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IN THE COMMONWEALTH COURT OF PENNSYLVANIA
Medical Marijuana Advocates for
Research
Petitioner,
v.
No.

MD 2018

Rachel L. Levine, MD, Secretary,
Pennsylvania Department of Health,
Respondent.
NOTICE TO DEFEND
You have been sued in court. If you wish to defend against the claims set
forth in the following pages, you must take action within twenty (20) days after this
Petition For Review is served by entering a written appearance personally or by
attorney and filing in writing with the Court your defenses or objections to the claims
set forth against you. You are warned that if you fail to do so the case may proceed
without you and a Judgment may be entered against you by the Court without fUrther
notice for any money claimed in the Petition or for any other claim or relief requested
by the Petitioner. You may lose money or property or other rights important to you.
YOU SHOULD TAKE THIS PAPER TO YOUR LAWYER AT ONCE. IF
YOU DO NOT HAVE A LAWYER OR CANNOT AFFORD ONE, GO TO OR
TELEPHONE ONE OF THE OFFICES SET FORTH BELOW TO FIND OUT
WHERE YOU CAN GET LEGAL HELP.
IF YOU CANNOT AFFORD TO HIRE A LAWYER, THIS OFFICE MAY
BE ABLE TO PROVIDE YOU WITH INFORMATION ABOUT AGENCIES
THAT MAY OFFER LEGAL SERVICES TO ELIGIBLE PERSONS AT A
REDUCED FEE OR NO FEE.
Dauphin County Lawyer Referral Service,
Dauphin County Bar Association
213 North Front Street
Harrisburg, PA 17101
Phone: 717-232-7536

IN THE COMMONWEALTH COURT OF PENNSYLVANIA
Medical Marijuana Advocates for
Research

Petitioner,
v.

No.

MD 2018

Rachel L. Levine, MD. Secretary.
Pennsylvania Department of Health,

Respondent.

PETITION FOR REVIEW IN THE NATURE
OF A COMPLAINT IN EQUITY
SEEKING DECLARATORY RELIEF AND INJUNCTIVE RELIEF

Petitioner seeks pre-enforcernent review consisting of a declaratory judgment
and injunctive (preliminary and permanent) relief regarding the Department of
Health’s (DOH) August 18, 2018 temporary regulations at 28 Pa. Code

§

1211.21-

1211.37, 48 Pa.B. 5027, (Revised Chapter 20 Regulations) purporting to implement
the Clinical Registrant provisions contained in recently-amended Chapter 20
(Chapter 20) of the Medical Marijuana Act, 35

p.s §

10231.2001-2003 (Act or

Medical Marijuana Act), as amended, P.L. 322, No. 43, June 22, 2018 (Act 43).
PRELIMINARY STATEMENT AND SUMMARY OF CLAIMS
1.

Petitioner, an association of Pennsylvania’s medical marijuana permit

holders (grower/processors, dispensaries, and entities that are both) and other

industry stakeholders dedicated to promoting responsible medical marijuana
research, seek a preliminary and permanent injunction, and declaratory’ relief, to
once again prevent DOH from implementing regulations that: (a) unlawfully
delegate to the non-governmental medical schools associated with acute care
hospitals, known as Academic Clinical Research Centers (ACRCs), DOH’s duty to
vet and select the most qualified “super permittee” Clinical Registrants (CRs) that
will be authorized to commercially grow and dispense medical marijuana and
engage in research with ACRCs; and (b) ignore the General Assembly’s intent to
promote “high quality research.” 35

p.s §

1023 l.102(3)(iii), by watering down the

commitment to research required of CRs. A true and correct copy of DOH’s Revised
Chapter 20 Regulations is appended hereto as Exhibit A.
2.

By opinion and order entered May 22, 2018 in AES Conpassionate

Care, LLC et aL v. Levine, No. 233 M.D. 233 (Pa. Cmwlth. 2018) (McCullough, J.)
(unreported) (Levine 1), appended hereto as Exhibit B, this court preliminarily
enjoined DOH’s first attempt to implement the CR provisions of Chapter 20 of the
Act (Original Chapter 20 Regulations), in part because (a) those Original Chapter 20
Regulations unlawfully delegated to ACRCs the vetting and selection of the most
qualified entities to be CRs, see Levine I, Exhibit B at 38-40; and (b) those Original
Chapter 20 Regulations required “only a minimal commitment to research to obtain
and retain a permit” see Levine I, Exhibit B at 33-34, thwarting the legislature’s
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“intent to implement a robust research program” for medical marijuana. Levine L
Exhibit B at 49. The Court in Levine I also based its grant of a preliminary injunction
on its conclusion that whereas Chapter 20 of the Act prohibited CRs from engaging
in “commercial distribution” of medical marijuana in competition with petitioners
AES et al. and other commercial medical marijuana permittees that hold permits
issued under Chapter 6 of the Act, DOH’s Original Chapter 20 Regulations
permitted CRs to sell medical marijuana in competition with Chapter 6 permittees.
Levine I, Exhibit B at 34, 49.

3.

On June 22, 2018 the General Assembly amended Chapter 20 of the

Act to provide, biter alia, that CRs would not be prohibited from engaging in
“commercial distribution” of medical marijuana in competition with Petitioner’s
members and other Chapter 6 permittees. 35 P.s

§ 10231.2002 (b)(8)-(lO). A copy

of Act 43 of 2018 amending Chapter 20 of the Act is appended hereto as Exhibit C.
On July 28, 2018, DOH rescinded its Original Chapter 20 Regulations that were the
subject of the preliminary injunction in Levine I, and thereafter promulgated its
Revised Chapter 20 Regulations that are the subject of this petition for review.

4.

Although Act 43 of 2018 “cured” the error in DOH’s Original Chapter

20 Regulations that permitted CRs, in addition to performing research with ACRCs,
to sell medical marijuana in competition with Chapter 6 permittees (by expressly
permitting CRs to engage in such commercial competition), Act 43 made no changes
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that “cured” either (a) the delegation problem or (b) the “minimal commitment to
research” problem for which the Court in Levine I preliminarily enjoined the
Original Chapter 20 Regulations.
5.

As described in more detail below, the Revised Chapter 20 Regulations

continue to suffer from (a) the identical delegation problem and (b) the identical
“minimal commitment to research” problem that were bases •for Levine I’s
preliminary injunction halting implementation of the Original Chapter 20
Regulations relating to CRs. Accordingly, Petitioner respectfully requests that
DOH’s Revised Chapter 20 Regulations relating to CRs be declared unlawful and
be preliminarily and permanently enjoined.
6.

DOH’s Revised Chapter 20 Regulations represent (a) an abdication of

its duty to devise a CR selection process that produces the most qualified
grower/processors and dispensaries to work in tandem with the hospital and medical
school-based ACRCs to engage in much-needed medical marijuana research, and
(b) a failure to track the Act’s clear requirement that a focus on research is paramount
for permittees that seek to engage as CRs in the Chapter 20 research program.
7.

Absent a preliminary and permanent injunction preventing DOH from

proceeding to confer CR status on the 8 privately-selected entities proffered by the
8 ACRCs, DOH will approve as CRs grower! processors and dispensaries that are
unqualified, or far less qualified, than Petitioner’s members and others that would
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seek CR status but for the closed process created by DOH’s Revised Chapter 20
Regulations.
8.

It is crucial that the unconstitutional delegation to ACRCs of selecting

CRs is addressed and resolved before DOH grants CR permits, and CR permittees
build out their facilities and commence operations. ACRC applications already have
been approved.’ Applications for CR approval (which require proof of a contract
with an ACRC) were made available on October 4, 2018 and were submitted to DOH
as of November 8, 2018.2 48 Pa. B. 5423 (August 25, 2018). A true and correct
copy of DOH’s ACRC/CR application deadline notice is appended as Exhibit IX
9.

Under these circumstances, this court’s pre-enforcement intervention to

enjoin DOH’s Revised Chapter 20 Regulations as they relate to CRs is warranted,
as Petitioner’s members have no other remedy that is adequate.3 If the Revised
Chapter 20 Regulations are not enjoined before CR applications are granted later
this year or early next year, CRs will build out their facilities, and the damage will

See htlps://www.media.pa.gov/Pages/Health-Details.aspx4?newsid=532; 48
Pa. B. 6629 (October 13, 2018).
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Petitioner notes that Office of Medical Marijuana Director John Collins
testified in Levine I that once CR applications are submitted, it will take the Office
“a considerable amount of time” to review the CR applications. See Exhibit B, at
44.
The Revised Chapter 20 Regulations that relate to CRs, and that Petitioner
asks the court to declare invalid and enjoin, are 28 Pa. Code § 1211.27, 1211.28,
1211.30, 1211.31, 1211. 32, and 1211.34.
S

be done. “Where the effect of the challenged regulations upon the industry regulated
is direct and immediate, the hardship thus presented suffices to establish the
justiciability of the challenge in advance of enforcement.” Arsenal Coal Co. v. Dep ‘t
of Eni’. Res., 477 A.2d 1333, 1339 (Pa. 1984).
STATEMENT OF JURISDICTION
10.
C.S.

This court has original jurisdiction over this action pursuant to 42 Pa.

§ 76l(a)(1) which provides that this court “shall have original jurisdiction of all

civil actions and proceedings.
11.

.

.

[a]gainst the Commonwealth government.

..

Petitioner seeks a declaratory judgment that DOH’s Revised Chapter

20 Regulations, as they relate to CRs: (a) create an unlawful delegation of
government authority to a private entity in violation of the Pennsylvania
Constitution; and (b) fail to implement the General Assembly’s intent that Chapter
20 foster a high-quality research program. The Declaratory Judgments Act, 42 Pa.
C.S.

§ 7531-7541, is available to Petitioner to settle and afford relief from the

uncertainty and insecurity with respect to Petitioner’s rights, status and legal
relations engendered by DOH’s Revised Chapter 20 Regulations.
12.

Petitioner also seeks to preliminarily and permanently enjoin

enforcement of DOH’s Revised Chapter 20 Regulations and this court has the power
to do so pursuant to 42 Pa. C.S.

§ 761(a)(l).
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PETITIONER
13.

Petitioner Medical Marijuana Advocates for Research (MMAR) is a

501(c)(6) organization incorporated as a Pennsylvania non-profit whose 10
members seek to promote, protect and preserve cannabinoid research.
14.

Most MMAR members already hold Pennsylvania medical marijuana

permits.
15.

MMAR permittee members obtained their permits through an intensely

competitive process in which approximately 90 percent of applicants were found
unworthy of the grant of a permit. Under the procedures for selection of
grower/processor permittees under Chapter 6 of the Act, 35 P.S. § § 10231.601-616,
DOH awarded 12 grower/processor permits out of 177 applicants in Phase I (June
20017), and awarded the remaining 13 grower/processor permittees out of 91
applicants in Phase II (August 2018). Similarly, for dispensary permittees, DOH
awarded 27 out of 280 applicants in Phase I (June 2017), and will award the
remaining 23 permits from a pool of 167 applicants (pending).
16.

MMAR pennittee members collectively have expended hundreds of

millions of dollars in application and start-up costs.
17.

MMAR and its members have a direct, immediate and substantial

interest in (a) having the opportunity to apply to obtain CR status on a level playing
field administered by DOH rather than by ACRCs; (b) assuring that the would-be
7

CRs already selected by ACRCs that presently lack the necessary grower/processor
and/or dispensary permits (several of whom were denied the permits DOH awarded
Petitioner’s members because of poor quality proposals) are held to the same high
DOH standards that MMAR’s members were held in obtaining their permits; and (c)
assuring that CRs are required to engage in robust research at all of the six dispensary
locations allowed by a CR “super-permit,” rather than the minimal commitment to
research now tolerated under DOH’s Revised Chapter 20 Regulations.
18.

Each of MMAR’s members would seek CR status but-for DOH’s

Revised Chapter 20 Regulations which require a CR applicant to have a contract
with an ACRC as a pre-condition to applying for CR status.
19.

For example, MMAR members Keystone Center of Integrative

Wellness, a Phase I medical marijuana dispensary permit holder, and Parea
BioSciences, LLC, a Phase II grower/processor permit holder, are sister companies
that together already have the necessary permits to achieve CR status, and would
seek CR status, but-for the DOH requirement that a CR applicant have a contract
with an ACRC as a pre-condition to applying for CR status.
20.

Similarly, MMAR member Chamounix Ventures, LLC, a Phase I

medical marijuana dispensary permit holder, would also seek CR status but-for the
DOH requirement that a CR applicant have a contract with an ACRC as a pre
condition to applying for CR status.

S

RESPONDENT
21.

Respondent Rachel L. Levine, MD, is the Secretary of the Pennsylvania

Department of Health, the executive agency that promulgated the Revised Chapter
20 Regulations, and that has the duty and authority to administer and enforce the
Medical Marijuana Act and the Revised Chapter 20 Regulations.

FACTUAL BACKGROUND
A.

The Act Requires DOll to Promote High Quality Research

22.

The Act became law on April 17, 2016, effective May 17, 2016.

23.

Chapter 20 of the Act was amended on June 22, 2018 and became

effective that same day.
24.

A central legislative goal in enacting the Medical Marijuana Act was to

“[p]romote high quality research into the effectiveness and utility of medical
marijuana.” 35 P.S § 1023 1.102(3)(iii).
25.

The Act attempts to promote medical marijuana clinical research in two

ways:
a.

through research studies involving patients with serious medical

conditions upon authorization by the Food and Drug Administration (FDA)
and Drug Enforcement Administration (DEA) in response to a DOH
application, to be conducted by health care medical marijuana organizations
(i.e., vertically integrated Pennsylvania health systems as defined in the
9

Health Care Facilities Act approved by DOH to grow and process medical
marijuana for research purposes) as described in detail in Chapter 19, 35

p.s

§lO23l.l9Ol-I9O8; and
b.

through partnerships between ACRCs at Pennsylvania medical

school teaching hospitals and CRs, clinical research-focused entities that hold
a medical marijuana grower/processor permit and a dispensary permit and that
are willing to invest in capital-intensive research. Chapter 20 of the Act, 35
P.S §*10231.2001-2003.
25.

However, the hoped-for research through patient studies conducted by

vertically integrated health systems that produce their own medical marijuana under
Chapter 19 has not come to fruition and is not likely to do so for the foreseeable
future. Marijuana remains an illegal Schedule I drug under the federal Controlled
Substances Act, and vertically integrated health systems, which rely heavily on
federal Medicaid and Medicare reimbursement and other federal funding, have
indicated they will not jeopardize that funding by engaging in activity (the growing,
processing and dispensing of marijuana) that is unlawful under federal law. See
Levine I, Exhibit B at 6.
27.

Therefore, the remaining formal statutory opportunity to fulfill the

General Assembly’s goal to “[piromote high quality research into the effectiveness

10

and utility of medical marijuana” falls to Chapter 20 ACRCs and the CRs that supply
them with medical marijuana for clinical trial purposes.
28.

Act 43’s June 22, 2018 amendment to Chapter 20 further reinforces this

goal by slating the intention of Chapter 20 is to create a “mechanism whereby the
Commonwealth’s medical schools and hospitals can help develop research programs
and schools.” 35 P.S. § 1023 l.2000(a)(2).
29.

DOH’s Revised Chapter 20 Regulations thus take on greater

significance because Chapter 20 is now the sole vehicle for the Act’s research goals
and it is critical that DOH craft regulations that carry out the Act’s intent to promote
robust research.

B.
30.

Chapter 20 as amended
Under the title “Academic Clinical Research Centers and Clinical

Registrants,” Chapter 20 of the Act, as amended, provides for an ACRC to contract
with a CR to “provide advice” to the CR regarding patient safety and to gain access
to medical marijuana for research and clinical trials conducted jointly by the ACRC
and the CR. 35 P.S § 1023 1.2001-2004.
31.

Section 2001 expressly provides that a CR is an entity that (a) “is

approved by [DOH] to hold a permit as both a grower/processor and a dispensary”,
(b) “has a contractual relationship” with an ACRC, and (c) is approved by DOH as
aCR

11

32.

Section 2002 authorizes a CR to: (i) “provide medical marijuana at not

more than six separate locations”; (ii) sell its medical marijuana products to the CR’s
dispensaries; (iii) sell or exchange its seeds, plants, or products with Chapter 6
grower/processors; (iv) petition DOH to sell its medical marijuana products to
Chapter 6 dispensaries upon a showing that the products “have a practical effect on
patients which changes a recommendation within the medical field”; and (v)
dispense medical marijuana products to any authorized patient or caregiver
possessing a valid medical marijuana card.
33.

Chapter 20, even as amended by Act 43 to permit CRs to make

commercial sales of medical marijuana, remains designed primarily to enable an
entity approved as a CR to grow and dispense medical marijuana for ACRC
sponsored clinical trials and research. 35

p.s §*

10231.2001-2003; see, House

Appropriations Committee Fiscal Note for House Bill No. 2477 (June 19, 2018)
(legislation that became Act 43 amending Chapter 20) at 1 (“House Bill 2477
amends Chapter 20 of the Medical Marijuana Act to clarify the clinical research
component in the Act.”)1; see also, House Appropriations Committee Fiscal Note
for Senate Bill No. 3 of 2015 (April 13, 2016) (enacted as the Medical Marijuana
Act) at 6 (identifying the purpose of Chapter 20: “[aj clinical registrant is an entity

http://www.legis.state.pa.us/WUO I /Ll/BI/FN/20 I 7/01HB2477P3804.pdf
(emphasis added).
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registered as a grower/processor and a dispensary that has a contractual relationship
with a hospital/medical school. The clinical registrant, upon approval of DOH,
may dispense medical marijuana to the hospital/medical school in order to
conduct research projects. Under the amendment, the department may register up
to eight clinical registrants. Each clinical registrant may provide medical marijuana
at no more than six separate dispensary locations. The clinical registrant must have
at least $15 million in capital.”).5
34.

Nothing in Chapter 20 as amended by Act 43 requires a CR applicant

to have an executed contract with an ACRC as a prerequisite to applying for CR
status.
C.
35.

UOH’s Revised Chapter 20 Regulations
The legislature allowed DOH to issue the Revised Chapter 20

Regulations as “temporary,” 35 P.s § 10231.2004, added by Act 43 of 2018.
36.

DOH did so, and, consequently, the Revised Chapter 20 Regulations

were promulgated without the safeguards, scrutiny, and opportunity for public input

https://www.leths.state.pa.us/WUO l/Ll/Bl/FN/20 I 5/0/SB0003P 1690.pdf’
(emphasis added); see also, Folmer, Medical Cannabis and Research, October 31,
2017 (“Hopefully, implementation of Chapter 20 and the establishment of up to eight
clinical registrants will be next. To me, ensuring proper implementation of Chapter
20 requires everyone to remain focused on the goal, namely: RESEARCH!”)
available at http://www.senatorfo1rncr.com/20 17/10/3 I/medical-cannabis-research!.
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provided by the Commonwealth Documents Law, the Regulatory Review Act and
the Commonwealth Attorneys Act.
37.

An agency’s regulations must be consistent with the statute under

which they were promulgated. Northwestern Youth Services, Inc. v. Dept. of Public
Welfare, 66 A. 3d 301 (Pa. 2013).
38.

DOH’s Revised Chapter 20 Regulations lack fidelity to the Act in two

critical ways, each of which the court in Levine I found fatal, and neither of which
DOH corrected in revising its Original Chapter 20 Regulations and issuing its
Revised Chapter 20 Regulations: (a) they unlawfully delegate DOH’s duty to vet
and select the eight CRs to the 8 ACRCs; and (b) they abdicate DOH’s responsibility
to create an ACRC/CR program that demands “high quality research.” 35 P.s §
1023 1.102 (3) (iii).
Unlawful delegation
39.

The deadline for applying for approval as an ACRC under DOff’s

Revised Chapter 20 Regulations was September 20, 2018. 48 Pa. B. 5423 (August
25, 2018). All 8 of Pennsylvania’s accredited medical school/teaching hospitals
submitted applications, and all were approved and certified as eligible to enter into
a

contract

with

a

CR

the

next

day,

on

September

21,

2018.

https://www.media.pa.Eov/Pages/Health-Details.aspx?newsid=532. See 48 Pa. B.
6629 (October 13, 2018).
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40.

The approved ACRCs are:

Perelman School of Medicine at the

University of Pennsylvania (Penn); Sidney Kimmel Medical College at Thomas
Jefferson University (Jefferson); University of Pittsburgh School of Medicine
(UPMC); Penn State College of Medicine (Penn State); Lake Erie College of
Osteopathic Medicine (LECOM); Lewis Katz School of Medicine at Temple
University (Temple); Drexel University College of Medicine (Drexel); and, The
Philadelphia College of Osteopathic Medicine (PCOM). 48 Pa. B. 6629 (October
13, 2018).
41.

Although the Act prohibits an ACRC from contracting with a CR until

the ACRC is approved and certified by DOH, 35 P.S

§ 10231.2001.1, DOH’s

Revised Chapter 20 Regulations required each ACRC to identify its pre-selected
intended CR in its ACRC application. 28 Pa. Code
42.

§ 1211.25 (c)(3).

The Act provides that DOH may approve up to 8 CRs. 35 P.S § 10231.

2002(a). The deadline for applying for approval as a CR under DOH’s Revised
Chapter 20 Regulations was November 8, 2018. 48 Pa. B. 5423 (August 25, 2018).
43.

DOH’s Revised Chapter 20 Regulations require that a CR applicant

include with its application an executed contract with the ACRC with which it has
agreed to partner. 28 Pa. Code
44.

§ 1211.27(b)(7)(i).

By requiring a CR applicant to demonstrate that it has a contract with

an ACRC as a prerequisite to filing a CR application, 28 Pa. Code
15

§ 1211.27(b)(2)

and (b)(7)(i), DOH’s Revised Chapter 20 Regulations again improperly allow each
ACRC to select the single entity that may lawfully apply to be that ACRC’s CR, and
thus effectively preordain the issuance of grower/processor and dispensary permits
to the CR applicant chosen by the ACRC, by narrowing to a single applicant the
“pool” of potential CRs for each ACRC, and leaving DOH with the faft acconipli of
approving the ACRC’s choice and issuing a grower/processor permit and a
dispensary permit to the single prospective CR privately pie-selected by the ACRC,
or denying the CR’s application. As the court in Levine I held on identical facts, this
“creates the appearance that the Department has delegated its duty to regulate the
medical marijuana program” to the ACRCs. Exhibit B at 39-40.
45.

Indeed, it is DOH’s duty to vet permit applications and select the most

qualified recipients of grower/processor and dispensary permits. DOH’s Revised
Chapter 20 Regulations thus turn the agency’s CR process into an after the fact
rubber stamp, which most assuredly is not the permit issuing process envisioned by
the General Assembly in Chapter 20 of the Act.
46.

This insertion of the ACRC into the CR approval process creates an

acknowledged “pay to play” concern that DOH’s Revised Chapter 20 Regulations
vainly attempt to inoculate against through a prohibition on the ACRC’s receipt of
kickbacks from the CR or its affiliates, and the requirement of affidavits from each
detailing the amounts paid. The pay to play “prohibition,” however, is but a
16

“Potemkin Village,” where the regulations permit the ACRC, upon “discovery” of a
“pay to play” scheme, to simply refund the CR’s unlawful payment, allegedly curing
the violation. 28 Pa. Code §* 1211.34 (prohibition); 1211.27(b)(4) (CR affidavit
requirement); 121 l.25(c)(3) (ACRC affidavit requirement); 1211.30(c) (ACRC
refund).6
47.

On information and belief, only two ACRCs used even a limited RFP

process to solicit potential CR candidates. The abandonment of normal RFP
processes by the universities and hospitals and reports such as that in Exhibit E
supports the inference, if not a conclusion, that pay for play is a reality.7
48.

On information and belief, many if not all the CR applicants had

agreements in principle with the medical school/teaching hospital that ultimately
chose them to be that ACRC’s CR as of late 2016 or early 2017, long before DOH
even reviewed or selected for Chapter 6 permits the 25 best grower/processors and
the 50 best dispensaries from many hundreds of applicants.
49.

The concern that DOH’s process fails to produce the best-qualified CRs

is not speculation. On information and belief, several ACRCs have already

6

Petitioner is not alone in its concerns about pay to play. See Philly.com (June
22, 2018) “He gave a $125K gift to Jefferson, expecting it would help get a
marijuana growing license. Was it pay-to-play?”, attached hereto as Exhibit E.

Of course, even if all the ACRCs had utilized an RFP process, that would not
cure the unlawful delegation problem with the Revised Chapter 20 Regulations.
DOH’s duty to select permittees is not something it may delegate.
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contracted with several would-be CRs that were unsuccessful in DOH’s highly
competitive application process for grower/processor and dispensary permits:
a.

Curaleaf, successor in interest to Palliatech, an unsuccessful
medical marijuana grower/processor permit applicant in DOH’s
Phase I that placed 105th out of 177 applications, has been
selected by Penn as that ACRC’s CR;s

b.

MLH Explorations, Inc., Jefferson’s chosen CR, applied for a
grower/processor permit in Phase II and was denied, placing

26th

out of 71 scored applications9;
c.

Columbia Care Pennsylvania LLC, UPMC’s chosen CR, applied
for a grower/processor permit in Phase I and was denied; and

d.

Elemental Health Group, LLC, Penn State’s chosen CR, applied
for a grower/processor permit in Phase I and likewise was
denied.

50.

Curaleaf (Palliatech)’s circumstances offer a window into the core

problem with DOH’s unlawful delegation to ACRCs and the “rubber stamp” effect

S

http://www2.philly.com/philly/business/cannabis/mari juana-company
curaleaf-valued-at-4-5-billion-on-monday-has-big-plans-with-penn-rned-t’or-kinol-prussia-palliatech-2018l030.htrnl. The court already expressed concern about
that choice in Levine I, Exhibit B at 40 n. 23.
MLH sought to intervene in Levine I based on its self-proclaimed status as a
“prospective” CR.
18

of allowing only a single CR applicant compete for that status. In a Canadian
Securities Exchange Listing Statement issued October 26, 2018, Curaleaf’s parent
company, Curaleaf Holdings. Inc., provided potential investors with a description of
its rosy Pennsylvania prospects, confidently explaining that “{t]hough it is not
currently licensed” in Pennsylvania, it “has partnered with an accredited medical
school” to obtain a clinical registrant license, that “[o]nly a private operator that has
entered into a research contract with certain in-state medical schools is eligible to
receive a clinical registrant license,” that licenses are expected to be issued in the
Fall of 2018, and that Curaleaf “anticipates that it will be operational in Pennsylvania
in Qi 2019.” Curaleaf Holdings, Inc. CSE Form 2A Listing Statement dated October
26, 2018 at 120, a copy of which is appended hereto as Exhibit F.
51.
—

Curaleaf’s investordisclosure is, unfortunately, appropriatelyconfident

there is every reason to believe that under the “no competition” CR paradigm DOH

has established that has no basis in the statute, DOH will award Curaleaf the
grower/processor permit it had no chance of winning on a competitive basis in Phase
I, the special dispensary permit that allows “up to six dispensaries (as opposed to
three under the regular licenses”), Id., and CR status, simply because Curaleaf has a
relationship with a prestigious medical school/hospital.
52.

The insertion of the ACRC into the CR approval process, the “pay to

play” concerns it raises that a CR applicant is able to secure DOH approval based on
19

kickbacks to the ACRC instead of the merit of its ability to operate a medical
marijuana grower/processor and dispensary dedicated to clinical research, and the
resulting unlawful delegation to a private entity of DON’s responsibility to issue
grower/processor and dispensary permits to the best candidates, are phenomena
created entirely by DOH’s Revised Chapter 20 Regulations, are not required by, and
indeed are inconsistent with the Act.
53.

DOH’s Revised Chapter 20 Regulations thus result in:
a.

A violation of Article 2, Section 1 of the Pennsylvania
Constitution;

b.

The inability of potential CRs other than the entity the ACRC
secretly anointed to even apply to DOH for CR status;

c.

The absence from the CR permit issuance process of any
semblance of the competitive process that characterized the
Phase I and II application processes for the 50 dispensary permits
and 25 grower/processor permits authorized under Chapter 6 of
the Act;

To the extent they are required by the Act, however, the Act likewise provides
for an unlawful delegation of government responsibility to a private entity.
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d.

The fact that ACRCs have already entered contractual
relationships with entities that applied for Chapter 6 permits in
Phases I and II and were denied;

e.

The likelihood that the most highly qualified grower/processor
and dispensary permit candidates will not be involved in Chapter
20 research, thereby frustrating the legislature’s desire to
promote “high quality research into the effectiveness and utility
of medical marijuana,” Section 102 (3)(iii); and,
DOR’s well-founded concern, as evidenced by its regulations
designed to uncover kickbacks paid to ACRCs by prospective
CRs and to prohibit them, that factors other than a prospective
CR’s merit will influence an ACRC’s choice of CR.

Chapter 20 research goals stymied
54.

DOH’s deviation from Chapter 20’s research goals in its Revised

Chapter 20 Regulations will bestow super-permits on CRs in exchange for what need
only be little or minimal contribution to much-needed research.
55.

To obtain CR status, the Revised Chapter 20 Regulations require that,

with respect to the essential objective of furthering research studies, a CR applicant
provide nothing more than a “description of the research projects the applicant and
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the certified ACRC intend to conduct.” 28 Pa. Code § 121 1.27(b)(7)(ii) (emphasis
added).
56.

To retain CR status, the Revised Chapter 20 Regulations require only

similar promises of intent with respect to the essential objective of furthering
research: DOH “will not renew an approval” if it determines that “none of the
dispensary locations” [i.e., not a single one of the 6 permitted] “are participating in
an approved research project,” and the CR “does not intend to commence any
additional approved research projects within the first six months following the
approval of its application for renewal.” 28 Pa. Code § 1211.31(c).
57.

Stated differently, the Revised Chapter 20 Regulations, require the CRs

to dedicate only 8 percent of their business efforts to research.

COUNT I: DECLARATORY JIffiGMENT
A. UNCONSTITUTIONAL DELEGATION
58.

Paragraphs 1—57 are incorporated herein by reference as if they were

fully set forth.
59.

DOH’s Revised Chapter 20 Regulations are unconstitutional insofar as

they delegate CR selection to private ACRCs, and the court should so declare.
60.

Chapter 20 of the Act requires only that a CR have a research contract

with an ACRC and that said research contract is made only after DOH approves the
ACRC. 35 P.S. § 10231.2001-2001.1(a).
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61.

The Revised Chapter 20 Regulations require, however, that even

though the ACRC is not permitted to have a contract with the CR it intends to
contract with until after the ACRC is approved by DOH, the ACRC must identify in
its application the CR candidate with which it intends to contract. 28 Pa. Code

§

1211.25 (c)(3).
62.

The Revised Chapter 20 Regulations also require that as a condition of

a CR’s application to DOR, the CR applicant already have a contract with an ACRC,
28 Pa. Code
63.

§ 1211.27 (b)(2) and (7).
The insertion of the ACRC into the CR approval process, the

sequencing and timing of application requirements that preordain the selection of
CRs by ACRCs and exclude all others, including grower/processors and dispensaries
that DOH already deemed qualified in a highly competitive Chapter 6 permit
application process, and the resulting “pay to play” concern that a CR applicant is
able to secure DOH approval based on kickbacks to the ACRC instead of the merit
of its ability to operate a medical marijuana grower/processor and dispensary
dedicated to clinical research, all are phenomena created entirely by DOH’s Revised
Chapter 20 Regulations, are inconsistent with the Act, and result in the abdication
by DOH of its responsibility to create a process in which CR status and the
grower/processor and dispensary permits that go with it is conferred on only the most
qualified candidates.
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64.

The Revised Chapter 20 Regulations therefore unconstitutionally

delegate to a private party, the ACRC, the crucial governmental function of choosing
medical marijuana organization grower/processor and dispensary permittees, in
violation of Article 2, Section 1 of the Pennsylvania Constitution.
65.

The

Revised Chapter 20 Regulations

suffer from the

same

Constitutional infirmity found by this court in Levine L
B.

INCONSISTENCY WITH CHAPTER 20’S RESEARCH GOALS
66.

The Revised Chapter 20 Regulations are inconsistent with the Act and

thus violate the intent of the General Assembly where, rather than requiring the CR
to engage in a robust research program as required by the Act, they allow for only a
minimal commitment to research.
67.

The Revised Chapter 20 Regulations suffer from the same failure to

track the Act’s intent to promote robust research found by this court in Levine L

COUNT II: PRELIMINARY INJUNCTION
68.

Paragraphs 1-67 are incorporated herein by reference as if fully set

69.

Petitioner is entitled to a preliminary injunction to enjoin enforcement

forth.

of DOH’s Revised Chapter 20 Regulations pending final resolution by this court that
the Revised Chapter 20 Regulations are unconstitutional; Petitioner has established
a likelihood of succeeding on the merits of its claim that the Regulations are invalid,
24

its members will suffer immediate and irreparable harm if the ACRC/CR scheme
established in the Regulations moves forward pending resolution of this action, and
that the balancing of harms and the public interest weigh in Petitioner’s favor.
70.

Petitioner will file a separate application for preliminary injunctive

relief that addresses these criteria in detail.
COUNT III: PERMANENT INJUNCTION
71.

Paragraphs 1-70 are incorporated herein by reference as if fully set

72.

To establish a claim for a permanent injunction, Petitioner must

forth.

establish a clear right to relief and that an injunction is necessary to prevent a legal
wrong for which there is no adequate redress at law. Arsenal Coal Co. v. Dep ‘t of
Em’. Res., 477 A.2d 1333 (1984).

73.

Petitioner has a clear right to relief in that: (a) DOH’s Revised Chapter

20 Regulations unconstitutionally delegate to a private party, the ACRC, the crucial
governmental

function

of

choosing

medical

marijuana

organization

grower/processor and dispensary permittees, in violation of Article 2, Section 1 of
the Pennsylvania Constitution; and (b) DOH’s Revised Chapter 20 Regulations that
purport to implement Chapter 20 of the Medical Marijuana Act as amended by Act
43 are inconsistent with the Act because the Act requires DOH to implement a
program that promotes “high quality research.” 35 P.S
25

§ 10231.l02(3)(iii), but

DOH’s Revised Chapter 20 Regulations require only a minimal commitment to
research by the CR.
74.

Petitioner and its members have no adequate remedy at law because if

the Regulations are permitted to go into effect, their only opportunity to challenge
their pervasive, unlawful and unconstitutional impact on Petitioner’s members will
be through appeals of individual DOH-issued CR permits on a CR-by-CR basis; as
that process unfolds, Petitioner’s members will have missed the opportunity to be
approved as a CR.
WHEREFORE, Petitioner respectfully requests that the court:
(a)

As to Count I, declare that DOH’s Revised Chapter 20 Regulations as
they relate to CRs, and in particular 28 Pa. Code § 1211.27, 1211.28,

-

1211.30, 1211.31, 1211. 32, and 1211.34:

1.

Are unconstitutional because they delegate power to private
ACRCs to select CRs, in violation of Article 2, Section 1 of the
Pennsylvania Constitution;

2.

Are unlawful because they fail to track the General Assembly’s
intent in Chapter 20 to require CRs to engage in a robust research
program with ACRCs.

(b)

As to Count II, preliminarily enjoin enforcement of the Revised Chapter

20 Regulations as they relate to CRs; and
26

(c)

As to Count III, permanently enjoin enforcement of the Revised

Chapter 20 Regulations as they relate to CRs.
Respectfully

tted,

Kevin J. MoEeomSLD. No.30428
Judith D. Cassel I.D. No. 209393
Dennis A. Whitaker, I.D. No. 53975
Micah R. Bucy, 1.D. No. 320196
Hawke McKeon & Sniscak, LLP
100 North Tenth Street
Harrisburg, PA 17101
Telephone: 717-236-1300
Facsimile: 717-236-4841
kjmckeon @hmslegal.com
jdcassel @ hms1eal .com
mrbucy@hmslegal.com
Counsel for Petitioner
DATED: November 27, 2018

27

CERTIFICATE OF COMPLIANCE WITH PUBLIC ACCESS POLICY
I certify that this filing complies with the provisions of the Public Access
Policy of the Unified Judicial System of Pennsylvania: Case Records of the
Appellate and Trial Courts that require filing confidential information and
documents differently than non-confidential information and documents.
Respectfully submitted,

Kevin J. MgeoI4. ID. No. 30428
Judith D. Cassel I.D. No. 209393
Dennis A. Whitaker, I.D. No. 53975
Micah R. Bucy, I.D. No. 320196
Hawke McKeon & Sniscak, LLP
100 North Tenth Street
Harrisburg, PA 17101
Telephone: 717-236-1300
Facsimile: 717-2364841
kjnwkeon@hrnsle1a1.com
idcasscl @hmslegal.com
dawhital’er@ hms1eal.com
rnrbucv@ hmsleqal .com
Counsel for Petitioner
DATED: November 27, 2018
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RULES AND REGULATIONS
Title 28—HEALTH AND SAFETY
DEPARTMENT OF HEALTH
[28 PA. CODE CH. 12111
Medical Marijuana; Clinical Registrants and Academic Clinical Research
Centers; Temporary Regulations
148 Pa.B. 5027]
ISaturday, August 18, 20181
The Department of Health (Department) is publishing temporary regulations in Chapter 1211
(relating to clinical registrants and academic clinical research centers—temporary regulations) to
read as set forth in Annex A. The temporary regulations are published under the Medical Marijuana
Act (act) (35 P.S. § 10231.101—10231.2110), as amended by the act of June 22, 2018 (P.L. 322,
No. 43). Section 2004 of the act (35 P.S. § 1023 1.2004) specifically allows the Department to
promulgate temporary regulations relating solely to sections 2000—2004 of the act (35 P.S. §
10231.2000—10231.2004), regarding academic clinical research centers and clinical registrants,
that are not subject to sections 201—205 of the act of July 31, 1968 (RL. 769, No. 240) (45 RS. §
1201—1205), known as the Commonwealth Documents Law, the Regulatory Review Act (71 RS.
§ 745.1—745.14) and sections 204(b) and 301(10) of the Commonwealth Attorneys Act (71 RS.
§ 732-204(b) and 732-301(10)).
Chapter 1211 pertains to clinical registrants and academic clinical research centers in this
Commonwealth who wish to participate in the Medical Marijuana Program. The temporary
regulations for clinical registrants and academic clinical research centers will expire on March 18,
2020.
Interested persons are invited to submit written comments, suggestions or objections regarding
the temporary regulations to John J. Collins, Office of Medical Marijuana, Department of Health,
Room 628, Health and Welfare Building, 625 Forster Street, Harrisburg, PA 17120, (717) 547-3047,
RA-DHMedMarijuanapa.gov. Persons with a disability who wish to submit comments,
suggestions or objections regarding the temporary regulations or who require an alternative format
of the temporary regulations (for example, large print, audiotape or Braille) may do so by using the
previous contact information. Speech and/or hearing impaired persons may call the Pennsylvania
AT&T Relay Service at (800) 654-5984 (TDD users) or (800) 654-5988 (voice users).
RACHEL L. LEVINE, MD,
Secretary
(Editor’s Note: Title 28 of the Pennsylvania Code is amended by adding temporary regulations in
§ 1211.21—1211.37 to read as set forth in Annex A.)
hltps://.pabulletin.com/secure/data/vol48/48-33/1264,html
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Fiscal Note: 10-217. No fiscal impact; (8) recommends adoption.

Annex A
TITLE 28. HEALTH AND SAFETY
PART IX. MEDICAL MARIJUANA
CHAPTER 1211. CLINICAL REGISTRANTS AND ACADEMIC CLINICAL
RESEARCH CENTERS—TEMPORARY REGULATIONS
Sec.
1211 .21.
1211.22.
121 L23.
121 1.24.
1211.25.
1211.26.
1211.27.
1211.28.
1211.29.
1211.30.
1211.31.
1211.32.
1211.33.
1211 .34.
1211.35.
1211.36.
1211.37.

§

Definitions.
Clinical registrants generally.
Limitation on permits.
Capital requirements.
Certifying ACRCs.
Revocation of a certification of an ACRC.
Application for approval of a clinical registrant.
Request for conversion of an existing permit.
Practices and procedures of research programs, projects or studies.
Approval or denial of an application for approval of a clinical registrant.
Renewal of approval ofa clinical registrant.
Revocation of approval ofa clinical registrant.
Dispensing and tracking medical marijuana products.
Prohibition.
Reporting requirements.
Sale or exchange.
Appeals.

1211.21. Definitions.

The following words and terms, when used in this chapter, have the following meanings, unless
the context clearly indicates otherwise:

ACRC’—An accredited medical school in this Commonwealth that operates or partners with an
acute care hospital licensed and operating in this Commonwealth.
Accredited nwdical school—An institution that is:
(i) Located in this Commonwealth.
(ii) Accredited by the Liaison Committee of Medical Education or the Commission on
Osteopathic College Accreditation.

Acute care hospital—A facility having an organized medical staff that provides equipment and
services primarily for inpatient medical care and other related services to persons who require
definitive diagnosis or treatment, or both, for injury, illness, pregnancy or other disability and is
https:/1.pabuIIelin.com/secure/data/vol48/48-33/1264.hIml

2/12

10/4/2018

PA Bulletin, Dcc. Nc. 18-1264>

licensed by the Department to operate as a hospital in this Commonwealth under the Health Care
Facilities Act (35 P.S. § 448.10 1—448.904b) and the regulations promulgated thereunder.
Applicant—A person who submits an application to the Department to become an approved
clinical registrant.
Approved clinical registrant—An entity that applied for and received the approval of the
Department to do all of the following:
(i) Hold a permit as both a grower/processor and a dispensary.
(ii) Enter into a research contract with a certified ACRC.
Cert(fiedACR C—An ACRC that has applied for and has been certified by the Department to
enter into a research contract with an approved clinical registrant.
IRB—Institutional review board—A board, committee, RAC or group designated by a certified
ACRC that reviews and approves the anticipated scope of an approved clinical registrant’s research
study involving human subjects under the criteria in 45 CFR 46.111 (relating to criteria for IRB
approval of research) and 21 CFR 56.111 (relating to criteria for IRB approval of research).
Insti/u/ion of higher education—A community college, State-owned institution, State-related
institution, or private college or university approved by the Department of Education.
RAC’—Research approval committee—A board, committee or group created or designated by a
certified ACRC to review and approve the scope and research protocols of a research program
proposed by an approved clinical registrant.
Research—Any systematic investigation, including research development, testing and evaluation,
designed to develop or contribute to generalizable knowledge.
Research contract—A written agreement between an approved clinical registrant and a certified
ACRC that contains the responsibilities and duties of each party with respect to the research
program or research study that the approved clinical registrant and the certified ACRC intend to
conduct under this chapter and under which the certified ACRC will provide medical advice to the
approved clinical registrant regarding, among other areas, patient health and safety, medical
applications, and dispensing and management of controlled substances.
Research program—Research on the therapeutic or palliative efficacy of medical marijuana
limited to the serious medical conditions defined by the act and this part.
Research project or study—Any other research on medical marijuana or its effectiveness in
treating a medical or psychological condition.
Research protocol—A written procedure for conducting a research program or research study that
includes all of the following information:
(i) With respect to the investigator:
(A) Name and address.
(B) Institutional affiliation.
(C) Qualifications, including a curriculum vitae and list of publications, if any.
(ii) With respect to the research program or research study:
https:llv.pabulleIin.ccm/secureJdata/vcl48/48-33/1264.html

3/12

1014/2018

PA Bulletin, Dcc. No.18-1264>

(A) Title of the research program or research study.
(B) Statement of the purpose.
(C) Type of medical marijuana product involved and the amount needed.
(D) Description of the research to be conducted, including the number and type of medical
marijuana product, the dosage, the route and method of administration, and the duration of the
research program or research study.
(E) The locations of the dispensaries that will be participating in the research program or
research study.

§

1211.22. Clinical registrants generally.

(a) The qualifications that a clinical registrant shall meet to be approved by the Department are
continuing qualifications.
(b) An applicant that has already been issued a grower/processor permit or a dispensary permit
by the Department under sections 601—616 of the act (35 RS. § 10231.601—10231.616) who
wishes to become an approved clinical registrant shall:
(I) Submit a request to the Department under § 1211.28 (relating to request for conversion of an
existing permit) with the application for approval ofa clinical registrant.
(2) Not be required to apply for, or be eligible to receive, an additional grower/processor permit
or dispensary permit under the act, this chapter, Chapter 1141, Chapter 1151 or Chapter 1161, as
applicable.
(c) The Department will not approve more than eight clinical registrants.
(d) An approved clinical registrant may not dispense or offer to dispense, as a clinical registrant,
any medical marijuana products at the clinical registrant dispensary location until:
(1) The Department has determined that an approved clinical registrant is ready, willing and able
to operate as a grower/processor and a dispensary.
(2) The approved clinical registrant demonstrates to the satisfaction of the Department that it will
be able to begin an approved research program or research study within 6 months following the date
the Department determines the approved clinical registrant’s dispensary to be operational.
(e) An approved clinical registrant may dispense medical marijuana products to a patient or
caregiver who presents a valid identification card to an employee who is authorized to dispense
medical marijuana products at a dispensary location operated by an approved clinical registrant
under this chapter regardless of whether the patient is a participant in a research study.

§

1211.23. Limitation on permits.

(a) An approved clinical registrant may not hold more than one grower/processor permit and one
dispensary permit.
(b) A dispensary permit held by an approved clinical registrant for use under this chapter may be
used to dispense medical marijuana products at no more than six separate locations as approved by
the Department, each of which shall be dispensing medical marijuana for the purpose of conducting
research.
https:flvm,pabulletin.ccm1secure/data/voI48/48-33/1 264.html
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(c) An approved clinical registrant may not locate more than three of its approved dispensaries in
the same medical marijuana region or in the same county.

§

1211.24. Capital requirements.

An applicant shall provide all of the following information with its application under
(relating to application for approval of a clinical registrant):

§ 1211.27

(1) An affidavit, on a form prescribed by the Department, stating that the applicant has at least
$15 million in capital, which must include evidence that the applicant meets the capital
requirements ofa medical marijuana organization under § 1141.30 (relating to capital
requirements).
(2) A release sufficient to obtain information from a state governmental agency, financial
institutions, an employer or any other person to verify the requirements of paragraph (I). Failure to
provide a release will result in the rejection of the application for approval of a clinical registrant.

§

1211.25. Certifying ACRCs.

(a) The qualifications that an ACRC shall meet to be approved by the Department are continuing
qualifications.
(b) An accredited medical school may file an application with the Department to be approved as
a certified ACRC using a form prescribed by the Department. The Department will publish a notice
in the Pennsylvania Bulletin announcing the availability of the application and the time period
during which the Department will accept applications.
(c) An application submitted under subsection (b) must include all of the following information:
(I) The legal name, address and telephone number of the accredited medical school and the
name, telephone number and professional e-mail address ofan individual at the accredited medical
school who will be the primary contact for the Department during the Department’s review of the
application.
(2) The legal name, address and telephone number of the acute care hospital that is operated by
or partnered with the accredited medical school and the name, telephone number and professional e
mail address of an individual at the accredited medical school who will be the primary contact for
the Department during the Department’s review of the application.
(3) An affidavit, on a form prescribed by the Department, disclosing any payments to the
accredited medical school or any of its affiliates made by a person with whom the accredited
medical school intends to enter into a research contract for purposes of operating as an approved
clinical registrant or by any principal or financial backer of the person, up to and including the date
of the submission of the application. The affidavit must include the amount and purpose of each
payment made.
(4) A statement that the accredited medical school is currently accredited by the Liaison
Committee of Medical Education or the Commission on Osteopathic College Accreditation.
(5) A statement that the acute care hospital designated by the accredited medical school under
paragraph (2) holds a valid license from the Department.
(6) The State and Federal tax identification numbers of the accredited medical school.

https://.pabuIIetin.com/securefdata/vcI48/48-33/1264.htmI
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(7) A statement that a false statement made by the accredited medical school submitting the
application is punishable under the applicable provisions of 18 Pa.C.S. Chapter 49 (relating to
falsification and intimidation).
(8) Any other information deemed necessary by the Department.
(d) The Department will publish a list containing the name and address of each certified ACRC
on its publicly-accessible web site and in the Pennsylvania Bulletin.

§

1211.26. Revocation of a certification of an ACRC.

(a) The certification of an ACRC will be revoked by the Department upon the occurrence of any
of the following:
(1) The ACRC is no longer accredited by the Liaison Committee of Medical Education or the
Commission on Osteopathic College Accreditation, as applicable.
(2) The ACRC no longer operates or is partnered with the acute care hospital listed in its
application for certification.
(3) The ACRC is no longer located in this Commonwealth.
(b) lfthe Department intends to revoke the certification of an ACRC under this section, the
Department will provide written notice of its intention to the ACRC. Upon receipt of a notice under
this subsection, the ACRC shall have 90 days from the date of the notice to provide the Department
with evidence satisfactory to the Department that it has received reaccreditation by the Liaison
Committee of Medical Education or the Commission on Osteopathic College Accreditation, as
applicable, that it operates or is partnered with another acute care hospital or that it has relocated
within this Commonwealth. If the ACRC does not comply with this subsection within 90 days from
the date of the notice, the Department may revoke the certification of the ACRC.

§

1211.27. Application for approval of a clinical registrant.

(a) An applicant shall file an application for approval of a clinical registrant with the Department
on a form prescribed by the Department. The Department will publish a notice in the Pennsylvania
Bulletin announcing the availability of applications and the time period during which the
Department will accept applications.
(b) An application for approval of a clinical registrant submitted under this section must include
all of the following information:
(I) The legal name, address and telephone number of the applicant and the name, telephone
number and professional e-mail address of an individual who will be the primary contact for the
Department during the Department’s review of the application.
(2) The name of the certified ACRC under § 1211.25 (relating to certifying ACRCs).
(3) The applicant’s State and Federal tax identification numbers.
(4) An affidavit, on a form prescribed by the Department, disclosing any payments made by the
applicant, a principal or financial backer of the applicant to a certified ACRC or any affiliates of a
certified ACRC, up to and including the date of the submission of the application. The affidavit
must include the amount and purpose of each payment made.
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(5) The name of an institution of higher education, if any, that will be participating in an
approved research program or research study.
(6) An affidavit and release under § 1211.24 (relating to capital requirements).
(7) Evidence that the applicant is responsible and capable of successfully operating as an
approved clinical registrant, including all of the following:
(i) A copy of the research contract between the applicant and the certified ACRC.
(ii) A description of the research program or research study the applicant and the certified ACRC
intend to conduct.
(iii) A statement that the applicant may not engage in the business of selling. dispensing or
offering to dispense medical marijuana products at an applicants dispensary as a clinical registrant
until the clinical registrant dispensary is ready, willing and able to dispense medical marijuana
products.
(8) Except as provided in § 1211.28 (relating to request for conversion ofan existing permit), an
application for a grower/processor permit under Chapters 1141 and 1151 (relating to general
provisions—temporary regulations; and growers/processors—temporary regulations).
(9) Except as provided in § 1211.28, an application for a dispensary’ permit under Chapter 1141
and Chapter 1161 (relating to dispensaries—temporary regulations).
(10) A statement that a false statement made by the applicant is punishable under the applicable
provisions of 18 Pa.C.S. Chapter 49 (relating to falsification and intimidation).
(II) Any other information deemed necessary’ by the Department.
(c) An applicant may only include one certified ACRC in its application for approval of a clinical
registrant.
(d) The following documents provided to the Department under this chapter are confidential and
not subject to disclosure under the Right-to-Know Law (65 PS. § 67.101—67.3104):
(I) A research contract.
(2) A description of a research program or research study.
(3) A certified ACRCs intellectual property.
(4) An approved clinical registrants intellectual property.

§

1211.28. Request for conversion of an existing permit.

(a) An applicant holding a grower/processor permit or a dispensary permit, or both, under
sections 601—616 of the act (35 P.S. § 10231.601—10231.616). shall submit a request for
conversion of an existing permit under this section on a form prescribed by the Department when
submitting an application for approval ofa clinical registrant under § 1211.27 (relating to
application for approval of a clinical registrant).
(b) Upon approval ofa clinical registrant under subsection (a), the clinical registrant shall
surrender its grower/processor permit or dispensary permit, or both, previously issued under
sections 601—6 16 of the act.
https:1/rnpabulletin.conVsecure/dataNcI48/48-33/1264.html
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(c) A grower/processor permit or dispensary permit, or both, surrendered under subsection (b)
will increase the number of grower/processor permits or dispensary permits, as applicable, available
to other persons applying for permits under sections 601—616 of the act, Chapter 1141 (relating to
general provisions—temporary regulations) and Chapter 1151 or Chapter 1161 (relating to
growers/processors—temporary regulations; and dispensaries—temporary regulations), as
applicable.
(d) An applicant may include additional dispensary locations in its request for conversion of an
existing permit or may request additional dispensary locations at a later date under § 1161.40
(relating to application for additional dispensary locations).

§

1211.29. Practices and procedures of research programs, projects or studies.

(a) Medical marijuana dispensed as part of a research program shall be dispensed only in a form
permitted by the act or this part and only from a dispensary to a patient or to a caregiver.
(b) Marijuana dispensed under a research project or study may be dispensed, in any form deemed
medically safe by an IRB, from a clinical registrant dispensary directly to an ACRC.
(c) A RAC or IRB shall adopt research procedures and shall review and approve each research
program in accordance with the RAC or IRB established practices and procedures.
(d) An IRB shall review each proposed research project or study in accordance with the IRB’s
practices, procedures and protocols.
(e) A RAC or IRB shall, at a minimum, ensure that each research program, project or study
addresses all of the following:
(1) Protecting the rights and welfare of patients involved in research programs conducted under
this chapter.
(2) Minimizing the risk to patients by using procedures that are consistent with sound research
design and that do not unnecessarily expose patients to risk being performed on subjects for
diagnosis or treatment purposes.
(3) Determining that the risks to patients involved in research programs are reasonable in relation
to the anticipated benefits (if any) to the patients, and the importance of the knowledge that may be
expected to result from the research program.
(4) Guaranteeing that informed consent will be sought from each prospective patient or the
patient’s legally authorized representative and is properly documented.
(5) Protecting the privacy of every patient.

§

1211.30. Approval or denial of an application for approval of a clinical
registrant.

(a) An applicant shall be an approved clinical registrant upon the Department’s approval of an
application under § 1211.27 (relating to application for approval ofa clinical registrant).
(b) The Department may deny the application for approval of a clinical registrant if the payments
disclosed in the affidavit submitted under § 1211 .27(b)(4) violate the prohibition in § 1211.34
(relating to prohibition).
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(c) Before the Department denies an application for approval of a clinical registrant under
subsection (b), the Department will provide the applicant with written notice specifying the
violation. The applicant may submit to the Department, within 10 days following receipt of the
Department’s written notice, a supplemental affidavit indicating that the certified ACRC or its
affiliate has refunded to the applicant or a principal or financial backer of the applicant that portion
of payments in violation of § 1211.34. Upon receipt of the supplemental affidavit, the Department
may approve the application for approval ofa clinical registrant. If the applicant fails to provide a
supplemental affidavit within 10 days of the Department’s written notice, the Department will deny
the application for approval of a clinical registrant.
(d) An approved clinical registrant shall have the same rights and obligations as a medical
marijuana organization that holds a grower/processor permit or a dispensary permit under sections
60l—6l6oftheact(35P.S. 10231.601—10231.616)andChaptersll4l,llSlandll6l
(relating to general provisions—temporary regulations; growers/processors—temporary regulations;
and dispensaries—temporary regulations), as applicable, subject to any modifications or limitations
in sections200l—2003 oftheact(35 P.S. § 10231.2001—10231.2003)andthischapter.
(e) A grower/processor permit and a dispensary’ permit issued to an approved clinical registrant
will expire upon the nonrenewal, revocation or suspension by the Department of the approved
clinical registrant’s approval.

§

1211.31. Renewal of approval of a clinical registrant.

(a) The term ofan approval ofa clinical registrant will coincide with the term of the clinical
registrant’s grower/processor permit and dispensary’ permit.
(b) An approved clinical registrant shall renew its approval as part of the renewal for a
grower/processor permit and a dispensary permit under § 1141.36 (relating to permit renewal
applications). The renewal application must be on a form prescribed by the Department and include
all of the following:
(I) A copy of the research contract.
(2) A list of the approved research programs or research studies that are continuing or. if any of
them are concluded, the dates they were concluded.
(3) A report of the current status of active research programs or research studies being conducted
under the research contract, including preliminary findings, if applicable, and any expectations and
projections the approved clinical registrant and the certified ACRC have for future research
programs or research studies over the course of the 2 years following the date of submission of the
report.
(4) A description of proposed research programs or research studies covered by the research
contract that the approved clinical registrant intends to conduct within the next year following
submission of the renewal application including evidence of RB approval for each research
program or research study.
(5) A statement that a false statement made by the approved clinical registrant or the certified
ACRC is punishable under the applicable provisions of 18 Pa.C.S. Chapter 49 (relating to
falsification and intimidation).
(6) Any other information deemed necessary by the Department.
(c) The Department will not renew an approval for a clinical registrant under this section if the
Department determines that none of the dispensary locations under the dispensary permit held by
https:llv.pabulletin.com/secur&data/voI48/48-33I1264.hlmI
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the approved clinical registrant are participating in an approved research program or research study
and the approved clinical registrant does not intend to begin any additional approved research
programs or research studies within the first 6 months following the approval of its application for
renewal.

§

1211.32. Revocation of approval of a clinical registrant.

(a) The approval of a clinical registrant will be revoked immediately by the Department upon the
occurrence of any of the following:
(1) The Department revokes, suspends or does not renew the grower/processor permit or
dispensary permit held by the approved clinical registrant.
(2) Subject to subsection (b), the Department revokes the certification of the ACRC listed in the
clinical registrant’s application under § 1211.27 (relating to application for approval of a clinical
registrant).
(3) The research contract between the approved clinical registrant and the certified ACRC
expires without being renewed or is terminated by either party.
(b) If the Department intends to revoke the certification of the ACRC under subsection (a)(2), the
Department will provide written notice of its intention to the approved clinical registrant. Upon
receipt of a notice under this subsection, the approved clinical registrant shall have 90 days from the
date of the notice to contract with another certified ACRC that is not already a party to a research
contract with another approved clinical registrant and to provide the Department with all relevant
information relating to the certified ACRC. If the approved clinical registrant does not comply with
this subsection within 90 days from the date of the notice, the Department may revoke the clinical
registrant’s approval.

§

1211.33. Dispensing and tracking medical marijuana products.

In addition to the information to be entered in the electronic tracking system under § 1161.39
(relating to electronic tracking system) with respect to medical marijuana products dispensed to all
patients and caregivers, the dispensary of an approved clinical registrant shall enter information into
the electronic tracking system as required by the Department that identifies patients that are enrolled
in an approved research program or research study.

§

1211.34. Prohibition.

Except for reasonable remuneration specifically in a research contract for the services to be
performed or costs to be incurred by a certified ACRC, a certified ACRC may not solicit or accept
anything of value from an approved clinical registrant or a principal or financial backer of an
approved clinical registrant. Reasonable remuneration may include up-front deposits or other
payments to a certified ACRC under a research contract to defray start-up and ongoing costs of the
certified ACRC in connection with the establishment of the contractual relationship in the research
contract. This section does not apply to charitable contributions that are part of a history of giving to
a certified ACRC established I year or more prior to the effective date of the act.

§

1211.35. Reporting requirements.

(a) Except as provided in subsection (b), an approved clinical registrant shall provide a written
report of the findings of its research program or research study to the Department within 365 days of
the completion of an approved research program or research study.
https:1/.pabuIIetin.com/secure1data/voI48/48-33/1 264.html
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(b) In the event the approved clinical registrant or its certified ACRC intends to submit a
manuscript of the results of an approved research program or research study to a peer-reviewed
medical journal for publication, the written report required under subsection (a) shall be provided to
the Department within 30 days following publication.
(c) The Department may post the findings received under this section on its publicly-accessible
web site and share them with other approved clinical registrants. certified ACRCs or any other
person it determines would benefit from the findings.

§

1211.36. Sale or exchange.

(a) The grower/processor of an approved clinical registrant may sell or exchange the following
items to another grower/processor:
(1) Seeds.
(2) Immature medical marijuana plants.
(3) Medical marijuana plants.
(4) Medical marijuana products.
(b) The grower/processor of an approved clinical registrant may only sell its medical marijuana
products to either its own approved dispensaries or any other approved dispensaries of an approved
clinical registrant.
(c) Notwithstanding subsection (b), an approved clinical registrant may petition the Department,
on a form prescribed by the Department, to sell its medical marijuana products to a dispensary
holding a permit undersections 601—616 ofthe act (35 P.S. § 10231.601—10231.616).
(d) A petition filed under subsection (c) must include either the report or manuscript required
under § 1211.35 (relating to reporting requirements). Wa clinical registrant fails to provide the
report or manuscript required under § 1211.35, the petition will be denied.

§

1211.37. Appeals.

ChapterS of 2 Pa.C.S. (relating to practice and procedure) applies to actions of the Department
under this chapter constituting an adjudication as defined in 2 Pa.C.S. § 101 (relating to
definitions).
IPa.B. Doc. No. 18-1264. Filed for public inspection August 17, 2018, 9:00 a.m.l

No part of the information on this site may be reproduced for profit or sold for profit.
This material has been drawn directly from the official Pennsylvania Bulletin full text database. Due
to the limitations of HTML or differences in display capabilities of different browsers, this version
may differ slightly from the official printed version.
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EXHIBIT B

IN THE COMMONWEALTH COURT OF PENNSYLVANIA
AES Compassionate Care, LLC,
BAY, LLC, Chamounix Ventures, LLC,:
Cresco Yehrah, LLC,
GTI Pennsylvania, LLC, GuadCo, LLC,:
hera Healthcare, LLC, Keystone Center
of Integrative Weliness, LLC,
Pennsylvania Medical Solutions, LLC,
Standard Farms, LLC, and
The Healing Center, LLC,
Petitioners
No. 233 M.D. 2018
v.
Heard: May 2, 2018
Rachel L. Levine, MD, Acting
Secretary, Pennsylvania
Department of Health,
Respondent
BEFORE:

—

—

HONORABLE PATRICIA A. McCULLOUGH, Judge

OPINION NOT REPORTED
MEMORANDUM OPINION
BY JUDGE McCULLOUGH

FILED: May 22, 2018

Before this Court is a request for a preliminary injunction regarding the
regulations enacted pursuant to the Medical Marijuana Act (Act)’ to the extent they
might unlawfiully permit the commercial sale of medical marijuana in contravention of
the Act. Specifically, an application for preliminary injunction was filed by ABS
Compassionate Care, LLC, BAY, LLC, Chamounix Ventures, LLC, Cresco Yeltrab,
LLC, GTI Pennsylvania, LLC, GuadCo, LLC, lien Healthcare, LLC, Keystone Center
‘Act ofApril 17, 2016, P.L. 84,35 P.S. §10231.101-J0231.21 10.

of Integrative Weilness, LLC, Pennsylvania Medical Solutions, LLC, Standard Farms,
LLC, and The Healing Center, LLC (collectively, Petitioners) for special relief in the
nature of a preliminary injunction, seeking to enjoin Rachel L. Levine, MD, Acting
Secretary of Health, from applying the March 17, 2018 temporary regulations
(Regulations), 28 Pa. Code §l2l0.2l-121O.37, relating to implementation of the
academic research provisions of Chapter 20 of the Act, 35 P.S. §1023l.2O011023 1.2003
The Medical Marijuana Act and the Chapter 20 Regulations
The Act, which took effect on May 17, 2016, establishes a framework for
the legalization of medical marijuana in the Commonwealth for certain medical
conditions. The expressed legislative intent of the Act is to
(i) Provide a program of access to medical marijuana which
balances the need of patients to have access to the latest
treatments with the need to promote patient safety.
(ii) Provide a safe and effective method of delivery of
medical marijuana to patients.
(iii) Promote high quality research into the effectiveness
and utility of medical marijuana.
35 P.S. §10231.102 (emphasis added).
The Act identified the Pennsylvania Department of Health (Department)
as the Commonwealth agency responsible for administering the Act and authorized the
Department to promulgate regulations, including temporary regulations to carry out the
same. 35 P.S.

§ 10231.301,

1023.1107. lii accord with this authority, the Department

promulgated the Regulations at issue here, which were published on March 17, 2018,
and made immediately effective.

2

A. Chapter 6 of/he Act
Under section 603(d) of the Act, the Department established six medical
marijuana regions. 35 P.S. §10231.603(d).2 Chapter 6 of the Act set forth two types
of entities authorized to receive a permit to operate as a medical marijuana organization
and grow, process, or dispense marijuana: grower/processors and dispensaries. 35 P.S.

§ 1023 i.ooi.

2

Section 616 of the Act set forth limitations on the number of permits the

This section states:
The [Djeparlment shall establish a miniimim of three regions within
tins Commonwealth for the purpose of granting permits to
grower/processors and dispensaries and enforcingihitjAjct_.Tha,
[Diepartmcnt shall approve permits for grower/processors and
dispensaries in a manner which will provide an adequate amount of
medical marijuana to patients and caregivers in all areas of this
Commonwealth. The [D]epartment shall consider the following when
issuing a permit:
(1) Regional population.
(2) The number of patients suffering from serious
medical conditions.
(3) The types of serious medical conditions.
(4) Access to public transportation.
(5) Any other factor the [D]epartment deems relevant.

35 P.s. §10231.603(d).

This section states:

3

Department could initially issue. Specifically, the Department was authorized to issue
up to 25 growerlprocessor permits and 50 dispensary permits, the recipients of which
would be limited to dispensing at a maximum of three separate locations. 35 P.s.

§ 10231.616

(emphasis added).4 Further, section 616 provided, “No more than five

The following entitics shall be authorized to receive a permit to operate
as a medical marijuana organization to grow, process or dispense
medical marijuana:

(1) Grower/processors.
(2) Dispensaries.
35 P.S. §10231.601.
‘

This section states:
The following limitations apply to approval
grower/processors and dispensaries;

of

permits for

(1) The [Djepaffinent may not initially issue permits
more than 25 growers/processors.

to

(2) The [D]cpartment may not initially issue permits to
more than 50 dispensaries. Each dispensary may provide
medical marijuana at no more than three separate
locations,
(3) The [Djepartment may not issue more than five
individual dispensary permits to one person.
(4) The [Djepartment may not issue more than
individual grower/processor permit to one person.

one

(5) No more than five grower/processors may be issued
permits as dispensaries. If the number of
growers/processors is increased under section 12O2 no

4

grower/processors may be issued permits as dispensaries.” Id. These five entities are
referred to as “vertically integrated” entities. See 35 P.S. §1O231.19Ol.
In January 2017, the Department announced it would issue permits in
phases. In Phase I, it would issue up to 12 grower/processor permits, with no more
than 2 permits in each of the 6 medical marijuana regions, and up to 27 dispensary

permits distributed throughout the 6 regions, apparently in accordance with population
concentration. Department of Health, Office of Medical Marijuana Bulletin No. 1721, at 73 (Issued Jan. 7, 2017).
From February 20, 2017, through March 20, 2017, the Department
accepted applications for medical marijuana grower/processor permits andlor
dispensary permits.

The Department received 457 applications:

177 for

growers/processors and 280 for dispensaries. On June 20,2017, the Department issued
12 grower/processor permits and, on June 29, 2017, the Department issued 27
dispensary permits.
more than 20% of the total number of growers/processors
may also be issued permits as dispensaries.
(6) A dispensary may only obtain medical marijuana from
a grower/processor holding a valid permit under this
[A]ct.
(7) A grower/processor may only provide medical
marijuana to a dispensary holding a valid permit under
this [Ajet.
35 P.S. §10231.616.
Section 1141.21 of the Regulations defines “Health care medical marijuana organization” as
a “vertically integrated health system approved by the Department to dispense medical marijuana or
grow and process medical marijuana, or both, in accordance with a research study under sections
1901--I 908 of the [A]ct.” 28 Pa. Code §1141.21.

5

On March 24, 2018, the Department indicated that it would accept
applications for Phase II from April 5, 2018, to May 18, 2018, after which it would
grant the 13 remaining grower/processor permits and the 23 remaining dispensary’
permits. Department of Health, Office of Medical Marijuana Bulletin No. 18-462, at
1782-83 (Issued Mar. 24, 2018).

B. Chapter 19 qf the Act
The Act also designed two types of medical marijuana research programs.
The first, found in Chapter 19, directed the Department to develop a research program
in which “vertically integrated health systems,” as that term is defined in Chapter 1 9;’
approved by the Department, would be able to grow and process medical marijuana to
conduct research studies involving patients with serious medical conditions, upon
authorization by the United States Food and Drug Administration (FDA) and the
United States Drug Enforcement Administration (DEA),

§ § 10231.1901-10231.1908.

See generally 35 P.s.

However, as Petitioners note in their petition for review,

this program has not come to fruition since marijuana remains an illegal Schedule I
drug under the Federal Confrolled Substances Act,, and health systems, which rely
heavily on federal reimbursement ffinds via Medicaid and Medicare, are unwilling to
jeopardize that ffinding by engaging in federalLy prohibited activity, i.e., growing,
processing, and dispensing marijuana. (Petitioners’ Amended Petition for Review at
22-23.) Further, Petitioners note that, even if such health systems were willing to take
that risk, the FDA and DEA are unlikely to grant their approval. Id.

6

Scetion 1901 of the Act defines “Vertically integrated health system” as “[a] health delivery
system licensed under the act of July 19, 1979 (P.L. 130, No. 48),11 known as thc Health Care Facilities
Act, in which the complete spectrum of care, including primary and specialty care, hospitalization
and pharmaceutical care, is provided within a single organization.” 35 P.S. §10231.1901.

6

C Chapter 20 ofthe Act
The second research program contemplated by the Act is set forth in
Chapter 20. By way of background, the Act originated in the Pennsylvania Senate as
Senate Bill 3 of 2015; however, in March 2016, Chapter 20 of the Act, entitled
“Academic Clinical Research Centers,” was added by House amendment. Chapter 20
permits qualifying Academic Clinical Research Centers (ACRCs) to form partnerships
with Clinical Registrants (CRs) to conduct research studies. 35 P.S. §10231.20011023 1.2003. Section 2001 of the Act defines an ACRC as “[ajn accredited medical
school within this Commonwealth that operates or partners with an acute care hospital
licensed within this Commonwealth,” and a CR as an entity that
(1) holds a permit as both a grower/processor and a
dispensary; and
(2)tarnoThamtrelmin’ishirwtth an [ACRC]trnder
which the [ACRC] or its affiliate provides advice to the
entity, regarding, among other areas, patient health and
safety, medical applications and dispensing and management
of controlled substances.

35 P.S. §10231.2001. Pertinent here, the aforementioned limitations of section 616 of
the Act, 35 P.S. §10231,616, which restricted the Department to initially issuing no
more than 25 grower/processor permits and 50 dispensary permits (5 of which could
be vertically-integrated), does not apply to this Chapter. Section 2002 of the Act,
entitled “Clinical registrants,”7 states,
Notwithstanding the limitations in section 616, the

{D]epartment may register up to eight ICRsJ. Each entity
may provide medical marijuana at not more than six
separate locations.
The total number of locations
authorized to dispense medical marijuana under this section

“Throughout the proceedings, Petitioners refer to these entities as “super-permittees.”

7

-.

-

shall not exceed 48. The following apply with respect to this
category of [CR]:

(1) A [CR] must pay the fees and meet all other
requirements under this [A]ct for obtaining a
permit as a grower/processor and a dispensary,
except as provided under section 607(l)(vi) and
(2)(vi).
(2) The [CR] must have a minimum of
$15,000,000 in capital. The [D}cpartment shall
vedfS’ the capital requirement.
(3) The [CR] must comply with all other
requirements of this [A]ct regarding growing,
processing and dispensing medical marijuana,
35 P.S. § 10231.2002 (emphasis added).
The final section of Chapter 20, section 2003, entitled “Research Study,”
states the following:
Notwithstanding any provision of this [Ajct to the contrary,
the [D]epartment may, upon application, approve the
dispensing of medical marijuana by a ICR] to the
[ACRC] for the purpose of conducting a research study.
The [D]epartment shall develop the application and
standards for approval of such dispensing by the [CR]. The
following apply to the research study:
(1) The [CR] shall disclose the following
information to the [D]epartment in its
application:
(i) The reason for the research
project, including the reason for
the trial.
(ii) The strain of medical
marijuana to be used and the
strength of the medical marijuana
to be used in the research study.
8

(iii) The anticipated duration of the
study.
(iv) Evidence of approval of the
trial by an accredited institutional
review board, including any other
required regulatory approvals.
(v) Other information required by
the [D)epartment, except that the
[D]epartment may not require
disclosure of any information that
would infringe upon the [ACRC]’s
exclusive right to intellectual
property or legal obligations for
patient confidentiality.
(2) The [ACRCJ shall provide its findings to the
[Djepartment within 365 days of the conclusion of the
research-studyorwithiw365-daywofpublluatiurufth
results of the research study in a peer-reviewed
medical journal, whichever is later.
(3) The [Dlepartment shall allow the exchange of
medical marijuana seed between [CRs] for the conduct
of research.
35 P.S. §10231.2003 (emphasis added).

D. Chapter 20 Regulations
Pursuant to section 1107 of the Act,8 on March 17, 2018, the Department
published Regulations promulgating Chapter 20 of the Act, which took effect
immediately. 28 Pa. Code §l2l0.21-121O.37.
As noted previously, this section authorizes the Department to promulgate temporary
regulations, which would expire two years following theft publication, in order to “facilitate prompt

9

The Regulations define an ACRC as “[am accredited medical school in
this Commonwealth that operates or partners with an acute care hospital licensed and
operating in this Commonwealth.” 28 Pa. Code

§ 1210.21. In order to become a

certified ACRC, an entity must file an application that includes:
(1) The legal name, address and telephone number of the
accredited medical school and the name, telephone number
and professional e-mail address of an individual at the
accredited medical school who will be the primary contact
for the Department during the Department’s review of the
application.
(2) The legal name, address and telephone number of the
acute care hospital that is operated by or partnered with the
accredited medical school and the name, telephone number
and professional e-mail address of an individual at the
accredited medical school who will be the primary contact
for the Department during the Department’s review of the
application.
(3) An affidavit, on a form prescribed by the Department,
disclosing any payments to the accredited medical school or
any of its affiliates made by a person with whom the
accredited medical school intends to enter into a research
contract for purposes of operating as an approved [CR1
or by any principal or financial backer of the person, up to
implementation” of the Act. 35 P.S. § 10231.1107(a). Further, the Regulations were not to be subject
to sections 201 to 205 of the Commonwealth Documents Law, Act of July 31, 1968, P.L. 769, as
amended, 45 P.S. §120l—1205; the Regulatory Review Act, Act of June 25, 1982, P.L. 633, as
amended, 71 P.S. §745.1—745.15; or sections 204@) and 30100) of the Commonwealth Attorneys Act,
Act of October 15, 1980, P.L. 950, as amended, 71 P.S. §732-2O4Q,), 732-301(10); and 35 P.S.
§ 1107(a). The Department allowed a period of time for interested parties to submit written comments,
suggestions, or objections regarding the temporary regulations. Department of Health, Office of
Medical Marijuana Bulletin No. 10-201, at 7631 (Issued Dec. 10, 2016).
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and including the date of the submission of the application.
The affidavit must include the amount and purpose of each
payment made.
(4) A statement that the accredited medical school is
currently accredited by the Liaison Committee of Medical
Education or the Commission on Osteopathic College
Accreditation.
(5) A statement that the acute care hospital designated by the
accredited medical school under paragraph (2) holds a valid
license from the Department.
(6) The State and Federal tax identification numbers of the
accredited medical school.

Q) A statement that a false statement madtby the accredited
medical school submitting the application is punishable
under the applicable provisions of 18 Pa.C.S. Chapter 49
(relating to falsification and intimidation).
(8) Any other information deemed necessary by the
Department.
28 Pa. Code §1210.25(c) (emphasis added).
Further, the Regulations define “Approved clinical registrant” as
An entity that applied for and received the approval of the
Department to do all of the following:
(i) Hold a permit as both a grower/processor and
a dispensary
(ii) Enter into a research contract with a certified
ACRC.

II

28 Pa. Code § 1210.21. Section 1210.27 of the Regulations lists the contents required
of a CR application:
(a) An applicant shall file an application for approval of a
[CRJ with the Department on a form prescribed by the
Department. The Department will publish a notice in the
Pennsylvania Bulletin announcing the availability of
applications and the time period during which the
Department will accept applications.
(b) An application for approval of a [CR1 submitted under
this section must include all of the following information:
(1) The legal name, address and telephone
number of the applicant and the name,
telephone number and professional e-mail
address of an individual who will be the primary
contact for the Department during the
Department’s review of the application.
(2) The name of the certified ACRC under
1210.25 (relating to certifying ACRCs).

§

(3) The applicant’s State and Federal tax
identification numbers.
(4) An affidavit, on a form prescribed by the
Department, disclosing any payments made by
the applicant, a principal or financial backer of
the applicant to a certified ACRC or any
affiliates of a certified ACRC, up to and
including the date of the submission of the
application. The affidavit must include the
amount and purpose of each payment made.
(5) The name of an institution of higher
education, if any, that will be participating in an
approved research project.
(6) An affidavit and release under
(relating to capital requirements).

12

§

1210,24

(7) Evidence that the applicant is responsible
and capable of successfully operating as an
approved [CR], including all of the following:
(i) A copy of the research
contract between the applicant
and the certified ACRC.
(ii) A description of the research
projects the applicant and the
certified ACRC intend to conduct.
(iii) A statement that the applicant
may not engage in the business of
selling, dispensing or offering to
dispense
medical
marijuana
products at an applicant’s
dispensary until the dispensary is
ready, willing and able to
dispense
medical
marijuana

pwducts.
(8) Except as provided in subsection (d), an
application for a grower/processor permit under
Chapters 1141 and 1151 (relating to general
provisions; and growers/processors).
(9) Except as provided in subsection (d), an
application for a dispensary permit under
Chapter 1141 and Chapter 1161 (relating to
dispensaries).
(10) A statement that a false statement made by
the applicant is punishable under the applicable
provisions of 18 Pa.C.S. Chapter 49 (relating to
falsification and intimidation).
(11) Any other information deemed necessary
by the Department.
(c) An applicant may only include one certified ACRC in its
application for approval of a [CR].

