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Independent Auditor's Report

To the Shareholders of RMMI Corp.: 

Opinion

We have audited the consolidated financial statements of RMMI Corp. and its subsidairy (the "Company"), which comprise
the consolidated statements of financial position as at December 31, 2019 and December 31, 2018, and the consolidated
statements of loss and comprehensive loss, changes in shareholders' equity and cash flows for the years then ended, and
notes to the consolidated financial statements, including a summary of significant accounting policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all material respects, the consolidated
financial position of the Company as at December 31, 2019 and December 31, 2018, and its consolidated financial
performance and its consolidated cash flows for the years then ended in accordance with International Financial Reporting
Standards.

Basis for Opinion

We conducted our audits in accordance with Canadian generally accepted auditing standards. Our responsibilities under
those standards are further described in the Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements
section of our report. We are independent of the Company in accordance with the ethical requirements that are relevant to
our audits of the consolidated financial statements in Canada, and we have fulfilled our other ethical responsibilities in
accordance with these requirements. We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.

Material Uncertainty Related to Going Concern

We draw attention to Note 1 in the consolidated financial statements, which indicates that during the year ended December
31, 2019, the Company incurred a net loss and comprehensive loss of $1,381,859 and utilized cash of $1,113,295 in
operations and, as of that date, the Company's current liabilities exceeded its current assets by $735,253. As stated in Note
1, these events or conditions, along with other matters as set forth in Note 1, indicate that a material uncertainty exists that
may cast significant doubt on the Company’s ability to continue as a going concern. Our opinion is not modified in respect of
this matter.

Other Information

Management is responsible for the other information. The other information comprises the Management's Discussion and
Analysis.

Our opinion on the consolidated financial statements does not cover the other information and we do not express any form
of assurance conclusion thereon. 

In connection with our audits of the consolidated financial statements, our responsibility is to read the other information
identified above and, in doing so, consider whether the other information is materially inconsistent with the consolidated
financial statements or our knowledge obtained in the audits or otherwise appears to be materially misstated. We obtained
the Management’s Discussion and Analysis prior to the date of this auditor’s report. If, based on the work we have
performed on the other information obtained prior to the date of this auditor's report, we conclude that there is a material
misstatement of this other information, we are required to report that fact. We have nothing to report in this regard.

Responsibilities of Management and Those Charged with Governance for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial statements in accordance
with International Financial Reporting Standards, and for such internal control as management determines is necessary to
enable the preparation of consolidated financial statements that are free from material misstatement, whether due to fraud
or error.
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In preparing the consolidated financial statements, management is responsible for assessing the Company’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the going concern basis
of accounting unless management either intends to liquidate the Company or to cease operations, or has no realistic
alternative but to do so.

Those charged with governance are responsible for overseeing the Company’s financial reporting process.

Auditor's Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a whole are free
from material misstatement, whether due to fraud or error, and to issue an auditor's report that includes our opinion.
Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with
Canadian generally accepted auditing standards will always detect a material misstatement when it exists. Misstatements
can arise from fraud or error and are considered material if, individually or in the aggregate, they could reasonably be
expected to influence the economic decisions of users taken on the basis of these consolidated financial statements.

As part of an audit in accordance with Canadian generally accepted auditing standards, we exercise professional judgment
and maintain professional skepticism throughout the audit. We also:

 Identify and assess the risks of material misstatement of the consolidated financial statements, whether due to fraud

or error, design and perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient

and appropriate to provide a basis for our opinion. The risk of not detecting a material misstatement resulting from

fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions,

misrepresentations, or the override of internal control.

 Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are

appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the

Company’s internal control.

 Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and

related disclosures made by management.

 Conclude on the appropriateness of management's use of the going concern basis of accounting and, based on the

audit evidence obtained, whether a material uncertainty exists related to events or conditions that may cast

significant doubt on the Company’s ability to continue as a going concern. If we conclude that a material uncertainty

exists, we are required to draw attention in our auditor's report to the related disclosures in the consolidated financial

statements or, if such disclosures are inadequate, to modify our opinion. Our conclusions are based on the audit

evidence obtained up to the date of our auditor's report. However, future events or conditions may cause the

Company to cease to continue as a going concern.

 Evaluate the overall presentation, structure and content of the consolidated financial statements, including the

disclosures, and whether the consolidated financial statements represent the underlying transactions and events in a

manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other matters, the planned scope and timing of the
audits and significant audit findings, including any significant deficiencies in internal control that we identify during our audits.

We also provide those charged with governance with a statement that we have complied with relevant ethical requirements
regarding independence, and to communicate with them all relationships and other matters that may reasonably be thought
to bear on our independence, and where applicable, related safeguards.

The engagement partner on the audit resulting in this independent auditor's report is Stephen Bonnell.

Calgary, Alberta

March 5, 2020 Chartered Professional Accountants



RMMI Corp. 
Consolidated Statements of Financial Position 
As at December 31, 2019 and 2018 
(In Canadian dollars)
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2019 2018

Assets

Current Assets 

Cash  $ 466,733 $ 5,376,054 

Prepaid expenses and other receivables (Note 3) 17,383 53,367 

Total Current Assets 484,116 5,429,421 

Non-Current Assets

Property, plant and equipment (Note 4) 6,587,619 1,720,403 

Deposits (Note 4)  348,715 489,604 

Right-of-use asset (Note 5) 16,564 - 

Total Assets $ 7,437,014 $ 7,639,428 

Liabilities

Current Liabilities 

Accounts payable and accrued liabilities $ 198,670 $ 184,374 

Secured notes (Note 7) 1,000,000 - 

Lease liability (Note 6) 20,699 - 

Total Liabilities 1,219,369 184,374 

Shareholders' Equity

Share capital (Note 8) 7,031,953 7,665,709 

Warrants (Note 8) 855,091 1,525,508 

Contributed surplus (Notes 8 and 9) 1,974,962 526,339 

Deficit (3,644,361) (2,262,502) 

Total Shareholders’ Equity 6,217,645 7,455,054 

Total Liabilities and Shareholders’ Equity $ 7,437,014 $ 7,639,428 

Nature of operations and going concern (Note 1) 
Commitments (Note 15) 

Approved on behalf of the Board of Directors: 

Signed “Earl Connors” Signed “Dave Guebert” 
Director Director 

The accompanying notes are an integral part of these consolidated financial statements.



RMMI Corp. 
Consolidated Statements of Loss and Comprehensive Loss 
For the years ended December 31, 2019 and 2018 
(In Canadian dollars)
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2019 2018

Expenses

General and administration $ 1,101,822 $ 1,011,501 

Interest and financing costs (Note 7) 85,836 - 

Lease finance expense (Note 6) 2,899 - 

Transaction costs (Note 8) - 368,870 

Depreciation (Notes 4 and 5) 56,802 12,355 

Share-based compensation (Note 9) 134,500 311,065 

Total Expenses 1,381,859 1,703,791 

Net Loss Before Tax 1,381,859 1,703,791 

Income taxes (Note 12) - - 

Net Loss and Comprehensive Loss $ 1,381,859 $ 1,703,791 

Loss per Share:  
Basic and diluted (Note 10) $ (0.11) $ (0.14) 

The accompanying notes are an integral part of these consolidated financial statements.



