, and establish 

its targeted levels of commercial production. The Company may not be able to obtain additional financing on 

terms acceptable to it, or at all. In particular, because cannabis is illegal under U.S. federal law, the Company may 

have difficulty attracting investors. 

 

Banks often refuse to provide banking services to businesses involved in the cannabis industry due to the present 

state of the laws and regulations governing financial institutions in the United States. The lack of banking and 

financial services presents unique and significant challenges to businesses in the cannabis industry. The lack of a 

secure place in which to deposit and store cash, the inability to pay creditors through the issuance of checks and 

the inability to secure traditional forms of operational financing, such as lines of credit, are some of the many 

challenges presented by the unavailability of traditional banking and financial services. 

 

No guarantee or assurances can be given by the Company that it will be able to secure and/or maintain stable 

banking services arrangements, nor can the Company guarantee or provide assurances that it will be able to secure 

an alternative to traditional banking services should the Company not be able to secure and maintain traditional 

banking services with a national or state chartered banking institution. 

 

No assurance can be given that any additional financing will be available to the Company, or if available, will be 

on terms favorable to it. If the Company is unable to raise capital when needed, its business, financial condition, 

and results of operations would be materially adversely affected, and it could be forced to reduce or discontinue 

its operations. 

 

 



25 

 

 

Compliance and Monitoring  

 

As of the date of this MD&A, the Company believes that each of its licensed operating entities: (a) holds all 

applicable licenses to cultivate, manufacture, possess, and/or distribute cannabis in its respective state; and (b) is 

in good standing and in compliance with its respective state’s cannabis regulatory program. The Company is in 

compliance with its obligations under state law related to its cannabis cultivation, processing and dispensary 

licenses,  other than minor violations that would not result in a material fine, suspension or revocation of any 

relevant license.  

 

The Company uses reasonable commercial efforts to ensure that its business is in material compliance with laws 

and applicable licensing requirements and engages in the regulatory and legislative process nationally and in 

every state we operate through our compliance department, government relations department, outside government 

relations consultants, cannabis industry groups and legal counsel.  

 

The Company’s Vice President, Legal, Regulatory & Government Affairs is charged with knowing the local 

regulatory process and monitoring developments and ongoing developments with state governing bodies. This 

individual regularly reports regulatory developments to the Company’s Chief Legal Officer and General Counsel, 

Chief Financial Officer, and Chief Executive Officer through written and oral communications and are charged 

with the creation and implementation of plans regarding all regulatory developments. The Company’s Chief Legal 

Officer and General Counsel works with external legal advisors in the states in which the Company operates to 

ensure that the Company is in on-going compliance with applicable state laws.  

 

Although the Company believes that its business activities are materially compliant with applicable and state and 

local laws of the United States, strict compliance with State and local laws with respect to cannabis may neither 

absolve the Company of liability under United States federal law nor provide a defense to any federal proceeding 

which may be brought against the Company. Any such proceedings brought against the Company may result in 

a material adverse effect on the Company. The Company derives 100% of its revenues from the cannabis industry 

in certain States, which industry is illegal under United States federal law. Even where the Company’s cannabis-

related activities are compliant with applicable State and local law, such activities remain illegal under United 

States federal law. The enforcement of relevant federal laws is a significant risk. 

 

In addition to the above disclosure, please see “Risk Factors” for further risk factors associated with the operations 

of the Company. 

 

RISK FACTORS 

 

The Company is subject to risks, certain of which are described in the risk factors set forth below. The occurrence 

of any one or more of these risks or uncertainties could have a material adverse effect on the value of any 

investment of the Company and the financial condition or operating results of the Company. Additional risks and 

uncertainties not presently known to the Company or that the Company currently deems immaterial may also 

impair the Company’s business operations. The Company will face numerous challenges in the development of 

its business. Due to the nature of the Company and its business and present stage of the business, readers should 

carefully consider all such risks, including those set out in the discussion below. 

 

• The Company’s operations are subject to various laws, regulations and guidelines relating to the manufacture, 

management, transportation, storage, and disposal of medical cannabis but also including laws and regulations 

relating to health and safety, the conduct of operations and the protection of the environment. 

 

• The continued development of the Company may require additional financing and there can be no assurance 

that additional capital or other types of financing will be available if needed or that, if available, the terms of 

such financing will be favorable to the Company. 

 

• The Company may be subject to growth-related risks including capacity constraints and pressure on its 
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internal systems and controls. The ability of the Company to manage growth effectively will require it to 

continue to implement and improve its operational and financial systems and to expand, train and manage its 

employee base. The inability of the Company to deal with this growth may have a material adverse effect on 

its business, financial condition, results of operations and prospects. 

 

• The Company’s limited operating history may make it difficult for investors to predict future performance 

based on current operations. 

 

• A drop in the retail price of medical marijuana products may negatively impact the business of the Company. 

 

• The Company’s business could be adversely affected if it fails to protect its intellectual property. 

 

• The Company may be exposed to infringement or misappropriation claims by third parties, which, if 

determined adversely to the Company, could subject to significant liabilities and other costs. 

 

• The Company’s ability to recruit and retain management, skilled labor and suppliers is crucial to the 

Company’s success. 