13

(d) Subject to the limitations in § 1210.23 (relating to
limitation on permits), an applicant that already holds a
grower/processor permit or a dispensary permit, or both,
under sections 601-616 of the [A]ct (35 P.S. § 1023 1.60110231.616), shall include in its application for approval of a
[CR] a request for conversion of an existing permit under §
1210.28 (relating to request for conversion of an existing
permit).
(e) The following documents provided to the Department
under this chapter are confidential and not subject to
disclosure under the Right-to-Know Law (65 P.S. § 67.101
67.3104):
-

(1) A research contract.
(2) A description of a research project.
(3) A certified ACRC’s intellectual property.
(4) An approved [CR]’s intellectual property.
28 Pa. Code §1210.27 (emphasis added).
As noted by the Honorable Katharine M. Watson in her amicus brief,
pursuant to section 1210.28(b) of the Regulations, if an existing permittee under
Chapter 6 becomes registered as a CR, the permittee must surrender its commercial
permits, which are placed back into the pool of available commercial permits. 28 Pa.
Code §1210.28(b).
Section 1210.31 of the Regulations addresses the requirements of an
application for renewal of a CR permit. With regard to denial of a CR’s renewal
application, section 1210.31(c) states,
The Department will not renew an approval for a [CR]
under this section if the Department determines that none of
the dispensary locations under the dispensary permit held by
the approved [CRj are participating in an approved research
project and the approved [CR] does not intend to commence

14

any additional approved research projects within the first 6
months following the approval of its application for renewal.
28 Pa. Code §1210.31(c) (emphasis added).
Finally, section 1210.23 of the Regulations sets forth certain limitations
on permits;
(a) An approved [CR] may not hold more than one
grower/processor permit and one dispensary permit.
(b) A dispensary permit held by an approved [CR] for use
under this chapter may be used to dispense medical
marijuana products at no more than six separate locations as
approved by the Department. An approved [CR] may
dispense medical marijuana products to a patient or caregiver
who presents a valid identification card to an employee who
is authorized to dispense medical marijuana products at a
dispensary location operated by an approved [CR] under this
chter.
--______

(c) An approved [CR] may not locate more than three of its
approved dispensaries in the same medical marijuana region
or in the same county.
28 Pa. Code §1210.23.
In March 2018, the Department announced that ACRC applications would
be availthle on April 5, 2018, and must be filed as of May 3, 2018, and that CR
applications would be available on May 24, 2018, and must be filed as of July 12, 2018.
Department of Health, Office of Medical Marijuana Bulletin No. 18-461, at 1781
(Issued Mar, 24,2018).

Facts and Procedural History
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Petitioners are “medical marijuana organizations” as that term is defined
by section 103 of the Act,9 of which six are growers/processors, nine are dispensaries,
and four are vertically integrated entities (holding permits as both grower/processors
and dispensaries). Petitioners initiated this action on April 10, 2018, by filing a petition
for review in this Court’s original jurisdiction against Dr. Rachel Levine, Secretary of
I-Iealth. Petitioners sought declaratory relief and a permanent injunction enjoining the
Department from enacting the Regulations implementing Chapter 20 of the Act.
Petitioners simultaneously filed the present application for special relief in the nature
of a preliminary injunction, seeking to enjoin the Department from enforcing these
Regulations.
Petitioners contend that, while the Act allows up to eight existing
permittees to achieve CR status so as to grow and dispense medical marijuana solely
for research purposes in conjunction with an ACRC, the Regulations permit any
entity—even a previously denied permit applicant under Chapter 6—to acquire what
Petitioners deem a “super-permit” to engage in “virtually unfettered trade in medical
marijuana products in competition with Petitioners, at double the number of
dispensaries Petitioners’ permits allow, with only a minimal commitment to research.”
(Petition for review at 2.)

Further, Petitioners contend that the Regulations

impermissibly delegate CR approval decisions to ACRCs by requiring, as the primary
requisite for applying for CR status, that the applicant already have a privatelynegotiated contract with an ACRC. As such, Petitioners suggest that the Regulations

Section 103 defines “Medical marijuana organization” as “[a] dispensary or a
grower/processor. The term does not include a health care medical marijuana organization under
Chapter 19.” 35 P.S. §10231.103.

16

are inconsistent with the Act and violate the non-delegation doctrine of the
PennsyJvania Constitution.’°
The Department filed an answer to Petitioners’ application for a
preliminary injunction, denying that Petitioners were entitled to relief and raising as a
new matter the assertion that section 2001’s definition of a CR is not limited to an entity
that already holds a grower/processor and dispensary permit and that section 2002
makes clear that the Act intended the eight CRs to be additional entities beyond the
limits of section 616.
Petitioners filed a brief in support of their application, and the Department
filed a brief in opposition. li the Department’s brief, it raises for the first time the
argument that Petitioners’ case is not justiciable in that they lack standing, the matter
is unripe, and they have failed to exhaust administrative remedies. Petitioners filed a
reply brief arguing that the case is justiciable. On May 2, 2018, the Court heard
argument on Petitioners’ application for a preliminary injunction.’1

Discussion
A. Justiciabiity
Since standing is a threshold issue, the Court must first address whether
the matter is justiciable.

1. Standing

Article 2, section 1 states: “The legislative power of this Commonwealth shall be vested in
a General Assembly, which shall consist of a Senate and a House of Representatives.” PA. COST. art.
2, §1.
During the hearing on May 2,2018, the Court also heard argument on the application of a
prospective CR, MLH Explorations, LLC, for leave to intervene, which it ultimately denied.
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The Department alleges that Petitioners lack standing because, although
they have the opportunity to submit applications to become CRs, Petitioners’ interest
in this lawsuit is in operating free of competition, which is insufficient for the purposes
of standing. The Department asserts that Petitioners have not alleged facts indicating
that they are aggrieved. Specifically, the Department argues they have not pleaded that
the Regulations have caused or required them to invest money to ensure compliance
with the Regulations, that there are or will be delays in the operations of their
businesses because of the Regulations, that the Regulations impose operational
uncertainties with regard to their permits, or that the Regulations have resulted in any
loss of their property rights. The Department contends that Petitioners “wholly fail to
allege how the

[]

[R]egulations even apply to them—and, indeed, unless they seek to

have their permits converted to CR permits, the [j [R]egulations will not apply to
them.” (Department’s brief at 13.)
In response, Petitioners assert that they do not seek to operate free of
competition, nor as a monopoly. Instead, Petitioners contend that they have a “direct,
immediate and substantial interest in ‘operating free of competition from the CR
“super-permittees” the Chapter 20 {R]egulations create.” (Petitioners’ Reply Brief at
2.) Petitioners assert that the testimony of Mr. Jonathon Goidrath, the CFO of a
vertically integrated entity under Chapter 6, and Mr. Drew D. Mooney, a certified
public accountant and consultant, during the May 2, 2018 hearing demonstrated that
Petitioners are adversely impacted by the Regulations and that their harm is not abstract
but real.

More specifically, Petitioners cite the witnesses’ testimony that the

promulgation of the Regulations on March 17, 2018, immediately lowered the market
value of Petitioners’ businesses because it signaled to investors that the Department
would treat the Act’s statutory limit on permits as a suggestion rather than a mandate.
This, Petitioners contend, made it certain that existing permit holders will lose market
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share as soon as the super-permittees are operational because the Regulations expanded
Chapter 20’s research purpose to allow for commercial use as well. Petitioners argue
that this was contrary to the permissible scope of Chapter 20 and was not known to
Petitioners at the time of their application to become Chapter 6 permittees. Petitioners
assert that, although the deterioration of their market share will not occur until CRs are
awarded permits, their withesses’ testimony showed that the dilution effect is
“inevitable.” Id. at 3.
Petitioners further assert that pre-enforcement challenges are not limited
to the facts of Arsenal Coal Co. v. Department ofEnvironmental Resources, 477 A.2d
1333, 1339-40 (Pa. 1984), in which the Pennsylvania Supreme Court determined pre
enforcement was appropriate where 55 coal mine operators and producers were
challenging regulations that directly and immediately affected the anthracite industry
by, inter cilia, requiring the expenditure of substantial sums to comply, and where the
lengthy process to challenge the regulations’ validity would have resulted in ongoing
uncertainty in the industry’s business operators. Petitioners assert the “core concept”

of Arsenal Coal was that pre-enforcement challenges are permitted where “the effect
of the challenged regulations upon the industry regulated is direct and immediate” such
that the “hardship thus presented suffices to establish the justiciability of the challenge
in advance of enforcement.” (Petitioners’ Reply Brief at 4) (citing Arsenal Coal, 447
A.2d at 1339).
Our Supreme Court has stated that in order to have standing, the individual
initiating the action must be “aggrieved,” which can be demonstrated by showing a
“substantial, direct, and immediate interest in the outcome of the litigation.” Pittsburgh
Palisades Park, LLC v. Commonwealth, 888 A.2d 655, 659-60 (Pa. 2005).
An interest is “substantial” if it is an interest in the resolution
of the challenge which “surpasses the common interest of all
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citizens in procuring obedience to the law.” Likewise, a
“direct” interest mandates a showing that the matter
complained of “caused harm to the party’s interest,” Le., a
causal connection between the harm and the violation of law.
Finally, an interest is “immediate” if the causal connection is
not remote or speculative.
Id. at 660 (internal citations omitted).
Here, the Court finds that Petitioners have demonstrated standing to
initiate this action. In Arsenal Coal, the Supreme Court addressed “whether a court of
equity may property exercise its jurisdiction to resolve [a) pre-enforcement challenge
to the validity of a regulatory scheme grounded in a claim that the regulations were
promulgated in excess of the statutory authority by which the regulatory agency is
empowered to enact such regulations,” and held that it could. 477 A.2d at 1338,
Petitioners, like those in Arsenal Coal, assert that a set of regulations were promulgated
in excess of the statutory authority by which the regulatory agency was empowered to
enact them. Specifically, Petitioners allege that the Department’s Regulations are
inconsistent with the text and intent of the Act and, ffirther, are unconstitutional to the
extent that the CR application process would violate the non-delegation clause of
Article 2, section 1 of the Pennsylvania Constitution.
Petitioners have demonstrated a substantial, direct, and immediate interest
by establishing the following: their interest, as permittees under Chapter 6 of the Act,
is unique from other citizens; their businesses lost value immediately upon the
publication of the Regulations, testimony about which was presented during the
hearing; and, finally, the deterioration of their market share is inevitable upon award
of the CR permits, which was also addressed during testimony at the hearing)2

12

As discussed below, the Court found this testimony credible.

20

Accordingly, the Court finds that Petitioners have sufficiently demonstrated standing
to pursue their claims.

2. Ripeness
For the same reasons as with standing, the Department asserts that
Petitioners’ claims axe not ripe and that post-enforcement review is sufficient. The
Department relies on Pennsylvania Dental Hygienists ‘Association, Inc. v, State Board
of Dentistry, 672 A.2d 414 (Pa. Cmwlth. 1996). In that case, the petitioners sought
pre-enforcement review of newly-enacted regulations promulgated by the State Board
of Dentistry, which the petitioners argued would have caused changes in their work
schedules, reduction in services and income, possible unemployment, and uncertainty
in the ongoing day-to-day operations. Id. at 418. Ultimately, this Court held that the
petitioners’ allegations were anticipatory and too remote to support a claim of direct
and immediate harm. Id.
In response, Petitioners cite to EQT Production Co. v. Department of
Environmental Protection, 130 A.3d 752, 753 (Pa. 2015), in which the Supreme Court
held that “a company threatened by an administrative agency with ongoing, multimillion-dollar penalties per such agency’s interpretation of a statutory regime has the
right, immediately, to seek a judicial declaration that the agency’s interpretation is
erroneous.” Petitioners assert that theirs is a substantial pre-enforcement challenge to
the Regulations in which there is a real or actual controversy, that there are “no material
factual dynamics involved in evaluating the validity” of the Department’s
interpretation of the Act, and that the Regulations will have a profound effect on
Petitioners and Pennsylvania’s entire medical marijuana industry. (Petitioners’ Reply
Brief at 5) (quoting EQTProduction Co., 130 A.3d at 759).
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In EQT Production Co., the Supreme Court outlined a history of its
holdings with regard to pre-enforcement review:
[I]n Arsenal Coal, a group of coal mine operators and
producers were permitted to proceed with a pre-enforcement
challenge to comprehensive regulatory requirements
promulgated by the Environmental Quality Board, so as to
clarify the operators’ and producers’ obligations under the
law and avoid unnecessarily protracted proceedings. See
Arsenal Coal, 477 A.2d at 1339—40. Tn Bayada Nurses[ v.
Department ofLabor and Industiyj, 8 A.3d 866 (Pa. 2010),
a pre-enforcement challenge advanced by a home health
care provider was found to be justiciable, since judicial
review would eliminate substantial expense and
uncertainty in the day-to-day operations of such
providers and alleviate costly and inefficient piecemeal
enforcement measures. See Bayada Nurses, 8 A.3d at 876.
In [Commonwealth v.1 Donahue, [98 A.3d 1223 (Pa. 2014),]
the Office of the Governor appropriately pursued declaratory
relief in challenging the Office of Open Records’
interpretation of statutory provisions governing the
submission of open-records requests, in light of the adverse,
direct, and immediate impact of that interpretation on
Commonwealth agencies. See Donahue, 98 A.3d at 1230—
31. And, in the present case, EPC will be permitted to pursue
its substantial challenge to the Department’s continuingviolation hiterpretation in the Commonwealth Court, given
the company’s potential exposure to potent, ongoing civil
penalties for which DEP maintains the company is liable.
EQTProduction Co., 130 A.3d at 758 (emphasis added).
Upon review, the Court agrees that the matter is sufficiently ripe in that
there are no “material factual dynamics” involved in the evaluation of the validity of
the Department’s interpretation of the Act expounded in the Regulations and, thus, pre
enforcement review is appropriate in this case.

Further, the Court agrees with

Petitioners that it is prudent for the Court to resolve the issue of the validity of the
Regulations prior to their implementation “since judicial review would eliminate
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substantial expense and uncertainty in the day-to-day operations” of potential CRs and
Petitioners alike, Moreover, should the Court ultimately deem the Regulations invalid,
pre-enforcement review prior to the Department’s grant of CR permits will eliminate
the need for CRs to rescind or invalidate contracts they negotiated based upon the
invalid Regulations.’3 Thus, the Court agrees that, in this instance, it is preferable to
stay the implementation of the Regulations pending their review, rather than to allow
interested parties to attempt to “unwind” the Regulations after they have already been
implemented. (Petitioners’ Reply Brief at 8.)

3. Exhaustion of Administrative Remedies
Finally, the Department argues that the Court lacks subject mailer
jurisdiction over this action because Petitioners failed to exhaust their administrative
remedies. Although the Act contains no provision that requires or permits Petitioners
to seek redress, the Department asserts that Petitioners could have sought review of the
Regulations under section 35.9 of the General Rules of Administrative Practice and
Procedure (GRAPP), which states that a party “complaining of anything done or
omitted to be done by a person subject to the jurisdiction of an agency, in violation of
a statute or regulation administered or issued by the agency may file a complaint with
the agency.” I Pa. Code §3 5.9. The Department further asserts that Pelitioners could
have filed a formal petition for a declaratory order with the Department under section
35.19 of GRAPP, which states,

“During argument on MLH’s application to intervene, counsel for MLH stated that it had
already located and negotiated leases for its dispensary operations; however, under questioning by
thc Court, MLH’s counsel acknowledged that its “real estate deals” and “equipment purchase orders
and the like” were contingent upon the Department’s approval of its CR application. (Notes of
Testimony (N.T.), 5/2/18, at 19.)
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Petitions for the issuance, in the discretion of an agency, of a
declaratory order to terminate a controversy or remove
uncertainty, shall state clearly and concisely the controversy
or uncertainty which is the subject of the petition, shall cite
the statutory provision or other authority involved, shall
include a complete statement of the facts and grounds
prompting the petition, together with a full disclosure of the
interest of the petitioner.
1 Pa. Code §35.19.
In response, Petitioners argue that they lack an adequate statutory or
administrative remedy. Citing Fletcher v. Pennsylvania Properly and Casually
Insurance Guarantee Association, 985 A.2d 678, 692 (Pa. 2009), Petitioners state that
litigants are only required to exhaust administrative remedies where such remedies are
capable of providing the relief sought and note that, where there is no adequate
statutory procedure, there is no basis for a claim of failure to exhaust.
With regard to this issue, “[t]he courts of this Commonwealth have long
held that a party challenging administrative decision-making must first exhaust
administrative remedies before seeking judicial review; where such remedies exist,
courts lack jurisdiction. This doctrine is not inflexible, and it is not applied where
administrative remedies are not available or are not adequate.”

Pennsylvania

Pharmacists Association v. Department of Public Welfare, 733 A.2d 666, 672 (Pa.
Cmwlth. 1999) (internal citations omitted) (holding that the petitioners, who sought a
declaration that certain rates implemented under a managed care program were invalid
and who had already commenced the administrative process under 1 Pa. Code §35.9,
had failed to exhaust their administrative remedy). Further, “[cjourts should not lightly
assume the futility of a party’s pursuing an administrative remedy; instead, it is to be
assumed that the administrative process, if given the opportunity, will discover and
correct its errors.” Pennsylvania Pharmacists Association, 733 A.2d at 673.
However, courts have also noted,
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A remedy is not adequate if it does not allow for adjudication
of the issue raised or if it permits irreparable harm to occur
to the plaintiffs during the pursuit of the statutory remedy. In
addition, exhaustion has not been required in some cases
where a complaint stated a direct constitutional attack upon
a statute, such that administrative proceedings would
contribute little to the ultimate adjudication, or where pursuit
of an existing remedy would beffitile.
Id. at 672 (internal citations omitted).
Here, unlike in Pennsylvania Pharmacists Association, Petitioners have
not already commenced administrative proceedings under section 35.9 of GRAPP.
Further, Petitioners are not challenging the Department’s decision making, but instead
challenge the validity of certain portions of the Regulations. Finally, Petitioners have
also alleged a constitutional challenge to the Regulations. Pennsylvania Pharmacists
Association, 733 A.2d at 672. Thus, in this case Petitioners’ recourse necessarily lies
with the courts.

B. Preliminary Injunction
We turn now to the merits of Petitioners’ application for a preliminary
injunction. A party seeking a preliminary injunction must show that each of the
following essential elements are met:
(1) an injunction is necessary to prevent immediate and
irreparable harm that cannot be adequately compensated by
damages; (2) greater injury would result from refusing an
injunction than from granting it, and, concomitantly, that
issuance of an injunction will not substantially harm other
interested parties in the proceedings; (3) a preliminary
injunction will properly restore the parties to their status as it
existed immediately prior to the alleged wrongful conduct;
(4) the activity sought to be restrained is actionable, that the
right to relief is clear, and that the wrong is manifest, or, in
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other words, must show that it is likely to prevail on the
merits; (5) the injunction is reasonably suited to abate the
offending activity; and (6) a preliminary injunction will not
adversely affect the public interest.
Summit Towne Centre, Inc. v. Shoe Show of Rocky Mount, Inc., 828 A.2d 995, 1001
(Pa. 2003). “A preliminary injunction may only be granted if each element is fUlly and
completely established.” McClusky v. Washington Township, 700 A.2d 573, 576 (Pa.
Cmwlth. 1997).
Furthermore, a preliminary injunction is intended to preserve the status
quo and prevent imminent and irreparable harm that might occur before the merits of
the case can be heard and determined. After a preliminary injunction is awarded or
denied, the case proceeds for a final hearing on the merits. Sofa v. Factotyville
Sportsmen v Club, 522 A.2d 1129, 1131 (Pa. Super. 1987). The preliminary injunction
proceeding is distinct from the final hearing on the merits. Kee v. Pennsylvania
Turnpike Commission, 743 A.2d 546, 549 (Pa. Cmwlth. 1999), Indeed,
it is well established that separate standards govern a request for a preliminary
injunction and arequest for permanent injunctive relief: a preliminary injunction looks
for the presence of imminent, irreparable harm, whereas a permanent injunction is
warranted if no adequate remedy at law exists for a legal wrong.’4 City of Chester v.
ChesterRedevelopmentAuthority, 686 A.2d 30, 35 (Pa. Cmwlth. 1996). Consequently,
this Court has held that it is inappropriate for a court to treat a hearing for a preliminary
injunction as a final hearing and as a basis for a permanent injunction, unless the parties
stipulate to the contrary. Kee, 743 A.2d at 549; Berger by and Through Berger v. West
Jefferson Hill School District, 669 A.2d 1084 (Pa. Cmwlth. 1995).

L4

A court’s final disposition of a request for permanent injunctive relief is independent of its
determination relating to preliminary injunctive relief and the denial of the latter does not foreclose
an order for a permanent injunction, Sofa, 522 A.2d at 1131.
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The Court will address each of these requisites for a preliminary
injunction in turn, but will begin with Petitioners’ argument regarding a clear right to
relief
1. Clear Right to Relief
Petitioners state that they have a clear right to relief because the
Regulations are contrary to the Act’s prescribed structure for CRJACRC authorizations
in four key respects and because the Regulations, as interpretative regulations, fail to
track the meaning of the Act, are unwise, and are violative of legislative intent.
Petitioners begin by highlighting that one of the Act’s central legislative
goals is to “jp]romotc high quality research into the effectiveness and utility of
medical marijuana.”

35 P.S. §10231.102(3)(iii) (emphasis added).

To that end,

Petitioners assert that the legislature implemented Chapter 20 of the Act to accomplish
thutanicul&Eaal.
-—_______

—

With regard to alleged discrepancies between the Act and the Regulations,
Petitioners first argue that the Regulations allow entities that are not existing permit
holders to apply for CR status in violation of the plain language of the Act. Petitioners
note that under section 2001, a CR is defined as one who “(1) holds a permit as both a
grower/processor and a dispensary” (First Requirement), and “(2) has a contractual
relationship with an [ACRCJ under which the [ACRC] or its affiliate provides advice
to the entity, regarding, among other areas, patient health and safety, medical
applications and dispensing and management of controlled substances” (Second
Requirement). 35 P.S.

§ 10231.2001.

Petitioners state that, despite these two items

being prerequisites to applying for CR status under the Act. section 1210.27 of the
Regulations does not treat the First Requirement as a prerequisite. As noted above this
section, inter alia, requires the Applicant to provide the name of the ACRC with which
it intends to partner, a copy of the contract with the ACRC, evidence that the applicant
27

—;

is capable of operating as a CR, and applications for grower/processor and dispensary
permits. 28 Pa. Code

§ 1210.27.

Petitioners argue that the omission of the First

Requirement as a prerequisite is contrary to the plain words of the Act and that the
Department cannot “treat one as a pre-requisite [sic] but not the other.” (Petitioners’
Application for Preliminary Injunction at 13.)
Further on this point, Petitioners argue that the notion that the General
Assembly intended only existing permittees to be able to apply for CR status is
supported by the fact that it strictly limited the number of grower/processor and
dispensary permits, which created competition and resulted in a rigorous application
process and the selection of the best applicants. Petitioners state that it would be “an
absurd result” for the General Assembly to make high quality medical marijuana
research the goal of the Act, only to allow entities other than ones that “emerged
victorious” from that competitive permitting process to partner with ACRCS to do the
“high quality” research. Id.
Second, Petitioners argue that the Regulations create a CRJACRC
structure that violates the Act in numerous ways.

Petitioners assert that the

Regulations’ requirement that the applicant have a contractual relationship with an
ACRC as a prerequisite creates a situation in which the ACRC, not the Department,
vets and chooses medical marijuana permittees, in violation of the Act and Article 2,
section 1 of the Pennsylvania Constitution, which requires governmental functions to
be conducted by governmental bodies,15 Specifically, Petitioners state that by making
the Second Requirement a prerequisite for a CR application but not the First
Requirement—that applicants hold a permit—the Regulations arbitrarily delegate to

This section states: “The legislative power of this Commonwealth shall be vested in a
General Assembly, which shall consist of a Senate and a House of Representatives.” PA. COST, art.
2, §1.
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each ACRC the Department’s governmental duty to vet and approve medical marijuana
grower/processor and dispensary applicants for permits, which is unconstitutional.
Petitioners explain that, under the Regulations, the primary criterion for CR status is
that the CR applicant have a contract with an ACRC, and note that the CR applicant
need only include one ACRC in its application. 28 Pa. Code § 1210.27.
Thus, Petitioners contend that the result is that the ACRC determines, by
privately-negotiated contract, the single entity that may apply to be that ACRC’s CR,
and the CR applicant need not already be vetted and permitted by the Department as a
grower/processor and dispensary.

Petitioners observe that the Department has

provided no criteria to evaluate the quality of a CR, which leaves that determination to
the ACRCS and equates to an unconstitutional delegation of authority.

Further,

according to Petitioners, this would result in the Department being faced with afait
accompli with regard to CR applicants that are not existing grower/processor and
dispensary pennittees under Chapter 6—either accept the ACRC’s choice or deny the
CR’s application—instead of the Department exercising its discretion to select the best
applicant fiom a pooi. Petitioners also assert that nothing in the Regulations allows the
Department to reject a CR application based upon the conclusion that a CR is not fit to
operate a grower/processor or dispensary facility.16
The third way in which Petitioners argue that the Regulations are
inconsistent with the Act is that the Regulations permit CRs to engage in the
‘6i
contend that the only reason listed in the Regulations for rejecting a CR applicant
is under section 1210.30(b), which permits the Department to deny a CR application for failure to
comply with the Department’s measures designed to eliminate “pay to play” concerns—specifically,
according to Petitioners, the concern that an applicant or its affiliates would circumvent the
application process by “buying” its way into permits via direct or indirect financial payments to
ACRCs in order to secure the prerequisite ACRC contract, See 28 Pa. Code § 1210.30.
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unrestricted sale of medical marijuana products, whereas the Act limits a CR to
growing and dispensing medical marijuana for research purposes only. Pctitioners
argue, “Titles matter in statutory construction, 1 Pa. C.S.

§

1924, and the title the

General Assembly chose for Chapter 20 speaks volumes:

‘Academic Clinical

Research Centers.” (Petitioners’ Brief at 24) (emphasis added). Petitioners contend
that 28 Pa. Code

§ 1210.23(b),’7

which permits CRs to dispense medical marijuana

products to those presenting a valid identification card, violates the text and intent of
the Act because section 2002 does not state that a CR is permitted to provide medical
marijuana for non-research purposes. In this instance, Petitioners state that it is just as
important to “listen attentively to what [the Act] does not say.” (Petitioners’ Brief at
25) (quoting Hanaway v. Farkesburg Group, LP, 168 A.3d 146, 154 (Pa. 2017)).

Petitioners observe that section 2003 of the Act “expressly acknowledges
and reserves” to the CR and ACRC the confidentiality and value of intellectual property
acquired through research authorized under the Regulations, thereby recognizing that
the economic value of intellectual property that can be acquired through research is
sufficient to justify the investment required for a. medical marijuana grower/processor
This portion of the Regulations states:
A dispensary permit held by an approved clinical registrant for use
under this chapter maybe used to dispense medical marijuana products
at no more than six separate locations as approved by the Department.
An approved clinical registrant may dispense medical marijuana
products to a patient or earegiver who presents a valid
identification card to an employee who is authorized to dispense
medical marijuana products at a dispensary location operated by an
approved clinical registrant under this chapter.
28 Pa. Code §1210.23(b) (emphasis added).
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facility dedicated solely to research.

(Petitioners’ Application for Preliminary

Injunction at 16.) Here, Petitioners cite to a fiscal note by the House Appropriations
Committee accompanying the passage of the Act on April 13, 2016, which states, in
pertinent pail, “A clinical registrant is an entity registered as a grower/processor and a
dispensary that has a contractual relationship with a hospital/medical school. The
clinical registrant, upon approval the of rhw Department, may dispense medical
marijuana to the hospital/medical school in order to conduct research projects.” Ann
Bertolino, Hrnise Committee on Appropriations Fiscal Note, available at http:J/www
.legis.state.pa.us/WUO 1ILI1BJJFN/201 5/0/SB0003P I 690.pdf.’8
Finally, Petitioners argue that the Regulations’9 ignore the text and intent
of the Act by impermissibly expanding the Act’s limited permission for CRs to
“exchange

.

.

medical marijuana seed” amongst themselves for “the conduct of

research” by permitting unrestricted commerce unrelated to research in all medical
marijuana products, including immature plants, mature plants, and medical marijuana
products, between and amongst CRs and other medical marijuana growers and
dispensaries. 35 P.S. § 10231.2003(3). Petitioners argue that the Act is “unequivocal”
in limiting these exchanges to seed only, noting that the only reference to a CR’s sales
outside of the confines of the CR relates exclusively to research, and the Regulations
directly flout that restriction. (Petitioners’ Application for Preliminary Injunction at
17.)

IS

ft is unclear, however, what wecedential value the fiscal note has with regard to this Court’s
interpretation of the Act.
‘p28 Pa. Code §1210.36 allows the grower/processor of an approved CR to sell or exchange
seeds, inunature and mature marijuana plants, and medical marijuana products with other
grower/processors of approved CRs for the purposes of conducting research.
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In sum, Petitioners argue that the first reason they are likely to succeed on
the merits is because the Act created CRs as research laboratories, which would recoup
their investments by creating valuable intellectual property; however, Petitioners state
that the Regulations “turn CRs into super-permiftees chosen by ACRCs in privatelynegotiated contracts that compete directly with Petitioners and other existing
permittees to produce and sell medical marijuana products to patients.” (Id. at 5.)
Thus, Petitioners conclude that the Regulations have “little relation” to the language or
intent of the Act. (Petitioners’ Brief at 27.)
With regard to Petitioners’ second argument regarding likelihood of
success on the merits, Petitioners argue that the Regulations fail to track the meaning
of the Act, are unwise, and are violative of legislative intent. Petitioners contend that
the Regulations, as interpretative regulations rather than legislative, are entitled to less
deference, and in this case, are entitled to no deference at all because of their
inconsistency with the Act under which they were promulgated.
Petitioners also argue that the manner in which the Department
promulgated the Regulations is likewise troubling. Petitioners assert that, although
section 1107 of the Act provided that the Department may promulgate temporary
regulations without regard to the Commonwealth Documents Law, the Regulatory
Review Act, and the Commonwealth Attorneys Act, the Department could have
utilized the process required under those laws and “arrived at the same point with
regulations adopted using the appropriate procedural requirements.” (Petitioners’ Brief
at 30.)
The Court concludes that, at this preliminary point in the proceedings,
Petitioners have presented sufficient evidence demonstrating a reasonable likelihood
of success on the merits in at least two aspects. First, based upon the arguments
advanced by Petitioners, the Regulations appear to be inconsistent with the legislative
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intent of Chapter 20, which was to permit distribution of medical marijuana for
purposes of and in conjunction with research studies conducted jointly with ACRCs.
This is supported by the titles the legislature chose for Chapter 20, “Academic Clinical
Research Centers,” and for section 2003, “Research study.” Further section 2003
specifically states, “[T]he [D]epartment may, upon application, approve the
dispensing of medical marijuana by a [CR1 to the [ACRC] for the purpose of
conducting a research study.” 35 P.S. §10231.2003 (emphasis added). Nothing in
Chapter 20 of the Act appears to contemplate the sanctioning of commercial
distribution of medical marijuana on a level that surpasses that which is permitted under
Chapter 6.
It is of note that under Chapter 6, peimittees are limited to dispensing at a
maximum of three separate locations, with a restriction of no more than two
grower/processor permits in each of the medical marijuana regions, whereas, under the
Regulations, Chapter 20 permittees are permitted to distribute medical marijuana at up
to six locations, with no more than three of its dispensaries to be located in the same
medical marijuana region or county. Compare 28 Pa. Code § 1141.23 (limitations on
permits under Chapter 6), and Department of Health, Office of Medical Marijuana
Bulletin No. 17-21, at 73 (Issued Jan. 7. 2017) (announcing Phase I), wills 28 Pa. Code

§ 1210.23(c) (limitations on permits under Chapter 20).
The Court also notes Petitioners’ observation that, despite Chapter 20’s
apparent goal of research, the Regulations appear to require only a minimal
commitment to research in order for a CR to obtain and retain a permit. Specifically,
with regard to its plan for research, a CR applicant need only include a copy of its
contract with a certified ACRC and a “description of the research projects the applicant
and the certified ACRC intend to conduct.”
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28 Pa. Code

§ 121 0.27(7)(i)-(ii).

Moreover, under section 1210.3 1 of the Regulations, the only instance Listed in which
the Department will not renew a CR’s approval is
if the Department determines that none of the dispensary
locations under the dispensary permit held by the approved
[CR] are participating in an approved research project and
the approved [CR] does not intend to commence any
additional approved research projects within the first 6
months following the approval of its application for renewal.
28 Pa. Code § 1210.31 (emphasis added). As Petitioners note in their application for a
preliminary injunction, “[sjtated differently, the Chapter 20 Regulations as adopted
required a CR to focus only 8% of its efforts on research (that is, during a one-year
operating horizon, it must state that it ‘intends’ to conduct research over a 6-month
period at 16% of its dispensary locations).” (Petitioners’ Application for Preliminary
Injunction at 11.)
Additionally, the legislature’s choice to include a specific provision in
section 2003(1)(v) of the Act regarding the reservation of intellectual property rights
further supports the notion that Chapter 20 permittees were designed as research
facilities and were not intended to engage in commercial distribution.

Section

2003(1)(v) states that “the department may not require disclosure of any information
that would infringe upon the [ACRC]’s exclusive right to intellectual property or legal
obligations for patient confidentiality.” 35 P.S. §1023l,2003(1)(v). The Court finds
meritorious Petitioners’ argument that this section could be construed as the
legislature’s recognition that “the economic value of intellectual property that can be
acquired through medical marijuana research studies and clinical trials is sufficient to
justify the investment required for a medical marijuana grower/processor facility and
related dispensaries dedicated solely to research, without any additional income stream
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from the commercial sale of medical marijuana products outside of research studies
and clinical trials.” (Petitioners’ Application for Preliminary Injunction at 16.)
In sum, it appears to the Court that the legislature did intend for CRs to
exist exclusively for research purposes, since, otherwise, Chapter 20 would serve no
purpose. If the legislature desired to simply increase the number of grower/processor
and dispensary permits in urban areas, as Mr. John I. Collins, Director of the Office of
Medicai Marijuana testified, it could have done so by adding such a provision with
specific geographical restrictions in Chapter 6.

Likewise, if, as the Department

contends, the legislature intended for some commercial medical marijuana entities to

also conduct research, it could have added such a provision in Chapter 6. However, as
Petitioners observe, since the legislature did neither of these things and instead chose
to create a separate Chapter 20, this would suggest that it desired for these organizations
to perform a function separate and unlike that of the organizations set forth in Chapter
6—namely, research, as the title of the chapter suggests.

This interpretation is

corroborated by the remarks of representatives of the General Assembly during floor
debate. See Pa. Legislative Journal, Session of 2016, 200th of the General Assembly,
No. 12, at 370 (Mar. 16, 2016) (Representative Joseph A. Petrarca) (“[The Act] creates
a serious research component as has been asked for by many.”); Pa. Legislative Journal,
Session of 2016, 200th of the General Assembly, No, 23, at 636 (Apr. 13, 2016)
(Representative Ron Marsico) (“[The Senate’s amendments did not changcj the
robust research component, one run by the Department of Health and the other
by medical schools and hospitals.” (emphasis added)). The two types of research
programs Representative Marsico referred to are those set forth in Chapters 19 and 20,
as outlined above,
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In her amicus brief in support of the Department, Representative Watson
makes several points, including that Chapter 20 was passed with two important goals
in mind:
First, to build an unprecedented collaboration between the
most important research institutions in the Commonwealth
and medical cannabis organizations with a research-based,
clinically-oriented focus. Second, to make Pennsylvania a
pioneer by mandating the development and execution of
meaningifil research on the efficacy of medical marijuana,
the measurement of public health outcomes and patient
quality of life.
(Rep. Watson’s amicus brief at 2.)

Representative Watson also states that the

requirement that CRs have a minimum of $15,000,000 in capital is evidence “that the
General Assembly meant to promote a separate pool of applicants for CRs with
sufficient resources to invest in state-of-the art [sic] facilities and mechanisms to
provide research.” Id. at 8. These arguments, however, provide thrther support for the
notion that the Department exceeded the scope of the Act by permitting CRs, which
were designed to conduct research, to commercially sell medical marijuana on a scale
that exceeds that which is authorized under Chapter 6.
Representative Watson observes that the Regulations require an entity

possessing commercial permits under Chapter 6 that desires to become registered as a
CR under Chapter 20 to surrender its permits, which are then placed back into the pool
of available commercial permits. 28 Pa. Code § 1210.28. However, this would suggest
that CRs are not to conduct “commercial” activity and supports the point that CRs were
designed to make their profits from intellectual property rather than commercial sales.
Representative Watson goes on to address Chapter 19 of the Act, stating,
“In contrast [to Chapter 20], Chapter 19 establishes a medical marijuana research
program for commercial permittees to engage in research if desired.” (Rep. Watson’s
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amicus brief at 12.) She states that Chapter 19 directs the Department to develop the
research program “to study the impact of medical marijuana on the treatment and
symptom management of serious medical conditions,” but notes that the program “shall
not include a [CRJ or [ACRC] under Chapter 20.” Id. (quoting 35 P.S. §10231.1902).
Representative Watson then cites to a February 13, 2018 letter to Mr. Collins that she
authored along with Senator Mike Folmer, the “prime sponsor of Senate Bill 3”:
[C]linical registrants are medical marijuana organizations
and are therefore allowed to sell medical marijuana products
to any dispensary. This is because clinical registrants hold
both a permit as a grower/processor and as a dispensary and
because the exception to the definition of “medical marijuana
organization” only includes a health care medical marijuana
organization under Chapter 19. Under the act, a dispensary
may obtain medical marijuana products from any
grower/processor.
(Rep. Watson’s amicus brief at 13.90 She contends that, had it been the legislature’s
intent, it could have included a provision limiting the ability of a CR to dispense
medical marijuana, similar to that in Chapter 19, which excepts CRs and ACRCs from
that research program.
Representative Watson is correct that Chapter 6 of the Act provides that
both grower/processors and dispensaries “shall be authorized to receive a permit to
operate as a medical marijuana organization to grow, process or dispense medical
marijuana.” 35 P.S. §10231.601. However, Representative Watson’s point that the
Act implicitly designates CRs as medical marijuana organizations authorized to
commercially dispense medical marijuana is not supported by the Act. Only section
20

Notably, this letter does not constitute legislative history and it is unclear what precedential
value the letter has, if any, upon this Court.
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1210.30(d) of the Regulations raises this issue, where it states that CRs shall have the
same rights and obligations as “medical marijuana organizations.”

28 Pa. Code

§ 1210.30(d).2’ The Act does not make reference to nor designate CRs as medical
marijuana organizations, which is simply further evidence that the Regulations do not
track the language of the Act.
Thus, for the foregoing reasons, the Court cannot agree with the
Department that, at this juncture, Petitioners have not demonstrated any likelihood of
success on the merits because the “{R]egulations at issue in this case merely mirror the
requirements of the [Act].” (Department’s Brief at 18.)
Petitioners have also demonstrated a reasonable likelihood of success on
their argument that the Regulations, by delegating the choice of CRs to ACRCS, may
run afoul of Article 2, section 1 of the Pennsylvania Constitution. Pursuant to Article

H, section 1 of the Pennsylvania Constitution, legislative power rests solely with the
legislature. “Legislative power is the power to make a law and, thus, the General
Assembly ‘cannot constitutionally delegate the power to make law to any

.

other

body or authority.” Washington v. Department ofPublic Welfare, 71 A.3d 1070, 1087
(Pa. Cmwlth. 2013) (quoting Biackwell v, State Ethics Commission, 567 A.2d 630, 636
(Pa. 1989)).
2!

This section states:
An approved clinical registrant shall have the same rights and
obligations as a medical marijuana organization that holds a
grower/processor permit or a dispensary permit under sections 601-616
of the [A]ct (35 P.S. § 10231.601-10231.616) and Chapters 1141,
list and 1161 (relating to general provisions; growers/processors; and
dispensaries), as applicable, subject to any modifications or limitations
in sections 2001-2003 of the [Alet (35 P.S. § 10231.200110231.2003) and this chapter.

28 Pa. Code §1210.30(d).
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Nevertheless, the legislature can make a law to delegate a
power to determine some fact or state of things upon which
the law makes, or intends to make, its own action depend.
The legislature must make the basic policy choices, but it can
impose upon others the duty to carry out the declared
legislative policy in accordance with the general provisions
of the statute. In that situation, it is the legislature which has
legislated and not the administrative body.
Washington, 71 A.3d at 1088 (internal citations and quotation marks omitted).
However, when the legislature delegates such power, it “must surround such authority
with definite standards, policies and limitations to which such administrative officers,
boards or commissions, must strictly adhere and by which they are strictly governed.
If the legislature fails

.

.

.

to prescribe with reasonable clarity the limits of the power

delegated or if those limits are too broad its attempt to delegate is a nullity.” Bell
Telephone Co. ofPennsylvania v. Driscoll, 21 A.2d 912, 915-16 (Pa. 1941).
In her amicus brief, Representative Watson argues that the Regulations do
not delegate to ACRCs the authority to approve CRs and emphasizes that the
requirement for a CR to have a contractual relationship with an ACRC is “one of many
requirements imposed on the CR for registration under the Act.” (Rep. Watson’s
amicus brief at 10.) However, the Court observes that, under the current Regulations,
ACRCs apply for and receive approval prior to CRs. Within its application, an ACRC
must list any payments it received from the CR with which it intends to partner. 28 Pa.
Code § 1210.25(c)(3). Moreover, under the Regulations, a CR applicant must produce
a copy of its contract with the ACRC in conjunction with its application form. As
Petitioners note, this may raise constitutional concerns in that it creates the appearance
that the Department has delegated its duty to regulate the medical marijuana program
by allowing ACRCs, at the very least, to narrow the field of CR applicants, given that
ACRCs must already have selected the CR with which they intend to partner by the
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time they submit their applications. Prospective CRs who have not, at that point,
partnered with an ACRC seem to be per se disqualified from obtaining CR approval.22
This is of particular concern in light of the fact that, during the hearing, the Court heard
testimony that some of the potential CRs with which ACRCs have partnered were
previously rejected by Department under Phase j•23 Accordingly, for the these reasons,
the Court concludes that Petitioners have demonstrated a reasonable likelihood of
success on the merits.

2. Immediate and Irreparable flarm

Petitioners argue they will be irreparably harmed if the Regulations
remain in effect pending resolution of this litigation because, by permitting non-permit
winners to apply for CR status based solely upon the ability to secure a contract with
an ACRC, the Regulations “rob Petitioners, who are existing permit winners, of
significant value that will be. lost forever” if the Regulations are implernentcd and the
CR application process commences.

(Petitioners’ Application for Preliminary

22

In their applications, a potential CR must list the name of the certified ACRC with which it
intends to partner, any payments made by the applicant to the ACRe, and a copy of its research
contract with a certified ACRC, as well as a description of the research projects it intends to conduct
with the certified ACRC. 28 Pa. Code. § 121 0.27(b)(2), (4), (7)Q), 7(u). Thus, if a CR applicant is
unable to form a partnership with an ACRC, it would not be able to include those required sections
in its application and, as such, would presumably be denied approval. See 28 Pa. Code § 1210.27(b)
(stating that “[a]n application for approval of a [CR] submitted under this section must include” all
of the listed items (emphasis added)).
The Court is specifically referencing the testimony of Mr. Goidrath, who testified that
Palliatech PA LLC, a company that applied for and was rejected during Phase I having bccn ranked
105 out of 177 applicants, has partnered with an ACRC. See also PENNSYLvANIA DEPARTMENT OF
HEALTH, “Phase I Grower/Processor Applicant Evaluation Catcgoiy Score Cards,” at 9,
hdp://www.health.pa.gov/My%2OHealth/Diseases%2Oand%2OConditions/M-P/MedicalMarijuana/
Documents/PA%2ODOH%20Phase%20 1 %200rower-Processor%20Evaluafion%2oCategory%20
Score%2oCards.pdf. The Court found Mr. Goldrath’s testimony credible in its entirety.
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Injunction at 4.) Additionally, Petitioners state that expanding the universe of potential
CR applicants beyond existing permittees to include entities that have not already been
approved as “worthy permit holders” by the Department—including entities who
sought and were denied permits—dilutes Petitioners’ hard-won rights as permiftees and
diminishes the value of their permits and, further, violates section 2001 of the Act,
which defines a CR as an entity possessing both a grower/processor and dispensary
permit. Id.
Petitioners further argue that the Regulations will cause immediate and
irreparable harm to Petitioners because the “super-permits” they create will allow what
the Act intended as research-only CR assets to be used to flood the commercial market
for medical marijuana with products from up to 8 additional grower/processors and 48
additional dispensary locations. Id. Additionally, Petitioners state that, if non-permit
holders are permitted to compete with Petitioners for CR status, Petitioners will he
irreparably harmed because the pool of potential CR applicants will increase
dramatically and their chances of securing CR status will decrease—a scenario,
Petitioners state, they were not aware of whcn they invested in the permit process under
Chapter 6 of the Act. Finally, Petitioners state that the CR process the Regulations
initiate, once underway, will not be easily halted, reversed, or unwound even with a
future ruling on the merits that invalidates the Regulations.
In response, the Department asserts that increased competition in a free
market and potential lost profits due to that increased competition does not equate to
irreparable harm.

The Department cites County of Luzerne v. Luzerne County

Retirement Board, 822 A.2d 531, 535 (Pa. Cmwlth. 2005), in which this Court held
that the county did not demonstrate immediate and irreparable harm because the
payment of cunent and prospective legal fees would not have impaired the actuarial
soundness of a retirement fund.
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The Department is correct that courts have held that there is no immediate
and irreparable harm where a solely monetary injury is able to be adequately
compensated by money damages, id., or where the nature of the irreparable harm is
speculative, Novak v. Commonwealth, 523 A.2d 318, 320 (Pa. 1987). However, courts
have also held that, “[w]ith respect to equitable relief; the impending loss of a business
opportunity is considered to be irreparable harm. An irreparable injury causes damage
which can be estimated only by conjecture and not by an accurate pecuniary standard.”
Carlini v. Highmark, 756 A.2d 1182, 1188 (Pa. Cmwlth. 2000) (internal citations and

quotation marks omitted).
Flere, Petitioners have alleged an immediate loss of business value when
the Regulations were implemcnted, as well as an imminent erosion of their market
share when the permits are granted. Given that neither of these types of losses appear
to lend themselves to precise valuation by ai accurate pecuniary standard, Petitioners’

imminent harm is fairly classified as immediate and irreparable.24

24

Here, the Court relies on Mr. Mooney’s testimony during the hearing that Petitioners’
“[m]arket share is going to go down relative to what it would be absent [the increase in supply of
medical marijuana created by the Regulations]. So while we can’t quantify’ that necessarily, it is.
going to happen.” (N.T., 5/3/18, at 93-94,) Mr. Mooney fiwther testified,
[Petitioners] would not [be able to realize the return that they originally
anticipated] because, again, the volmne of sales which all flows into
the model of returns and fl value of a company, that all feeds the profits
that investors value companies off of. That volume of sales will
decrease and it will never come back. And these companies have not
been able to establish themselves in the market to the level where they
know, I’vc achieved this level of sales and then I know what it’s going
to drop to. That is—this is a new market, again. It’s unknown what
their sales record is going to be. They just started.

Id. at 94. The Court found Mr. Mooney’s testimony, which establishes that it is not possible at this
stage to assign an economic value to Petitioners’ impending loss, credible in full.
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Furthermore, courts of this Commonwealth have held that irreparable
harm is demonstrated where a party credibly alleges violation of a statute and/or the
Pennsylvania Constitution. See SElUHealthcare Pennsylvania v. Commonwealth, 104
A.3d 495 (Pa. 2014) (reversing this Court’s denial of a preliminary injunction holding
that irreparable harm was demonstrated where the offending conduct was alleged to
have violated both state statute and the Pennsylvania Constitution); Milk Marketing
Board v. United Dafty Farmers Co-op Association, 299 A.2d 191 (Pa. 1973) (plurality)
(affirming a finding of irreparable harm where the petitioners violated a state statute
by selling milk below the minimum prices mandated by state law); Pennsylvania
Public Utility Commission v. Israel, 52 A.2d 317 (Pa. 1947) (affirming the issuance of
a preliminary injunction where the petitioners violated a state statute requiring taxicabs
to have a certificate of public convenience); Commonwealth ex rd Corbett v. Snyder,
977 A.2d 28 (Pa. Cmwlth. 2009) (affirming the issuance of a preliminary injunction
and a finding that irreparable harm is presumed where there was a credible violation of
the consumer protection law).
Here, the Court finds that Petitioners have also sufficiently demonstrated
immediate and irreparable harm where they have credibly alleged that the Department
has adopted Regulations that violate the Act under which they were promulgated and
violate the Pennsylvania Constitution.

Accordingly, the Court concludes that

Petitioners have met the immediate and irreparable harm requisite.
3. Greater Harm from Refusing Injunction
Petitioners contend that the harm they will suffer if reffised a preliminary
injunction is greater than the harm that would result for the Department or any other
party if the injunction were granted. Specifically, Petitioners allege that neither the
Department, nor potential CR applicants, wilL suffer harm if the process is put on hold
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until the disparity between the Act’s research-only intent for CRs and the Regulations’
permit implementation is resolved. Petitioners state that if the CRJACRC process is
put on hold pending resolution of the fundamental CRJACRC issues Petitioners raise,
the only effect will be to delay implementation of the Regulations’ “watered-down”
research program while the Court considers whether the Act requires, as Petitioners
contend, a niuch more robust research-only CR program to be conducted by permittees
that the Department has already found to be most qualified. (Petitioners’ Application
for Preliminary Injunction at 20.)
Further, Petitioners state that a stay of the Regulations will provide
existing permittees that desire CR status clarity on the issue of whether CR status is
research-only, which may have a determinative effect on their decision to seek CR
status at all.

Likewise, Petitioners argue that entities seeking CR status that are not

existing permittees will benefit from that determination. Thus, overall, Petitioners urge
that the balancing of harms weighs heavily in favor of granting a preliminary
injunction.
The Department responds by arguing that “[ajny delay in implementation
of the research provisions of the Act will result in grave harm to the public, which wilt
face a delay in receiving the fruits of that research.” (Department’s Brief at 28.)
The Court takes particular note of the testimony of Mr. Collins at the
hearing that it will take the Office of Medical Marijuana “a considerable amount of
time” to review the CR applications, which are due July 12, 2018, and that, based upon
what the Department observed during Phase I of the Chapter 6 process, it will take
approximately one year from receipt of a permit for a CR to be able to release medical
marijuana product and to “hav[e] it available for sale.” (N.T., 5/2/18, at 124-25.) Mr.
Collins’ testimony was that the grant of a preliminary injunction in this case would be
“quite simply, horrific” in that it would be “extremely disruptive to the patients that are
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suffering in Pennsylvania.” Id. at 125? However, Mr. Collins’ testimony overlooks
the fact that Chapter 6 permittees already are currently dispensing medical marijuana
to patients in Pennsylvania with a valid identification card. Moreover, notwithstanding
Mr. Collins’ testimony, nothing in the Act provides that CRs are permitted to dispense
directly to patients or to “have it available for sale,” Rather, they are permitted under
section 2003 to dispense to ACRCs. 35 P.S. §10231.2003.
Thus, the Court finds Petitioners have satisfied this requisite because the
potential harm Petitioners would suffer from the denial of a preliminary injunction is
greater than that of the Department should the preliminary injunction be granted.
4. Restoration of Status Quo
The Court must also inquire as to whether a preliminary injunction will
—

—properIyrestore-thepaftics-to-their-status-as-itexisted-immediatelfior-to-the-ailegcd
wrongful conduct. Summit Towne Center, Inc., 828 A.2d at 1001. Petitioners assert
that a preliminary injunction will restore all interested parties to the status quo that
existed prior to the Regulations’ implementation, noting that (1) the Regulations were
implemented on March 17, 2018; (2) ACRC applications were available on April 5,
2018, and filed as of May 3, 2018; and (3) CR applications will be made available on
May 24, 2018, and filed as of July 12, 2018. The Court agrees with Petitioners that a
preliminary injunction issued now, enjoining the Department from applying the
25

Relatedly, in her amicus brief, Representative Watson acknowledges that “like the entirety
of Chapter 19, the provisions contained in Section 2003 (relating to research study) are not yet
operative. This section only becomes operative when [the Department] approves the dispensing of
medical marijuana by a CR to an ACRC.” (Rep. Watson’s Amicus Brief at 12) (emphasis in original),
This point reinforces that there is no public harm in granting a preliminary injunction, given that the
harm the Department contends the public will suffer—lack of research and commercial availability
of medical marijuana under Chapter 20—is already occurring in that section 2003 is not presently
operative and, according to Mr. Collins’ testimony, is not likely to be for approximately one year,
even tinder the best of circumstances.
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Regulations, will leave all parties as they were until the underlying issues are resolved.
As such, the Court concludes that Petitioners have satisfied this requisite.
5. Reasonably Suited to Abate Offending Activity
The Court must also determine whether the preliminary injunction
Petitioners seelc is “reasonably suited to abate the offending activity.” Id. Flere, the
issuance of a preliminary’ injunction enjoining the Department from applying the
Regulations is reasonably suited to abate the Department’s offending conduct because
it will prohibit the Department from awarding permits under the alleged
unconstitutional Regulations.
6. Not Contrary to Public Interest
Finally, the Court must determine whether Petitioners have demonstrated
that a preliminary injunction will not adversely affect the public interest.

Id.

Petitioners argue that it is in the public’s interest to foster “high quality” research in
medical marijuana and its uses. 35 P.S. §l0231.102(3)(iii). However, Petitioners
contend that the Regulations, as promulgated, “will do little to advance that goal”
because they impose only a de minimis obligation on CRs to undertake research, despite
Chapter 20’s exclusive focus on research and intention to authorize the production and
dispensing of medical marijuana for use only in clinical trials and other research
purposes.

(Petitioners’ Application for Preliminary Injunction at 5.)

Petitioners

contend that the public’s interest lies in “taking the time to get it right” before the
Regulations go into effect and the CR application process commences because the short
wait that will be occasioned by a preliminary injunction will be worth the properlystructured formal CR’ACRC program. Id. at 6,
The Court finds that Petitioners have satisfied this final requisite for a
preliminary injunction. As noted above, should it be determined that the Regulations
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are in violation of either the Act or the Constitution, their application is per se injurious
to the public. As such, maintenance of the status quo will protect, rather than harm,
the public.
C Bond andAutornatic Supersedeas
Finally, Petitioners request that the bond required by Pa.R.C,P. No. 153126
be set at the nominal amount of$1 00.00, arguing that no entity will sustain reasonably
foreseeable damages in the event that it is later determined that the requested
preliminary injunction was wrongfully issued. Further, Petitioners request relief from
an automatic supersedeas pursuant to Pa.R,A,P. 1736(b),27 given that the standards for
26

Rule 1531(b) provides,
Except_when tbe_plaintiff is_thtEonmaonweallth_of2ennsyivavia,_a
political subdivision or a department, board, commission,
instrumentality or officer of the Commonwealth or of a political
subdivision, a preliminary or special injunction shall be granted only if
(1) the plaintiff files a bond in an amount fixed and with
security approved by the court, naming the
Commonwealth us obligee, conditioned that if the
injunction is dissolved because improperly granted or
for failure to hold a hearing, the plaintiff shall pay to any
person injured all damages sustained by reason of
granting the injunction and all legally taxable costs and
fees, or
(2) the plaintiff deposits with the prothonotaxy legal
tender of the United States in an amount fixed by the
court to be held by the prothonotaiy upon the same
condition as provided for the injunction bond.

Pa. R.C.P. No. 1531(b).
27

This rule provides:
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i

vacating an automatic supersedeas are substantially similar to those required for
granting a preliminary injunction.
In order for the Court to vacate automatic supersedeas under Pa.R.A.P.
1736, Petitioners “must make a substantive case on the merits, demonstrating the stay
will prevent [P]etitioner[s] from suffering irreparable injury, and establishing other
parties will not be harmed and the grant of the stay is not against the public interest.”
Department of Environmental Resources v. Jubelirer, 614 A.2d 199, 203 (Pa. 1989).

Petitioners have met this standard for the reasons set forth in the preceding analysis
regarding the application for preliminary injunction, and Petitioners’ request to vacate
the automatic supersedeas, should the Department appeal this order, is hereby granted.
Likewise, the Court grants Petitioners’ request to set the bond at the nominal amount
of $100.00, as no party is likely to be monetarily harmed in the event it is later
determined that the preliminary injunction was improperly granted.

Conclusion
In conclusion, this matter is justiciable because Petitioners have standing,
the matter is sufficiently ripe, Petitioners’ remedy lies with this Court, and pre
enforcement review is appropriate in this case given that Petitioners have alleged a
constitutional violation, for which administrative proceedings would do little to
resolve. Further, Petitioners have satisfied the stringent criteria for the grant of a
preliminary injunction by sufficiently demonstrating at this stage of the proceedings a

Unless otherwise ordered pursuant to this chapter the taking of an
appeal by any party specified in Subdivision (a) of this rule shall
operate as a supersedeas in favor of such party, which supersedeas shall
continue through any proceedings in the United States Supreme Court.
Pn.R.A.P. 1736.
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likelihood to succeed on the merits in that the Regulations apparently fail to genuinely
track the meaning of the Act orto uphold the legislature’s intent to implement a robust
research program and, instead, appear to authorize commercial activity not provided
for in the Act. In addition to the above, the Regulations appear to unlawfully delegate
the Department’s duty to issue the CR permits instead to ACRCs by first requiring from
the CR applicant a contract with an ACRC, in violation of the non-delegation clause of
the Pennsylvania Constitution. PA. C0NST. art. 1, §2. There is per se harm when the
Regulations violate the Act and Article 2, section 1 of the Pennsylvania Constitution.
The issuance of the preliminary injunction will restore the patties to their prior status
quo and promote the public interest by allowing a determination on the merits of this

claim as to whether the Chapter 20 Regulations are consistent with the General
mb1y’sexpeed intent to createaThigh quality research” program for
Pennsylvania’s residents as opposed to another commercial component.

The

preliminary injunction will not impact current dispensation under Chapter 6 of the Act,
nor research conducted pursuant to Chapter 1 928
Accordingly, the Court hereby grants Petitioners’ app[ication for a
preliminary injunction enjoining the Department from applying the Regulations set
forth in 28 Pa. Code §1210.21-12l0,37.

PATItMOUH, Judge

Mr. Collins testified that, as of the date of the hearing, there were approximately “34,500
patients [] registered [for patient identification cards]” and “almost 15,000 [patient identification]
cardholders.” (N.T., 5/2/18, at 127.) Mr. Collins further testified that “24,800 dispensing events have
occurred since February 15th [201 8],” ii
28
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COMMONWEALTH COURT OF PENNSYLVANIA

ABS Compassionate Care, LLC,
BAY, LLC, Chamounix Ventures, LLC,:
Cresco Yeltrah, LLC,
OTI Pennsylvania, LLC, GuadCo, LLC,
flera Healthcare, LLC, Keystone Center
of Integrative Weliness, LLC,
Pennsylvania Medical Solutions, LLC,
Standard Farms, LLC. and
The Healing Center, LLC,
Petitioners
No. 233 M.D. 2018
V.

Rachel L. Levine, MD, Acting
Secretary, Pennsylvania
Department of Health,
Respondent
ORDER

AND NOW, this

22nd

thy of May, 2018, the Court hereby orders the

following:
1. The application for special relief in the nature of a
preliminary injunction enjoining the Pennsylvania
Department of Health (Department) from applying its
March 17, 2018 temporary regulations, 28 Pa. Code
(Regulations),
relating
to
§ 1210,21-1210.37
implementation of the academic research provisions of
Chapter 20 of the Medical Marijuana Act (Act), Act of
April 17, 2016, P.L. 84, 35 P.S. §10231.2O011023 1.2003, filed by AES Compassionate Care, LLC,
BAY, LLC, Chamounix Ventures, LLC, Cresco Yeltrab,
LLC, GTI Pennsylvania, LLC, GuadCo, LLC, hera
Healthcare, LLC, Keystone Center of Integrative
Weliness, LLC, Pennsylvania Medical .Solutio1i, LLC,

Standard Farms, LLC, and The Healing Center, LLC
(Petitioners) is hereby granted.
2. Petitioners shall post a bond pursuant to Pa.R.C.P. No.
1531 in the amount of$100,00.
3. In the event that Dr. Rachel Levine, Acting Secretary of
Health, appeals this order, such appeal shall not act as an
automatic supersedeas pursuant to Pa.R.A.P. 1736(b).
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MEDICAL MARIJUANA ACT
LEGISLATIVE FINDINGS AND DECLARATION OF
POLICY, ACADEMIC CLINICAL RESEARCH CENTERS, CLINICAL REGISTRANTS,
RESEARCH STUDY AND TEMPORARY REGULATIONS
-

Act of Jun.

22,

2018, P.L. 322, No.
Session of 2018
No. 2018—43

43

Cl.

35

RB 2477
AN ACT
Amending the act of April 17, 2016 (P.L.84, No.16), entitled “An
act establishing a medical marijuana program; providing for
patient and caregiver certification and for medical marijuana
organization registration; imposing duties on the Department of
Health; providing for a tax on medical marijuana organization
gross receipts; establishing the Medical Marijuana Program
Fund; establishing the Medical Marijuana Advisory Board;
establishing a medical marijuana research program; imposing
duties on the Department of Corrections, the Department of
Education and the Department of Human Services; and providing
for academic clinical research centers and for penalties and
enforcement,” in academic clinical research centers, further
providing for chapter heading, providing for legislative
findings and declaration of policy, further providing for
definitions, providing for academic clinical research centers,
further providing for clinical registrants and for research
study and providing for temporary regulations.
The General Assembly of the Commonwealth of Pennsylvania hereby
enacts as follows:
Section i.
Chapter 20 heading of the act of April 17, 2016
(P.L.84, No.16), known as the Medical Marijuana Act, is amended to
read:
CHAPTER 20
ACADEMIC CLINICAL RESEARCH CENTERS AND CLINICAL REGISTRANTS
Section 2.
The act is amended by adding a section to read:
Section 2000.
Legislative findings and declaration of policy.
Legislative findings.--It is determined and declared as a
(a)
matter of legislative finding:
(1)
Patients suffering from serious medical conditions
deserve the benefit of research conducted in conjunction with
the Commonwealth’s medical schools to determine whether medical
marijuana will improve their conditions or symptoms.
(2)
The Commonwealth has an interest in creating a
mechanism whereby the Commonwealth’s medical schools and
hospitals can help develop research programs and studies in
compliance with applicable law.
Declaration of policy.--The General Assembly declares as
(b)
follows:
(1)
It is the intention of the General Assembly to create
a mechanism whereby this Commonwealth’s medical schools and
https:/f.Iegis.state.paus/cfdocs/Iegis/Ii1uconscheck.cfm?yr=2O18&sessInd=O&act=43

1/5

1112612018

2018 Act 43 PA General Assembly
-

hospitals may provide advice to grower/processors and
dispensaries in the areas of patient health and safety, medical
applications and dispensing and management of controlled
substances, among other areas. It is the further intention of
the General Assembly to create a mechanism whereby the
Commonwealth may encourage research associated with medical
marijuana.
It is the policy of the Commonwealth to allow, in
(2)
addition to the 25 grower/processors and 50 dispensaries
initially authorized under section 616, the operation of
additional grower/processors and dispensaries which will be
approved by the department as clinical registrants. A clinical
registrant is a grower/processor and a dispensary which has a
contractual relationship with a medical school that operates or
partners with a hospital to provide advice about medical
marijuana so that patient safety may be enhanced.
Section 3.
Section 2001 of the act is amended to read:
Section 2001.
Definitions.
The following words and phrases when used in this chapter shall
have the meanings given to them in this section unless the context
clearly indicates otherwise:
“Academic clinical research center.”
An accredited medical
school within this Commonwealth that operates or partners with an
acute care hospital licensed within this Commonwealth that has
been approved and certified by the department to enter into a
contract with a clinical registrant.
“Clinical registrant.”
An entity that:
[holds a permit as both a grower/processor and a
(1)
dispensary; and] is approved by the department as a clinical
registrant;
has a contractual relationship with an academic
(2)
clinical research center under which the academic clinical
research center or its affiliate provides advice to the entity,
regarding, among other areas, patient health and safety,
medical applications and dispensing and management of
controlled substances [.] ; and
is approved by the department to hold a permit as both
(3)
a grower/processor and a dispensary.
Section 4.
The act is amended by adding a section to read:
Section 2001.1.
Academic clinical research centers.
General rule.——An academic clinical research center must
(a)
be approved and certified by the department before the academic
clinical research center may contract with a clinical registrant.
The accredited medical school that is seeking approval and
certification from the department as an academic clinical research
center must provide all information required by the department,
including information for the individual who will be the primary
contact for the academic clinical research center during the
department’s review of the application. The accredited medical
school must also provide all information required by the
department for any licensed acute care hospital that the
accredited medical school will operate or partner with during the
time that it may be approved and certified as an academic clinical
research center by the department.
Posting and publication of list.--The department shall
(b)
post a list containing the name and address of each certified
academic clinical research center on the department’s publicly
accessible Internet website and publish the list in the
Pennsylvania Bulletin.
Section 5.
Sections 2002 and 2003 of the act are amended to
read:
Section 2002.
Clinical registrants.
[Notwithstanding the limitations in section 616, the] (a)
ApprovaL——The department may [register] approve up to eight
clinical registrants. Each [entity] clinical registrant may
provide medical marijuana at not more than six separate locations.
m1 f—ntn 1 n,,mhcr nP 1 nnzl— nnc z,,thnri ,nrl
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marijuana under this section shall not exceed 48. [The following
apply with respect to this category of clinical registrant:
(1)
A] The grower/processor and dispensary permits issued
to clinical registrants approved under this section shall be in
addition to the 25 grower/processor and 50 dispensary permits
issued by the department in accordance with section 616(1) and
The limitations relating to number and location in
(2)
sections 616(1) and (2) and 603(d) do not apply. A clinical
registrant may not hold more than one grower/processor and one
dispensary permit. Once the department approves the entity as a
clinical registrant, the entity shall comply with this chapter.
Requirements.--The following shall apply to clinical
(b)
registrants:
(1)
An entity seeking approval as a clinical registrant
shall submit an application to the department in such form and
manner as the department prescribes. The department shall
ensure that the applicant meets the requirements of this act
before approving the application to become a clinical
registrant
(2)
An entity may be issued a permit as a grower/processor
or dispensary before seeking approval as a clinical registrant.
An entity may also apply for a permit as a grower/processor or
a dispensary at the same time the entity seeks approval from
the department as a clinical registrant.
(3)
An entity seeking approval as a clinical registrant
that does not already hold a permit as a grower/processor or a
dispensary shall submit the applications required under Chapter
6. In reviewing an application, the department shall ensure
that the entity meets all of the requirements for the issuance
of a grower/processor permit or a dispensary permit, as
applicable.
(4)
When the department issues a permit as a
grower/processor or a dispensary to an entity seeking approval
as a clinical registrant, the issuance shall not be construed
to reduce the number of permits for growers/processors and
dispensaries authorized under section 616(1) and (2)
(5)
Except as provided in section 607(1) (vi) and (2) (vi),
an entity seeking approval as a clinical registrant must pay
the fees and meet all other requirements under this act for
obtaining a permit as a grower/processor and a dispensary. [,
except as provided under section 607(1) (vi) and (2) (vi).
(2)] Upon approval of the department, a clinical registrant
shall be issued a grower/processor permit and a dispensary
permit and shall be a medical marijuana organization. As a
medical marijuana organization, a clinical registrant must
comply with all the provisions of this act relating to medical
marijuana organizations except as otherwise provided in this
chapter.
(6)
The clinical registrant must have a minimum of
$15,000,000 in capital. The department shall verify the capital
requirement.
[(3)] (7)
The clinical registrant must comply with all
other requirements of this act regarding growing, processing
and dispensing medical marijuana.
(8)
A grower/processor facility owned by a clinical
registrant may sell its medical marijuana products only to the
clinical registrant’s dispensary facilities and the dispensary
facilities of other clinical registrants. The facility may sell
seeds, medical marijuana plants and medical marijuana products
to, or exchange seeds, medical marijuana plants and medical
marijuana products with, any other grower/processor facility
holding a permit under Chapter 6 or this chapter.
(9)
A clinical registrant may petition the department, on
a form prescribed by the department, for approval to sell
certain of the medical marijuana products grown and processed
by its grower/processor facility to other medical marijuana
.

-
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organizations holding dispensary permits under Chapter 6. The
petition must be accompanied by a written report of the
clinical registrant’s research findings with respect to the
medical marijuana products which are the subject of the
petition. The department shall approve the petition if it has
been demonstrated that the medical marijuana products have a
practical effect on patients which changes a recommendation
within the medical field as indicated in the report submitted
by the clinical registrant.
(10)
A dispensary owned by a clinical registrant may
dispense medical marijuana products to a patient or caregiver
who presents a valid identification card to an employee who is
authorized to dispense medical marijuana products at a
dispensary location operated by the clinical registrant,
regardless of whether the patient is a participant in a
research study or program.
Section 2003.
Research study.
[Notwithstanding any provision of this act to the contrary,
Applicability.--The provisions of this section shall
the] (a)
apply upon publication of the notice under section 2108.
Procedures.——The department may, upon application, approve
(b)
the dispensing of medical marijuana by a clinical registrant to
the academic clinical research center for the purpose of
conducting a research study. The department shall develop the
application and standards for approval of such dispensing by the
clinical registrant. The following apply to the research study:
(1)
The clinical registrant shall disclose the following
information to the department in its application:
The reason for the research project, including the
(i)
reason for the trial.
The strain and strength of medical marijuana to
(ii)
be used [and the strength of the medical marijuana to be
used] in the research study.
(iii)
The anticipated duration of the study.
(iv)
Evidence of approval of the trial by an
accredited institutional review board[, including] and any
other required regulatory approvals.
(v)
Other information required by the department,
except that the department may not require disclosure of
any information that would infringe upon the academic
clinical research center’s exclusive right to intellectual
property or legal obligations for patient confidentiality.
The academic clinical research center shall provide
(2)
its findings to the department within 365 days of the
conclusion of the research study or within 365 days of
publication of the results of the research study in a peer—
reviewed medical journal, whichever is later.
(3)
The department shall allow the exchange of medical
marijuana seed between clinical registrants for the conduct of
research
Section 6.
The act is amended by adding a section to read:
Section 2004.
Temporary regulations.
Promulgation.--In order to facilitate the prompt
(a)
implementation of this chapter, the department shall promulgate
temporary regulations that shall expire not later than two years
following the publication of the temporary regulations. The
temporary regulations shall not be subject to:
(1)
Sections 201, 202, 203, 204 and 205 of the act of July
31, 1968 (P.L.769, No.240), referred to as the Commonwealth
Documents Law.
(2)
The act of June 25, 1982 (P.L.633, No.181), known as
the Regulatory Review Act.
(3)
Sections 204(b) and 301(10) of the act of October 15,
1980 (P.L.950, No.164) , known as the Commonwealth Attorneys
Act.
Expiration.--The department’s authority to adopt temporary
(b)
reaulations under subsection Ca) shall expire six months after the
-
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effective date of this section. ‘Regulations adopted after this
period shall be promulgated as provided by law.
Publication.--The department shall begin publishing
(c)
temporary regulations in the Pennsylvania Bulletin no later than
90 days after the effective date of this section.
Section 7.
This act shall take effect immediately.
APPROVED——The 22nd day of June,

A.D.

2018.

TOM WOLF

hllps:thnvw.Iegis.state.pa.us/cfdocs/Iegisfli/uconsCheck.cfm?yr=2018&sesslnd=O&acl=43
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NOTICES
DEPARTMENT OF HEALTH
Medical Marijuana Program; Availability of Academic Clinical Research Center
and Clinical Registrant Applications; Time Period to Submit Applications
[48 Pa.B. 5423j
ISaturday, August 25, 20181
The purpose of this notice is to announce implementation of sections 2000—2004 of the Medical
Marijuana Act (act) (35 P.S. § 2000—2004), to give information regarding the availability of
applications to be completed to become a certified academic clinical research center (ACRC) or a
clinical registrant (CR) as described under28 Pa. Code §* 1211.25(b) and 1211.27(a) (relating to
certifying ACRCs; and application for approval of a clinical registrant), respectively, and to
establish the time period during which applications will be accepted by the Department of Health
(Department).
Availability ofApplications to be Approved as a CertfiedAC’RC and Submission Deadline
Notice is hereby given, as required by section 2001.1(b) ofthe act (35 P.S. § 10231.2001.1(b))
and 28 Pa. Code § 1211.25(b) promulgated thereunder, that on September 6, 2018, the Department
intends to make availabLe, on its web site at www.health.pa.gov. the form of the application to be
completed and submitted to the Department to be approved as a certified ACRC. The Department
will accept applications until September 20. 2018. The Department will consider any application
sent by mail to have been received on the date it is deposited in the mail as long as the postmark on
the outside of the package is clear and legible. The Department will not consider and will return an
application that is postmarked after the September 20, 2018, deadline. An applicant must submit an
application by mail in an electronic format that is listed in the instructions portion of the application
to the Office of Medical Marijuana, Department of Health, Room 628, Health and Welfare Building.
625 Forster Street, Harrisburg, PA 17120.
Availability ofApplicationsfor Approval ofa CR and Submission Deadline
Notice is hereby given, as required by 26 Pa. Code § 1211.27(a). that on October 4, 2018, the
Department intends to make available, on its web site at www.heahh.pa.gov, the form of the
application required to be submitted to be approved as a CR. The Department will accept
applications until November 8,2018. The Department will consider any application sent by mail to
have been received on the date it is deposited in the mail as long as the postmark on the outside of
the package is clear and legible. The Department will return an application that is postmarked after
the November 8,2018, deadline. An applicant must submit an application by mail in an electronic
format that is listed in the instructions of the application to the Office of Medical Marijuana.
Department of Health, Room 628, Health and Welfare Building, 625 Forsier Street, Harrisburg, PA
17120.
Interested persons are invited to submit written comments, suggestions or objections regarding
this notice to John J. Collins, Office of Medical Marijuana, Department of Health, Room 628,
htIps:llwpabulletincom/secure/data/vol4B/48-34/1 328html
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Health and Welfare Building. 625 Forster Street, Harrisburg, PA 17120, (717) 547-3047, RA
DHMedMarijuana’pa.gov.

Persons with a disability who wish to submit comments, suggestions or objections regarding this
notice or who require an alternative format of this notice (for example, large print, audiotape or
Braille) may do so by using the previously listed contact information. Speech and/or hearingimpaired persons may call the Pennsylvania AT&T Relay Service at (800) 654-5934 (TDD users) or
(800) 654-5988 (voice users).
RACHEL L. LEVINE, MD,
Secretary
lPa.B. Doe. No. 18-1328. Filed for public inspection August 24, 2018, 9:00 n.m.j

No part of the information on this site may be reproduced for profit or sold for profit.
This material has been drawn directly from the orncial Pennsylvania Bulletin full text database. Due
to the limitations of HTML or differences in display capabilities of different browsers, this version
may differ slightly from the official printed version.
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He gave a $1 25k gift to Jefferson, expecting it would help get a marijuana growing license. Was it pay-to-play? - Philly

Business (Hflp://Www.PhIiIy.Com/Business)

—

Cannabis Coveragjhttp://www.phiflyLphifly/business/cannabis)

He gave a $125k gift to Jefferson, expecting it
would help get a marijuana growing license. Was it
pay-to-play?
Updated: JUNE 22. 2018— 12:10PM EDT
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0001&caption=Thomas Jefferson University took a $125,000 donation for the Lambert Center for the Study of Medicinal Cannabis and F’ aspiring marijuana grower.)
Thomas Jefferson University took a $125000 donation for the Lambert Center for the study of Medicinal Cannabis and Hemp from an aspiring marijuana grower.

by Sam Wood, Staff Writer W,@samwOOdiii (bttp://twitter.com/samwoodiiiI
samwoodaphijjynews.com_(mailto:Samwoodaphlflynews.Com).

I

When Matthew Mallory promised to donate $250,000 to Thomas Jefferson University,_(flps://www.jefferson.edu/Ihe expected
something in return an alliance with a major research university that would put him on an inside track to launch abusiness growing
and selling marijuana.
—
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He gave a 5125k gift to Jefferson. expecting it would help get a marijuana growing license, Was it pay-to-play? Philly
-

Mallory made an initial payment of $125,000 to Jefferson in December 2016. He was bitterly disappointed two weeks later when “it was
discovered that Thomas Jefferson would not be able to assist in securing the affiliation with a medical facility,” Mallory’s lawyerwrote
to Jefferson’s attorneys.
Mallory demanded his money back. He filed a complaint with the state Attorney General, which said Jefferson wasn’t obliged to return
the money because, as a charitable gift, it had been donated for the public good.
Now critics of Pennsylvania’s novel marijuana research program are citing Mallory’s payment to Jefferson as evidence of what they say
is a form of “pay-to-play” infecting the state’s embryonic plan to turn the Keystone State into a Silicon Valley of cannabis research and
development. They are touting emalls from Mallory’s lawyer to Jefferson’s attorney as demonstrating a crass exchange in which money
was solicited to buy into the ground floor of a new pharmaceutical industry.
Mallory was told that “in order to receive support from Thomas Jefferson for the licenses, it would be necessary to make a $250,000
donation to Thomas Jefferson his lawyer Mark M. Lyman wrote.
The emafis were provided to the Inquirer and Daily News and are circulating widely among legislators in Harrisburg.
In his letter to the Attorney General, Mallory’s attorney said a connection to Jefferson would help cement Mallory’s relationship with an
academic medical facility. People with knowledge of the matter identified the facility as Lake Erie College of Osteopathic Medicine in
Erie. But LECOM dropped Mallory’s company in January 2017 to align itself with Franklin Labs, a marijuana conglomerate that includes
former Gov. Wolf adviser John Hang,,(bilp;//wtvw p,hfljyQm/p.hjfly/husiness/cannabis/wolf-admin-threatens-to-revoke-former
advisers-marijlrnnQpermit-20171016 html), asks board chairman.
“If you look at it, [the accusations] certainly look like circumstantial pay-to-play,” said Justin Moriconi, whose Elkins Park law firm
Moriconi-Flowers (hflp’//moriconiflowers.com/lrepresents several commercial marijuana companies. “It’s caused a chilling effect.”