RMMI Corp. 
Consolidated Statements of Changes in Shareholders’ Equity 
For the years ended December 31, 2019 and 2018 
(In Canadian dollars, except the number of shares and warrants)
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Number 
of shares

Number of 
warrants Share 

capital Warrants 
Contributed 

surplus Deficit

Total
shareholders’

equity

Balance December 31, 
2017 9,071,272 3,041,527 $ 1,719,292 $ 1,213,586 $ 105,290 $ (558,711) $ 2,479,457
Private placement  
(Note 8) 2,498,428 - 2,498,428 - - - 2,498,428
Broker warrants issued 
(Note 8) - 310,546 - 377,121 - - 377,121
Warrant exercised  
(Note 8) 213,528 (213,528) 179,865 (19,190) - - 160,675
Issue of new warrants on 
warrant exercised (Note 8) - 100,000 (63,975) 63,975 - - -

Warrant expiries (Note 8) - (1,053,999) - (109,984) 109,984 - -
Initial public offering 
(Note 8) 1,765,700 - 4,414,250 - - - 4,414,250

Share issue costs (Note 8) - - (1,082,151) - - - (1,082,151)
Share-based 
compensation (Note 9) - - - - 311,065 - 311,065
Net loss and 
comprehensive loss - - - - - (1,703,791) (1,703,791)
Balance December 31, 
2018 13,548,928 2,184,546 $ 7,665,709 $ 1,525,508 $ 526,339 $ (2,262,502) $   7,455,054
Broker warrant exercised 
(Note 8) 3,700 (3,700) 6,405 (2,705) - - 3,700

Option exercised (Note 9) 25,000 - 12,053 - (5,803) - 6,250

Warrant expiries (Note 8) - (165,590) - (121,051) 121,051 - -
Warrant extension (Note 
8) - - (652,214) (546,661) 1,198,875 - -
Share based 
compensation (Note 9) - - - - 134,500 - 134,500
Net loss and 
comprehensive loss - - - - - (1,381,859) (1,381,859)
Balance December 31, 
2019

13,577,628 2,015,256 $ 7,031,953 $ 855,091 $ 1,974,962 $ (3,644,361) $ 6,217,645

The accompanying notes are an integral part of these consolidated financial statements. 



RMMI Corp. 
Consolidated Statements of Cash Flows 
For the years ended December 31, 2019 and 2018 
(In Canadian dollars)
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2019 2018

Operating activities

Net loss  $ (1,381,859) $ (1,703,791)

Adjustments for: 

Depreciation (Notes 4 and 5) 56,802 12,355

Lease finance expense (accretion) (Note 6) 2,899 -

Share-based compensation (Note 9) 134,500 311,065

Change in non-cash working capital (Note 16) 74,363 (14,790)

Net cash used in operating activities (1,113,295) (1,395,161)

Investing activities

Additions to property, plant and equipment  (4,830,918) (1,607,758)

Deposits 80,889 (489,604)

Change in non-cash working capital (Note 16) (20,047) 78,479

Net cash used in investing activities (4,770,076) (2,018,883)

Financing activities

Proceeds from private placements (Note 8) - 2,498,428

Proceeds from warrants exercised (Note 8) 3,700 160,675

Proceeds from options exercised (Note 9) 6,250 -

Proceeds from initial public offering (Note 8) - 4,414,250

Repayment of lease liability (Note 6) (31,864) -

Proceeds from secured note financing (Note 7) 1,000,000 -

Share issue costs (Note 8) - (705,030)

Change in non-cash working capital (Note 16) (4,036) 30,286

Net cash provided by financing activities 974,050 6,398,609

Net (decrease)/increase in cash (4,909,321) 2,984,565

Cash, beginning of year 5,376,054 2,391,489

Cash, end of year $ 466,733 $ 5,376,054

The accompanying notes are an integral part of these consolidated financial statements.



RMMI Corp. 
Notes to the Consolidated Financial Statements 
For the years ended December 31, 2019 and 2018 
(In Canadian dollars)

5

1. NATURE OF OPERATIONS AND GOING CONCERN 

RMMI Corp. (the “Company” or “RMMI”) was incorporated under the Business Corporations Act 
(Alberta) on February 6, 2018. The registered office is located at Suite 1050, 639 – 5th Avenue S.W., 
Calgary, Alberta, T2P 0M9.  RMMI completed its initial public offering on September 24, 2018 and 
became a listed entity on the Canadian Securities Exchange (“CSE” or the “Exchange”) under the 
symbol “RMMI”. The shares of RMMI commenced trading on CSE on September 25, 2018. 

On April 1, 2018, the Company issued 11,779,700 common shares of RMMI Corp. in exchange for 
all of the issued and outstanding shares (the “Transaction”) of Rocky Mountain Marijuana Inc. (“RM”). 
For accounting purposes, the Transaction was treated as a reverse acquisition with RM being the 
accounting acquirer. Therefore, the Company’s historical financial statements reflect those of RM. 
Prior to the Transaction, RMMI had no business operations or activities. 

On October 11, 2019, RM received its standard cannabis cultivation, processing and medical sales 
licence from Health Canada under Canada’s Cannabis Act and Regulations (“Cannabis Act”).  The 
Company owns a facility in Newell County, Alberta (the “RMMI Property”) which has been renovated 
as a cannabis cultivation facility, with some interior wall construction and utility installation remaining. 
RMMI is a development stage company and commencement of operations depends on obtaining 
adequate financing to become operational. RMMI will commence its cultivations immediately upon 
completion of some utility system connections and final renovations at the RMMI Property. 

These consolidated financial statements have been prepared in accordance with International 
Financial Reporting Standards (“IFRS”) applicable to a going concern, which assumes that the 
Company will continue to operate for the foreseeable future and will be able to realize its assets and 
discharge its liabilities in the normal course of business. 

The Company is in a development stage and has not commenced commercial operations or 
generated any revenue.  During the year ended December 31, 2019, the Company incurred a net 
loss and comprehensive loss of $1,381,859 (2018 - $1,703,791) and utilized cash of $1,113,295 
(2018 - $1,395,161) in operations. The Company’s working capital has decreased from a surplus 
$5,245,047 at December 31, 2018 to a deficiency of $735,253 at December 31, 2019 due to capital 
expenditures on property, plant and equipment to become operational, general and administrative 
expenses and interest and financing costs.  The continued operations of the Company are dependent 
on its ability to obtain additional financing and generate future positive operating cash flows.  

Management is of the opinion that sufficient working capital can be obtained from external financing 
to settle the Company’s liabilities and commitments as they become due, although there is a risk that 
additional financing will not be available on a timely basis or on terms acceptable to the Company. 
The Company has incurred operating losses since inception and requires funds to meet its overhead 
and to commence commercial operations. These conditions indicate the existence of material 
uncertainties that may cast significant doubt on the Company’s ability to continue as a going concern.  
Management is currently exploring various options that, if successful, will enable the Company to 
have access to sufficient funds to complete construction, commence commercial operations, 
generate operating cash flows and be able to settle the liabilities as and when they fall due. These 
include, but are not limited to: 

 Engaging agents to source debt capital; 
 Discussions with various parties for equity capital; and 
 Discussions with other Health Canada licenced parties on joint venture, partnership, merger 

or other transactions. 