 

• The Company has a limited operating history. 

 

• There is potential that the Company will face intense competition from other companies, some of which have 

longer operating histories and more financial resources and manufacturing and marketing experience than the 

Company. 

 

• The Company believes the cannabis industry is highly dependent upon consumer perception regarding the 

safety, efficacy and quality of the cannabis produced. Consumer perception of the Company’s products can 

be significantly influenced by scientific research or findings, regulatory investigations, litigation, media 

attention and other publicity regarding the consumption of cannabis products. There can be no assurance that 

future scientific research, findings, regulatory proceedings, litigation, media attention or other research 

findings or publicity will be favorable to the medical cannabis market or any product, or consistent with 

earlier publicity. 

 

• The Company faces an inherent risk of exposure to product liability claims, regulatory action, and litigation 

if its products are alleged to have caused significant loss or injury. 

 

• Greater access to medical cannabis, through competitive expansion in the marketplace and illegal markets, 

may decrease the number of patients registering with the Company and may cause registered patients to leave 

the Company. 

 

• Any significant interruption or negative change in the availability or economics of the supply chain for key 

inputs could materially impact the business, financial condition, and operating results of the Company. 

 

• If the Company is unable to continually innovate and increase efficiencies, its ability to attract new customers 

may be adversely affected. 

 

• The Company may engage in acquisitions or other strategic transactions or make investments that could result 

in significant changes or management disruption. 

 

• The Company could fail to integrate acquired companies into the business of the Company. 

 

• The Company has, and will have, certain business arrangements with third parties, the breakdown/loss of 

which could impact its operations. 
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• The Company’s operations are subject to environmental and safety laws and regulations concerning, among 

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

hazardous materials and wastes, and employee health and safety. 

 

• Although all growing is completed indoors under climate-controlled conditions, there can be no assurance 

that natural elements and weather will not have a material adverse effect on any such future production. 

 

• The Company may become party to litigation, mediation and/or arbitration from time to time in the ordinary 

course of business which could adversely affect its business. 

 

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS 

 

Certain statements in this MD&A are “forward-looking statements.” Forward-looking statements are neither 

historical facts nor assurances of future performance. Instead, they are based on our current beliefs, expectations 

and assumptions regarding the future of our business, future plans and strategies, our commercialization plans 

and other future conditions. Any statements that express or involve discussions with respect to predictions, 

expectations, beliefs, plans, projections, objectives, assumptions or future events or performance are not 

statements of historical fact and may be “forward-looking statements.” In some cases, you can identify forward-

looking statements by terminology such as “may,” “might,” “will,” “should,” “expect,” “seek,” “endeavor,” 

“anticipate,” “plan,” “estimate,” “believe,” “intend,” “predicts,” “estimates” or the negative of these terms or 

comparable terminology. Forward looking statements are based on expectations, estimates and projections at the 

time the statements are made that involve a number of risks, uncertainties and assumptions, which would cause 

actual results or events to differ materially from those presently anticipated. 

 

Forward-looking statements in this MD&A include, but are not limited to, statements with respect to: assumptions 

and expectations described in the Company’s critical accounting policies and estimates; the Company’s future 

financial and operating performance; the intention to expand the business, operations and facilities of the 

Company including through acquisitions and merit-based processes; the expected increase in certain costs 

associated with the business including transaction and compensation expenses; the expected production volumes 

of the Company; the expected split of revenues between the Company’s operating segments; the expected 

increasing complexity of the cannabis industry; the expected expansion of the cannabis market; the applicable 

laws, regulations, licensing and any amendments thereof related to the cannabis industry; the anticipated future 

gross margins of the Company; future expenditures, strategic investments and capital activities and expectations 

regarding pricing of cannabis products. 

 

A number of factors could cause actual results, performance or achievements to be materially different from any 

future results, performance or achievements that may be expressed or implied by such forward-looking statements 

including those factors as set out under “Risk Factors” in this MD&A. Should one or more of these risks or 

uncertainties materialize, or should assumptions underlying the forward-looking statements prove incorrect, 

actual results, performance or achievements could vary materially from those expressed or implied by the 

forward-looking statements contained in this MD&A. These factors should be considered carefully and 

prospective investors should not place undue reliance on these forward looking statements. 

 

Although the forward-looking statements contained in this MD&A are based upon what the Company currently 

believes to be reasonable assumptions, it cannot assure that actual results, performance or achievements will be 

consistent with these forward-looking statements. New risks and uncertainties may emerge from time to time. 

Except as required by law, the Company does not have any obligation to advise any person if it becomes aware 

of any inaccuracy in or omission of any forward-looking statement, nor does it intend, or assume any obligation, 

to update or revise these forward-looking statements to reflect new events or circumstances.  

 

Historical statements contained in this document regarding past trends or activities should not be taken as a 

representation that such trends or activities will continue in the future. In this regard, certain financial information 



28 

 

 

contained herein has been extracted from, or based upon, information available in the public domain and/or 

provided by the Company. In particular, historical results of the Company should not be taken as a forecast or 

guarantee that such trends will be replicated in the future. No statement in this document is intended to be nor 

may be construed as a profit forecast. 