Jefferson officials pinned the incident oil a national consultant, Scott Hawkins, working for the Jefferson University’s Lambert Center
for the Study of Medicinal Cannabis and Hempftps://,jefferson,edufuniversity/emergg-health-professionsflambert
renter.htmfl.
But Hawkins, who was involved with soliciting the contribution, said “there was never a promise of special favor with the
Commonwealth or any institution.” Many groups approached the Lambert Center “to engage with the research community in Pa., better
understand research protocols and expand their profile,” he said, and some chose voluntarily to contribute.
Jefferson, for its part, said it made no promises to Mallory. The donation only gave Mallory’s Pittsburgh-based company.
Commonwealth Alternative Medicinal Options (bflp;//comomedicatcoml) (CAMO), the right to label itself a “founding supporter”
of Jefferson’s Lambert Center
which its
director describes as “the nation’s first and only comprehensive academic resource for research and practice in the therapeutic use of
cannabinoids.”
The alliance with Jefferson, said Lambert Center Director Charles Pollack, would have shown Mallory’s commitment to fund research
into the drug. The affiliation might lend CAMO credibility on its applications to grow and distribute marijuana in the state, he said,
“But there was never a guarantee” to give Mallory a license, Pollack said.”We had nothing we could promise. We felt we did nothing
wrong.”
Other founding supporters of the Lambert Center included The Tuttleman Family Foundation, PharmaCannis, PA Options for Weilness,
and Keystone Weilness Research Fund, LLC. OhaWeilness, a group headed by former Philadelphia city solicitor Kenneth
Trujfflo, signed a pledge to support Lambert but did not write a check. None of the Lambert founding supporters has yet to win a permit
from the state.
Mallory himself could not be reached for comment. His attorney, Mark M Ly,
ly.manjl, said he had little recollection of the complaint.

corn/attorneys/mark
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He gave a $125k gift to Jefferson, expecting it would help get a marijuana growing license. Was it pay-to-play? Philly
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Accounts of the incident surfaced this week as the state House approved a rewrite of a key provision called Chapter 20
fhispu/vlegjjjnpa us/cfdocs/Iegis/LI/ueonsCheck.cfm?Type=HTM&yr=20l6&sessInd=O&smthLwTnd=0&act=O16&chp)
of the state’s medical marijuana law.
—

—

Jefferson has long presented itself as a major player and prime mover behind the states medical marijuana program.
The Chapter 20 provision originally drafted in part by Jefferson University Hospital’s former board chairman William Landman
XblIp://mainhineen.rom/team/) created the nation’s first state-sanctioned research program. The program is novel because it pairs
university health systems with marijuana companies.
—

—

Bucks County Republican
kathywatsoni 44,com/) sponsored the original bill and said her caucus would
not have voted to approve medical marijuana if the research component had not been included. Watson is also the author and sponsor of
the rewritten law.
Landman, who remains on the Jefferson board, is aprincipal in Main Line Investment Partners (hflp:Hmainhnenn,enm/), a private
equity group that created a company called MLH Explorations LLC to grow and sell marijuana in an alliance with Jefferson Health. In
August, MLH Explorations (hps:I/v_fallrnvpcom/media/107479/l-23-l8-pc-rninutes.pf)signed anagreementto build astate-of
the-art marijuana growing facility at the former U.S. Steel plant in Fairless Hills in the Keystone Industrial Port Complex. MLH’s plan to
operate at the Bucks County plant still awaits approval by the state Department of Health.
The state’s once-heralded research
researeh-jefferson-amendment-medical-schools-drexel-temple-20i80326.htmflis in legal limbo, the result of a lawsuit filed
(htt Hwww.phjflyemJphjfly/busin es s /m arijuan p-research pennsylvania-growers-n r-anrc -je Lie rcnn -drexel-I ecom pelmz
20180419.htmlI by a group of commercial marijuana growers and dispensary owners who say the provision gives an unfair advantage to
the hospital-aligned growers. The existing commercial marijuana businesses say the bill will formalize a second marijuana market that
will put them out of business.
-

-

The state House of Representatives approved a rewrite of the law on Tuesday. The state Senate is expected to approve the bill on Friday.
If Gov. Wolf signs it, the lawwffl render the commercial growers’ lawsuit moot. The newlaw explicitlygrants the hospital-aligned
marijuana companies the ability to enter the commercial market and sell marijuana to any patient with a state-issued medical
marijuana card.
Watson says the rewritten bill represents a compromise and is a way of guaranteeing that some of the nation’s best medical schools have
a hand in conducting high-level research on marijuiana. “The four caucuses went over this forever to craft rules that would satisfy
everybody,” she said.
Judith Cassel. a Harrisburg attorney who is representing the commercial growers, says the rewritten law continues to include loopholes
that “treat research as an afterthought” and that her clients, who were the highest scorers in the state’s competitive application process,
are willing and able to collect whatever research data any academic institution might need.

Andrew Sacks (p;//www.sackswestondiamond.com/Attorneys/Andrew-Sacks asp.3), who also represents commercialgrowers. said
the rewritten law leaves too many questions unanswered. And most of those questions revolve around how the university health systems
have chosen their marijuana company partners.
Under the law, the hospital-aligned marijuana companies don’t have to submit to the same competitive scoring process that the state
subjected on the commercial growers, he said.
“We don’t know the terms of the agreements, how much money exchanged hands,” Sacks said. “The new statute doesn’t provide for
making that information public.”
Keith Morganjhflps//www.Iinkedin com/infkeith-morgan-50b10084/I, chairman of Holistic Farms and Pharma, operates a marijuana
growing facility in New Castle in western Pennsylvania Morgan, whose company isa plaintiff in the lawsuit, said he would “be very
happy to participate in research on all levels.”
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“The state has defined policies for construction contracts,” Morgan said. If you want to build a $20 million stadium, there’s an open
bidding process designed to avoid favoritism. It’s pretty extreme. T don’t know why that wouldn’t apply to Temple, Pitt and Penn State.
which are state universities. Why wouldn’t they do a fully open bidding process for the marijuana partners?”
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SEDAR Version

Curaleaf Holdings, Inc.

CSE FORM 2A
LISTING STATEMENT

DATED AS OF OCTOBER 26, 2018

Curaleaf Holdings, Inc. will derive a substantial portion of its revenues from the cannabis industry in certain
states of the United States, which industry is illegal under United States federal law. Curaleaf Holdings, Inc.
will be directly involved (through its licensed subsidiaries) in the cannabis industry in the United States where
local state laws permit such activities. Currently, its subsidiaries and managed entities are directly engaged in
the manufacture, possession, use, sale or distribution of cannabis and/or hold licenses in the adult-use and/or
medicinal cannabis marketplace in the States of Arizona, Connecticut, Florida, Maine, Maryland,
Massachusetts, Nevada, New Jersey, New York and Oregon have a licensing application pending in the State
of California; and have partnered with an accredited medical school to obtain a clinical registrant license in
the Commonwealth of Pennsylvania.
The United States federal government regulates drugs through the Controlled Substances Act (21 U.S.C.
811), 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 medicnl use in the United States, and a lack of accepted safety for the use of the
drugunder medical supervision. The United States Food and Drug Administration has not approved
marijuana as a safe and effective drug for any indication.
In the United States marijuana is largely regulated at the state level. State laws regulating cannabis are in
direct conflict with the federal Controlled Substances Act, which makes cannabis use and possession
federally illegal. Although certain states authorize medical or adult-use cannabis production and
distribution by licensed or registered entities, under U.S. federal law, the possession, use, cultivation, and
transfer of cannabis and any 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.
On January 4, 2018, U.S. Attorney General Jeff Sessions issued a memorandum to U.S. district attorneys
which rescinded previous guidance from the U.S. Department of Justice specific to cannabis enforcement in
the United States, including the Cole Memorandum (as defined herein). With the Cole Memorandum
(i)

rescinded, U.S. federal prosecutors have been given discretion in determining whether to prosecute
cannabis related violations of U.S. federal law.
There is no guarantee that state laws legalizing and regulating the sale and use of cannabis will not be
repealed or overturned, or that local governmental authorities will not limit the applicability of state
laws within their respective jurisdictions. Unless and until the United States Congress amends the
Controlled Substances Act with respect to medical and/or adult-use cannabis (and as to the timing or scope
of any such potential amendments there can be no assurance), there is a risk that federal authorities may
enforce current federal law. If the federal government begins to enforce federal laws relating to cannabis in
states where the sale and use of cannabis is currently legal, or if existing applicable state laws are repealed or
curtailed, Curaleaf Holdings, Inc.’s business, results of operations, financial condition and prospects would
be materially adversely affected. See Section 18 of this Listing Statement
Risk Factors for additional
information on this risk.
—

In light of the political and regulatory uncertainty surrounding the treatment of U.S. cannabis-related
activities, including the rescission of the Cole Memorandum discussed above, on February 8, 2018, the
Canadian Securities Administrators published a staff notice (“Staff Notice 51-352”) setting out the Canadian
Securities Administrator’s disclosure expectations for specific risks facing issuers with cannabis-related
activities in the United States. Staff Notice 51-352 confirms that a disclosure-based approach remains
appropriate for issuers with U.S. cannabis-related activities. Staff Notice 51-352 includes additional
disclosure expectations that apply to all issuers with U.S. cannabis-related activities, including those with
direct and indirect involvement in the cultivation and distribution of cannabis, as well as issuers that provide
goods and services to third parties involved in the U.S. cannabis industry.
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CAUTIONARY NOTE REGARDING FORVARD-LOOKlNG INFORMATION
This Listing Statement includes “forward-looking information” and “forward-looking statements” within the
meaning of Canadian securities laws and United States securities laws. All information, other than statements of
historical facts, included in this Listing Statement that address activities, events or developments that the Resulting
Issuer expects or anticipates will or may occur in the future is forward-looking information. Forward-looking
information is often identified by the words “may”, “would”, “could”, “should”, “will”, “intend”, “plan”,
“anticipate”, “believe”, “estimate”, “project”, “expect”, “target”, “continue”, “forecast”, “design”, “goal” or similar
expressions and includes, among others, information regarding: expectations for the effects of the Business
Combination; the potential benefits of the Business Combination; statements relating to the business and future
activities of, and developments related to, the Resulting Issuer after the date of this Listing Statement, including
such things as future business strategy, competitive strengths, goals, expansion and growth of the Resulting Issuer’s
business, operations and plans, including new revenue streams; the completion of contemplated acquisitions by the
Resulting Issuer of additional real estate assets or other possible acquisitions or dispositions (directly or indirectly)
of businesses which may or may not be material and/or investment opportunities: the prepayment of debt; the roll
out of new dispensaries; the application for additional licenses and the grant of licenses that have been applied for;
the renewal of licenses; the limitation on the ownership of licenses; the expansion of existing cultivation and
production facilities; the completion of cultivation and production facilities that are under construction; the
construction of additional cultivation and production facilities; the expansion into additional United States, Canadian
and international markets; any potential future legalization of adult-use and/or medical marijuana under US, federal
law; expectations of market size and growth in the United States and the states in which the Resulting Issuer
operates; additional funding requirements: the payment of dividends; the Resulting Issuer’s listing on the CSE under
the symbol “CURA”; the grant of incentive stock options or other applicable awards; the entry into employment
agreements with the Resulting Issuer’s NEOs following the closing of the Business Combination; the payment of
director compensation, the obtaining of customary insurance for the benefit of the Resulting Issuer’s directors and
the entry into indemnification agreements with the Resulting Issuers directors; expectations for other economic,
business, regulatory and/or competitive factors related to the Resulting Issuer or the cannabis industn’ generally; and
other events or conditions that may occur in the future.
Resulting Issuer Shareholders are cautioned that forward-looking information and statements are not based on
historical facts but instead are based on reasonable assumptions and estimates of management of the Resulting
Issuer at the time they were provided or made and involve known and unknown risks, uncertainties and other factors
which may cause the actual results, performance or achievements of the Resulting Issuer, as applicable, to be
materially different from any future results, performance or achievements expressed or implied by such forwardlooking information and statements. Such factors include, but are not limited to: the unpredictability caused by the
capital structure; the fact that the Resulting Issuer is a holding company; the dual-class structure that will be
contained in the articles of the Resulting Issuer will have the effect of concentrating voting control and the ability to
influence corporate mailers with Mr. Boris Jordan, who currently holds directly or indirectly shares in the capital of
Curaleaf; cannabis is a controlled substance under the United States Federal Controlled Substances Act;
enforcement of cannabis laws could change; renewal of the Leahy Amendment would protect the medical cannabis
industry; the market for cannabis could decline due to regulatory changes; risks related to additional financing;
restricted access to banking; risk of civil asset forfeiture; anti-money laundering laws and regulations; tack of access
to U.S. bankruptcy protection; heightened scrutiny by regulatory authorities; risk of legal, regulatory or political
change; general regulatory and licensing risks; limitations on ownership of licenses; regulatory action and approvals
from the Food and Drug Administration; litigation; difficulty in enforcing judgments and effecting service of
process on directors and officers; environmental regulation; unknown environmental risks; failure to complete the
contemplated minority buy-outs and committed acquisitions: risks related to Cetus Senior Debt; unproven business
strategy; service providers; enforceability of contracts; reliance on management; competition; risks inherent in an
agricultural business; unfavorable publicity or consumer perception; product liability; product recalls; results of
future clinical research; difficulty attracting and retaining personnel; dependence on suppliers; reliance on inputs;
co-investment risk; limited market data and difficulty to forecast; intellectual property risks; constraints on
marketing products; fraudulent or illegal activity by employees, contractors and consultants; information technology
systems, cyber-attacks and security breaches; reliance on management services agreements with subsidiaries and
affiliates; website accessibility high bonding and insurance coverage; risks of leverage; future acquisitions or
dispositions; management of growth; costs of being a public company; past performance not indicative of future
results; financial projections may prove materially inaccurate or incorrect; tax risk related to controlled substances;
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United States tax classification of the Resulting Issuer; economic environment; currency fluctuations; market price
volatility risks; sales by existing shareholders; limited market for securities; global financial conditions; as well as
those risk factors discussed in Section IS of this Listing Statement below and other risks described from time to time
in documents filed by the Resulting Issuer with Canadian securities regulatory authorities. Although the Resulting
Issuer has attempted to identify important factors that could cause actual results to differ materially, there may be
other factors that cause results not to he as anticipated, estimated or intended. There can be no assurance that such
fonvard-looking information and statements will prove to be accurate as actual results and future events could differ
materially from those anticipated in such information and statements, Accordingly, readers should not place undue
reliance on fonvard-looking information and statements. Fonvard-looking information and statements are provided
and made as of the date of this Listing Statement and the Resulting Issuer does not undertake any obligation to
revise or update any forward-looking information or statements other than as required by applicable law,
MARKET AND INDUSTRY DATA
This Listing Statement includes market and industry data that has been obtained from third-party sources,
including industry publications. The Company believes that the industry data is accurate and that its estimates and
assumptions are reasonable, but there is no assurance as to the accuracy or completeness of this data. Third party
sources generally state that the information contained therein has been obtained from sources believed to be reliable,
but there is no assurance as to the accuracy or completeness of included information. Although the data is
believed to be reliable, the Company has not independently verified any of the data from third-party sources
referred to in this Listing Statement or ascertained the underlying economic assumptions relied upon by such
sources.
CURRENCY

Unless otherwise indicated, all references to “S’ in this Listing Statement refer to United States dollars and all
references to “CS” in this Listing Statement refer to Canadian dollars.
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1.

GLOSSARY

Unless the context otherwise requires or where otherwise provided, the following words and terms shall have the
meanings set forth below when used in this Listing Statement.
“2019 Senior Unsecured Notes” has the meaning ascribed thereto under Section 3 of this Listing
Statement “General Development of the Business Financing Activities”.
-

“2020 Senior Unsecured Notes” has the meaning ascribed thereto under Section 3 of this Listing
Statement “General Development of the Business Financing Activities”.
-

—

“Affiliate” has the meaning ascribed thereto in National instrument 45-106
Canadian Securities Administrators.

—

Prospectus Ereniptions of the

•Agcncy Agreement” has the meaning ascribed thereto under Section 3 of this Listing Statement
“General Development of the Business SR OJfering’.

—

—

“Agents” has the meaning ascribed thereto under Section 3 of this Listing Statement
Development of the Business Subscription Receipt Q/Jering”.

-

“General

-

“Amalco” means the corporation resulting from the Amalgamation.
“Amnlco Shares” means common shares in the capital ofAmalco.
“Amalgamation” means an amalgamation of LVI SubCo and Curaleaf FinCo pursuant to Section 269 of
the BCBCA, on the terms and subject to the conditions set out in the Amalgamation Agreement and the
Transaction Agreement, subject to any amendments or variations thereto made in accordance with the
provisions of the Amalgamation Agreement and the Transaction Agreement.
“Amalgnmation Agreement” measm the amalgamation agreement to be entered into between LVI SubCo
and Cumleaf FinCo pursuant to Section 269 of the BCBCA, to effect the Amalgamation.
“Arizona Acquisition” has the meaning ascribed thereto under Section 3 of this Listing Statement
“General Development of the Business .1cquisitions”.

—

-

“Arizona Convertible Note” has the meaning ascribed thereto under Section] of this Listing Statement
“General Development of the Business Financing Activities”.

-

—

“Associate” has the meaning ascribed thereto in the Securities Act (British Columbia).
“ATCs” has the meaning ascribed thereto under Section 3 of this Listing Statement
Development of the Business Neii Jersey Histon”.
—

—

“General

—

“Audit Committee” means the audit committee of the Resulting Issuer to be created upon closing of the
Business Combination.
“Awards” has the meaning ascribed thereto under Section 9 of this Listing Statement
Purchase Securities Sununaty of New Equity incentive Plan Purpose”.

—

“Options to

—

—

“Bank Secrecy Act” means the United States Currency and Foreign Transactions Reporting Act of 1970.
“BCBCA” means the Business Corporations Act (British Columbia), as amended.
“Blackjack” means Naturex II, LLC, doing business as Blackjack Collective.
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“Business Combination” means the proposed business combination between, liner alia, LVI and Curaleaf
pursuant to which Curaleaf will complete a reverse take-over of LVI, as more particularly described in the
Transaction Agreement.
“CBD” has the meaning ascribed thereto under Section IS of this Listing Statement
Resu Its of Future Clinical Research”.
“COS” has the meaning ascribed thereto under Section 18 of this Listing Statement
Heightened Scrutiny by Regvlatorv Authorities”,

—

—

“Risk Factors

“Risk Factors

“Cetus” has the meaning ascribed thereto under Section 3 of this Listing Statement
Development of the Business Financing Activitiac”.

—

—

—

“General

—

“Cetus Senior Debt” has the meaning ascribed thereto under Section 3 of this Listing Statement
“General Development of the Business Financing Activities”.

—

—

“Cetus ‘arrant” has the meaning ascribed thereto under Section 10 of this Listing Statement
“Desci-iption of the Securities IT’arrants”.

—

“Co-Lead Agents” means collectively. GMP Securities L.P. and Canaccord Genuity Corp.. acting as co
lead agents and joint bookrunners in connection with the SR Offering.
“Coattail Agreement” has the meaning ascribed thereto under Section 10 of this Listing Statement
“Description of the Securities Take-Over Bid Protection”.

—

—

“Code” means the United States Internal Revenue Code of 1986, as amended.
“Cole Memorandum” has the meaning ascribed thereto under Section 3 of this Listing Statement
“General Development of the Business Histoty of United States Regulation of cannabis”.

—

—

“Company” or “Curaleaf’ means Curaleaf, Inc., a corporation existing under the laws of the State of
Delaware (formerly, PalliaTech, Inc.).
“Compensation Committee” means the compensation committee of the Resulting Issuer to be created
upon closing of the Business Combination.
“Connecticut Minority Buy-Out” has the meaning ascribed thereto under Section 3 of this Listing
Statement ‘General Development of the Business Acquisitions”.
—

—

“Conversion Ratio” has the meaning ascribed thereto under Section 10 of this Listing Statement
“Description of the Securities Ahiltiple I bting Shares Conversion”.

—

—

-

“CS-ATC” has the meaning ascribed thereto under Section 3 of this Listing Statement
Development of the Business State by State Qven’ieit’ A ni Jersey Curaleaf Licenses”.

—

‘General

—

—

—

“CSE” means the Canadian Securities Exchange.
“CSE Policies1’ means the rules and policies of the CSE in effect from time to time.
“CTDCP” has the meaning ascribed thereto under Section 3 of this Listing Statement
Development oft/ic Business State by Slate Overview Connecticut Histo;y”.
—

—

—

‘General

—

“Curalear’ or the “Company” means Curaleaf, Inc., a corporation existing under the laws of the Slate of
Delaware (formerly, PalliaTech, Inc.),
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“Curaleaf FinCo” means 1177687 B.C. Ltd., a company existing prior to the completion of the Business
Combination under the laws of the Province of British Columbia, which entity will be amalgamated with
LVI Subco pursuant to the Business Combination.
‘CuraleafFinCo Shares” means the common shares in the capital of CuraleafFinCo.
“Curaleaf Florida” means Curaleaf Florida, LLC.
“Curaleaf LTIP” has the meaning ascribed thereto under Section 9 of this Listing Statement
Purchase Securities”.

—

“Options to

“CurnlcafNlA” means Curaleaf Massachusetts. Inc., a subsidiary of the Company.
‘turaleaf Options” has the meaning ascribed thereto under Section 9 of this Listing Statement
to Purchase Securities”.

—

“Options

“CunileafVarrants” means collectively, the Cetus Warrant and the Tranche 3 Warrants.
“Diluted Share Count” has the meaning ascribed thereio under Section 3 of this Listing Statement
“General Development of the Business .Icquisitions’.

—

—

“DRH” means Doubling Road Holdings, LLC, a Delaware limited liability.
“DRU Minority Members” has the meaning ascribed thereto under Section 3 of this Listing Statement
“General Development ofthe Business Acquisitions”.

—

—

“DRU Minority Membership Units” has the meaning ascribed thereto under Section 3 of this Listing
Statement “General Development of the Business Acquisitions”.
—

—

“Escrow Release Conditions” means substantially the following conditions, collectively, and in each case,
on or before the Escrow Release Deadline and in form and substance satisfactory to the Co-Lead Agents
(on their own behalves and on behalf of other the Agents), all as satisfied and/or waived in form and
substance satisfactory to the Co-Lead Agents:
(a)

written confirmation from each of Curaleaf and LVI that all conditions to the completion of the
Business Combination have been satisfied or waived, other than the release of the Escrowed Funds
and the closing of the Business Combination, each of which will be completed forthwith upon
release of the Escrowed Funds;

(b)

the receipt of all shareholder and regulatory approvals required for the Business Combination;

(c)

the distribution of: (i) the Cunleaf FinCo Shares underlying the Subscription Receipts, and (ii) the
shares of the Resulting Issuer to be issued in exchange for the CuraleafFinCo Shares pursuant to
the Business Combination being exempt from applicable prospectus and registration requirements
of applicable securities laws of Canada and the United States;

(d)

the shares of the Resulting Issuer being conditionally approved for listing on the CSE and the
completion, satisfaction or waiver of all conditions precedent to such listing, other than the release
of the Escrowed Funds;

(e)

such other customary escrow release conditions requested by the Co-Lead Agents, on their own
behalves and on behalf of the Agents, acting reasonably; and
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the delivery of a joint written notice from Curaleaf FinCo and the Co-Lead Agents (on their own
behalves and on behalf of the other Agents) to the Subscription Receipt Agent contirming the
satisfaction of the foregoing items (a) through (e).

(I)

“Escrow Release Deadline” means 5:00 p.m. (Toronto time) on December 31,2018.
“Escrowed Funds’ has the meaning ascribed thereto under Section 3 of this Listing Statement
Development of the Business SR OJJL’ ring”.
“Exchange Ratio” has the meaning ascribed thereto under Section 3 of this Listing Statement
Development of the Business -Acquisitions”.

—

—

“General

“General

“Fair Market Value” has the meaning ascribed thereto under Section 10 of this Listing Statement
“Description of the Securities Licensing Provisions

—

—

“FATCA” means Foreign Account Tax Compliance Act.
“FDA” has the meaning ascribed thereto under Section 18 of this Listing Statement
Regulaioi’ Action and Approvals from the Food and Drug .lchiiinisti’ation”.

“Risk Factors

—

“FinCEN” has the meaning ascribed thereto under Section 18 of this Listing Statement
Restricted .-lccess to Banking”.

—

“Risk Factors

-

—

“FIRPTA” has the meaning ascribed thereto under Section 25 of this Listing Statement “Other Material
Facts Certain United States Federal tnconw Tar Consideration Sale or Other Taxable Disposition”.
—

—

—

“Florida Minority Buy-Out” has the meaning ascribed thereto under Section 3 of this Listing Statement
“General Development of the Business Acquisitions”.

—

—

“Gociter Contribution” means the contribution by Gociter Holdings Ltd. of shares of Curaleaf common
stock and other cash consideration to the Resulting Issuer immediately prior to the Merger, pursuant to
which Gociter Holdings Ltd. will be entitled to receive 32.71 Multiple Voting Shares for each one Curaleaf
share of common stock and other cash consideration contributed immediately prior to the completion of the
Merger.
“Government” means (a) the government of Canada, the United States or any other foreign country; (b)
the government of any Province, State, county, municipality, city, town, or district of Canada, the United
States or any other foreign country; and (c) any ministn. agency, department. authority, commission,
administration, corporation. bank, court, magistrate, tribunal, arbitrator, instrumentality, or political
subdivision of, or within the geographical jurisdiction of, any government described in the foregoing
clauses (a) and (b), and for greater certainty, includes the CSE.
“Groen” means Groen Investment Group, Inc.. a Delaware corporation.
“IRS” means United States Internal Revenue Service.
“ISOs” has the meaning ascribed thereto under Section 9 of this Listing Statement
Securities Smnman’ of New Equity Incentive Plan Purpose”.

—

“Options to Purchase

—

—

“IT” has the meaning ascribed thereto under Section 18 of this Listing Statement
Information Technology Systems. Cyber-.1ttacks and Security Breaches”.

—

“Risk Factors

“Leahy Amendment” has the meaning ascribed thereto under Section 3 of this Listing Statement
“General Development of the Business Histof)’ of United States Regulation of C’annabis”.
—
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—

—

Licensing Provisions” has the meaning ascribed thereto under Section 10 of this Listing Statement
“Description ofthe Securities Licensing Provisions”.

—

—

“LVr means Lead Ventures Inc., a corporation existing under the BCBCA. which entity will be renamed
to Curaleaf, Holdings Inc. in connection with the Business Combination and for references herein
following the completion of the Business Combination is referred to herein as the Resulting Issuer.
“LVI Board” means the board of directors of LVI.
“LVI Shareholders” means the holders of LVI Shares.
“LVI Shares” means the common shares in the capital of LVI, prior to giving effect to the Business
Combination, including the Name Change and the Share Terms Amendment.
“LVI Subco” means 1177679 B.C. Ltd., a wholly-owned subsidiary of LVI existing under the BCBCA,
created for the purpose of effecting the Business Combination.
“LVI USCo” means Curaleaf MergerCo, Inc., a wholly-owned subsidiary of LVI existing under the laws
of Delaware, created for the purpose of merging with Curaleaf and effecting the Business Combination.
“Maine Or’ has the meaning ascribed thereto under Section 3 of this Listing Statement
Development of 11w Business State by State Oven’ieir Maine Curaleaf Licenses”.
—

—

“General

—

“Maryland Acquisition” has the meaning ascribed thereto under Section 3 of this Listing Statement
“General Development of the Business Acquisitions”.

—

—

“Maryland Dispensary” has the meaning ascribed thereto under Section 3 of this Listing Statement
“General Development of the Business .Icquisitions”.

—

—

“Maniand Vertical Operator has the meaning ascribed thereto under Section 3 of this Listing Statement
“General Development of the Business Acquisitions’.

—

—

“Massachusetts Acquisition” has the meaning ascribed thereto under Section 3 of this Listing Statement
“General Development of the Business Acquisitions”.

-

-

“Massachusetts Minority Buy-Out” has the meaning ascribed thereto under Section 3 of this Listing
Statement “General Development of the Business Acquisitions”.
—

—

“Meeting” means the special meeting ofLVl Shareholders held on October 12, 2018.
“Merger” means the merger between Curaleaf and LVI USCo, to be effected in accordance with the
Business Combination pursuant to the applicable laws in the State of Delaware.
“MMTC” has the meaning ascribed (hereto under Section 3 of this Listing Statement
Development of the Business Slate by Slate Overview Florida History”.
—

-

—

“General

—

“Multiple Voting Shares” means the Multiple Voting Shares in the capital of the Resulting Issuer, after
giving effect to the Business Combination.
“Name Change” means the name change ofLVI to “Cumleaf Holdings, Inc.”.
NEO” means a Named Executive Officer, as such term is defined in Form S t-102F6V Statement of
Erecutive Compensation
I entztre Issuers under National Instrument 51-102 Continuous Disclosure
Obligations.
—

—

-

B

“Nevada Acquisition” has the meaning ascribed thereto under Section 3 of this Listing Statement
“General Development of the Business Acquisitions”.

-

—

“New Equity Incentive Plan” means the new equity incentive plan approved by LVI Shareholders at the
Meeting and adopted by the Resulting Issuer.
“NI 52-110” means National Instrument 52-110 —Audit Conunittees.
“NJDOH” has the meaning ascribed thereto under Section 3 of this Listing Statement
Development qf the Business New Jersey History”.

—

“General

—

—

“NQSOs” has the meaning ascribed thereto under Section 9 of this Listing Statement
Purchase Securities Sununary of Neii’ Equity Incentive Plan Purpose”.

“Options to

—

—

—

“NYSDOH” has the meaning ascribed thereto under Section 3 of this Listing Statement
Development of the Business State by State Overview New York History
—

—

“Options” has the meaning ascribed thereto under Section 9 of this Listing Statement
Purchase Securities Sununary of New Equity Incentive Plan Purpose”.
—

—

“General

-

“Options to

—

—

“Oregon Minority Buy-Out” has the meaning ascribed thereto under Section 3 of this Listing Statement
“General Development of the Business Acquisitions

—

—

“PADOH” has the meaning ascribed thereto under Section 3 of this Listing Statement
Development of the Business State by State Overview Pennsylvania— I-!istoiy

—

“General

-

“PalliaTech AZ” means PalliaTech AZ, Inc., a subsidiary of the Company.
“PalliaTech CT” means PalliaTech CT, Inc., a subsidiary of the Company.
“PalliaTech Florida” means PalliaTech Florida, LLC, a subsidiary of the Company.
“Participants” has the meaning ascribed thereto under Section 9 of this Listing Statement
Purchase Securities Sununary of New Equity Incentive Plan Eligibility”.
—

—

“Options to

—

“Permitted Holder” has the meaning ascribed thereto under the articles of the Resulting Issuer.
“person” means any corporation, partnership, limited liability company or partnership, joint venture, trust,
unincorporated association or organization, business, enterprise or other entity; any individual; and any
Government.
“Principal” means Boris Jordan.
“Principal Shareholders” has the meaning ascribed thereto under Section 13 of this Listing Statement
“Principal Shareholders”.

—

“Proposed Acquisitions” means, collectively, the Maryland Acquisition, Massachusetts Acquisition,
Nevada Acquisition, Arizona Acquisition and the Proposed Minority Buy-Outs.
“Proposed Minority Buy-Outs” means, collectively, the Florida Minority Buy-Out, the Massachusetts
Minority Buy-Out, the Oregon Minority Buy-Out and the Connecticut Minority Buy-Out.
“PT Nevada” means PT Nevada, Inc., a subsidiary of the Company.
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“RCC” has the meaning ascribed thereto under Section 3 of this Listing Statement
Development of the Business State by St ate Overview Maine CuraleafLicenses”.
-

—

—

“General

—

“Remaining Florida Minority Holders” has the meaning ascribed thereto under Section 3 of this Listing
Statement “General Development of the Business Acquisitions”.
-

—

“Reorganization Share Exchange” means the issuance of Resulting Issuer’s (i) Subordinate Voting
Shares in exchange for shares of Cumleaf common stock upon completion of the Merger, pursuant to which
the Curaleaf shareholders will be entitled to receive 32.71 Subordinate Voting Shares for each one Curaleaf
share of common stock then held, and (ii) Multiple Voting Shares in exchange for shares of Curaleaf
common stock upon completion of the Gociter Contribution, pursuant to which Gociter Holdings Ltd. will
be entitled to receive 32.71 Multiple Voting Shares for each one Curaleaf share of common stock and other
cash consideration contributed to Resulting Issuer immediately prior to the completion of the Merger.
“Resulting Issuer” means Curaleaf Holdings, Inc., a corporation to exist under the BCBCA, being the
resulting entity of LVI after completion of the Business Combination.
“Resulting Issuer Board” means the board of directors of the Resulting Issuer, as the same is constituted
from time to time.
“Resulting Issuer Options” has the meaning ascribed thereto under Section 9 of this Listing Statement
“Options to Purchase Securities”.

—

“Resulting Issuer Shareholders” means shareholders of the Resulting Issuer.
“ROs” has the meaning ascribed thereto under Section 3 of this Listing Statement
of the Business State by State Overview New York History
-

—

‘General Development

—

“RSUs” has the meaning ascribed thereto under Section 9 of this Listing Statement
Securities Summary of New Equity Incentive Plan Piupose”.

—

“Options to Purchase

—

“SARs” has the meaning ascribed thereto under Section 9 of this Listing Statement
Securities Summary ofNew Equity Incentive Plan Purpose”.

—

“Options to Purchase

—

—

“Sessions Memorandum” has the meaning ascribed thereto under Section 18 of this Listing Statement
“Risk Factors Enforcement of Cannabis Laws Could Change”.

—

—

“Share Terms Amendment” means the amendment of the rights and restrictions of the existing class of
LVI Shares, the redesignation of such class as the class of Subordinate Voting Shares, the creation of the
class of Multiple Voting Shares and the elimination of the class of preferred shares.
“SR Offering” has the meaning ascribed thereto under Section 3 of this Listing Statement
Development of the Business SR Offering”.

—

“General

—

“SR Offering Price” has the meaning ascribed thereto under Section 3 of this Listing Statement
“General Development of the Business SR Offering”.

—

—

“Staff Notice 51-352” has the meaning ascribed thereto on the cover page of this Listing Statement.
“State” means a state of the United States, as the context requires.
“Subordinate Voting Shares” means the Subordinate Voting Shares in the capital of the Resulting Issuer,
after giving effect to the Business Combination.

10

“Subscription Receipt Agent” means Odyssey Trust Company, in its capacity as subscription receipt
agent in connection with the SR Offering.
“Subscription Receipt Agreement” means the subscription receipt agreement to be entered into among,
inter alia, the Company , Curaleaf FinCo and the Subscription Receipt Agent in connection with the SR
Offering.
“Subscription Receipts” means the subscription receipts of Curaleaf FinCo issued pursuant to the SR
Offering.
“subsidiary” means with respect to a specified corporation, any corporation of which more than fifty per
cent (50%) of the outstanding shares ordinarily entitled to elect a majority of the board of directors thereof
(whether or not shares of any other class or classes shall or might be entitled to vote upon the happening of
any event or contingency) are at the time owned directly or indirectly by such specified corporation, and
shall include any corporation in like relation to a subsidiary.
“Swell” means Swell Management, LLC, an Arizona limited liability company.
“Tax Act” means the lnconw Tar Act (Canada), as amended.
“THC” has the meaning ascribed thereto under Section 3 “General Development of the Business— Htctoiy
of United States Regilation of (‘annabis” of this Listing Statement.
“Tranche 3 Varrants” has the meaning ascribed thereto under Section 10 of this Listing Statement
“Description oft/ic Securities Warrants”.

—

—.

“Transaction Agreement” means the transaction agreement dated July 25, 2018 among LVI and the
Company.
“United States” or “U.S.” means the United States of America, its territories and possessions, any State of
the United States and the District of Columbia.
“Unsuitable Person” has the meaning ascribed thereto under Section 10 of this Listing Statement
“Description of the Securities Licensing Provisions

—

—

“USPTO” has the meaning ascribed thereto under Section 4 of this Listing Statement
Description ofthe Business Intellectual Property”.

—

“Narrative

—

“USRPHC” has the meaning ascribed thereto under Section 25 of this Listing Statement “Other Material
Facts Certain United States Federal Incone Tar Consideration Sale or Other Taxable Disposition”.
—

—

—

“USRPI” has the meaning ascribed thereto under Section 25 of this Listing Statement “Other Material
Facts Certain United States Federal Income Tar Consideration Sale or Other Taxable Disposition”.
—

—

—

“Valuation Opinion” has the meaning ascribed thereto under Section 10 of this Listing Statement
“Description of the Securities Licensing Provisions”.
“VSLV” means VSLV Management, LLC.
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—

October 5,2010 as a Delaware corporation pursuant to the General Corporation Law of the State of Delaware and is headquartered
The current version of its articles of incorporation, the Fifth Amended and Restated Articles of Incorporation, were adopted on
on November 28. 2016 and February 12, 2018. Pursuant to its Certificate of Amendment dated August 16, 2018, PalliaTech, Inc.
Inc.

CORPORATE STRUCTURE

and registered office is located at 666

—

Afier giving effect to the completion of the Proposed Minority Buy-Outs nod the issuance of the Subordinnie Voting Shares in connection thereto, and the completion of the
Reorganization Share Exchange.
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The Resulting Issuer will carry on the business currently carried on by Curaleaf (formerly, PalliaTech, Inc.). Set forth below is the organizational chart of the
Resulting Issuer giving effect to the Proposed Acquisitions. See “General Development of the Bits/ness A equisitions”. The material subsidiaries of the
Company were not changed in connection with the Business Combination. Unless othenvise noted, all lines represent 100% ownership of outstanding securities
of the applicable subsidiary but assuming completion of the Proposed Transactions.

Organizational Chart of the Resulting Issuer

Pursuant to the Business Combination, a series of transactions will be completed as a result of which the Resulting Issuer will become the parent of the Company
and, upon completion of the SR Offering for gross proceeds of $398,745,543 at a price of C$l 1.45 (or approximately $87787 assuming a 1.3043 U.S. dollar to
one Canadian dollar exchange rate as of October 10, 2018) per Subscription Receipt, securityholders of the Company will become the holders of approximately
91.0% of the issued and outstanding equity of the Resulting Issuer, while holders of Subordinate Voting Shares (being former LVI Shareholders and former
holders of Subscription Receipts) will become the holders of approximately 9.0% of the issued and outstanding equity of the Resulting Issuer.’ Please refer to
Schedule “A” for a summary of the transactions leading up to the Business Combination, as well as the main terms of the Transaction Agreement entered into in
connection thereto.

Description of Business Combination and Transaction Agreement

The Resulting Issuer’s head office is located at 301 Edgewater Place, Suite 405, Wakefield, Massachusetts, 01880,
Burrard Street, Suite 1700, Vancouver, British Columbia V6C 2X8.

Lead Ventures Inc. was incorporated in the Province of British Columbia under the BCBCA on November 13, 2014. In connection with the Business
Combination, LVI filed a notice of alteration to effect the Name Change and the Share Terms Amendment. LVI had no active business operations leading up to
the completion of the Business Combination.

Curaleaf was incorporated on
in Wakefield, Massachusetts.
August 1,2016 and amended
changed its name to Curaleaf,

Corporate Name and Head and Registered Office
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GENERAL DEVELOPMENT OF THE BUSINESS

Curaleafs business is focused on owning and operating licensed cannabis businesses which cultivate, process and/or
dispense cannabis and cannabis derived products in the United States. Curaleaf entered the industry through its
partnership with Compassionate Sciences-ATC, Inc. (currently, CuraleafNi, Inc.), a non-profit company formed to
participate in the tender for New Jersey’s first medical cannabis licenses. Curaleaf signed a management services
agreement in February 2011 to support Curaleaf Ni’s application for the license, to finance its development and to
manage its operations after launch. Curaleaf NJ, Inc. was awarded a conditional permit in April 2011, and a final
permit to operate in October 2015. Since 2016, Curaleaf has significantly accelerated its capital-raising and
acquisition pipeline.
Presently, Curalears subsidiaries and managed entities are directly engaged in the manufacture, possession, use,
sale or distribution of cannabis and/or hold licenses in the adult-use and/or medicinal cannabis marketplace in the
States of Arizona, Connecticut, Florida, Maine, Maryland, Massachusetts, Nevada, New Jersey, New York and
Oregon; have a licensing application pending in the State of California; and have partnered with an accredited
medical school to obtain a clinical registrant license in the Commonwealth of Pennsylvania.
Acquisitions
Since its formation in 2010, the Company has completed, or is in the process of completing, or actively pursuing
several acquisitions, as further described below. None of the Company’s acquisitions would qualify as significant
acquisitions or dispositions pursuant to applicable Canadian securities laws and the CSE Policies.
In the normal course of its business, the Company may have outstanding non-binding letters of intent or may
otherwise be engaged in discussions with respect to possible acquisitions or dispositions (directly or indirectly) of
businesses, which may or may not be material. However, there can be no assurance that any of these letters,
agreements and/or discussions will result in an acquisition, disposition or investment and, if they do, what the final
terms or timing of any acquisition, disposition or investment would be. As part of its normal course strategy, the
Company expects to continue to actively pursue other acquisition, disposition and investment opportunities after the
date hereof as well as after the Business Combination.
In October 2018, Curaleaf entered into a definitive agreement to acquire 100% of the membership interests of a
marijuana dispensary operating pursuant to a management services agreement with a non-profit entity holding a
vertical marijuana license issued by the Arizona Department of Health Services (the “Arizona
Acquisition”). Consideration for the Arizona Acquisition consisted of $7.0 million in cash and $3.0 million payable
through the issuance of 341,737 Subordinate Voting Shares. Closing of the Arizona Acquisition is expected to be
completed prior to the end of the 201 8 fiscal year.
In August 2018, Curaleaf entered into a purchase agreement to acquire 100% of the membership interests of a
registered marijuana dispensary licensed by the Massachusetts Department of Health, operating a 53,600 square foot
cultivation facility in Massachusetts and a medical dispensary in Massachusetts (the “Massachusetts Acquisition”).
Consideration for the Massachusetts Acquisition consisted of $36.25 million in cash and milestone payments of up
to $13.75 million. Up to two additional milestone payments of$3.125 million each are due upon the completion and
permitting of each ofup to two adult use dispensaries in Massachusetts. A further milestone payment of $7.5 million
is due on December 31, 2019, or such later date on which all milestone conditions have been met. The
Massachusetts Acquisition is subject to regulatory approval and other customary closing conditions and is expected
to be completed prior to the end of the 2018 fiscal year.
In August 2018, Curaleaf entered into a definitive agreement to acquire 100% of the membership interests of a
licensed cannabis cultivation and processing operator in the State of Nevada for aggregate proceeds of $4.0 million
(the “Nevada Acquisition”). Closing of the Nevada Acquisition is currently pending regulatory approval as well as
other customary closing conditions and is expected to be completed prior to the end of the 201 8 fiscal year.
In August 2018, Curaleaf entered into a purchase agreement to acquire 100% of the membership interests of a
vertically integrated operator holding Stage 2 licenses to cultivate, process and dispense medical cannabis in the
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State of Maryland (the “Maryland Vertical Operator”). Curaleaf has agreed to pay a consideration of $29 million
in cash for the right to acquire these assets, including $3.0 million to acquire certain assets used in the business. The
final acquisition of the Maryland Vertical Operator is subject to regulatory approval and other customary closing
conditions. Prior to closing, the Maryland Vertical Operator will enter into exclusive marketing and service
agreements with Curaleaf. Curaleaf has also acquired the rights to purchase another dispensary in Maryland (the
“Maryland Dispensary”) currently owned by the same owners as the Maryland Vertical Operator. The purchase
price for the Maryland Dispensary is $1.0 million for the Maryland Dispensary (the acquisitions of the Maryland
Dispensary and the Maryland Vertical Operator, together, the “Maryland Acquisition”) and the final acquisition of
the Maryland Dispensary is subject to regulatory approval and other customary closing conditions. Prior to closing,
the Maryland Dispensary will enter into exclusive marketing and service agreements with Curaleaf.
In April 2018, Curalears subsidiary PalliaTech AZ, acquired 100% of the interests in Swell from JK Swell, LLC.
Through its subsidiaries, Swell operates four medical cannabis dispensaries and a cultivation facility in and around
Phoenix, Arizona under management services agreements with four non-profit companies which hold licenses to
process, cultivate and dispense medical cannabis in Arizona. Swell also holds non-economic voting interests over
these four non-profit license holders, which entitle it to appoint the directors of these entities. The total consideration
for the acquisition of $27,636,000 was comprised of $20,000,000 in cash and a promissory note in an aggregate
amount of $7,636,000 (the “Arizona Convertible Note”). Curaleaf further settled Swell’s debt of $3,136,000 to
third parties. The repayment of debt was additional consideration as part of the acquisition. The Arizona Convertible
Note bears interest at a rate of 6.0% per annum with a maturity date of January 2019. The note is secured by a
pledge of 49.7% of PalliaTech AZ’s membership interests. The Arizona Convertible Note is convertible into
113,575 shares of Curaleaf, and the holder of the Arizona Convertible Note is expected to exercise this right prior to
the consummation of the Business Combination, in which case, the holder of the Arizona Convertible Note would
receive 3,715,038 Subordinate Voting Shares. See “General Development of the Business Arizona Curaleaf
Licenses” and see “Capitalization”.
-

—

In December2017, Curalears subsidiary, PalliaTech MD Processing, LLC, acquired 85% of the outstanding capital
stock in PharmaCulture Corp., a Maryland-based processor of medical cannabis, for a consideration of $2,000,000
and a commitment to lend up to $3,000,000 to the company for operating and capital expenses. PharmaCulture
Corp. was renamed Curaleaf Maryland, Inc. in 2018.
In October 2017, Curaleafs subsidiary, PT Nevada, entered into a purchase agreement to acquire 64% of the
membership interests of VSLV, which in turn owns 80% of Blackjack, a cannabis dispensary located in Las Vegas,
Nevada. The consideration for the acquisition paid by Curaleaf consisted of 125,527 shares of common stock of
Curaleaf issued from treasury in escrow pending receipt of regulatory approval, which were valued for purposes of
the transaction at $3,001,350. Closing of the transaction is currently pending regulatory approval and is expected to
be completed prior to the end of the 2018 fiscal year.
In August 2017, Curaleaf acquired 57% of the membership interests in Las Vegas Natural Care Givers, LLC, doing
business as House of Herbs, a company that cultivates high-quality cannabis for Las Vegas area dispensaries. The
consideration paid by Curaleaf for the acquisition consisted of 129,574 shares of common stock of Curaleaf issued
from treasury, which were valued for purposes of the transaction at $3,098,114. Closing of the transaction is
currently pending regulatory approval and is expected to be completed prior to the end of the 2018 fiscal year.
In October 2016, Curalears subsidiary, PalliaTech OR, LLC, provided a debt facility to Groen, a Delaware
corporation and Oregon-based manufacturer of high quality sustainable cannabis, which provided PalliaTech OR,
LLC with certain control rights and was convertible to equity of Groen upon completion of certain conditions. In
June 2017, $1,537,338 of this facility was converted into Series B preferred stock of Groen. In November 2017,
Groen repurchased equity from one of its founders for $260,000, resulting in Curalears interest in Groen accreting
to 56.95%. In September 2018, Curaleaf entered into an agreement to acquire all of the remaining shareholders’
shares in Groen (43.05%) for an aggregate amount of $525,650, payable through the issuance of 59,857 Subordinate
Voting Shares (the “Oregon Minority Buy-Out”). See “Capitalization”. This transaction will be completed
immediately following completion of the Business Combination.
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On December 15, 2016, Curaleafs subsidiary, PalliaTech CT (formerly, PalliaTech CT, LLC), entered into a
purchase agreement to acquire, through a series of transactions, 51% of all outstanding membership units in DRH, a
Delaware limited liability that owns Curaleaf, LLC, a Connecticut-based medical cannabis facility that is one of the
four licensed cultivators in Connecticut, for a consideration of $13,935,000, payable in cash, of which $10,835,000
was allocated towards the membership units and the balance was allocated towards working capital of the business.
The acquisition closed in March 2017. In October 2018, Curaleaf agreed to acquire from the minority members of
DRH (the ‘DRH Minority Members”) their 49% membership interests in DRH (the “DRH Minority
Membership Units”) that Curaleaf does not currently own. This acquisition will be completed shortly alter closing
of the Business Combination in consideration for: (i) 4,755,548 Subordinate Voting Shares (representing 1.04% of
the fully-diluted capitalization of the Resulting Issuer, without giving effect to the SR Offering, or $41,747,316) and
(ii) $40,141,656 in cash (the “Connecticut Minority Buy-Out”). See “Capitalization”. The number of Subordinate
Voting Shares to be paid to the DRH Minority Members for the DRH Minority Membership Units may be adjusted
based upon an independent valuation to be conducted within 90 days of the completion of the Business
Combination. The valuation will first establish the value of DRH as a percentage of the value of Curaleaf Inc. as at
\tarch 8,2018 (the ‘Exchange Ratio”). and then convert the Exchange Ratio into a percentage of the fully diluted
equity of the Resulting Issuer as of the date of the Business Combination, not taking into account shares to be issued
in connection with the SR Offering (the “Diluted Share Count”). L’pon completion of this valuation, the number of
additional Subordinate Voting Sharcs to be issued to DM1 Minority Members shall be determined based on a
prescribed formula, provided that the aggregate number of Subordinate Voting Shares issued to the DRH Minority
Holders shall not exceed an additional l.96°’o of the Diluted Share Count representing 8,962,380 Subordinate Voting
Shares.
On December 8,2016, Curalears subsidiary, PalliaTech Florida, entered into a purchase agreement with Pavilo CR
Holdings, LLC to acquire 49% voting and 70% economic interest in Curaleaf Florida, which owns a South Floridabased medical cannabis facility, for a consideration of 528.000,000. The acquisition closed in January 2017. Upon
approval of the Florida Department of Health, PalliaTech Florida’s interest in Curaleaf Florida converted into 70%
voting and economic interest in Curaleaf Florida.
In September 2018, Curaleaf entered into an agreement with the minority owner of Curaleaf Florida to acquire such
minority owner’s remaining interest (equal to 30% of the membership interests), subject to the completion of the
Business Combination, for total consideration of $55,000,000, $25,000,000 of which is payable in cash and
$30,000,000 of which is payable through the issuance of 3,417,379 Subordinate Voting Shares (the “Florida
Minority Buy-Out”). See “Capitalization”. This transaction will close immediately following completion of the
Business Combination.
PalliaTech Florida is owned 75% by Cunleaf and 25% by third parties (the “Remaining Florida Minority
Holders”). In accordance with its operating agreement, PalliaTech Florida was formed to invest up to $50 million
in Curaleaf Florida, including the initial consideration paid by PalliaTech Florida to acquire 70% of its membership
interests. The operating agreement further provides that PalliaTech Florida is to be financed entirely by loans from
its members bearing interest at 14% per annum. The Remaining Florida Minority Holders are required to contribute
5% of this debt financing. Presently, the members of PalliaTech Florida have contributed the full investment amount
of $50 million provided for in the operating agreement. As of September 7, 2018, PailiaTech Florida owes
approximately $55,000,000 to Curaleaf, including interest. This loan needs to be repaid before Remaining Florida
Minority Holders receive distributions from PalliaTech Florida.
In January 2016, Curaleaf entered into a management service agreement and debt facility with Curaleaf MA
(formerly, Mass Organic Therapy, Inc.), a vertically-integrated registered marijuana dispensary licensed by the
Department of Health of the State of Massachusetts. In March 2018, Curaleaf acquired a 50% stake, plus one share,
in Curaleaf MA, for a consideration of $35,500, in accordance with a plan of conversion of Curaleaf MA’s
predecessor, Mass Organic Therapy, Inc. PT Mass Holdings, LLC, of which Joseph F. Lusardi, Curalears President
and Chief Executive Officer, is a member, acquired the remaining shares of Curaleaf MA at the time of conversion
for a consideration of $35,500. In August 2018, Curaleaf agreed to acquire PT Mass Holdings, LLC’s stake in
Curaleaf MA for $46.2 million, of which $18 million will be paid in cash and $28.2 million will be satisfied by the
issuance of 3,212,337 Subordinated Voting Shares (the “Massachusetts Minority Buy-Out”). See “Qapitalization”.
Payment of the cash portion of the consideration is subject to Curaleaf MA commencing adult use cultivation and
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dispensing at three locations under the appropriate licenses in the State of Massachusetts. This transaction will be
completed immediately following completion of the Business Combination.
Financing Activities
On August 24, 2018, Curaleaf issued an aggregate amount of $85 million of 15% senior secured debt due August
23, 2021 (the “Cetus Senior Debt”) to Cetus Investments Limited (“Cetus”). The debt bears interest at a rate of
15% per annum 10% payable in cash quarterly and 5% payable in kind. The Cetus Senior Debt is secured by a
guarantee of each wholly-owned direct and indirect subsidiary of Curaleaf, as well as a pledge of the assets of
Curaleaf and each such guarantor. In connection with the issue of the Cetus Senior Debt, Cetus was also issued
warrants which are exercisable for 110,012 shares of common stock of Curaleaf for a nominal value. While the
Cetus Senior Debt is outstanding, Curaleaf is subject to certain negative covenants, including restrictions on its
ability to pay dividends, invest in non-wholly owned entities and to incur non-subordinated debt. The Cetus Senior
Debt may be pre-paid in tranches of up to $25 million or $50 million upon 90 or 180 days’ prior written notice,
respectively, and not earlier than six months after completion of the Business Combination. Any amount prepaid
once the outstanding principal falls below $25 million is subject to a prepayment premium. Presently, $56,500,000
of the proceeds of the Cetus Senior Debt are remaining and available to the Company.
—

On June 7, 2018, the Company completed an unsecured private placement bridge financing of $6,000,000 with
Cetus with a maturity date of December 7, 2018, at a rate of 11% per annum. The proceeds from the transaction
were used for working capital and capital expenditures. The total amount of the financing is expected to be repaid in
full prior to or concurrently with the closing of the Business Combination.
Since May 2018, the Company has completed a number of unsecured private placement bridge financings with an
affiliate of Mr. Boris Jordan, for aggregate proceeds ofSl4,300,000, in each case, with a maturity date of November
4,2018 at an interest rate of 11% per annum. The proceeds from the financings were used for working capital and
capital expenditures, and are expected to be repaid in full prior to or concurrently with the closing of the Business
Combination.
On January 5,2018, the Company completed a non-brokered private placement of 1,150,747 shares of common
stock at a price of $26.07 per share for cash proceeds of $29,999,994. The proceeds were used for the acquisition of
Swell, the expansion of existing operations and to fund operations.
In November 2017, the Company completed a non-brokered private placement of 836,506 shares of common stock
at a price of $23.91 per share for cash proceeds of$19,944,000. The proceeds were used for acquisitions, expansion
of existing operations and to fund operations.
In November 2016, the Company completed a non-brokered private placement of 2,510,197 shares of common
stock at a price of $15935 per share for aggregate proceeds of $39,999,989. The proceeds were used for the
acquisitions of Curaleaf Florida and DRH.
In October 2016, the Company entered into a $500,000 note receivable with RCC. The note receivable bears interest
at a rate of 12% per annum with interest payments payable monthly. The principal balance of the notes receivable is
payable upon the maturity date of December 31, 2019, and the proceeds were used for general working capital
purposes.
In August 2016, the Company issued unsecured promissory notes (collectively, the “2019 Senior Unsecured
Notes”) in favor of certain of its shareholders, including Mr. Boris Jordan and certain other minority shareholders,
for an aggregate principal amount of $2,570,000. The 2019 Senior Unsecured Notes bear interest at a rate of 14%
per annum, payable quarterly, prior to maturity on December 30, 2019. The proceeds were used for general
corporate purposes. At its discretion, without penalty and prior written notice, the Company may prepay the 2019
Senior Unsecured Notes in full at any time prior to maturity. In connection with the 2019 Senior Unsecured Notes,
the Company issued, the Tranche 3 Warrants on a quarterly basis, which Tranche 3 Warrants will be exercised prior
to the completion of the Merger.
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In July 2016, in connection with the Company’s non-brokered private placement for the issuance of shares of
common stock, the Company issued a promissory note (the “2020 Senior Unsecured Note”) in favour of Cetus for
a principal amount of $6,000,000. The 2020 Senior Unsecured Note bears interest at a rate of 10% per annum,
payable quarterly, prior to maturity on July 29, 2020. The proceeds were used for general corporate purposes. At its
discretion, the 2020 Senior Unsecured Note was repaid with interest on August 24, 2018 out of the proceeds of the
Cetus Senior Debt.
In July 2016, the Company completed a non-brokered private placement of 1,520,431 shares of common stock at a
price of $15785 per share for aggregate proceeds of $24,000,000. The proceeds were used for general corporate
purposes.
In January 2016, the Company issued a $2,500,000 note receivable to Curaleaf MA (formerly, Mass Organic
Therapy, Inc.) payable by the Company in four tranches upon fulfilment by Curaleaf MA of certain conditions. The
notes receivable bears interest at a rate of 20% per annum with interest payments payable monthly. The principal
balance of the notes receivable is payable in two tranches with 10% being due upon certain conditions being met and
the remaining principal balance due upon the maturity date of January 28, 2020. The proceeds were loaned to
Curaleaf MA to fund the construction and expansion of its cultivation facility in VebsIer, Massachusetts.
Subscription Receipt Offering
The Company engaged the Co-Lead Agents on behalf of a syndicate of agents (the “Agents”), to act as co-lead
agents and joint bookrunners in connection with a private placement of Subscription Receipts (the “SR Offering”),
to be completed on a commercially reasonable best efforts agency basis, at a price of CS It .45 (or approximately
$87787 assuming a 1.3043 U.S. dollar to one Canadian dollar exchange rate as of Ociober 10, 2018) per
Subscription Receipt (the “SR Offering Price”) for gross proceeds of $398,745,543.
Each Subscription Receipt will be automatically exchanged for one Curaleaf FinCo Share, and in turn, into one
Subordinated Voting Share upon completion of the Business Combination, without payment of additional
consideration or further action on the part of the holder.
The net proceeds of the SR Offering, less 50% of Agents’ commission, will be held in escrow by the
Subscription Receipt Agent pending satisfaction of the Escrow Release Conditions on or prior to the Escrow
Release Deadline. The funds held in escrow by the Subscription Receipt Agent, together with all interest and other
income earned thereon, are referred to herein as the “Escrowed Funds”.
Provided that the Escrow Release Conditions are satisfied on or prior to the Escrow Release Deadline, the
Escrowed Funds will be released from escrow by the Subscription Receipt Agent as follows: (a) to the Agents, an
amount equal to the SO% of the Agents’ commission; and (b) to Curaleaf or Curaleaf FinCo, an amount equal to
the Escrowed Funds, less the foregoing deductions.
If the Escrow Release Conditions have not been satisfied on or prior to the Escrow Release Deadline, the
Escrowed Funds, together with any interest accrued thereon, shall be returned to the holders of the Subscription
Receipts on a pro-rata basis and the Subscription Receipts shall thereafter be cancelled. Curaleaf FinCo shall be
responsible and liable to the holders of the Subscription Receipts for any shortfall between the aggregate
Subscription Receipt price paid by the original purchasers of the Subscription Receipts and the amount of the
Escrowed Funds.
In connection with the SR Offering, Curaleaf has agreed to pay a cash fee to the Agents equal to 6.0% of the gross
proceeds of the SR Offering (excluding the gross proceeds raised pursuant to the sale of Subscription Receipts to
purchasers on the Company’s president’s list), in accordance with the terms and conditions of the agency
agreement (the “Agency Agreement”) to be entered into in due course by Curaleaf FinCo, Curaleaf and the Agent
in connection with the completion of the SR Offering.
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Curaleaf also granted to the Agents an option, exercisable in whole or in part at any time up to 48 hours prior to the
closing date of the SR Offering, to arrange for the sale of such number of additional Subscription Receipts at the
applicable offering price as is equal to 15% of the number of the initial Subscription Receipts sold under the SR
Offering.
History of United States Regulation of Cannabis
Around the world and over many centuries, cannabis has been a primary raw material for the textile industry and a
widely used ingredient in many medicinal products. While all strains of the plant are properly referred to as
“cannabis”, “hemp” is usually used to refer to strains that do not contain high levels of tetrahydrocannabinol
(“THC”), a psychoactive drug, and is more typically used for its fiber. Strains with higher levels of THC are
typically referred to as “cannabis” or “marijuana”.2
In the United States, regulation and criminalization of cannabis developed in the early 20th century in connection
with the move to restrict the trade of narcotics internationally. The International Opium Convention of 1925 not
only banned international trade in cannabis, but required signatories to restrict use domestically3. Possession of
cannabis, except for limited purposes, was made illegal in the U.S. in 1937 by the Alarijuana Tar icl. The
criminalization of cannabis was expanded, and its growth further restricted, by successive legislation until the
adoption of the Controlled Substances Act in 1972, which established the current federal regime for regulating
cannabis. Under the Controlled Substances Act, cannabis is a “Schedule I drug”, which is the most tightly restricted
category of drug under the act and is reserved for drugs with “no medical purpose”3.
A Schedule I controlled substance is defined as a substance that has no currently accepted medical use in the United
States, a lack of safety for use under medical supervision and a high potential for abuse. The Department of Justice
defines Schedule I drugs, substances or chemicals as “drugs with no currently accepted medical use and a high
potential for abuse.” The United States Food and Drug Administration has not approved marijuana as a safe
and effective drug for any indication.5
Despite the development of an international legal and enforcement regime restricting cannabis production and use
during much of the 20th century, by the end of the century, the movement to permit regulated use began to gain
momentum. In 1996, California passed the Proposition 215 ballot initiative, which allowed patients with a valid
doctors’ recommendation to possess and cultivate cannabis for personal medical use6. In 1998, Alaska, Oregon and
Washington followed suit. Since 2002, medical cannabis programs have been adopted by 27 other States with
varying policies and prescription directives, making some form of cannabis legal in 31 States and Washington, D.C.
In 2012, Colorado and Washington State legalized adult use of cannabis. Alaska, Oregon and Washington, D.C.
followed suit and legalized adult use of cannabis in 2014. In November 2016, residents in four additional States
(California, Nevada, Massachusetts and Maine) voted to legalize adult use of cannabis7.
Over the years, through various policies and acts, enforcement of federal drug laws against businesses that operated
in accordance with State cannabis programs was largely suspended. In 2013, the Department of Justice issued the
Cole memorandum (“Cole Memorandum”), which instructs federal law enforcement agencies not to prosecute
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violations of federal drug laws related to cannabis where the activity is permitted and regulated under cannabis laws
of the relevant State’. Also in 2014, following the Cole Memorandum, the Financial Crimes Enforcement Network
under the U.S. Treasury Department notified banks that it would not seek enforcement of money laundering laws
against banks that service cannabis companies operating under State law, provided strict due diligence and reporting
standards are met. While most banks continue to decline to operate under such strict requirements, a number of local
banks have undertaken to service the cannabis industry with basic financial services9. Since 2014, the U.S. Congress
has annually passed appropriations bills that include a provision, known as the Rohrabacher-Farr Amendment, now
known as the Leahy Amendment (the “Leahy Amendment”), which prohibits expenditure of federal budget
resources on the enforcement of federal controlled substances laws that interfere with State medical cannabis
programs ‘°.
Members of the current Trump administration have expressed support for the legal use of medical cannabis.
However, some members of the administration, including Attorney General Jeff Sessions, have spoken out in
support of returning to more extensive enforcement of federal drug laws with respect to cannabis’’. Indeed, in
January 2018, Attorney General Sessions rescinded the aforementioned Cole Memorandum, substituting it with a
policy that assigns the enforcement of federal marijuana laws the U.S. Attorney(s) in each State. While there is a
risk that these US Attorneys and the current administration at large may seek to enforce federal drug laws against
use that is now permitted under State law, the Leahy Amendment remains in force, preventing the expenditure of
Department of Justice budgetary resources on such enforcement against medical cannabis companies’2.
Additionally, Senators Gardner (R-CO) and Warren (D-MA) have recently introduced legislation that would amend
the federal Controlled Substances Act to exempt State-legal marijuana activity from its provisions legislation for
which President Trump himself has voiced support. Public support in the U.S. for legalization of medical and adultuse cannabis continues to grow, with a majority of the public supporting legalization’3, which continues to spread
under State law.
—

The legalization and regulation of marijuana for medical use is being implemented at the State level in the United
States. State Inws regulating cannabis are in direct conflict with the federal Controlled Substances Act, which
makes cannabis use and possession federally illegal. Although certain States and territories of the U.S.
authorize medical or adult-use cannabis production and distribution by licensed or registered entities, under
U.S. federal law, the possession, use, cultivation, and transfer of cannabis and any related drug paraphernalia
is illegal and any such acts are criminal acts under federal law under any and all circumstances under the
Controlled Substances Act. Although Curalears activities are compliant with applicable United States State
and local law, strict compliance with State and local laws with respect to cannabis may neither absolve
Curaleaf of liability under United States federal law, nor may it provide a defense to any federal proceeding
which may be brought against Curaleaf. The risk of federal enforcement and other risks associated with the
Resulting Issuer’s business are described in and Section 16 “Risk Factors”.
—

The following table is intended to assist readers in identifying those parts of this LLcthrg Statement that address
the disclosure expectations outlined in Staff Notice 51-352 (Revised) Issuers with U.S. Marijuana-Related
Activities issued by tire Canadian Securities Administrators for issuers that currently have marijuana—related
activities in U.S. States where such activity has been authorized wit/ri,, a State regulatory fra,nnvork.
—
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Listing Statement Cross Reference

All Issuers with
U.S. MarijuanaRelated Activities

Describe the nature of the issuer’s involvement in (lie U.S.
marijuana industn and include the disclosures indicated for
at least one of the direct indirect and ancillary industry
involvement types noted in this table.

Section 3 General Development of the
Business State bs Stale Overview
CuraleafLicenses
Section 3 Aarrat,ve Description of the
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Prominently state that marijuana is illegal under U.S tideral
law and that enforcement of relevant la”s is a significant
risk.
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compliance uith applicable licensing requirements and the
regulaton’ framework enacted by the applicable L:.s. state.
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of violation, of which the issuer is a”are. that may havc an
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Business Compliance and Alunitormg
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United States Industry Background and Trends
In accordance with StafTNotice 51-352, below isa discussion of the federal and State-level U.S. regulatory regimes
in those jurisdictions where Curaleaf is currently directly or indirectly involved through its subsidiaries. Cumleafs
subsidiaries are directly engaged in the manufacture, possession, use, sale or distribution of cannabis and/or hold
licenses in the adult-use and/or medicinal cannabis marketplace in the States of Arizona, Connecticut, Florida,
Maine, Marvland, Massachusetts, Nevada, New Jersey, New York and Oregon. have a licensing application pending
in the State of California; and have partnered with an accredited medical school to obtain a clinical registrant license
in the Commonwealth of Pennsylvania. In accordance with Staff Notice 51-352, Curaleaf will evaluate, monitor and
reassess this disclosure, and any related risks, on an ongoing basis and the same will be supplemented and amended
to investors in public filings, including in the event of government policy changes or the introduction of new or
amended guidance, laws or regulations regarding marijuana regulation. Any non-compliance, citations or notices of
violation which may have a material impact on Curalears licenses, business activities or operations will be promptly
disclosed by Curaleaf.
The emergence of the legal cannabis sector in the United States, both for medical and adult-use, has been rapid as
more States adopt regulations for its production and sale, Nationally, more than 2 million patients have registered
with State medical cannabis programs and more than 200 million Americans live in States that permit the medicinal
use of cannabis.’3
Historical trends indicate that penetration rates (the percentage of a State’s population that quali’ and register in
that State’s medical cannabis program) for medical cannabis patients in individual States reach approximately 2%
percent of the State populations within a few years of medical marijuana legislation being passed (as evidenced by
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Michigan and Arizona).IS Certain States, such as Washington and Maine, have voluntary registration for medical
cannabis patients, and the number of patients in such States may be therefore underreported. In States where adultuse usage is allowed, such as Colorado, the number of total users has been reported to reach as high as IÔ% of the
population for adult use.
The use of cannabis and cannabis derivatives to treat or alleviate the symptoms of a wide variety of chronic
conditions has been generally accepted by a majority of citizens with a growing acceptance by the medical
community as well. A review of the research, published in 2015 in the Journal of the American Medical Association,
reinforced the likely efficacy of cannabis in neuropathic pain.’7 The pain component is particularly imporlant,
because other studies have suggested that cannabis can replace pain patients’ use of highly addictive, potentially
deadly opioidsit
Polls throughout the U.S. consistently show overwhelming support for the legalization of medical cannabis, together
with strong majority support for the full legalization of adult-use cannabis.° It is estimated that 94% of the U.S.
voters support legalizing cannabis for medical use.3 In addition, 64% of the U.S. public supports legalizing
cannabis for adult use:’
U.S.

Cannabis Market

ArcView Market Research, an independent cannabis industry investment and research firm, estimates that the U.S.
legal cannabis industry reached $8.5 billion in sales in 2017, representing growth of 18.8% from $6.9 billion in sales
in 201 6.22 The cannabis industry in the U.S. is projected to grow 23% to approximately $11 billion in sales in 2018
and to reach $23 billion in sales by 2022, making it the fastest growing amongst industries of comparable size in the
U.S.23 Potential cannabis demand in the U.S. is estimated to total $50 billion $75 billion in 201823, currently
serviced predominantly by the black market.
—

At present, 31 States, as well as the District of Columbia, Guam and Puerto Rico, have legalized medical cannabis.
In addition, 9 of the 31 States and the District of Columbia have legalized cannabis for adult use. Nationally, more
than 2 million patients have registered with state medical cannabis programs. Over 200 million Americans
(equaling 2/3 of the total U.S. population) live in States that permit the use of medical cannabis. Notwithstanding
the foregoing, marijuana remains illegal under U.S. federal law with marijuana listed as a Schedule I drug under the
United States Controlled Substances Act of 1970. See Section 1 “Narrative Description of the Business” and
Section 18— “Risk Factors” below.
—
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Cannabis Legalization in the United States5
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NO/limited
Legalloation

Medical Legalization

Currently, Curalears subsidiaries and managed entities operate in the States of Arizona, Connecticut, Florida,
Maine, Maryland, Massachusetts, Nevada, New Jersey, New York and Oregon, although it intends to expand into
other States within the U.S. that have legalized cannabis use either medicinally or for adult-use.
State by State Overview
Arizona
History
Arizona’s medical cannabis market was introduced in November 2010 when voters approved the Proposition 203
“Arizona Medical Marijuana Initiative” ballot measure that legalized medical cannabis for patients with certain
qualifying conditions.25 The first sales were made to patients in December 2012.26
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In June 2018, an Arizona appeals court ruled that “hashish”, or the resin extracted from marijuana, is illegal, despite
the fact that this class of product has been commonly sold in state dispensaries since the market first opened in 2012.
Many dispensaries have continued to operate as normal until, awaiting a final ruling by the Arizona Supreme
Court27
Ra’gzIlatol3
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The Arizona Department of Health Services has allocated 130 medical cannabis dispensary certificates. Each
dispensary certificate permits the license holder to open one dispensary, and also gives the license holder the option
to open one cultivation facility and/or one processing facility. Cultivation and processing sites can be located
anywhere in the State and are not restricted based on where the license holder’s dispensarv is located. Dispensaries
are limited to their district (Community Health Analysis Area) for their first three years of operation. All
dispensaries must be not-for profit.
Extracted oils, edibles, and flower products are permitted. Extracted products face the risk of being prohibited
pending a decision by the Arizona Supreme Court, as outlined above.
Wholesale transactions are permitted.
.Iark’t Sununan’

As of May 2018, 111 dispensaries were operating across this State of approximately 7.0 million residents.2° Since
cultivation and processing licenses are bundled with dispensary’ licenses, and because the Arizona Department of
Health Services does not publish darn on the number of cultivators and processors that are operating in the State, it is
not certain how many cultivators and processors are operating in Arizona. As of June 2018, there were 172,227
patients registered in the medical cannabis program.3°
CuraleafLicenses

In April 2018, Curaleaf acquired Swell, a holding company that operates four licensed dispensaries through
management service agreements with non-profit entities holding the appropriate licenses. See Section 3 of this
Listing Statement “General Development of the Business Acquisitions”. The dispensaries are located in the
Phoenix-area, which boasts 110,000 of the State’s 170,000 patients. The Company plans to acquire additional
dispensaries in this market, which is one of the biggest markets in the U.S. and growing at a rate of over 3,000
patients/month.3’ In May 2018, the Company entered into a 10-year lease to operate a 100,000 square foot indoor
cultivation facility, 25,000 square feet of which is already constructed for cultivation, on a 68 acre plot of land with
the prospect of further expansion of 75,000 square feet, not including greenhouse and outdoor grows.
-

—

Curaleaf entered into a lease for a fifth dispensary, for a building currently under construction, Curaleaf intends to
acquire or lease a new license for the fifth dispensary’ and further plans to identit’ and open (or acquire) a sixth
dispensary in the Greater Phoenix area.
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California
Fission’
California’s medical cannabis program was introduced in 1996 when voters passed the Proposition 215 ballot
initiative, which allowed patients with a valid doctors’ recommendation to possess and cultivate cannabis for
personal medical use.32 In October 2015, Governor Brown signed the Medical Cannabis Regulation and Safety Act
(MCRSA) into law, which provided a regulatory framework around the longstanding, though unregulated, medical
cannabis industry.33 In November2016, voters approved Proposition 64, the Adult Use of Marijuana Act, with 57%
of the vote, legalizing adult-use cannabis in the state.34 Adult-use dispensaries began selling to customers 21 and
older in January 20l8.
Regulaloty Szuniiaiy36
The Medicinal and Recreational Cannabis Regulation and Safety Act (MAUCRSA) creates the general framework
for the regulation of commercial medicinal and adult-use cannabis in California. Three state agencies are responsible
for licensing and regulating each aspect of the industry: the Bureau of Cannabis Control regulates retailers,
distributors, testing labs, microbusinesses, and temporary cannabis events; the Manufactured Cannabis Safety
Branch, a division of the California Department of Public Health, regulates manufacturers of cannabis-infused
edibles for both medical and nonmedical use; and the California Department of Food and Agriculture regulates
cultivators of medicinal and adult-use cannabis.
Permitted products include oil-based formulations, edibles, and flower. Wholesaling and home delivery is permitted.
Market Swnmay
As of July 2018, this State of approximately 39.8 million residents had 683 licensed adult-use marijuana stores.37
This relatively small number of licensed stores given California’s large population stems from California’s duallicensing system between state and local governments, which requires cannabis businesses to obtain local
authorization from the city and/or the county in which they’ll operate before they can apply for a state license. Only
70 of the state’s 482 cities allow adult-use retail stores.38 As a result, one in five consumers report continuing to buy
from the illicit market.39 As a result, the State received $134 million in cannabis tax revenue in the first half of 2018,
well short of the $175 million Governor Brown’s office projected for the period.40 As of February 2018, there were
1,256,550 patients registered in the program in this State.
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Crualeaf Licenses
In August 2018, Curaleaf was granted an Administrative Use Permit from the City of Davis, California, for
manufacturing of cannabis products, which allows processing of raw cannabis material without the use of significant
amounts of solvent or butane. In October 2018, pending the review of the environmental report by the City of Davis,
California, Curaleaf expects to receive a Conditional Use Permit to process raw cannabis material with C02 or
solvents (such as ethanol). Curaleaf expects to receive a State license by the end of the 2018 fiscal year. Curaleaf
expects to receive a State license by the end of the 2018 fiscal year and to start generating revenues in the first
quarter of the 2019 fiscal year.
Connecticut
History
Connecticut’s medical cannabis market was introduced in May 2012 when the General Assembly passed legislation
PA 12-55 ‘An Act Concerning the Palliative Use of Marijuana.’ The first dispensaries sold to patients in September
2014. The market launched with six dispensary licensees and four producer licensees. 41
In January 2016, the Connecticut Department of Consumer Protection (“CTDCP”), the agency that oversees the
program, approved three additional dispensary licenses.4
In April 2018, the CTDCP accepted applications for new dispensary licenses. The CTDCP expects to issue three to
ten new licenses by the end of 20I8.
Regn/atoiy Sununay41
The market is divided into two classes of licenses: dispensaries and producers. Producers cultivate and process
medicinal cannabis and wholesale to dispensaries. Dispensaries must have a pharmacist on staff.
Extracted oils and flower products are permitted. Edibles are permitted with the exception of confectionaries.
Market Suinma’y
Currently, there are nine dispensaries and four producers in this State. As of August 10, 2018, there were 27,401
patients registered in the program in this State of approximately of3.6 million residents.45
CitraleafLicences
Curaleaf holds one of the four approved medical cannabis producer licenses in the State. Curaleafs Connecticut
business began selling to the wholesale market in October 2014, and sells to all nine of Connecticut’s licensed
dispensaries located throughout the State. Curaleaf operates a 40,000 square foot facility which includes cultivation
space, supercritical C02 extraction and purification facilities and a commercial kitchen for the production of edibles.
Curaleaf plans to gradually relocate to a larger facility in 2019 resulting in floor space expansion of 15,000 square
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feet. Curaleaf is developing additional cultivation space to meet the growing demand, and in April 2018, applied for
a dispensary license in Connecticut, with a decision being expected before the end of 2018.
Florida
Histon’

Florida’s medical cannabis program was introduced in June 2014 when the Florida Legislature passed the
Compassionate Medical Cannabis Act of 2014. The Compassionate Medical Cannabis Act of 2014 permitted low
THC cannabis oils to be dispensed and purchased by patients suffering from cancer and epilepsy.16 Under this
program, six organizations, called Medical Marijuana Treatment Centers (‘MMTCs”) were licensed to dispense
low-TI-IC medical cannabis to patients.47
In November 2016, Florida voters approved the Amendment 2 “Expand Medical Marijuana” ballot measure with
71.3% of the vote. This constitutional amendment expanded the program by legalizing medical cannabis oils for
individuals with specific debilitating diseases or conditions, as determined by a licensed State physician.43
In June 2017. Governor Rick Scott signed Senate Bill 8-A: “Medical Use of Marijuana,” which outlined how
patients can qualify and receive medical cannabis under the Slate’s constitutional amendment. The bill also
increased the number of available .lMTC licenses to
Regulaion Sununan’5°

A sintzle MMTC license allows for the cultivation, processing, and dispensing of medical cannabis products.
Originally, each MMTC was permitted to open up to 25 dispensaries Statewide. With each additional 100,000
patients that register for the program, the dispensary’ cap increases by five for each MMTC. As of September 7,
2018, there were almost 160,000 registered patients.5’ Each MMTC may open up to 30 dispensaries Statewide with
permission from the Florida Department of Public Health. The number of dispensaries an MMTC may open
increases by five for each additional 100,000 registered patients in the State)2 Licensees are permitted to open an
unlimited number of cultivation and processing facilities.
Permitted products include oil-based formulations (vaporizer cartridges, tinctures. capsules), and flower sold in
tamper-proof vessels. Rules permitting the sale of edible medical cannabis products are under development.53 In
May 2018, a district court judge ruled that Florida’s medical cannabis constitutional amendment requires the
Department of Health to permit sales ofsmokeable medical cannabis 1ower. It is expected that this decision will go
into force if upheld on appeal.54
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Each MMTC is required to cultivate and process all medical cannabis products they dispense. Wholesale
transactions are permitted on a case by case basis to alleviate shortages. Home delivery is permitted.
A farket Su;;in;cuy
As of August 3,2018, there were 14 licensed MMTCs in this State of approximately 20.6 million residents. Seven of
these MMTCs have opened dispensaries, of which there are 51 Statewide, three MMTCs are currently dispensing
via delivery only, three MMTCs are approved for cultivation only, and one MMTC was recently licensed and has
not received any further licensing authorizations. There are 153,884 registered patients Statewide, 117,829 of which
have active medical cannabis ID cards.55
CuraleafLicetises
Curaleaf holds one of the original six “vertically-integrated” (grow-process-dispense) medical cannabis licenses
issued in the State. Curalears Florida business was the third license holder to begin sales to patients in October
2016. Curaleaf operates a 24,000 square foot indoor growing facility and 13 dispensaries. The Company intends to
renovate its existing leased Dutch glass greenhouse facility in Mt. Don, Florida, providing for approximately
250,000 square feet of cultivation space. The lease has a five-year term expirinu in 2023 with two five-year optional
extensions terms. Curaleaf has an option to purchase the facility starting in 2023 at the then-fair market value, with a
floor of 58.500,000. Curaleaf anticipates its first harvest from the facility will be at the beginning of the 2019 fiscal
year. Curaleaf intends to open up to 18 additional stores in the state of Florida in the following 12 months.
Mnin e
11151017’

Maine’s medical cannabis market was introduced in November 1999 when voters approved Question 2, the Maine
Medical Marijuana for Specific Illnesses Initiative,’ with 61% of the vote.56 In November 2009, Maine voters
expanded the medical program by passing Question 5, the ‘Maine Medical Marijuana Initiative,’ with 59% of the
vote, which established a structure in which dispensaries can sell medical cannabis to patients.57 The first dispensary
opened to patients in October 20Io.
In November 2016, Maine voters approved Question I, the ‘Maine Marijuana Legalization Measure.’ which
legalized adult-use cannabis sales in the State.59
In May 2018, the Maine legislature overrode a veto by Governor LePage to formally approve the cannabis
legalization legislation that lays the groundwork for the adult-use market. The market is expected to launch early
20 lO,°
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In July 2018, the Maine legislature overrode a veto by Governor LePage to formally approve a sweeping medical
marijuana reform bill that regulates caregiver operations and approves the issuance of six new dispensary licenses.
The bill also removes the requirement that medical cannabis license holders operate as non-profit entities, paving the
way for the conversion of existing license holders to for-profit corporations.6’
Rcgtdaton’ Szunmaty63
The medical cannabis program is regulated by the Maine Department of Administrative and Financial Services.
Medical dispensaries are vertically-integrated and cultivate, process, and dispense products to patients. Wholesaling
is only permitted in emergency situations. Each licensee is permitted to open one dispensary, though the medical bill
passed in July 2018 allows existing licensees to open one additional dispensary, if they are awarded a license in an
upcoming bid application process.
Regulations are not yet finalized for the adult-use program, though the law passed in May 2018 establishes separate
classes of licenses (dispensaries, cultivators, processors) with no caps in place on the number of licenses that can be
issued.
Extracted oils, edibles, and flower products are permitted.
Market Summary
Given the long period of time between when the original medical law was approved in 1999 and the first
dispensaries sales to patients in 2010, the Maine medical cannabis market developed a robust network of informal
operators called caregivers, who are permitted to cultivate cannabis and sell to patients. For example, in 2016, the
State’s regulated dispensaries saw $24.8 million in sales, while caregivers collectively saw $27.3 million in sales.63
Though there are only eight regulated dispensaries in this State, there are around 3,000 individual caregivers. The
number of medical cannabis patients in this State of approximately 1.3 million residents is 4l,888. In 2017, the
State’s eight regulated dispensaries collectively saw $24.5 million in sales.65
Curak’afL icenses
Curaleaf provides management services to two of the eight integrated medical cannabis licensees in the State: Maine
Organic Therapy (“Maine Or’) and Remedy Compassion Center (“ RCC’). Maine OT operates a 30,000 square
foot indoor grow facility and a dispensary’. RCC also operates a small grow facility and a dispensary and obtains
some of its product wholesale via Maine OT. Maine OT and RCC have both been serving patients since 2010. Under
the new legislation, allowing established medical cannabis license holders the opportunity to be awarded a license
for a second store. Curaleaf. as a manager of two out of eight licenses in the State of Maine. intends to apply for and
open two more dispensaries: one in South Portland, Maine, and one in Bangor, Maine.
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Ni a ryland

Histoty
Maryland’s medical cannabis program was introduced in May 2013 when then Governor O’Malley signed House
Bill 1101 into law.66 Ike-approval for licenses were awarded in 2016, by the Maryland Medical Cannabis
Commission to 102 dispensaries, IS cultivators, and 15 processors. The first dispensaries opened to patients in
December 2017.67
In April 2018, the Maryland House and Senate approved a bill, which was later signed by Governor Hogan, that
expanded the license pool, adding seven additional cultivation licenses and 13 additional processing licenses.60

Regulatory Sui;zt;iary’
The market is divided into three primary classes of licenses: dispensaries, cultivators, and processors. Wholesaling
occurs between cultivators and processors, cultivators and dispensaries, and processors and dispensaries. Dispensary
locations are tied to the Senate District in which they were awarded, with the exception of dispensary licenses that
were awarded to applicants who also were awarded a cultivation license—these dispensaries can be located at the
discretion of the license holder.
Permitted products include oil-based formulations and flower. Edibles are prohibited.
No one company can directly own more than one license of the same class.