RMMI Corp. 
Notes to the Consolidated Financial Statements 
For the years ended December 31, 2019 and 2018 
(In Canadian dollars)

6

1.  NATURE OF OPERATIONS AND GOING CONCERN (Continued) 

These consolidated financial statements do not reflect adjustments that would be necessary if the 
going concern basis was not appropriate. Consequently, adjustments would then be necessary to 
the carrying value of assets and liabilities, the expenses and the statement of financial position 
classifications used. Such adjustments could be material. 

2. BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES 

(a) Statement of compliance 

The Company applies International Financial Reporting Standards ("IFRS") as issued by the 
International Accounting Standards Board (“IASB”). 

These consolidated financial statements were approved and authorized for issuance by the Board of 
Directors on March 5, 2020.  

(b) Basis of consolidation 

These consolidated financial statements include the accounts of the Company and its wholly owned 
subsidiary; Rocky Mountain Marijuana Inc.  Inter-company balances and transactions, including 
unrealized income and expenses arising from inter-company transactions, are eliminated in 
preparing the consolidated financial statements. 

 (c) Basis of presentation 

These consolidated financial statements have been prepared on a historical cost basis except for 
financial instruments which are measured at fair value as explained in the accounting policies. 

(d) Functional currency  

These consolidated financial statements have been presented in Canadian dollars, which is the 
Company’s functional currency. The functional currency of the subsidiary is also Canadian dollars. 



RMMI Corp. 
Notes to the Consolidated Financial Statements 
For the years ended December 31, 2019 and 2018 
(In Canadian dollars)
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2. BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES (Continued) 

(e) Significant accounting judgments and estimates 

The preparation of these 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. The estimates and associated assumptions are 
based on historical experience and various other factors that are believed to be reasonable under 
the circumstances, the results of which form the basis of making the judgments about carrying values 
of assets and liabilities that are not readily apparent from other sources. 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 assumptions about the future that management has made that could result in a material 
adjustment to the carrying amounts of assets and liabilities, in the event that actual results differ from 
assumptions made, relate to, but are not limited to, the following: 

i. Property, plant and equipment  

Depreciation of property, plant and equipment is dependent upon estimates of useful lives and 
residual values which are determined through the exercise of judgement. 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. The 
Company estimates the useful lives of property, plant and equipment based on the period over which 
the assets are expected to be available for use. The estimated useful lives of property, plant and 
equipment are reviewed periodically and are updated if expectations differ from previous estimates 
due to physical wear and tear, technical or commercial obsolescence and legal or other limits on the 
use of the relevant assets. In addition, the estimation of the useful lives of property, plant and 
equipment are based on internal evaluation and experience with similar assets. It is possible, 
however, that future results of operations could be materially affected by changes in the estimates 
brought about by changes in factors mentioned above. The amounts and timing of recorded 
expenses for any period would be affected by changes in these factors and circumstances. A 
reduction in the estimated useful lives of the property, plant and equipment would increase the 
recorded expenses and decrease the non-current assets.  



RMMI Corp. 
Notes to the Consolidated Financial Statements 
For the years ended December 31, 2019 and 2018 
(In Canadian dollars)
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2. BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES (Continued) 

(e) Significant accounting judgments and estimates (continued) 

ii. Taxes  

The Company files corporate income tax, goods and service tax and other tax returns with various 
provincial and federal taxation authorities in Canada. There can be differing interpretations of 
applicable tax laws and regulations. The resolution of any differing tax positions through negotiations 
or litigation with tax authorities can take several years to complete. The Company does not anticipate 
that there will be any material impact upon the results of its operations, financial position or liquidity. 

Tax provisions are based on enacted or substantively enacted laws. Changes in those laws could 
affect amounts recognized in income or loss both in the period of change, which would include any 
impact on cumulative provisions, and in future periods. 

Deferred tax assets are recognized only to the extent it is considered probable that those assets will 
be recoverable. This involves an assessment of when those deferred tax assets are likely to reverse 
and a judgment as to whether or not there will be sufficient taxable profits available to offset the tax 
assets when they do reverse. This requires assumptions regarding future profitability and is therefore 
inherently uncertain. 

Estimates of future taxable income are based on forecasted funds from operations. During the years 
ended December 31, 2019 and 2018, the Company has not recorded any deferred tax assets or 
liabilities due to the uncertainty of future taxable profits.  

iii. Share-based compensation and warrants 

The fair value of share options granted and warrants issued are recognized using the Black-Scholes 
option pricing model. Measurement inputs include the Company’s share price on the measurement 
date, the exercise price of the options and warrants, the expected volatility, the expected life of the 
options, expected dividends and the risk-free rate of return. The Company estimates volatility based 
on historical volatilities of its share trading on the Canadian Securities Exchange. The expected life 
of the options and warrants is based on the terms of the options and warrants. Dividends are not 
factored in as the Company does not expect to pay dividends in the foreseeable future. If an option 
is canceled or forfeited, its value and expense are de-recognized as of the forfeiture date. 

iv. Critical judgments in determining the lease liability 

In determining the lease term, management considers all facts and circumstances that create an 
economic incentive to exercise an extension option, or not exercise a termination option. The 
assessment is reviewed if a significant event or a significant change in circumstances occurs which 
affects this assessment. 

In determining the interest rate used, management estimated the Company’s incremental borrowing 
rate at the time of recognition of the lease liability.  The estimate was based on management 
judgement of comparable companies. 

(f) Cash  

Cash includes cash on deposit at banking institutions. 



RMMI Corp. 
Notes to the Consolidated Financial Statements 
For the years ended December 31, 2019 and 2018 
(In Canadian dollars)
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2. BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 (g) Property, plant and equipment  

Items of property, plant and equipment are measured at cost less accumulated depreciation and 
accumulated impairment losses. Depreciation is charged so as to write off the cost of assets over 
their estimated useful lives, using the straight-line method. Land is not depreciated.  Depreciation is 
charged once an asset is determined to be available for use. The estimated useful lives, residual 
values and depreciation method are reviewed at each year end, with the effect of any changes in 
estimates accounted for on a prospective basis. 

The estimated useful lives of property, plant and equipment are as follows: 

Furniture and equipment  5-10 years straight-line 
Buildings and improvements 5-30 years straight-line 
Land Not depreciated 
Construction in progress  Not depreciated 

If significant parts of an item of property, plant and equipment have different useful lives, then they 
are accounted for as separate items (major components) of property, plant and equipment. 

Subsequent expenditure is capitalized only if it is probable that the future economic benefits 
associated with the expenditure will flow to the Company. 

Any gain or loss on the disposal of an item of property, plant and equipment is recognized in profit or 
loss.



RMMI Corp. 
Notes to the Consolidated Financial Statements 
For the years ended December 31, 2019 and 2018 
(In Canadian dollars)
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2. BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 (h) Leases  

The Company applied IFRS 16 using the modified retrospective approach; therefore, the 
comparative information provided continues to be accounted for in accordance with the Company’s 
previous accounting policy found in the annual Consolidated Financial Statements for the year ended 
December 31, 2018.  

The following accounting policy is applicable from January 1, 2019:  

The Company assesses whether a contract is a lease based on whether the contract conveys the 
right to control the use of an underlying asset for a period of time in exchange for consideration. 