Market Summary
As of August 26, 2018, there were 65 dispensaries that have achieved final licensure, as well as 15 cultivators and
IS processors.7° As of July 30, 2018, there were 51,569 patients registered in the program of this State of
approximately 6 million residents.7’ In June 2018, the market saw $8,728,503 in sales, with the year-to-date total
through June being $34,852,300.72

CuraleafLicenses
Curaleaf received one of 102 preliminary medical cannabis dispensary licenses issued in this State in December
2016. The Company opened its dispensary in the first quarter of the 2018 fiscal year. Curaleaf has also acquired a
company holding a cannabis processing license, which also began operations in the first quarter of the 2018 fiscal
year (see “General Development of the Business Acquisitions”). Additionally, subject to the completion of the
Maryland Acquisition in the fourth quarter of the 2018 fiscal year, the Company will operate a 20,000 square foot
—
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cultivation facility, which is already approved for expansion up to 48,000 square feet, a processing license, and a
dispensary (see “General Development of the Business Acquisitions”). The Company also expects to enter into a
management services agreement with a dispensary in Gaithersburg, Maryland, which will commence in the fourth
quarter of 2018, and provide for its operation under the Curaleaf brand.
—

Al ass a cli use tts
Histoty

Massachusetts’ medical cannabis market was established by “An Act for the Humanitarian Medical Use of
Mariuana” in November 2012 when voters passed Ballot Question 3 “Massachusetts Medical Marijuana Initiative”
with 63% of the vote.73 The first dispensary opened in June 20I5.
Legalize
In November 2016, Massachusetts voters legalized adult-use cannabis by passing ballot Question 4
Marijuana with 54% of the vote.73 In July 2017, Governor Baker signed legislation that laid the groundwork for the
adult-use market.76 In March 2018, the Cannabis Control Commission, the regulatory body set up to regulate the
adult-use market, approved the rules that will govern the industry.77 While the Cannabis Control Commission
original aimed to officially launch adult-use sales on July 1,2018, issues such as a lack of licensed testing labs and
disagreements with city and town officials over agreements with cannabis business have slowed the rollout and, as
of August2018, adult-use sales have yet to begin.76
—

Regulatory Siunmary
The Department of Health oversees the medical cannabis program. Each medical licensee must be verticallyintegrated and may have up to two locations.’0 Licensed medical dispensaries are given priority in adult-use
licensing.
The Cannabis Control Commission oversees the adult-use cannabis program. Adult-use cultivators will be grouped
into II tiers of production—ranging from up to 5,000 square feet to no larger than 100,000 square feet—and
regulators will bump a licensee down to a lower tier if that licensee has not shown an ability to sell at least 70
percent of what it produced. Medical dispensaries that wish to add the ability to sell cannabis products to nonpatients will be required to reserve 35 percent of their inventory or the six-month average of their medical cannabis
sales for medical cannabis patients. In order to achieve an adult-use license, a prospective licensee must first sign a
“Host Community Agreement” with the town in which it wishes to locate.8t Roughly two-thirds of municipalities in

“Question

3

Medical

Marijuana.”

Boston.com,

The

Boston

Globe,

Retrieved:

9

Aug.

2018,

‘

“MA DPI-I MEDICAL USE OF MARIJUANA PROGRAM MONTI-ILY DASHBOARD.” Mass.Gov. Massachusetts
Department of Health, Retrieved: 9 Aug. 2018, vww.mass.gov/1iles/documents/20l6/I0/pw/20l 5-6-summaiy-dashboard.pd[
‘
‘Massachusetts Question 4 Legalize Marijuana Results: Approved.” NYTimes.com. The New York Times, I Aug. 2017,
ww’v. ny times, com/c lect ions/results/massachusetts-hal lot-measure-4-legal ize-marij uana.
76
Wilson, Reid. ‘Massachusetts Governor Signs Bill to Allow Recreational Pot.” TheHill.com, The Hill, 28 July 2017,
-

-

-

Brown. Steve. “With Rules Now Finalized, l-Iere Are 4 Key Changes To Massachusetts Marijuana Regulations.” WBUR.org.
WHUR. 6 Mar. 2018, www.wbur.org/news/20l 8/03/06/massachusetts-marijuana-regulations-approved.
‘
Salsberg. Bob. ‘Pot Regulators Asks Cities and Towns to Restrain Demands.” AP News, Associated Press, 26 July 2018,
“

“Medical Usc of Marijuana Laws, Regulations. and Reports.” Mass.gov, Massachusetts Department of Health. 9 Aug. 2018,
www. mass. gov/l ists/med i cal-use-of-marijuana-I aws-regu lations-and-reports.
80
CMR 500.000: ADULT USE OF MARIJUANA.” Mass-Cannabis-Control.com. Massachusetts Cannabis Control
Commission, Retrieved: 9 Aug. 2018, mass-cannabis-control.com/wp-content/uploads/20I8/03/Reposted-03 1218-CCC-FinalRegulations-with-disclaimer.pdf.
33

the State have a ban or moratorium in place that prohibits cannabis businesses from operating within their
jurisdiction.81
In both the medical and adult-use markets, extracted oils, edibles, and flower products are permitted. Wholesaling is
also permitted.

/t lurker Szuzn;cuy
As of July 2018, there were 36 medical dispensaries open in this State of approximately 6.9 million residents, with
56,216 patients registered with the program.8 As of August 2018, some medical licensees have received adult-use
licenses, but there are no adult-use dispensaries open for sale and it is unclear when adult-use sales will begin.83 As
at July 2017, there were 20 growers/processors in this State.

Curaleaf Licenses
Curaleafs Massachusetts subsidiary, Curaleaf MA, holds an integrated medical cannabis license and operates a
54,000 square foot indoor grow and two dispensaries, one in Oxford and one in Hanover, Massachusetts. Curaleaf
MA’s first harvest yielded in the fourth quarter of the 2017 fiscal year and Curaleaf MA has an option to expand its
cultivation facility to 104,000 square feet under the current lease. Pursuant to the terms of the pending
Massachusetts Acquisition, which the Company anticipates to close in the third quarter of the 2018 fiscal year,
Curaleaf expects to acquire a licensed medical cannabis operator in Massachusetts, which operates a 53,600 square
foot cultivation facility and a medical dispensary in Massachusetts (see “General Development of the Business
Acquisitions”). As a result of the Massachusetts Acquisition, Curaleaf intends to directly control three adult-use
dispensaries and one medical dispensary and intends to operate three other dispensaries under the Curaleaf brand.
—

Nevada
Ills/Or)’

Nevada’s medical cannabis market was introduced in June 2013 when the legislature passed SB374, legalizing the
medicinal use of cannabis for certified patients.84 The first dispensaries opened to patients in August 201
In November 2016, Nevada voters approved Question 2 with 55% of the vote, legalizing adult-use cannabis in the
State.86 Adult-use sales launched under an “early-start” program on July 1,2017.87
In September2018, the Nevada Department of Taxation, the agency which oversees the cannabis program, accepted
applications for new dispensary licenses, which are expected to be issued in November 201 g88
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Regulatoiy Szo;zi;;ay80
This market is divided into five classes of licenses: dispensaries, cultivators, distribution, product manufacturing,
and testing. Licenses are tied to the locality in which they ‘vere awarded.
Extracted oils, edibles, and flower products are permitted.

A larket Sununary
As of June 19, 2018, there were 63 dispensaries operating in this State. The majority of dispensaries (being 48
90
dispensaries) operate within Clark County.
As of October 2017, there were 96 cultivators and 67 processors
operating in the State.9’ In 2018, the market generated over $229 million in sales through the end of May 2018.92 In
June 2018, there were 16,934 patients registered in the medical program in this State of approximately 3 million
residents.°3

CuraleafLicenses
Curaleaf has agreed to acquire, pending regulatory approval, a 9,800 square feet licensed indoor cannabis cultivation
and a licensed dispensary, both operating in in Las Vegas, Nevada. Both businesses are licensed for both medical
and adult use sales (see “General Development of the Business —Acquisitions”).

New Jersey
His! orv
New Jersey’s medical cannabis program was introduced in January 2010 when then Governor Corzine signed the
New Jersey Compassionate Use Medical Marijuana Act into law. The New Jersey Compassionate Use Medical
Marijuana Act legalized medical cannabis for patients with certain quali’ing conditions.94 The first sales were made
to patients in December 2012, and as of mid-2018, there were six licensed and operational Alternative Treatment
Centers (“ATCs”) dispensing medical cannabis to patients.95
In March 2018, under the direction of Governor Phil Murphy, who campaigned on a platform that included cannabis
legalization, the New Jersey Department of Health (“NJDOH”) issued the Executive Order 6 Report, which
immediately expanded the medical cannabis program in numerous ways including adding chronic pain and anxiety
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as qualifying conditions, doubling the monthly product limit, and permitting current licensees to open satellite
dispensariesY’
In August 2018, the NJDOH began accepting applications for the licensing of six additional ATCs. These licenses
are expected to be awarded before the end of the 2018 fiscal year.°7
Regulatory Sununa’y
A single ATC license allows for the cultivation, processing, and dispensing of medical cannabis products.
Originally, each ATC was permitted to open one dispensary Statewide, located within the same facility in which the
ATC cultivated and processed. With the Executive Order 6 Report, each ATC can now open two additional satellite
dispensaries within their NJDOH-designated region for a total of three dispensaries each, as well as satellite
production facilities. Each ATC must produce every product they dispense; wholesaling is prohibited. At this time,
ATC’s must be not-for-profit.
Extracted oils and flower products are permitted. The Executive Order 6 Report recommended adding edibles as a
permitted product, with rulemaking for edibles now subject to the legislative timeline.
Market Sunzmwy
There are six ATCs operating a total of six dispensaries Statewide, with six additional licenses expected to be issued
in November 2018 in this State of approximately 9.0 million residents. As of August 2018, there were 27,482
patients registered in the program.99
CuraleafLicenses
Curaleaf manages Compassionate Sciences Alternative Treatment Center (“CS-ATC”). a non-profit with an
integrated medical cannabis license, under a management services agreement. Curaleaf owns a property that
includes 34,200 square feet of cultivation space, of which 17,200 square feet was initially built-out for cultivation
and processing operations. Curaleaf is now building out the additional 17,000 square feet to meet growing demand
in the State. Curaleaf also owns an adjacent 12,000 foot facility, of which 4,000 square feet is utilized for dispensary
operations, with the remainder used for ancillary operations such as packaging and storage. Since the start of sales in
October 2015, CS-ATC has established itself as a market leader, dispensing 44% of all product sold in the State in
2017)00 Due to the recent regulations described above, Curaleaf plans to open two more dispensary locations by the
end of 2018. Beyond 2018, in anticipation of future market growth and a continued favorable regulatory trend,
Curaleaf is in advanced discussions to lease land in southern New Jersey to accommodate approximately 435,000
square foot of greenhouse space, which is expected to be operational in phases, starting in the third quarter of 2019.
CS-ATC was rebranded in the second quarter of the 2018 fiscal year under the Curaleaf banner.
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New York
Ihslon

New York’s medical cannabis program was introduced in July 2014 when Governor Andrew Cuomo signed the
Compassionate Care Act, which legalized medical cannabis oils for patients with certain quaIi’ing conditions. ‘°‘
Under this program, five organizations. called Registered Organizations (“ROs”) were licensed to dispense cannabis
oil to patients, with the first sale to a patient completed in January 2016.
In December 2016, the New York State Department of Health (“NYSDOH”) added chronic pain as a qualifying
condition.’°° In the month-and-a-half following the addition of chronic pain, the number of registered patients
increased by lS%)°°
In August 2017, the NYSDOH granted licenses to five additional ROs,’°4
In November 2017, Governor Cuomo signed a bill to add PTSD as a qualifying condition,’°5 and, in July 2018, the
NYSDOH added opioid replacement as a qualit37ing condition, meaning any condition for which an opioid could be
prescribed is now a qualiing condition for medical cannabis. °‘
In August 2019, Governor Cuomo, prompted by a NYSDDH study which concluded the “positive effects” of
cannabis legalization “outweigh the potential negative impacts”, appointed a group to draft a bill for regulating legal
adult-use cannabis sales in New York. 107
Regulatory Suinniary
A single RO license allows for the cultivation, processing, and dispensing of medical cannabis products. Each RO is
permitted to open four dispensaries in NYSDOH-designated regions throughout the State. Each RO is permitted to
open one cultivation/processing facility.
Permitted products include oil-based formulations (vaporizer cartridges, tinctures, capsules), and ground-flower sold
in tamper-proof vessels.
Each RO is required to cultivate and process all medical cannabis products they dispense; however, wholesale
transactions are permitted with approval from the State. Home delivery is also permitted.
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A larket Szunn;aiy
There are ten licensed ROs in this State of approximately 19.9 million residents. Six of the ROs have opened
dispensaries as of August 7, 2018, of which there are a total of22 open across the State. As of August 7, there were
66,428 patients registered in the program.’°°
Cuialeaf Licenses
Curaleaf was awarded a “vertically-integrated” license in May 2017 with the right to open four dispensaries. The
Company is only one of ten license holders in the State. Curaleaf currently operates three dispensaries located in
Newburgh, Plattsburgh, and Queens, with a fourth dispensary expected to open in Nassau County before the end of
the 2018 fiscal year. The construction of the 72,000 square foot cultivation and manufacturing facility in Ravena,
New York is near completion and is expected to commence operations in the third quarter of the 2018 fiscal year,
with plans to build an additional 86,000 square foot greenhouse in Ravena. New York. in anticipation of increased
demand.
Oregon
History

Oregons medical cannabis program was introduced in November 1998 when voters approved Measure 67, the
Oregon Medical Marijuana Act, with 55% of the vote.tt0
In November 2014, voters approved Measure 91, the ‘Oregon Legalized Marijuana Initiative,’ which legalized
adult-use cannabis in the State.’’’ In October2015, the first adult-use dispensaries opened for sale.’’2
Regzdatoy Sunnnan’
There are four types of recreational cannabis licenses: producer, processor, wholesaler and retail. Additionally, the
Oregon Liquor Control Commission grants a certificate for research and a hemp certificate. A producer is permitted
to cultivate cannabis. A processor is permitted to transform raw cannabis into another product (topicals, edibles,
concentrates, or extracts). A wholesaler is permitted to buy cannabis in bulk and sell to licensees but not to
consumers. A retailer is permitted to sell cannabis to consumers. A laboratory is permitted to test marijuana based
on rules established by the Oregon Health Authority. To receive a laboratory license the laboratory must be
accredited by the Oregon Environmental Laboratory Accreditation program. The hemp certificate allows persons
that are registered with the Oregon Department of Agriculture to transfer hemp flower, extracts, or concentrates to
Oregon Liquor Control Commission licensed processors who hold an industrial hemp processor endorsement.
The market has to date had a more relaxed licensing structure which has led to an oversupply of product. In 2017,
Oregon cultivators grew three times the amount of cannabis that could legally be consumed in the
In
response to a report highlighting the issues in Oregon, the L’.S. Attorney for Oregon, Billy Williams, said, “The
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recent HIDTA Insight Report on marijuana production, distribution, and consumption in Oregon confirms what we
already know—it is out of control.”’14
In June 2018, the Oregon Liquor Control Commission, which regulates the adult-use program, announced they
would not process any new adult-use license applications in order to work through the backlog that has developed as
the result of 3,432 applications being submitted as of May 23, 2Ol8.’’ In July 2018, the Oregon Health Authority,
which regulates the medical program, conceded in a report that it has not provided effective oversight of growers
and others in the industry’’6
Extracted oils, edibles, and flower products are permitted.

A larket Sin nnari’
As of August 2018, there were 520 dispensaries, 906 cultivators, and 139 processors in Oregon. ‘‘ The vast majority
of these are adult-use operators only as of August 2018, there were only 6 licensed medical cannabis dispensaries
in the State.’’t As of April 2018, 45,210 patients were registered with the medical program of this State of
approximately 4.1 million residents.’”
—

Curak’af Licenses
Curaleaf holds a producer license and a processing license for adult-use. Curaleaf operates a 20,000 square foot
outdoor cultivation center and an adjacent 17,002 square foot indoor facility for large scale C02 extraction, distillate
and formulated products manufacturing. Sales of outdoor flower and pre-rolls commenced in January 2016. Sales of
concentrates and oils commenced in April 2017. Sales of indoor flower commenced in June 2017. In July 2017,
Curaleaf acquired a dispensary, which launched operations in Portland, Oregon at the end of 2017.
Pennsylvania

his tot
Pennsylvania’s medical cannabis proram was introduced in April 2016 when Governor Tom Wolf signed into law
SB 3 “Medical Marijuana Act,” which legalized medical cannabis oils for patients with certain qualifying
conditions. The law also called for a class of licenses, called “clinical registrant” licenses, whereby accredited
medical institutions in the State can partner with medical cannabis companies to conduct research.’° In mid-June
2017, the Pennsylvania Depanmetu of Health (“PADOH”) awarded licenses to 12 grower/processors.’2’ In late June
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2018, the PADOH awarded licenses to 27 different entities to open a total of 52 dispensaries across the State.’22 In
February 2018, the first dispensaries opened to patients.’
In April 2018, the PADOH approved flower as a permitted medical cannabis product offering, and dispensaries
began to offer flower to patients in August 2018.124
In May 2018, a Commonwealth Court judge halted the Department of Health’s planned “clinical registrant” program
whereby up to eight Pennsylvania medical schools would partner with licensed medical cannabis organizations to
conduct research)25 In June 2018, Governor Wolf signed a bill to re-implement the clinical registrant program.
Regulations for this program are in development.’26
In July2017, the PADOH licensed 13 additional gro’ver/processors.

27

Regidatory Snin,nan’’2

There are two primary classes of licenses: licenses to grow and process medical cannabis products, and licenses to
dispense medical cannabis products to patients. Grower/processors wholesale products to dispensaries.
Originally, only oil-based formulations were permitted, though flower was approved as a product offering in April
2018.
Alarker Summon’

As of August 7,2018, the PADOH had issued licenses to 25 grower/processors and 52 dispensaries in this State of
approximately 12.8 million residents. Licenses for 23 additional dispensaries are expected to be announced by the
end of the 2018 fiscal year.’2’ As of July 30, 2018, there were 52,000 patients registered for the program, 30,000 of
which had a patient ID card.’3°
Curak’af Licenses
Though it is not currently licensed in Pennsylvania, Curaleaf has partnered with an accredited medical school to
obtain a “clinical registrant” license in Pennsylvania. Pennsylvania’s medical cannabis program has created this
class of license to promote cooperation between industry and academia in the research of medical benefits of
cannabis. Under the Medical Marijuana Act and the regulations governing the clinical registrant program, published
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on August IS, 2015, this license will permit a clinical registrant to operate a cultivation and processing center as
well as up to six dispensaries (as opposed to three under the regular licenses). Only a private operator that has
entered into a research contract with certain in-state medical schools is eligible to receive a clinical registrant
license. The first of such licenses are expected to be issued in the first quarter of 2019. The Company anticipates that
it will be ready for operation in Pennsylvania before the end of the first quarter of 2019. To support its expected
presence in Pennsylvania, the Company has leased a 49,200 square foot production facility in King of Prussia,
Pennsylvania.
4.

NARRATIVE flESCRIPTION OF THE BUSINESS

Company Overview
Curaleaf is a leading vertically integrated medical and wellness cannabis operator in the United States.
Headquartered in Wakefield, Massachusetts, the Company has operations in twelve States, including twenty eight
dispensaries, twelve cultivation sites and nine processing sites, with a focus on highly populated, limited license
States, including New York, New Jersey, Florida and Massachusetts. The Company leverages its extensive research
and development capabilities to distribute cannabis products with the highest standard for safety, effectiveness,
consistent quality and customer care. The Company is committed to being the industry’s leading resource in
education and advancement through research and advocacy.
The Company was one of the first professionally managed companies to enter the U.S. legal cannabis industry,
which is one of the fastest growing industries in the U.S.’3’ and still in its early stages of maturity. Formed in 2010,
the Company began as a medical device company, and was the first to develop and patent a medical cannabis
vaporizing unit capable of delivering single metered doses of cannabis medicine to patients. The device adhered to
exacting FDA standards and was the first known means of administering medical cannabis in a clinical setting.
Presently, the Company is a diversified holding company dedicated to delivering market-leading products and
services in legal cannabis cultivation, formulation, manufacturing and retail (dispensary). Through its team of
physicians, pharmacists, medical experts and industry visionaries, the Company has developed Curaleaf, a premier
branded cannabis-based therapeutic offering, delivering premium quality medical cannabis in multiple product
formats to patients through its network of branded retail dispensaries. Curalears Florida operations are the first in
the cannabis industry to receive the Safe Quality Food certification under the Global Food Safety Initiative, setting a
new standard of excellence.
The Company’s CEO, Joseph Lusardi, has a proven track record in financial services and has first-hand experience
as an entrepreneur in the medical cannabis industry, winning the first medical cannabis license on the East Coast in
Maine in 2010.
The Company currently operates medical cannabis cultivation, processing, and/or dispensary facilities in ten U.S.
States.
The Company intends to further expand its business by producing high-quality cannabis strains and pharmaceuticalgrade formulations for patients who suffer from qualified medical conditions in licensed States throughout the U.S.
The Company currently has a licensing application pending in the State of California, and has partnered with an
accredited medical school to obtain a clinical registrant license in the Commonwealth of Pennsylvania.
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Operating Segments
Curaleaf manages its operations in two segments for the purposes of assessing performance and making operating
decisions. The Company’s segments are cannabis and non-cannabis operations.
The cannabis segment consists of the production and sale of cannabis. The non-cannabis segment consists of
services to licensed cannabis operators in the areas of cultivation, extraction, production, and retail operations.
Business Objectives
The Company plans to continue growth of its operations via expansion in three dimensions: acquiring licenses in
limited license markets, increasing presence in current markets, and increasing exposure in mass markets (mainly
dominated by adult-use usage segment).
In limited license markets, the Company aims to expand its presence either by applying to receive new licenses or
by acquiring additional existing businesses in States with medical marijuana programs. Using this strategy, the
Company intends to gain exposure to continued growth in demand in approved States with large populations and
high barriers to entry given the strict allocation of licenses. Pricing in these regions is extremely attractive.
Processed products, including vape pens, oils and edibles, offer additional premium pricing benefits at limited
production costs.
In the markets in which it currently operates, the Company plans to grow by increasing market share in its current
operations. In addition, the Company plans to grow in these markets by pursuing opportunities for vertical
integration, so that the Company can capture margins throughout the entire supply chain, acquiring additional
42

dispensary licenses to further build its retail brand and expand its retail footprint, and apply for new licenses as
available and determined by each State.
In States with an unlimited number of licenses, such as Oregon, the Company intends to apply its “know how” to
grow cannabis efficiently at a lower cost than competition indoors while taking advantage of wholesale
opportunities in mass market States. In Oregon and Washington State adult-use use is allowed, but markets are
underdeveloped and fragmented. In processed products segments, such as vaporizer cartridges and tinctures, the
Company will focus on creating products with brand recognition to cut through competition.
Following completion of the Business Combination, the Resulting Issuer plans to continue to execute under the
current business strategy of Curaleaf, which consists of: (I) applying and winning new licenses, (2) entering into
new markets through accretive acquisitions, (3) increasing its existing production capacity, (4) opening new
dispensaries, and (5) increasing like-for-like sales in existing dispensaries.

•
•

•
•

Apply and win new licenses: Curaleaf intends to build on its experience of winning licenses in
competit’e processes.
In April 2018, Curaleaf applied for a dispensary license in Connecticut, with a decision being expected
before the end of 2018.
In September 2018, Curaleaf has submitted several applications for additional dispensary licenses in the
State of Nevada.
In August2018, Curaleaf was granted an Administrative Use Permit from the City of Davis, California, for
manufacturing of cannabis products, which allows processing of raw cannabis material without the use of
significant amounts of solvent or butane. In October 2018, pending the review of the environmental report
by the City of Davis, Curaleaf expects to receive a Conditional Use Permit to process raw cannabis material
with C02 or solvents (such as ethanol). Curaleaf expects to receive a State license by the end of the 2018
fiscal year and to start generating revenues in the first quarter of the 2019 fiscal year.
In addition, the Company expects to hear from regulators regarding the application for a provisional
cultivation and processing license in Rhode Island in December 2018.
Curaleaf will continue to monitor opportunities for new license applications in United States and abroad,
focusing on jurisdictions with large addressable markets and ability to set up scalable operations.

2.

Enter nnv markets and complement current footprint through attractive acquisitions: The cannabis
market in the United States remains fragmented and general constraints of capital for this sector present
attractive acquisition opportunities. Curaleaf expects to enter new markets through acquisitions to
complement its current footprint and will review opportunities for bolt-on businesses within existing States.

3.

Increase cultivation and processing capacity in existing licensed States to meet expected demand.
Curaleaf expects to allocate approximately $54,580,000 of its expected available cash following the
completion of the Business Combination towards the following cultivation and processing projects over the
next 12 months. See “Principal Purposes of Funds Forecast 12 Month Budget”.
Arizona: Subsequent to the acquisition of Swell (see “General Development of the Business
Acquisitions”), in May 2018, Cumleaf entered into a 10-year lease for an existing 100,000 square foot
indoor cultivation facility and 68 acres of land in Holbrook, Arizona, of which 25,000 square feet is
operational. Curaleaf intends to further expand the existing cultivation facility by 75,000 square feet, not
including greenhouse and outdoor grows, to supply its own chain of stores and begin wholesale operations
to meet continued growth in market demand. In addition, Curaleaf intends to build a processing and
packaging operation in Phoenix, Arizona, capable of processing 1,800 kg per year and formulating over 80
SKUs.
Connecticut: Curaleaf is developing additional cultivation space to meet the growing demand, and in April
2018, applied for a dispensary license in Connecticut, with a decision being expected before the end of
2018.
Florida: To meet growing customer demand and support its growing chain of dispensaries, Curaleaf
intends to renovate its existing leased Dutch glass greenhouse facility in Mt. Dora, Florida, providing for
approximately 250,000 square feet of cultivation space.
—

•

•

•

-
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•

Maryland: Upon consummation of the Maryland Acquisition (see “Genera! Development of the Business

-

Acquisitions), Curaleaf intends to further expand its indoor cultivation and double its processing and

•

•
•

•

4.

packaging capacity.
Nevada: Upon consummation of the Nevada Acquisition (see “General Development of the Business
Acquisitions”), Curaleaf expects to relocate the existing grow facility from its current location to another
location in Henderson, Nevada, resulting in an expansion of 46,000 square feet. The processing facility will
consist of new processing and packaging capacity of 600 kilograms of product annually.
New Jersey: To meet expected growth in demand, Curaleaf intends to construct a greenhouse on a plot of
land adjacent to its current cultivation facilities in Bellmawr, New Jersey.
New York: To meet expected growth in demand, Curaleaf intends to construct a new 86,000 square foot
greenhouse facility in Ravena, New York, to supplement its current 72,000 square foot leased indoor
facility in Ravena, New York.
Pennsylvania: Though it is not currently licensed in Pennsylvania, Curaleaf has partnered with an
accredited medical school to obtain a clinical registrant license in Pennsylvania. Upon receipt of such
license, the Company intends to build out a leased indoor cultivation and production facility in King of
Prussia, Pennsylvania.
-

Open new dispensaries: Curaleaf will seek to open stores to reach the nuLvinmm nunther of stores
permitted under licenses currently held. Curaleaf expects to allocate approximately $25,500,000 of its
expected available cash following the completion of the Business Combination towards the opening and/or
acquisition of the following dispensaries over the next 12 months. See “Principal Purposes of Funds
Forecast 12 Month Budget”.
Arizona: Curaleaf entered into a lease for a fifth dispensary, for a building currently under construction.
Curaleaf intends to acquire or lease a new license for the fifth dispensary and further plans to identify and
open (or acquire) a sixth dispensary in the Greater Phoenix area.
Florida: Current regulations allow up to 30 dispensaries for each license at a patient count of 100,000. For
each additional 100,000 patients, licensees are allowed to open another five stores. At the date of this
Listing Statement, Curaleaf has 12 stores ready for production. Curaleaf intends to open up to 18 additional
stores in the State of Florida in the next 12 months.
Nevada: Curaleaf intends to complete the redesign of a former fast-food chain restaurant near the Las
Vegas “Strip” and convert it to a Curaleaf dispensary, by relocating the current Blackjack dispensary
license (see “General Development of the Business Acquisitions”) by the end of the 2018 fiscal year.
New Jersey: Curaleaf intends to open a second and third dispensary in the State of New Jersey in
accordance with the new regulations (see “General Development of the Business State by State New
Jersey”).
New York: Curaleaf intends to open its fourth dispensary permitted under its license in New York. The
dispensary will be located in Nassau County.
Massachusetts: Curaleaf intends to directly control three adult-use dispensaries and one medical
dispensary and intends to build out and to operate three other dispensaries under the Curaleaf brand.
Maryland: Upon consummation of the Maryland Acquisition (see “General Development of the Business
Acquisitions”), Curaleaf intends to build out its third dispensary and operate it in Gaithersburg, Maryland
under a management contract, providing for its operation under the Curaleaf brand.
Maine: Under the new legislation, allowing established medical cannabis license holders the opportunity to
be awarded a license for a second store, Curaleaf, as a manager of two out of eight licenses in the State of
Maine, intends to apply for and open two more dispensaries: one in South Portland, Maine, and one in
Bangor, Maine.
Pennsylvania: Upon finalization of the clinical registrant license in Pennsylvania, Curaleaf intends to open
up to six dispensaries in the Commonwealth of Pennsylvania.
—

•

•

•

•

—

•
•
•

•

•

5.
•
•

—

-

Increase like-for-like sales in evftting stores: Otraleaf hit ends to continue to drive like-for-like growth
in existing stores by employing the following methods:
Engaging with the medical community in the States where medicinal cannabis is legal.
Continuing to run a patient outreach program to educate and serve medical patients.
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•

•

Improve loyalty of existing customers by providing high quality consistent service and products and
installing leading CRM programs to build on established brand.
Market Curaleaf stores and products to new customer base through social media and traditional advertising
channels (where legally allowed).

Investment Strategy
The Company intends to seek investment and acquisition opportunities in high-margin fast-growth cannabis-related
businesses that are complimentary to the Company’s footprint and/or range of products and services, operating in
sectors with strong barriers to entry, or having a significant first-mover or other distinctive competitive advantages,
servicing a large addressable generating-revenue market. The Company intends to invest in businesses that “touch
the plant” (cultivation, processing and/or distribution of cannabis and cannabis related products) in the medical
and/or adult-use spaces, as well as in businesses that operate in ancillary spheres that do not “touch the plant” and
are not subject to specific cannabis-related regulation.
The viability of cannabis related business models may be impacted by renewed and reinvigorated enforcement of
federal drug laws against cannabis companies operating under State law, as well as by accelerated liberalization of
cannabis regulation and enforcement on the federal and State level. The Company intends to remain abreast of the
latest regulatory and political developments impacting the space and seek to adjust its investment criteria
accordingly.
Significant Events and Milestones
The principal milestones that must occur during the next 12 month period for the business objectives described
above to be accomplished are: (I) the completion of Proposed Acquisitions currently in Curaleafs pipeline, and (2)
the on-time and on-budget completion of proposed expansions and/or construction of Curaleafs infrastructure and
additional retail openings, in each case, as further described under “Principal Purposes of Funds” below.
Total Funds Available and Breakdown
Curaleaf has historically relied upon equity and debt financings to satisfy its capital requirements and may require
further equity and debt capital to finance its development, expansion and acquisition activities moving forward.
Principal Purposes of Funds
The Resulting Issuer is budgeting $246,721,656 for expenses related to acquisitions, pending regulatory approvals as
well as capital expenditures related to execution of its business objectives over the next 12 months as outlined
below. See “Business Objectives” above for a discussion on the Resulting Issuer’s business objectives.
The pro forma working capital position of the Resulting Issuer as at August 31, 2018, giving effect to the Business
Combination, and the completion of the SR Offering for aggregate net proceeds of $380,242,179 and the Cetus
Senior Debt for net proceeds of $56,500,000, as if they had been completed on that date, was approximately
$436,742,179.
Forecast 12 Mont!, Budget
Net Proceeds Available from SR Offeringt

$380,242,179

Net Proceeds Available from Cetus Senior Debtt2)

$56,500,000

Total Expected Funds Available to the Resulting Issuer

5436,742,1790)

Uses of Capital
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Committed Acquisitions Pending Regulatory Approvalt4’

$83,500,000

Maryland Acquisition

$30,000,000

Massachusetts Acquisition

$42,500,000

Nevada Acquisition

$4,000,000

Arizona Acquisition

$7,000,000

Minority Buy-Outs’5’

$83,141,656

Massachusetts Minodty Buy-Out

$18,000,000

Florida Minority Buy-Out

$25,000,000

Connecticut Minority Buy-Out

$40,141,656

Infrastructure Construction’1’

$80,080,000

Total Uses of Capital

S236,721,656

Funds Available

$190,020,523

Notes:

(I)

Based on the gross proceeds of $398,745,543 to be received from the SR Offering of Subscription Receipts, net of an Agents’
commission of 60% of the gross proceeds, or $1 8.503,364 (excluding related expenses and the gross proceeds raised pursuant to the
sate of Subscription Receipts to purchasers on the Company’s president’s list), resulting in 5380.242.179 of ret proceeds from the SR
Offenng available to the Company (see ‘General Derelopnient ofthe Business Financing Activities
Based on $56,500,000 of net proceeds available to the Company from the gross proceeds of the Cents Senior Debt in the amount of
StS,000,000 excluding any related expenses. and assumes the anticipated repayment of the unsecured private placement bridge
flnancinus with Cetus and nth an affiliate of Boris Jordan (see “General Developiiieiit ofthe Business Financing .4 cosines”)
In addition, even though no cash flow from operations is reflected in the expected funds available, the Company expects to have
positive cash flow from operations over the next 12 months to contribute to funding its ongoing operations
This represents the cash portion and/or other payments of the consideration for the proposed acquisitions of the Company
See “General Development ofthe Business Acquisitions” for a description of these proposed acquisitions
This represents the cash portion of the payments for the consolidation of minority positions within the Curaleaf group of companies
See “General Development ofthe Business Acquisitions” for a description of these proposed minority position buy-outs
Subject to a further increase via an earn-out
Intended to be used to implement the Company’s expansion and construction plans underlying the business strategy of Curaleaf, as
ouilined under “Business Objectives Increase cultivation and processing capacity in extstuig licensed Slates to niecE expected
demand’ and “Business Objectives Open ne’s’ thspensanes Curalcaf trill seek to open stores to reach the niariniun, ,nim&’r of
stores pernntted wider licenses currently held’ above.
—

(2)

—

(3)
(4)

—

(5)

—

(6)
(7)

-

-

Notwithstanding the foregoing, there may be circumstances where, for sound business reasons, a re-allocation of
funds may be necessary for the Resulting Issuer to achieve its objectives. The Resulting Issuer may require
additional funds in order to fulfill all of its expenditure requirements to meet its business objectives and may either
issue additional securities or incur debt, There can be no assurance that additional funding required by the Resulting
Issuer will be available, if required.
Principal Products and Services
Curaleaf leverages its extensive research and development capabilities to distribute cannabis products in multiple
formats with the highest standard for safety, effectiveness, consistent quality and customer care, Currently, Curaleaf
cultivates, processes, markets, and/or dispenses a wide-range of permitted cannabis products across its operating
markets, including: flower, pre-rolls and flower pods, dry-herb vaporizer cartridges, concentrates for vaporizing
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such as pre-fihled vaporizer cartridges and disposable vaporizer pens, concentrates for dabbing such as distillate
droppers, mints, topical balms and lotions, tinctures, lozenges, capsules and edibles.
In the majority of Curaleaf markets, Curaleaf is vertically-integrated, meaning the Company manages the entire
supply chain from seed to sale, cultivating cannabis flower, processing the flower into manufactured products, and
selling the product to registered patients and/or legal adult-use consumers.
In September 2018, the Company launched a new CR13 product line of 15 SKUs, including disposable vape pens,
tinctures, softgel capsules, patches, topical lotion and pet treats. Its essential oils provide differentiation from
competitive set and source for the needed states of relaxation, relief and uplifting. The Company uses targeted retail
channels to distribute and sell its products, including e-commerce, e-retailers, natural products/wellness section of
grocery stores and mass merchandisers, high-end spas, pet stores, vape shops and dispensaries and intends to market
directly to its database of over 100,000 existing customers from its current dispensaries.
In most States in which it operates, Curaleaf sells these products under the Curaleaf brand, and within Curaleaf
dispensaries. The Company is committed to being the industry’s leading resource in education and advancement
through research and advocacy, and is focused on developing a trusted, national brand.
The Company believes that it has developed the in-house resources to maintain best practices in cannabis
cultivation, processing and dispensing and is dedicated to staying at the forefront of technology in the industry. The
Company continues to invest strategically in infrastructure to ensure low overall production costs and to stay nimble
in its ability to adapt its product mix to the rapidly developing cannabis market. The Company intends to use its
footprint to share know-how and technology throughout its operations and spread out development costs.
•

Cultivation: The Company has grown over ISO strains of cannabis, which it has extensively tested and
characterized for yield, cannabinoid content and patient response. Additionally, Curaleaf cultivates
cannabis using a variety of methods, including: greenhouse, outdoor, indoor, and two-tier indoor
cultivation. Its growers come from predominantly industrial-scale farming backgrounds with a focus on
efficiency. The Company has also launched a program to propagate its cannabis strains through tissue
cultures and the Company believes it is a leader in this trend within the industry.

•

Extraction and Purification: The Company uses proprietary processes for cannabis and terpene
purification, including “cold process” terpene purification. The Company believes it is an industry leader in
achieving the desired composition of cannabinoids and terpenes in its finished products through processing
and purification, enabling it to respond to trends in medical product formulation.

•

Formulation and Quality Control: The Company’s processing facilities produce across the range of
solid, liquid and inhaled products utilizing its vast in-house knowledge and experience. By combining
expert cultivation, manufacturing and analytical laboratory operations, the Company believes that it has
developed a complete in-house quality assurance and quality control program. In-house quality assurance
enables rapid product development cycles and production of higher quality consumer products.

Research and Development
Curaleafs research and development activities primarily focus on optimizing cultivation and manufacturing
techniques, and developing new manufactured products.
Curaleaf measures grams of cannabis flower produced per watt of light, per square foot, and per plant. This allows
the Company to gain insights on optimal cultivation methods by adjusting certain variables such as cannabis strain
variety, and plant-spacing. Curaleaf also institutes pest management techniques in its facilities and documents
successes and failures, sharing this knowledge across its cultivation operations in all States in which it operates.
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Curaleaf also researches new, improved methods of cannabis extraction and develops new manufactured products.
The Company’s research and development activities operate on an on-going basis as the Company continually seeks
to improve its current methods.
Production and Sales
Curaleaf currently has twelve cultivation facilities totaling approximately 650,000 square feet. Its current production
capacity is estimated at 63.000 pounds of dry flower.
Curaleaf currently has nine manufacturing facilities and is able to extract 18,410 grams of cannabis oil per veek.
Each new manufacturing suite is built to Is! 8 clean room specifications and employs advanced nutritional and
pharmaceutical formulations technology for the most optimal delivery methods. These facilities adhere to FDA
guidelines and current good manufacturing principles.
Each Curaleaf production facility (cultivation and processing) primarily focuses on the commercialization of
cannabis products, with a strict focus on quality control and patient care. Illustrating this commitment, Curalears
Florida operations were the first in the cannabis industry to receive the Safe Quality Food certification under the
Global Food Safely Initiative.
Curalears primary method of sales currently occur in its brick-and-mortar dispensaries across the U.S. However, the
Company also offers home delivery services across the State of Florida, in compliance with all state regulations.
Also in Florida, the Company offers drive-thru service at one of its dispensaries. In multiple States, the Company
offers customers the option to order online to pick-up in store. Curaleaf aims to expand its e-commerce operations
and delivery operations, where permitted, to offer convenient access for its customers and meet the demands of an
evolving retail landscape.
Intellectual Property
Curaleaf has developed multiple proprietary product formats, technologies and processes to ensure the high quality
of its premium cannabis products. These proprietary technologies and processes include its cultivation and
extraction techniques, product formulations and cannabis delivery and monitoring systems. While actively
determining and pursuing the patentability of these processes and materials, Curaleaf ensures confidentiality through
the use of non-disclosure and/confidentiality agreements.
Curaleaf has spent considerable time and resources to establish a premium and recognizable brand amongst
consumers and retailers in the cannabis industry. Curaleaf has one federally registered patent with the United States
Patent and Trademark Office (“USPTO”). Additionally, 4 trademarks are currently filed and pending approval with
the USPTO. and Curaleaf is actively pursuing the filing of additional trademarks at both the federal and state levels.
All patent and trademarks are further described below.
In addition to its patent and pending trademarks, Curaleaf owns Il website domains, including www.curaleaf.com,
as well as numerous social media accounts across all major platforms.
Curaleaf maintains an in-house legal team, as well as engages outside legal counsel, to actively monitor and identify
potential infringements on its intellectual property.
Patents
As of the date hereof, Curaleaf has registered patent 8910630 published by the USPTO on December 6,2012 for its
medical inhalation system, which is categorized at the USPTO as a Cannabis Delivery and Monitoring System.
Trademarks
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Additionally, Curaleaf has five pending trademarks with the USPTO, all pertaining to use of the Curaleaf brand and
related goods associated with the Curaleaf brand and/or name. Specifically, the four pending trademarks are (i)
Federal Trademark application for Curaleaf filed on June 21,2018 for CBD Related Goods in Class 5 (Hemp Oil for
use as dietary supplement containing only naturally occurring amounts of CBD; dietary, dietary and nutritional
supplements containing CBD derived from industrial hemp): (ii) Federal Trademark Application for Curaleaf filed
on June 25, 2018 for CBD Related Goods in Class 34 (Electronic vaporizer liquid containing only naturally
occurring amounts of CBD derived from industrial hemp for use in electronic vaporizers, including e-cigarettes, e
cigars and personal vaporizers); (iii) Federal Trademark application for Curaleaf filed on August 7,2018 for Retail
Services Class 35 (Retail and online store services featuring smoker’s articles, namely, smoking pipes and oral
smokeless vaporizers, tobacco storage boxes, tobacco grinders, none of the foregoing intended for use with
cannabis); (iv) Federal Trademark application for Curaleaf filed on August 27, 2018 for Apparel goods Class 25
(Apparel, namely, t-shirts, sweatshirts and hats); and (v) Federal Trademark application for Curaleaf filed on
August 27,2018 for Non-CBD Goods in Class 5 (Nutritional supplements for medicinal purposes).
Curaleaf also has a registered trademark in the State of Connecticut (Connecticut registration number 3946987 filed
September 22, 2017) for retail use of the Curaleaf brand for marketing purposes and related goods and services.
Additionally, Curaleaf is actively pursuing state level trademark applications in the states of Massachusetts, Maine,
New Jersey, New York, Florida and Maryland for retail use of the Curaleaf brand.
All federal registered trademarks in the United States described above are subject to renewal ten (10) years from the
date of registration and the Connecticut trademark described above is subject to renewal five (5) years from the date
of registration.
Competitive Conditions
The Company maintains an operational footprint dominated by limited-license States, with natural high barriers to
entry and limited market participants. The majority of the markets in which the Company operates have formal
regulations limiting the number of cannabis licenses that will be awarded, helping to ensure the Company’s market
share is protected in these limited-market States under the current regulatory framework. However, in Oregon, there
exists a free market dynamic with low barriers to entry.
As cannabis remains federally illegal in the U.S., businesses seeking to enter the industry face additional challenges
when accessing capital. Presently, there exists no reliable source of bank lending or equity capital available to fund
operations in the U.S. cannabis sector. The Company is well-capitalized, and management believes that the level of
expertise and significant capital investment required to operate a large-scale, vertically-integrated cannabis operation
make it difficult and inefficient for smaller cannabis operators to enter this sector of the market. Due to the rapid
growth of the cannabis industry in the U.S., management acknowledges that the Resulting Issuer will face
competition from other companies accessing equity capital markets in the sector.
Compliance and Monitoring
The Company is in compliance with its obligations under State law related to its cannabis cultivation, processing
and dispensation licenses, other than minor violations that would not result in a material fine, suspension or
revocation of any relevant license.
The Company monitors and engages in the regulatory and legislative process through its local compliance officers,
government relations department, outside government relations consultants, cannabis industry groups and legal
counsel.
Compliance officers in each operating subsidiary are charged with knowing the local regulatory process and
monitoring developments with their governing bodies. Each compliance officer regularly reports regulatory
developments to the Company’s VP of Compliance through written and oral communications and is charged with
the creation and implementation of plans regarding any regulatory developments.
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The government relations department, consisting of Senior Vice President, Ed Conklin, and Vice President, Matt
Harell, work closely with Curaleaf management to develop relationships with local and State regulators, industry
groups, and elected officials in order to effectively monitor and engage in the regulatory and legislative processes.
The Company’s Government Relations Department develops strategies, engages legislative consultant’s, directly
lobbies and works with third party groups to protect the Company’s right to operate and to advocate for legislation,
regulations and oversight under which it can be successful.
In addition to the above disclosure, please see Section 18 below
with the operations of the Company and the Resulting Issuer.
5.

—

“Risk Factors” for further risk factors associated

SELECTED CONSOLIDATED FINANCIAL INFORMATION

The following table sets forth selected financial information for the Company for the fiscal years ended December
31, 2016 and December 31, 2017. Such information is derived from the financial statements of the Company and
should be read in conjunction with such financial statements, which are attached as Schedule “C” and “D”
As at and for (he year
ended December31, 2016

As at and for the year
ended December 30, 2017

(S000s)

(S000s)

3,708

19,313

(1,140)

(6,545)

131

(3,976)

89,853

149,551

9,265

44,786

Nil

Nit

Statement of operations
Total revcnue
Nct loss from operations
Net income

Statement offinancial position
Total asscts

Total liabilities
Cash dividends declared per share

The following table sets forth selected financial information for LVI for the fiscal years ended December 3 I, 2015,
2016 and 2017. Such information is derived from the financial statements of LVI and should be read in conjunction
with such financial statements, which are attached as Schedule “E” and “F”:
As at and for (he
year ended
December 31, 2015
(CS)

As at and for the year
ended December 31,
2016
(CS)

As at and for the
year ended
December 30, 2017

Nil

Nil

Nil

Net loss from operations

(223,116)

(158,848)

(128,915)

Net income

(223,116)

(158,848)

(128.915)

210,510

64,092

41,637

12,035

15.465

119,425

Nil

Nil

Nil

(CS)

Statement ofoperations
Total revenue

Statement offinancial position

Total assets
Total liabilities
Cash dividends declared per share
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A large majority of the Company’s balance sheet and operating statement are exposed to U.S. cannabis-related
activities.
Dividends
It is contemplated that the Resulting Issuer will reinvest all future earnings in order to finance the development and
growth of its business. As a result, it is not contemplated that dividends will be paid on the Subordinate Voting
Shares in the foreseeable future. Any future determination to pay distributions will be at the discretion of the
Resulting Issuer Board and will depend on the financial condition, business environment, operating results, capital
requirements, any contractual restrictions on the payment of distributions and any other factors that the Resulting
Issuer Board deems relevant. While the Cetus Senior Debt is outstanding, Curaleaf is subject to certain negative
covenants, including restrictions on its ability to pay dividends. The Resulting Issuer’s ability to pay dividends may
be affected by U.S. State and federal regulations. Please see “Risk Factors Anti-A loney Laundering Lmvs and
Regulations”.
—

Foreign GAAP
The financial statements of the Company included in this Listing Statement have been, and the future financial
statements of the Resulting Issuer shall be, prepared in accordance with International Financial Reporting Standards
(IFRS).
6.

MANAGEMENT’S DISCUSSION AND ANALYSIS

Annual MDSA
Please see attached the Company’s MD&A for the year ended December 31, 2017, attached hereto as Schedule “B”.
Interim MD&A
Please see attached the Company’s MD&A for the three and six months ended June 30, 2018, attached hereto as
Schedule “B”.
7.

MARKET FOR SECURITIES

The securities of the Company were not listed prior to completion of the Business Combination. Prior to the closing
of the Business Combination, the LVI Shares are listed for trading on the CSE under the symbol “LEAD”. The
Resulting Issuer intends to be traded on the CSE under the symbol “CURA” (which trading, to date, has not been
reviewed or approved by the CSE).
S.

CONSOLIDATED CAPITALIZATION

The following table sets forth the anticipated consolidated capitalization of the Resulting issuer after giving effect to
the Business Combination:
After giving effect to the closing of the Business
Combination and after completion of the SR
Offering at the SR Offering Pric&’
Multiple Voting Shares

122,170,705

Subordinate Voting
Shares

335,462,288(2)
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After giving effect to the closing of the Business
Combination and after completion of the SR
Offering at the SR Offering Pric&’t
50,848,110

Options

Notes:
Based on the issuance by Curaleaf Finco of 45,422,167 Subscription Receipts at the SR Oflbring Price pursuant to the SR
OlThring, and assuming completion of the Reorganization Share Exchange.
(2)
Representing (i) 274,349.579 Subordinate Voting Shares issued to the Curaleaf shareholders, (ii) 45,422,167 Subscription
Receipts issued at the SR Oflèring Price (which vill be converted into Curaleaf FinCo Shares upon the satisfaction of the
Escrow Release Conditions on or prior to the Escrow Release Deadline, and then exchanged for Subordinate Voting Shares
upon the completion olthe Business Combination), (iii) 188,646 Subordinate Voting Shares issued to the LVI Shareholders
upon completion of the Business Combination for an aggregate value of C$2.16 million at a price per Subordinate Voting
Share equal to the SR Offering Price, and (iv) 11.786.858 Subordinate Voting Shares to be issued as satisfaction of the
purchase price of each of the Proposed Minority Buy-Outs and the Arizona Acquisition (plus up to 8.962.380 Subordinate
Voting Shares, representing the maximum number of additional Subordinate Voting Shares that may be issued in connection
with the Connecticut Minority Buy-Out further to the second valuation. See “General Development of the Business
Acquisitions”); and (v) 3,715,038 Subordinate Voting Shares to be issued in exchange for the conversion of the Arizona
Convertible Note.

-

9.

OPTIONS TO PURCHASE SECURITIES

The Company currently has in place a long term incentive plan (the “Curaleaf LTIP”) under which it may grant
incentive stock options (“Curaleaf Options”) to its directors, officers, employees and consultants or any affiliate
thereof. As of the date of the Business Combination, a total of 30,729,247 options under the New Equity Incentive
Plan will be issued and outstanding, representing the number of Curaleaf Options following completion of the
Reorganization Share Exchange (the “Resulting Issuer Options”). All of the Curaleaf Options granted under the
Curaleaf Option Plan will be rolled into the Resulting Issuer Options and would become subject to the New Equity
Incentive Plan, the terms of which are described below.

In connection with the Business Combination, and in particular the preponderance of employees of PalliaTech that
are residents of the United States, the Resulting Issuer proposes to adopt the New Equity Incentive Plan to replace
the current stock option of LVI, subject to approval by the LVI Shareholders at the Meeting.
The following table sets forth the aggregate number of Curaleaf Options that are outstanding as of the closing of the
Business Combination following the completion of the Reorganization Share Exchange of the Curaleaf shares.
Persons Who Hold Curaleaf Options
(as a Group)

Subordinate Voting
Shares Under Options
Granted

Exercise
Price

Date of
Grant

Expiry
Date

($t6)

I.

All executive officers and past executive
officers ofCumleaf, Inc.tfl

18,686,472

0.12

9/14/2013

9/15/2023

2.

All directors and past directors of
Curaleaf, Inc. who are not also executive
officerstt

1,799,050

0.75

10/27/2015

10/26/2025

3.

All executive officers and past executive
officers of all subsidiaries of
Curaleaf, Inc.t3

2,987,044

0.79

4/30/2016

4/30/2026

4.

All directors and past directors of all
subsidiaries of Curaleaf, Inc who are not
also executive officers of the subsidiary
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Persons Who Hold Curaleaf Options
(as a Group)
5.

AU other employees and past employees of
Curaleaf, Inc)4t

6.

All other employees and past employees of
subsidiaries of Curaleaf, Inc.

7.

All consultants ofCuraleaf, Inc.t51

8.

Any other person or company

Subordinate Voting
Shares Under Options
Granted

Exercise
Price

Date of
Grant

Expiiy
Date

5,621,181

0.68

5/14/2017

5/14/2027

1,635,500

0.80

1/1/2018

1/1/2028

-

-

-

-

Notes:
(I)

This group is comprised of 7 individuals. Various types of options granted. Exercise price, date of grant, and expiiy date represents
weighted average.

(2)

This group is comprised of 2 individuals. Various types of options granted. Exercise price, date of grant, and expiiy date represents
weighted average.

(3)

This group is comprised of 4 individuals (excluding the individuals referred to in groups 2 and 3) Various types of options granted
Exercise price, date of grant, and expiry date represents weighted average.

(4)

This group is comprised of 7 individuals (excluding the individuals referred to in groups 2 and 3).
This group is comprised of I individual.
Following completion of the Reorganization Share Exchange.

(5)
(6)

It is anticipated that, within the twelve month period following the completion of the Business Combination, the
Resulting Issuer may issue Resulting Issuer Options to its directors, officers or other service providers from time to
time.
Summary of New Equity Incentive Plan
The Resulting Issuer has implemented the New Equity Incentive Plan, the principal terms of which are described
below.
Purpose

The purpose of the New Equity Incentive Plan will be to enable the Resulting Issuer and its affiliated companies to:
(i) promote and retain employees, officers, consultants, advisors and directors capable of assuring the future success
of the Resulting Issuer, (ii) to offer such persons incentives to put forth maximum efforts, and (iii) to compensate
such persons through various stock and cash-based arrangements and provide them with opportunities for stock
ownership, thereby aligning the interests of such persons and Resulting Issuer Shareholders.
The New Equity Incentive Plan permits the grant of 0) nonqualified stock options (“NQSOs”) and incentive stock
options (“iSOs”) (collectively, “Options”), (ii) restricted stock awards, (iii) restricted stock units (“RSUs”), (iv)
stock appreciation rights (“SARs”), and (v) performance compensation awards, which are referred to herein
collectively as “Awards”, as more fully described below.
The Resulting Issuer Board shall have the power to manage the New Equity Incentive Plan and may delegate such
power at its discretion to any committee of the Resulting Issuer Board, including the Compensation Committee.
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Eligib flit;’
Any of the Resulting Issuer’s employees, officers, directors, consultants (who are natural persons) are eligible to
participate in the New Equity Incentive Plan if selected by the Resulting Issuer Board (the “Participants”). The
basis of participation of an individual under the New Equity Incentive Plan, and the type and amount of any Award
that an individual will be entitled to receive under the New Equity Incentive Plan, will be determined by the
Resulting Issuer Board based on its judgment as to the best interests of the Resulting Issuer and its shareholders, and
therefore cannot be determined in advance.
The maximum number of Subordinate Voting Shares that may be issued under the New Equity Incentive Plan shall
be set by the Resulting Issuer Board to be an aggregate of 10% of the number of Subordinate Voting Shares
(including the number of Subordinate Voting Shares underlying the Multiple Voting Shares on an “as if converted”
basis) then outstanding, on a fully-diluted basis. Notwithstanding the foregoing, a maximum of 10% of the issued
and outstanding Subordinated Voting Shares (including the number of Subordinate Voting Shares underlying the
Multiple Voting Shares on an “as if converted” basis), on a fully-diluted basis, as of the completion of the Business
Combination may be issued as ISOs, subject to adjustment in the Ne%v Equity Incentive Plan. Any shares subject to
an Award under the New Equity Incentive Plan that are forfeited, cancelled, expire unexercised, are settled in cash,
or are used or withheld to satisfy tax withholding obligations of a Participant shall again be available for Awards
under the New Equity Incentive Plan. No financial assistance or support agreements may be provided by the
Resulting Issuer in connection with grants under the New Equity Incentive Plan.
In the event of any dividend, recapitalization, forward or reverse stock split, reorganization, merger, amalgamation,
consolidation, split-up, split-off, combination, repurchase or exchange of Subordinate Voting Shares or other
securities of the Resulting Issuer, issuance of warrants or other rights to acquire Subordinate Voting Shares or othçr
securities of the Resulting Issuer, or other similar corporate transaction or event, which affects the Subordinate
Voting Shares, or unusual or nonrecurring events affecting the Resulting Issuer, or the financial statements of the
Resulting Issuer, or changes in applicable rules, rulings, regulations or other requirements of any governmental body
or securities exchange or inter-dealer quotation system, accounting principles or law, the Resulting Issuer Board
may make such adjustment, which it deems appropriate in its discretion in order to prevent dilution or enlargement
of the rights of Participants under the New Equity Incentive Plan, to (i) the number and kind of shares which may
thereafter be issued in connection with Awards, (ii) the number and kind of shares issuable in respect of outstanding
Awards, (iii) the purchase price or exercise price relating to any Award or, if deemed appropriate, make provision
for a cash payment with respect to any outstanding Award, and (iv) any share limit set forth in the New Equity
Incentive Plan.
Awards
Options
The Resulting Issuer Board is authorized to grant Options to purchase Subordinate Voting Shares that are either
ISOs meaning they are intended to satisfy the requirements of Section 422 of the Code, or NQSOs, meaning they are
not intended to satisfy the requirements of Section 422 of the Code. Options granted under the New Equity Incentive
Plan will be subject to the terms and conditions established by the Resulting Issuer Board. Options granted under the
New Equity Incentive Plan will be subject to such terms, including the exercise price and the conditions and timing
of exercise, as may be determined by the Resulting Issuer Board and specified in the applicable award agreement.
The maximum term of an option granted under the New Equity Incentive Plan will be ten years from the date of
grant (or five years in the case of an ISO granted to a 10% shareholder). Payment in respect of the exercise of an
Option may be made in cash or by check, by surrender of unrestricted shares (at their fair market value on the date
of exercise) or by such other method as the Resulting Issuer Board may determine to be appropriate.
Restricted Stock
A restricted stock award is a grant of Subordinate Voting Shares, which are subject to forfeiture restrictions during a
restriction period. The Resulting Issuer Board will determine the price, if any, to be paid by the Participant for each
Subordinate Voting Shares subject to a restricted stock award. The Resulting Issuer Board may condition the
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expiration of the restriction period, if any, upon: (I) the Participant’s continued service over a period of time with the
Resulting Issuer or its affiliates; (ii) the achievement by the Participant, the Resulting Issuer or its affiliates of any
other performance goals set by the Resulting Issuer Board; or (iii) any combination of the above conditions as
specified in the applicable award agreement. If the specified conditions are not attained, the Participant will forfeit
the portion of the restricted stock award with respect to which those conditions are not attained, and the underlying
Subordinate Voting Shares will be forfeited. At the end of the restriction period, if the conditions, if any, have been
satisfied, the restrictions imposed will lapse with respect to the applicable number of Subordinate Voting Shares.
During the restriction period, unless otheRvise provided in the applicable award agreement, a Participant will have
the right to vote the shares underlying the restricted stock; however, all dividends will remain subject to restriction
until the stock with respect to which the dividend was issued lapses. The Resulting Issuer Board may, in its
discretion, accelerate the vesting and delivery of shares of restricted stock. Unless otherwise provided in the
applicable award agreement or as may be determined by the Resulting Issuer Board upon a Participant’s termination
of service with the Resulting Issuer, the unvested portion of a restricted stock award will be forfeited.
PSUs
RSUs are granted in reference to a specified number of Subordinate Voting Shares and entitle the holder to receive,
on achievement of specific performance goals established by the Resulting Issuer Board after a period of continued
service with the Resulting Issuer or its affiliates or any combination of the above as set forth in the applicable award
agreement, one Subordinate Voting Share for each such Subordinate Voting Share covered by the RSU; provided,
that the Resulting Issuer Board may elect to pay cash, or part cash and part Subordinate Voting Shares in lieu of
delivering only Subordinate Voting Shares. The Resulting Issuer Board may, in its discretion, accelerate the vesting
of RSUs. Unless otherwise provided in the applicable award agreement or as may be determined by the Resulting
Issuer Board upon a Participant’s termination of service with the Resulting Issuer, the unvested portion of the RSUs
will be forfeited.
Stock Appreciation Rights

A SAR entitles the recipient to receive, upon exercise of the SAR, the increase in the fair market value ofa specified
number of Subordinate Voting Shares from the date of the grant of the SAR and the date of exercise payable in
Subordinate Voting Shares. Any grant may specify a vesting period or periods before the SAR may become
exercisable and permissible dates or periods on or during which the SAR shall be exercisable. No SAR may be
exercised more than ten years from the grant date. Upon a Participant’s termination of service, the same general
conditions applicable to Options as described above would be applicable to the SAR.
General
The maximum term of the convertible securities to be granted/awarded under the New Equity Incentive Plan will be
10 years. The New Equity Incentive Plan is expected to be approved by the LVI Shareholders at the Meeting.
The Resulting Issuer Board may impose restrictions on the grant, exercise or payment of an Award as it determines
appropriate. Generally, Awards granted under the New Equity Incentive Plan shall be non-transferable except by
will or by the laws of descent and distribution. No Participant shall have any rights as a shareholder with respect to
Subordinate Voting Shares covered by Options, SARs or RSUs, unless and until such Awards are settled in
Subordinate Voting Shares.
No Option (or, if applicable, SAR5) shall be exercisable, no Subordinate Voting Shares shall be issued, no
certificates for Subordinate Voting Shares shall be delivered and no payment shall be made under the New Equity
Incentive Plan except in compliance with all applicable laws.
The Resulting Issuer Board may amend, alter, suspend, discontinue or terminate the New Equity Incentive Plan and
the Resulting Issuer Board may amend any outstanding Award at any time; provided that (i) such amendment,
alteration, suspension, discontinuation, or termination shall be subject to the approval of the Resulting Issuer’s
shareholders if such approval is necessary to comply with any tax or regulatory requirement applicable to the New
Equity Incentive Plan (including, without limitation, as necessary to comply with any rules or requirements of
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applicable securities exchange), (ii) no such amendment or termination may adversely affect Awards then
outstanding without the Award holder’s permission, and (iii) such amendment, alteration, suspension,
discontinuation, or termination is in compliance with CSE Policies.
In the event of any reorganization, merger, consolidation, split-up, spin-off, combination, plan of arrangement, take
over bid or tender offer, repurchase or exchange of Subordinate Voting Shares or other securities of the Resulting
Issuer or any other similar corporate transaction or event involving the change of control of the Resulting Issuer (or
the Resulting Issuer shall enter into a written agreement to undergo such a transaction or event), the Resulting Issuer
Board may, in its sole discretion, take such measures or make such adjustments in regards to any securities granted
pursuant to the New Equity Incentive Plan, as it deems appropriate.
Tax JL’ithholding

The Resulting Issuer may take such action as it deems appropriate to ensure that all applicable federal, Stale,
provincial, local and/or foreign payroll. withholding, income or oilier taxes, which are the sole and absolute
responsibility ofa Participant, are withheld or collected from such Participant,
10. DESCRIPTION OF THE SECURITIES
DESCRIPTION OF SHARE CAPITAL OF THE RESULTING ISSUER
The Resulting Issuer
The authorized share capital of the Resulting Issuer will consist of an unlimited number of Multiple Voting Shares
without par value (the Multiple Voting Shares) and an unlimited number of Subordinate Voting Shares without par
value (the Subordinate Voting Shares). The following is a summary of the rights, privileges, restrictions and
conditions attached to the Subordinate Voting Shares and the Multiple Voting Shares.
Subordinate Voting Shnres
Reclassification

Each LVI Share and common share held by a shareholder of the Resulting Issuer will
be reclassified into one Subordinate Voting Share.

Restricted Shares

The Subordinated Voting Shares are “restricted securities” within the meaning of such
term under applicable Canadian Securities Laws.

Right to Notice and
Vote

Holders of Subordinate Voting Shares will be entitled to notice of and to attend any
meeting of the shareholders of the Resulting Issuer, except a meeting of which only
holders of another particular class or series of shares of the Resulting Issuer will
have the right to vote. At each such meeting, holders of Subordinate Voting Shares will
be entitled to one vote in respect of each Subordinate Voting Share held.

Voting Rights

Upon completion of the Business Combination, the Subordinate Voting Shares will
represent approximately 73.3% of the total issued and outstanding shares of the
Resulting Issuer and approximately 15.5% of the voting power attached to such
outstanding shares of the Resulting Issuer.

Class Rights

As long as any Subordinate Voting Shares remain outstanding, the Resulting Issuer will
not, without the consent of the holders of the Subordinate Voting Shares by separate
special resolution, prejudice or interfere with any right attached to the Subordinate Voting
Shares. Holders of Subordinate Voting Shares viIl not be entitled to a right of first refusaL
to subscribe for, purchase or receive any pan of any issue of Subordinate Voting Shares,
or bonds, debentures or other securities of the Resulting Issuer.
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Dividends

Holders of Subordinate Voting Shares will be entitled to receive as and when
declared by the directors of the Resulting Issuer, dividends in cash or property of the
Resulting Issuer. No dividend will be declared or paid on the Subordinate Voting
Shares unless the Resulting Issuer simultaneously declares or pays, as applicable,
equivalent dividends (on an as-converted to Subordinate Voting Share basis) on the
Multiple Voting Shares. In the event of the payment of a dividend in the form of shares,
holders of Subordinate Voting Shares shall receive Subordinate Voting Shares, unless
otherwise determined by the Resulting Issuer Board.
Please see “Risk Factors

—

Anti-Money Laundering Laws and Regulations”.

Participation

In the event of the liquidation, dissolution or winding-up of the Resulting Issuer,
whether voluntary or involuntary, or in the event of any other distribution of assets of
the Resulting Issuer among its shareholders for the purpose of winding up its affairs,
the holders of Subordinate Voting Shares will, subject to the prior rights of the holders
of any shares of the Resulting Issuer ranking in priority to the Subordinate Voting
Shares, be entitled to participate rateably along with all other holders of Subordinate
Voting Shares and Multiple Voting Shares (on an as-converted to Subordinate
Voting Share basis).

Changes

No subdivision or consolidation of the Subordinate Voting Shares or Multiple
Voting Shares shall occur unless, simultaneously, the Subordinate Voting Shares and
Multiple Voting Shares are subdivided or consolidated in the same manner, so as to
maintain and preserve the relative rights of the holders of the shares of each of the said
classes. Except as described below, the Subordinate Voting Shares cannot be converted
into any other class of shares.

Conversion
Offer

Upon an

In the event that an offer is made to purchase Multiple Voting Shares and the offer is one
which is required, pursuant to applicable securities legislation or the rules of the Toronto
Stock Exchange if the stock exchange on which the shares of the Resulting Issuer are
listed has not implemented any rules with respect to “coattail” protections, or if the
Multiple Voting Shares are not then listed, to be made to all or substantially all the
holders of Multiple Voting Shares in a given province or territory of Canada to which
these requirements apply, each Subordinate Voting Share shall become convertible at the
option of the holder into Multiple Voting Shares at the inverse of the Conversion Ratio
then in effect at any time while the offer is in effect until one day after the time
prescribed by applicable securities legislation for the offeror to take up and pay for such
shares as are to be acquired pursuant to the offer. The conversion right may only be
exercised in respect of Subordinate Voting Shares for the purpose of depositing the
resulting Multiple Voting Shares pursuant to the offer, and for no other reason. In such
event, the Resulting Issuer shall deposit or cause the Resulting Issuer’s transfer agent to
deposit the resulting Multiple Voting Shares on behalf of the holder. Should the Multiple
Voting Shares issued upon conversion and tendered in response to the offer be
withdrawn by shareholders or not taken up by the offeror, or should the offer be
abandoned or withdrawn, the Multiple Voting Shares resulting from the conversion shall
be automatically reconverted, without further intervention on the part of the Resulting
Issuer or on the part of the holder, into Subordinate Voting Shares at the Conversion
Ratio then in effect.

Multiple Voting Shares
Right to Notice and
Vote

Holders of Multiple Voting Shares will be entitled to notice of and to attend at any
meeting of the shareholders of the Resulting Issuer, except a meeting of which only
holders of another particular class or series of shares of the Resulting Issuer will have
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the right to vote. At each such meeting, holders of Multiple Voting Shares will be
entitled to IS votes per Multiple Voting Share.
Voting Rights

The Multiple Voting Shares will represent approximately 26.7% of the total issued and
outstanding shares of the Resulting Issuer and 84.5% of the voting power attached to
such outstanding shares of the Resulting Issuer.

Class Rights

As long as any Multiple Voting Shares remain outstanding, the Resulting Issuer will not.
without the consent of the holders of the Multiple Voting Shares by separate special
resolution, prejudice or interfere with any right or special right attached to the Multiple
Voting Shares. Additionally, consent of the holders of a majority of the outstanding
Multiple Voting Shares will be required for any action that authorizes or creates shares of
any class having preferences superior to or on a parity with the Multiple Voting Shares.
In connection with the exercise of the voting rights in respect of any such approvals.
each holder of Multiple Voting Shares will have one vote in respect of each Multiple
Voting Share held. The holders of Multiple Voting Shares will not be entitled to a right
of first refusal to subscribe for, purchase or receive any part of any issue of Subordinate
Voting Shares, bonds, debentures or other securities of the Resulting Issuer not
convertible into Multiple Voting Shares.

Dividends

The holders of the Multiple Voting Shares are entitled to receive such dividends as
may be declared and paid to holders of the Subordinate Voting Shares in any financial
year as the Board of the Resulting Issuer may by resolution determine, on an asconverted to Subordinate Voting Share basis, assuming conversion of all Multiple
Voting Shares into Subordinate Voting Shares at the Conversion Ratio. No dividend
will be declared or paid on the Multiple Voting Shares unless the Resulting Issuer
simultaneously declares or pays, as applicable, equivalent dividends (on an asconvened to Subordinate Voting Share basis) on the Multiple Voting Shares and
Subordinate Voting Shares. In the event of the payment of a dividend in the form of
shares, holders of Multiple Voting Shares shall receive Multiple Voting Shares, unless
otherwise determined by the Board of Directors of the Resulting Issuer.

Please see “Risk Factors

—

Anti-Money Laundering Lairs and Regulations”.

Participation

In the event of the liquidation, dissolution or winding-up of the Resulting Issuer,
whether voluntary or involuntary, or in the event of any other distribution of assets of
the Resulting Issuer among its shareholders for the purpose of winding up its affairs,
the holders of Multiple Voting Shares will, subject to the prior rights of the holders
of any shares of the Resulting Issuer ranking in priority to the Multiple Voting Shares,
be entitled to participate rateably along with all other holders of Multiple Voting Shares
(on an as-converted to Subordinate Voting Shares basis) and Subordinate Voting Shares.

Changes

No subdivision or consolidation of the Subordinate Voting Shares or Multiple Voting
Shares shall occur unless, simultaneously, the Subordinate Voting Shares and Multiple
Voting Shares are subdivided or consolidated in the same manner, so as to maintain and
preserve the relative rights of the holders of the shares of each of the said classes.

Conversion

The Multiple Voting Shares are convertible into Subordinate Voting Shares on a one-forone basis (the “Conversion Ratio”) at any time at the option of the holder.

Automatic Conversion

The Multiple Voting Shares stmcture will terminate automatically on the date that is 36
months from the date of closing of the Business Combination. It will also terminate
automatically upon the occurrence of the following events: (i) transfer or disposition of
the Multiple Voting Shares by Mr. Jordan to one or more third parties (which are not
Permitted Holders) and (ii) Mr. Jordan or his Permitted Holders no longer beneficially
owning, directly or indirectly and in the aggregate, at least 5% of the issued and
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outstanding Subordinate Voting Shares and Multiple Voting Shares. Upon termination,
the Multiple Voting Shares will automatically convert into Subordinate Voting Shares
pursuant to the Conversion Ratio.
Conversion Upon an
Offer

In the event that an offer is made to purchase Subordinate Voting Shares and the offer is
one which is required, pursuant to applicable securities legislation or the rules of the
Toronto Stock Exchange if the stock exchange on which the Subordinate Voting Shares
are listed has not implemented any rules with respect to “coattail” protections, to be
made to all or substantially all the holders of Subordinate Voting Shares in a given
province or territory of Canada to which these requirements apply, each Multiple Voting
Share shall become convertible at the option of the holder into Subordinate Voting
Shares pursuant to the Conversion Ratio at any time while the offer is in effect until one
day after the time prescribed by applicable securities legislation for the offeror to take up
and pay for such shares as are to be acquired pursuant to the offer. The conversion right
may only be exercised in respect of Multiple Voting Shares for the purpose of depositing
the resulting Subordinate Voting Shares pursuant to the offer, and for no other reason. In
such event, the Resulting Issuer shall deposit or cause the Resulting Issuer’s transfer
agent to deposit the resulting Subordinate Voting Shares on behalf of the holder. Should
the Subordinate Voting Shares issued upon conversion and tendered in response to the
offer be withdrawn by shareholders or not taken up by the offeror, or should the offer be
abandoned or withdrawn, the Subordinate Voting Shares resulting from the conversion
shall be automatically reconverted, without further intervention on the part of the
Resulting Issuer or on the part of the holder, into Multiple Voting Shares at the inverse of
the Conversion Ratio then in effect.