Leases are recognized as a right-of-use asset (“RUA”) and a corresponding lease liability at the date 
on which the leased asset is available for use by the Company. Assets and liabilities arising from a 
lease are initially measured on a present value basis. Lease liabilities include the net present value 
of fixed payments, variable lease payments that are based on an index or a rate, amounts expected 
to be paid by the lessee under residual value guarantees, the exercise price of purchase options if 
the lessee is reasonably certain to exercise that option, and payments of penalties for terminating 
the lease, less any lease incentives receivable. These payments are discounted using the 
Company’s incremental borrowing rate when the rate implicit in the lease is not readily available. The 
Company uses a single discount rate for a portfolio of leases with reasonably similar characteristics.  

Lease payments are allocated between the liability and finance costs. The finance cost is charged to 
the profit or loss over the lease term. 

The lease liability is measured at amortized cost using the effective interest method. It is remeasured 
when there is a change in the future lease payments arising from a change in an index or rate, if 
there is a change in the amount expected to be payable under a residual value guarantee or if there 
is a change in the assessment of whether the Company will exercise a purchase, extension or 
termination option that is within the control of the Company.  

When the lease liability is remeasured, a corresponding adjustment is made to the carrying amount 
of the RUA or is recorded in the profit or loss if the carrying amount of the RUA has been reduced to 
zero.  

The RUA is initially measured at cost, which comprises the initial amount of the lease liability any 
initial direct costs incurred and an estimate of costs to dismantle and remove the underlying asset or 
to restore the underlying asset or site on which it is located less any lease payments made at or 
before the commencement date.  

The RUA is depreciated, on a straight-line basis, over the shorter of the estimated useful life of the 
asset or the lease term. The RUA may be adjusted for certain remeasurements of the lease liability 
and impairment losses.  

Leases that have terms of less than twelve months or leases on which the underlying asset is of low 
value are recognized as an expense in the profit or loss on a straight-line basis over the lease term. 



RMMI Corp. 
Notes to the Consolidated Financial Statements 
For the years ended December 31, 2019 and 2018 
(In Canadian dollars)
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2.  BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 (h) Leases (continued) 

A lease modification will be accounted for as a separate lease if the modification increases the scope 
of the lease and if the consideration for the lease increases by an amount commensurate with the 
stand-alone price for the increase in scope. For a modification that is not a separate lease or where 
the increase in consideration is not commensurate, at the effective date of the lease modification, the 
Company will remeasure the lease liability using the Company’s incremental borrowing rate, when 
the rate implicit to the lease is not readily available, with a corresponding adjustment to the RUA. A 
modification that decreases the scope of the lease will be accounted for by decreasing the carrying 
amount of the RUA and recognizing a gain or loss in net earnings that reflects the proportionate 
decrease in scope. 

(i) Impairment of non-financial assets 

The Company assesses during each reporting period whether there have been any events or 
changes in circumstances that indicate that property, plant and equipment may be impaired and an 
impairment review is carried out whenever such an assessment indicates that the carrying amount 
may not be recoverable. Such indicators include, but are not limited to changes in the Company’s 
business plans, economic performance of the assets, an increase in the discount rate and evidence 
of physical damage. For the purposes of impairment testing, assets are grouped at the lowest levels 
for which there are separately identifiable cash inflows, referred to as cash generating units (“CGUs”). 
Where impairment exists, the asset or CGU is written down to its recoverable amount, which is the 
higher of the fair value less costs of disposal (“FVLCD”) and its value in use (“VIU”). Impairments are 
recognized immediately in the profit or loss. 

In subsequent years, assessments are made at each reporting period date as to whether any 
indication exists that previously recognized impairment losses no longer exist or have decreased. If 
indication exists, the Company calculates the new recoverable amount. Reversal of impairment 
losses are limited so that the carrying amount of the non-financial asset does not exceed its 
recoverable amount or exceed the carrying amount that would have been determined, net of 
depreciation, had no impairment loss been recognized for the non-financial asset in prior periods. 
Reversal of impairment losses are recognized, when incurred, in the profit or loss.  

(j) Share-based payments 

Share-based payments are comprised of share option awards granted to employees, directors and 
others which are equity-settled share-based payments. 

These equity-settled share-based payments are measured at the fair value of the equity instruments 
and are recognized as a compensation expense over the vesting period with the offsetting credit as 
an increase to contributed surplus. 

Upon exercise of share options, the Company issues new shares. The associated fair value amount 
is reclassified from the contributed surplus to share capital. The proceeds received net of any directly 
attributable transaction costs are credited to share capital when the options are exercised. Where 
equity instruments are granted to non-employees they are recorded at the fair value of the goods or 
services received. Where the fair value of goods or services received cannot be reliably measured it 
is measured based on the fair value of the equity instrument granted. 



RMMI Corp. 
Notes to the Consolidated Financial Statements 
For the years ended December 31, 2019 and 2018 
(In Canadian dollars)
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2. BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES (Continued) 

(k) Financial instruments 

Financial assets 

Recognition and initial measurement

The Company recognizes financial assets when it becomes party to the contractual provisions of the 
instrument. Financial assets are measured initially at their fair value plus, in the case of financial 
assets not subsequently measured at fair value through profit or loss, transaction costs that are 
directly attributable to their acquisition. Transaction costs attributable to the acquisition of financial 
assets subsequently measured at fair value through profit or loss are expensed in profit or loss when 
incurred. 

Classification and subsequent measurement 

Subsequent to initial recognition, all financial assets are classified and subsequently measured at 
amortized cost. Interest revenue is calculated using the effective interest method and gains or losses 
arising from impairment, foreign exchange and derecognition are recognized in profit or loss. 
Financial assets measured at amortized cost are comprised of cash. 

The following tables present the measurement categories. 

Classification 
Cash Amortized cost 
Prepaid expenses and other current assets Amortized cost 
Accounts payable Amortized cost 
Secured notes Amortized cost 

Reclassifications 

The Company reclassifies debt instruments only when its business model for managing those 
financial assets has changed. Reclassifications are applied prospectively from the reclassification 
date and any previously recognized gains, losses or interest are not restated. 

Impairment 

The Company recognizes a loss allowance for the expected credit losses associated with its financial 
assets, other than debt instruments measured at fair value through profit or loss and equity 
investments. Expected credit losses are measured to reflect a probability weighted amount, the time 
value of money, and reasonable and supportable information regarding past events, current 
conditions and forecasts of future economic conditions. 

Financial assets are written off when the Company has no reasonable expectations of recovering all 
or any portion thereof. 

Derecognition of financial assets 

The Company derecognizes a financial asset when its contractual rights to the cash flows from the 
financial asset expire. 
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2. BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES (Continued) 

(k) Financial instruments (continued) 

Financial liabilities 

Recognition and initial measurement 

The Company recognizes a financial liability when it becomes party to the contractual provisions of 
the instrument. At initial recognition, the Company measures financial liabilities at their fair value plus 
transaction costs that are directly attributable to their issuance, with the exception of financial 
liabilities subsequently measured at fair value through profit or loss for which transaction costs are 
immediately recorded in profit or loss. 

Where an instrument contains both a liability and equity component, these components are 
recognized separately based on the substance of the instrument, with the liability component 
measured initially at fair value and the equity component assigned the residual amount. Transaction 
costs of equity transactions are treated as a deduction from equity.  

Classification and subsequent measurement 

Subsequent to initial recognition, all financial liabilities are measured at amortized cost using the 
effective interest rate method. Interest, gains and losses relating to a financial liability or a component 
classified as a financial liability are recognized in profit or loss. 

Derecognition of financial liabilities 

The Company derecognizes a financial liability only when its contractual obligations are discharged, 
cancelled or expire. 

(l) Income taxes

Income tax on the income or loss for the period comprises of current and deferred tax. Income tax is 
recognized in profit or loss except to the extent that it relates to items recognized directly in equity, 
in which case it is recognized in equity. 

Current tax expense is the expected tax payable on the taxable income for the period, using tax rates 
enacted or substantively enacted at period end, adjusted for amendments to tax payable with regards 
to previous periods.  

Deferred tax is recognized using the asset and liability method, providing for temporary differences 
between the carrying amounts of assets and liabilities for financial reporting purposes and the 
amounts used for taxation purposes. Temporary differences are not provided for goodwill not 
deductible for tax purposes and the initial recognition of assets or liabilities that affect neither 
accounting nor taxable income. The amount of deferred tax provided is based on the expected 
manner of realization or settlement of the carrying amount of assets and liabilities, using tax rates 
enacted or substantively enacted at the financial position reporting date. 

A deferred tax asset is recognized only to the extent that it is probable that future taxable income will 
be available against which the asset can be utilized. 
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2. BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 (m) Loss per share 

Basic loss per share is calculated by dividing the loss attributable to the shareholders of the Company 
by the weighted average number of shares outstanding during the period.  Diluted loss per share is 
determined by adjusting the loss attributable to shareholders and the weighted average number of 
shares outstanding for the effect of all potential shares, which is comprised of any outstanding awards 
or options. Escrow shares, which are considered contingently issuable, are excluded from loss per 
share calculations. 

(n) Modification of share purchase warrants 

The Company may modify the terms of the share purchase warrants originally granted.  The 
Company has elected to recognize the changes in fair value of the warrants that result from the 
modification within equity.  The fair value change is recorded as a reclassification within equity. 

(o) Share capital 

Common shares are classified as equity. Incremental costs directly attributable to the issue of 
common shares are recognized as a deduction from equity, net of any tax effects.  

The Company may incur various costs when issuing or acquiring its own equity instruments. Those 
costs might include registration and other regulatory fees, amounts paid to legal, accounting and 
other professional advisers, printing costs and stamp duties. The transaction costs of an equity 
transaction are accounted for as a deduction from equity (net of any related income tax benefit) to 
the extent they are incremental costs directly attributable to the equity transaction that otherwise 
would have been avoided. Costs related to a planned equity offering not completed at the financial 
statement date are recorded as deferred financing costs until the offering is either completed or 
abandoned. The costs of an equity transaction that is abandoned are recognized as an expense. 

(p) Foreign currency 

Transactions denominated in foreign currencies are translated into their Canadian dollar equivalents 
at exchange rates prevailing at transaction dates. Carrying values of monetary assets and liabilities 
are subsequently adjusted to reflect the exchange rates in effect at the reporting date. Non-monetary 
items denominated in a foreign currency are translated into Canadian dollars at historical exchange 
rates. Foreign exchange gains and losses are included in the determination of net loss for the year.  

(q) Share purchase warrants 

Share purchase warrants may be granted to third parties as partial compensation for services or 
issued to shareholders are part of unit financings. 

Share purchase warrants are measured at the fair value of the equity instruments and are recognized 
as share issue costs with an offsetting credit as an increase to warrant capital. 

Upon exercise of share purchase warrants, the Company issues new shares. The associated fair 
value amount is reclassified from the warrant capital to share capital. The proceeds received net of 
any directly attributable transaction costs are credited to share capital when the share purchase 
warrants are exercised. 
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2. BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES (Continued) 

(r) Adoption of new accounting standards 

IFRS 16, Leases 

The Company adopted IFRS 16 at its effective date on January 1, 2019. IFRS 16, Leases ("IFRS 
16") requires lessees to recognize assets and liabilities for most leases.  

RMMI’s head-office lease agreement qualifies for recognition under IFRS 16.  The Company has 
adopted IFRS 16 on January 1, 2019 using the modified retrospective approach.  The modified 
retrospective approach does not require restatement of prior period financial information as it 
recognizes the cumulative effect as an adjustment to opening retained earnings and applies the 
standard prospectively. Therefore, the comparative information in the Company’s consolidated 
statement of financial position, consolidated statements of loss and comprehensive loss, 
shareholders’ equity and cash flows have not been restated. 

On adoption of IFRS 16, the Company utilized the practical expedient to exclude initial direct costs 
from the measurement of the right-of-use asset (“RUA”) at the date of initial application.  Based on 
current estimates and assumptions, the Company recorded a RUA and offsetting lease obligation 
liability of $49,664 (classified as current portion of lease obligation liability - $31,212 and non-current 
lease obligation liability - $18,452) at January 1, 2019 with no impact on deficit. The Company had 
not previously recognized any RUA or lease obligation liabilities. 

On adoption of IFRS 16, the Company recognized lease liabilities in relation to leases which had 
previously been classified as operating leases under the principles of IAS 17, “Leases” (“IAS 17”). 
Under the principles of the new standard these leases have been measured at the present value of 
the remaining lease payments, discounted using the Company’s incremental borrowing rates at 
January 1, 2019. RMMI estimated its incremental borrowing rates as at January 1, 2019 to be 
approximately 9.5 percent. 

Prior to the adoption of IFRS 16, future operating lease obligations were disclosed in the 
Commitments and Contingencies note. The following is a reconciliation of the operating lease 
obligations included at December 31, 2018 to the opening balance of lease liabilities at January 1, 
2019: 

Amount

Operating lease obligations at December 31, 2018 $114,608

Variable lease payments not included in the measurement of lease liabilities (61,607)

Undiscounted minimum lease payments at January 1, 2019 53,001

Effect of discounting (3,337)

Total $49,664
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3. PREPAID EXPENSES AND OTHER RECEIVABLES 

Prepaid expenses and other receivables are comprised of: 

2019 2018 

Prepaid expenses $11,281 $35,583 

Goods and service tax (GST) receivable 6,102 17,784 

Total $17,383 $53,367 

4. PROPERTY, PLANT AND EQUIPMENT 

Property, plant and equipment consist of the following:  

Furniture & 
equipment 

Buildings & 
improvements Land Total

Cost

At December 31, 2018 $  51,333 $  1,422,425 $  259,000 $  1,732,758

Additions 77,207 4,813,711 - 4,890,918

At December 31, 2019 128,540 6,236,136 259,000 6,623,676

Accumulated depreciation 

At December 31, 2018 $  5,095 $  7,260 $  - $  12,355

Charge for the year 8,476 15,226 - 23,702

At December 31, 2019 13,571 22,486 - 36,057

Net book value 

At December 31, 2018 $46,238 $1,415,165 $259,000 $1,720,403

At December 31, 2019 $114,969 $6,213,650 $259,000 $6,587,619

In January 2018, the Company acquired land and buildings in Newell County, Alberta for $1,025,000.  
The Company incurred other directly attributable costs totaling $9,556 in connection with the 
acquisition of land and building.  The purchase price was allocated to land and buildings based on a 
third-party appraisal report.  The buildings include two warehouse facilities which are being retrofitted 
as the Company’s cannabis production facilities.  A portion of the smaller of the two warehouse 
facilities was put in use for the Company’s hemp cultivation testing program during 2018 and is being 
depreciated.  In the year ended December 31, 2019, the Company incurred $4,813,711 (2018 - 
$646,869) of costs related to the retrofitting of the Newell property (including amounts transferred 
from deposits).  These expenses primarily relate to design, engineering, planning, permits, 
construction and project management. The majority of the buildings and improvements are not 
considered available for use and are not subjected to depreciation. 