Licensing Provisions
The Resulting Issuer’s notice of articles and articles will include certain provisions, including a redemption right in
favour of the Resulting Issuer (the “Licensing Provisions”) to ensure that the Resulting Issuer complies with
applicable licensing regulations.The purpose of the Licensing Provisions is to provide the Resulting Issuer with a
means of protecting itself from having a shareholder, or as determined by the Resulting Issuer Board, a group of
shareholders acting jointly or in concert (an “Unsuitable Person”) with an ownership interest of, whether of record
or beneficially (or having the power to exercise control or direction over), five percent (5%) or more of the issued
and outstanding shares of the Resulting Issuer, who a governmental authority granting licenses to the Resulting
Issuer has determined to be unsuitable to own Subordinate Voting Shares, or whose ownership of Subordinate
Voting Shares may result in the loss, suspension or revocation (or similar action) with respect to any licenses
relating to the Resulting Issuer’s conduct of business (being the conduct of any activities relating to the cultivation,
manufacturing and dispensing of cannabis and cannabis, derived products in the United States, which include the
owning and operating of cannabis licenses) or in the Resulting Issuer being unable to obtain any new licenses in the
normal course, including, but not limited to, as a result of such person’s failure to apply for a suitability review from
or to otherwise fail to comply with the requirements of a governmental authority, as determined by the Resulting
Issuer Board, in its sole discretion, after consultation with legal counsel and if a license application has been filed,
after consultation with the applicable governmental authority.
The Licensing Provisions will provide the Resulting Issuer with a right, but not the obligation, at its option, to
redeem Subordinate Voting Shares held by an Unsuitable Person at the redemption price described below. This right
is required in order for the Resulting Issuer to comply with regulations in various jurisdictions where the Resulting
Issuer conducts business or is expected to conduct business, which will provide that the shareholders of a company
requiring a license who hold over a certain percentage threshold of the issued and outstanding shares of the
Resulting Issuer cannot be deemed “unsuitable” by the applicable governmental authority issuing the license in
order for such company’s license to be issued and to remain valid and in effect.
A redemption notice may be delivered by the Resulting Issuer to the Unsuitable Person and will set forth: (i) the
redemption date, (ii) the number of Subordinate Voting Shares to be redeemed, (iii) the formula pursuant to which
the redemption price will be determined and the manner of payment therefor, (iv) the place where such Subordinate
Voting Shares (or certificate thereto, as applicable) will be surrendered for payment, duly endorsed in blank or
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accompanied by proper instruments of transfer, (v) a copy of the Valuation Opinion (as defined below) (if the
Resulting Issuer is no longer listed on the CSE or another recognized securities exchange), and (vi) any other
requirement of surrender of the redeemed shares. The redemption notice will be sent to the Unsuitable Person not
less than 30 trading days prior to the redemption date, except as otherwise provided below. The Resulting Issuer will
send a written notice confirming the amount of the redemption price as soon as possible following the determination
of such redemption price. The redemption notice may be conditional such that the Resulting Issuer need not redeem
the Subordinate Voting Shares on the redemption date if the Resulting Issuer Board determines, in its sole
discretion, that such redemption is no longer advisable or necessary. For purposes of the foregoing, “Fair Market
Value” means: (i) the volume weighted average trading price (VWAP) of the Subordinate Voting Shares to be
redeemed during the five (5) trading day period immediately after the date of the redemption notice on the CSE or
other national or regional securities exchange on which such Subordinate Voting Shares are listed, (ii) if no such
quotations are available, the fair market value per share of such Subordinate Voting Shares as set forth in a valuation
and fairness opinion (“Valuation Opinion”) from an investment banking firm of nationally recognized standing in
Canada (qualified to perform such task and which is disinterested in the contemplated redemption and has not in the
then past two years provided services for a fee to the Resulting Issuer (or its affiliates) or a disinterested nationally
recognized accounting firm.
The redemption date will be not less than 30 trading days From the date of the redemption notice unless a
governmental authority requires that the Subordinate Voting Shares be redeemed as of an earlier date, in which case
the redemption date will be such earlier date, and if there is an outstanding redemption notice, the Resulling Issuer
will issue an amended redemption notice reflecting the new redemption date forthwith.
From and after the date the redemption notice is delivered, an Unsuitable Person owning Subordinate Voting Shares
called for redemption will cease to have any voting rights. From and after the redemption date, any and all rights of
any nature which may be held by an Unsuitable Person with respect to such person’s Subordinate Voting Shares will
cease and, thereafter, the Unsuitable Person will be entitled only to receive the redemption price, without interest, on
the redemption date; provided, however, that if any such Subordinate Voting Shares come to be owned solely by
persons other than an Unsuitable Person (such as by transfer of such Subordinate Voting Shares to a liquidating
trust, subject to the approval of any applicable governmental authority), such persons may exercise voting rights of
such Subordinate Voting Shares and the Resulting Issuer Board may determine, in its sole discretion, not to redeem
such Subordinate Voting Shares. The Resulting Issuer’s redemption right is unilateral. Unless an Unsuitable Person
otherwise disposes of his, her or its Subordinate Voting Shares, such Unsuitable Person cannot prevent the Resulting
Issuer from exercising its redemption right. Following redemption, the redeemed Subordinate Voting Shares will be
cancelled.
If the Resulting Issuer exercises its right to redeem Subordinate Voting Shares from an Unsuitable Person, (i) the
Resulting Issuer may fund the redemption price, which may be substantial in amount in certain circumstances, from
its existing cash resources, the incurence of indebtedness, the issuance of additional securities including debt
securities, the issuance of a promissory note issued to the Unsuitable Person or a combination of the foregoing
sources of funding, (ii) the number of Subordinate Voting Shares outstanding will be reduced by the number of
Subordinate Voting Shares redeemed, and (iii) the Resulting issuer cannot provide any assurance that the
redemption will adequately address the concerns of any governmental authorities or enable the Resulting Issuer to
make all required governmental filings or obtain and maintain all licenses, permits or other governmental approvals
that are required to conduct its business. The Resulting Issuer cannot prevent an Unsuitable Person from acquiring
or reacquiring shares, and can only address such unsuitability by exercising its redemption rights pursuant to the
redemption provision. To the extent required by applicable laws, the Resulting may deduct and withhold any tax
from the redemption price. To the extent any amounts are so withheld and are timely remitted to the applicable
governmental authority, such amounts shall be treated for all purposes herein as having been paid to the person in
respect of which such deduction and withholding was made.
A holder of the Subordinate Voting Shares will be prohibited from acquiring or disposing of five percent (5%) or
more of the issued and outstanding shares of the Resulting Issuer, directly or indirectly, in one or more transactions,
without providing 15 days’ advance written notice to the Resulting Issuer by mail sent to the Resulting Issuer’s
registered office to the attention of the Corporate Secretary. The foregoing restriction will not apply to the
ownership, acquisition or disposition of Subordinate Voting Shares as a result of: (i) transfer of Subordinate Voting
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Shares occurring by operation of law including, inter alia, the transfer of Subordinate Voting Shares to a trustee in
bankruptcy, (ii) an acquisition or proposed acquisition by one or more underwriters or portfolio managers who hold
Subordinate Voting Shares for the purposes of distribution to the public or for the benefit of a third party provided
that such third party is in compliance with the foregoing restriction, or (iii) conversion, exchange or exercise of
securities of the Resulting Issuer (other than the Subordinate Voting Shares) duly issued or granted by the Resulting
Issuer, into or for Subordinate Voting Shares, in accordance with their respective terms. If the Resulting Issuer
Board reasonably believes that any such holder of the Subordinate Voting Shares may have failed to comply with
the foregoing restrictions, the Resulting Issuer may apply to the Supreme Court of British Columbia, or such other
court of competent jurisdiction for an order directing that such shareholder disclose the number of Subordinate
Voting Shares held.
Varrants
In connection with the 2019 Senior Unsecured Notes, the Company issued, on a quarterly basis, warrants (“Tranche
3 Warrants”) exercisable to acquire up to 90,454 shares of common stock of the Company (equivalent to 2,958,750
Subordinated Voting Shares, following completion of the Reorganization Share Exchange), which will be exercised
prior to completion of the Merger.
In connection with the Cetus Senior Debt, the Company issued a warrant (“Cetus Varrant”) which will be
exercised for 3,598,493 Subordinate Voting Shares at nominal value prior to completion of the Merger.
See “General Development ofthe Business

-

Financing Activities” for additional information.

Take-Over Bid Protection

Under applicable Canadian law, an offer to purchase Multiple Voting Shares would not necessarily require that an
offer be made to purchase Subordinate Voting Shares. In accordance with the rules applicable to most senior issuers
in Canada, in the event ofa take-over bid, the holders of Subordinate Voting Shares will be entitled to participate on
an equal footing with holders of Multiple Voting Shares. Mr. Boris Jordan, as the owner of all the outstanding
Multiple Voting Shares, will enter into a customary coattail agreement with the Resulting Issuer and a trustee
(the “Coattail Agreement”). The Coattail Agreement will contain provisions customary for dual class, listed
corporations designed to prevent transactions that otherwise would deprive the holders of Subordinate Voting Shares
of rights under applicable provincial take-over bid legislation to which they would have been entitled if the Multiple
Voting Shares had been Subordinate Voting Shares.
The undertakings in the Coattail Agreement will not apply to prevent a sale by Mr. Boris Jordan of Multiple Voting
Shares if concurrently an offer is made to purchase Subordinate Voting Shares that:
(i)

offers a price per Subordinate Voting Share at least as high as the highest price per share paid pursuant to
the take-over bid for the Multiple Voting Shares (on an as converted to Subordinate Voting Share basis);

(ii)

provides that the percentage of outstanding Subordinate Voting Shares to be taken up (exclusive of shares
owned immediately prior to the offer by the offeror or persons acting jointly or in concert with the offeror)
is at least as high as the percentage of Multiple Voting Shares to be sold (exclusive of Multiple Voting
Shares owned immediately prior to the offer by the offeror and persons acting jointly or in concert with the
offeror);

(iii)

has no condition attached other than the right not to take up and pay for Subordinate Voting Shares
tendered if no shares are purchased pursuant to the offer for Multiple Voting Shares; and

(iv)

is in all other material respects identical to the offer for Multiple Voting Shares.

In addition, the restrictions contained in the Coattail Agreement will not prevent the transfer or sale of Multiple
Voting Shares by a Principal Shareholder to a Permitted Holder, provided such transfer or sale is not or would not
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have been subject to the requirements to make a take-over bid or constitute or would constitute an exempt take-over
bid (as defined under applicable securities laws). The conversion of Multiple Voting Shares into subordinate Voting
Shares, whether or not such Subordinate Voting shares are subsequently sold, would not constitute a disposition of
Multiple Voting Shares for the purposes of the Coattail Agreement.
Under the Coattail Agreement, any disposition of Multiple Voting Shares (including a transfer to a pledgee as
security) by a holder of Multiple Voting Shares party to the agreement will be conditional upon the transferee or
pledgee becoming a party to the Coattail Agreement, to the extent such transferred Multiple Voting Shares are not
automatically converted into Subordinate Voting Shares in accordance with the Articles.
The Coattail Agreement will contain provisions for authorizing action by the trustee to enforce the rights under the
Coattail Agreement on behalfof the holders of the Subordinate Voting Shares. The obligation of the trustee to take
such action will be conditional on the Resulting Issuer or holders of the Subordinate Voting Shares providing such
funds and indemnity as the trustee may require. No holder of Subordinate Votinu Shares will have the right, other
than through the trustee, to institute any action or proceeding or to exercise any other remedy to enforce any rights
arising under the Coattail Agreement unless the trustee fails to act on a request authorized by holders of not less than
10% of the outstanding Subordinate Voting Shares and reasonable funds and indemnity have been provided to the
trustee. The Resulting Issuer will agree to pay the reasonable costs of any action that may be taken in good faith by
holders of Subordinate Voting Shares pursuant to the Coattail Agreement.
The Coattail Agreement will provide that it may not be amended, and no provision thereof may be waived, unless,
prior to giving effect to such amendment or waiver, the following have been obtained: (a) the consent of any
applicable securities regulatory authority in Canada and (b) the approval of at least 66 2/% of the votes cast by
holders of Subordinate Voting Shares excluding votes attached to Subordinate Voting Shares held by Mr. Boris
Jordan and his Permitted Holders on terms which would constitute a sale or disposition for purposes of the Coattail
Agreement other than as permitted thereby.
No provision of the Coattail Agreement will limit the rights of any holders of Subordinate Voting Shares under
applicable law.
II. PRIOR SALES

The following table summarizes issuances by the Resulting Issuer of Subordinate Voting Shares or LVI Shares in
the 12 months before the date of this Listing Statement (excluding securities issued upon closing of the Business
Combination):
Date Issued

Company
-

.

.

.

umbcr1rvpc ufSecunties
.

Issue/Exercise Price per
Security

March 27. 2018

LVI

2.000.000 common shares

CS0.I5

April 4. 2018

LVI

1,744,000 common shares

CS0.125

January 4.201K

Curaleaf

1.150.753 common shares

526.07

October 27, 2017

Curaleaf

836.506 common shares

523.91

12. ESCROWED SECURITIES
The Resulting Issuer is not subject to escrow.
Direciors, officers and significant shareholders holding more than 10% of the issued and outstanding equity
securities of the Company will enter into lock-up agreements pursuant to which such parties have agreed, subject to
customary carve-outs and exceptions, not to sell any Subordinate Voting Shares (or announce any intention to do
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so), or any securities issuable in exchange therefor, for a period of 180 days from the date of the Business
Combination.
13. PRINCIPAL SHAREHOLDERS

The following table sets forth, to the knowledge of the Resulting Issuer, as of the date of the Business Combination,
the persons or companies who beneficially own, directly or indirectly, or exercise control or direction over, directly
or indirectly, 10% or more of the voting rights attached to any class of voting securities of the Resulting Issuer (the
“Principal Shareholders”).

Name of Securit holder
Jurisdiction of Residence

Type of Ownership

Numlr and

Number and

Percentage of Subordinate
Voting Shares

Percentage of
Multiple Voting Shares

Boris Jordan
Miami Beach. Florida

60%i

Beneficial and of Record

20(159,210 /

Beneficial and of Record

127,173,634 / 37.9Vot

122.170,705 /

ioo.o’/”

Andrci Blokh
Moscow. Russia
(I)

-

After giving effect to (i) the Business Combination, which will consist of the issuance of 188,646 Subordinate Voting Shares to the
LVI Shareholders, the Issuance of 274,349,579 Subordinate Voting Shares to the former Curaleaf shareholders and the issuance of
122,170,705 Multiple Voting Shares to the Principal, (H) the completion nf the SR Offering and the issuance of 45,422.167
Subscription Receipts issued at the SR Offering Price (which will be convened into Cumleaf FinCo Shares upon the satisfaction of the
Escrow Release Conditions on or prior to the Escrow Release Deadline, and then exchanged for Subordinate Voting Shares to the
holders of Subscription Receipts upon the completion of the Business Combination); (Hi) the conversion of the Arizona Convenible
Note and [he issuance of 3,715,038 Subordinate Voting Shares in connection thereto, (iv) the completion of the Proposed Minority
Buy-Outs and the Arizona Acquisition and the issuance of 11,786,158 Subordinate Voting Shares in connection thereto (plus up to
8,962,380 Subordinate Voting Shares, representing the maximum number of additional Subordinate Voting Shares that may be issued
in connection with the Connecticut Minority Buy-Out further to the second valuation. See “General Developnieiil of (lie Biui,iess
Acquisitions”), and (v) the completion of the Reorganization Share Exchange
Boris Jordan is the beneficial owner of 50% of the shares of Bellmawr Investors, LLC, which is the holder of record of 11,222,670
Subordinate Voting Shares and is the beneficial owner of the shares of MedTech International Group LLC and PT Share Participation
I, LLC which isthe holderof record of 1,900,843 and 12,547,032 Subordinate Voting Shares, respectively
Boris Jordan is the beneficial owner of Goeiter Holdings Lid, which is the holder of record of the 122,170,705 Multiple Voting
Shares
—

(2)

(3)

Voting Trusts

To the knowledge of the Resulting Issuer, no voting trust exists within the Resulting Issuer such that more than 10%
of any class of voting securities of the Resulting Issuer are held, or are to be held, subject to any voting trust or other
similar agreement.
Associates and Affiliates

To the knowledge of the Resulting Issuer, none of the Principal Shareholders is an Associate or Affiliate of any
other Principal Shareholder.
14. DIRECTORS AND OFFICERS

The following table sets out, for each of the Resulting Issuer’s directors and executive officers, the persons name,
age, State and country of residence, position with the Resulting Issuer, principal occupation(s) during the last five
(5) years, and, ifan existing officer or director of the Company prior to the Business Combination, the date on which
the person became such an officer or director. The Resulting Issuer’s directors are expected to be elected as such at
the Meeting and are expected to hold office until its next annual general meeting of shareholders unless they resign
prior thereto or are removed by the shareholders of the Resulting Issuer. The Resulting Issuer’s directors will be
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elected annually and, unless re-elected, will retire from office at the end of the next annual general meeting of
shareholders.
The size of the initial Resulting Issuer Board is five directors, and the Resulting Issuer intends to increase the size to
seven directors.
Under NI 52-110, an independent director is one who is free from any direct or indirect relationship which could, in
the view of the Resulting Issuer Board, be reasonably expected to interfere with a director’s exercise of independent
judgment. Boris Jordan, Executive Chairman of the Resulting Issuer, is not considered independent and Steven
Patierno, Karl Johansson and Peter Derby are considered independent.

Name and State
and Country of
Residence

Age

Position(s) with
the Resulting
Issuer

Director/Officer
of the Company
Since

Principal Occupation(s)
for Past Five (5) Years

Boris Jordan
Miami Beach, FL

52

Executive
Chairman

January 2013

Curaleat Executive
Chairman: The Sputnik
Group, President, CEO,
and Founder; Renaissance
Insurance, Chairman and
Founder

Joseph Lusardi

44

President, CEO,
and Director

March 2016

Curaleaf, President and
CEO; Massapoag
Advisors, Principal and
Founder

Steven Patierno
Chapel Hill, NC

60

Director

-

Karl Johansson
City, MN

68

Director

Peter Derby
Irvington, NY

58

Stuart Wilcox
Fayetteville, GA

Newbuiyport, MA

Numher of Securities of
Resulting Issuer and
Curaleaf Directly or
Indirectly Ileld
142,229.915 (comprised
of 20,059,210
Subordinate Voting
Shares and 122,170,705
Multiple Voting Shares)

Duke Cancer Institute,
Deputy Director

668,l34

October2018

Ernst& Young, Managing
Partner

None

Director

October 2018

Concinnity Advisors, LP,
Founder

None

56

COO

August 2017

Curaleaf, COO; 1-lostess
Brands, SVP COO; The
Original Cakerie; SVP
Operations

None

Jonathan Faucher
Salem, Nil

41

Chief Financial
Officer, EVP
Finance,
Treasurer &
Corporate
Secretary

January 2017

Curaleaf, EVP Finance;
BionX, Controller &
Senior Finance Director

None

I’eter Clateman
New York, NY

50

General Counsel
& Chief
Compliance
Officer

July 2017

Curaleaf, Inc., General
Counsel and Chief
Compliance Officer;
DMC Partners. General
Counsel and Chief
Compliance Officer and
Renaissance Capital
Group, General Counsel
and Chief Compliance
Officer

None

Christopher Melillo
Medford. New

45

SVP Retail
Operations

August 2018

Curaleaf, SVP Retail
Operations; Villa, VP of

None
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Number orSecuritics of
Name and Slate
and Country of
Residence

Age

Position(s) with
the Resulting
Issuer

Director/Officer
of the Company
Since

Principal Occupation(s)
for Past Five (5) Years
Stores; Nike, Senior
Director of Stores

Jersey
Katrina Yolen

Resulting Issuer and
Curaleaf Directly or
Indirectly held

SI

Ethard Conklin

SW Marketing

SVP
Government
Relations

Eduard Kehenehuk

37

SW Business
Development

Carol7n Fedigan

54

SVP Human
Resources

-

-

-

.

Curaleaf, SVP Marketing:
Dancing Deer, VP
Marketing.

None

Curaleaf, SVP,
Government Relations;
MacDonald’s Corp SR
Dirextor Govt Relations,
C hie f of S taff

None

Curaleaf. SVP Business
Development. The
Sputnik Group, Director
of Investments

None

Curaleaf, SVP Human
Resources, Audax Group,
Director of 1-luman
Resources

None

“Boris Jordan is the beneficial owner ofSO% of the shares of BellmawT Investors, LLC, which is the holder of record of 11,222,670 Subordinate
Voting Shares and is the beneficial owner of the shares of MedTcch International Group LLC and PT Share Participation I, LLC
which is the holder of record of 1,900,843 and 12,547,032 Subordinate Voting Shares, respectively. Boris Jordan is also the beneficial
owner of Gociter Holdings Lid, which is the holder of record of the 122,170,705 Multiple Voting Shares.
“Following completion of the Reorganization Share Exchange

Biographies
The following are brief profiles of the Resulting Issuer’s executive officers and directors.
Boris Jordan, Krecutive Chairman of/he Board of Directors (Age 52,)
Mr. Jordan is an American businessman, co-founder of Renaissance Capital Group and President and Chief
Executive Officer of The Sputnik Group, two international investment and advisory firms. In the early 1990’s, Mr.
Jordan was considered a key player in the development of the Russian stock market and was a leader in the
privatization of Russian state assets. Mr. Jordan is a longstanding Member of the Council on Foreign Relations and a
member of The Board of Trustees of New York University. After founding The Sputnik Group in 1999, Mr. Jordan
has led the company in its investments in emerging industries, including investments in Renaissance Insurance, a
company where Mr. Jordan is also the Chairman and founder. Mr. Jordan built Renaissance Insurance into one of
the leading insurance groups in the Russian market. Since acquiring majority control of Curaleaf in 2014, Mr.
Jordan has been impactful in the Company’s emergence as an industry leader. Mr. Jordan will serve as a member of
the Audit Committee of the Resulting Issuer, as well as a member of the Compensation Committee. Mr. Jordan
holds a B.A. from New York University.
Joseph F. Litsardi, President, Chief Krecutive Officer and Director (Age 43)
Mr. Lusardi is a pioneer in the U.S. cannabis industry and is credited with opening one of the first medical cannabis
operations on the East Coast. Mr. Lusardi has almost a decade of cannabis experience through which he has
cultivated bottom-up expertise in cannabis company implementation and management, as well as 20 years’
experience in finance, private equity and entrepreneurship. He previously held executive positions at financial
services companies including Liberty Mutual Group, Fidelity Investments, and Affiliated Managers Group. At
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Curaleaf, Mr. Lusardi has been instrumental in developing an organizational strategy focused on bringing the
Company’s commitment to the advancement of cannabis science to all Curaleaf subsidiaries, and, ultimately,
patients in need of medical cannabis. To support this effort, he raised over $100 million dollars to invest into the
Company’s infrastructure, research and development, and staff. Mr. Lusardi continues to guide corporate strategy
with a focused view on the continual improvement of best practices. Mr. Lusardi has a B.B.A. from The Catholic
University of America and a M.B.A. from Boston College
Steveti Patierno, Director (Age 60)
Dr. Steven Patiemo is the Deputy Director Duke Cancer Institute and Curaleaf board member. Dr. Patierno holds
titles in the scientific community including Deputy Director, Duke Cancer Institute, Professor of Medicine,
Professor of Pharmacology and Cancer Biology, and Professor of Community and Family Medicine, Duke
University School of Medicine. As Deputy Director of the Duke Cancer Institute, Dr. Patierno helps lead a topranked NCI-designated Comprehensive Cancer Center dedicated to providing compassionate care from diagnosis to
treatment to survivorship, advancing multi- and transdisciplinaiy cancer research and engaging in prevention and
community health programming. One of the original eight NCI-designated comprehensive cancer centers, the Duke
Cancer Institute is one of only 41 such centers in the U.S., with more than 65,000 patient visits and 6,500 new
cancer diagnoses annually and nearly 1,000 active clinical trials. The Duke Cancer Institute includes more than 360
investigators with more than $225 million in annual cancer research funding. Prior to joining the Duke Cancer
Institute, Dr. Patierno served as Executive Director of the George Washington University Cancer Center, Vivian Gill
Distinguished Professor of Oncology, and Professor of Pharmacology and Physiology, Genetics and Urology in the
GWU School of Medicine and Health Sciences. Dr. Patierno has a B.S. from The University of Connecticut and a
PhD from The University of Texas Health Science Center in Houston.
Karl Johansson, Director (Age 68)
Mr. Johansson has broad experience in multinational accounting and the co-ordination of international tax
engagements, mergers and acquisitions, and due diligence projects in key global markets. From 1995 to 2000, Mr.
Johansson was a Managing Partner of Ernst & Young CIS, after which he was a Regional Partner for Eastern
Europe countries, including CIS (Vienna, Austria). From 2006 to 2014 he worked as a Managing Partner of Ernst &
Young CIS in Moscow. While in Russia, he was a coordinator of the Foreign Investment Advisory Council (FIAC).
Mr. Johansson has been a member of the Emerging Europe Business Council and Corporate Governance Task Force
of the World Economic Forum, as well as the Foreign Investment Advisory Councils of Kazakhstan, Ukraine and
Latvia. Mr. Johansson will serve as the Chair of the Audit Committee of the Resulting Issuer, as well as a member
of the Compensation Committee. Mr. Johansson received a Bachelor’s degree from the University of Minnesota and
a Juris Doctor degree from the University of Pennsylvania.
Peter Derby, Director (Age 58)
Peter Derby is a founding partner of Concinnity Advisors, LP, the sub-advisor with investment discretion for the
Capital Stewardship Strategy, which was formed in 2011. From 2008 to 2011, Mr. Derby was a portfolio manager at
Diamondback Advisors NY, LLC. From 2007 to 2008, he was a founding member of The Concinnity Group, LLC.
During William H. Donaldson’s tenure as Chairman of the Securities Exchange Commission, from 2003 to 2005,
Mr. Derhy served as the Securities Exchange Commission’s Managing Executive for Operations and Management.
In 1989, he participated in the founding of DialogBank, the first private Russian bank to receive an international
banking license. At DialogBank, Mr. Derby served as Chairman of the board of directors from 1997 to 1998, as
President and Chief Executive Officer from 1991 to 1997 and as Chief Financial Officer from 1990 to 1991. Mr.
Derby also founded the first Russian investment firm in 1991, Troika Dialog, where he served as Chairman of the
board of directors from 1996 to 1997 and as President and Chief Executive Officer from 1991 to 1996. Prior to his
tenure in Russia, he was a Corporate Finance Officer at National Westminster Bank USA from 1985 to 1990 and an
Auditor at Chase Manhattan Bank from 1983 to 1985. Mr. Derby earned a B.S. in accounting, finance and
international finance from New York University in 1983.
Stuart IVllcoz Chief Operating Officer (Age 58)
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Mr. Wilcox is a seasoned operational leader with expertise in global supply chain, operations start-up, acquisitions,
and new product commercialization at market leaders. Prior to joining the Curaleaf, Mr. Wilcox was SVP/COO of
Hostess Brands, one of the largest packaged food companies in the U.S. Additionally, Mr. Wilcox has held
operational leadership positions at multiple leading companies in highly regulated industries, including The Original
Cakerie, a private Canadian company, and Fresh Express/Chiquita, where he was the Senior Vice President of
Operations for nine years. With this experience, Mr. Wilcox is responsible for implementing and enhancing the
operational procedures across the Curaleaf platform. Mr. Wilcox has a B.S. from The University of Toledo and a
MS. in from Central Michigan University.
Jonathan Faucher, Chief Financial Officer, Evecutive [‘ice President of Finance, Treasurer and Corporate
Secretary (Age 31)
Mr. Faucher is an experienced finance and operations executive with an extensive start-up and manufacturing
background. Belorejoining Curaleaf, Mr. Faucher was the Controller and Senior Director of Finance and Operations
at BionX Medical Technologies a medical device company where he designed the ERP and financial system,
streamlined the supply chain process, and improved the cash conversion cycle of the business. Since joining
Curaleaf in 2017, Mr. Faucher has led the company’s finance function and is responsible for all financial reporting,
budgeting, and forecasting. Mr. Faucher has a B.S. from University of New Hampshire and an M.B.A. from Babson
College.
,

Peter Clateinan, General Counsel & Chief Compliance Officer (Age 50,)
Mr. Clateman has over 20 years legal experience in investing and investment funds, including over 15 years as
general counsel. Mr. Clateman served as General Counsel and Chief Compliance Officer of The Sputnik Group and
Renaissance Capital, as well as VR Capital, an award-winning distressed asset fund with over $2 billion assets under
management. Prior to that, Mr. Clateman served as Head of Legal and management board member of UC RUSAL
during its acquisition of SUAL and assets of Glencore to form United Company RUSAL, the world’s biggest
aluminum company, and was an associate with Skadden Arps Slate Meagher and Flom. Mr. Clateman oversees all
Curaleaf legal and compliance matters. Mr. Clateman has a BA. from Harvard College and a J.D. from Columbia
Law School.
Christopher Afelillo, Senior 17cc President of Retail Operations (Age 45)
Mr. Melillo is an experienced retail executive with over 20 years of experience in executive positions overseeing the
retail stores of brands such as Nike, Equinox, and Home Depot. From 2010 to 2016, Mr. Melillo was Senior
Director of Stores NA with Nike, where he managed 38 North American and 6 global stores which generated over
$500 million in gross revenues. Most recently, Mr. Melillo was Vice President of Stores for Villa, where he oversaw
the operations, merchandising, human resources, asset protection and growth of 130 retail locations. Mr. Melillo
joined Curaleafin August 2018 and is responsible for overseeing the Company’s retail operations. Mr. Melillo has a
degree in Business Administration from State University of New York College of Agriculture and Technology at
Cobleskill.
Katrina lolen, Senior [‘ice President of Marketing (Age 5])
Ms. Yolen is a seasoned marketing executive with over 20 years of experience working in mid-sized and large CPG
companies, as well as in start-ups. Ms. Yolen served as Vice President of Marketing at Dancing Deer Baking Co.,
Director of Marketing at Weetabix, North America and held senior marketing roles at Glaxo Smith Kline and Krafi
Foods, Nabisco. She is experienced in leading marketing strategy, brand development, e-commerce, consumer
insights, product development and innovation. Ms. Yolen is responsible for all Curaleaf marketing and branding
initiatives. Ms. Yolen has a Bachelor’s degree from Harvard College and received a M.B.A. in Marketing and
Operations Management at The Wharton School, University of Pennsylvania.
Edward Conklin, Senior Vice President of Government Relailons (Age 57)
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Mr. Conklin served as Senior Director and Chief of Staff of Global Government and Public Affairs at McDonald’s,
the world’s leading global food service retailer with over 36,000 locations in over 100 countries. He has more than
25 years’ experience in government relations, and was formerly Director of Public Relations for Jones Intercable
Midwest Division and Director of Operations for Centel Cable Television. Mr. Conklin work closely with Curaleaf
management to develop relationships with local and State regulators, industry’ groups. and elected officials in order
to effectively monitor and engage in the regulatory and legislative processes. Mr. Conklin received a Bachelor’s
degree from Drake University in Iowa.
Eduard Kele,7chuk, Senior I ice President of Business Development (Age 37,)
Mr. Kelenchuk served as Investment Director for The Sputnik Group from 2015 to 2018, leading its portfolio
management, including financing and mergers and acquisitions for Curaleaf. Mr. Kelenchuk has over 15 years of
corporate finance experience, ranging from investment banking at Merrill Lynch and Renaissance Capital to
principal investments at TPG Capital and Och-Ziff, among others, focusing on emerging industries. Mr. Kelenchuk
holds a Bachelor of Science degree in economics from the Wharton School. L1niversity of Pennsylvania, and is
responsible for all Curaleaf business development opportunities including financings. mergers, and acquisitions.
Caroh’n Fedigan, Senior lice President of Human Resources ;Ige 53,)
Ms. Fedigan is an experienced human resources executive with more than 25 years of experience in corporate
human resources and has worked in a wide variety of industries. Since joining Curaleaf in 2017, Ms. Fedigan has
developed the centralized human resources function, increased the Company’s access to leading talent, and has
grown the employee base from ISO to over 770 employees. Ms. Fedigan has held human resources leadership roles
at Audax Group, a Boston-based private equity firm with over $10 billion in assets under management, Harvard
University, and Advent International Corporation. At the Resulting Issuer, Ms. Fedigan’s role will be to lead the
Human Resources Department, and support the resolution of complex employee and general facility issues,
responsible for job design for positions in areas of responsibility, work with leaders and employees to support the
development and implementation of employment engagement activities, administer the Resulting Issuer’s
compensation and benefits program, participate in the development and revision of policies and procedures to ensure
their necessity, efficiency and make sound business sense, ensure the Resulting Issuer’s business units are in
compliance with Federal and State employment laws and the Resulting Issuer’s policies to minimize liability and
foster positive relations between management and staff, and help identify and prioritize training needs for the
assigned business units. Ms. Fedigan holds a Bachelor of Arts degree in Psychology from Drew University and a
Master’s of Education from Harvard University.
All of the directors and executive officers of the Resulting Issuer, collectively as a group, beneficially own, directly
or indirectly, or exercise control or direction over, an aggregate of 22,219,599 Subordinate Voting Shares (or 6.6%
of Subordinate Voting Shares) and 122,170,705 Multiple Voting Shares (or 100.0% of Multiple Voting Shares).
Unless otherwise noted above, all members of management devote full time to the business of the Resulting Issuer.
None of the members of management have entered into a non-competition or non-disclosure agreement with the
Resulting Issuer.
Resulting Issuer Board Coinuzitrees

Upon the completion of the Business Combination, the Resulting Issuer will form an Audit Committee and a
Compensation Committee, and intends to form any other committees deemed appropriate by the Resulting Issuer
Board from time to time thereafter. A brief description of each committee is set out below.
Audit Committee
The Audit Committee will assist the Resulting Issuer Board in fulfilling its responsibilities for oversight of financial
and accounting mailers. The Audit Committee will be responsible for monitoring the Resulting Issuer’s systems and
procedures for financial reporting and internal control, reviewing certain public disclosure documents, including the
Resulting Issuer’s annual audited financial statements and unaudited quarterly financial statements, and monitoring
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the performance and independence of the Resulting Issuer’s external auditors. The Audit Committee will be
responsible for reviewing with management the Resulting Issuer’s risk management policies, the timeliness and
accuracy of the Resulting Issuer’s regulatory filings and all related party transactions as well as the development of
policies and procedures related to such transactions.
The Audit Committee will also pre-approve all non-audit services to be provided to the Resulting Issuer or any
subsidiary entities by its external auditors or by the external auditors of such subsidiary entities,
The proposed members of the Audit Committee after completion of the Business Combination will include the
following three directors. Also indicated is whether they are “independent” and “financially literate” within the
meaning ofNl 52-Ito.
Name of Member

IndependentW

Financially Literat&2t

Boris Jordan

No

Yes

Peter Derby

Yes

Yes

Karl JohanssoW3t

Yes

Yes

Notes:
(I)

(2)

(3)

A member of the Audit Committee is independent if he or she has no direct or indirect ‘material retationship’ “ith the Resutting
Issuer. A material relationship is a relationship hieh could, in the view of the Resulting Issuer Board, reasonably inicr&re with
the exercise of a member’s independent judgment. An executive officer of the Resulting Issuer, such as the President or
Secretaiy, is deemed to have a material relationship with the Resulting Issuer
A member of the Audit Committee is financially literate if he or she has the ability to read and understand a set of financiat
statements that present a breadth and level of complexity of accounting issues that are generatty comparable to the breadth and
complexity ofthe issues that can reasonably be expected to be raised by the Resulting Issuer’s financial statements,

Chair of the Audit Committee.

The Audit Committee will operate under a written charter, to be adopted and effective upon the completion of the
Business Combination, setting forth the purpose, composition, authority and responsibility of the Audit Committee.
Compensation Committee
The Compensation Committee will assist the Resulting Issuer Board in fulfilling its responsibilities for
compensation philosophy and guidelines, and fixing compensation levels for the Resulting Issuer’s executive
officers.
The Compensation Committee will operate under a written charter, to be adopted and effective upon the completion
of the Business Combination, setting forth the purpose, composition, authority and responsibility of the
Compensation Committee. The Compensation Committee’s purpose is expected to be to assist the Resulting Issuer
Board (and as delegated by the Resulting Issuer Board) in:

•
•
•
•

the appointment, performance, evaluation and compensation of its executive officers;
the recruitment, development and retention of its executive officers;
maintaining talent management and succession planning systems and processes relating to its senior
management;
developing compensation structure for our executive officers including salaries, annual and long-term
incentive plans including plans involving share issuances and other share-based awards;
reviewing the Resulting Issuer’s equity incentive plan and proposing changes thereto:
approving any awards of securities under the equity incentive plan:
establishing policies and procedures designed to identify and mitigate risks associated with its
compensation policies and practices;
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•
•

assessing the compensation of its directors: and
recommending any other employee benefit plans, incentive awards and perquisites with respect to the
Resulting Issuer’s executive officers and/or directors.

The proposed members of the Compensation Committee after completion of the Business Combination include the
following three directors: Boris Jordan, Karl Johansson and Peter Derby. with Mr. Derby acting as Chair of the
Compensation Committee.
Cease Trade Orders, Baiskraptcv/Thso&encr Proceedings, Peizahies and Sanctions

None of the Restilling Issuer’s directors or executive officers has, within the 10 years prior to the date of this Listing
Statement, been a director or officer of any company (including the Resulting Issuer) that, while such person was
acting in that capacity (or after such person ceased to act in that capacity but resulting from an event that occurred
while that person was acting in such capacity) was the subject ofa cease trade order, an order similar to a cease trade
order, or an order that denied the company access to any exemption under securities legislation, in each case for a
period of more than 30 consecutive days.
None of the Resulting Issuer’s directors or executive officers has, within the 10 years prior to the date of this Listing
Statement, become bankrupt, made a proposal under any legislation relating to bankruptcy or insolvency or was
subject to or instituted any proceedings, arrangement or compromise with creditors or had a receiver, receiver
manager or trustee appointed to hold the assets of such director or executive officer, been a director or executive
officer of any company, that, while that person was acting in that capacity, or within a year of that person ceasing to
act in that capacity, became bankrupt. made a proposal under any legislation relating to bankruptcy or insolvency or
was subject to or instituted any proceedings. arrangement or compromise with creditors or had a receiver, receiver
manager or trustee appointed to hold its assets.
No director or executive officer of the Resulting Issuer has: (i) been subject to any penalties or sanctions imposed by
a court relating to Canadian securities legislation or by a Canadian securities regulatory authority or has entered into
a settlement agreement with a securities regulatory authority; or (ii) been subject to any other penalties or sanctions
imposed by a court or regulatory body that would likely be considered important to a reasonable investor in making
an investment decision.
Conflicts of interest

Conflicts of interest may arise as a result of the directors, officers and promoters of the Company also holding
positions as directors or officers of other companies. They also invest and may invest in businesses, including in the
cannabis sector, that compete directly or indirectly with the Company or act as customers or suppliers of the
Company. Some of the individuals that are directors and officers of the Company have been and will continue to be
engaged in the identification and evaluation of assets, businesses and companies on their own behalf and on behalf
of other companies, and situations may arise where the directors and officers of the Company will be in direct
competition with the Company. Conflicts, if any, will be subject to the procedures and remedies provided under
B CS CA.
To the best of the Resulting Issuer’s knowledge, other than as disclosed below and elsewhere in this Listing
Statement, there are no known existing or potential materiaL conflicts of interest among the Resulting Lssuer or a
subsidian of the Resulting Issuer and a director or officer of the Resulting Issuer or a subsidiary of the Resulting
Issuer as a result of their outside business interests except that: (i) certain of the Resulting Issuer’s or its subsidiaries’
directors and officers serve as directors and officers of other companies, and therefore it is possible that a conflict
may arise between their duties to the Resulting Issuer and their duties as a director or officer of such other
companies, and (ii) certain of the Resulting Issuer’s or its subsidiaries’ directors and officers have portfolio
investments consisting of minority stakes in businesses that may compete directly or indirectly with the Resulting
Issuer or act as a customer of, or supplier to, the Resulting Issuer.
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15. CAPITALIZATION
To the best knowledge and estimation of LVI, the following table sets out the number of the shares of the Resulting
Issuer available in the Resulting Issuer’s Public Float and Freely-Tradeable Float on a diluted and non-diluted basis
as of completion of the Business Combination:

Issued Capital
Number of
Securities (nondiluted)0t

Number of
Securities (fullydilutedt2t

% of Issued (nondiluted)

% of Issued
(fully
diluted)

Public Float

Total outstanding (A)

457.632.993

508.481.103

100%

00%

I kid by Related Persons or employees of
(he Resulting Issuer or Related renon of
the Resulting Issuer, or liv persons or
companies svlii, beneficially own or
control, directly or indirectly, more tItan
a 5170 voting position in the Resulting
Issuer (or who would beneficially own or
control, directly or indirectly, more than
a 5% voting position in Ihe Resulting
Issuer upon ccrcise or conversion of
other securities held) (B)

340,956,704

393,775,046

74.5%

77.6%

Total Public Floal (A—B)

116,676.289

113,706,058

25.5%

22.4%

386,754,633

437,602.753

84.5%

86.1%

70,878.350

70,878,350

15.5%

13.9%

Freelv-Tradeahle Float
Number of outstanding securities subject
to resale restrictions, including
restrictions imposed by pooling or other
arrangements or in a shareholder
agreement and securities held by control
bIocl holders (C)

Total Trudeable Float (A-C)
Notes:

Afler giving effect to (i) the Business Combination, which “ill consist of the Issuance of 88,616 Subordinate Voting Shares to the IVI
Shareholders, the issuance of 273,349.579 Subordinate Voting Shares to the former Cunteaf shareholders and the issuance of 122.170.705
Multipte Voting Shares to the Principal. tit) the completion of the SR Offering and the issuance of 45.322.167 Subscriptton Receipts issued at the
SR Oflbrtng Prtce (hich wilt be converted into Curaleaf FinCo Shares upon the satisfaction of the Escro” Release Conditions on or prior to the
Escrow Release Deadline, and then exchanged for Subordinate Voting Shares to the holders of Subscrtption Receipts upon the completion of the
Business Combination). (iii) the conversion of the Arizona Conenible Note and the issuance of 3.715.038 Subordinate Voting Shares in
connection thereto: (iv) the completion of the Proposed Minority Buy-Outs and the Arizona Acquistion and the issuance of I 1,786,858
Subordinate Voting Shares in connection thereto (plus up to 8.962.380 Subordinate Voting Shares, representing the maximum number of
additional Subordinate Voting Shares that may be issued in connection with the Connecticut Minority Buy-Oit further to the second valuation.
See “General Development a/the Business Acqiusitwns”): and (v) the completion ofthe Reorganization Share Exchange
—

t:)

After giving effect to (i) the Business Combination, which will consist of the issuance of 188.636 Subordinate Voting Shares to the LVI
Shareholders, the issuance of 274,339,579 Subordinate Voting Shares to the former Curaleaf shareholders and the issuance of 122.170.705
Multiple Voting Shares to the Principal. (ii) the completion of the SR Offering and the issuance of 35,122,167 Subscription Receipts issued at the
SR OfThrir.g Price (which ill be convened into Cumleaf FtnCo Shares upon the satisfaction of the Escrow Release Conditions on or prior to the
Escrow Release Deadline, and then exchanged for Subordinate Voting Shares to the holders of Subscription Receipts upon the completion of the
Business Combination). tiii) the conversion of the Arizona Convertible Note and the issuance of 3.715.038 Subordinate Voting Shares in
conr,ection thereto. (iv) the completion of the Proposed Minority Buy-Outs and the Aruona Acquisition and the issuance of 1.786,858
Subordinate Voting Shares in connection thereto (plus up to 8,962.380 Subordinate Voting Shares, representing the maximum number of
additional Subordinate Voting Shares that may be issued in conneclion with the Connecticut Minority Buy-Out further 10 the second valuaiton.
See General Development of the Business Acquisitions”): and (v) the completion of the Reorganization Share Exchange
—

Public Securityholders (Registered)
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Class of Security
Size of Holding

Numher of holders

Total number of securities

1 —99 securities

18

1.109

2!

187.537

69

188,646t’)

11)0—499 securities
500—999 securities
I 000— 1,999 securities
2,000 —2,999 securities
3,110(1—3,999 securities
4,000 —4,999 securities
5,01)1)

(I)

or more securities

Assuming uii LVI Shareholders will be registered shareholders of the Resulting issuer.

Public Securityholders (Beneficial)”t
Class of Security
Size of I lolling

Number of holders

Totai number of securities

—99 securities
100—499 securities
500 —999 securities
1,000— 1,999 securities
2,000 —2,999 securities
3,909—3,999 securities
3,000—4,999 securities
5.1)00 or more securities

268

116.487.643

268

116,487,643

Assuming that all current Curaleaf shareholders ‘viii be holding their shares in the Resulting issuer through CDS.
Non-Public Securityholders (Registered)
Class of Security
Size of Holding

Number of holders

1—99 securities
100—499 securities
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Total number of securities

500—999 securities
1,000— 1,999 securities
2,1)01) —2,999 securities
3,000 —3,999 securities
3,000 —4,999 securities
5,000 or more securities

4

340.956.704

4

340,956,704

Convertible Securities
Description of Security (include
conversion I exercise terms, including

Numberof convertible/exchangeable

Numberof Subordinate Voting

securities outstanding

Shares issual,Ie upon conversion
/ exercise

conversion / exercise price)
Curaleaf Options

JO.7Z9.247

Following completion of the Reorganization Share Exchange.

All outstanding Tranche 3 Warrants and Cetus Warrant will be exercised prior to the closing of the Merger.
All outstanding warrants of LVI will be cancelled immediately prior to the closing of the Business Combination,
without any further payment by LVI, pursuant to the warrant release and termination agreements entered into by all
existing holders of warrants of LVI who legally or beneficially own, or exercise control or discretion over, directly
or indirectly, in aggregate, all of the outstanding warrants of LVI. Pursuant to the warrant release and termination
agreements, each such holder surrenders such holder’s warrants of LVI immediately prior to the closing of the
Business Combination, renounces its rights under the warrants of LVI and waives any and all past, present and
future rights and claims arising therefrom.
16. EXECUTIVE COMPENSATION
Named Executive Officers
For the purposes of this section, the ‘Named Executive Officers” or “NEOs” are the Chief Executive Officer and
Chief Financial Officer of the Resulting Issuer and the anticipated three most highly compensated executive officers
of the Resulting Issuer (other than the Chief Executive Officer and Chief Financial Officer), being Peter Clateman,
Christopher Melillo and Stuart Wilcox. The biographies of each of the NEOs are set out under Section 14 above.
Additional details regarding the compensation anticipated to be paid to the NEOs are set out below in this section.

Table of Compensation Excluding Compensation ccuriticst”
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.•

Name &
Position

Year

Salary.
Consulting
Fee,
Retainer or
Commission
(S)

..

($)

Value of all
oilier
eompensatio
a ($)

$6,000

Nil

$506,000

Nil

Nil

$350,000

Nil

Nd

$3a0,000

Nil

Nil

$285,000

Nil

Nil

$200,000

Nil

Nil

Nil

$500,000

Nil

Nil

Nil

$50,000

Nil

Nil

Nil

$50,000

Committee
or Meeting
Fees (5)

Bonus
($){2t

Value of
Perquisites

Total
compensati
on (5)

Joseph Lusardi
President & CEO

2018

Stuart Wilcox

coo

-

2018

Peter Clateman
General
Counsel &
CCO

Christopher
Melillo

Nil

-

$500,000

2018

.

2018

$3z0,00t)

Nil
-

$Th0,000

Nil
-

$285,000

Nil
-

.

-

SVP Retail
Operations
Jonathan Faucher
Chief
Financial
Officer,
EVP of
Finance,
Treasurer &
Corporate
Secretary

2018

$200,000

2018

$500,000’

Nil

-

Boris Jordan
Executive
Chairman

Steven Patiemo
Director

-

-

2016

$50,000’

2018

$50 000’

Karl Johansson
Director

-
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Noles:

This rcprescnis expected compensation
Bonuses arc expccied to be paid in future based on performance goals and as deiermrned by the Resulting Issuer Board and/or Compensation
Committee
‘“Being paid quarterly

(‘ompensation Sccuritieg°

Name &
Position

Joseph Lusardi
President & CEO

Number of
Compensatio
n Securities,
1 pe of Number of
(‘ompenM Inderhing
lion
Securities,
Security
and
Percentage of
Classt

Date of
Issue or
Grant

Option

3
1288164

Option

1962,600

817120 17

Option

1.635.500

7/1/2017

3117/2016
81302018

Issue,
Con.enion
of Exercise
Price (Syzi

Closing Price
ofSccuri(’ or
Under1ing
Security on
Date of Grant
(5)

(‘losing
Price of
Security or
Underlying
Security at
\ear Fnd
(5)

0.111
8779

Nil
Nil

Nil
Nit

3/17/2026
2130,2028

0 187

Nil

Nil

817,2027

Nil

Nil

7/1/2017

-

-

Nil

Nil

Expiry
I)ate

Stuart Wilcox
COO
Peter Clateman
General
Counsel &
CCO

Christopher
Melillo

-

-

0 387

-

-

-

SVP Retail
Operations
Jonathan Faucher
Chief
Financial
Officer,
EVP of
Finance,
Treasurer &
Corporate
Secretary

Option

1,635,500

1/3/2017

0.487

This represents expected compensation.
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1/3/2027

(2)

Following completion of the Reorganization Share Exchange

Employment Agreements
In March 2016, Mr. Lusardi entered into an employment agreement with [he Company, which terminates on March
16, 2019. This agreement, as subsequently amended, provides for the base salary, grant of stock options and certain
benefits valued as set forth above and may be terminated without cause on 30 days’ notice. While the agreement
contains certain severance provisions, these provision will no longer be applicable after the consummation of the
Business Combination.
Compensation of Executives
The Resulting Issuer’s compensation practices will be designed to retain, motivate and reward its executive officers
for their performance and contribution to the Resulting Issuer’s long-term success. The Resulting Issuer Board
intends to seek to compensate the Resulting Issuer’s executive officers by combining short and long-term cash and
equity incentives. It also intends to seek to reward the achievement of corporate and individual performance
objectives, and to align executive officers’ incentives with shareholder value creation. The Resulting Issuer Board
intends to seek to lie individual goals to the area of the executive officer’s priman responsibility. These goals may
include the achievement of specific financial or business development goals. The Resulting Issuer Board also
intends to seek to set company performance goals that reach across all business areas and include achievements in
finance/business development and corporate development.
The Compensation Committee will review and recommend the executive compensation arrangements for the Chief
Executive Officer. President and Chief Financial Officer.
Bcnchmarking
The executive team is expected to establish an appropriate comparator group for purposes of setting the future
compensation of the NEOs.
Elements of Compensation
The compensation of the NEOs is expected to be comprised of the following major elements: (a) base salary; (b) an
annual, discretionary cash bonus; and (c) lone-term equity incentives, consisting of stock options. restricted stock
awards, restricted stock units, stock appreciation rights, performance compensation awards and other applicable
awards granted under the New Equity Incentive Plan and any other equity plan that may be approved by the
Resulting Issuer Board from time to time. These principal elements of compensation are described below,
Base Salari’
Base salaries are intended to provide an appropriate level of fixed compensation that will assist in employee
retention and recruitment. Base salaries will be determined on an individual basis, taking into consideration the past,
current and potential contribution to the Resulting Issuer’s success, the NEO’s experience and expertise, the position
and responsibilities of the NEO, and competitive industry pay practices for other high growth, premium brand
companies of similar size and revenue growth potential.
A initial cash Bonus
Annual bonuses may be awarded based on qualitative and quantitative performance standards, and will reward
performance of the NEO individually. The determination of an NEO’s performance may vary from year to year
depending on economic conditions and conditions in the cannabis industry, and may be based on measures such as
stock price performance, the meeting of financial targets against budget (such as adjusted funds from operations),
the meeting of acquisition objectives and balance sheet performance.
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New Equity Incentive Plait
In connection with the Business Combination, LVI Shareholders will approve the New Equity Incentive Plan at the
Meeting. The Resulting Issuer may grant Options and other securities upon completion of the Business
Combination. The Resulting Issuer Board may also decide to grant new Options and other securities pursuant to the
New Equity Incentive Plan in the future. For further details in respect of the New Equity Incentive Plan, please see
Section 9 “Options to Purchase Securities Sununary of Neii Equity Incentive Plan”.
—

—

Pension P/ui: Benefitc

The Resulting Issuer does not intend to implement any deferred compensation plan. pension plan or other forms of
funded or unfunded retirement compensation for its employees that provides for payments or benefits at, following
or in connection with retirement.
Employment Agreements. Termination and Cl: tinge of Control Benefits

There are no written employment contracts between the Company and its NEOs. The Company intends to enter into
employment agreements with its NEOs following the closing of the Business Combination.
There are no compensatory plan(s) or arrangements(s), with respect to the NEOs resulting from the resignation.
retirement or any other termination of employment of the officer’s employment or from a change of NEOs’
responsibilities following a change of control benefits. In case of termination of NEOs, common law and statuton’
law applies.
Director Compcnsntion
It is anticipated that the Resulting Issuer will pay compensation to its directors, which may be comprised of cash
(including annual fees for attending meetings of the Resulting Issuer Board and additional compensation for acting
as chairs of committees of the Resulting Issuer Board), stock options and other applicable awards granted in
accordance with the terms of the New Equity Incentive Plan and the CSE Policies, or a combination of both. It is
anticipated that the Resulting Issuer will grant 5125,000 worth of RSUs at the SR Offering Price to each of its newly
appointed non-executive directors upon the consummation of the Business Combination and thereafter annually. It is
anticipated that the directors will be reimbursed for any out-of-pocket travel expenses incurred in order to attend
meetings of the Resulting Issuer Board. committees of the Resulting Issuer Board or meetings of the shareholders of
the Resulting Issuer. It is also anticipated that the Resulting Issuer will obtain customary insurance for the benefit of
its directors and enter into indemnification agreements with its directors pursuant to which the Resulting Issuer will
agree to indemnift its directors to the extent permitted by applicable law.
17. INDEBTEDNESS OF DIRECTORS AND EXECUTIVE OFFICERS
Upon completion of the Business Combination, none of the directors or orncers of the Resulting Issuer, nor any of
their Associates, will be indebted to the Resulting Issuer, and neither will any indebtedness of any of these
individuals or Associates to another entity be the subject of a guarantee, support agreement, letter of credit or other
similar arrangement or understanding provided by the Resulting Issuer.
18. RISK FACTORS
The following are certain factors relating to the business of the Resulting Issuer. These risks and uncertainties are
not the only ones facing the Resulting Issuer. Additional risks and uncertainties not presently known to the Resulting
Issuer or currently deemed immaterial by the Resulting Issuer, may also impair the operations of the Resulting
Issuer. Ifany such risks actually occur, shareholders of the Resulting Issuer could lose all or part of their investment
and the business, financial condition, liquidity, results of operations and prospects of the Resulting Issuer could be
materially adversely affected and the ability of the Resulting Issuer to implement its growth plans could be adversely
affected.
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The acquisition of any of the securities of the Resulting Issuer is speculative, involving a high degree of risk and
should be undertaken only by persons whose financial resources are sufficient to enable them to assume such risks
and who have no need for immediate liquidity in their investment. An investment in the securities of the Resulting
Issuer should not constitute a major portion of an individual’s investment portfolio and should only be made by
persons who can afford a total loss of their investment. Resulting Issuer Shareholders should evaluate carefully the
following risk factors associated with the Resulting Issuer’s securities, along with the risk factors described
elsewhere in this Listing Statement.
Business Structure Risks
Unpredictability Caused by the Qipital Structure
Although other Canadian-based companies have dual class or multiple voting share structures, given the
concentration of voting control that is held indirectly by the Principal of the Resulting Issuer, the Resulting Issuer is
not able to predict whether this control will result in a lower trading price for or greater fluctuations in the trading
price of the Subordinate Voting Shares or will result in adverse publicity to the Resulting Issuer or other adverse
consequences.
The Resulting Issuer is a Holding Company
The Resulting Issuer will essentially be a holding company as all of its assets are the capital stock of its subsidiaries
in each of the markets the Company operates in and/or holds licenses in the adult-use and/or medicinal cannabis
marketplace in Arizona, Connecticut, Florida, Maine, Maryland, Massachusetts, Nevada, New Jersey, New York
and Oregon; has licensing applications pending in the State of California; and has partnered with an accredited
medical school to obtain a clinical registrant license in the Commonwealth Pennsylvania; and has no material assets
other than: (i) cash on hand; and (ii) ownership of its subsidiaries, stakes in joint ventures and minority interests in
certain operating companies. As a result, investors in the Resulting Issuer are subject to the risks attributable to its
subsidiaries. As a holding company, the Resulting Issuer conducts substantially all of its business through its
subsidiaries, which generate substantially all of its revenues. Consequently, the Resulting Issuer’s cash flows and
ability to complete current or desirable future enhancement opportunities are dependent on the earnings of its
subsidiaries and the distribution of those earnings to the Resulting Issuer. To the extent that the Resulting Issuer
requires funds, and its subsidiaries and such other entities are restricted from making such distributions by
applicable law, regulation or contract, or are othenvise unable to provide such funds, it could materially adversely
affect the Resulting Issuer’s liquidity and financial condition, as well as its ability to make distributions to its
shareholders. In the event of a bankruptcy, liquidation or reorganization of any of the Resulting Issuer’s material
subsidiaries, holders of indebtedness and trade creditors may be entitled to payment of their claims from the assets
of those subsidiaries before the Resulting Issuer.
The Resulting Issuer has no earnings or dividend record, and the ability of these entities to pay dividends and other
distributions will depend on their operating results and will be subject to applicable laws and regulations which
require that solvency and capital standards be maintained by such companies and contractual restrictions contained
in the instruments governing their debt. Dividends paid by the Resulting Issuer would be subject to tax and,
potentially, withholdings. The Resulting Issuer does not anticipate paying any dividends on the Subordinate Voting
Shares in the foreseeable future. Please see “Risk Factors Anti-Money Laundering Laws and Regulations”.
—

The Dual-Gins Structure that will be Contained in the Articles of the Resulting Issuer will have the Effect of
Concentrating Voting Control and the Ability to Influence Corporate Matters with Mr. Boris Jordan, who
Currently Holds, Directly or Indirectly, Shares in the Capital of Curaleaf
The Multiple Voting Shares will have 15 votes per share, whereas the Subordinate Voting Shares will have one vote
per share. Following the Business Combination, holders of Multiple Voting Shares (namely entities controlled
directly or indirectly by Mr. Boris Jordan) will together hold approximately 84.5% of the voting power of the
outstanding voting shares of the Resulting Issuer and will therefore have significant influence over the management
and affairs of the Resulting Issuer and over all matters requiring shareholder approval, including the election of
directors and significant corporate transactions. In addition, because of the 15-to-I voting ratio between the Multiple
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Voting Shares and Subordinate Voting Shares, the holders of Multiple Voting Shares will control a majority of the
combined voting power of the Resulting Issuer’s voting shares even though the Multiple Voting Shares will
represent a substantially reduced percentage of the total outstanding shares of the Resulting Issuer. The concentrated
voting control of the holders of Multiple Voting Shares will limit the ability of the holders of Subordinate Voting
Shares to influence corporate matters for the foreseeable future, including the election of directors as well as with
respect to the Resulting Issuer’s decisions to amend its share capital, create and issue additional classes of shares,
make significant acquisitions, sell significant assets or parts of its business, merge with other companies and/or
undertake other significant transactions. As a result, holders of Multiple Voting Shares will have the ability to
influence or control many matters affecting the Resulting Issuer and actions may be taken that the holders of
Subordinate Voting Shares may not view as beneficial. The market price of the Subordinate Voting Shares may be
adversely affected due to the significant influence and voting power of the holders of Multiple Voting Shares.
Additionally, the significant voting interest of the holders of Multiple Voting Shares may discourage transactions
involving a change of control, including transactions in which an investor, as a holder of the Subordinate Voting
Shares, might otherwise receive a premium for the Subordinate Voting Shares over the then-current market price, or
discourage competing proposals if a going private transaction is proposed by one or more holders of Multiple Voting
Shares. See “Description of the Securities Multiple I oth;g Shares”.
Risks Related to Le2ality of Cannabis
Cannabis Lc a Coatrolled Substance under the United States Federal Controlled Substances Act
The Resulting Issuer will be engaged directly and indirectly in the medical and adult-use cannabis industry in the
United States where only state law permits such activities. Investors are cautioned that in the United States, cannabis
is largely regulated at the State level. To the Company’s knowledge, some form of cannabis has been legalized in 31
States and Washington, D.C. as of July 2018. Additional States have pending legislation regarding the same.
Notwithstanding the permissive regulatory environment of cannabis at the State level, cannabis continues to be
categorized as a controlled substance under the CSA and as such, cultivation, distribution, sale and possession of
cannabis violates federal law in the United States.
The Department of Justice, under the current administration, could allege that the Resulting Issuer has “aided and
abetted” in violations of federal law by providing financing and services to its portfolio cannabis companies. Under
these circumstances, the federal prosecutor could seek to seize the assets of the Resulting Issuer, and to recover the
‘illicit profits” previously distributed to shareholders resulting from any of the foregoing financing or services. In
these circumstances, the Resulting Issuer’s operations would cease, shareholders may lose their entire investment
and directors, officers and/or shareholders may be left to defend any criminal charges against them at their own
expense and, if convicted, be sent to federal prison.
Notwithstanding the foregoing, in March 2018, as part of the Congressional omnibus-spending bill, Congress
renewed, through the end of September 2018, the Leahy Amendment, which prohibits the Department of Justice
from expending any funds for the prosecution of medical cannabis businesses operating in compliance with State
and local laws. Should the Leahy Amendment not be renewed upon expiration in subsequent spending bills, there
can be no assurance that the federal government will not seek to prosecute cases involving medical cannabis
businesses that are otherwise compliant with State law. Such potential proceedings could involve significant
restrictions being imposed upon the Resulting Issuer or third parties, while diverting the attention of key executives.
Such proceedings could have a material adverse effect on the Resulting Issuer’s business, revenues, operating results
and financial condition as well as the Resulting Issuer’s reputation, even if such proceedings were concluded
successfully in favour of the Resulting Issuer.
Violations of any federal laws and regulations could result in significant fines, penalties, administrative sanctions,
convictions or settlements arising from civil proceedings conducted by either the federal government or private
citizens, or criminal charges, including, but not limited to, disgorgement of profits, cessation of business activities or
divestiture. This could have a material adverse effect on the Resulting Issuer, including its reputation and ability to
conduct business, its holding (directly or indirectly) of medical and adult-use cannabis licenses in the United States,
the listing of its securities on the CSE, its financial position, operating results, profitability or liquidity or the market
price of its publicly traded shares. In addition, it is difficult for the Company to estimate the time or resources that
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would be needed for the investigation of any such matters or its final resolution because, in part, the time and
resources that may be needed are dependent on the nature and extent of any information requested by the applicable
authorities involved, and such time or resources could be substantial.
Enforcement of Cannabis Laws ‘ouh! Change

As a result of the conflicting views between State legislatures and the federal government
investments in cannabis businesses in the United States are subject to inconsistent legislation
response to this inconsistency was addressed in the Cole Memorandum acknowledging that
designation of cannabis as a controlled substance at the federal level in the United States,
enacted laws relating to cannabis for medical purposes.

regarding cannabis,
and regulation. The
notwithstanding the
several States have

The Cole Memorandum outlined certain enforcement priorities for the Department of Justice relating to the
prosecution of cannabis offenses. In particular, the Cole Memorandum noted that in jurisdictions that have enacted
laws legalizing cannabis in some form and that have also implemented strong and effective regulatory and
enforcement systems to control the cultivation, distribution, sale and possession of cannabis, conduct in compliance
with those laws and regulations is less likely to be a priority at the federal level. Notably, however, the Department
of Justice did not provide specific guidelines for what regulatory and enforcement systems it deemed sufficient
under the Cole Memorandum standard.
In light of limited investigative and prosecutorial resources, the Cole Memorandum concluded that the Department
of Justice should be focused on addressing only the most significant threats related to cannabis. States where
cannabis had been legalized were not characterized as a high priority. In March 2017, then newly appointed
Attorney General Jeff Sessions again noted limited federal resources and acknowledged that much of the Cole
Memorandum had merit. However, he disagreed that it had been implemented effectively and, on January 4,2018,
Mr. Sessions issued a new memorandum that rescinded and superseded the Cole Memorandum effective
immediately (the “Sessions Memorandum”). The Sessions Memorandum stated, in part, that current law reflects
“Congress’ determination that cannabis is a dangerous drug and cannabis activity is a serious crime”, and Mr.
Sessions directed all U.S. Attorneys to enforce the laws enacted by U.S. Congress and to follow well-established
principles when pursuing prosecutions related to cannabis activities. The inconsistency between federal and State
laws and regulations is a major risk factor.
As a result of the Sessions Memorandum, federal prosecutors may use their prosecutorial discretion to decide
whether to prosecute cannabis activities despite the existence of State-level laws permitting such activity. No
direction was given to federal prosecutors in the Sessions Memorandum as to the priority they should ascribe to such
cannabis activities, and resultantly it is uncertain how active federal prosecutors will be in relation to such activities.
Furthermore, the Sessions Memorandum did not discuss the treatment of medical cannabis by federal prosecutors.
Under the Leahy Amendment, federal prosecutors are prohibited from expending federal funds against medical
cannabis activities that are in compliance with State law. Dozens of U.S. Attorneys across the country have affirmed
that their view of federal enforcement priorities has not changed. In Washington, Annette Hayes, U.S. Attorney for
the Western District of Washington, released a statement affirming that her office will continue to investigate and
prosecute “cases involving organized crime, violent and gun threats, and financial crimes related to marijuana” and
that “enforcement efforts with our federal, State, local and tribal partners focus on those who pose the greatest safety
risk to the people and communities we serve.” However, in California, at least one U.S. Attorney has made
comments indicating a desire to enforce the Controlled Substances Act: Adam Braverman, Interim U.S. Attorney for
the Southern District of California, has been viewed as a potential “enforcement hawk” after stating that the
rescission of the 2013 Cole Memo “returns trust and local control to federal prosecutors” to enforce the Controlled
Substances Act. Additionally, Greg Scott, the Interim U.S. Attorney for the Eastern District of California, has a
history of prosecuting medical cannabis activity: his office published a statement that cannabis remains illegal under
federal law, and that his office would “evaluate violations of those laws in accordance with our district’s federal law
enforcement priorities and resources”. There can be no assurance that the federal government will not seek to
prosecute cases involving cannabis businesses that are otherwise compliant with State law.
Such potential proceedings could involve significant restrictions being imposed upon the Resulting Issuer or third
parties, while diverting the attention of key executives. Such proceedings could have an adverse effect on the
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Resulting Issuer’s business, revenues, operating results and financial condition as ‘veil as the Resulting Issuer’s
reputation and prospects, even if such proceedings were concluded successfully in favour of the Resulting Issuer. In
the extreme case, such proceedings could ultimately involve the prosecution of key executives of the Resulting
Issuer or the seizure of its corporate assets.
Renewal of Leuhy Anzendinent Would Protect the Medical Cannabis Industry
The Leahy Amendment, as discussed above, prohibits the Department of Justice from spending funds appropriated
by Congress to enforce the tenets of the CSA against the medical cannabis industry in States which have legalized
such activity. This amendment has historically been passed as an amendment to omnibus appropriations bills, which
by their nature expire at the end of a fiscal year or other defined term. The Leahy Amendment will expire on
September 30, 2018. At such time, it may or may not be included in the fiscal year 2019 omnibus appropriations
package or a continuing budget resolution, and its inclusion or non-inclusion, as applicable, is subject to political
changes.
jlarher for Ca,,nahic Could Decline due to Reguh#orv C’hanges

There can be no assurance that the number of States that allow the use of medicinal cannabis will increase.
Furthermore, there can be no assurance that the existing Stales, districts and territories that permit the use of
medicinal cannabis will not reverse their position. If either of these things happens at any future time, then growth
of the Resulting Issuer’s business may be materially impacted. The Resulting Issuer may not be able to achieve
targeted revenue levels and may experience declining revenue as the potential market for its products and services
diminishes.
Financing Risks
RLcks Rehired to Additional Financing

The Resulting Issuer will require equity and/or debt financing to support on-going operations, to undertake capital
expenditures or to undertake acquisitions or other business combination transactions. There can be no assurance that
additional financing will be available to the Resulting Issuer when needed or on terms which are acceptable. The
Resulting Issuer’s inability to raise financing through traditional banking to fund on-going operations, capital
expenditures or acquisitions could limit its growth and may have a material adverse effect upon the Resulting
Issuers business, results of operations, financial condition or prospects.
If additional funds are raised through further issuances of equity or convertible debt securities, existing Resulting
Issuer Shareholders could suffer significant dilution, and any new equity securities issued could have rights,
preferences and privileges superior to existing holders of Subordinate Voting Shares.
Restricted Access to Banking
In February 2014, the Financial Crimes Enforcement Network (FinCEN’) bureau of the US. Treasury Department
issued guidance (which is not law) with respect to financial institutions providing banking services to cannabis
businesses, including burdensome due diligence expectations and reporting requirements. This guidance does not
provide any safe harbors or legal defenses from examination or regulatory or criminal enforcement actions by the
Department of Justice, FinCEN or other federal regulators. Thus, most banks and other financial institutions in the
United States do not appear to be comfortable providing banking services to cannabis-related businesses, or relying
on this guidance, which can be amended or revoked at any lime by the Trump administration. In addition to the
foregoing, banks may refuse to process debit card payments and credit card companies generally refuse to process
credit card payments for cannabis-related businesses. As a result, the Resulting Issuer may have limited or no access
to banking or other financial services in the United States. The inability or limitation in the Resulting Issuer’s ability
to open or maintain bank accounts, obtain other banking services and/or accept credit card and debit card payments
may make it difficult for the Resulting Issuer to operate and conduct its business as planned or to operate efficiently.
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General ReEulatorv and LeBal Risks
RLck of 0 vii Asset Forfeiture
Because the cannabis industry remains illegal under U.S. federal law, any property owned by participants in the
cannabis industry which are either used in the course of conducting such business, or were purchased using the
proceeds of such business, could be subject to seizure by law enforcement and subsequenL civil asset forfeiture.
Even if the owner of the property were 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.
.4nu—4!onc’t Laundering Laws and Regulations
The Resulting Issuer will be subject to a variety of laws and regulations domestically and in the United Stales that
involve money laundering, financial recordkeeping and proceeds of crime, including the Bank Secrecy Act, as
amended by Title Ill of the Uniting and Strengthening America by Providing Appropriate Tools Required to
Intercept and Obstruct Terrorism Act of200l (USA PATRIOT Act), Sections 1956 and 1957 of U.S.C. Title 18 (the
Money Laundering Control Act), the Proceeds of Qrimc (.tlonej Laundering) and Terrorist Financing .1 ct (Canada).
as amended and the rules and regulations thereunder, the Criminal Code (Canada) and any related or similar rules,
regulalions or guidelines, issued, administered or enforced by governmental authorities in the United States and
Canada.
In the event that any of the Resulting Issuer’s operations, or any proceeds thereof, any dividends or distributions
therefrom, or any profits or revenues accruing from such operations in the United States were found to be in
violation of money laundering legislation or otherwise, such transactions may be viewed as proceeds of crime under
one or more of the statutes noted above or any other applicable legislation. This could restrict or otherwise
jeopardize the ability’ of the Resulting Issuer to declare or pay dividends, effect other distributions or subsequently
repatriate such funds back to Canada. Furthermore, while there are no current intentions to declare or pay dividends
on the Subordinate Voting Shares in the foreseeable future, in the event that a determination was made that the
Resulting Issuer’s proceeds from operations (or any future operations or investments in the United States) could
reasonably be shown to constitute proceeds of crime, the Resulting Issuer may decide or be required to suspend
declaring or paying dividends without advance notice and for an indefinite period of time,

Lack ofAccess to U.S. Bankruptcy Protections
Because the use of cannabis is illegal under federal law, many courts have denied cannabis businesses bankruptcy
protections, thus making it very difficult for lenders to recoup their investments in the cannabis industry in the event
of a bankruptcy. If the Resulting Issuer were to experience a bankruptcy, there is no guarantee that U.S. federal
bankruptcy protections would be available to the Resulting Issuer’s United States operations, which would have a
material adverse effect on the Resulting Issuer, its lenders and other stakeholders.
Heightened Scrutiny by Regulaton Anthorities
For the reasons set forth above, the Company’s existing operations in the United States, and any future operations or
investments of the Resulting Issuer, may become the subject of heightened scrutiny by regulators, stock exchanges
and other authorities in Canada. As a result, the Resulting Issuer may be subject to significant direct and indirect
interaction with public officials. There can be no assurance that this heightened scrutiny will not in turn lead to the
imposition of certain restrictions on the Resulting Issuer’s ability to operate or invest in the United States or any
otherjurisdiction, in addition to those described herein.
Further to the indication by CDS Clearing and Depository Services Inc. (“CDS”), Canada’s central securities
depository, clearing and settling trades in the Canadian equity, fixed income and money markets that it would refuse
to settle trades for cannabis issuers that have investments in the United States, the TMX Group, the owner and
operator of CDS, subsequently issued a statement on August 17, 2017 reaffirming that there is no CDS ban on the
clearing of securities of issuers with cannabis-related activities in the United States, despite media reports to the
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contrary and that the TMX Group was working with regulators to arrive at a solution that will clarify this matter,
which would be communicated at a later time.
On February 8,2018, following discussions with the Canadian Securities Administrators and recognized Canadian
securities exchanges, the TMX Group announced the signing of a Memorandum of Understanding (“MOU”) with
The Aequitas NEO Exchange Inc., the CSE, the Toronto Stock Exchange, and the TSX Venture Exchange. The
MOU outlines the parties’ understanding of Canada’s regulatory framework applicable to the rules, procedures, and
regulatory oversight of the exchanges and CDS as it relates to issuers with cannabis-related activities in the United
States. The MOU confirms, with respect to the clearing of listed securities, that CDS relies on the exchanges to
review the conduct of listed issuers. As a result, there is no CDS ban on the clearing of securities of issuers with
cannabis-related activities in the United States. However, there can be no guarantee that this approach to regulation
will continue in the future. If such a ban were to be implemented at a time when the Subordinate Voting Shares are
listed on a stock exchange, it would have a material adverse effect on the ability of holders of Subordinate Voting
Shares to make and settle trades. In particular, the Subordinate Voting Shares would become highly illiquid as until
an alternative was implemented, investors would have no ability to effect a trade of securities through the facilities
of the applicable stock exchange.
RLck of Legal, Regulatory or Political Cl: ange

The success of the business strategy of the Resulting Issuer depends on the legality of the marijuana industry. The
political environment surrounding the marijuana industry in general can be volatile and the regulatory framework
remains in flux. To the Company’s knowledge, some form of cannabis has been legalized in 31 States and
Washington, D.C. as of July 2018; 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 Resulting Issuer’s business,
results of operations, financial condition or prospects.
Delays in enactment of new State or federal regulations could restrict the ability of the Resulting Issuer to reach
strategic growth targets. The growth strategy of the Resulting Issuer is contingent upon certain federal and State
regulations being enacted to facilitate the legalization of medical and adult-use marijuana. If such regulations are not
enacted, or enacted but subsequently repealed or amended, or enacted with prolonged phase-in periods, the growth
targets of the Resulting Issuer, and thus, the effect on the return of investor capital, could be detrimental. The
Resulting Issuer is unable to predict vith certainty when and how the outcome of these complex regulatory and
legislative proceedings will affect its business and growth.
Further, there is no guarantee that State laws legalizing and regulating the sale and use of cannabis will not be
repealed or overturned, or that local governmental authorities will not limit the applicability of State laws within
their respective jurisdictions. If the federal government begins to enforce federal laws relating to cannabis in States
where the sale and use of cannabis is currently legal, or if existing applicable State laws are repealed or curtailed, the
Resulting Issuer’s business, results of operations, financial condition and prospects would be materially adversely
affected. It is also important to note that local and city ordinances may strictly limit and/or restrict disbursement of
marijuana in a manner that will make it extremely difficult or impossible to transact business in that jurisdiction,
which may adversely affect the Resulting Issuer’s continued operations. Federal actions against individuals or
entities engaged in the marijuana industry or a repeal of applicable marijuana legislation could adversely affect the
Resulting Issuer and its business, results of operations, financial condition and prospects.
The Resulting Issuer is also aware that multiple States are considering special taxes or fees on businesses in the
marijuana industry. It is a potential yet unknown risk at this time that other States are in the process of reviewing
such additional fees and taxation. Should such special taxes or fees be adopted, this could have a material adverse
effect upon the Resulting Issuer’s business, results of operations, financial condition or prospects.
The commercial medical and adult-use marijuana industry is in its infancy and the Company anticipates that such
regulations will be subject to change as the jurisdictions in which the Company does business matures. The
Company has in place a detailed compliance program headed by its Compliance Director who oversees, maintains,
and implements the compliance program and personnel. Compliance officers in each operating subsidiary are
charged with knowing the local regulatory process and monitoring developments with their governing bodies. Each
83

compliance officer regularly reports regulatory developments to the Compliance Director through written and oral
communications and is charged with the creation and implementation of plans regarding any regulatory
developments. In addition to the Company’s robust legal and compliance departments, the Company also has local
legal/regulatory counsel engaged in every jurisdiction in which it operates. Company’s compliance program
emphasizes security and inventory control to ensure strict monitoring of cannabis and inventory from delivery by a
licensed distributor to sale or disposal. Additionally, the Company has created comprehensive standard operating
procedures that include detailed descriptions and instructions for monitoring inventory at all stages of development
and distribution. The Company will continue to monitor compliance on an ongoing basis in accordance with its
compliance program, standard operating procedures, and any changes to regulation in the marijuana industry.
Overall, the medical and adult-use marijuana industry is subject to significant regulatory change at both the State
and federal level. The inability of the Resulting Issuer to respond to the changing regulatory landscape may cause it
to not be successful in capturing significant market share and could otherwise harm its business, results of
operations, financial condition or prospects.
Genera! Regulatory

(lilt!

Licensing Risks

The Resulting Issuer’s business is subject to a variety of laws, regulations and guidelines relating to the
manufacture, management, transportation, storage and disposal of marijuana, including laws and regulations relating
to health and safety, the conduct of operations and the protection of the environment. Achievement of the Resulting
Issuer’s business objectives are contingent, in part, upon compliance with applicable regulatory requirements and
obtaining all requisite regulatory approvals. Changes to such laws, regulations and guidelines due to matters beyond
the control of the Resulting Issuer may result in a material adverse effect on the Resulting Issuer’s business,
financial condition, results of operations or prospects.
The Resulting Issuer is required to obtain or renew further government permits and licenses for its current and
contemplated operations. Obtaining, amending or renewing the necessary governmental permits and licenses can be
a time-consuming process potentially involving numerous regulatory agencies, involving public hearings and costly
undertakings on the Resulting Issuer’s part. The duration and success of the Resulting Issuer’s efforts to obtain,
amend and renew permits and licenses are contingent upon many variables not within its control, including the
interpretation of applicable requirements implemented by the relevant permitting or licensing authority. The
Resulting Issuer may not be able to obtain, amend or renew permits or licenses that are necessary to its operations or
to achieve the growth of its business. Any unexpected delays or costs associated with the permitting and licensing
process could impede the ongoing or proposed operations of the Resulting Issuer. To the extent necessary permits or
licenses are not obtained, amended or renewed, or are subsequently suspended or revoked, the Resulting Issuer may
be curtailed or prohibited from proceeding with its ongoing operations or planned development and
commercialization activities. Such curtailment or prohibition may result in a material adverse effect on the Resulting
Issuer’s business, financial condition, results of operations or prospects.
Several of the Company’s licenses are subject to renewal on an annual or periodic basis; however, they are generally
renewed, as a matter of course, if the license holder continues to operate in compliance with applicable legislation
and regulations and without any material change to its operations.
While the Resulting Issuer’s compliance controls have been developed to mitigate the risk of any material violations
of any license it holds arising, there is no assurance that the Resulting Issuer’s licenses will be renewed by each
applicable regulatory authority in the future in a timely manner. Any unexpected delays or costs associated with the
licensing renewal process for any of the licenses held by the Resulting Issuer could impede the ongoing or planned
operations of the Resulting Issuer and have a material adverse effect on the Resulting Issuer’s business, financial
condition, results of operations or prospects.
The Resulting Issuer may become involved in a number of government or agency proceedings, investigations and
audits. The outcome of any regulatory or agency proceedings, investigations, audits, and other contingencies could
harm the Resulting Issuer’s reputation, require the Resulting Issuer to take, or refrain from taking, actions that could
harm its operations or require Resulting Issuer to pay substantial amounts of money, harming its financial condition.
There can be no assurance that any pending or future regulatory or agency proceedings, investigations and audits
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will not result in substantial costs or a diversion of management’s attention and resources or have a material adverse
impact on the Resulting Issuer’s business, financial condition, results of operations or prospects.
Lbnitations on Ownership of Licenses

In certain States, the cannabis laws and regulation limit, not only the number of cannabis licenses issued, but also
the number of cannabis licenses that one person may own. For example, in Massachusetts, no person may have an
ownership interest, or control over, more than three license holders in any category cultivation, processing or
dispensing. In Maryland, the Department of Health has taken the position that the law prevents having a material
ownership interest in more than one license holder in any one of these three categories. In New Jersey, there are
restrictions on overlapping ownership of license holders. In Florida, there are also limitations on owning more than
one of the vertically-integrated medical cannabis licenses offered in that state. The Company believes that, where
such restrictions apply, it may still capture significant share of revenue in the market through wholesale sales,
exclusive marketing relations, provision of management or support services, franchising and similar arrangement
with other operators. Nevertheless, such limitations on the acquisition of ownership of additional licenses within
certain States may limit the Company’s ability to grow organically or to increase its market share in such States.
—

Provisions in Articles atic! Notice ofArticles Relating to Licensing

Notwithstanding the adoption of the Licensing Provisions, the Resulting Issuer may not be able to exercise its
redemption rights in full or at all. Under the BCBCA, a corporation may not make any payment to redeem shares if
there are reasonable grounds for believing that the company is unable to pay its liabilities as they become due in the
ordinary course of its business or if making the payment of the redemption price or providing the consideration
would cause the company to be unable to pay its liabilities as they become due in the ordinary course of its business.
Furthermore, the Resulting Issuer may become subject to contractual restrictions on its ability to redeem its
Subordinate Voting Shares by, for example, entering into a secured credit facility subject to such restrictions. In the
event that restrictions prohibit the Resulting Issuer from exercising its redemption rights in part or in full, the
Resulting Issuer will not be able to exercise its redemption rights absent a waiver of such restrictions, which the
Resulting Issuer may not be able to obtain on acceptable terms or at all.
The Licensing Provisions in the Resulting Issuer’s articles and notice of articles could also limit the price that
investors might be willing to pay in the future for the Subordinate Voting Shares, thereby depressing the market
price of the Subordinate Voting Shares. Any provision in the Resulting Issuer’s articles and notice of articles that
has the effect of delaying or deterring a change in control could limit the opportunity for shareholders to receive a
premium for their Subordinate Voting Shares, and could also affect the price that some investors are willing to pay
for the Subordinate Voting Shares.
In addition, the Licensing Provisions provide the Resulting Issuer with a right to redeem Subordinate Voting Shares
held by an Unsuitable Person in order for the Resulting Issuer to comply with regulations in various jurisdictions
where the Resulting Issuer does business or where we expect to do business. These Licensing Provisions provide the
Resulting Issuer with the right, but not the obligation, to redeem any or all of the Subordinate Voting Shares held by
any shareholder who has been determined to be an Unsuitable Person at a certain redemption price. Accordingly, the
Resulting Issuer Shareholders may be forced to sell their Subordinate Voting Shares at times and prices that are
unfavourable to them, and the Licensing Provisions may delay or limit change of control transactions.
Regulatory Action anti Approvals from the Food and Drug AdminLctration

The Resulting Issuer’s cannabis-based products are supplied to patients diagnosed with certain medical conditions.
However, the Resulting Issuer’s cannabis-based products are not approved by the Food and Drug Administration
(“FDA”) as “drugs” or for the diagnosis, cure, mitigation, treatment, or prevention of any disease. Accordingly, the
FDA may regard any promotion of the cannabis-based products as the promotion of an unapproved drug in violation
of the Food, Drug and Cosmetic Act (“FDCA”).
In recent years, the FDA has issued letters to a number of companies selling products that contain CBD oil derived
from hemp warning them that the marketing of their products violates the FDCA. FDA enforcement action against
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the Resulting Issuer could result in a number of negative consequences, including fines, disgorgement of profits.
recalls or seizures of products, or a partial or total suspension of the Resulting Issuer’s production or distribution of
its products. Any such event could have a material adverse effect on the Resulting Issuer’s business, prospects,
financial condition, and operating results.
Litigation

The Resultine Issuer may become threatened by a party, or otherwise become party to litigation from time to time in
the ordinary course of business which could adversely affect its business. Should any litigation in which the
Resulting Issuer becomes involved be determined against the Resulting Issuer, such a decision could adversely
affect the Resulting Issuer’s ability to continue operating and the market price for the Subordinate Voting Shares.
Even if the Resulting Issuer is involved in litigation and is successful, such litigation could redirect significant
company resources.
Difficult in Enforchig Judgments and Effecting Service of Process on Directors and Officers

The majority of the directors and orncers of the Resulting Issuer reside outside of Canada. Some or all of the assets
of such persons may be located outside of Canada. Therefore, it may not be possible for Resulting Issuer
Shareholders to collect or to enforce judgments obtained in Canadian courts predicated upon the civil liability
provisions of applicable Canadian securities laws against such persons. Moreover, it may not be possible for
Resulting Issuer Shareholders to effect service of process within Canada upon such persons.
Environmental Risks
En t’ironmmzentai Regulation

The Company’s operations are subject to environmental regulation in the various jurisdictions in which it operates.
These regulations mandate, among other things, the maintenance of air and water quality standards and land
reclamation. They also set forth limitations on the generation, transportation, storage and disposal of solid and
hazardous waste. Environmental legislation is evolving in a manner which will require stricter standards and
enforcement, increased fines and penalties for non-compliance, more stringent environmental assessments of
proposed projects and a heightened degree of responsibility for companies and their officers, directors (or the
equivalent thereof) and employees. There is no assurance that future changes in environmental regulation, if any,
will not adversely affect the Resulting Issuer’s operations.
Government approvals and permits are currently, and may in the future, be required in connection with the Resulting
Issuer’s operations. To the extent such approvals are required and not obtained, the Resulting Issuer may be
curtailed or prohibited from its proposed production of medical marijuana or from proceeding with the development
of its operations as currently proposed.
Failure to comply with applicable laws, regulations and permitting requirements may result in enforcement actions
thereunder, including orders issued by regulatory or judicial authorities causing operations to cease or be curtailed,
and may include corrective measures requiring capital expenditures, installation of additional equipment, or
remedial actions. The Resulting Issuer may be required to compensate those suffering loss or damage by reason of
its operations and may have civil or criminal fines or penalties imposed for violations of applicable laws or
regulations.
Amendments to current laws, regulations and permits governing the production of medical marijuana, or more
stringent implementation thereof, could have a material adverse impact on the Resulting Issuer and cause increases
in expenses, capital expenditures or production costs or reduction in levels of production or require abandonment or
delays in development.
Unknown En ,‘ironmental RLcks
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There can be no assurance that the Resulting Issuer will not encounter hazardous conditions at the facilities where it
operates its businesses, including, without limitation, its medical cannabis cultivation and dispensary facility in
Bellmawr, New Jersey, Las Vegas, Nevada and Arizona, such as asbestos or lead, in excess of expectations that may
delay the development of its businesses. Upon encountering a hazardous condition, work at the facilities of the
Resulting Issuer may be suspended. The presence of other hazardous conditions may require significant expenditure
of the Resulting Issuer’s resources to correct the condition. Such conditions could have a material impact on the
investment returns of the Resulting Issuer.
General Business Risks
Failure to Complete the Contemplated Minority Buy—Outs and ComndttedAcquLcitions

Curaleaf currently expects to complete certain transactions in the future, including the Maryland Acquisition, the
Massachusetts Acquisition, the Nevada Acquisition, the Proposed Minority Buy-Outs. These acquisitions are subject
to a number of customary closing conditions including in certain instances, regulatory approval and may not close
for a variety of reasons including if the closing conditions are not satisfied or waived, some of which may not be
within the control of Curaleaf. In addition, even if these transactions and/or minority buy-outs were to be completed,
they may not close on terms or within the timing currently expected. If one or more of these transactions and/or
minority buy-outs do not close or are completed pursuant to terms or timelines different than expected, it could have
an adverse effect on the Resulting Issuer’s future capital plans and require the Resulting Issuer to reallocate funds.
RLcks Related to Cetus Senior Debt

The Cetus Senior Debt requires the Resulting Issuer to satisfy certain negative covenants, including restrictions on
its ability to pay dividends, to invest in non-wholly owned entities and to incur non-subordinated debt. These
covenants may prevent the Resulting Issuer from taking actions that it believes would be in the best interest of its
business and may make it difficult for it to execute its business strategy successfully or effectively compete with
businesses that are not subject to the same restrictions. The Resulting Issuer’s ability to comply with these covenants
may be affected by economic, financial and industry conditions beyond its control, including credit or capital market
disniptions. The breach of any of these covenants could result in a default that would permit Cetus to declare all
amounts outstanding to be due and payable, together with accrued and unpaid interest. There is no assurance that the
Resulting Issuer will be able to secure additional financing to repay the Cetus Senior Debt should cash flows from
operations be insufficient to repay the indebtedness, whether it is in default or not. If the Resulting Issuer is unable
to repay the indebtedness, Cetus could proceed against the collateral securing the indebtedness. This could have
serious consequences to the Resulting Issuer’s financial position and results of operations and could cause it to
become bankrupt or insolvent.
Unproven Business Strategy
Vhile the Company has existing operations and is generating revenues, it plans to significantly expand its operations
and staff to meet the requirements of its business initiatives. The commercial response to the product offerings is
still uncertain, and although the Resulting Issuer believes that its strategy incorporates advantages compared to other
medical cannabis business models, if patients or consumers do not respond favorably to the Company’s products or
if they take longer to develop its products or establish its customer base or it proves to be more costly than currently
anticipated to develop its businesses, revenues may be adversely affected.
Sen’ice Pro riders
As a result of any adverse change to the approach in enforcement of United States cannabis laws, adverse regulatory
or political change, additional scrutiny by regulatory authorities, adverse change in public perception in respect of
the consumption of marijuana or otherwise, third party service providers to the Resulting Issuer could suspend or
withdraw their services, which may have a material adverse effect on the Resulting Issuer’s business, revenues,
operating results, financial condition or prospects.
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Enforceability of Con tm etc

It is a fundamental principle of law that a contract ‘viii not be enforced if it involves a violation of law or public
policy. Because cannabis remains illegal at a federal level. judges may refuse to enforce contracts in connection vith
activities that violate federal law, even if there is no violation of State law. There remains doubt and uncertainty that
the Resulting Issuer will be able to legally enforce contracis it enters into if necessan’. The Resulting Issuer cannot
be assured that it vill have a remedy for breach of contract, the lack of which may have a material adverse effect on
the Resulting Issuer’s business, revenues, operating results, financial condition or prospects.
Relfrnzce on 1’a’sugwne’zt

The success of the Resulting Issuer is dependent upon the ability, expertise, judgment. discretion and good faith of
its senior management. While employment agreements or management agreements are customarily used as a
primary method of retaining the services of key employees, these agreements cannot assure the continued services of
such employees. Any loss of the sen-ices of such individuals could have a material adverse effect on the Resulting
Issuer’s business, operating results, financial condition or prospects.
News media have reported that U.S. immigration authorities have increased scrutiny of Canadian citizens who are
crossing the U.S.-Canada border with respect to persons involved in cannabis businesses in the U.S. There have
been a number of Canadians barred from entering the U.S. as a result of an investment in or act related to U.S.
cannabis businesses. In some cases, entry has been barred for extended periods of time. Company employees
traveling from Canada to the U.S. for the benefit of the Company may encounter enhanced scrutiny by U.S.
immigration authorities that may result in the employee not being permitted to enter the U.S. for a specified period
of time. If this happens to Company employees, then this may reduce our ability to manage effectively our business
in the U.S.
Competition

The cannabis industry remains quite nascent, and so what the landscape will be in the future remains largely
unknown, which in itself is a risk. Potential competitors, which in the future may include pharmaceutical companies,
are also larger and better capitalized than the Company, may have longer operating histories and have significantly
greater financial, technological, engineering, manufacturing, marketing and distribution resources. The market for
the products that the Resulting Issuer offers or intends to offer is competitive. The competition will most likely
increase as more U.S. States permit the use of medicinal cannabis and new industry participants emerge. Increased
competition may hinder the Resulting Issuer’s ability to successfully market its products and services, The
Resulting Issuer may not have the resources, expertise or other competitive requ rements to compete successfully in
the future.
Risks Inherent in an .4 gricu Ito rat Business

Resulting Issuer’s business involves the cultivation of the cannabis plant. The cultivation of this plant is subject to
agricultural risks related to insects, plant diseases, unstable growing conditions, water and electricity availability and
cost, and force majeure events. Although the Resulting Issuer cultivates its cannabis plants in indoor, climate
controlled rooms staffed by trained personnel and in the future plans to cultivate cannabis plants in greenhouses,
there can be no assurance that agricultural risks will not have a material adverse effect on the cultivation of its
cannabis. The Resulting Issuer may in the future cultivate cannabis plants outdoors, which would also subject it to
related agricultural risks.
Unfavorable Publicity or Consumer Perception
The Resulting Issuer believes the aduLt-use and medicaL marijuana industries are highly dependent upon consumer
perception regarding the safety, efficacy and quality of the marijuana produced. In particular, the Resulting Issuer’s
financial performance in each State will depend on whether patients and physicians view its products as effective
and safe for use. Under the laws of the States in which the Resulting Issuer and its affiliates operate, the
participation of physicians and health care providers in the certification process is voluntary and therefore depends
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on a number of variables, including: medical professionals’ views as to the use of medical cannabis to treat
quali’ing conditions; the risks and benefits to individual patients or patient groups; the policies of particular
medical practices; and patient demand. If physicians and other medical professionals do not certif’ patients where
certification is required under State law, the Resulting Issuer’s business, financial position and results of operations
may be negatively affected.
Public perception can be significantly influenced by scientific research or findings, regulatory investigations,
litigation, media attention and other publicity regarding the consumption of marijuana products. There can be no
assurance that future scientific research or findings, regulatory investigations, litigation, media attention or other
publicity will be favorable to the marijuana market or any particular product, or consistent with earlier publicity.
Future research reports, findings, regulatory investigations, litigation, media attention or other publicity that are
perceived as less favorable than, or that question, earlier research reports, findings or other publicity could have a
material adverse effect on the demand for adult-use or medical marijuana and on the business, results of operations,
financial condition, cash flows or prospects oCthe Resulting Issuer.
Further, adverse publicity reports or other media attention regarding the safety, efficacy and quality of marijuana in
general. or associating the consumption of adult-use and medical marijuana with illness or other negative effects or
events, could have such a material adverse effect. There is no assurance that such adverse publicity reports or other
media attention will not arise. A negative shift in the public’s perception of cannabis in the United States or any
other applicable jurisdiction could cause State jurisdictions to abandon initiatives or proposals to legalize medical
and/or adult-use cannabis, thereby limiting the number of new State jurisdictions into which the Resulting Issuer
could expand. Any inability to fully implement the Resulting Issuer’s expansion strategy may have a material
adverse effect on the Resulting Issuer’s business, results of operations or prospects.
Product Liability
As a manufacturer and distributor of products designed to be ingested by humans, the Resulting Issuer 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. In addition, the manufacture and sale of marijuana involve the risk of injury to
consumers due to tampering by unauthorized third parties or product contamination. Previously unknown adverse
reactions resulting from human consumption of marijuana alone or in combination with other medications or
substances could occur. As a manufacturer, distributor and retailer of adult-use and medical marijuana, or in its role
as an investor in or service provider to an entity that is a manufacturer, distributor and/or retailer of adult-use or
medical marijuana, the Resulting Issuer may be subject to various product liability claims, including, among others,
that the marijuana product caused injury or illness, include inadequate instructions for use or include inadequate
warnings concerning possible side effects or interactions with other substances.
A product liability claim or regulatory action against the Resulting Issuer could result in increased costs, could
adversely affect the Resulting Issuers reputation with its clients and consumers generally, and could have a material
adverse effect on the business, results of operations, financial condition or prospects of the Resulting Issuer. There
can be no assurances that the Resulting Issuer will be able to maintain product liability insurance on acceptable
terms or with adequate coverage against potential liabilities. Such insurance is expensive and may not be available
in the future on acceptable terms, or at all. The inability to maintain sufficient insurance coverage on reasonable
terms or to otherwise protect against potential product liability claims could prevent or inhibit the commercialization
of the Resulting Issuer’s potential products or otherwise have a material adverse effect on the business, results of
operations, financial condition or prospects of the Resulting Issuer.
Product Recalls
Manufacturers and distributors of products are sometimes subject to the recall or return of their products for a
variety of reasons, including product defects, such as contamination, unintended harmful side effects or interactions
with other substances, packaging safety and inadequate or inaccurate labeling disclosure. Such recalls cause
unexpected expenses of the recall and any legal proceedings that might arise in connection with the recall. This can
cause loss of a significant amount of sales. In addition, a product recall may require significant management
attention. Although the Resulting Issuer has detailed procedures in place for testing its products, there can be no
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assurance that any quality, potency or contamination problems will be detected in time to avoid unforeseen product
recalls, regulatory action or lawsuits. Additionally, if one of the Resulting Issuer’s products were subject to recall,
the image of that product and the Resulting Issuer could be harmed. Additionally, product recalls can lead to
increased scrutiny of operations by applicable regulatory agencies, requiring further management attention and
potential legal fees and other expenses.
Resultc

of Future clinical Research

Research in Canada, the U.S. and internationally regarding the medical benefits, viability, safety, efficacy, dosing
and social acceptance of cannabis or isolated cannabinoids (such as cannabidiol (“CBD”) and TI-IC remains in early
stages. There have been relatively few clinical trials on the benefits of cannabis or isolated cannabinoids (such as
CBD and THC) and future research and clinical trials may discredit the medical benefits, viability, safety, efficacy,
and social acceptance of cannabis or could raise concerns regarding, and perceptions relating to, cannabis. Given
these risks, uncertainties and assumptions, prospective purchasers of the Resulting Issuer’s securities should not
place undue reliance on such articles and reports. Future research studies and clinical trials may draw opposing
conclusions to those stated in this Listing Statement or reach negative conclusions regarding the medical benefits,
viability, safety. efficacy, dosing, social acceptance or other facts and perceptions related to cannabis, which could
have a material adverse effect on the demand for the Resulting Issuer’s products with the potenlial to lead to a
material adverse effect on the Resulting Issuer’s business, financial condition, results of operations or prospects.
Difficuln’ Attracting and Retaining Personnel

The Resulting Issuer’s success depends to a significant degree upon its ability to attract, retain and motivate highly
skilled and qualified personnel. Failure to attract and retain necessary technical personnel, sales and marketing
personnel and skilled management could adversely affect the Resulting Issuer’s business. If the Resulting Issuer
fails to attract, train and retain sufficient numbers of these highly qualified people, its prospects, business, financial
condition and results of operations will be materially and adversely affected.
Dependence on Suppliers

The ability of the Resulting Issuer to compete and grow ‘will be dependent on it having access, at a reasonable cost
and in a timely manner, to equipment, parts and components. No assurances can be given that the Resulting Issuer
will be successful in maintaining its required supply of equipment, parts and components. It is also possible that the
final costs of the major equipment contemplated by the Resulting Issuer’s capital expenditure plans may be
significantly greater than anticipated by the Resulting Issuer’s management, and may be greater than funds available
to the Resulting Issuer, in which circumstance the Resulting Issuer may curtail, or extend the timeframes for
completing, its capital expenditure plans. This could have an adverse effect on the business, financial condition,
results of operations or prospects of the Resulting Issuer.
Reliance on Inputs

The marijuana business is dependent on a number of key inputs and their related costs including raw materials and
supplies related to growing operations, as well as electricity, ‘water and other local utilities. Any significant
interruption or negative change in the availability or economics of the supply chain for key inputs could materially
impact the business, financial condition, results of operations or prospects of the Resulting Issuer. In addition, any
restrictions on the ability to secure required supplies or utility services or to do so on commercially acceptable terms
could have a materially adverse impact on the business, financial condition and operating results. Some of these
inputs may only be available from a single supplier or a limited group of suppliers. If a sole source supplier was to
go out of business, the Resulting Issuer might be unable to find a replacement for such source in a timely manner or
at all. If a sole source supplier were to be acquired by a competitor. that competitor may elect not to sell to the
Resulting Issuer in the future. Any inability to secure required supplies and services or to do so on appropriate terms
could have a materially adverse impact on the business, financial condition, results of operations or prospects of the
Resulting Issuer.
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Co-hives tinent Risk
The Resulting Issuer has co-invested and may continue to co-invest in one or more investments with certain strategic
investors and/or other third parties through joint ventures or other entities, which parties in certain cases may have
different interests or superior rights to those of the Resulting Issuer. Although it is the Resulting Issuer’s intent to
retain control and other superior rights over the Resulting Issuer’s investments, under certain circumstances it may
be possible that the Resulting Issuer relinquishes such rights over certain of its investments and, therefore, may have
a limited ability to protect its position therein. In addition, even when the Resulting Issuer does maintain a control
position with respect to its investments, the Resulting Issuer’s investments may be subject to typical risks associated
with third-party involvement, including the possibility that a third-party may have financial difficulties resulting in a
negative impact on such investment, may have economic or business interests or goals that are inconsistent with
those of the Resulting Issuer, or may be in a position to take (or block) action in a manner contrary to the Resulting
Issuers objectives. The Resulting Issuer may also, in certain circumstances, be liable for the actions of its thirdparty partners or co-investors. Co-investments by third parties may or may not be on substantially the same terms
and conditions as the Resulting Issuer, and such different terms may be disadvantageous to the Resulting Issuer.
Lbnited 1ltarket Data and Difficu Hi’ to Forecast
As a result of recent and ongoing regulatory and policy changes in the medical and adult-use marijuana industry, the
market data available is limited and unreliable. Federal and State laws prevent widespread participation and hinder
market research. Therefore, the Resulting Issuer must rely largely on its own market research to forecast sales as
detailed forecasts are not generally obtainable from other sources at this early stage of the industry. Market research
and projections by the Resulting Issuer of estimated total retail sales, demographics, demand, and similar consumer
research are based on assumptions from limited and unreliable market data, and generally represent the personal
opinions of the Resulting Issuer’s management team as of the date of this Listing Statement. A failure in the demand
for its products to materialize as a result of competition, technological change or other factors could have a material
adverse effect on the business, results of operations, financial condition or prospects of the Resulting Issuer.
Intellectual Property Risks

The Resulting Issuer’s ability to compete in the future partly depends on the superiority, uniqueness and value of its
intellectual property and technology, including both internally developed technology and technology licensed from
third parties. To the extent the Resulting Issuer is able to do so, in order to protect its proprietary rights, the
Resulting Issuer will rely on a combination of trademark, copyright and trade secret laws, confidentiality agreements
with its employees and third parties, and protective contractual provisions which may prove insufficient to protect
the Resulting Issuer’s proprietary rights.
Third parties may independently develop substantially equivalent proprietary’ information without infringing upon
any proprietary technology. Third panics may othenvise gain access to the Resulting Issuer’s proprietary
information and adopt it in a competitive manner. Any loss of intellectual property protection may have a material
adverse effect on the Resulting Issuer’s business, results of operations or prospects.
As long as cannabis remains illegal under U.S. federal law as a Schedule I controlled substance pursuant to the CSA,
the benefit of certain federal laws and protections which may be available to most businesses, such as federal
trademark and patent protection regarding the intellectual property of a business, may not be available to the
Resulting Issuer. As a result, the Resulting Issuer’s intellectual property may never be adequately or sufficiently
protected against the use or misappropriation by third-parties. In addition, since the regulatory framework of the
cannabis industry is in a constant state of flux, the Resulting Issuer can provide no assurance that it will ever obtain
any protection of its intellectual propeth, whether on a federal, State or local level. While many States do oiler the
ability to protect trademarks independent of the federal government, patent protection is wholly unavailable on a
State level, and State-registered trademarks provide a lower degree of protection than would federally-registered
marks.
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Constraints on 4iarketing Produ etc

The development of the Resulting Issuer’s business and operating results may be hindered by applicable restrictions
on sales and marketing activities imposed by government regulatory bodies. The regulatory environment in the
United States limits companies’ abilities to compete for market share in a manner similar to other industries. If the
Resulting Issuer is unable to effectively market its products and compete for market share, or if the costs of
compliance with government legislation and regulation cannot be absorbed through increased selling prices for its
products, the Resulting Issuer’s sales and results of operations could be adversely affected.
Fraudulent or Illegal Activity by Employees, Ontractors and Consultants

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

The Resulting Issuer’s operations depend, in part, on how well it and its suppliers protect networks, equipment,
information technology ([IT’) systems and software against damage from a number of threats, including, but not
limited to, cable cuts, damage to physical plants, natural disasters, intentional damage and destruction, fire, power
loss, hacking, computer viruses, vandalism and theft. The Resulting Issuer’s operations also depend on the timely
maintenance, upgrade and replacement of networks, equipment, IT systems and software, as well as pre-emptive
expenses to mitigate the risks of failures. Any of these and other events could result in information system failures,
delays and/or increase in capital expenses. Given the nature of the Resulting Issuer’s products and its lack of legal
availability outside of channels approved by the government of the United States, as well as the concentration of
inventory in its facilities, there remains a risk of shrinkage as well as theft. If there was a breach in security and the
Resulting Issuer fell victim to a robbery or theft, the loss of cannabis plants, cannabis oils, cannabis flowers and
cultivation and processing equipment or if there was a failure of information systems or a component of information
systems, it could, depending on the nature of any such breach or failure, adversely impact the Resulting Issuer’s
reputation, business continuity and results of operations. A security breach at one of the Resulting Issuer’s facilities
could expose the Resulting Issuer to additional liability and to potentially costly litigation, increase expenses relating
to the resolution and future prevention of these breaches and may deter potential patients from choosing the
Resulting Issuer’s products.
In addition, the Resulting Issuer collects and stores personal information about its patients and is responsible for
protecting that information from privacy breaches. A privacy breach may occur through procedural or process
failure, information technology malfunction, or deliberate unauthorized intrusions. Theft of data for competitive
purposes, particularly patient lists and preferences, is an ongoing risk whether perpetrated via employee collusion or
negligence or through deliberate cyber-anack. Any such theft or privacy breach would have a material adverse effect
on the Resulting Issuer’s business, financial condition and results of operations.
The Resulting Issuer has not experienced any material losses to date relating to cyber-attacks or other information
security breaches, but there can be no assurance that the Resulting Issuer will not incur such losses in the future. The
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Resulting Issuer’s risk and exposure to these matters cannot be fully mitigated because of, among other things, the
evolving nature of these threats. As a result, cyber security and the continued development and enhancement of
controls, processes and practices designed to protect systems, computers, software, data and networks from attack,
damage or unauthorized access is a priority. As cyber threats continue to evolve, the Resulting Issuer may be
required to expend additional resources to continue to modify or enhance protective measures or to investigate and
remediate any security vulnerabilities.
Reliance on 4h:nageinent Services Agreements with Sit bsidiaries and Affiliates
The Resulting Issuer’s subsidiaries and other affiliates engage in the medicinal cannabis business through
management services agreements entered into with State-licensed entities. Under such agreements, its subsidiaries
and affiliates perform a number of services, including cultivation, growing and handling of marijuana plants,
trimming, curing and packaging of dry flower, patient advisory, lab and scientific research services, consultation on
regulatory issues and a variety of management functions. In exchange for providing these services, the Resulting
Issuer’s subsidiaries and affiliates receive manauement fees which are a key source of revenue, Payment of such
fees is dependent on the continuing validity and enforceability of the relevant management services agreements. If
such agreements are found to be invalid or unenforceable, or are terminated by the counter-party, this could have a
material adverse effect on the business, prospects, financial condition, and operating results.
IJ’ebsite .‘Iccessiblliry
Internet websites are visible by people everywhere, not just in jurisdictions where the activities described therein are
considered legal. As a result, to the extent the Resulting Issuer sells services or products via web-based links
targeting only jurisdictions in which such sales or services are compliant with State law, the Resulting Issuer may
face legal action in otherjuñsdictions which are not the intended object of any of the Resulting Issuer’s marketing
efforts for engaging in any web-based activity that results in sales into such jurisdictions deemed illegal under
applicable laws.
High Bonding and Insurance Coverage
There is a risk that a greater number of State regulatory agencies will begin requiring entities engaged in certain
aspects of the business or industry of legal marijuana to post a bond or significant fees when applying, for example,
for a dispensary license or renewal as a guarantee of payment of sales and franchise tax. The Resulting Issuer is not
able to quantify at this time the potential scope for such bonds or fees in the States in which it currently or may in
the future operate. Any bonds or fees of material amounts could have a negative impact on the ultimate success of
the Resulting Issuer’s business.
The Resulting lssue(s business is subject to a number of risks and hazards generally, including adverse
environmental conditions, accidents, labour disputes and changes in the regulatory environment. Such occurrences
could result in damage to assets, personal injury or death, environmental damage, delays in operations, monetary
losses and possible legal liability.
Although the Resulting Issuer maintains insurance to protect against certain risks in such amounts as it considers to
be reasonable, its insurance does not cover all the potential risks associated with its operations. The Resulting Issuer
may also be unable to maintain insurance to cover these risks at economically feasible premiums. Insurance
coverage may not continue to be available or may not be adequate to cover any resulting liability. Moreover,
insurance against risks such as environmental pollution or other hazards encountered in the operations of the
Resulting Issuer is not generally available on acceptable terms. The Resulting Issuer might also become subject to
liability for pollution or other hazards which may not be insured against or which the Resulting Issuer may elect not
to insure against because of premium costs or other reasons. Losses from these events may cause the Resulting
Issuer to incur significant costs that could have a material adverse effect upon its business, results of operations,
financial condition or prospects.
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kiskc of Leverage

Although the Resulting Issuer will seek to use leverage in connection with its investments in a manner it believes is
prudent, such leverage will increase the exposure of an investment to adverse economic factors such as downturns in
the economy or deterioration in the condition of the investment, lithe Resulting Issuer defaults on unsecured
indebtedness, the terms of the loan may require the Resulting Issuer to repay the principal amount of the loan and
any interest accrued thereon in addition to heavy penalties that may be imposed. Because the Resulting Issuer may
engage in uinancings where several investments are cross-collateralized, multiple investments may be subject to the
risk of loss. As a result, the Resulting Issuer could lose its interest in performing investments in the event such
investments are cross-collateralized with poorly performing or nonperlorming investments.
In addition to leveraging the Resulting Issuer investments, the Resulting Issuer may borrow funds in its own name
for various purposes, and may withhold or apply from distributions amounts necessary to repay such borrowings.
The interest expense and such other costs incurred in connection with such borrowings may not be recovered by
income from investments purchased by the Resulting Issuer. If investments fail to cover the cost of such borrowings,
the value of the investments held by the Resulting Issuer would decrease faster than if there had been no such
borrowings. Additionally, if the investments fail to perform to expectation, the interests of investors in the Resulting
Issuer could be subordinated to such leverage, which will compound any such adverse consequences.
Future Acquisitions or Dispositions

Material acquisitions, dispositions and other strategic transactions involve a number of risks, including: (i) potential
disruption of the Resulting Issuer’s ongoing business; (ii) distraction of management; (iii) the Resulting Issuer may
become more financially leveraged; (iv) the anticipated benefits and cost savings of those transactions may not be
realized fully or at all or may take longer to realize than expected; and (v) loss or reduction of control over certain of
the Resulting Issuer’s assets. Additionally, the Resulting Issuer may issue additional shares which would dilute a
shareholder’s holdings in the Resulting Issuer or indirect holdings in the Company.
The presence of one or more material liabilities of an acquired company that are unknown to the Resulting Issuer at
the time of acquisition could have a material adverse effect on the business, results of operations, prospects and
financial condition of the Resulting Issuer. A strategic transaction may result in a significant change in the nature of
the Resulting Issuer’s business, operations and strategy. In addition, the Resulting Issuer may encounter unforeseen
obstacles or costs in implementing a strategic transaction or integrating any acquired business into the Resulting
Issuer’s operations.
Management of Growth

The Resulting Issuer may be subject to growth-related risks including capacity constraints and pressure on its
internal systems and controls. The ability of the Resulting Issuer 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 Resulting Issuer to deal with this growth may have a material adverse effect on
the Resulting Issuer’s business, financial condition, results of operations or prospects.
Costs of being a Public Company
As a public issuer, the Resulting Issuer is subject to the reporting requirements and rules and regulations under the
applicable Canadian securities laws and rules of any stock exchange on which the Resulting Issuer’s securities may
be listed from time to time. Additional or new regulatory requirements may be adopted in the future. The
requirements of existing and potential future rules and regulations will increase the Resulting Issuer’s legal,
accounting and financial compliance costs, make some activities more difficult, time-consuming or costly and may
also place undue strain on its personnel, systems and resources, which could adversely affect its business and
financial condition.
In particular, the Resulting Issuer is subject to reporting and other obligations under applicable Canadian securities
laws, including National Instrument 52-109 Certjfication of Disclosure in Issuers’ Annual and Interim Filings,
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which requires annual management assessment of the effectiveness of the Resulting Issuer’s internal controls over
financial reporting. Effective internal controls, including financial reporting and disclosure controls and procedures,
are necessary for the Resulting Issuer to provide reliable financial reports, to effectively reduce the risk of fraud and
to operate successfully as a public company. These reporting and other obligations place significant demands on the
Resulting Issuer as well as on the Resulting Issuer’s management, administrative, operational and accounting
resources.
Failure to implement required new or improved controls, or difficulties encountered in their implementation, could
harm the Resulting Issuer’s results of operations or cause it to fail to meet its reporting obligations. If the Resulting
Issuer or its auditors discover a material weakness, the disclosure of that fact, even if quickly remedied, could reduce
the market’s confidence in the Resulting Issuer’s consolidated financial statements and materially adversely affect
the trading price of the Subordinate Voting Shares.
Past Performance Mit Indicative of Future Results
The prior investment and operational performance of the Company is not indicative of the future operating results of
the Resulting Issuer. There can be no assurance that the historical operating results achieved by the Company or its
affiliates will be achieved by the Resulting Issuer, and the Resulling Issuer’s performance may be materially
different.
Financial Projections Mciv Prove Materialir Inaccurate or Incorrect
The Cumleaf or Resulting Issuer financial estimates, projections and other forward-looking information or
statements included in this Listing Statement are based on assumptions of future events that may or may not occur,
which assumptions may not be disclosed in this Listing Statement. Resulting Issuer Shareholders should inquire of
the Resulting Issuer and become familiar with the assumptions underlying any estimates, projections or other
forward-looking information or statements. Projections are inherently subject to varying degrees of uncertainty and
their achievability depends on the timing and probability ofa complex series of future events. There is no assurance
that the assumptions upon which these projections are based will be realized. Actual results may differ materially
from projected results for a number of reasons including increases in operation expenses, changes or shifts in
regulatory rules, undiscovered and unanticipated adverse industry and economic conditions, and unanticipated
competition. Accordingly, the Resulting Issuer Shareholders should not rely on any projections to indicate the actual
results the Resulting Issuer might achieve.
Tax Risks

Tar Risk Related to Controlled Substances
Section 280E of the Code, as amended prohibits businesses from deducting certain expenses associated with
trafficking controlled substances (within the meaning of Schedule I and II of the CSA). The IRS has invoked Section
280E in tax audits against various cannabis businesses in the Lt.S. that are permitted under applicable State laws.
Although the IRS issued a clarification allowing the deduction of certain expenses, the scope of such items is
interpreted very narrowly and the bulk of operating costs and general administrative costs are not permitted to be
deducted. While there are currently several pending cases before various administrative and federal courts
challenging these restrictions, there is no guarantee that these courts will issue an interpretation of Section 280E
favorable to cannabis businesses.
United States Tat Classjficatian of the Resulting Issuer
Although the Resulting Issuer is and will continue to be a Canadian corporation, the Resulting Issuer intends to be
treated as a United States corporation for United States federal income tax purposes under section 7874 of the Code
and is expected to be subject to United States federal income tax on its worldwide income. However, for Canadian
tax purposes, the Resulting Issuer is expected, regardless of any application of section 7874 of the Code, to be
treated as being resident of Canada under the Tax Act. As a result, the Resulting Issuer will be subject to taxation
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both in Canada and the United States which could have a material adverse effect on its financial condition and
results of operations.
It is unlikely that the Resulting Issuer will pay any dividends on the Subordinate Voting Shares in the foreseeable
future. However, dividends received by shareholders who are residents of Canada for purpose of the Tax Act will be
subject to U.S. withholding tax. Any such dividends may not qualify for a reduced rate of withholding tax under the
Canada-United States tax treaty. In addition, a foreign tax credit or a deduction in respect of foreign taxes may not
be available.
Dividends received by U.S. shareholders will not be subject to U.S. withholding tax but will be subject to Canadian
withholding tax. Dividends paid by the Resulting Issuer will be characterized as U.S. source income for purposes of
the foreign tax credit rules under the Code. Accordingly, U.S. shareholders generally will not be able to claim a
credit for any Canadian tax withheld unless, depending on the circumstances, they have an excess foreign tax credit
limitation due to other foreign source income that is subject to a low or zero rate of foreign tax,
Dividends received by shareholders that are neither Canadian nor U.S. shareholders will be subject to US.
withholding tax and will also be subject to Canadian withholding tax. These dividends may not qualify for a reduced
rate of U.S. withholding tax under any income tax treaty otherwise applicable to a shareholder of the Resulting
Issuer, subject to examination of the relevant treaty. These dividends may however qualif’ for a reduced rate of
Canadian withholding tax under any income tax treaty otherwise applicable to a shareholder of the Resulting Issuer,
subject to examination of the relevant treaty.
Because the Subordinate Voting Shares will be treated as shares ofa U.S. domestic corporation, the U.S. gift, estate
and generation-skipping transfer tax rules generally apply to a non-U.S. shareholder of Subordinate Voting Shares.
For more detailed information, please see “Section 25
Income Tar Considerations”.

—

Oilier Material Facts
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Certain United States Federal

EACH SHAREHOLDER SHOULD SEEK TAX ADVICE, BASED ON SUCH SHAREHOLDER’S
PARTICULAR CIRCUMSTANCES. FROM AN INDEPENDENT TAX ADVISOR.
Market and Economy Risks

Economic Environment
The Resulting Issuers operations could also be affected by the economic context should the unemployment level,
interest rates or inflation reach levels that influence consumer trends and consequently, impact the Resulting Issuer’s
sales and profitability. As well, general demand for banking services and alternative banking or financial services
cannot be predicted and future prospects of such areas might be different from those predicted by the Resulting
Issuer’s management.
Cu rren c; Flit ctuations
Due to the Resulting Issuer’s present operations in the United States, and its intention to continue future operations
outside Canada, the Resulting Issuer is expected to be exposed to significant currency fluctuations. Recent events in
the global financial markets have been coupled with increased volatility in the currency markets. All or substantially
all of the Resulting Issuer’s revenue will be earned in US dollars, but a portion of its operating expenses are incurred
in Canadian dollars. Fluctuations in the exchange rate between the US dollar and the Canadian dollar may have a
material adverse effect on the Resulting Issuer’s business, financial position or results of operations.
Market Price Volatility Risks
The market price of the Subordinate Voting Shares may be subject to wide fluctuations in response to many factors,
including variations in the operating results of the Resulting Issuer, divergence in financial results from analysts’
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expectations, changes in earnings estimates by stock market analysts, changes in the business prospects for the
Resulting Issuer, general economic conditions, legislative changes, and other events and factors outside of the
Resulting Issuer’s control. In addition, stock markets have from time to time experienced extreme price and volume
fluctuations, which, as well as general economic and political conditions, could adversely affect the market price for
the Subordinate Voting Shares.
Sales by Existing Shareholders
Sales of a substantial number of Subordinate Voting Shares in the public market could occur at any time. These
sales, or the market perception that the holders of a large number of Subordinate Voting Shares intend to sell could
reduce the market price of the Subordinate Voting Shares. If this occurs and continues, it could impair the Resulting
Issuer’s ability to raise additional capital through the sale of Subordinate Voting Shares.
L bnitcd Marketfar Securities

Notwithstanding that the Subordinate Voting Shares are listed on the CSE, there can be no assurance that an active
and liquid market for the Subordinate Voting Shares will develop or be maintained and a Resulting Issuer
securityholder may find it difficult to resell any securities of lhe Resulting Issuer.
Global Financial Conditions

Following the onset of the credit crisis in 2007-2008, global financial conditions were characterized by extreme
volatility and several major financial institutions either went into bankruptcy or were rescued by governmental
authorities. While global financial conditions subsequently stabilized, there remains considerable risk in the system
given the extraordinary measures adopted by government authorities to achieve that stability. Global financial
conditions could suddenly and rapidly destabilize in response to future economic shocks, as government authorities
may have limited resources to respond to future crises.
Future economic shocks may be precipitated by a number of causes, including a rise in the price of oil, geopolitical
instability and natural disasters. Any sudden or rapid destabilization of global economic conditions could impact the
Resulting Issuer’s ability to obtain equity or debt financing in the future on terms favourable to the Resulting Issuer.
Additionally, any such occurrence could cause decreases in asset values that are deemed to be other than temporary’.
which may result in impairment losses. Further, in such an event, the Resulting Issuer’s operations and financial
condition could be adversely impacted.
Furthermore, general market, political and economic conditions, including, for example. inflation, interest and
currency exchange rates, structural changes in the cannabis industn’, supply and demand for commodities, political
developments, legislative or regulatory changes, social or labour unrest and stock market trends will affect the
Resulting Issuer’s operating environment and its operating costs, profit margins and share price. Any negative
events in the global economy could have a material adverse effect on the Resulting Issuer’s business, financial
condition, results of operations or prospects.
19. PROMOTERs

No person or company has been within the two years immediately preceding the date of this Listing Statement,
a promoter of the Resulting Issuer.
20. LEGAL PROCEEDINGS
Legal Proceedings
To the Resulting Issuer’s knowledge, there are no legal proceedings or regulatory’ actions material to the Resulting
Issuer to which it is a party, or has been a party to, or of which any of its property is or was the subject matter of,
and no such proceedings or actions are known by the Resulting Issuer to be contemplated.
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There have been no penalties or sanctions imposed against the Resulting Issuer by a court or regulatory authority.
and the Resulting Issuer has not entered into any settlement agreements before any court relating to provincial or
territorial securities legislation or with any securities regulatory authority, in the three years prior to the date of this
Listinu Statement.
Regulatory Actions
The Resulting Issuer is not subject to: (i) any penalties or sanctions imposed by a court relating to provincial and
territorial securities legislation or by a securities regulatory authority within three years immediately preceding the
date of this Listing Statement; (ii) any other penalties or sanctions imposed by a coon or regulatory body against the
Resulting Issuer that are necessary to contain full, true and plain disclosure of all material facts relating to the
securities being listed. The Resulting Issuer has not entered into any settlement agreements before a court relating
to provincial and territorial securities legislation or with a securities regulatorv authority within the three years
immediately preceding the date of this Listing Statement.
21. INTEREST OF MANAGEMENT AND OTHERS IN MATERIAL TRANSACTIONS

Other than as disclosed below and elsewhere in this Listing Statement, no director, executive officer or shareholder
that beneficially owns, or controls or directs, directly or indirectly, more than 10% of any class or series of the
outstanding voting securities of the Resulting Issuer, or any associate or affiliate of any of the foregoing has any
material interest, direct or indirect, in any transaction within the three years before the date of this Listing Statement,
or in any proposed transaction, which has materially affected or is reasonably expected to materially alfect the
Resulting Issuer or a subsidiary of the Resulting Issuer.
Companies affiliated with Mr. Boris Jordan, a Principal Shareholder and Executive Chairman of the Resulting
Issuer, have provided consulting services to the Company related to financial analysis, business planning, recruiting,
logistical support and other matters. Consulting fees and expense reimbursement paid by the Company for such
services were $95,464, $522,222 and $2,001,299 in 2016, 2017 and 2018 to date. The fees for such services were
established on an arm’s-length basis.
22. AUDITORS, TRANSFER AGENTS AND REGISTRARS
The auditor of the Resulting Issuer is DMCL Certified Public Accountants LLP and the transfer agent and registrar
for the Subordinate Voting Shares is Odyssey Trust Company at its principal offices in Calgary, Alberta and
Vancouver, British Columbia.
23. MATERIAL CONTRACTS
During the course of the two years prior to the date of the Listing Statement, the Resulting Issuer and its
subsidiaries have entered into the following material contracts, other than contracts entered into in the
ordinan’ course of business:
•

the Transaction Agreement; and

•

the financing agreement relating to the Cetus Senior Debt.
2$. INTEREST OF EXPERTS

No person or company whose profession or business gives authority to a statement made by the person or company
and who is named as having prepared or certified a pafl of this Listing Statement or as having prepared or certified a
report or valuation described or included in this Listing Statement holds any beneficial interest, direct or indirect, in
any securities or property of the Resulting Issuer or of an Associate or Affiliate of the Resulting Issuer and no
such person is expected to be elected, appointed or employed as a director, senior officer or employee of the
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Resulting Issuer or of an Associate or Affiliate of the Resulting Issuer and no such person is a promoter of the
Resulting Issuer or an Associate or Affiliate of the Resulting Issuer.
PKF Certified Public Accountants has performed the audit in respect of the audited financial statements of Curaleaf
as at and for the year ended December31, 2017. PKF Certified Public Accountants and its partners and associates
beneficially own, directly or indirectly, in the aggregate. less than 1% of the outstanding shares of the Company.

2$. OTHER MATERIAL FACTS
Certain United Stales Federal Income TaN Considerations
The followinc discussion is a summary of the material U.S. federal income tax considerations for U.S. Holders and
Non-U.S. Holders (each as defined below) relating to the ownership and disposition of Subordinate Voting Shares.
but does not purport to be a complete analysis of all potential tax matters for consideration. The effects of tax laws,
including by way of example only certain U.S. estate and gift tax laws, and any applicable State, local or
non-U.S. tax laws are not discussed. This discussion is based on the Code, Treasury Regulations promulgated
thereunder, judicial decisions, and published rulings and administrative pronouncements of the IRS, in each instance
in effect as of the date hereof. These authorities may change or be subject to differing interprelations. Any such
change or differing interpretation may be applied retroactively in a manner that could adversely affect a holder of
Subordinate Voting Shares. The Resulting Issuer has not sought and will not seek any rulings from the IRS, or an
opinion from legal counsel, regarding the matters discussed below. There can be no assurance the IRS or a court will
not take a contrary position to that discussed below regarding the tax consequences of the purchase, ownership and
disposition of Subordinate Voting Shares.
This discussion is limited to U.S. Holders and Non-U.S. Holders that hold Subordinate Voting Shares after giving
effect to the Business Combination and that hold Subordinate Voting Shares as a “capital asset” within the meaning
of Section 1221 of the Code (generally, property held for investment). This discussion does not address all
U.S. federal income tax consequences relevant to a holder’s particular circumstances, including the impact of the
Medicare contribution tax on net investment income. In addition, it does not address consequences relevant to
holders subject to special rules, including, without limitation holders who, or which, are:
•

U.S. expatriates, former citizens of the U.S., or former long-term residents of the US.;

•

subject to the alternative minimum tax or the tax on net investment income;

•

holding Subordinate Voting Shares as pan of a hedge, straddle, or as part of a conversion
transaction or other integrated investment or risk reduction strategy or transaction;

•

banks, insurance companies, and other financial institutions;

•

brokers, dealers or traders in securities or foreign currencies. or that use the
mark-to-market method of accounting for U.S. federal income tax purposes;

•

“controlled foreign corporations,” “passive foreign investment companies,” or
corporations that accumulate earnings to avoid, or which has the result of avoiding,
U.S. federal income tax;

•

partnerships or other entities or arrangements treated as partnerships for U.S. federal
income mx purposes (and investors therein);

•

tax-exempt organizations or governmental organizations;

•

deemed to sell Subordinate Voting Shares under the constructive sale provisions of
the Code;
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are required to accelerate the recognition of any item of gross income with respect to
Subordinate Voting Shares as a result of such income being recognized on an applicable
financial statement;
•

persons who hold or receive Subordinate Voting Shares pursuant to the exercise of any
employee stock option or otherwise as compensation: and

•

tax-qualified retirement plans.

If an entity treated as a partnership for U.S. federal income tax purposes holds Subordinate Voting Shares, the tax
treatment of a partner in such partnership generally will depend on the status of the partner, the activities of the
entity treated as a partnership for U.S. Federal income tax purposes, and certain determinations made at the partner
level. Accordingly, entities treated as partnerships holding Subordinate Voting Shares and the partners in such
entities should consult their own tax advisors regarding the U.S. federal income tax consequences to them.
THIS DISCUSSION IS FOR INFORMATIONAL PURPOSES ONLY AND IS NOT TAX ADVICE. RESULTING
ISSUER SHAREHOLDERS SHOULD CONSULT THEIR OWN TAX ADVISORS VITH RESPECT TO THE
APPLICATION OF THE U.S. FEDERAL INCOME TAX LAWS TO THEIR PARTICULAR SITUATIONS AS
WELL AS ANY TAX CONSEQUENCES OF THE PURCHASE, OWNERSHIP AND DISPOSITION OF
SUBORDINATE VOTING SHARES ARISING UNDER THE U.S. FEDERAL ESTATE OR GIFT TAX LAWS
OR UNDER THE LAWS OF ANY STATE, LOCAL OR NON-U.S. TAXING JURISDICTION OR UNDER ANY
APPLICABLE INCOME TAX TREATY.
Definition of a U.S. Holder
For purposes of this discussion, a “U.S. Holder” is any beneficial owner of Subordinate Voting Shares after giving
effect to the Business Combination that is, for U.S. federal income tax purposes:
•

an individual who is a U.S. resident (discussed below) or U.S. citizen;

•

a corporation, including any entity treated as a corporation for U.S. federal income tax
purposes, created or organized in or under the laws of the U.S., any State within the U.S.
or the District of Columbia;

•

an estate the income of which is subject to U.S. federal income tax regardless of its
source; or

•

a trust that either (1) is subject to the primary supervision of a U.S. court and the control
of one or more “United States persons” (within the meaning of Section 7701(a)(30) of the
Code), or (2) has a valid election in effect to be treated as a United States person for
U.S. federal income tax purposes.

With respect to the first bullet point above, an individual is generally treated as a resident of the U.S. in any calendar
year for U.S. federal income tax purposes if the individual either (i) is the holder of a green card, generally during
any point of such year, or (ii) is present in the U.S. for at least 31 days in that calendar year, and for an aggregate of
at least 183 days during the three-year period ending on the last day of the current calendar year. For purposes of the
183-day calculation (often referred to as the Substantial Presence Test), all of the days present in the U.S. during the
current year, one-third of the days present in the L’.S. during the immediately preceding year. and one-sixth of the
days present in the second preceding year are counted. Residents are generally treated for U.S. Federal income tax
purposes as if they were U.S. citizens.
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Tax Classification as a U.S. Domestic Corporation
As a result of the Business Combination, pursuant to Section 7874(b) of the Code and the Treasury Regulations
promulgated thereunder, notwithstanding that the Resulting Issuer is organized under the provisions of the BCBCA,
solely for U.S. federal income tax purposes, it is anticipated that the Resulting Issuer will be treated as a
U.S. domestic corporation.
The Resulting Issuer anticipates that it will experience a number of significant and complicated U.S. federal income
tax consequences as a result of being treated as a U.S. domestic corporation for U.S. federal income tax purposes,
and this summary does not attempt to describe all such U.S. federal income tax consequences. Section 7874 of the
Code and the Treasury Regulations promulgated thereunder do not address all the possible tax consequences that
arise from the Resulting Issuer being treated as a U.S. domestic corporation for U.S. federal income tax purposes.
Accordingly, there may be additional or unforeseen U.S. federal income tax consequences to the Resulting Issuer
that are not discussed in this summary.
Generally, the Resulting Issuer will be subject to L’S. federal income tax on its worldwide taxable income
(regardless of whether such income is U.S. source’S or “foreign source”) and will be required to file a U.S. federal
income tax return annually with the IRS. The Resulting Issuer anticipates that it will also be subject to tax in
Canada. It is unclear how the foreign tax credit rules under the Code will operate in certain circumstances, given the
treatment of the Resulting Issuer as a U.S. domestic corporation for U.S. federal income tax purposes and the
taxation of the Resulting Issuer in Canada. Accordingly, it is possible that the Resulting Issuer will be subject to
double taxation with respect to all or part of its taxable income. It is anticipated that such U.S. and Canadian tax
treatment will continue indefinitely and that the Subordinate Voting Shares will be treated indefinitely as shares in a
U.S. domestic corporation for U.S. federal income tax purposes, notwithstanding future transfers. The remainder of
this summary assumes that the Resulting Issuer will be treated as a U.S. domestic corporation for U.S. federal
income tax purposes.
Tax Considerations for U.S. Holders
Distributions
Distributions of cash or property on Subordinate ‘oting Shares will constitute dividends for U.S. federal income tax
purposes to the extent paid from the Resultinu Issuer’s current or accumulated earnings and profits, as determined
under U.S. federal income tax principles. Dividends will generally be taxable to a non-corporate U.S. Holder at the
preferential rates applicable to long-term capital gains, provided that such holder meets certain holding period and
other requirements. Distributions in excess thereof will first constitute a return of capital and be applied against and
reduce a U.S. Holder’s adjusted tax basis in its Subordinate Voting Shares, but not below zero, and thereafter be
treated as capital gain and will be treated as described under
Sale or Oilier Tarable Disposition” below.
Dividends received by corporate U.S. Holders may be eligible for a dividends received deduction, subject to certain
restrictions relating to. among others, the corporate U.S. Holder’s taxable income, holding period and
debt financing.
Sale or Other Taxable Disposition
Upon the sale or other taxable disposition of Subordinate Voting Shares, a U.S. Holder will generally recognize
capital gain or loss equal to the difference between (i) the amount realized by such U.S. Holder in connection with
such sale or other taxable disposition, and (ii) such U.S. Holder’s adjusted tax basis in such stock. Such capital gain
or loss will generally be long-term capital gain or loss if the U.S. Holder’s holding period respecting such stock is
more than twelve months. U.S. Holders who are individuals are eligible for preferential rates of taxation respecting
their long-term capital gains. Deductions for capital losses are subject to limitations.
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Foreign Tax Credit Limitations
Because it is anticipated that the Resulting Issuer will be subject to tax both as a U.S. domestic corporation and as a
Canadian corporation, a U.S. Holder may pay, through withholding, Canadian tax, as well as U.S. federal income
tax, with respect to dividends paid on its Subordinate Voting Shares. For U.S. federal income tax purposes, a
U.S. Holder may elect for any taxable year to receive either a credit or a deduction for all foreign income taxes paid
by the holder during the year. Complex limitations apply to the foreign tax credit, including a general limitation that
the credit cannot exceed the proportionate share of a taxpayer’s U.S. federal income tax that the taxpayer’s foreign
source taxable income bears to the taxpayer’s worldwide taxable income. In applying this limitation, items of
income and deduction must be classified, under complex rules, as either foreign source or U.S. source. The status of
the Resulting Issuer as a U.S. domestic corporation for U-S. federal income tax purposes will cause dividends paid
by the Resulting Issuer to be treated as U.S. source rather than foreign source for this purpose. As a result, a foreign
tax credit may be unavailable for any Canadian tax paid on dividends received from the Resulting Issuer. Similarly,
to the extent a sale or disposition of the Subordinate Voting Shares by a U.S. Holder results in Canadian tax payable
by the Lt.S. Holder (for example, because the Subordinate Voting Shares constitute taxable Canadian property
within the meaning of the Tax Act), a U.S. foreign tax credit may be unavailable to the U.S. Holder for such
Canadian tax. In each case, however, the Lt.S. Holder should be able to take a deduction for the U.S. Holder’s
Canadian tax paid, provided that the U.S. Holder has not elected to credit other foreign taxes during the same
taxable year.
The foreign tax credit rules are complex, and each U.S. Holder should consult its own tax advisors regarding
these rules.
Foreign Currency
The amount of any distribution paid to a U.S. Holder in foreign currency, or the amount of proceeds paid in foreign
currency on the sale, exchange or other taxable disposition of Subordinate Voting Shares, generally will be equal to
the U.S. dollar value of such foreign currency based on the exchange rate applicable on the date of receipt
(regardless of whether such foreign currency is converted into U.S. dollars at that time). A U.S. Holder will have a
basis in the foreign currency equal to its U.S. dollar value on the date of receipt. Any U.S. Holder who converts or
otherwise disposes of the foreign currency after the date of receipt may have a foreign currency exchange gain or
loss that would be treated as ordinary income or loss, and generally will be U.S. source income or loss for foreign
tax credit purposes. Different rules apply to U.S. Holders who use the accrual method of tax accounting. Each
U.S. Holder should consult its own U.S. tax advisors regarding the U.S. federal income tax consequences of
receiving, owning, and disposing of foreign currency.
Information Reporting and Backup Withholding
U.S. backup withholding (currently at a rate of 24%) is imposed upon certain payments to persons that fail (or are
unable) to furnish the information required pursuant to U.S. information reporting requirements. Distributions to
U.S. Holders will generally be exempt from backup withholding, provided the U.S. Holder meets applicable
certification requirements, including providing a U.S. taxpayer identification number on a properly completed IRS
Form W-9. or otherwise establishes an exemption. The Resulting Issuer must report annually to the IRS and to each
U.S. Holder the amount of distributions and dividends paid to that U.S. Holder and the proceeds from the sale or
other disposition of Subordinate Voting Shares, unless such U.S. Holder is an exempt recipient.
Backup withholding does not represent an additional tax. Any amounts withheld from a payment to a U.S. Holder
under the backup withholding rules will generally be allowed as a credit against such U.S. Holder’s Lt.S. federal
income tax liability, and may entitle such U.S. Holder to a refund, provided the required information and returns are
timely furnished by such U.S. Holder to the IRS.
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Tax Considerations for Non-U.S. Holders
Definition of a Non-U.S. Holder
For purposes of this discussion, a “Non-U.S. Holder” is any beneficial owner of Subordinate Voting Shares after
givintt effect to the Business Combination that is neither a “U.S. Holder” nor an entity treated as a partnership for
U.S. federal income tax purposes.
Distributions
Distributions of cash or property on Subordinate Voting Shares will constitute dividends for U.S. federal income tax
purposes to the extent paid from the Resulting Issuer’s current or accumulated earnings and profits, as determined
under U.S. federal income tax principles. Distributions in excess thereof will first constitute a return of capital and
be applied against and reduce a Non-U.S. Holder’s adjusted tax basis in its Subordinate Voting Shares, but not
below zero, and thereafter be treated as capital gain and will be treated as described under
Sale or Other Taxable
Disposition” below.
“—

Subject to the discussions under— information Reporting and Backup JJ?thholding” and under
Fl TC’l” below.
any dividend paid to a Non-U.S. Holder of Subordinate Voting Shares that is not effectively connected with the
Non-U.S. Holder’s conduct oft trade or business within the U.S. will be subject to U.S. federal withholding tax at a
rate of 30%. or such lower rate as may be specified under an applicable income tax treaty. In order to receive a
reduced Ireaty rate, a Non-U.S. Holder must provide its financial intermediary’ with an IRS Form W-8BEN or IRS
Form V-8BEN-E, as applicable (or an appropriate successor form), properly certifying such holder’s eligibility for
the reduced rate. If a Non-U.S. Holder holds Subordinate Voting Shares through a financial institution or other agent
acting on the Non-U.S. Holder’s behalf, the Non-U.S. Holder will be required to provide appropriate documentation
to such agent, and the Non-U.S. Holder’s agent will then be required to provide such (or a similar) certification to
us, either directly or through other intermediaries. A Non-U.S. Holder that does not timely furnish the required
certification, but that qualifies for a reduced treaty rate, may obtain a refund of any excess amounts withheld by
timely filing an appropriate claim for refund with the IRS. Non-U.S. Holders should consult their own tax advisors
regarding their entitlement to benefits under any applicable income tax treaty.
“—

Dividends paid to a Non-U.S. Holder that are effectively connected with the Non-U.S. Holder’s conduct of a trade
or business in the U.S. (or, if required by an applicable income tax treaty, are attributable to a U.S. permanent
establishment, or fixed base, of the Non-U.S. Holder) generally will be exempt from the withholding tax described
above and instead will be subject to U.S. federal income tax on a net income basis at the regular graduated
U.S. federal income tax rates in the same manner as if the Non-U.S. Holder were a U.S. person. In such case, the
Resulting Issuer will not have to withhold U.S. federal tax so long as the Non-U.S. Holder timely complies with the
applicable certification and disclosure requirements. In order to obtain this exemption from withholding tax, a
Non-U.S. Holder must provide its financial intermediary with an IRS Form W-8ECI properly certifying its
eligibility for such exemption. Any such effectively connected dividends received by a corporate Non-U.S. Holder
may be subject to an additional “branch profits tax’ at a rate of 30% (or such lower rate as may be specified by an
applicable income tax treaty), as adjusted for certain items. Non-U.S. Holders should consult their own tax advisors
regarding any applicable tax treaties that may provide for different rules.
Sale or Other Taxable Disposition
Subject to the discussions under
information Reporting and Backup JJ’ithholding” and under
F-ITQA” below,
any gain realized on the sale or other disposition of Subordinate Voting Shares by a Non-U.S. Holder generally will
not be subject to U.S. federal income tax unless:
‘—

the gain is effectively connected with the Non-U.S. Holder’s conduct of a trade or
business in the U.S. (or, if required by an applicable income tax treaty, is attributable to a
U.S. permanent establishment, or fixed base, of the Non-U.S. Holder);
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the Non-U.S. Holder is an individual who is present in the United States for 183 days or
more in the taxable yearof disposition, and certain other conditions are met; or
•

the rules of the Foreign Investment in Real Property Tax Act of 1980 (“FIRPTA”) apply
to treat the gain as effectively connecied with a U.S. trade or business.

A Non-U.S. Holder who has gain that is described in the first bullet point immediately above will be subject to
U.S. federal income tax on the gain derived from the sale or other disposition pursuant to regular graduated
U.S. federal income tax rates in the same manner as if it were a U.S. person. In addition, a corporate
Non-U.S. Holder described in the first bullet point immediately above may be subject to the branch profits tax equal
to 30% of its effectively connected earnings and profits (or at such lower rate as may be specified by an applicable
income tax treaty), as adjusted for certain items.
A Non-L’.S. Holder who meets the requirements described in the second bullet point immediately above will be
subject to a flat 30% tax (or a lower tax rate specified by an applicable tax treaty) on the gain derived from the sale
or other disposition, which gain may be offset by certain U.S. source capital losses (even though the individual is not
considered a resident of the L1.S,). provided the Non-U.S. Holder has timely Filed U.S. federal income tax returns
with respect to such losses.
With respect to the third bullet point above, pursuant to FIRPTA, in general, a Non-U.S. Holder is subject to
U.S. federal income tax in the same manner as a U.S. Holder on any gain realized on the sale or other disposition of
a “U.S. real property interest” (“USRPI”). For purposes of these rules, a USRPI generally includes stock in a
U.S. corporation (like Subordinate Voting Shares) assuming the U.S. corporation’s interests in U.S. real property
constitute 50% or more, by value, of the sum of the U.S. corporation’s (i) assets used in a trade or business,
(ii) U.S. real property interests, and (iii) interests in real property outside of the U.S. A U.S. corporation whose
interests in U.S. real property constitute 50% or more, by value, of the sum of such assets is commonly referred to as
a U.S. real property holding corporation (“USRPHC”). The Resulting Issuer is not, and does not anticipate
becoming as a result of the Business Combination, a USRPHC.
Information Reporting and Backup Vithholding
With respect to distributions and dividends on Subordinate Voting Shares, the Resulting Issuer must report annually
to the IRS and to each Non-U.S. Holder the amount of distributions and dividends paid to such Non-U.S. Holder and
any tax withheld with respect to such distributions and dividends, regardless of whether withholding was required
with respect thereto. Copies of the information returns reporting such dividends and distributions and withholding
also may be made available to the tax authorities in the country in which the Non-U.S. Holder resides or is
established under the provisions of an applicable income tax treaty, tax information exchange agreement or other
arrangement. A Non-Lt.S. Holder will be subject to backup withholding for dividends and distributions paid to such
Non-L’.S. Holder unless either (i) such Non-U.S. Holder certifies under penalty of perjury that it is not a U.S. person
(as defined in the Code), which certification is generally satisfied by providing a properly executed IRS
Form W-BBEN, IRS Form V-8BEN-E. or IRS Form V-8ECl (or appropriate successor form), and the payor does
not have actual knowledge or reason to know that such holder is a U.S. person, or (ii) such Non-U.S. Holder
otherwise establishes an exemption.
With respect to sales or other dispositions of Subordinate Voting Shares, information reporting and, depending on
the circumstances, backup withholding will apply to the proceeds of a sale or other disposition of Subordinate
Voting Shares within the U.S. or conducted through certain U.S-related financial intermediaries, unless either
(i) such Non-U.S. Holder certifies under penalty of perjury that it is not a U.S. person (as defined in the Code),
which certification is generally satisfied by providing a properly executed IRS Form W-8BEN. IRS
Form W-8BEN-E, or IRS Form V-8ECI (or appropriate successor form), and the payor does not have actual
knowledge or reason to know that such holder is a U.S. person, or (ii) such Non-U.S. Holder otherwise establishes
an exemption.
Whether with respect to distributions and dividends, or the sale or other disposition of Subordinate Voting Shares,
backup withholding is not an additional tax. Any amounts withheld under the backup withholding rules may be
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allowed as a refund or a credit against a Non-U.S. Holder’s U.S. federal income tax liability, if any, provided the
required information is timely furnished to the IRS.
FATCA
Vithholding taxes may be imposed pursuant to FATCA (Sections 1471 through 1474 of the Code) on certain types
of payments made to non-U.S. financial institutions and certain other non-U.S. entities. Specifically, except as
discussed below, a 30% withholding ta may be imposed on dividends on, or gross proceeds from the sale or other
disposition (including certain distributions treated as a sale or other disposition) of. Subordinate Voting Shares paid
to a “foreign financial institution” or a “non-financial foreign entity” (each as defined in the Code).
Such 30% FATCA withholding will not apply to a foreign financial institution if such institution undertakes certain
diligence and reporting obligations, or otherwise qualities for an exemption from these rules. The diligence and
reporting obligations include, among others, entering into an agreement with the U.S. Department of Treasury
pursuant to which the foreign financial institution must (i) undertake to identify accounts held by certain “specified
United States persons” or “United States-owned foreign entities” (each as defined in the Code). (ii) annually report
certain information about such accounts, and (iii) withhold 30% on certain payments to non-compliant foreign
financial institutions and certain other account holders. Foreign financial institutions located in jurisdictions that
have an intergovernmental agreement with the Lt.S. governing FATCA may be subject to different rules.
The 30% FATCA withholding will not apply to a non-financial foreign entity which either certifies that it does not
have any “substantial United States owners” (as defined in the Code), furnishes identifying information regarding
each substantial United States owner, or otherwise qualifies for an exemption from these rules.
Under the applicable Treasury Regulations and administrative guidance, withholding under FATCA (i) generally
applies currently to payments of dividends on Subordinate Voting Shares, and (ü) will apply to payments of gross
proceeds from the sale or other disposition of such stock (including certain distributions treated as a sale or other
disposition) on or after January I, 2019.
26. FINANCIAL STATEMENTS
Please see attached the following financial statements:
•

the audited consolidated financial statements of Curaleaf as of and for the years ended December
31,2017 and 2016, and related notes thereto attached hereto as Schedule “C”;

•

the unaudited condensed interim financial statements of Curaleaf as of and for the three and six
month period ended June 30, 2018 and 2017, and related notes thereto attached hereto as Schedule

the audited financial statements of LVI for the years ended December31, 2017, 2016 and 2015,
and related notes thereto attached hereto as Schedule “F’; and
the unaudited condensed interim financial statements of LVI as of and for the three and six month
period ended June 30, 2018 and 2017, and related notes thereto attached hereto as Schedule “F”.
pro-forma financial statements of Curaleaf as of and for June 30,2018 attached hereto as Schedule
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Certificate of Issuer
Pursuant to a resolution duly passed by its Board of Directors, Curaleaf Holdings, Inc., hereby applies for the listing
of the above mentioned securities on the Exchange. The foregoing contains full, true and plain disclosure of all
material information relating to Curaleaf Holdings, Inc. It contains no untrue statement of a material fact and does
not omit to state a material fact that is required to be stated or that is necessary to prevent a statement that is made
from being false or misleading in light of the circumstances in which it was made.
Dated this 26th day of October, 2018.
(s) Joseph Lusardi

i’s,) Jonathan Poacher

Joseph Lusardi
President and Chief Executive Officer

Jonathan Faucher
Chief Financial Officer, Executive Vice President of
Finance, Treasurer and Corporate Secretary

i’s,) Boris Jordan

i’s) Steven Patierno

Boris Jordan
Director

Steven Patierno
Director

Schedule A

—

Summary of the Transactions

The principal steps of the Business Combination pursuant to which a reverse takeover of LVI by the security holders
of Curaleaf and the listing for trading of the Subordinate Voting Shares on the CSE will be effected, are as follows:
(i)

CuraleafFinCo will complete the SR Offering for gross proceeds of $398,745,543;

(ii)

LVI will complete the Name Change and the Share Terms Amendment;

(iii)

prior to the Merger, and in consideration for Gociter Holdings Ltd’s agreement to
terminate control rights it holds under Curalears shareholder agreement, Curaleaf shall
make a cash payment to Gociter Holdings Ltd. in an amount which shall be agreed to by
Curaleaf and Gociter Holdings Ltd.;

(iv)

prior to the Merger, Gociter Holdings Ltd. shall contribute to LVI all shares of Curaleaf
common stock held by Gociter Holdings Ltd. together with a cash payment in an amount
which shall be agreed to by LVI and Gociter Holdings Ltd in consideration for the
issuance of Multiple Voting Shares to Gociter Holdings Ltd.;

(v)

Curaleaf and LVI USCo will enter into a merger agreement in respect of the Merger
between Curaleaf and LVI USCo to be effected in accordance with the applicable laws in
the State of Delaware. Pursuant to the Merger, Subordinate Voting Shares will be issued
to all Curaleaf shareholders, and Curaleaf will continue as the surviving corporation and
as a wholly-owned subsidiary of LVI governed by the laws of the State of Delaware;

(vi)

the Subscription Receipts will be exchanged for their underlying Curaleaf FinCo Shares,
the Escrowed Funds will be released from escrow to CuraleafFinCo, the former holders
of Subscription Receipts (as holders of Curaleaf FinCo Shares) will exchange their
CuraleafFinCo Shares for Subordinate Voting Shares, following which all such Curaleaf
FinCo Shares shall be cancelled;

(vii)

CuraleafFinCo will amalgamate with and into LVI SubCo, a corporation to be formed by
LVI pursuant to the provisions of the laws of the Province of British Columbia to form
Amalco, which will be wholly-owned by LVI, and each LVI SubCo Share will be
exchanged for one Amalco Share, following which all such LVI SubCo Shares shall be
cancelled;

(viii)

Amalco will issue to LVI one Amalco Share for each Subordinate Voting Share issued;

(ix)

Amalco will become a wholly-owned subsidiary of LVI;

(x)

Amalco will be wound up into LVI and the assets of Amalco (which will consist of the
proceeds from the SR Offering net of expenses) will be transferred to LVI; and

(xi)

the Resulting Issuer will issue Subordinate Voting Shares for an aggregate value of
$30,000,000 in connection with the Florida Minority Buy-Out, $28,200,000 in
connection with the Massachusetts Minority Buy-Out, $525,650 in connection with the
Oregon Minority Buy-Out and $41,747,316 in connection with the Connecticut Minority
Buy-Out.
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Schedule B
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Annual and Interim MD&A ofCuralcaf

(See attached)
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS FOR THE YEAR ENDED DECEMBER 31, 2017 AND
THE THREE MONTHS ENDED MARCH 31, 2018
(Amounis in thousands, except share and per share amounis)

This management discussion and analysis (‘‘MD&A “) of the financial condition and results of operations
of Pa/ha Tech, Inc. (the “Company” or “PalliaTech “) is for the years ended Decenther 31, 2017 and
2016 and for the three months ended March 31, 2018 and 2017. It is supplemental to, and should be read
in conjunction t’ith, the Company’s audited consolidated financial statements and the acconzpanving
notes for the years ended Decenther 31, 2018 and 2017 mid the Company’s condensed unaudited interim
consolidated financial statements and the accompanying notes for the three months ended March 31,
2018 and 2017. The Company ‘sfinmicial statements are prepared in accordance with International
Financial Reporting Standards (“IFRS”). Financial information presented in this MD&l is presented in
United States dollars (“$“ or “US$”), unless othenvise indicated.
TIns MD&A has bee,, prepared by reference to the MD&A disclosure requirements established under
National Instrument 51—102 Continuous Disclosure Obligations of the Canadian Securities
A thnin Lctrators.
—

This MD&4 contains certain “font’ard-looking statements” and certain “fonvanl-looking information’
as defined under applicable United States securities laws and &inadian securities loLl’s. Please refer to
the discussion offoniard—looking statements and information set ott t under tile heading “Catrtionan’
Note Regarding Fonlard- Looking Information located at the beginning of this Listing Statement. As a
result of many factors, the Company’s actual results may differ materially from those anticipated in these
font’ard-looking statements and information.
“,

OVERVIEW OF THE COMPANY
The Company is comprised of the following companies: PalliaTech Pd, LLC, PalliaTech AZ, Inc.,
PalliaTech Maine, Inc., PalliaTech Mass, Inc. PalliaTech MA, Inc., PalliaTech OR, LLC, CuraLeaf Ohio,
Inc., PalliaTech Processing Inc., PalliaTech Nevada, Inc., PalliaTech NY Holdings, Inc., PalliaTech MD
Processing, LLC, PalliaTech Maryland, LLC, PalliaTech CT, Inc., PalliaTech PA, LLC, Focused
Investment Partners. LLC and PalliaTech Florida, Inc.
PalliaTech is a leading vertically integrated medical and wellness cannabis operator in the United States,
Headquartered in Wakefield, Massachusetts, the Company is located in ten States and operates twentythree dispensaries, ten cultivation sites and nine processing sites with a focus on highly populated, limited
license States, including New York, New Jersey, Florida and Massachusetts. The Company leverages its
extensive research and development capabilities to distribute cannabis products with the highest standard
for safety, effectiveness, consistent quality and customer care. The Company is committed to being the
industry’s leading resource in education and advancement through research and advocacy.
The Company was one of the first professionally managed companies to enter the U.S. legal cannabis
industry, which is one of the fastest growing industries in the U.S. and still in its early stages of maturity.
Formed in 2010, the Company began as a medical device company, and was the first to develop and
patent a medical cannabis vaporizing unit capable of delivering single metered doses of cannabis
medicine to patients. The device adhered to exacting FDA standards and was the first known means of
administering medical cannabis in a clinical setting.

Presently, the Company is a diversified holding company dedicated to delivering market-leading products
and services in legal cannabis cultivation, formulation, manufacturing and retail (dispensary). Through its
team of physicians, pharmacists, medical experts and industry visionaries, the Company has developed
Curaleaf, a premier branded cannabis-based therapeutic offering, delivering premium quality medical
cannabis in multiple product formats to patients through its network of branded retail dispensaries.
PalliaTech’s Florida operations are the first in the cannabis industry to receive the Safe Quality Food
certification under the Global Food Safety Initiative, setting a new standard of excellence.
In order to achieve its strategy, the Company has completed several acquisitions since its formation. The
Company expects to continue to actively pursue other acquisition, disposition and investment
opportunities in the future.
Company Performance and Objectives
The Company plans to continue growth of its operations via expansion in three dimensions: acquiring
licenses in limited license markets, increasing presence in current markets, and increasing exposure in
mass markeLs.
Limited License Markets. PalliaTech maintains an operational footprint dominated by limited-license
states, thus forming natural high barriers to entry with limited market participants. The majority of the
markets in which the Company operates have formal regulations limiting the number of cannabis licenses
that will be awarded, helping to ensure its market share remains protected in these limited-market States.
PalliaTech will aim to expand its presence either by applying to receive new licenses or by acquiring
additional existing businesses in states with medical marijuana programs.

Increasing Presence in Cut-rent Markers. In the recreational markets in which the Company currently
operates, there exists a free market dynamic typical of other industries. PalliaTech has established itself
as a market leader and has become a dominant player due to its competitive pricing, experienced
management, strong capitalization and strong brand goodwill. The Company plans to grow in these
markets by pursuing opportunities for vertical integration, acquiring additional dispensary licenses to
further build its retail brand and expand its retail footprint, and apply for new licenses as available and
determined by each State.
Increasing Exposure in Mass Markets. In mass market states, the Company intends to apply its “know

how” to grow cannabis efficiently at a Lower cost than competition indoors while taking advantage of
wholesale opportunities.
The Company expects acquisition related costs, marketing and selling expenses and capital expenditures
to increase as it expands its presence in current markets and expand into new markets.
Operating Segments
The Company currently operates in two segments: the production and sale of cannabis; and providing
non-cannabis services to licensed cannabis operators in the areas of cultivation, extraction and production
and retail operations.
Cannabis Operations
The Company engages in the production and sale of cannabis via retail and wholesale channels. The
Company operates twenty-three retail dispensaries in nine States. The Company operates ten cultivation
sites and nine processing sites in ten States which sell cannabis through wholesale channels.