During the year ended December 31, 2019, the Company purchased furniture and equipment totaling 
$77,207 (2018 - $51,333) for the Newell property (primarily) and for head office (including amounts 
transferred from deposits). 
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4. PROPERTY, PLANT AND EQUIPMENT (Continued)

At December 31, 2019, the Company had made deposits totaling $348,715 (2018 - $489,604) to two 
vendors as progress payments on long lead-time equipment to be delivered in 2020.  Additional 
progress payments on this equipment are due when specific construction or delivery and installation 
milestones have been met (Note 15).  During 2019, $625,200 was transferred from deposits to 
buildings and improvements and $47,275 was transferred from deposits to furniture and equipment. 

5. RIGHT-OF-USE ASSET 

Right of use asset consist of the following:  

Office lease 
Cost

At December 31, 2018 $           -

Recognition on January 1, 2019 (Note 2) 49,664

Additions -

At December 31, 2019 49,664

Accumulated depreciation 

At December 31, 2018 $          -

Recognition on January 1, 2019 -

Depreciation for the period 33,100

At December 31, 2019 33,100

Net book value 

At December 31, 2018 $           -

At December 31, 2019 $ 16,564
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6. LEASE LIABILITY 

Amount 

Recognition on January 1, 2019 (Note 2) $ 49,664

Lease finance expense (accretion) 2,899

Repayments in the period (31,864)

At December 31, 2019 $ 20,699

The Company has lease liability for contracts related to office space. The Company has not included 
extension options in the calculation of lease liability as it is currently not more than likely to exercise 
the extension option. The Company had variable lease payments related to operating costs and 
property taxes for real estate contracts which were recorded as general and administrative expenses 
(See Note 2(r)).

7. SECURED NOTES 

On September 13, 2019, the Company issued secured notes totaling $1,000,000 to fund working 
capital costs. Certain members of RMMI’s executives and board of directors participated in the 
financing in the collective amount of $425,000.  The secured notes carry a 12% per annum interest 
rate, with an original maturity date of December 31, 2019 and are secured by a fixed charge on all 
present and after acquired property of the Company until the loan is repaid in full.  A 5% facility fee 
was payable at the original maturity.  The secured notes were extended from their original maturity 
date of December 31, 2019 and 5% extension fees accrue monthly on January 1, 2020, February 1, 
2020 and March 1, 2020 if the secured notes remain outstanding.  The cumulative interest and facility 
fee is now payable at the extended maturity date of March 31, 2020.  During the year ended 
December 31, 2019, interest and facility fee totaled $85,836 and was recognized in the profit and 
loss and included in the accounts payable and accrued liabilities as at December 31, 2019. 
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8. SHARE AND WARRANT CAPITAL 

Authorized: an unlimited number of voting common shares, no par value 
an unlimited number of preferred shares, no par value 

Shares and warrants issued: 

Common shares Warrants 

Number 
of shares

Amount Number of 
warrants

Number of 
broker 

warrants

Amount

Balance December 31, 2017 9,071,272 $ 1,719,292 2,963,999 77,528 $ 1,213,586

Issued in private placement (i) 2,498,428 2,498,428 - - -

     Broker warrants issued (i) - - - 169,290 123,756

Warrant exercised (ii) 210,000 175,388 (210,000) - (17,888)

     New warrants Issued (ii) - (63,975) 100,000 - 63,975

Broker warrants exercised (iii) 3,528 4,477 - (3,528) (1,302)

Issued in initial public offering (v) 1,765,700 4,414,250 - - -

     Broker warrants issued (v) - - - 141,256 253,365

Warrants expired (iv) - - (979,999) (74,000) (109,984)

Share issue cost (i) (v) - (1,082,151) - - -

Balance December 31, 2018 13,548,928 $ 7,665,709 1,874,000 310,546 $ 1,525,508

Option exercised (Note 9) 25,000 12,053 - - -

Broker warrants exercised (vi) 3,700 6,405 - (3,700) (2,705)

Warrant extension (vii) - (652,214) - - (546,661)

Warrants expired (viii) - - - (165,590) (121,051)

Balance December 31, 2019 13,577,628 $ 7,031,953 1,874,000 141,256 $ 855,091

(i) In two closings on January 19, 2018 and February 7, 2018, the Company completed a private 
placement for total proceeds of $2,498,428 at a price of $1.00 per common share. Total 
common shares of 2,498,428 were issued. As partial compensation, 169,290 broker warrants 
were issued with an exercise price of $1.00 and May 30, 2018 expiry. The Black-Scholes 
option pricing model was used in calculating the fair value of the broker warrants using a nil 
dividend yield, an interest rate of 1.25% and an expected volatility of 130%. The fair market 
value at issuance of the broker warrants was $47,320. On May 30, 2018, the broker warrants 
expiry was extended to March 31, 2019.  The Black-Scholes option model was used in 
calculating the fair value of the broker warrants expiry extension using a nil dividend yield, an 
interest rate of 1.70% and an expected volatility of 130%. The fair market value of the broker 
warrant extension was $76,436.  The fair value of the broker warrants, including the extension, 
was recorded to share issue costs. The Company also paid cash commissions of $181,382 
and other costs of $5,775 which were recorded as share issues costs. 
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8.  SHARE AND WARRANT CAPITAL (Continued)

(ii) During the year ended December 31, 2018, 210,000 warrants were exercised for gross 
proceeds of $157,500.  The original fair market value of the exercised warrants of $17,888 
was transferred from warrant capital to share capital.  100,000 New Warrants were issued in 
consideration for a portion of the warrant exercised. The Black-Scholes option model was used 
in calculating the fair value of these warrants using a nil dividend yield, an interest rate of 
1.68% and an expected volatility of 160%. The fair value of the New Warrants $63,975 was 
transferred from share capital to warrant capital. 

(iii) During the year ended December 31, 2018, 3,528 broker warrants were exercised for gross 
proceeds of $3,175.  The original fair market value of the exercised broker warrants of $1,302 
was transferred from warrant capital to share capital. 

(iv) During the year ended December 31, 2018, 979,999 warrants and 74,000 broker warrants 
expired.  The fair value of the warrants at time of grant of $109,984 was transferred from 
warrants to contributed surplus both within equity. 