Non-cannabis Operations
The Company manages five integrated medical cannabis licenses: one license in New Jersey, two licenses
in Maine and one license in Massachusetts. The Company provides lending facilities, intellectual property
licensing, professional services and real estate leasing services to these licensees pursuant to management
service agreements.
During the year ended December31, 2017, the Company’s cannabis operations and non-cannabis
operations segments contributed 38% and 62%, respectively, of its revenue. During the year ended
December 31, 2016, non-cannabis operations comprised 100% of the Company’s revenue. During the
three months ended March 31, 2018 and 2017, cannabis operations and non-cannabis operations segments
contributed 63% and 37%, respectively, and 30% and 70%, respectively.
The States We Operate In, Their Legal Framework and How It Affects Our Business
Arizona Operations
Arizona’s medical cannabis market was introduced in November 2010 when voters approved the
Proposition 203 “Arizona Medical Marijuana Initiative” ballot measure that legalized medical cannabis
for patients with certain qualifying conditions. The first sales were made to patients in December 2012.
In June 2018, an Arizona appeals court ruled that extracted cannabis oils such as vaporizer cartridges
were illegal. These products have been available in Arizona dispensaries since the launch of the program,
and many dispensaries have continued to sell extracted oils until a final ruling is issued by the Arizona
Supreme Court.
The Arizona Department of Health Services has allocated 130 medical cannabis dispensary certificates.
Each dispensary certificate permits the license holder to open one dispensary, and also gives the license
holder the option to open one cultivation facility and/or one processing facility. Cultivation and
processing sites can be located anywhere in the State and are not restricted based on where the license
holder’s dispensary is located. Dispensaries are limited to their district (Community Health Analysis
Area) for their first three years of operation. All dispensaries must be not-for profit.
Extracted oils, edibles, and flower products are permitted. Extracted products face the risk of being
prohibited pending a decision by the Arizona Supreme Court, as outlined above. Wholesale transactions
are permitted.
In April 2018, PalliaTech acquired Swell, a holding company that operates four licensed dispensaries
through management service agreements. The dispensaries are located in the Phoenix-area, which boasts
110,000 of the State’s 170,000 patients. The Company plans to acquire additional dispensaries in this
market, which is one of the biggest markets in the U.S. and growing at a rate of over 3,000 patients per
month. In May 2018, the Company entered into a lU-year lease to operate a 100,000 square foot indoor
cultivation facility, 25,000 square feet of which is already constructed for cultivation, on a 68-acre plot of
land with the prospect of further expansion, including greenhouse and outdoor grows.
California Operations
California1s medical cannabis program was introduced in 1996 when voters passed the Proposition 215
ballot initiative, which allowed patients with a valid doctors’ recommendation to possess and cultivate
cannabis for personal medical use. In October 2015, Governor Brown signed the Medical Cannabis
Regulation and Safety Act (MCRSA) into law, which provided a regulatory framework around the
longstanding, though unregulated, medical cannabis industry. In November 2016, voters approved

Proposition 64, the Adult Use of Marijuana Act, with 57% of [he vote, legalizing adult-use cannabis in
the state. Adult-use dispensaries began selling to customers 21 and older in January 2018.
The Medicinal and Recreational Cannabis Regulation and Safety Act (MAUCRSA) creates the general
framework for the regulation of commercial medicinal and adult-use cannabis in California. Three state
agencies are responsible for licensing and regulating each aspect of the industry: the Bureau of Cannabis
Control regulates retailers, distributors, testing labs, microbusinesses, and temporary cannabis events; the
Manufactured Cannabis Safety Branch. a division of the California Department of Public Health,
regulates manufacturers of cannabis-infused edibles for both medical and nonmedical use; and the
California Department of Food and Agriculture regulates cultivators of medicinal and adult-use cannabis.
Permitted products include oil-based formulations, edibles, and flower. Wholesaling and home delivery is
permitted.
In August 2018, PalliaTech received an Administrative Use Permit for cannabis manufacturing from the
City of Davis, California. PalliaTech expects to receive a State license by the end of the 2018 fiscal year.
Connecticut Operations
Connecticut’s medical cannabis market was introduced in May 2012 when the General Assembly passed
legislation PA 12-55 ‘An Act Concerning the Palliative Use of Marijuana.’ The first dispensaries sold to
patients in September 2014. The market launched with six dispensary licensees and four producer
licensees.
In January 2016, the Connecticut Department of Consumer Protection (“CTDCP”), the agency that
oversees the program, approved three additional dispensary licenses. In April 2018, the CFDCP accepted
applications for new dispensary licenses. The CTDCP expects to issue three to ten new licenses by the
end of 2018.
The market is divided into two classes of licenses: dispensaries and producers. Producers cultivate and
process medicinal cannabis and wholesale to dispensaries. Dispensaries must have a pharmacist on staff.
Extracted oils and flower products are permitted. Edibles are permitted with the exception of
confectionaries.
PalliaTech holds one of the four approved medical cannabis producer licenses in the State. PalliaTech’s
Connecticut business began selling to the wholesale market in October 2014 and sells to all nine of
Connecticut’s licensed dispensaries located throughout the State. PalliaTech operates a 40,000 square foot
facility which includes cultivation space, supercritical C02 extraction and purification facilities and a
commercial kitchen for the production of edibles. PalliaTech is developing additional cultivation space to
meet the growing demand and applied for a dispensary license in the recent dispensary application
process.
Florida Operations
florida’s medical cannabis program was introduced in June 2014 when the Honda Legislature passed the
Compassionate Medical Cannabis Act of 2014. The Compassionate Medical Cannabis Act of 2014
permitted low-THC cannabis oils to be dispensed and purchased by patients suffering from cancer and
epilepsy. Under this program, six organizations, called Medical Marijuana Treatment Centers
(“MMTCs”) were licensed to dispense low-THC medical cannabis to patients.
In November 2016, Florida voters approved the Amendment 2 “Expand Medical Marijuana” ballot
measure with 71.3% of the vote. This constitutional amendment expanded the program by legalizing

medical cannabis oils for individuals with specific debilitating diseases or conditions, including chronic
pain, as determined by a licensed State physician. In June 2017, Governor Rick Scott signed Senate Bill
8-A: “Medical Use of Marijuana,” which outlined how patients can qualify and receive medical cannabis
under the State’s constitutional amendment. The bill also increased the number of available MMTC
licenses to 17.
A single MMTC license allows for the cultivation, processing, and dispensing of medical cannabis
products. Originally, each MMTC was permitted to open up to 25 dispensaries Statewide, With each
additional 100,000 patients that register for the program, the dispensary’ cap increases by five for each
MMTC. As of August 3,2018, there were over 100,000 registered patients, meaning each MMTC may
open up to 30 dispensaries Statewide with permission from the Florida Department of Public Health,
which allocates the number of MMTCs throughout five regions. Licensees are permitted to open an
unlimited number of cultivation and processing facilities.
Permitted products include oil-based formulations (vaporizer cartridges, tinctures, capsules), and flower
sold in tamper-proof vessels. Rules permitting the sale of edible medical cannabis products are under
development. In May 2018, a district court judge ruled that Florida’s medical cannabis constitutional
amendment requires the Department of Health to permit sales of smokable medical cannabis flower. It is
expected that this decision will go into force if upheld on appeal. Each MMTC is required to cultivate
and process all medical cannabis products they dispense. Wholesale transactions are pemiitted on a case
by case basis to alleviate shortages. Home delivery is permitted.
PalliaTech holds one of the original six “vertically-integrated” (grow-process-dispense) medical cannabis
licenses issued in the State. PalliaTech’s Florida business was the third license holder to begin sales to
patients in October2016. PalliaTech operates a 17,231 square foot indoor growing facility and ten
dispensaries as of August 2018 [with plans to open an additional 13 dispensaries in 2018 and a total
of3S by the end of 2019]. To service this demand, the Company plans to build a 250,000 square foot
greenhouse for cultivation.
PalliaTech holds one of the original six “vertically-integrated” (grow-process-dispense) medical cannabis
licenses issued in the State. PalliaTech’s Florida business was the third license holder to begin sales to
patients in October 2016. PalliaTech operates a 24,000 square foot indoor growing facility and twelve
dispensaries as of August 2018 with plans to open an additional 13 dispensaries in 2018 and a total of3O
by the end of 2019. To service this demand, the Company has leased an existing Dutch glass greenhouse
facility in Mt. Dora, Florida, providing for approximately 250,000 square feet of cultivation space. The
lease has a five-year term expiring in 2023 with two five-year optional extensions terms. PalliaTech has
an option to purchase the facility starting in 2023 at the then-fair market value, with a floor of $8,500,000.
PalliaTech anticipates its first harvest from the facility will be at the beginning of the 2019 fiscal year.
Maine Operations

Maine’s medical cannabis market was introduced in November 1999 when voters approved Question 2,
the ‘Maine Medical Marijuana for Specific Illnesses Initiative,’ with 61% of the vote. In November 2009,
Maine voters expanded the medical program by passing Question 5, the ‘Maine Medical Marijuana
Initiative,’ with 59% of the vote, which established a structure in which dispensaries can sell medical
cannabis to patients. The first dispensary opened to patients in October 2010.
In November 2016, Maine voters approved Question I, the ‘Maine Marijuana Legalization Measure,’
which legalized adult-use cannabis sales in the State. In May 2018. the Maine legislature overrode a veto
by Governor LePage to formally approve the cannabis legalization legislation that lays the groundwork

for the adult-use market. The market is expected to launch early 2019. In July 2018, the Maine legislature
overrode a veto by Governor LePage to formally approve a sweeping medical marijuana reform bill that
regulates caregiver operations and approves the issuance of six new dispensary licenses. The bill also
removes the requirement that medical cannabis license holders operate as non-profit entities, paving the
way for the conversion of existing License holders to for-profit corporations.
The medical cannabis program is regulated by the Maine Department of Administrative and Financial
Services. Medical dispensaries are vertically-integrated and cultivate, process, and dispense products to
patients. Wholesaling is only permitted in emergency situations. Each licensee is permitted to open one
dispensary, though the medical bill passed in July 2018 allows existing licensees to open one additional
dispensary, if they are awarded a license in an upcoming bid application process.
Regulations are not yet finalized for the adult-use program, though the law passed in May 2018
establishes separate classes of licenses (dispensaries, cultivators, processors) with no caps in place on the
number of licenses that can be issued. Extracted oils, edibles, and flower products are permitted.
PalliaTech provides management services to two of the eight integrated medical cannabis licensees in the
State: Maine Organic Therapy (“Maine OT”) and Remedy Compassion Center (“RCC”). Maine OT
operates a 30,000 square foot indoor grow facility and a dispensary. RCC also operates a small grow
facility and a dispensary and obtains most of its product wholesale via Maine OT. Maine OT and RCC
have both been serving patients since 2010.
Maryland Operations
Maryland’s medical cannabis program was introduced in May 2013 when then Governor O’Malley
signed House Bill 1101 into law. Pre-approval for licenses were awarded in 2016, when the Maryland
Medical Cannabis Commission issued Stage One licenses to 102 dispensaries, 15 cultivators, and 15
processors. The first dispensaries opened to patients in December 2017.
In April 2018, the Maryland House and Senate approved a bill, which was later signed by Governor
Hogan, that expanded the license pool, adding seven additional cultivation licenses and 13 additional
processing licenses.
The market is divided into three primary classes of licenses: dispensaries, cultivators, and processors.
Wholesaling occurs between cultivators and processors, cultivators and dispensaries, and processors and
dispensaries. Dispensary locations are tied to the Senate District in which they were awarded, with the
exception of dispensary licenses that were awarded to applicants who also were awarded a cultivation
license—these dispensaries can be located at the discretion of the license holder. Permitted products
include oil-based formulations and flower. Edibles are prohibited. No one company can directly control
multiple licenses of the same class.
PalliaTech received one of 102 preliminary medical cannabis dispensary licenses issued in this State in
December 2016. The Company launched its dispensary in the first quarter of the 2018 fiscal year, shortly
after the market launched in December 20(7. PalliaTech has also acquired a company holding a cannabis
processing license, which also began operations in the first quarter of the 20(8 fiscal year. Additionally,
PalliaTech plans to complete an acquisition in the fourth quarter of the 2018 fiscal year, pursuant to which
it expects to acquire two additional operating dispensaries and a 20,000 square foot cultivation facility,
which is already approved for expansion up to 48,000 square feet, a processing license, and a dispensary.
The Company also expects to enter into a management services agreement with a dispensary in
Gaithersburg, Maryland, which will commence in the fourth quarter of 2018, and provide for its operation

under the Curaleaf brand. Prior to the closing of the aforementioned acquisitions, Curaleaf plans to
reorganize its ownership of the existing assets to comply with the regulations of the State.
Massachusetts Operations

Massachusetts’ medical cannabis market was established by “An Act for the Humanitarian Medical Use
of Marijuana” in November2012 when voters passed Ballot Question 3 “Massachusetts Medical
Marijuana Initiative” with 63% of the vote. The first dispensary opened in June 2015.
In November 2016, Massachusetts voters legalized adult-use cannabis by passing ballot Question 4—
Legalize Marijuana with 54% of the vote. In July 2017, Governor Baker signed legislation that laid the
groundwork for the adult-use market. In March 2018, the Cannabis Control Commission, the regulatory
body set up to regulate the adult-use market, approved the rules that will govern the industry. While the
Cannabis Control Commission original aimed to officially launch adult-use sales on July 1,2018, issues
such as a lack of licensed testing labs and disagreements with city and town officials over agreements
with cannabis business have slowed the rollout and, as of August 2018, adult-use sales have yet to begin.
The Department of Health oversees the medical cannabis program. Each medical licensee must be
vertically-integrated and may have up to two locations. Licensed medical dispensaries are given priority
in adult-use licensing.
The Cannabis Control Commission oversees the adult-use cannabis program. Adult-use cultivators will be
grouped into II tiers of production—ranging from up to 5,000 square feet to no larger than 100,000
square feet—and regulators will bump a licensee down to a lower tier if that licensee has not shown an
ability to sell at least 70 percent of what it produced. Medical dispensaries that wish to add the ability to
sell cannabis products to non-patients will be required to reserve 35 percent of their inventory or the sixmonth average of their medical cannabis sales for medical cannabis patients. In order to achieve an adultuse license, a prospective licensee must first sign a “Host Community Agreement” with the town in which
it wishes to locate. Roughly two-thirds of municipalities in the State have a ban or moratorium in place
that prohibits cannabis businesses from operating within theirjurisdiction.
In both the medical and adult-use markets, extracted oils, edibles, and flower products are permitted.
Wholesaling is also permitted.
PalliaTech’s Massachusetts subsidiary, Curaleaf MA, holds an integrated medical cannabis license and
operates a 54,000 square foot indoor grow and two dispensaries, one in Oxford and one in Hanover,
Massachusetts, with a third dispensary expected to open in Provincetown, Massachusetts in the third
quarter of the 2018 fiscal year. Curaleaf MA’s first harvest yielded in Fall of 2017 and Curaleaf MA has
an option to expand its cultivation facility to 104,000 square feet under the current lease. Pursuant to the
terms of a pending acquisition, which the Company anticipates to close in the third quarter of the 2018
fiscal year, Curaleaf expects to acquire ATG, another licensed medical cannabis operator in
Massachusetts, which operates a 53,600 square foot cultivation facility and a medical dispensary in
Salem, MA. ATG has applied to receive an adult-use license for its dispensary in Salem.
Nevada Operations

In November 2016, Nevada voters approved Question 2 with 55% of the vote, legalizing adult-use
cannabis in the State. Adult-use sales launched under an “early-start” program on July 1, 2017.

In September 1018, the Nevada Department of Taxation, the agency which oversees the cannabis
program, accepted applications for new dispensary licenses, which are expecied lobe issued in November
2018.
This market is divided into five classes of licenses: dispensaries, cultivators, distribution, product
manufacturing, and testing. Licenses are tied to the locality in which they were awarded. Extracted oils,
edibles, and flower products are permitted.
PalliaTech has agreed to acquire, pending regulatory approval, a 10,000 square Foot licensed indoor
cannabis cultivation and a licensed dispensary, both operating in in Las Vegas, Nevada. Both businesses
are licensed for both medical and adult use sales
Nni’ Jersey Operations
In March 2018, under the direction of Governor Phil Murphy, who campaigned on a platform that
included cannabis legalization, the New Jersey Department of Health (“NJDOH”) issued the Executive
Order 6 Report, which immediately expanded the medical cannabis program in numerous ways including
adding chronic pain and anxiety as qualifying conditions, doubling the monthly product limit, and
permitting current licensees to open satellite dispensaries. In August2018, the NJDOH began accepting
applications for the licensing of six additional ATCs. These licenses are expected to be awarded before
the end of the 2018 fiscal year.
A single ATC license allows for the cultivation, processing, and dispensing of medical cannabis products.
Originally, each ATC was permitted to open one dispensary Statewide, located within the same facility in
which the ATC cultivated and processed. With the Executive Order 6 Report, each ATC can now open
two additional satellite dispensaries within their NJDOH-designated region for a total of three
dispensaries each, as well as satellite production facilities. Each ATC must produce every product they
dispense; wholesaling is prohibited. At this time, ATC’s must be not-for-profit.
Extracted oils and flower products are permitted. The Evecittive Order 6 Report recommended adding
edibles as a permitted product, with rulemaking for edibles now subject to the legislative timeline.
PalliaTech manages Compassionate Sciences Alternative Treatment Center (“CS-ATC”), a non-profit
with an integrated medical cannabis license, under a management services agreement. Curaleaf owns a
property that includes 34,200 square feet of cultivation space, of which 17,200 square feet was initially
built-out for cultivation and processing operations. PalliaTech is now building out the additional 17,000
square feet to meet growing demand in the State. PalliaTech also owns an adjacent 12,000 foot facility, of
which 4,000 square feet is utilized for dispensary operations, with the remainder used for ancillary
operations such as packaging and storage. Since the start of sales in October 2015, CS-ATC has
established itself as a market leader, dispensing 44% of all product sold in the State in 2017. Due to the
recent regulations described above, PalliaTech plans to open two more dispensary locations by the end of
2018. Beyond 2018, in anticipation of future market growth and a continued favorable regulatory trend,
PalliaTech is in advanced discussions to lease land in southern New Jersey to accommodate
approximately 435,000 square foot of greenhouse space, which is expected to be operational in phases,
starting in the third quarter of 2019. CS-ATC was rebranded in the second quarter of the 2018 fiscal year
under the PalliaTech banner. Describe the land we own better, owning the whole property.
New York Operations

New York’s medical cannabis program was introduced in July 2014 when Governor Andrew Cuomo
signed the Compassionate Care Act, which legalized medical cannabis oils for patients with certain

qualifying conditions. Under this program, five organizations, called Registered Organizations (“ROs”)
were licensed to dispense cannabis oil to patients, with the first sale to a patient completed in January
2016.
In December2016, the New York State Department of Health (“NYSDOH”) added chronic pain as a
qualifying condition. In the month-and-a-half following the addition of chronic pain, the number of
registered patients increased by 18%. In August 2017, the NYSDOH granted licenses to five additional
ROs. In November 2017, Governor Cuomo signed a bill to add VtSD as a qualifying condition, and, in
July 2018, the NYSDOH added opioid replacement as a qualifying condition, meaning any condition for
which an opioid could be prescribed is now a qualifying condition for medical cannabis. In August 2019,
Governor Cuomo, prompted by a NYSDOH study which concluded the “positive effects” of cannabis
legalization “outweigh the potential negative impacts”, appointed a group to draft a bill for regulating
legal adult-use cannabis sales in New York.
A single RO license allows for the cultivation, processing, and dispensing of medical cannabis products.
Each RO is permitted to open four dispensaries in NYSDOH-designated regions throughout the State.
Each RO is permitted to open one cultivation/processing facility. Permitted products include oil-based
formulations (vaporizer cartridges, tinctures, capsules), and ground-flower sold in tamper-proof vessels.
Each RO is required to cultivate and process all medical cannabis products they dispense; however,
wholesale transactions are permitted with approval from the State. Home delivery is also permitted.
PalliaTech was awarded a “vertically-integrated” license in May 2017 with the right to open four
dispensaries. The Company is only one often license holders in the State. PalliaTech currently operates
three dispensaries located in Newburgh, Plattsburgh, and Queens, with a fourth dispensary expected to
open in Nassau County before the end of the 2018 fiscal year. The construction of the 72,000 square foot
cultivation and manufacturing facility in Ravena, New York is near completion and is expected to
commence operations in the third quarter of the 2018 fiscal year, with plans to build an additional 86,000
square foot greenhouse in anticipation of increased demand.
Oregon Operations
Oregon’s medical cannabis program was introduced in November [998 when voters approved Measure
67, the Oregon Medical Marijuana Act, with 55% of the vote.
In November 2014, voters approved Measure 91, the ‘Oregon Legalized Marijuana Initiative,’ which
legalized adult-use cannabis in the State. In October2015, the first adult-use dispensaries opened for sale.
The market is divided into six classes of licenses: dispensaries, cultivators, wholesalers, processors,
laboratories and research. The market has to date had a more relaxed licensing structure which has led to
an oversupply of product. In 2017, Oregon cultivators grew three times the amount of cannabis that could
legally be consumed in the market. In response to a report highlighting the issues in Oregon, the U.S.
Attorney for Oregon, Billy Williams. said, “The recent HIBTA Insight Report on marijuana production,
distribution, and consumption in Oregon confirms what we already know—it is out of control.”
In June 20 18, the Oregon Liquor Control Commission, which regulates the adult-use program, announced
they would not process any new adult-use license applications in order to work through the backlog that
has developed as the result of 3,432 appLications being submitted as of May 23, 2018. In July 2018, the
Oregon Health Authority, which regulates the medical program, conceded in a report that it has not
provided effective oversight of growers and others in the industry. Extracted oils, edibles, and flower
products are permitted.

PalliaTech holds a producer license and a processing license for adult-use. PalliaTech operates a 20,000
square foot outdoor cultivation center and an adjacent 17,002 square foot indoor facility for large scale
C02 extraction, distillate and formulated products manufacturing. Sales of outdoor flower and pre-rolls
commenced in January 2016. Sales of concentrates and oils commenced in April 2017. Sales of indoor
flower commenced in June 2017. In July 2017, PalliaTech acquired a dispensary, which launched
operations in Portland, Oregon at the end of 20)7.
Pennsylvania Operations

Pennsylvania’s medical cannabis program was introduced in April 2016 when Governor Tom Wolf
signed into law SB 3 “Medical Marijuana Act,” which legalized medical cannabis oils for patients with
certain qualifying conditions. The law also called for a class of licenses, called “clinical registrant”
licenses, whereby accredited medical institutions in the State can partner with medical cannabis
companies to conduct research. In mid-June 2017, the Pennsylvania Department of Health (“PADOH”)
awarded licenses to 12 grower/processors. In lute June 2018, the PADOH awarded licenses to 27 different
entities to open a total of 52 dispensaries across the State. In February 2018, the first dispensaries opened
to patients.
In April 2018, the PADOR approved flower as a permitted medical cannabis product offering, and
dispensaries began to offer flower to patients in August 2018. In May 2018, a Commonwealth Court
judge halted the Department of Health’s planned “clinical registrant” program whereby up to eight
Pennsylvania medical schools would partner with licensed medical cannabis organizations to conduct
research. In June 2018, Governor Wolf signed a bill to re-implement the clinical registrant program.
Regulations for this program are in development. In July 2017, the PADOH licensed 13 additional
grower/processors.
There are two primary classes of licenses: licenses to grow and process medical cannabis products, and
licenses to dispense medical cannabis products to patients. Grower/processors wholesale products to
dispensaries. Originally, only oil-based formulations were permitted, though flower was approved as a
product offering in April 2018.
Though it is not currently licensed in Pennsylvania, PalliaTech has partnered with an accredited medical
school to obtain a “clinical registrant” license in Pennsylvania. Pennsylvania’s medical cannabis program
has created this class of license to promote cooperation between industry and academia in the research of
medical benefits of cannabis. Under the Medical Marijuana Act and the regulations governing the clinical
registrant program, published on August 18, 2018, this license will permit a clinical registrant to operate a
cultivation and processing center as well as up to six dispensaries (as opposed to three under the regular
licenses). Only a private operator that has entered into a research contract with certain in-state medical
schools is eligible to receive a clinical registrant license. The first of such licenses are expected to be
issued in the Fall of 2018. The Company anticipates that it will be operational in Pennsylvania in Ql
2019. To support its expected presence in Pennsylvania, the Company has leased a 49,200 square foot
production facility in King of Prussia, Pennsylvania.
Additionally, the Company has licensing applications pending in the States of California, Connecticut,
Rhode Island, and Virginia
Components of Our Results of Operations
Revenue
Retail and Wholesale Revenue

The Company derives its retail and wholesale revenue in states in which it is licensed to cultivate,
process, sell, and distribute cannabis. The Company sells directly to customers at its retail stores and sells
wholesale to other dispensaries not owned by the Company. During the three months ended March 31,
2018 and 2017 and the fiscal year ended December 31, 2017. wholesale revenue represented
approximately 81%, 96% and 93% of total retail and wholesale revenue, respectively. The Company did
not have any retail and wholesale revenue for the year ended December31, 2016.
Management Fee Income

Management fee income represents revenue related to management services agreements that provide
lending facilities, intellectual property licensing, professional services and real estate leasing services to
Compassionate Sciences (“CS”) in New Jersey, Primary Organic Therapy (“Maine OT”) in Maine and
Remedy Compassion Center (“RCC”) in Maine. The Company recognizes revenue from these consulting
services on a straight-line basis over the term of third-party consulting agreements as services are
provided.
Cost of Goods Sold
Cost of goods sold are derived from costs related to the cultivation and production of cannabis and from
wholesale purchases made from other licensed producers operating within state markets in which the
Company operates.
There is no cost of goods sold associated with management fee income.
change

in Fair Valise of Biological Assets

Plants that are actively growing are considered biological assets. In accordance with WRS 41, biological
assets are recorded at fair value at the time of harvest, less costs to sell, which are transferred to inventory.
The amount transferred becomes the carrying value of the inventory on a go-forward basis. When the
inventory is sold, the fair value is relieved from inventory and the amount if expensed to the cost of goods
sold. The cost of goods sold also includes the product cost and costs related to products acquired from
other suppliers.
Gross Profit
Gross profit is revenue less cost of goods sold. Cost of goods sold includes the costs directly attributable
to the production of inventory and includes amounts incurred in the cultivation and manufacture of
finished goods, such as flower, concentrates, and edibles. Costs include direct labor, packaging, supplies,
fees for services, and allocated overhead. Overhead includes rent, indirect administrative salary
allocations, utilities and depreciation.
During the fiscal year ended December31, 2017 [and three months ended March31, 2018], the Company
did not operate at full capacity and the company expects gross profit to increase over the foreseeable
future as it continues to invest its current operations.
Operating Expenses
Salaries and benefits include non-cost-of-goods sold labor for each retail location and corporate labor
expenses. The Company expects salaries and benefits to increase proportionally with store openings in
the foreseeable future, but these expenses are expected to level off as operations are scaled in each
market.

Sales and marketing expenses consist of selling costs to support the Company’s retail stores and include
branding and marketing expenses and product development expenses. The Company expects selling costs
to increase proportionally with each retail store opening.
Professional fees consist of accounting, legal and acquisition related expenses. The Company expects
these fees to continue as expansion continues and subsequent acquisitions occur.
General and administrative expenses consist of insurance, director fees and product development
expenses.
Other In conic (Expense)
Gain on sale of subsidian

In July 2017, the Company entered into a membership interest transfer agreement to sell its wholly-owned
subsidiary, Viddis Analytics MA, LLC. The Company recognized a gain on the sale from the disposition
of S772.
Gain on bargain purchase, net of rccv
In June 2017, the Company entered into a Preferred Stock Purchase Agreement with Groen Investment
Group, Inc. to acquire 50.5% of the outstanding shares of Groen. In connection with the acquisition, the
Company recorded a gain on the bargain purchase of $289.
Interest income

The Company has notes receivable with various parties that earn interest income at rates ranging from
10% to 20%.
Interest expense
Interest expense consists of interest on outstanding borrowings under our various promissory note
agreements as well as amortization of debt discount.
Oilier income

Other income primarily includes the gain on the sale of a convertible note in connection with a September
2017 Transfer Agreement to cancel a note due to PhytaTech Co, LLC in exchange for the issuance of a
second promissory note.
Income Taxes

The Company files tax returns as prescribed by the tax laws of the jurisdictions in which it operates. In
the normal course of business, the Company is subject to examination by federal and state jurisdictions,
where applicable.
As the Company operates in the legal cannabis industry, the company is subject to section 280E of the
Internal Revenue Code (IRC) which prohibits businesses engaged in the trafficking of Schedule I or
Schedule II controlled substances from deducting normal business expenses, such as payroll and rent,
from gross income (revenue less cost of goods sold). Section 280E was originally intended to penalize
criminal market operators, however due to the fact that cannabis remains a Schedule I controlled
substance for Federal purposes, the IRS has subsequently applied Section 280E to state-legal cannabis
businesses. Cannabis businesses operating in states that align their tax codes with the IRC are also unable
to deduct normal business expenses from their state taxes. The non-deductible expenses shown in the

effective rate reconciliation above is comprised primarily of the impact of applying IRC Section 280E to
the Company’s businesses that are involved in selling cannabis, along with other typical non-deductible
expenses such as lobbying expenses.

SELECTED FINANCIAL INFORMATION
PalliaTech reports results of operations of its affiliates from the date that control commences, either
through the purchase of the business or control through a management agreement. The following selected
financial information includes only the results of operations after the Company established control of its
affiliates. Accordin2ly, the information included below may not be representative of the results of
operations if such affiliates had included their results of operations for the entire reporting period.
The following table sets forth selected consolidated financial information for the periods indicated that
was derived from our audited consolidated financial statements and condensed interim unaudited
consolidated financial statements and the respective accompanying notes prepared in accordance with
IFRS.
The selected consolidated financial information set out below may not be indicative of PalliaTech’s future
performance:
Three Months Ended
March 31,
2017
2018
Revenue
Cost of Goods Sold
Increase (decrease) in fair value
olbiologicalassets
Gross Profit
Operating Expenses
Other Income. Net
Net Loss

$

9,082
6,321

$

1,966
4,727
9,J6
643
(3413)

3,101
1,828

Year Ended
December 31,
2017
2016

$

(138)
1,135
4,319
350
(2,982)

7313
15,597
22,142
2,569
(5,044)

March31,
2018
Total Assets
Long-term Debt

S

172.883
11347

19,313
11,029

$

$

3,708
-

-

3,708
4,848
1394
(13)

December31,
2017
2016
119.551
89.853
S
8.229
10.194

RESULTS OF OPERATIONS
Comparison of the Three Months Ended Marc!, 31, 2018 and 2017
The following table summarizes our results of operations for the three months ended March 31, 2018 and
2017:

Three Months Ended
March 31.
2018
2017
Revenues:
Retail and whosab revenue
Management fee income
Total revenues
Cost of goods sold

$

Increase (decrease) in fair value of
biological assets
Gross profit
Operating expenses
Loss from operations
Other income (expense). net
Loss h1ore provision for income taxes
Income tax recovery (expense)
Net bss
Less’. Net loss attnbutabt to redeemah
non-controlling interest
NeL loss attributable to PalliaTech, Inc.

5,710
3.372
9,082
6,321

$

1,966
4,727
9.006
(4279)
643
(3,636)
223
(3.413)

$

(1.107)
(2,306)

$ Change

940
2.161
3,101
1,828

$

(138)
1,135
4,349
(3214)
350
(2.861)
(118)
(2.982)

$

(1.089)
(1.893)

$

% Change

4.770
1.211
58I
4A93

507%
56%
193%
246%

2,104
3592
4,657
(1.065)
293
(772)
341
(431)

-1525%
316%
107%
33cc
84%
27%
-289%
14%

(18)
(413)

2%
22%

Revenue
Revenue for the three months ended March 31, 2018 was $9,082, an increase of $5.98! or 193%
compared to revenue of $3,101 for the three months ended March31, 2017, The increase in revenue was
driven by an increase of $4,770 in cannabis revenue and a $1,211 increase in management fee income,
Cannabis revenue was $5,710 for the three months ended March 31, 2018 compared to $940 for the three
months ended March 31, 2017. which represents an increase of $4,770 or 507%. The increase in cannabis
revenue was primarily due to acquisitions made in 2017, including Groen and PharmaCulture Corp. in
July 2017 and Las Vegas Natural Caregivers in August 2017.
The increase in non-cannabis revenue was primarily due to increases in management fee income of $930
and an increase in rental income of $281.
Cost of Goods Sold & Change in Fair Value of Biological Assets
Cost of goods sold, excluding any adjustments to the fair value of biological assets, for the three months
ended March31, 2018 was $6,321, an increase of $4,493 or 246% compared to cost of goods sold for the
three months ended March 31, 2017, The increase was primarily due to cultivation and processing costs
associated with cannabis revenue earned from the Company’s 2017 acquisitions.
Biological asset transformation totaled a net gain ofSl,966 for the three months ended March 31, 2018
compared to a net loss of S 137 for the three months ended March 31,2017. The increase was primarily
due to acquisitions made in 2017, including Groen and PharmaCulture Corp. in July 2017 and Las Vegas
Natural Caregivers in August 2017 as well as the increased plant counts at Modem Health Concepts and
Curaleaf Connecticut.
Gross Profit

Gross profit before management fee income and biological asset adjustments for the three months ended
March 31, 2018 was 5(611) compared to 5(888) for the three months ended March 31, 2017. The
increase was due to improved operating capacity of the Company’s cannabis business.
Gross profit before management fee income and after net gains (losses) on biological assets for the three
months ended March 31, 2018 was 51,355 or 24%, compared to 5(1,026) for the three months ended
March 31, 2017. The increase was primarily due to higher cannabis revenue and the net gain on
biological assets described above.
Gross profit afier management fee income and net gains (losses) on biological assets for the three months
ended March 31, 2018 was $4,727, or 52%, compared to $1,135, or 537%.
Total Operating Expenses
Three Months Ended
March 31,

2018

Salaries and beneflts
Sales and marketing
Rent and cupancy
Travel
Professional fees
General and administrative
Depreciation and amortization
Share-basedcompensation
Total operating expenses

$

$

3,395
548
592
586
1,427
830
1.116
512
9.006

21)17
$

$

1,195
405
166
275
946
108
631
620
4.349

Change

$

S

2,200
143
426
311
481
722
482
(108)
4.657

Total operating expenses for the three months ended March31, 2018 were $9,006, an increase of $4,657
or 107%, compared to $4,349 for the three months ended March 31, 2017, which represents 99% and
140% of total revenue forthe three months ended March 31, 2018 and 2017, respectively. The increase
in total operating expenses was primarily attributable to an increase in salaries and benefits, as well as
professional fees and general and administrative expenses as the Company expanded its operations.
Salaries and benefits were $3,395 for the three months ended March 31, 2018, which represents an
increase of $2,200 over the same period in 2017, was due to an increase in headcount at the corporate
level as well as headcount from operating markets in Florida, Connecticut, Nevada, Oregon and New
York.
Sales and marketing expenses totaled $548 for the three months ended March 311 2018, compared to $405
for the three months ended March 31, 20(7, which represents an increase of $143. The increase was due
to branding and increased lobbying and public relations costs.
Rent and occupancy expenses totaled S592 for the three months ended March 31, 2018, compared to $166
for the three months ended March 31,2017. The increase of $426 was due to facilities costs for the
Company’s various subsidiaries acquired in 2017.
Travel expenses totaled 5586 for the three months ended March 31, 2018, compared to $275 for the three
months ended March 31, 2017, which represents an increase of 5311. The increase was due to increased
executive travel associated with expanded operations.

Professional fees were $1,427 for the three months ended March 31, 2018 compared to $946 for the three
months ended March 31, 2017, which represents an increase of $481. This increase was primarily due to
increased legal and accounting fees in new operating markets.
General and administrative expenses were $830 for the three months ended March 31, 2018 compared to
$108 for the three months ended March 31, 2017, which represents an increase of $635. This increase
was primarily due to increased office supplies and monthly services, development of new products and
business development.
Depreciation and amortization was $1,116 for the three months ended March 31, 2018, compared to $634
for the three months ended March 31, 2017, which represents an increase of $482. The increase was
primarily due to the Company’s acquisition of new businesses in Florida, Connecticut and Oregon and the
construction and renovation of real estate that is leased to Compassionate Sciences in New Jersey.
Share-based compensation was $512 for the three months ended March 31, 2018, compared to $620 for
the three months ended March 31, 2017 which represents a decrease of $108. The decrease was due to no
options granted in 2018.
Total Oilier income
Three Months Ended
March 31,
2017
2018

Interest income
Irnerest expense
Total other income, net

$

$

1,455

(812)
643

$

$

Change
554
(201)

350

901
(608)

$

293

Total other income, net for the three months ended March 3 I, 201 8 was $643 compared to $350 for the
three months ended March 31, 2017, which represents an increase of $293.
Interest income for the three months ended March31, 2018 and 2017 was $1,455 and $544, respectively.
The increase of $901 was due to an increase in the notes receivable outstanding balances during 2018.
Interest expense for the three months ended March 31, 2018 and 2017 was 5812 and $204 respectively.
The increase of $608 was due to new borrowings entered into by the Company’s subsidiaries in 2018,
primarily florida.
Pro vision for income Taxes
The Company recorded an income tax recovery of $223 for the three months ended March 31,2018,
compared to an income tax expense of $118 for the three months ended March 31, 2017. The income tax
recovery was primarily due to the deferred tax component.
Net Loss
Net loss for the three months ended March 31, 2018 and 2017 was $3,413 and $2,982, respectively,
which represents an increase of $431, or 14%. The increase was primarily driven by the increase in
operating expenses described above, partially offset by the increase in gross profit.

Comparison of the Year Ended December 31, 2017 and 2016

The following table summarizes our results of operations for the years ended December31, 2017 and
2016:
Year Ended
December31,
21)17
2016
Revenues:
Retail and whoL’sak revenue
Management fee income
Total revenues
Cost of goods sold
Increase (decrease) in fair value of
biological assets
Gross profit
Operating expenses
Loss from operations
Other income (expense), net
Loss before provision for income taxes
Provision for income taxes
Net loss
Less: Net loss aitnhutable to redeemable
non-controlling interest
Net loss attHbutabk to PalliaTech, Inc.

S

9,358
9,955
19,313
11,029

S

(1226)
(2,818)

S

-

3708
3,708
-

7.313
15,597
22,142
(6,545)
2.569
(3,976)
(1,068)
(5,034)

S

$ Change

-

3,708
4,848
(1,140)
1294
154
(167)
(13)
-

$

(13)

S

% Change

9,358
6.247
15,605
11,029

100%
168%
421%
100%

7,313
11,889
17294
(5,405)
1275
(4,130)
(901)
(5,031)

100%
321%
357%
474%
99%
-2682%
540%
38700%

(2226)
(2,805)

-l%
21577%

Revenue
Revenue for fiscal year ended December31, 2017 was $19,313, an increase of $15,605 or 421%
compared to revenue of $3,708 for the prior fiscal year ended December31, 2016. The increase in
revenue was driven by $9,358 of cannabis revenue from entities acquired in 2017 and a $6,247 increase in
management fee income.
The Company did not have any cannabis revenue in 2016. The acquisition of Curaleaf Connecticut
contributed $4,500 in revenue in 2017. The acquisition of Modem Health Concepts (“MHC”) contributed
$2,704 of revenue in 2017 and the acquisition of Groen and Las Vegas Natural Caregivers businesses
contributed $1,200 and $954 respectively.
The increase in non-cannabis revenue was primarily due to increases in management fee income from
Compassionate Sciences as a result of increased harvest and production activities in 2017. The Company
also earned a full year of consulting services in 2017 pursuant to management sen’ice agreements with
Maine OT/RCC entered into January and June 2016. respectively, as well as an increase in rental income
of approximately $295.
For the fiscal year ended December 3 I, 2017, retail and wholesale revenue in the consolidated statements
of profits and losses included non-cannabis revenue of $2,077 related to the sale of Majesty palm trees
which were sold by MI-IC in Florida.

Cost of Goods Sold & Biological Assets

Cost of goods sold for fiscal year ended December31, 2017 was SI 1,029, exclusive of any adjustments to
the fair value of biological assets. The cost of goods sold for the year ended December31, 2017 was
primarily due to cultivation and processing costs associated with cannabis revenue earned from the
Company’s 2017 acquisitions. The Company did not have any cannabis revenue or related cost of goods
sold in 2016.
For the fiscal year ended December31, 2017, cost of goods sold pertaining to the sale of Majesty palm
trees was 52,03 I.
Biological asset transformation totaled a net gain of $7,313 for the fiscal year ended December31, 2017,
due to biological assets obtained in the Curaleaf, Groen and Las Vegas Natural Caregivers acquisitions in
2017.

Gross Profit
Gross profit before management fee income and biological asset adjustments for the fiscal year ended
December31, 2017 was ($1,671). The negative gross profit was primarily due to the cannabis segment
not operating at full capacity.
Gross profit before management fee income and after net gains on biological assets for the fiscal year
ended December 31,2017 was $5,642, or 60%.
Gross profit for the Fiscal year ended December31, 2016 was $3,708, which represented the 2016
management fee income.

Total Operating Expenses
Year Ended
December 31,
2017
2016
Salaries and hanefils
Sales and marketing
Rentandoccupancy
Travel
Professional fees
General and administrative
Depreciation and amortization
Share-based compensation
Total operating expenses

$

$

6,914
1,542
1,194
1,086
4,334
1,315
3,210
2,547
22,142

$

$

1,407
156
78
395
1,307
181
61
1263
4,848

Change
$

$

5507

1,386
1,116
691
3,027
1,134
3,149
1284
17294

Total operating expenses for the fiscal year ended December31, 2017 were $22,142, an increase of
$17,294 or 357%, compared to total expenses of 54,848 for the fiscal year ended December31, 2016,
which represents 1 15% of total revenue for the fiscal year ended December 3 1, 2017 compared to 131%
for the prior year. The increase in total operating expenses was attributable to acquisitions and hiring
additional personnel in the Company’s corporate headquarters to support the growth in the business.
Salaries and benefits were $6,914 in 2017, which represented an increase of $5,507 over 2016 and was
due to an increase in headcount at the corporate level as well as headcount from operating markets in
Florida, Connecticut, Nevada, Oregon and New York.

Sales and marketing expenses totaled $1,542 in 2017, which represented an increase of $1,386 over 2016.
The increase was due to branding, logo design, lobbying and public relations costs.
Rent and occupancy expenses totaled SI ,I94 in 2017, which represented an increase of $1, 116 over 2016.
The increase was due to facilities costs for the Company’s various subsidiaries acquired in 2017.
Travel expenses totaled $1,086 in 2017, which represented an increase of S691 over 2016. The increase
was due to increased executive travel associated with the increase in the Company’s operations.
Professional fees were $4,334 in 2017, which represented an increased $3,027 over 2016 professional
fees of $1,307. This increase was primarily due to spending in connection with acquisitions and an
increase in volume of legal and accounting services in new operating markets.
General and administrative expenses totaled $1,315 in 2017, which represented an increase ofSl,134
over 2016, The increase was primarily due to higher insurance, development of new products and
business development.
Depreciation and amortization was $3,210 in 2017, which represented an increase of $3,149 over 2016.
This was primarily due to the Company’s acquisition of new businesses in Florida, Connecticut and
Oregon and the construction and renovation of real estate that is leased to Compassionate Sciences in
New Jersey.
Share-based compensation totaled $2,547 in 2017, which represented an increase of$l,284 over 2016.
The increase was due to an increase in the per share value of options granted in 2017.
Total Other laconic
Year Ended
December31,
2017
2016

Gain on sale of subsidiary
Gain on bargain purchase, net of Lax
Interest income

$

Interest expense
Other income

Total other income, net

$

772
138
2,990
(1,590)
259
2.569

$

Change

-

$

-

1,911
(617)
-

$

1294

S

772
138
1,079
(973)
259
1.275

Total other income, net for the fiscal year ended December31, 2017 was $2,569, an increase of $1,275
compared to the fiscal year ended December 31, 2016.
Other income, net for 2017 included a gain of $772 on the sale of the Viddis subsidiary, a gain on bargain
purchase, net of tax, of $138 related to the acquisition of Groen, and a gain on the sale of convertible
notes of $161.
Interest income totaled $2,990 in 2017, which represented an increase ofSl,079 over 2016. The increase
was primarily due to an increase in the Company’s note receivable with Compassionate Sciences ATC,
Inc.
Interest expense totaled $1,590 in 2017, which represented an increase of $973 over 2016. The increase
was due to a full year of interest incuned on the Company’s senior unsecured notes, as well as interest on
the Company’s secured promissory notes entered into August 2017.

Provision for Income Taxes

The provision for income taxes was $1,068 in 2017, which represented an increase of $901 over 2016.
The increase was due loan increase in the Company’s non-deductible expenses in 2017.
Net Loss

Net loss for fiscal year ended December 31,2017 was S5,044. an increase of $5,031 over 2016. The
increase was primarily driven by the increase in operating expenses described above, partially offset by
the increase in gross profit.
Liquidity, and Capital Resources
Our primary need for liquidity is to fund working capital requirements of our business, capital
expenditures, debt service and for general corporate purposes. Our primary source of liquidity is funds
generated by financing activities. Our ability to fund our operations, to make planned capital
expenditures, to make scheduled debt payments and to repay or refinance indebtedness depends on our
future operating performance and cash flows, which are subject to prevailing economic conditions and
financial, business and other factors, some of which are beyond our control.
As of March 31, 2018, we had $31,250 of cash and $47,425 of working capital (current assets minus
current liabilities), compared with S20,975 of cash and $32,372 of working capital as of December 31,
2017. The increase ofSl5,053 in our working capital was primarily due to a $10,275 increase cash, a
$2,741 increase in accounts receivable, a $1,385 increase in inventory, a $419 increase in prepaid
expenses, a S79l increase in biological assets, and a $248 decrease in accrued expenses, partially offset
by an increase in accounts payable of $806.
Recent Financing Transactions

On January 5, 2018 the Company issued 1,150,747 shares of common stock for $30,000.
On May 4, 2018 the Company completed an unsecured private placement financing of $6,000 with a
related party with a maturity date of November 4, 2018 at a rate of 11% per annum. The proceeds from
the transaction were used for working capital and capital expenditures.
On June 7, 2018 the Company completed an unsecured private placement bridge financing of $6,000 with
a related party with a maturity date of December 7, 2018 at a rate of 11% per annum. The proceeds from
the transaction were used for working capital and capital expenditures.
On July 10, 2018 the Company completed an unsecured private placement financing of $2,000 with a
related party with a maturity date of November 4, 2018 at a rate of 11% per annum. The proceeds from
the transaction were used for working capital and capital expenditures.
On July 26, 2018 the Company completed an unsecured private placement bridge financing of $2,100
with a related party with a maturity date of November 4, 2018 at a rate of 11% per annum. The proceeds
from the transaction were used for working capital and capital expenditures.
On August 2,2018 the Company completed an unsecured private placement bridge financing of $2,100
with a related party with a maturity date of November 4, 2018 at a rate of 11% per annum. The proceeds
from the transaction were used for working capital and capital expenditures.

On August 9, 2018 the Company completed an unsecured private placement bridge financing of $2, IOU
with a related party with a maturity date of November 4, 2018 at a rate of 11% per annum. The proceeds
from the transaction were used for working capital and capital expenditures.
On August 24, 2018, the Company entered into a senior secured debt financing agreement of $85,000
with a related party with a maturity date of August23, 2021 at a rate of 15% per annum. On August 27,
2018, received the first tranche of the financing of S32,4 5. The proceeds from this transaction will be
used for capital expenditures and acquisition purposes.
The Company is an early stage growth company. It is generating cash from sales and is investing its
capital reserves in current operations and new acquisitions that will generate additional earnings in the
long term.
The Company expects that its cash on hand and cash flows from operations, along with private andlor
public financing, will be adequate to meet its capital requirements and operational needs for the next 12
months.
Cash Fla;t’s
Cash Flows
The following table summarizes the sources and uses of cash or each of the periods presented:
Three Months Ended
March31,
2017
20t8
Net cash used in operating aclivities
Net cash used in investing activities
Net cash provided by financing activities
Net increase (decrease) in cash and cash equivalents

S

S

(5,130)
(9,692)
25,097
tO.275

Year Ended
December31,
2017
2016

$

(3,078)
(42,256)

S

(45.335)

S

-

S

(7,7t5)
(57,701)
20537
(44,882)

S

5

(2,049)
(9,3t0)
75M6
63.247

Operating Activities
During the three months ended March 3!, 2018, operating activities used $5,130 of cash, primarily
resulting from our net loss of $3,413 and net non-cash gains of $1,970, partially offset by net cash
provided by changes in our operating assets and liabilities of $254. Cash provided by changes in
operating assets and liabilities was primarily due to a decrease in biological assets of $3,369 and a
decrease in other assets of $387, partially offset by increases in accounts receivable, inventory and
prepaid expenses of $2,726, $197 and S 187, respectively, and a decrease in accmed expenses of $483.
During the three months ended March31, 2017, operating activities used $3,078 of cash, primarily
resulting from our net loss of $2,982 and net cash used by changes in our operating assets and liabilities
of 51,130, partially offset by net non-cash charges of 51,034. Cash used in changes in operating assets
and liabilities was primarily due to a decrease in accrued expenses of 5788 and increases in inventory and
prepaid expenses of $693 and $231, respectively, partially offset by a decrease in biological assets of
S346 and an increase in accounts payable of $262.
During the year ended December31, 2017, operating activities used $7,715 of cash, primarily resulting
from our net loss of $5,04 and net non-cash gains of $5,472, partially offset by net cash provided by
changes in our operating assets and liabilities of $2,801. Cash provided by changes in operating assets
and liabilities was primarily due to a decrease in biological assets of $10,905, an increase of income taxes
payable of $827 and an increase in accrued expenses of $155, partially offset by increases in inventory,

accounts receivable, prepaid expenses and other assets of $7,402, $425, $472 and $590, respectively, and
a decrease in accounts payable of $197.
During the year ended December31, 2016, operating activities used $2,049 of cash, primarily resulting
from an increase in other assets of $4,489, partially offset by increases in accounts payable and accrued
expenses of $274 and $492, respectively, and net non-cash charges oF$ 1,755.
Investing Activities

During the three months ended March 31, 2018, investing activities used $9,692 of cash, consisting
primarily of payments totaling $6,517 in purchases of property and equipment and $3,127 in connection
with the net issuances of notes receivable.
During the three months ended Match 31,2017, investing activities used $42,256 of cash, consisting
primarily of net cash payments totaling $28,464 in connection with acquisitions, $2,404 in purchases of
property and equipment and 511,389 in connection with net issuances of notes receivable.
During the year ended December31, 2017, investing activities used 557,704 of cash, consisting primarily
of $29,683 net cash used in connection with acquisitions, $10,593 in purchases of property and
equipment, $18,341 in connection with the net issuances of notes receivable, partially offset by $998
received in connection with the disposal of certain businesses.
During the year ended December31, 2016, investing activities used $9,310 of cash, consisting primarily
of $8,085 in connection with the net issuances of notes receivable, $923 in purchases of property and
equipment and $302 in purchases of investments.
Financing Activities

During the three months ended March 31, 2018, financing activities provided $25,097 of cash, consisting
primarily of $28,791 in proceeds received from the issuance of common stock and $306 in proceeds from
the issuance of notes payable, partially offset by $2,500 in share repurchases and $1,500 in purchases of
additional interest in a subsidiary.
During the three months ended March 31,2017, there were no cash flows related to financing activities.
During the year ended December31, 2017, financing activities provided $20,537 of cash, consisting
primarily of SI 9,944 in proceeds received from the issuance of common stock and $1,559 in proceeds
from the issuance of notes payable, partially offset by $966 in share repurchases.
During the year ended December 31, 2016, financing activities provided $75,606 in cash, consisting
primarily of $63,924 in proceeds received from the issuance of common stock and $11,682 in proceeds
from the issuance of notes payable.
Contractual Obligations and Commitments
The following table summarizes contractual obligations as of March 31, 2018 and the effects that such
obligations are expected to have on the Company’s liquidity and cash flows in future periods:

Payments Due by Period

Less than
Total
OperatinE tase commitrm±nLs (I)
Debt oblications (2)
Total

30.978
16.038
S 17,016
$

1 to 3
Yeats

lYear
S

S

4,872
960
5,832

S

$

7,884
10,461
18.345

4 to 5
Yeats
S

7.167

More than
5 Years
5

-

$

7,167

S

11,055
1,617
15.672

(I) Amounts in the table reflect minimum payments due for the Company’s leased facilities under
various operating lease agreements that expire through February 2028.
(2) Amounts in the table reflect the contractually required principal and interest payments payable
under promissory note agreements and other long-term debt. The various borrowings bear interest
a rate of 10% 14% per annum.
-

On August 24, 2018, the Company entered into a senior secured financing agreement for $85,000.
of which the Company has currently drawn down $32,445. The debt matures on August 23, 2021
and bears interest at a rate of 15% per annum, of which 10% is payable in cash quarterly and 5% is
payable in kind. Principal payments will made quarterly. In connection with the senior secured
financing agreement, the Company is required to repay an aggregate principal of $26,300,
consisting of $6,000 outstanding under the Senior Unsecured Notes —2020 and $20,300 in related
party borrowings made between May and August 2018, as well as accrued interest. On August 27,
2018, the Company repaid $18,456 pertaining to these related party borrowings, consisting of
$18,000 in principal and $456 in accrued interest. Such amounts are not included in the table
above.

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.

RELATED PARTY TRANSACTIONS
As of March 31, 2018 and December31, 2017, amounts due to related parties consisted of a loan payable
to a board member, the chairman and other investors in the amount of $8,570. PalliaTech and Cetus
Investments Limited, an investor, entered into a Senior Unsecured Note-2020 loan on July 27, 2016 for
$6,000 for the purpose of capital expenditures and acquisitions. PalliaTech and an entity controlled by the
Chairman, Boris Jordan, entered into a Senior Unsecured Note-2019 loan on September 16, 2016 for
5833. The other loans dated between August31, 2016 and October 6, 2016 in the amount of S 1,737 were
from minority shareholders. The related party due to balance of $8,570 is included in notes payablerelated party on the consolidated statements of financial position.
For the three months ended March 31, 2018 and 2017 and fiscal years ended December 31, 2017 and
2016, the Company recognized professional fees of $1,603, $109, $522 and $95, respectively, in its

statements of profits and losses, as payment to a director for consulting, legal and business development
related services.
For the three months ended March 31,2018 and 2017 and fiscal years ended December31, 2017 and
2016, the Company recognized general and administrative fees of$19, $19, $76 and $49, respectively, in
its statements of profits and losses for amounts paid to a director for advisory fees.

PROPOSED TRANSACTIONS
In August2018, Curaleaf entered into a purchase agreement to acquire 100% of the membership interests
of ATG, a registered marijuana dispensary licensed by the Massachusetts Department of Health,
operating a 53,600 square foot cultivation Facility in Amesbury, Massachusetts and a medical dispensary
in Salem, Massachusetts (the “ATG Acquisition”). Consideration for the ATG Acquisition consisted of
$30,000 in cash and milestone payments of up to $20,000. Up to four additional milestone payments of
$3,125 each are due upon the completion of an expansion of the cultivation facility and receipt of a
cultivation license for adult use and the completion and permitting of each of up to three adult use
dispensaries in Massachusetts. A further milestone payment of $7,500 million is due on December31,
2019, or such later date on which all milestone conditions have been met. The ATO Acquisition is subject
to regulatory approval and other customary closing conditions and is expecled Lobe completed prior to
the end of the 2018 fiscal year.
In August 2018, the Company entered into a definitive agreement to acquire 100% of the membership
interests of Agua Street, LLC, a licensed cannabis cultivation and processing operator in the State of
Nevada for aggregate proceeds of $4,000 (the “Agua Acquisition”). Closing of the Agua Acquisition is
currently pending regulatory approval as well as other customary closing conditions and is expected to be
completed prior to the end of the 2018 fiscal year.
In August 2018, the Company entered into a purchase agreement to acquire 100% of the membership
interests of HMS Health, LLC, a holder of Stage 2 licenses to cultivate and dispense medical cannabis
and a Stage I license to process medical cannabis in the State of Maryland (the “HMS Acquisition”). The
Company has agreed to pay a consideration of$29,000 for HMS Health, LLC, comprised of $23,000 in
cash (including a $3,000 capital injection to acquire certain assets used in the business) and a promissory
note for $1,000 due 12 months from the closing date of the HMS Acquisition. A portion of the purchase
price, in the amount of $3,000, is subject to payment upon receipt by the holder of a Stage 2 license for its
processing facility. The HMS Acquisition is subject to regulatory’ approval and other customary closing
conditions. The Company has also agreed to enter into a management services agreement with MI Health,
LCC, a licensed Maryland medical cannabis dispensary, currently owned by the same vendors. Ml
Health, LLC is under contract to be sold to a third party, but will be managed by PalliaTech under the
new ownership.
In April 2018, PalliaTech’s subsidiary PalliaTech AZ, Inc. (“PalliaTech AZ”), entered into a purchase
agreement with, among others, Swell Management, LLC., an Arizona limited liability company that,
among other things, is the owner of a license to operate a medical marijuana dispensary in Arizona
(“Swell”), to acquire 100% of the outstanding membership interests in Swell for a consideration of
$27,636 comprised of $20,000 in cash and a promissory note in an aggregate amount of $7,636. The
promissory note bears interest at a rate of 6.0% per annum with a maturity date of nine months after the
closing date of the membership interest purchase agreement. The note is secured by a pledge of 49.7% of

PalliaTech AZ’s membership interests. See “General Development of the Business Arizona
Licenses”.
-

—

PalliaTech

CHANGES IN OR ADOPTION OF ACCOUNTING PRACTICES
The following IFRS standards have been recently issued by the IASB. The Company 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.
JFRS 7, Financial Instruments: Disclosure

IFRS 7, Financial instruments: Disclosure, was amended to require additional disclosures on transition
from lAS 39 to WRS 9. IFRS 7 is effective on adoption of IFRS 9, which is effective for annual periods
commencing on or after January 1,2018.
IFRS 9, Financial Insinunents

In July 2014, the IASB issued the final version of IFRS 9, Financial Instruments, which reflects all
phases of the financial instruments project and replaces lAS 39, Financial Instruments: Recognition (old
Measurement, and all previous versions of WRS 9. The standard introduces new requirements for
classification and measurement, impairment, and hedge accounting. IFRS 9 is effective for annual periods
beginning on or after I January 2018, with early application permitted. The Company does not expect
significant impact on its consolidated financial statements from the adoption of this new standard.
!FRS 15, Revenue from Contracts with Customers

The IASB replaced lAS 18, Revenue, in its entirety with WRS 15, Revenue from Contracts with
Customers. The standard contains a single model that applies to contracts with customers and two
approaches to recognizing revenue: at a point in time or over time. The model features a contract- based
five-step analysis of transactions to determine whether, how much and when revenue is recognized. New
estimates and judgmental thresholds have been introduced, which may affect the amount and/or timing of
revenue recognized. IFRS 15 is effective for annual periods beginning on or after January I, 2018, with
early application permitted. The Company does not expect significant impact on its consolidated financial
statements from the adoption of this new standard.
!FRS 16. Leases

In January 2016, the IASB issued WRS 16, Leases, which will replace lAS 17, Leases. This standard
introduces a single lessee accounting model and requires a lessee to recognize assets and liabilities for all
leases with a term of more than twelve months unless the underlying asset is of low value. A lessee is
required to recognize a right-of-use asset representing its right to use the underlying asset and a lease
liability representing its obligation to make lease payments. The standard will be effective for annual
periods beginning on or after January I, 2019, with earlier application permitted for entities that apply
IFRS IS, Revenue from Contracts with Customers, at or before the date of initial adoption of WRS 16.
The extent of the impact of adoption of the standard has not yet been determined.
CRITICAL ACCOUNTING ESTIMATES

The Company makes judgements, estimates and assumptions about the future that affect the reported
amounts of assets and liabilities, and revenues 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.
The preparation of the Company’s condensed unaudited interim 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 condensed unaudited interim 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.
Estimated Useful Lives and Amortization of Intanthle Assets

Amortization of intangible assets is recorded on a straight-line basis over their estimated useful lives,
which do not exceed the contractual period, if any. Intangible assets that have indefinite useful lives are
not subject to amortization and are tested annually for impairment, or more frequently if events or
changes in circumstances indicate that they might be impaired.
Biological Assets

Biological assets are dependent upon estimates of future economic benefits as a result of past events to
determine the fair value through an exercise of significant judgment by the Company. In estimating the
fair value of an asset or a liability, the Company uses market observable data to the extent it is available.
When market observable data is not available, the Company engages third party qualified values to
perform the valuation. With respect to certain biological assets, where there is no active market for the
unharvested produce, the valuation committee arrives at the fair value by way of a reverse working from
the value of the inventory.
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 lAS 39, or LAS 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.
Non—control/inc Interests

Non-controlling interests are classified as a separate component of equity in the Company’s consolidated
statement of financial positions and statements of members’ equity. Net income (loss) attributable to noncontrolling interests are reflected separately from consolidated statement of profits and losses net income
(loss) in the consolidated statements of comprehensive loss and members’ equity. Any change in
ownership of a subsidiary while the controlling financial interest is retained is accounted for as an equity
transaction between the controlling and non-controlling interests. In addition, when a subsidiary is
deconsolidated, any retained non-controlling equity investment in the former subsidiary will be initially
measured at fair value and the difference between the carrying value and fair value of the retained interest
will be recorded as a gain or loss.
Redeemable Non-controlling Interests

Non-controlling interests with redemption features, such as put options, that are not solely within the
Company’s control are considered redeemable non-controlling interests.
A financial liability, non-controlling interest contingency, is recognized for the present value of the
redemption amount if it is contractually fixed or at estimated fair value if it is not contractually fixed. A
corresponding charge is made directly to an equity reserve on initial recognition. Changes in the
subsequent measurement of the obligation are recognized in the consolidated statement of profits and
losses.
Non-controlling Interest Contincenn’

The Company measures the fair value of its non-controlling interest contingency by estimating the present
value of future net cash inflows from earnings associated with the proportionate shares that are subject to
sale to the Company pursuant to an exercise event. This estimation is intended to approximate the
redemption value of the options as indicated in the applicable agreements. The fair value of the liability is
sensitive to changes in projected earnings and thereby, future cash inflows, and the discount rate applied
to those future cash inflows, which could have resulted in a higher or lower fair value measurement.
Share-hosed PavmentArrangements

The Company uses the Black-Scholes option pricing model to determine the fair value of share-based
payment arrangements granted to employee and non-employees. In estimating fair value, management is
required to make certain assumptions and estimates such as the expected life of units, volatility of the

Company’s future share price, risk free rates, future dividend yields and estimated forfeitures at the initial
grant date. Changes in assumptions used to estimate fair value could result in materially different results.
Goothrill I,npmrment

Goodwill is tested for impairment annually and whenever events or changes in circumstances indicate that
the carrying amount of goodwill 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.
Deferred Tax Asset and Valuation Allowance

Deferred tax assets, including those arising from tax loss carry-forwards, requires management to assess
the likelihood that the Company will generate sufficient taxable earnings in future periods in order to
utilize recognized deferred tax assets. Assumptions about the generation of future taxable profits depend
on management’s estimates of future cash flows. In addition, future changes in tax laws could limit the
ability of the Company to obtain tax deductions in future periods. To the extent that future cash flows and
taxable income differ significantly from estimates, the ability of the Company to realize the net deferred
tax assets recorded at the reporting date could be impacted.

FINANCIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT
The Company’s financial instruments consist of cash and cash equivalents, restricted cash, notes
receivable, accounts payable, accrued expenses and long-term debt. The fair values of cash, restricted
cash, notes receivable, accounts payable and accrued expenses approximate their carrying values due to
the relatively short-term to maturity. The Company classifies its cash and restricted cash as FVTPL
and accounts payable, accrued expenses and long-term debt as other financial liabilities. The fair value
of cash and cash equivalents and restricted cash is based on level I inputs of the fair value hierarchy.
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 I

—

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

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

Level 3—Inputs for the asset or liability that are not based on observable market data.
The Company’s assets measured at fair value on a nonrecurring basis include investments, long-lived
assets and indefinite-lived intangible assets and goodwill. The Company reviews the carrying amounts of
such assets whenever events or changes in circumstances indicate that the carrying amounts may not be
recoverable or at least annually as at December 31, for indefinite-lived intangible assets and goodwill.
Any resulting asset impairment would require that the asset be recorded at its fair value. The resulting fair
value measurements of the assets are considered to be Level 3 measurements
Financial Risk Management

The Company is exposed in varying degrees to a variety of financial instrument related risks. The
Company’s risk exposures and the impact on the Company’s financial instruments are summarized
below:
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 March 31, 2018 and
December 31, 2017 is the carrying amount of cash and cash equivalents, accounts receivable and notes
receivable. The Company does not have significant credit risk with respect to its customers. All cash and
cash equivalents are 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 risk 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

Currency Risk
The operating results and financial position of the Company are reported in U.S. dollars in thousands.
Some of the Company’s financial transactions are denominated in currencies other than the U.S. dollar.
The results of the Company’s operations are subject to currency transaction and translation risks.
At March 31, 2018 and December 31, 2017, 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.
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. Cash and cash equivalents bear interest at market rates. The
Company’s financial debts have fixed rates of interest and therefore expose the Company to a limited
interest rate fair value risk.
Price Risk

Price risk is the risk of variability in fair value due to movements in equity or market prices.
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INDEPENDENT AUDITOR’S REPORT

To the Board of Directors
PalliaTech, Inc.

Opinion
We have audited the consolidated financial statements of PalliaTech, Inc. and its subsidiaries (the “Group”),
which comprise the consolidated statements of financial position at December31 2017 and 2016, and at
January 1, 2016, and the consolidated statements of profits and losses, changes in equity, and of cash
flows for the years ended December 31, 2017 and 2016, and the 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 Group as at December 31,2017 and 2016, and at January 1, 2016
and its consolidated financial performance and its consolidated cash flows for the years ended December
31, 2017 and 2016 in accordance with International Financial Reporting Standards (IFRSs).
Basis for Opinion
We conducted our audit in accordance with International Standards on Auditing (ISA5). Our responsibilities
under those standards are further described in the Auditor’s Responsibilities for the Audit of the Financial
Statements section of our report. We are independent of the Group in accordance with the ethical
requirements that are relevant to our audit of the consolidated financial statements in accordance with the
International Ethics Standards Board for Accountants’ Code of Ethics for Professional Accountants (IESBA
Code) together with the ethical requirements that are relevant to our audit of the consolidated financial
statements in the United States of America, and we have fulfilled our other ethical responsibilities in
accordance with these requirements and the IESBA Code. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our opinion.
Other Information
Management is responsible for the other information. The other information comprises the Form 2A Listing
Statement as required by the Canadian Securities Exchange. The other information does not include the
consolidated financial statements and our auditor’s report thereon.
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 audit of the consolidated financial statements, our responsibility is to read the other
information and, in doing so, consider whether the other information is materially inconsistent with the
consolidated financial statements or our knowledge obtained in the audit, or otherwise appears to be
materially misstated. If, based on the work we have performed, we concluded that there is a material
misstatement of this other information, we are required to report that fact. We have nothing to report on 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 IFRSs, and for such internal control as management determines is
necessary to enable the preparation of financial statements that are free from material misstatement,
whether due to fraud or error.

Telephone: (617) 753-9985 I Fax: (617) 753-9986
Email: info@pkftoston.com I Website: wtpkfboslon,com
PKF I 99 Summer Street I Boston I Massachusetts 02110

I US

PKF. P.C. Is a memberfirm of the PKF International Limited family of legally independent f,rms and does not accept any responsibility or liability for the actions or inactions
of any individual member or correspondent firm Or firms.

In preparing the consolidated financial statements, management is responsible for assessing the Group’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 Group or to cease
operations, or has no realistic alternative but to do so.
Those charged with governance are responsible for overseeing the Group’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 ISAs 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 ISAs, 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 Group’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 Group’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 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 Group 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.

•

Obtain sufficient appropriate audit evidence regarding the financial information of the entities or
business activities within the group to express an opinion on the consolidated financial statements.
We are responsible for the direction, supervision and performance of the group audit. We remain
solely responsible for our audit opinion.

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

PMz P.
August 30, 2018
Boston, MA

PalliaTecli, Inc.
Consolidated Statements of Financial Position
(in thousands, except for share and per share amounts)
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Consolidated Statements of Profits and Losses
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The accompanying notes are an integral part of these consolidated financial statements.
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PalliaTech, Inc.
Consolidated Statements of Changes in Equity
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Net cash used in operating activities
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Cash flmss from operating acIiiIies:
Net loss
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and atrnrtinjtion
Deferred compensation for the vesting of restricted stock
Sham-based compensation
Noncash interest espense
Change in the fairvalue of biological assets
Other income
Deferred tases
bargain purchase on Qoen acquisition
Qjin on sale ofViridis
on sale ofconvenible notes
Loss on disposal ofpropeay and equipment
Changes in operating assets and liabilities, net oUthe effect of acquisitions
Accounts receivable
Biological assets
lnventoiy
Prepaid e.wenses and othercurrent assets
Other assets
Accounts payable
Accrued ewenses
Income tas payable

PalliaTech, Inc.
Consolidated Statements of Cash Flows
(in thousands)

$

(7.715)

(425)
10,905
(7.402)
(472)
(590)
(197)
154
828

240
(138)
(772)
(161)
79

-

2.547
211
(11.234)

-

3.726

(5.014)
$

(13)

(2,019)

-

(68)
(4.489)
274
492

-

-

-

-

-

-

-

(46)
167

-

61
70
1,263
240

\‘ear Ended
December 31,
2017
2016

1,076
14
3,413
3,098
(1,000)
(500)
3,001
0,346
800

S
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S
S
S
S
5
5
5
5
S
S

$
S
$
$

$

$
S

$

S

75.606

2

-

64,247
1,610
65,857

20,537
(44,882)
65.857
20,975

-

63,924

3.112
2,570
6.000

(9.310)

-

-

-

-

-

(302)

-

-

-

(8,085)
(923)

1,559
(9)
19.914

-

-

(57204)

(18,654)
(9,810)
152
99
t L470)

(18,341)
(10,593)
498
500
62
(147)

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

Net increase (&crease) in cash
Cash at beginning olpeflod
Cash and cash equivalents at end ofpenod
S ulemental disclosure of cat Ii flow information:
Cash paid for interest
Cash paid for income tars
Supplemental disclosure of non-cash inffsling and financing aclinhes:
Notes receivable settled in connection wills Groen acquisition
Issuance of comrrnn stock in connection with Las Vegas Natural Care Givers acquisition
Note receivable from Phytatech
Note receievable in connection sale olVindis
Issuance ofcomnon stock in connection with Naturexll acquisition
Notes receivable settled in connection will. Costa Nursery Fanm acquisition
Notes receivable settled in connection svith. Doubling Road Iloldings acquisition

Net cash provided by hinancing acI,’ilies

Cash flows from financing aetisflies:
Proceeds from convertible notes
Proceeds from2ot9 senior unsecured notes
Proceeds from 2020 senior unsecured notes
Proceeds from notes payable
Sham repurchase
Issuance ofconrnnn shares

Net cash used in investing activities

Cash flows from inws(ing actijities:
Notes receivable
Purchases ofproperty and equipment
Proceeds received From disposal ola Vindis
l’roceeds received fmm disposal ofa I’bytaiech
Proceeds Fwmsale of property and cquipnrni
Purchase of licenses
Purchase ofmvestrrrnts
Net assets acquired as pan ofCosta Nunery Fanrn acquisition, net ofcash acquired
Net assets acqtifred as pan olDoubling Road 1-loldings acquisition. net ofcash acquired
Net assets acquired as pan ofGroen acquisition, net ofcaslt acquired
Net assets acquired as part oF[,as Vegas Natural Care Givers acquisition, net ofcash acquired
Cash paid for acquisition ofPhannacultuir

PalliaTech, Inc.
Consolidated Statements of Cash Flows
(in thousands)

PalliaTech, Inc.
Notes to Consolidated Financial Statements
(in thousands, except for gram, share and per share amounts)

Note I

—

Operations of (1w Company

PalliaTech. Inc. (the “Company” or the “Group) was incorporated on October 5,2010 in Delaware. The Company is a life science company
developing full scale cannabis operations, with core competencies in cultivation, manufacturing, dispensing, testing and medical cannabis
research.
The Company is subject to risks common to companies in the life sciences industry including, but not limited to, new technological
innovations, protection of proprietary’ technology, dependence on key personnel, compliance with government regulations, regulatory
approval, uncertainty of market acceptance of products and the need to obtain additional financing.
Note 2— Summary olsignificant accounting policies
Basis of preparation

The accompanying consolidated financial statements have been prepared in accordance with International Financial Reporting Standards
(‘IFRS”) as issued by the International Accounting Standards Board (“IASB”) and Interpretations of the IFRS Interpretations Committee
(“lFRlC”) in effect as of and for the year ended December 31,2017.
These consolidated financial statements were approved and authorized by the Board of Directors of the Company on August 30,2018
These financial statements for the year ended December 31, 2017 are the Company’s first consolidated financial statements prepared in
accordance with IFRS. The date of transition to IFRS is January 1,2016. For all periods up to and including the year ended December 31,
2016, the Company prepared its financial statements in accordance with United States generally accepted accounting principles (“U.S.
OAAP”). Accordingly, the Company has prepared financial statements that comply with IFRS applicable as of December 31,2017, together
with the comparative period data for the year ended December 31,2016. An explanation of the principal adjustments made in representing its
U.S. GAAP financial statements, including the statement of financial position as of January 1,2016, the Company’s date of transition to IFRS
and the financial statements for the year ended December31, 2016, in order to comply with IFRS, is provided in Note 3 to the consolidated
financial statements.
Function a! Curreis c;
The Company and its subsidiaries’ functional currency, as determined by management, is the United States (‘US”) dollar. These consolidated
financial statements are presented in US dollars.
Basis of consoirdatun,
Affiliates are entities controlled by the Company. Control exists when the Company has the power. directly and indirectly, to govern the
financial and operating policies ofan entity and be exposed to the variable returns from its activities. The financial statements of affiliates are
included in the consolidated financial statements from the date that control commences until the date that control ceases.
These consolidated financial statements include the accounts of the Company and its affiliates:
•

PalliaTech RI, LLC, a Rhode Island limited liability company;

•

PalliaTech Maine, Inc., a Maine corporation;

•

PalliaTech OR, LLC, an Oregon limited liability company;

•

Curaleaf Ohio, Inc., an Ohio corporation;

•

Las Vegas Natural Caregivers, LLC., a Nevada limited liability company;
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(in thousands, except for gram, share and per share amounts)
•

PalliaTech NY Holdings, Inc., a New York corporation;

•

Curaleaf Maryland, Inc., a Maryland corporation

•

PalliaTech Maryland, LLC, a Maryland limited liability company;

•

PalliaTech CT, Inc., a Connecticut corporation;

•

PalliaTech PA, LLC, a Pennsylvania limited liability company;

•

Focused Investment Partners, LLC, a Florida limited liability company; and

•

PalliaTech FL, Inc. a Florida corporation

All significant intercompany balances and transactions were eliminated on consolidation.
Basic of measurement
The consolidated financial statements have been prepared on a historical cost basis except for certain financial instruments and biological
assets which were measured at fair value.
Segment Reporting
The Company manages its operations in two segments for the purposes of assessing performance and making operating decisions. The
Company’s segment are cannabis and non-cannabis operations.
Credit risk
The Company operates primarily in cash transactions with its customers at the point of sale. Accounts receivable as of December31, 2017
consists primarily of management fee income. Management determines credit risk to he minimal with respect to accounts receivable and
determined a reserve for accounts receivable is not required as of December 3 I, 2017 and 2016.
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 Company is moderately exposed to credit risk from its cash and cash equivalents, trade and other receivables, and promissory
notes receivable. The Company’s cash deposits may at times exceed Federal insurance limits.
The risk exposure is limited to their carrying amounts at the statement of financial position date. The risk for cash and cash equivalents is
mitigated by holding these instruments with major financial institutions. The Company periodically assesses the quality of the credit rating of
the financial institutions. Trade accounts receivable and notes receivable credit risk arises from the possibility that principal and/or interest
due may become uncollectible. The Company mitigates this risk by managing and monitoring the underlying business relationships.
Capital Management
The Company’s objectives when managing capital are to ensure that there are adequate capital resources to safeguard the Company’s ability
to continue as a going concern and maintain adequate levels of funding to support its ongoing operations and development such that it can
continue to provide returns to shareholders and benefits for other stakeholders.
The capital structure of the Company consists of items included in shareholders’ equity and debt, net of cash and cash equivalents. The
Company manages its capital structure and makes adjustments to it in light of changes in economic conditions and the risk characteristics of
the Company’s underlying assets. The Company plans to use existing funds, as well as funds from the future sale of products to fund operations
and expansion activities. As of December 31, 2017, the Company is not subject to externally imposed capital requirements.
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Cash mail cash equivalents
The Company considers all highly liquid instruments with original maturities at time of purchase ofOO days or less to be cash equivalents.
Restricted Cash
Restricted cash balances are those which meet the definition of cash and cash equivalents but are not available for use by the Company. As of
December 31, 2017 and 2016, other assets includes restricted cash in the amounts of $3,625 and $4,500, respectively, which is related to
amounts that are held in escrow by the PalliaTech Florida, Inc. entity with $125 being transferred to a third party on a monthly basis for
consulting services. The remaining balance in other assets consists primarily of deposits for certain operating leases.
In t’cntary
Inventory is stated at lower of cost or net realizable value (NRV”). NRV is determined as the estimated selling price in the ordinary course
of business less estimated costs to sell. Packaging and supplies are initially valued at cost. The Company utilizes the most reliable evidence
available to determine if inventon should be ‘Tiflen-down below its current carrying value. As of December3 1,2017 and 2016, the Company
recorded an NRV inventory write-down of 5292 and SO, respectively.
Biological assets
Expenditures incurred on biological assets are measured on initial recognition and at the end of each reporting period at its fair value less costs
to sell in accordance with lAS 41. The gain or loss arising on initial recognition of such biological assets at fair value less costs to sell and
from a change in fair value less costs to sell of biological assets are included in the consolidated statement of profits and losses for the period
in which it arises. The Company has elected to measure biological assets at fair value less costs to selL
Accounts receivable and allowance for don brfiil accounts
Accounts receivable are recorded at the invoiced amount, which may bear interest and do not require collateral. Past due balances are
determined based on the contractual terms of the arrangements. The Company estimates its allowance for doubtful accounts based on specific
identification of probable credit losses and historical write-ofT experience. Account balances are charged off against the allowance after all
means of collection have been exhausted and the potential for recovery is considered remote. The Company determined as of December31,
2017 and 2016, there was no allowance for doubtful accounts required.
Notes receivable
The Company provides finartcing to select customers for use in their application for regulatory licenses and development of their business.
Notes receivable are recorded net of any unamortized deferred fees and incremental direct costs. Interest income and amortization of any fees
are recorded ratably over the related term of the note. The Company considers these receivables to have similar risk characteristics as its
accounts receivable, as they relate to the ongoing business agreements with customers and evaluates them as one collective portfolio segment
and class for determining the allowance for doubtful accounts. The Company determined as of December31, 2017 and 2016, there was no
allowance for doubtful accounts required,
Property and equipment
Properly and equipment is stated at cost, net of accumulated depreciation and impairment losses, if any. Depreciation is calculated on a
straight-line basis over the estimated useful life of the asset using the following terms and methods:
Estimated Useful life
5 years
7years
15 to 39 years
Lesser of lease term or 7 to l0years

Information technology
Furniture and fe4ures
Building and improvements
Leasehold improvements
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The assets’ residual values, useful lives and methods of depreciation are reviewed at each financial year-end and adjusted prospectively if
appropriate. Construction in progress is measured at cost. Upon completion of the construction, construction in progress will be reclassified
as building or leasehold improvements depending on the nature of the assets and depreciated over the estimated useful life of the asset.
An item of equipment is derecognized upon disposal or when no future economic benefits are expected from its use. Any gain or loss arising
from derecognition of the asset (calculated as the difference between the net disposal proceeds and the carrying value of the asset) is included
in the consolidated statement of profits and losses in the year the asset is derecognized,
Intangible assets subject to anwrtization
Intangible assets include intellectual property either owned by the Company or for which the Company has a license. Intangible assets acquired
in a business combination are recognized at fair value using generally accepted valuation methods deemed appropriate for the type of intangible
asset acquired, and reported net of accumulated amortization, separately from goodwill. Intangible assets with finite lives are amortized over
their estimated useful lives. Intangible assets include licenses to cultivate, process and sell cannabis. trade names and non-compete agreements
obtained through business acquisitions. Amortization is calculated on the straight-line method based on the following estimated useful lives:

licenses
Trade names
Non-compete agrecments

12-20 years
5-15 years
1-2 years

The estimated useful lives, residual values, and amortization methods are reviewed at each year-end, and any changes in estimates are
accounted forprospectively. Duringtheyearsended December3l.2017 and 20l6,theCompany didnotrecognize any impairment losses.
Good,’iI!