(v) On September 24, 2018, the Company completed an initial public offering of common shares 
and became a listed entity on the CSE effective September 25, 2018.  The Company issued 
1,765,700 common shares for total gross proceeds of $4,414,250. As partial compensation, 
141,256 broker warrants were issued with an exercise price of $2.50 and September 24, 2020 
expiry. The Black-Scholes option pricing model was used in calculating the fair value of the 
broker warrants using a nil dividend yield, an interest rate of 2.19% and an expected volatility 
of 150%. The fair market value at issuance of the broker warrants was $253,365. The fair 
value of the broker warrants was recorded to share issue costs. The Company also paid cash 
commissions of $353,140 and other directly attributable costs of $164,733 which were 
recorded as share issues costs.  Additionally, $368,870 of costs associated with becoming a 
listed entity were expensed as transaction costs. 

(vi) In the year ended December 31, 2019, 3,700 broker warrants were exercised for gross 
proceeds of $3,700.  The original fair market value of the exercised warrants of $2,705 was 
transferred from warrant capital to share capital.  

(vii) On May 7, 2019, the Company approved the extension of 1,874,000 warrants scheduled to 
expire on June 30, 2019 until June 30, 2020.  No other terms of the warrants were changed.  
The Black-Scholes option model was used in calculating the fair value of the warrant expiry 
extension using a nil dividend yield, an interest rate of 1.62% and an expected volatility of 
107%. The fair market value of the warrant extension was $652,214.  The fair value of the 
warrants extension was recorded to share issue costs as these warrants are related to 
warrants issued on the exercise of previously issued warrants.  The fair value of these warrants 
that were previously recorded upon initial recognition totalling $1,198,875 was derecognized 
and credited to Contributed Surplus. 

(viii) In the year ended December 31, 2019, 165,590 broker warrants expired.  The fair value of the 
warrants at time of grant of $121,051 was transferred from warrant capital to contributed 
surplus. 
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8.  SHARE AND WARRANT CAPITAL (Continued) 

The following summarizes warrant transactions for the year ended December 31, 2019 and 2018: 

2019 2018 

Number of 
warrants 

Weighted 
average 

price
Number of 

warrants 

Weighted 
average 

price

Balance December 31 2,184,546 $1.31 3,041,527 $1.03

Warrants exercised - - (210,000) $0.75

Warrants expired - - (979,999) $0.75

Broker warrants exercised (3,700) $1.00 (3,528) $0.90

Broker warrants expired (165,590) $1.00 (74,000) $0.25

Broker warrants issued - - 310,546 $1.68

Warrants issued - - 100,000 $1.25

Balance December 31 2,015,256 $1.34 2,184,546 $1.31

Outstanding warrants at December 31, 2019 were as follows: 

Warrants Weighted average 
prices

Weighted average 
years to expiry

Broker warrants 141,256 $2.50 0.7

Warrants 1,874,000 $1.25 0.5

Balance December 31, 2019 2,015,256 $1.34 0.5

Outstanding warrants at December 31, 2018 were as follows: 

Warrants Weighted average 
prices

Weighted average 
years to expiry

Broker warrants 310,546 $1.68 0.9

Warrants 1,874,000 $1.25 0.5

Balance December 31, 2018 2,184,546 $1.31 0.6

Escrowed securities: 

Pursuant to an escrow agreement dated June 24, 2018, 1,826,668 common shares of the Company 
were deposited into escrow with respect to the Company’s initial public offering. In addition, 216,668 
warrants at $1.25 per share expiring June 30, 2019 and 985,000 stock options with exercise prices 
of $0.25 and $1.00 per share expiring March 31, 2022 and March 5, 2023, respectively, were also 
subject to the escrow agreement. Under the escrow agreement, 10% of the escrowed common 
shares were released from escrow on September 24, 2018, the date of closing of the Company’s 
initial public offering, and 15% will be released every six months thereafter over a period of 36 
months. As of December 31, 2019, 1,096,002 (2018 - 1,644,002) common shares remain in escrow.  
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9. SHARE-BASED COMPENSATION 

The following summarizes information about stock options outstanding as at December 31, 2019 and 
2018: 

2019 2018

Number of 
options 

Weighted 
average 

price
Number of 

options 

Weighted 
average 

price

Beginning of year 1,137,500 $0.25 620,000 $0.25

Options forfeited and expired (82,500) $1.34 (67,500) $0.50

Options exercised (25,000) $0.25 - -

Options issued - - 585,000 $1.07

End of year 1,030,000 $0.61 1,137,500 $0.66

The following table summarizes information about the share options outstanding and exercisable as 
at December 31, 2019: 

Options outstanding Options exercisable

Exercise 
price 

Number of 
options 

Weighted 
average 

remaining 
contractual 
life (years) 

Weighted 
average 
exercise 

price 

Number of 
options 

Weighted 
average 
exercise 

price 

$0.25 550,000 2.3 $0.25 412,500 $0.25

$1.00 455,000 3.2 $1.00 227,500 $1.00

$1.56 25,000 3.9 $1.56 12,500 $1.56

- 1,030,000 2.7 $0.61 652,500 $0.54

The following table summarizes information about the share options outstanding and exercisable as 
at December 31, 2018: 

Options outstanding Options exercisable

Exercise 
price 

Number of 
options 

Weighted 
average 

remaining 
contractual 
life (years) 

Weighted 
average 
exercise 

price 

Number of 
options 

Weighted 
average 
exercise 

price 

$0.25 575,000 3.2 $0.25 300,000 $0.25

$1.00 487,500 4.2 $1.00 127,500 $1.00

$1.56 75,000 4.9 $1.56 18,750 $1.56

- 1,137,500 3.8 $0.66 446,250 $0.52

During the year ended December 31, 2019, the Company issued NIL (2018 - 585,000) options. The 
2018 options issued allows the holder to purchase one share in the Company at $1.00 - $1.56 for a 
period of five years. The options vest evenly over three years from the date of grant and ¼ on each 
anniversary date thereafter. The Black-Scholes option model was used in calculating the fair value 
of the options with a risk-free interest rate of 2.00% - 2.30%, volatility of 130% - 150%, and no 
dividend yield. The share-based compensation expense recognized during the year ended 
December 31, 2019 was $134,500 (2018 - $311,065). 
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10. LOSS PER SHARE 

The calculation of basic and diluted loss per share for the year ended December 31, 2019 was based 
on the loss attributable to common shareholders of $1,381,859 (year ended December 31, 2018 – 
$1,703,791) and the weighted average number of common shares outstanding (excluding escrowed 
securities) of 12,478,343 (2018 – 12,007,475).   

Share options and warrants were anti-dilutive during the years ended December 31, 2019 and 2018. 

11. RELATED PARTY TRANSACTIONS  

The following is a summary of transactions with directors and officers, and companies controlled by 
directors of the Company. The amounts are measured at the exchange amount which is the fair value 
of the transactions. 

(a) Transactions with related parties for the years ended December 31: 

2019 2018

Legal fees paid to firms at which a director of the Company is a 
partner (recorded in general and administrative expenses (2019 
and 2018), transaction costs (2018) and share issue costs 
(2018)): $51,273 $409,837

At December 31, 2019, $473 (2018 – NIL) was owing to the law firm at which a director of the 
Company is a partner.  This amount is recorded in accounts payable and accrued liabilities and will 
be paid in the normal course of business. 

(b) Key management compensation 

Key management personnel are the persons responsible for the planning, directing and controlling 
the activities of the Company and includes both executive and non-executive directors. The Company 
considers all directors and officers of the Company to be key management personnel. 

The fair value of share-based compensation granted during the year ended December 31, 2019 
associated with officers and directors of the Company was NIL (2018 - $363,257). Salaries, bonuses 
and benefits of $291,000 (2018 - $254,000) were paid to executive officers of the Company. 

(c) Secured notes 

Several officers and directors of the Company participated in the Company’s secured notes financing.  
These related parties are owed their proportionate share of the facility fee and interest and these 
amounts are recorded in accounts payable and accrued liabilities (See Note 7). 
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12. INCOME TAXES 

Income tax expense 

The Company does not have any current income tax recovery. The following table reconciles the 
expected income tax recovery at the statutory income tax rate to the recovery in the statement of 
loss and comprehensive loss: 

2019 2018

Net loss before income taxes  $1,381,859 $1,703,791

Statutory income tax rate 27% 27%

Expected income tax recovery 373,102 460,024

Share based compensation and other (205,729) (84,797)

Share issue costs - 292,180

Tax benefit not recognized  (167,373) (667,407)

Income tax recovery $            - $            - 

Details of the unrecognized deductible temporary differences are as follows: 

Non-capital losses available for future periods $3,548,279 $2,103,401

Property, plant and equipment 38,375 12,355

Share issue costs 708,028 922,780

Total deductible differences  $4,294,682 $3,038,536

The Company’s Canadian non-capital tax losses carried forward will expire by 2037 to 2039. 

13. CAPITAL RISK MANAGEMENT 

The Company’s objectives when managing its capital are to safeguard its ability to continue as a 
going concern, to meet its capital expenditures for its continued operations, and to maintain a flexible 
capital structure which optimizes the cost of capital within a framework of acceptable risk. The 
Company manages the capital structure and makes adjustments to it in light of changes in economic 
conditions and the risk characteristics of the underlying assets. To maintain or adjust its capital 
structure, the Company may issue new shares, issue new debt, or acquire or dispose of assets. As 
at December 31, 2019, the Company has $1,000,000 of secured notes outstanding (Note 7). The 
Company is not subject to externally imposed capital requirements. 

Management reviews its capital management approach on an ongoing basis and believes that this 
approach, given the relative size of the Company, is reasonable. The Company considers its 
shareholders’ equity as capital which, as at December 31, 2019 is $6,217,645 (2018 - $7,455,054).  
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14. FINANCIAL INSTRUMENTS FAIR VALUES AND RISK MANAGEMENT 

At December 31, 2019, the Company’s financial instruments consist of cash, accounts payable and 
secured notes. The fair values of these financial instruments approximate their carrying values due 
to the relatively short-term maturity of these instruments. 

Fair value hierarchy 

Financial instruments recorded at fair value are classified using a fair value hierarchy that reflects 
the significance of the inputs used in making the measurements. The fair value hierarchy has the 
following levels: 

 Level 1 – valuation based on quoted prices (unadjusted) in active markets for identical 
assets or liabilities. 

 Level 2 – valuation techniques based on inputs other than quoted prices included in Level 
1 that are observable for the asset or liability, either directly (i.e. as prices) or indirectly (i.e. 
derived from prices). 

 Level 3 – valuation techniques using inputs for the asset or liability that are not based on 
observable market data (unobservable inputs). 

Cash is classified as a level 1 financial instrument.  

The Company has exposure to the following risks from its use of financial instruments: 

 Credit risk; 
 Liquidity risk; and 
 Interest rate risk. 

Credit risk 

Credit risk is the risk of loss associated with the counterparty’s inability to fulfil its payment obligations. 
Financial instruments that potentially subject the Company to concentrations of credit risks consist 
principally of cash. All of the Company’s cash was held at one financial institution at December 31, 
2019, which is a Canadian Chartered Bank. Management believes that the risk of loss is minimal but 
the Company is subject to concentration of credit risk. 

The Company has a GST receivable outstanding with the Canada Revenue Agency (“CRA”) for 
$6,102 at December 31, 2019 (2018 – $17,784). Management considers this amount to be fully 
collectible. 

Liquidity risk 

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall 
due. The Company currently settles its financial obligations with cash. As at December 31, 2019, the 
Company's financial liabilities consist of accounts payable and accrued liabilities, secured notes and 
lease liability. The Company manages its liquidity risk by reviewing its capital requirements on an 
ongoing basis. There have been no changes in the Company's strategy with respect to credit/liquidity 
risk in the year (See Note 1). 
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14.     FINANCIAL INSTRUMENTS FAIR VALUES AND RISK MANAGEMENT (Continued) 

The timing of cash outflows relating to the financial liabilities at December 31, 2019 is outlined in the 
table below: 

1 year 2-5 years >5 years Total

Accounts payable and accrued liabilities $198,670 - - $198,670
Lease liability 20,699 - - 20,699
Secured notes 1,000,000 - - 1,000,000

Balance December 31, 2019 $1,219,369 - - $1,219,369

The timing of cash outflows relating to the financial liabilities at December 31, 2018 is outlined in the 
table below: 

1 year 2-5 years >5 years Total

Accounts payable and accrued liabilities $184,374 - - $184,374

Balance December 31, 2018 $184,374 - - $184,374

Interest risk 

Interest rate risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate 
as a result of changes in market interest rates. The Company is currently not exposed to interest rate 
risk as its debt is at a fixed interest rate.  

Currency risk 

The operating results and financial position of the Company are reported in Canadian dollars.  The 
Company purchases some equipment that are denominated in United States dollars (“US dollars”).  
The purchase value of some of the Company’s equipment is subject to currency transaction and 
translation risks. 

The Company’s main risk is associated with fluctuations in U.S. dollars as the Company holds cash 
in Canadian dollars and has commitments in U.S. dollars (Note 15).  

The Company has determined that as at December 31, 2019, the effect of a $0.01 increase or 
decrease in U.S. dollars against the Canadian dollar on commitments would result in an increase or 
decrease of approximately $3,200 (2018 – 6,200) to the Company’s commitments. 

At December 31, 2019 and 2018, the Company had no hedging agreements in place with respect to 
foreign exchange rates. The Company has not entered into any agreements or purchased any 
instruments to hedge possible currency risks at this time. 
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15. COMMITMENTS 

Purchase of property, plant and equipment 

In 2018, the Company placed purchase orders with several suppliers in the normal course of 
business for acquisition of property, plant and equipment related to its Newell facility that had not 
been supplied or delivered at December 31, 2019.  Certain progress payments had been completed 
and recorded as Deposits.  At December 31, 2019, payments of $28,000 and US$320,000 (2018 - 
$379,000 and US$620,000) remain outstanding subject to future delivery and construction 
milestones. 

16. SUPPLEMENTAL CASH FLOW INFORMATION 

Changes in non-cash working capital are comprised of: 

2019 2018

Source/(use) of cash: 

Prepaid expenses and other receivables $ 35,984 $  (9,190)

Accounts payable and accrued liabilities 14,296 103,165

Net change in non-cash working capital $ 50,280 $  93,975

Operating activities $  74,363 $ (14,790)
Investing activities (20,047) 78,479

Financing activities (4,036) 30,286

Total $  50,280 $  93,975