Goodwill represents the excess of the purchase price paid for the acquisition ofan entity over the fair value of the net tangible and intangible
assets acquired. Goodwill is allocated to the cash generating unit (‘CGU”) or CGUs which are expected to benefit from the synergies of the
combination. The Company has determined that the goodwill recognized in connection with all acquisitions to date belong to the cannabis
segment.
Goodwill is not subject to amortization and is tested annually for impairment, or more frequently if events or changes in circumstances indicate
that it might be impaired.
Impairment is determined by assessing if the carrying value of a CGU, including the allocated goodwill, exceeds its recoverable amount
determined as the greater of the estimated fair value less costs to sell and the value in use. Impairment losses recognized in respect ofa CGU
are first allocated to the carrying value of goodwill and any excess is allocated to the carrying amount of assets in the CGU. Any goodwill
impairment loss is recognized in the consolidated statement of profits or losses in the period in which the impairment is identified. Impairment
losses on goodwill are not subsequently reversed. During the years ended December 31,2017 and 2016, the Company did not recognize any
impairment losses.
Debt with warrants mu! convertible options
The Company issues debt that may have separate warrants, conversion features or no equity-linked attributes. The convertible notes and debt
with warrants issued by the Company are compound financial instruments which are accounted for separately by their components: a financial
liability and an equity instrument. The liability component is initially recognized at the fair value of a similar liability that does not have an
equity conversion option. The equity component is initially recognized at the difference between the fair value of the compound financial
instrument as a whole and the fair value of the liability component. Subsequent to initial recognition, the liability component is measured at
amortized cost using the effective interest method. The equity component is not remeasured. No gain or loss is recognized at maturity or early
conversion of the debt.
Leased assets
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(in thousands, except for gram, share and per share amounts)
A lease of property and equipment is classified as an operating lease whenever the terms of the lease do not transfer substantially all of the
risks and rewards of ownership to the lessee. Lease payments are recognized as an expense on a straight-line basis over the lease term, except
where another systematic basis is more representative of the time pattern in which the economic benefits are consumed.
Incenne taxes

Income tax expense comprises current and deferred tax. It is recognized in the statement of profits or losses except to the extent that it relates
to a business combination, or items recognized directly in equity or in other comprehensive income. Interest and penalties related to income
taxes, including uncertain tax treatments, are accounted for under MS 37: Provision, Contingent Liabilities and Contingent .1ssets. Current
tax comprises the expected tax payable or receivable on the taxable income or loss for the year and any adjustments to the tax payable or
receivable in respect of previous years. The amount of current tax payable or receivable is the best estimate of the tax amount expected to be
paid or received that reflects uncertainty related to income taxes, if any. It is measured using tax rates enacted or substantively enacted at the
reporting date. Current tax also includes any tax arising from dividends. Current tax assets and liabilities are offset only if certain criteria are
met.
Deferred tax is recognized in respect to temporan differences between the carrying amounts of assets and liabilities for financial reporting
purposes and the amounts used for taxation purposes. Deferred tax is not recognized for:
•

temporary differences on the initial recognition of assets or liabilities in a transaction that is not a business combination and that
affects neither accounting nor taxable profit or loss;

•

temporan differences related to investments in subsidiaries, associates and joint arrangements to the extent that the Group is able to
control the timing of the reversal of the temporary differences and it is probably that they will not reverse in the foreseeable future;
and

•

taxable temporary’ differences arising on the initial recognition of goodwilL

Deferred tax assets are recognized for unused tax losses, unused tax credits and deductible temporary differences to the extent that it is probable
that future taxable profits will be available against which they can be used. Future taxable profits are determined based on the reversal of
relevant taxable temporary’ differences. lfthe amount of taxable temporary differences is insufficient to recognize a deferred tax asset if full,
then future taxable profits, adjusted for reversals of existing temporary differences, are considered, based on the business plans for individual
subsidiaries in the Company. Deferred tax assets are reviewed at each reporting date and are reduced to the extent that it is no longer probable
that the related tax benefit will be realized; such reductions are reversed when the probability of future taxable profit improves.
Unrecognized deferred tax assets are reassessed at each reporting date and recognized to the extent that it has become probable that future
taxable profits will be available against which they can be used. Deferred tax is measured at the tax rates that are expected to be applied to
temporary differences when they reverse, using mx rates enacted or substantively enacted at the reporting date. The measurement of deferred
tax reflects the tax consequences that would follow from the manner in which the Company expects. at the reporting date, to recover or settle
the carrying amount of its assets and liabilities. Deferred tax assets and liabilities are offset only if certain criteria are met.
Re,’ent, e recognition
Revenue is recognized at the fair value of consideration received or receivable. Revenue from the sale of goods is recognized when all the
following conditions have been satisfied, which are generally met once the products are delivered to customers:
•

The Company has transferred the significant risks and rewards of ownership of the goods to the purchaser;

•

The Company retains neither continuing managerial involvement to the degree usually associated with ownership nor effective
control over the goods sold;

•

The amount of revenue can be measured reliably;

•

It is probable that the economic benefits associated with the transaction will flow to the entity; and
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•

The costs incurred or to be incurred in respect of the transaction can be measured reliably.

The Company recognizes revenue from management and consulting services on a straight-line basis over the term of third party consulting
agreements as services are provided.
Sales taxes
Sales taxes collected from customers are excluded from revenues.
Share—based payment arrangements
The Company measures all stock options and other share-based payment arrangements to employees and directors at the fair value on the date
of the grant using the Black-Scholes option-pricing model. The Company uses the Black-Scholes option pricing model to determine the grantdate fair value of options and warrants. The inputs into the Black- Scholes model, including the expected term of the instrument, expected
volatility, risk-free interest rate and dividend rate are determined by reference to the underlying terms of the instrument, and the Company’s
experience with similar instruments. The grant-date fair value of equity-settled share-based payment arrangements granted to employees is
generally recognized as an expense, with a corresponding increase in equity, over the vesting period of the awards. The amount recognized as
an expense is adjusted to reflect the number of awards for which the related service conditions are expected to be met, such that the amount
ultimately recognized is based on the number of awards that meet the related service conditions at the vesting date.
Comprehensive income (‘1054
Comprehensive income (loss) includes net income (loss) as well as other changes in the consolidated statement of changes in equity that result
from transactions and economic events other than those with shareholders. There was no difference between net income (loss) and
comprehensive income (loss) for each of the periods presented in the accompanying consolidated financial statements.
Net income (loss) per common share, basic and diluted

The Company presents basic and diluted earnings per share data for its common shares. Basic earnings per share is calculated by dividing the
profit or loss attributable to common shareholders of the Company by the weighted average number of common shares outstanding during the
period. Diluted earnings per share is determined by adjusting the profit or loss attributable to common shareholders and the weighted average
number of common shares outstanding, for the effects of all dilutive potential common shares, which comprise warrants, convertible debt and
share options issued. Items vith an anti-dilutive impact are excluded from the calculation. The number of shares included with respect to
options, warrants and similar instruments is computed using the treasury stock method.
Related party transactions

Parties are considered to be related ifone party has the ability, directly or indirectly, to control the other party or exercise significant influence
over the other party in making financial and operating decisions. Parties are also considered to be related ifthey are subject to common control.
Related parties may be individuals or corporate entities. A transaction is considered to be a related party transaction when there is a transfer
of resources or obligations between related parties.
Financial instruments

A financial instrument is any contract that gives rise to a financial asset of one entity and a financial liability or equity instrument to another
entity. Financial assets and financial liabilities are recognized in the consolidated statement of financial position at the time the Company
becomes a party to the contractual provisions of the financial instrument.
initial measurement offinancial assets andfinancial liabilities
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Financial assets and liabilities are recognized at fair value upon initial recognition plus any directly attributable transaction costs when not
subsequently measured at fair value through profit or loss.
Subsecpient nicasurenient
Measurement in subsequent periods is dependent on the classification of the financial instrument. The Company classifies its financial
instruments in the following categories: at fair value through profit or loss, loans and receivables, held to maturity, available for sale, and other
financial liabilities.
Financial ass ets
Financial assets
Financial assets not classified as Fair Value Through Profit or Loss (“FVTPL”), including an interest in an equity-accounted investee, are
assessed at each reporting date to determine whether there is objective evidence of impairment.
Objective evidence that financial assets are impaired includes:
•
default or delinquency by a debtor:
•
restructuring of an amount due to the Company on terms that the Company would not consider otherwise;
•
indications that a debt or issuer will enter bankruptcy;
• adverse changes in the payment status of borrowers or issuers:
• the disappearance of an active market for a security because of financial difficulties; or
• observable darn indicating that there is a measurable decrease in the expected cash flow5 from a group of financial assets.
For an investment in an equity security, objective evidence of impairment includes a significant or prolonged decline in its fair value below
its cost. The Company considers a decline of 20% tobe significant and a period of nine months to be prolonged.
Financial assets measured at amortized cost
The Company considers evidence of impairment for these assets at both the individual and collective level. All individually
significant assets are individually assessed for impairment. Those found not to be impaired are then collectively assessed for any
impairment that has been incurred but not yet individually identified. Assets that are not individually significant are collectively
assessed for impairment. Collective assessment is carried out by grouping together assets with similar risk characteristics.
In assessing collective impairment, the Company uses historical information on the timing of recoveries and the amount of loss
incurred and makes an adjustment if current economic and credit conditions are such that the actual losses are likely to be greater or
lesser than suggested by historical trends.
An impairment loss is calculated as the difference between an asset’s carrying amount and the present value of the estimated future
cash flows discounted at the assets original effective interest rate. Losses are recognized in profit and loss and reflected in an
allowance account. When the Company considers that there are no realistic prospects of recovery of the asset, the relevant amounts
are written off. If the amount of impairment loss subsequently decreases and the decrease can be related objectively to an event
occurring after the impairment was recognized, then the previously recognized impairment loss is reversed through profit and loss.
Equity—accounted investments
An impairment loss with respect to an equity-accounted investment is measured by comparing the recoverable amount of the
investment with its carrying amount. An impairment loss is recognized in profit and loss and is reversed if there has been favorable
change in the estimates used to determine recoverable amount,
Significant accounting judgments, estimates and assumptions
The preparation of the Company’s consolidated financial statements requires management to makejudgments, 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
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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
revision affects both current and future periods.
Significant judgments, estimates and assumptions that have the most significant effect on the amounts recognized in the combined financial
statements are described below.
Esthnated useful lives and depreciation ofproperty and equipment
Depreciation of property and equipment is dependent upon estimates of useful lives which are determined through the exercise ofjudgment.
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.
Estimated useful lives and amortization of intangible assets
Amortization of intangible assets is recorded on a straight-line basis over their estimated useful lives, which do not exceed the contractual
period. ifany. Intangible assets that have indefinite useful lives are not subject to amortization and are tested annually for impairment, or more
frequently ifevents or changes in circumstances indicate that they might be impaired.
Biological assets
Biological assets are dependent upon estimates of future economic benefits as a result of past events to determine the fair value through an
exercise ofsignificantjudgment by the Company. In estimating the fair value ofan asset or a liability, the Company uses market observable
datato the extent it is available. Vhen marketobservable data is not available, the Company engages qualified third party valuation consultants
to perform the valuation. With respect to certain biological assets, where there is no active market for the unharvested produce, the valuation
committee arrives at the fair value by way of a reverse working from the value of the inventory.
Business combinations
In a business combination, all identifiable assets, liabilities and contingent liabilities acquired are recorded at their fairvalues. One ofthe 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 lAS 39, or lAS 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,
Von—controlling interests
Non-controlling interests are classified as a separate component of equity in the Company’s consolidated statements of financial position and
statements of members’ equity. Net income (loss) attributable to non-controlling interests are reflected separately from consolidated statement
of profits and losses net income (loss) in the consolidated statements of comprehensive loss and members’ equity. Any change in ownership
ofa subsidiary while the controlling financial interest is retained is accounted for as an equity transaction between the controlling and noncontrolling interests. In addition, when a subsidiary is deconsolidated, any retained non-controlling equity investment in the former subsidiary
will be initially measured at fair value and the difference between the carrying value and fair value of the retained interest will be recorded as
a gain or loss.
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Redeemable iron-controlling interests
IERS do not have a specific standard or interpretation for the accounting of commitments to purchase non-controLling interests, mainly with
respect to the accountint for the subsequent remeasurement of the carrying amount of the related financial liability. In such circumstances,
the Company has to define its own accounting policy in accordance with lAS 8 until the issuance of new standards and interpretations by the
IASB or the IFRS IC.
Non-controlling interests with redemption features, such as put options, thai are not solely within the Company’s control are considered
redeemable non-controlling interests and are recognized in equity and attributed its share or profit or loss when the risk and rewards of
ownership remain with the non-controlling interests.
A financial liability, non-controlling interest contingency. is recognized for the present value of the redemption amount if it is contractually
fixed or at estimated fair value if it is not contractually fixed. A corresponding charge is made directly to an equity reserve on initial
recognition. Changes in the subsequent measurement of the obligation are recognized in the consolidated statement of profits and losses.
A on-controlling interest con! ingeflcl’
The Company measures the fair value of its non-controlling interest contingency by estimating the present value of future net cash inflows
from earnings associated with the proportionate shares that are subject to sale to the Company pursuant to an exercise event, This estimation
is intended to approximate the redemption value of the options as indicated in the applicable agreements. The fair value of the liability is
sensitive to changes in projected earnings and thereby, future cash inflows, and the discount rate applied to those future cash inflows, which
could have resulted in a higher or lower fair value measurement.
Compoundfinancial n7stnnnents
The identification of components compound financial instruments is based on interpretations of the substance of the contractual arrangement
and therefore requires judgment from management. The separation of the components affects the initial recognition at issuance and the
subsequent recognition of interest on the liability component. The determination of the fair value of the liability is also based on a number of
assumptions, including contractual future cash flows, discount rates and the presence of any derivative financial instruments.
!tkaszaenzents offai, rabies
The Company’s financial instruments consist of cash, restricted cash, notes receivable, accounts payable, accrued expenses, long-term debt
and redeemable non-controlling contingency. The fair values of cash, restricted cash, notes receivable, accounts payable and accrued expenses
approximate their carrying values due to the relatively short-term to maturity. The Company classifies its cash and restricted cash as
FVTPL and accounts payable, accrued expenses and long-term debt as other financial liabilities. The fair value of cash and restricted cash
is based on level I inputs of the fair value hierarchy.
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 I —Unadjusted quoted prices in active markets for identical assets or liabilities;
Level 2— Inputs other than quoted prices that are observable for the asset or liability, either directly or indirectly; and
Level 3 Inputs for the asset or liability that are not based on observable market data.
—

The Company’s assets measured at fair value on a nonrecurring basis include long-lived assets and indefinite-lived intangible assets. The
Company reviews the carrying amounts of such assets whenever events or changes in circumstances indicate that the carrying amounts
may not be recoverable or at least annually as of December31, for indefinite-lived intangible assets and goodwill. Any resulting asset
impairment would require that the asset be recorded at its fair value. The resulting fair value measurements of the assets are considered
to be Level 3 measurements
There have been no transfers between fair value levels during the year,
Share-based pannent arrangements
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The Company uses the black-Scholes option pricing model to determine the fair value of share-based payment arrangements granted to
employee and non-employees. In estimating fair value, management is required to make certain assumptions and estimates such as the expected
life of units, volatility of the Company’s future share price, risk free rates, future dividend yields and estimated forfeitures at the initial grant
date. Changes in assumptions used to estimate fair value could result in materially different results.
Goodi will bnpairnwnt
Goodwill is tested for impairment annually and whenever events or changes in circumstances indicate that the carrying amount of goodwill
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
Defentd tar assets

Deferred tax assets, including those arising from tax loss carry-forwards, requires management to assess the likelihood that the Company will
generate sufficient taxable earnings in future periods in order to utilize recognized deferred tax assets. Assumptions about the generation of
future taxable profits depend on management’s estimates of future cash flows. In addition, future changes in tax laws could limit the ability
of the Company to obtain tax deductions in future periods. To the extent that future cash flows and taxable income differ significantly from
estimates, the ability of the Company to realize the net deferred tax assets recorded at the reporting date could be impacted.
Recent accounting pronouncements
The following IFRS standards have been recently issued by the IASB. The Company is assessing the impact ofthese 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.
!F1?S 7, Financial instruments: Disclosure

IFRS 7, Financial instnunents: Disclosure, was amended to require additional disclosures on transition from lAS 39 to IFRS 9. IFRS 7 is
effective on adoption of IFRS 9, which is effective for annual periods commencing on or after January 1,2018.
IFRS 9, Financial Instruments

In July2014, the IASB issued the final version of lERS 9, Financial Instruments, which reflects all phases of the financial instruments project
and replaces lAS 39, Financial Instruments: Recognition and Measurement, and all previous versions of IFRS 9. The standard introduces new
requirements for classification and measurement, impairment, and hedge accounting. IFRS 9 is effective for annual periods beginning on or
afler 1January20 18, with early application permitted. The Company does not expect significant impact on its consolidated financial statements
from the adoption of this new standard.
IFRS 15, Revenue from Contracts with Customers
The IASB replaced lAS IS, Revenue, in its entirety with IFRS 15, Revenue from Contracts ivith Customers. The standard contains a single
model that applies to contracts with customers and two approaches to recognizing revenue: at a point in time or overtime. The model features
a contract- based five-step analysis of transactions to determine whether, how much and when revenue is recognized. New estimates and
judgmental thresholds have been introduced, which may affect the amount and/or timing of revenue recognized. IFRS 15 is effective for
annual periods beginning on or after January 1,2018, with early application permitted. The Company does not expect significant impact on
its consolidated financial statements from the adoption of this new standard.
IFRS 16, Leases
In January 2016, the IASB issued IFRS 16, Leases, which will replace lAS 17, Leases. This standard introduces a single lessee accounting
model and requires a lessee to recognize assets and liabilities for all leases with a term of more than twelve months unless the underlying asset
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is of low value. A lessee is required to recognize a right-of-use asset representing its right to use the underlying asset and a lease liability
representing its obligation to make lease payments. The standard will be effective for annual periods beginning on or after January 1,2019,
with earlier application permitted for entities that apply IFRS 15, Revenue from Contracts u’itlz Customers, at or before the date of initial
adoption ofIFRS 16. The extent of the impact of adoption of the standard has not yet been determined.
Note 3—Transition to IFRS
These financial statements for the year ended December 3!, 2017 are the Company’s first consolidated financial statements prepared in
accordance with IFRS. The date of transition to IFRS is January 1,2016. For periods up to and including the year ended December 31, 2016,
the Company prepared its consolidated financial statements in accordance with U.S. GAAP.
Accordingly, the Company has prepared financial statements that comply with IFRS applicable as of December 31, 2017, together with the
comparative period data for the year ended December 31, 2016, as described in the summary of significant accounting policies (Note 2). In
preparing the financial statements, the Company’s opening consolidated statement of financial position was prepared as of January 1,2016,
the Company’s date of transition to IFRS.
This note explains the principal adjustments made by the Company in representing its U.S. GAAP financial statements, including the statement
of financial position as ofJanuary 1,2016 and the financial statements forthe year ended December 31, 2016, in orderto comply with IFRS.
As a first-time adopteroflFkS, the Company applied IFRS I First-time Adoption of International Financial Reporting Standards. The Standard
contains a number of voluntary and mandatory exemptions from the requirement to retrospectively apply IFRS, none of which applied to the
Company as of January 1,2016.
Reconciliation of statements of financial position as of January 1,2016 and December 31,2016:
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As ofianuary 1,2016 (date of transition to IFRS)
IFRS
Adjustments
U.S. CAM’

Note
Assets
Current assets:
Cash
Total current assets

$

Property and equipment
Notes receivable
In V CS t men t 5
Other assels
Total assets
Liabilities andShareholders’ CquiP’
Current liabilities:
Accounts payable
Accmed ewenses
Total current liabilities
Notes payable -related party
Total liabilities

1,610
1,610

5

78
8,663
165
35
10,551

S

176

S
-

$

231
3.652
3.883

Shareholders’ equity
Share capital
Reserves
Accumulated deficit
Total shareholders’ equity
Total liabilities and shareholders’ equity

S

19

(5.794)
6,668
10,551

S

176
231
2.800
3.03 I

125
1.000
(273)
852

-

B

$

78
8.663
165
35
10.551

t852)
(852)

11462

B

-

S

-

1,610
1.610

$

12.587
1.000
(6.067)
7.520
10.551
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Note
Assets
Current assets:
Cash
Prepaid expenses and other currnnt assets
Total current assets

$

Property and equipment
Notes receivable
Investments
Otherassets
Total assets

S

Liabilities and Shareholders Equity
Current liabilities
Accounts payable
Accrued expenses
Total current liabilities
Deferrtd income taxes
Notes payable related party
Total liabilities

$

A, C

-

Shareholders’ equity
Share capital
Reserves
Accumulated deficit
Total shareholders’ equity
Total liabilities and shareholders’ equity

U.S. GAAP

A, B, C
A, C

$

As offlecemlwr3l,2016
Adjustments

65.857
69
65.926
2,190
16,748
467
4,522
89.853

Reconciliation of the consolidated statement of profit and loss for the year ended December 31,2016:
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$
-

$

450
419
869
167
7,411
8.447

84,652
2,488
(5,734)
81.406
89.853

IRiS

-

$

$
-

818
818

(840)
369
(347)
(818)
$

-

$

65.857
69
65,926
2.190
16.748
467
4.522
89.853

450
419
869
167
8.229
9.265

83,812
2,857
(6,081)
80,588
89.853
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Note

Revenue:
Management Ibe income
Operating expenses:
cneral and administrative
Share based compensation
Depreciation and amortization
Total opemting expenses
Incon (loss) from operations
Other incorm (expense):
Interest income
Interest expense
Total other income
Income (loss) before provision for income taxes
Provision for income taxes
Net income (loss) and comprehensive loss

Year ended December 31, 2016
IFRS
Adjustments
U.S. GAAP

5

3,708
3,708

$

A, C

S

1,911
(474)
1.437
228
(167)
61

S

-

3,524
1.332
61
4.917
(1.209)

B

-

3.524
1.263
61
4.848
(1.140)

(69)
69
69

(143)
(143)
(74)
$

(74)

3.708
3.708

S

1.911
(617)
1.294
154
(167)
(13)

Under US GAAP, the Company recognized 53.652 of convertible debt as traditional convertible debt with no amounts attributed to
the conversion feature. Under IFRS, the convertible debt is a compound financial instrument under which the liability component is initially
recognized at fair value and the residual amount is recognized as an equity component. Subsequent to initial recognition, the liability
component is measured at amortized cost using the effective interest method. The equity component is not remeasured. No gain or loss is
recognized at maturity or early conversion of the debt.
Note A:

As of January 1. 2016, $1,000 was reclassified to the equity component and the corresponding debt accretion in the amount 5148 was
recognized in accumulated deficit.
As of December 31, 2016, the adjustments represent the conversion of all existing convertible debt in July 2017, which included additional
convertible debt in the amount of 53,084 issued during July 2017. No separation of the equity component was done for this additional debt
due to the timing of the conversion. Accordingly, the 51,000 equity component was reclassified to share capital and the corresponding debt
accretion for the period in the amount of $213 was recognized in the statement of profits and losses (resulting in a cumulative adjustment of
S361 to accumulated deficit and to share capital upon conversion).
iVote B: The Company has share-based payment awards that vest in installments based on service conditions only. Under the U.S. CAAP, the
Company recognized its share-based compensation expense in accordance with the straight-line method. In accordance with the IFRS, the
Company uses the accelerated method.

As a result, as of January 1,2016 and December 31, 2016, share capital increased in the aggregate by $125 and $56, respectively against the
Company’s accumulated earnings. Share-based compensation expense decreased by $69 for the year ended December 31,2016 compared to
share-based compensation expense reported under U.S. GAAP.
Note C: During 2016 the Company issued debt with detachable warrants. Under US GAAP, the Company recognized the debt at its face value
of$2,570 less a debt discount ofS 1,257 representing the relative fair value of the warrants issued, which qualified for equity accounting. The
discount is accreted over the term ofthe loan using the effective interest method. Under IFRS, the debt with warrants is a compound financial

21

PalliaTech, Inc.
Notes to Consolidated Financial Statements
(in thousands, except for gram, share and per share amounts)
instrument under which the liability component of $2,228 is initially recognized at fair value and the residual amount of $369 is recognized
as an equity component. Subsequent to initial recognition, the liability component is measured at amortized cost using the effective interest
method. The equity component is not remeasured.
As of December31, 2016 a debt adjustment in the amount of 5818 was made representing the difference in the carrying of the debt giving
effect to the accretion of the debt. The relative fair value of the warrants in the amount of$l,257 was derecognized from share capital and a
debt accretion adjustment in the amount of $70 was recognized in accumulated deficit. Interest expense decreased by $70 for the year ended
December 31,2016 compared to the expense reported under U.S. GAAP.
Note 4

—

Acquisitions

2(117 Acquisitions
Costa Atnwerv Farms, LLC, a Florida limited liability compam’ d’b/a Modern Health Concepts
The Company, through its wholly owned subsidiary PalliaTech Florida, Inc., owns 75% of PalliaTech Florida, LLC (“PT Florida”). On
December 8,2016, PT Florida entered into a Membership Interest Purchase Agreement (the “MI-IC Agreement”) with Costa CB Holdings,
LLC (“CR Holdings”) to acquire 70% of all outstanding membership units of Costa Nursery Farms, LLC dba Modern Health Concepts
(“MHC”), a wholly owned subsidiary of CR Holdings. The transaction closed on January 3, 2017. The resulting purchase resulted in the
Company effectively acquiring a 52.5% ownership interest in MHC. MI-IC is a South Florida based fully-fledged medical cannabis facility.
The acquisition was completed as a strategic investment to enhance the Company’s ability to develop a full-scale cannabis operation with core
competencies in cultivation and manufacturing.
This acquisition qualified as a business combination under IFRS 3 and the Company has recorded all assets acquired and liabilities assumed
at their acquisition-date fair values. The excess of the purchase price and non-controlling interest in MHC over the fair value of the tangible
and identifiable intangible assets acquired less the liabilities assumed has been recorded as goodwill. The goodwill of $13,470 arising from
the acquisition consists largely of the synergies and economies of scale expected from combining the operations of the businesses. These
synergies include the elimination of redundant facilities and functions and the use of the Company’s existing commercial infrastructure to
expand sales.
The Company acquired 70% of MHC through a cash purchase price of $28,000 which included a debt repayment of $9,346 to a third party on
behalf of MHC.
The following table summarizes the allocation of the aggregate purchase price to the estimated fair value of the net assets acquired:
Accounts receivable
Prepaid ewenses and other assets
Inventory
Property and equipment
Intangible assets:
Licenses
Trade names
Non-compete agreements
uodwilI
Liabilities
Redeemable non-controlling interest
Consideration transferred

$

$

730
183
2,013
4,140
19,710
330
700
13,470
(1,276)
(12,000)
28,000

The assets and liabilities of MHC are recorded in the Company’s consolidated financial statements at their estimated fair values. Goodwill,
which is expected to be deductible for statutory tax purposes, is calculated as the excess value of consideration paid over the fair value of
assets acquired and liabilities assumed, net of the non-controlling interest. The purchase price resulted in goodwill of$ 13,470. The historical
canying values of current assets and liabilities approximate their fair value on the date of acquisition due to their short-term nature. The net
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book value of acquired property and equipment acquired approximates the fair value of the assets on the date of acquisition. The Company
identified intangible assets consisting of licensing agreements, trade names and non-compete agreements valued at $20,740. Licensing
agreements, trade names and non-compete agreements are being amortized on a straight-line basis over their respective useful lives of twelve,
six and two years respectively. Valuation of the licensing agreements was derived from the discounted cash flow method. Valuation of the
trade name intangible assets was derived from the relief from royalty method. Valuation of the non-compete agreements was derived from the
with or without cash flow method.
The results of MHC have been included in the consolidated financial statements since the date of acquisition. Revenue and net loss of MHC
included in the consolidated financial statements from the acquisition date through December 31,2017 were $2,704 and $9,659, respectively.
During the year ended December 31,2017, the Company recorded $212 of transaction expenses related to travel and third-party legal and
accounting services in connection with the acquisition. These costs are included in general and administrative expenses in the Company’s
consolidated statement of profits and losses.
The non-controlling interest of$l2,000 was calculated using the fair value method of the assets acquired and liabilities assumed. The value
used in this determination was the purchase price for the controlling interest. The Company used the Fair Value method as it believes that the
risks and rewards of the acquired entity are shared by the Company and the non-controlling interest. The MHC Agreement contains a put
option under which the noncontrolling interest may require the Company to redeem its equity interest in MHC at the latest of the second
anniversary of the date of acquisition or the issuance of certain regulatory agency policies or at any time prior to certain liquidity events. The
redemption value is to be determined by mutual agreement or by an outside valuation expert subject to certain parameters that include a “floor”
amount of$ 12,000 and a “ceiling” amount equal to 75% oCthe excess ofthe fair market value over $40,000 times the percentage interest held
by the noncontrolling interest (30% at the acquisition date). The Company has a call option under which it may require the noncontrolling
interest to sell under the same terms at the latest of the third anniversary of the acquisition date and either the issuance of certain regulatory
agency policies or the implementation of such policies. The noncontrolling interest may elect to receive the redemption amount either in cash
or in shares of the Company at fair market value. ha cash settlement election is made the Company has the option to pay 50% of redemption
amount in cash and the remainder by issuing a senior secured promissory note with a one-year maturity, subject to change under certain
circumstances.
Doubling Road Holdings, LW, a Delaware limited liability company
On December 15, 2016 the Company, through its subsidiary PalliaTech CT, LLC, entered into a Preferred Unit Purchase Agreement (the
“DRH Agreement”) with Doubling Road Holdings, LLC, a Delaware limited liability company (“DRH”) and certain members of DRH as
listed in the DRH Agreement (the “Members”) to acquire 51% of all outstanding membership units in DRH (The “Purchased Units”). DRH
is a Connecticut based licensed cannabis facility.
The acquisition was accomplished through a series oltransactions that included a redemption by DRH of the number of Preferred Units equal
to the number of the Purchased Units in the DRH Agreement, extinguishment of the Priority Returns on the Preferred Units and a redemption
of all of its outstanding common units. All of the Preferred Units that remain outstanding immediately following the unit redemptions were
converted into a new series of membership interests in DRH to be designated as Series A2 Preferred Units. DRH then issued the Series A2
Preferred Units to the Company, such that on March 8,2017, upon consummation of the transaction the Company owned 51% of all of the
membership interests in DRH. The acquisition was completed as a strategic investment to enhance the Company’s ability to develop a fullscale cannabis operation with core competencies in cultivation, manufacturing, processing and dispensing.
This acquisition qualified as a business combination under IFRS 3 and the Company has recorded all assets acquired and liabilities assumed
at their acquisition-date fair values. The excess of the purchase price and non-controlling interest in DRH over the fair value of the tangible
and identifiable intangible assets acquired less the liabilities assumed has been recorded as goodwill. The goodwill of$14,302 arising from
the acquisition consists largely of the synergies and economies of scale expected from combining the operations of the businesses. These
synergies include the elimination of redundant facilities and functions and the use of the Company’s existing commercial infrastructure to
expand sales.
The Company acquired a 51% ownership in DRH through a cash purchase price of$l0,835.
The following table summarizes the allocation of the aggregate purchase price to the estimated fair value of the net assets acquired:
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Cash
Accounts receivable
Prepaid cwenscs and other current assets
Inventor;
Biological assets
Property and equipment
Other assets
Intangible assets
Licenses
Trade name
Grndwill
Liabilities
Redeemable non-controlling interest
Consideration translëaed

$

S

235
78
123
596
293
3,530
210
4250
1.010
14.302
(463)
(13.389)
10.35

The assets and liabilities of DRH are recorded in the Company’s consolidated financial statements at their estimated fair values. Goodwill,
which is expected to be deductible for statuto tax purposes, is calculated as the excess value of consideration paid over the fair value of
assets acquired and liabilities assumed, net of the non-controlling interest. The purchase price resulted in goodwill ofSl4,302. The historical
carrying values of current assets and liabilities approximated their fair value on the date of acquisition due to their short-term nature. The net
book value of property and equipment acquired approximated the fair value of the assets on the date of acquisition. The Company identified
intangible assets consisting of licensing agreements and trade names that were valued at S5,290. Licensing agreements and trade names are
being amortized on astraight-line basis overtheir respective useful lives of2O and 14 years respectively. Valuation of the licensingagreements
was derived from the discounted cash flow method. Valuation of the trade names was derived from the relief from royalty method.
The results of DRH have been included in the consolidated financial statements since the date of the acquisition. Revenue and net income of
DRH included in the consolidated financial statements from the acquisition date through December 31, 2017 were $4,538 and $183,
respectively.
During the year ended December 3 I, 2017, the Company recorded $124 of transaction expenses related to third-party legal, accounting and
shareholder representative services incurred in connection with the acquisition. These costs are included in general and administrative expenses
in the Company’s consolidated statement of profits atid losses.
The non-controlling interest ofSl3,389 was calculated using the fair value method of the assets acquired and liabilities assumed. The value
used in this determination was the purchase price for the controlling interest. The Company used the fair value method as it believes that the
risks and rewards of the acquired entity are shared by the Company and the non-controlling interest. The DRH purchase agreement contains
a put option under which the noncontrolling interest may require the Company to redeem its equity interest in DRH after one year of the date
of acquisition or at any time prior to certain liquidity events in exchange for shares of the Company at fair market value. The Company has a
call option under which it may require the noncontrolling interest to sell under the same terms. The redemption value is to be determined by
mutual agreement or by an outside valuation expert.
Groen Investment Group, 1mw., a De/m rare corporation
On June 6, 2017, the Company through its subsidiary PalliaTech OR. LLC, entered into a Preferred Stock Purchase Agreement (the “Groen
Agreement”) with Groen Investment Group, Inc., a Delaware corporation (“Groen”) and certain members of Groen as listed in the Groen
Agreement to acquire 50.5% of the outstanding shares of Series B Preferred Stock. The Series B Preferred Stock is convertible into common
stock representing 50.5% of the total outstanding capital stock of Groen and is entitled to vote on any matter. Groen is an Oregon based
manufacturer of high quality sustainable cannabis.
On June 6,2017, upon consummation of this transaction, the Company purchased 222,914 shares of Series B preferred stock for $6.89 per
share for a total consideration of $1,537. The purchase price of $1,537 consisted of a $737 cash consideration and loan forgiveness in the
amount of $800. In addition to the purchase price, the total consideration included $2,613 of remaining debt due to the Company. The
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acquisition was completed as a strategic investment to enhance the Company’s ability to develop a full-scale cannabis operation with core
competencies in cultivation.
This acquisition qualified as a business combination under IFRS 3 and the Company recorded all assets acquired and liabilities assumed at
their acquisition-date fair values. The fair value ofthe net assets acquired, including identifiable intangible assets exceeded the purchase price
of $4,150. Accordingly, the Company recognized the excess of the fair value of the net assets acquired over purchase price paid of $289 as a
gain on bargain purchase. The gain on bargain purchase is included in other income in the consolidated statement of profits and losses. The
Company believes it was able to negotiate a bargain purchase as a result ofit access to the liquidity necessary to complete the transaction and
the recurring losses of Groen.
The following table summarizes the allocation of the aggregate purchase price to the estimated fair value of the net assets acquired:
Cash
Restricted cash
Accounts receivable
Inventory
Biological assets
Property and equipment
Intangible assets
Licenses
Trade name
Bargain purchase gain
Liabilities
Non-controlling interest
Consideration transferred

$

S

889
18
30
1,674
530
2,895
980
90
(289)
(1,160)
(1.507)
4.150

The assets and liabilities of Groen are recorded in the Company’s consolidated financial statements at their estimated fair values. Gain on
bargain purchase is calculated as the excess of the fair value of assets acquired and liabilities assumed, net of the non-controlling interest over
the consideration paid. The purchase price resulted in a bargain purchase gain of $289. As a result of the bargain purchase, the Company
recorded an additional S ISO of deferred tax liability to offset the tax effect of the gain on the bargain purchase. The historical carrying values
of current assets and liabilities approximated their fair value on the date of acquisition due to their short-term nature. The net book value of
property and equipment acquired approximated the fair value ofthe assets on the date of acquisition. The Company identified intangible assets
consisting of licensing agreements and trade name valued at $1,070. Licensing agreements and trade names are being amortized on a straightline basis over their respective useful lives of IS and 6 years respectively. Valuation of the licensing agreements was derived from the
discounted cash flow method. Valuation of the trade name intangible asset was derived from the relief from royalty method.
The results ofGroen have been included in the consolidated financial statements from the acquisition date. Net revenue and net loss ofGroen
included in the consolidated financial statements from the acquisition date through December 3 I, 2017 was $1,200 and $1,522, respectively.
During the year ended December 31, 2017, the Company incurred $96 of transaction expenses related to third-party legal, accounting and
shareholder representative services in connection with the acquisition. These costs are included in general and administrative expenses in the
Company’s consolidated statement of profits and losses.
The non-controlling interest of $1,507 was calculated using the fair value method of the assets acquired and liabilities assumed. The value
used in this determination was the purchase price for the controlling interest. The Company used the fair value method as it believes that the
risks and rewards of the acquired entity are shared by the Company and the non-controlling interests.
PharmaCtilture Corp., a Alatyland corporation
On June 16, 2017, the Company through its subsidiary PalliaTech MD Processing, LLC, entered into a Stock Purchase Agreement (the “PC
Agreement”) with PharmaCulture Corp., a Maryland corporation (“PC”) and certain individuals (‘Sellers”) as listed in the PC Agreement to
acquire 85% of the outstanding capital stock in PC. PC is a Maryland based processor of medical marijuana. The acquisition was completed
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as a strategic investment to enhance the Company’s ability to develop a full-scale cannabis operation with core competencies in cultivation,
processing and dispensing of medical and recreational cannabis.
This acquisition qualifies as a business combination under IFRS 3 and the Company has recorded all assets acquired and liabilities assumed
at their acquisition-date fair values. The excess of the purchase price and non-controlling interest in PC over the fair value of the tangible and
identifiable intangible assets acquired less the liabilities assumed has been recorded as goodwill. The goodwill of $852 arising from the
acquisition consists largely ofthe synergies and economies of scale expected from combining the operations ofthe businesses. These synergies
include the elimination of redundant facilities and functions and the use ofthe Company’s existing commercial infrastructure to expand sales.
Total consideration paid by the Company to the Sellers consisted ofa cash payment in the amount of $2,000 and the settlement ofa promissory
note of $800.
The following table summarizes the allocation of the aggregate purchase price to the estimated fair value of the net assets acquired:
Cash
Prepaid e.wenses and other current asscts
Property and equipment
Other assets
Intangible assets
Licenses
Trade name
Non-compete agreements
odwill
Deferred taxliability
Liabilities
Redeemable non-controlling interest
Considemtion transferred

$

S

530
40
37
82
1,590
50
30
1,748
(895)
(59)
(353)
2,800

The assets and liabilities ofPC are recorded in the Company’s consolidated financial statements at their estimated fair values. Goodwill, which
is not expected to be deductible for statutory tax purposes, is calculated as the excess value of consideration paid over the fair value of assets
acquired and liabilities assumed, net of the non-controlling interest. The purchase price resulted in initial goodwill of $852. The historical
carrying values of current assets and liabilities approximated their fair values on the date of acquisition due to their short-term nature. The net
book value of property and equipment acquired approximated the fair value of the assets on the date of acquisition. The Company identified
intangible assets consisting of licensing agreements, trade name and non-compete agreements valued at $1,670. Valuation of the licensing
agreements was derived from the discounted cash flow method. Licensing agreements, trade names and non-compete agreements are being
amortized on a straight-line basis over their respective useful lives of 12,5 and I years respectively. Valuation of the trade name intangible
assets was derived from the relief from royalty method. Valuation of the non-compete agreements was derived from the with or without cash
flow method. The excess of the fair value of the assets acquired and liabilities assumed was recorded as goodwill.
The results of PC have been included in the Company’s consolidated financial statements from the acquisition date. Revenue and net loss of
PC included in the consolidated financial statements from the acquisition date through December 31,2017 were $0 and $397, respectively.
During the year ended December 31,2017, the Company incurred $409 of transaction expenses related to travel, third-party legal, accounting
and shareholder representative services in connection with the acquisition. These costs are included in general and administrative expenses in
the Company’s consolidated statement of profits and losses.
Non-controlling interest of $353 was calculated using the fair value method of the assets acquired and liabilities assumed. The value used in
this determination was the purchase price for the controlling interest. The Company used the fair value method as it believes that the risks and
rewards of the acquired entity are shared by the Company and the non-controlling interest. The PC Agreement contains a put option under
which the noncontrolling interest may require the Company to redeem its equity interest in PC after the fourth-year anniversary of the date of
acquisition or at any time prior to certain liquidity events. The Company has a call option under which it may require the noncontrolling
interest to sell under the same terms. The redemption value is to be determined based on six times EBITDA, as defined. At the election of the
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Company, the redemption value may be paid either in cash or in shares of the Company at fair value. If the Company’s shares are not publicly
traded, then the put right is suspended until such time as the Company’s shares become publicly traded.

Las Vegas Natural Caregiveiw, L. L. C a Nevada limited liability company
.

On August 22, 2017, the Company acquired 57% of Las Vegas Natural Care Givers, LLC, dba House of Herbs (“HOH Agreement”) through
an equity purchase agreement. House of Herbs cultivates high quality cannabis for Las Vegas area dispensaries. The acquisition was completed
as a strategic investment to enhance the Company’s ability to develop a full-scale cannabis operation with core competencies in cultivation.
The purchase price of $3,098 consisted ofan issuance of 129,574 shares ofcommon shares with an acquisition date fair value of $23.91 per
share to House of Herbs in exchange for a 57% ownership.
This acquisition qualifies as a business combination under IFRS 3 and the Company has recorded all assets acquired and liabilities assumed
at their acquisition-date fair values. The excess of the purchase price in HOH over the fair value of the tangible and identifiable intangible
assets acquired less the liabilities assumed has been recorded as goodwill. The goodwill of $2,041 arising from the acquisition consists largely
of the synergies and economies of scale expected from combining the operations of the businesses. These synergies include the elimination
of redundant facilities and functions and the use of the Company’s existing commercial infrastructure to expand sales.
The following table summarizes the allocation of the aggregate purchase price to the estimated fair value of the net assets acquired:
Cash
Accounts receivable
Inventory
Biological assets
Property and equipment
Intangible assets
Licenses
Trade name
GodwilI
Liabilities
Redeemable non-controlling interest
Consideration transferred

$

$

99
50
975
267
1,795
670
70
2,04!
(195)
(2.694)
3.098

The assets and liabilities of HOH are recorded in the Company’s consolidated financial statements at their estimated fair values. Goodwill,
which is not expected to be deductible for statutory tax purposes, is calculated as the excess value of consideration paid over the fair value of
assets acquired and liabilities assumed, net of the non-controlling interest. The purchase price resulted in goodwill of $2,041. The historical
carrying values of current assets and liabilities approximated their fair values on the date of acquisition due to their short-term nature. The net
book value of property and equipment acquired approximated the fair value of the assets on the date of acquisition. The Company identified
intangible assets consisting of licensing agreements and trade names valued at $740. Licensing agreements and trade names are being
amortized on a straight-line basis over their respective useful lives of 12 and 6 years respectively. Valuation of the licensing agreements was
derived from the discounted cash flow method. Valuation ofthe trade name intangible assets was derived from the relief from royalty method.
The excess of the fair value of the assets acquired and liabilities assumed was recorded as goodwill.
The results of HOH have been included in the Company’s consolidated financial statements from the acquisition date. Revenue and net income
of HOH included in the consolidated financial statements from the acquisition date through December 3!, 2017 were $947 and $365,
respectively.
During the year ended December 3!, 2017, the Company incurred $44 of transaction expenses related to third-party legal and accounting
services in connection with the acquisition. These costs are included in general and administrative expenses in the Company’s consolidated
statement of profits and losses.
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Non-controlling interest of $2,694 was calculated using the fair value method of the assets acquired and liabilities assumed. The value used
in this determination was the purchase price for the controlling interest. The Company used the fair value method as it believes that the risks
and rewards of the acquired entity are shared by the Company and the non-controlling interest. The HOH Agreement contains a put option
under which the noncontrolling interest may require the Company to redeem its equity interest in HOH beginning at the second anniversary
of the date of acquisition and ending on the three-year anniversary. The redemption value is the greater of the HOH fair market value and
$6,266 times the percentage interest held by the noncontrolling interest (16.05% at the acquisition date). The Company has a call option under
which it may require the noncontrolling interest to sell under the same terms. The noncontrolling interest may elect to receive the redemption
amount either in cash or in shares of the Company at fair market value.
Naturex II, LW, a Nevada limited liability company
On October 30,2017, the Company through its subsidiary PalliaTech NV, Inc., entered into an agreement to acquire 64% of Naturex II, LLC,
dba Blackjack Collective (“Blackjack Agreement”) through an equity purchase agreement. Blackjack is a cannabis dispensary located in Las
Vegas. The acquisition agreement was entered into as a strategic investment to enhance the Company’s ability to develop a full-scale cannabis
operation with core competencies in cultivation, processing and dispensing of medical and recreational cannabis. The purchase price of$3,00I
consist ofan issuance of 125,527 shares of common stock with a fair value of $23.91 per share to Blackjack Collective in exchange for a 64%
ownership. The Company has transferred the shares to an escrow account which will be transferred to members of Blackjack upon the closing
of the transaction.
The closing of the transaction is currently pending regulatory approval by the Nevada Department of Taxation (the “Department”) and the
Business Licensing Commission of the City of Las Vegas (the “Commission”). While it has taken a considerable period of time for the
Company to clarify certain regulatory requirements with the Department and Commission and to provide required information required for
the approval, the Company believes it has compiled all required information and is not aware of any reason why the Department or the
Commission would not approve the completion of the purchase of Blackjack. As of December 31, 2017, the Company has not obtained
control of Blackjack, accordingly, the fair value of the shares transferred is included in investments on the consolidated statement of financial
position.
Note 5— Disposal
On July 26, 2017, the Company entered into a membership interest transfer agreement (the “Signal Bay Purchase Agreement”) with Signal
Bay, Inc., a Colorado corporation, to sell its wholly-owned subsidiary, Viridis Analytics MA, LLC, a Delaware limited liability company.
Viridis is a full service analytical testing laboratory in the business of conducting comprehensive testing of the chemistry and microbiology
of Cannabis, cannabis-based products, and the soil and water used in the cultivation of cannabis. The sale was completed on July 31,2017 for
total consideration of$1,000, which consisted ofa cash payment of$500 plus the issuance ofa promissory note in favorofthe Company in
the amount of $500. The note bears an interest at a rate of 8% per annum and is due at August 1,2018. This disposal does not represent a
strategic shift of the Company that has or will have a major effect on the Company’s operations and financial results. Accordingly, the assets
and liabilities of Viridis were not segregated and were presented as continued operations in the consolidated financial statements herein. The
carrying value of Viridis at the time of disposal was $228 resulting in a pre4ax gain on the sale from the disposition of5772 for the year ended
December 31,2017 within the consolidated statement of profits and losses.
On May 14, 2014 the Company entered into an agreement with PhytaTech Co, LLC, a Colorado limited liability company (“PhytaTech”) for
a convertible unsecured promissory note receivable in the amount of$l,000. On September 6, 2017 the Company entered into a Transfer
Agreement to cancel the note in exchange for the issuance of a second promissory note.
Pursuant to the terms of the Transfer Agreement, PalliaTech cancelled the convertible unsecured promissory note with a principal amount of
$1,000 and transferred the assets of PhytaTech to EVIO, Inc. in exchange for $500 cash and a secured promissory note issued by EVIO, Inc.
with a principal amount of S 1,000. The result of the transaction was a pre4ax gain on the sale of the convertible note of $ 161 for the year
ended December31, 2017 within the consolidated statement of profits and losses.

Note 6

—

Inventory

See accounting policies in Note 2.
28

PalliaTech, Inc.
Notes to Consolidated Financial Statements
(in thousands, except for gram, share and per share amounts)
Inventory consisted the following:

-

December 31,
2017

Raw materials:
l-Iawested cannabis
[lanested trim
Total raw materials

2016

7.465
596
8.061

5

Work-in-process:
Processing

2,131

Finished goods:
Consumables
Flower
E’lracts
Majesty palms
Total finished goods

383
36
551
1,791
2,761

Inventory write-down

(292)
12.661

S

$

-

-

-

-

-

-

-

-

-

-

$

-

During the year ended December31, 2017, relief of inventories of $8,058 were recognized as an expense and included in cost of goods sold
on the consolidated statement of profits and losses. As of December 31, 2017, the Company recorded NRV inventory write-down of $292.
The Company had no inventory as of December 3 I, 2016.
Note 7

—

Biological assets

See accounting policies in Note 2.
The following table is a reconciliation of carrying amount of the biological assets:
Balance at December31, 2016
Assets obtained in the acquisition ofDRl-l
Assets obtained in the acquisition of&oen
Assets obtained in the acquisition of Las Vegas Natural Caregivers
Changes in fair value less cost to sell due to biological transformation
Transferred to inventory upon harvest
Balance at December31, 2017

$

$

293
530
287
11,234
(10,905)
1,439

At December 31,2017, biological assets consisted of actively growing cannabis plants to be harvested as agricultural produce.
The average grow cycle of plants up to the point of harvest is approximately twelve weeks. Plants not in production are valued at the fair
market value less costs to sell. Plants in production are plants that are in the flowering stage and are valued at fair value less cost to complete
and cost to sell, where fair value represents the Company’s selling price per gram of dried cannabis. The Company did not have any biological
assets as of December 31,2016. See Note 20 for the inputs and sensitivity analysis for the fair value of the biological assets.
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As of December 31, 2017, it was expected that the Company’s biological assets would yield 585,331 grams of medical cannabis when
harvested. The Company’s estimates are, by their nature, subject to change and differences from the anticipated yield will be reflected in the
gain or loss on biological assets in future periods.
Note 8— Notes receivable
Notes receivable consisted the following:

Notes
Notes
Notes
Notes
Notes
Notes
Notes
Notes

receivable
receivable
receivable
receivable
receivable
receivable
receivable
receivable

from CS-ATC
fromMassOrganic
Evio Labs
Signal Bay
from RMC
from PhytaTech
from Groen
from other third parties

S

December 31,
2017
2016
15,980
11.908
$
2,726
565
1,043
500
574
514
1,416
2,345
228
21.051
16.748
$
-

-

-

-

-

$

In September 2017, the Company entered into a $1,000 note receivable with Evio, Inc. (“Evio”) payable to the Company on the tenth month
anniversary of the note issuance (“Maturity date”). The note receivable has an interest rate of 8% per annum with all outstanding interest
payable on the Maturity date. The notes receivable contain certain financial and non-financial covenants. During the year ended December
31, 2017, the Company recorded $43 of interest income related to the Evio note receivable.
In August2017, the Company entered into a $500 note receivable with Signal Bay, Inc. (“Signal Bay”) in connection with the Viridis disposal
(See Note 5). The note receivable is payable to the Company on August 1,2018 (“Maturity date”). The note receivable has an interest rate
of 8% per annum with all outstanding interest payable on the Maturity date. The notes receivable contain certain financial and non-financial
covenants. During the year ended December 31, 2017, the Company did not record any interest income related to the Signal Bay note
receivable.
In October 2016, the Company entered into a $500 note receivable with Remedy Compassion Center, Inc (“RMC”). The note receivable has
an interest rate of 12% and interest payments are payable monthly. The principal balance of the loan is payable upon the maturity date of
December31, 2019. The notes receivable carries certain financial and non-financial covenants. During the years ended December 31,2017
and 2016, the Company recorded $60 and $14 of interest income, respectively. In July 2016, the Company entered into a $300 note receivable
with Groen. In August 2016, the Company entered into a $500 notes receivable with Groen. In October 2016, the Company entered into an
additional $1,500 notes receivable with Groen. The notes receivable have an interest rate of 10% and interest payments are payable monthly.
The principal balance of the loans are payable two years after the notes receivable were entered into between the parties. The notes receivable
contain certain financial and non-financial covenants. During the years ended December 31, 2017 and 2016, the Company recorded $7 and
$143 of interest income, respectively. In connection with the acquisition of Groen (see Note 4) the loans were settled by the Company.
In January 2016, the Company entered into a $2,500 note receivable with Mass Organic Therapy, Inc (“MOT”) payable to the Company in
four tranches upon the certain conditions being met by MOT. The note receivable has an interest rate of 20% and interest payments are
payable monthly. The balance of the loan is payable in two tranches with 10% being due upon certain conditions being met and the remaining
balance is due upon the maturity date of January 28, 2020. The notes receivable contain certain financial and non-financial covenants. During
the years ended December 31,2017 and 2016, the Company recorded $260 and $48 of interest income, respectively.
In May2014, the Company entered into a $1,000 note receivable with PhytaTech CO, LLC (“PhytaTech”). The note receivable has an interest
rate of 18% and interest payments are payable monthly which become payable starting in January 2014. The balance of the loan is payable
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upon the maturity date of December 31,2019. The outstanding principal and accrued interest were transferred in 2017 (See Notes)
During the years ended December 3 I, 2017 and 2016, the Company recorded $158 and $216 of interest income, respectively.
In February 2011, the Company entered into a management services agreement which includes a $2,500 credit facility, structured as a ten year
term loan, with Compassionate Sciences ATC, Inc. (“CS-ATC”). The term loan has an interest rate of 18% and interest payments are payable
quarterly. The principle balance of the loan is payable upon the maturity date of December 15,2021. During the years ended December31,
2017 and 2016, the Company recorded S2,364 and $1,503 of interest income, respectively. Additionally, the Company has provided CS-ACT
with management services for fees. These amounts remain unpaid and are added to the total of the notes receivable.
The notes receivable are secured by assets or ownership interests in the customers’ business. The Company did not have any past due notes
receivable amounts as of December 3 I, 2017 or 2016.
Note 9

—

Property and equipment

Property and equipment and related depreciation consist of the following:

Land
Building and improvements
Furniture and fWures
Information technology
Construction in progress
Total property and equipment, gross
Less: Accumulated depreciation

$

Propcrty and equipment. net

$

December 31,
2017
2016
210
210
$
17,725
1,602
5,053
347
243
76
1.513
24,744
2.235
(1.225)
(45)
-

23.519

$

2,190

lnformasi,sn
Technnlssgy

Construction
in
Progress

A reconciliation of the beginning and ending balances of property and equipment is as follows:

Builsing and
ImTrnltments

Land
Coat
As ofneccmhcr3l, 2016
Additions
Business acquisitions
Disposals
Tnnsfen
Balance as ofDecember 3 I, 2017

211)

S

.

.602
5.471
8,756
(8)

S

.

210

5

$

$

-

$

-

-

$

.

31

17.725

$

flouting and
Imprswments

Land
Accumulated depreciatissa
As ofDocetnberjl,2016
Depreciation
Disposals
Trans fm
Balance as olDocentor 31. 21)17

S

.

Furniture and
Fi’tre 5

$

25
760
t103)
681

347
1,775
2,623
(35)
343
5.053

Furniture and
flitures
$

$

19
480
(ID)
(27)
462

5

$

76
236
13
(78)
t5)
213

Tnfsrmatinn
Technology
S

I
52

$
3,043
I 043

5

(2.534)
1.513

S

S

Cans Iruc tissn
in
Progress
$

.

$

.

-

S

-

2,235
1)525
12.397
(121)
(292)
24.744

Total

.

.

29
82

Total

S

45
1.292
(II)
tiOl)
.225
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Iluils6ng and
Ins prsnensrn Os

Land
Cost
As ofDeccrnberjl, 2015
Addiliens
Business acelo IS lions
Disposals
Transfers
Balance as ofDecernber 31.2016

2(0

1,602

SO
267

—

—

—

210

S

$

1.602

S

Iloilding and
Improsemenis

Land
Accumul sled sk1wecialion
As ofoeccnslser3l, 2015
Depreciation
Disposals
Impainirni looses
Transfers
Balance as ofDecember 31,2016

lofsrnsation
Technslosiv

Furisilure and
Fixtures

-

S

3
16

—

-

S

25

S

19

S

-

S

76

S

S

S

92
2,173
(30)

—

5

5

-

Construction
in
I’rssu ress

II
20
(30)

I

TsstaI

-

(30)

-

S

12
94

Infssrnaatinn
Tcchnislssgv

Furniture and
n cit rca

25

—

337

$

Cons tructi sin
in
Progress

-

Tsstal
S

13
6!
(30)

S

45

-

$

-

2.235

Total depreciation expense of$ 1,292 for the year ended December31, 2017 which includes $537 recognized as cost of goods sold and $755
recognized as a part of operating expenses on the consolidated statement of profits and loss.
Note 10— Goodwill and intangible assets

The Company has determined that the goodwill associated with all acquisitions belong to the cannabis segment. There was no goodwill
associated with the management services segment for the years ended December 31,2017 and 2016. The changes in the carrying amount of
goodwill for the cannabis segment are as follows:

Balance at
December 31,
2016

Acquisition of MI-IC
Acquisition ofDRI-I
Acquisition of PC
Acquisition ofl-lOI-l
Total cbodwill

S

S

Additions
from
Accpiisitions
13,470
S
14,302
1,748
2.041
31.561
S

Balance at
December31,
2017
13,470
5
14,302
1,748
2.041
31.561
5

There were no impairments recorded against goodwill during the year ended December31, 2017 (see Note 2). The Company did not have
any goodwill recorded during the year ended December 31, 2016.
Identifiable intangible assets consisted of the following as of December 31, 2017:
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Balance at
December 31,
2016
Licenses
Trade names
Non-compete agreements
Total

S

S

Additions
from
Acquisitions
27,347
$
1.580
730
29.657
5

Balance at
December 31,
2017
25,410
$
1,447
366
27.223
$

Accumulated
Amortization
(1,937)
$
(133)
(364)
$
(2.434)

Amortization of intangible assets was $2,434 and $0 for the years ended December 3 I, 2017 and 2016, respectively. Estimated future annual
amortization expense related to these intangibles assets is as follows:
Estimated
Amortization
2.648
5
2.286
2.285
2.285
2.279
15.440
27.223
S

Year Ending December31
2018
2019
2020
2021
2022
2023 and thereafter

Note 11

—

Long-term debt

Long-term debt consists of the following:
December 31.
2017
Senior unsecured notes —2019
Principal amount
Unamortized debt discount
Net canying amount

$

Seniorunsecured note— 2020
Secured promissory notes —2029
Total long-term debt

$

2,570
(248)
2.322
6,000
1.872
10.194

2016
5

2,570
(341)
2,229
6,000

5

8.229

The 2019 and 2020 notes rank pan passu with respect to payment and are senior to all other indebtedness of the Company. The notes contain
customary terms and conditions, representations and warranties, and events of default. In addition, all amounts outstanding may become
immediately due upon the consummation ofa change of control transaction or the sale of the business, as defined in the agreement.
Senior Unsecured Notes —2019

In 2016, the Company entered into promissory note agreements (altogether, the “Senior Unsecured Notes —2019”) with various related parties
(see Note 19) for an aggregate principal amount of $2,570.
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The Senior Unsecured Notes 2019 require interest-only payments at a rate of 14% per annum, payable quarterly, prior to maturity on
December 30, 2019. Upon maturity, the Company shall pay all principal and accrued but unpaid interest. At its option, the Company may
prepay the notes in full at any time before maturity
—

In connection with the Senior Unsecured Notes— 2019, the Company issued to the noteholders warrants to purchase 140,914 shares of common
stock at an exercise price of $3.64 per share. These notes with warrants are compound financial instruments which are accounted for separately
by their components. The liability component of the notes was recorded at fair value in the amount of $2,201 and the equity component at the
residual amount of $369. A debt discount is reflected as a reduction of the carrying value ofthe long-term debt on the Company’s consolidated
statement of financial position and is being amortized to interest expense over the term of the notes using the effective inlerest method.
The Company recognized interest expense under the Senior Unsecured Notes 2019 of $452 and $147 for the years ended December 3l,
201 7 and 2016, respectively, including interest expense related to the amortization of the debt discount of $93 and $27.
—

Senior tinsecu red Note

—

2020

In July 2016, in connection with the Company’s private placement for the issuance of shares of common stock, the Company entered into a
promissory note aizreement (the “Senior Unsecured Note —2020”) with a related party (see Note 19) for a principal amount of S6,000.
The Senior Unsecured Note —2020 requires interest-only payments at a rate of 10% per annum, payable quarterly, prior to maturity on July
29, 2020. Upon maturity, the Company shall pay all principal and accrued but unpaid interest. At its option, upon three months prior notice,
the Company may prepay all or part of the notes on any interest payment date before maturity.
The Company recognized interest expense under the Senior L’nsecured Note —2020 ofS6O8 and $258 for the years ended December 31,2017
and 2016, respectively.
Secured promissory ,iotes
In August 2017, the Company entered into two secured promissory notes (collectively the “Promissory’ Notes”) with certain individuals for
an aggregate principal amount of$ 1,616 or $808 for each Promissory Note. The Promissory Notes accrue interest at a rate of 12% per annum
on the first $112 and l4% perannum on the remaining balance. Principal and interest are due in full on May 1,2029.
The Company recognized interest expense under the Promissory Notes of $219 for the year ended December31, 2017.

con terrible promissory notes
AsofDecember3l,2015,theCompany hadoutstandingconvertible promissory notesofS3.605 and issuedanadditional S3,1 13 in convertible
notes in July 2016. In July 2016, all outstanding convertible promissory notes of S6.718 were convened into 1,707,914 shares of Series A
Preferred Stock and 137,153 shares of common stock. The convertible promissory notes bore interest at 3%. Due to the brief time from the
issuance to the conversion of the notes in 2016 the Company did not recognize an equity component for the debt.
The Company recognized interest expense under the convertible promissory notes of S28 I for the year ended December31, 2016.
Future maturities
As of December 31, 2017, future principal payments due under the Senior Unsecured Notes
Secured Promissory Notes were as follows:
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Year Ending December31
2019
2020
2021
2022
2023 and thereafter

$

Amount
2,570
6,000
-

-

S

1.872
10.442

Note 12— Stockholders’ equity
Series A Participating Preferred Stock

In July 2015, the Company designated 2,000,000 shares of its common stock as Series A Participating Preferred Stock with a par value of
$000001 (“Series A Preferred Stock”). As of December 3 I, 2017 and 2016, the Company had 2,000,000 shares designated as Series A
Preferred Stock.
In June2016, the Company issued an aggregate of 1,778,191 shares of Series A Preferred Stock for an aggregate amount of$6,856, including
1,707,914 shares of preferred stock and 70,277 shares of restricted preferred stock related to deferred salaries. The shares of Series A
Preferred Stock were issued pursuant to the conversion of principal and accrued interest on the Company’s convertible promissory notes.
Immediately following the Series A issuance, the Company convened all then outstanding shares of Series A Preferred Stock and restricted
preferred stock into 1,778,191 shares of common stock.
The holders of the Series A Preferred Stock have the following rights and preferences:
Voting

Each share of Series A Preferred Stock shall entitle the holderto one vote on all matters submitted to a vote of the stockholders of the Company.
The holders of Series A preferred stock shall vote together with the holders of common stock, together as one class, on all matters submitted
to a vote of stockholders of the Company.
Any shares of Series A Preferred Stock purchased or otherwise acquired by the Company shall be retired and cancelled. All such shares will
become authorized but unissued shares of Series A Preferred Stock upon cancellation.

Dividends
Each holder of one-hundredth (1/100) ofa share of Series A Preferred Stock shall only be entitled to a dividend as if and when declared by
the board of directors.
Liquidation Preference

In the event of any voluntary or involuntary liquidation, deemed liquidation event, dissolution, or winding up of the Company, as defined in
the Company’s Amended Certificate of Incorporation, the holders of Series A Preferred Stock are first entitled to be paid an amount equal to
the greater of the Series A Original Issue Price plus accrued and unpaid dividends and the Liquidation Ratio multiplied by the aggregate
amount of proceeds available for distribution (“Series A Liquidation Preference”). The Liquidation Ratio is defined as the Series A Original
Issue Price divided by $11,500. The Series Original Issue Price is defined as $10,000 divided by the number of shares of common stock
issued and outstanding at the Conversion Date.

35

PalliaTech, Inc.
Notes to Consolidated Financial Statements
(in thousands, except for gram, share and per share amounts)
In the event that the Company issues equity securities other than securities issued to members of management or the board of directors or
securities issues in connection with an acquisition, each then issued and outstanding share of Series A Preferred stock shall be redeemed at a
price equal to the Series A Liquidation Preference.
Cmnmon stock
As of December 31, 2017 and 2016, the Company was authorized to issue up to 16,250,000
respectively, with a par value 50.0000! per share.

and 12,000,000 shares of common stock,

In June 2016, the Company issued 1,778,191 shares of common stock in connection with the conversion of the then outstanding shares of
Series A Preferred Stock.
In June 2016, the Company issued 137,153 shares of common stock upon the conversion of principal and accrued interest on convertible
promissory notes of$l,033.
In July 2016, the Company issued 343,096 shares of common stock in connection with the purchase of land, building and improvements for
$1,250.
In July2016, the Company completed a private placement, issuing an aggregate of 1,520,431 shares of common stock at a price of$ 15.785
per share for aggregate proceeds of $24,000.
In November 2016, the Company completed a private placement, issuing an aggregate of 2,510,197 shares ofcommon stock at a price of
$15935 per share for aggregate proceeds of $40,000.
In connection with the Company’s acquisition of House of Herbs in August 2017, the Company issued 129,574 shares of common stock to
the sellers at a fair value of $23.91 per share, or a total fair value of $3,098 (See Note 4).
In connection with the Company’s acquisition of Blackjack Collective in October 2017, the Company issued 125,527 shares of common
stock to the sellers at a fair value of $23.91 per share, or a total fair value of $3,001 (See Note 4).
In November 2017, the Company completed a private placement, issuing 836,506 shares of common stock at a price of$23.91 per share for
cash proceeds of$19,944, net of issuance costs of $57.
As of December 31, 2017 and 2016, the Company had 10,728,995 and 9,717,913 shares of common stock issued and outstanding,
respectively.
As of December 31, 2017 and 2016, the Company had reserved 1,080,525 and 1,000,000 shares of common stock, respectively, for the
exercise of outstanding stock options, the number of shares remaining available for grant under the Company’s 2011 and 2015 Equity
Incentive Plans (see Note 14) and the exercise of outstanding warrants to purchase shares of common stock (see Note 13).
The voting, dividend and liquidation rights of the holders of the Company’s common stock are subject to and qualified by the rights, powers
and preferences of the holders of the Series A Preferred Stock set forth above.
Each share of common stock entitles the holder to one vote on all matters submitted to a vote of the Company’s stockholders. Common
stockholders are entitled to receive dividends, as may be declared by the board of directors, if any, subject to the preferential dividend rights
of Series A Preferred Stock. The Company does not pay dividends to common stockholders unless an equivalent dividend is simultaneously
paid on the Series A Preferred Stock. As of December 3 1, 2017 and 2016, no cash dividends had been declared or paid.
Treasury shares
In March 2017, the Company repurchased an aggregate of 80,525 shares of common stock for a purchase price of$l2.00 per share, or a total
of $966. The amount is reflected as treasury shares in the consolidated statement of financial position.
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Note 13— Warrants
As of each balance sheet date, outstanding warrants to purchase shares of common stock consisted of the following:
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In connection with the Senior Unsecured Notes —2019, the Company issued to the noteholders warrants to purchase 140,914 shares ofcommon
stock at an exercise price ofS3.64 per share with an issuance-date fair value ofS 1,257. The fair value of the warrants at issuance was calculated
using the Black-Scholes option-pricing model. The inputs used in valuing the warrants are the historical volatility of the Company’s common
stock price (85%), contractual term of the warrants (10 years), and the risk-free interest rate based on the U.S. Treasury yield curve in effect
at the measurement date (1.6%). Any significant increases or decreases in inputs, with the exception of the risk-free interest rate, would have
resulted in a significantly higher or lower fair value measurement.

The warrants become exercisable at a rate of 6% per annum, in respect of the principal amount of the note. The warrants expire on the tenth
anniversary of each respective note agreement, at various dates during 2026. The warrants are derivatives that qualify for equity accounting
as the terms of the warrants are fixed upon grant.
As of December 31,2017 and 2016, the Company had accrued a total of 55,054 and 12,161 of exercisable warrants to purchase shares of
common stock, respectively. As of December 31,2017 and 2016, 85,860 and 128,753 warrants remain issued but not exercisable.

Note 11— Share-based payment arrangements
Share option programs (equity settled,)
The 2011 and the 2015 Equity Incentive Plans (the “Plans”) provide for the grant of incentive stock options, non-statutory stock options.
restricted stock awards, restricted stock units, stock appreciation rights and other share-based awards. Under these plans. holders of vested
options are entitled to purchase shares at the market price of the shares at the grant date.
The number of shares reserved for issuance under the Plans is 1,000,000 shares of common stock. The number of shares reserved for issuance
may be increased by the number of shares that expire, terminate or are otherwise surrendered, cancelled, forfeited or repurchased by the
Company.
The board of directors determines the terms and conditions oIthe awards. Option awards are generally granted with an exercise price of not
less than the estimated fair value of common shares as of the date of grant, and vest based on one to three years of continuous service and
have a 10-year term. The value of common stock is determined by the board of directors by taking into consideration its most recently available
valuation of common shares performed by management and the board of directors as well as additional factors which might have changed
since the date of the most recent contemporaneous valuation through the date of grant.
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Stock

option

valuation

The fair value of each stock option grant is estimated on the date of grant using the Black-Scholes option-pricing model.
The inputs used in the measurement of the fair values grant date of the equity-settled share-based payment plans were as Follows:
December 31,
2017

Fairvalue at grant date
Share price at grant date
brrcisc price
Epected volatility (weighted average)
Ewected life (weighted average)
Ewected dividends
Risk-free interest rate (based on government bonds)

2016

12.94
15.94
15.94
100.6%
7.4years
0%
2.16%

$

6.93
7.44

$

7.44

138.1%
8.4ycars
0%
1.54%

The Company is a private company and lacks company-specific historical and implied volatility information. The expected stock volatility is
estimated based on the historical volatility of a publicly traded set of peer companies. The expected term of stock options to employees is
estimated as the mid-point between the requisite service period and the end of the contractual term of the option. The expected term of stock
options granted to nonemployees is equal to the contractual term of the option award. The risk-free interest rate is determined by reference to
the U.S. Treasury yield curve in effect at the time of grant of the award for time periods approximately equal to the expected term of the award.
Expected dividend yield is based on the fact that the Company has never paid cash dividends and does not expect to pay any cash dividends
in the foreseeable future.
Reconciliation of outstanding share options
The number and weighted-average exercise prices of share options under the share option program were as follows:

VeighIcd
awnige

Number of

Outsianding atJanua’ I

Forfeited during the year
E’rcised during the year
Granted during the year
Outstanthng at December 31
Options ercisable at December31

Year
Through 2015
2016
2017
Outstanding at December 31,2017

Oj*ions
2017
825,992

exercise Twice
2017

$

Onions
2016
426,168

6.17

-

-

-

-

-

-

223,000
1,050,992
564,468

$
$
$

Number
ontstanding
426,168
399,824
225.000
1,050,992

Weighted
awrage

Number of

1594
8.26

399,824
825,992

5,33

316.610

Range of exercise
prices
$2.92- 7.29
$3.64 15.79
$15.94
$2.92- 15.94
-

exercise price
2016
4.99
$
-

-

$
$
$

7.44
6.17
6.20

Weighted average
remaining contractual
life (years)
4.8- 7.9
8.3- 8.7
9.1- 9.6
7.7- 9.6

The options outstanding at December 31,2017 had a weighted average exercise price of $8.26. and a weighted-average contractual life of7.8
years. The options outstanding at December 31,2016 had a weighted average exercise price of $8.4 and a weighted-average contractual life
of 8.4 years.
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Restricted stock units
In 2015, the Company awarded restricted stock units with vesting conditional on the conversion of certain convertible debt into preferred
stock. In 2016 the award vested resulting in the issuance of 70,277 shares of Series A Participating Preferred stock. At December31, 2017
and 2016 there are no outstanding restricted stock units.
Share—bused payment arrangements expense
During the years ended December 3 I, 2017 and 2016, the Company recorded share-based compensation expense related to stock options,
vesting of restricted common stock and grants of common stock in the amount of $2,547 and $1,263, respectively.
Note 15— Income ta%es
The tax provision amounts recognized in the consolidated statement of profits and losses are as follows:
Year Fnded December 31,
2017
Current taxepense
Cument year
Changes in estimate related to pñoryears

S

2016
828

S

$28
Deferred taxe.wense
Origination and reversal oftempomiy difThrences
Reduction in tax rate
Reduction of previously unrecognised tax losses
Recognition of previously unrecognized (derecognition of
previously recognised) deductible temporary diflèrences
Total deferred taxe>pense
Provision for income ta>as

167

2,856
(672)
92

$

(2,036)
240
1.068

S

167
167

On December 22, 2017, the Tax Cuts and Jobs Act (the “Tax Act”) was signed into United States law. The Tax Act includes a number of
changes to existing tax law, including, among other things, a permanent reduction in the federal corporate income tax rate from 34% to 21%,
effective as ofianuary 1,2018, as well as limitation of the deduction for net operating losses to 80% of annual taxable income and elimination
of net operating loss carrybacks, in each case, for losses arising in taxable years beginning after December 3 I, 2017 (though any such net
operating losses may be carried forward indefinitely). Under the Tax Act, the Company’s deferred tax assets and liabilities were remeasured
at the lower federal tax rate, resulting in an income tax benefit of $672. All of the Company’s recorded income tax benefits and provisions
related to the Tax Act are estimated based on guidance, interpretations and other information available. The impact of the changes in U.S. tax
law may be refined as further guidance, interpretations or information becomes available.
The Company’s provision for income taxes differs from applying the U.S. federal income tax rate to income before taxes primarily due to
state income taxes, certain stock compensation, warrants accretion, tax credits and miscellaneous permanent differences.
A reconciliation of the U.S. federal statutory income tax rate to the Company’s effective income tax rate is as follows:
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December 31. 2017
Income (loss) before provision for income ta,es

S

(1,068)

Taxusing the company’s domestic taxratc
Reduction in taxratc

S

(1,452)
(627)

December 31. 2016

340%
15.7%

$

(167)

$

29
(3)

34 05
-3.2%

Taxeftbce of:

139
507

State ta,es. nec olfederal honeSt
Stock conq,ensation
Warrant accretion
Non-ta’able partnership income
Non-deductible epenses
Transaction costs
Non-(a,able gain
Taxcredits
Ottter
Recognition ofpreviottsly ttnrecogni’ed (derecogttitiott of
previously rccogniscd)dcduceihtc temporary differences
$

287
4105
216
(354)
(641
(36)

-103%
-1.8%
0.0%
.6.7%
-% 0%
-5.1%
7 1%
1.5%
0 0%

(1.953)
1.06%

45.7%
-250%

60.2%
122.1%
38.7%
18.0%
173.6%

51
104
33
15
13%
-

00%

-

0.0%

(25)
4

.194%

(189)

-221 84%

167

1966%

S

4 4%

Under Section 280E of the Internal Revenue Code (“IRC”) prohibits businesses engaged in the trafficking of Schedule I or Schedule II
controlled substances from deducting normal business expenses, such as payroll and rent, from gross income (revenue less cost of goods sold).
Section 280E was originally intended to penalize criminal market operators, but because cannabis remains a Schedule I controlled substance
for Federal purposes, the IRS has subsequently applied Section 280E to state-legal cannabis businesses. Cannabis businesses operating in
states that align their tax codes with the IRC are also unable to deduct normal business expenses from their state taxes. The non-deductible
expenses shown in the effective rate reconciliation above is comprised primarily of the impact of applying IRC Sec. 280E to the Company’s
businesses that are involved in selling cannabis, along with other typical non-deductible expenses such as lobbying expenses.
Changes in the Company’s deferred taxes for the years ended December 31,2017 and 2016 are as follows:
Net tolance
at January I
As or December 31.2017
Depreciation
Amortintuon
Accrued & prepard espeoses
stock con,ensatuon
Inventory
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$
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(1,03%)
St 5
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$

(1,4531

$

.

5

(340)
(1,029)
(1,038)
—
(1,097)
—
(3.504)
1051

$

11.453)

-

815
‘

1236
2.051
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-
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5
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Future realization ofthe tax benefits of existing temporary differences and net operating loss cariyfonvards ultimately depends on the existence
of sufficient taxable income within the carryforward period. As the Company generally files separate US and state tax returns for each
Company within the consolidated group, the Company must evaluate the realization of deferred tax assets separately. As of December 31,
2017, the Company performed an evaluation to determine whether the net deferred tax assets at each filing group could be recognized. The
Company considered all available evidence, both positive and negative, which included the results of operations for the current and preceding
years. The Company determined that its Curaleaf Ohio and PalliaTech Maryland operations should not recognize their deferred tax assets due
to those companies being in cumulative loss positions. During 2017, the parent company recognized its previously unrecognized deferred
taxes due to achieving a three year cumulative profit. The Company’s Curaleaf Maryland, PalliaTech Florida, and PalliaTech Connecticut
businesses have recorded net deferred tax liabilities mostly attributed to intangibles including intangibles with indefinite lives such as goodwill,
which is amortizable for tax purposes for certain of the Company’s operations. PalliaTech Maine has also recorded a net deferred tax liability
attributed to filing as a cash basis tax payer.
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Deferred tax assets have not been recognized in respect of the following items, because it is deemed not probable that future taxable profit
will be available against which the Company can utilize them.
Decemkr 31.21)16
Tax amnuni
Gross amount

Decemln3l. 2017
Tax amount
Gross amount
OedLIctthIef(laab!c) Icniomiy dilkrcnces
Tax loss cx

S
$

(66)
770
703

(IS)
193
ITS

$
S

(2.434)
81%
5756

$
S

(*21)

S

2.038

2.127

S

At December31, 2017 and 2016, the Company had tax loss carryforwards ofSS,534 and $8,190, respectively, which begin to expire between
2020 through 2036 and 2019 through 2017, respectively. Ownership changes, as defined in the Internal Revenue Code, may limit the amount
of net operating loss carryfonvards that can be utilized annually to offset future taxable income.
The calculation of our tax liabilities involves dealing with uncertainties in the application of complex tax laws and regulations for both federal
taxes and the many states in which the Company operates and conducts business.
The Company files tax returns as prescribed by the tax laws of the jurisdictions in which it operates. In the normal course of business, the
Company is subject to examination by federal and state jurisdictions, where applicable. There are currently no pending tax examinations.
The Company’s tax years are still open under statute from December 31,2015, to the present. The resolution of tax matters is not expected to
have a material effect on the Company’s consolidated financial statements.

Note 16— Earnings per share
Basic and diluted net loss per share attributable to PalliaTech Inc. was calculated as follows:
Year Ended
December 31.
2016

2017
Numerator:
Net loss and comprehensive loss
Less: Net loss attributable to redeemable non-controlling interest
Net income loss attributable to PalliaTech. Inc. basic and diluted
-

Denominalor:
Weighted average conmo shares outstanding
Less per share
basic and diluted

—

S

(5.044)

S

(13)

S

(2.226)
(2.818)

S

(13)

-

5.257.390

9.869.598

basic and diluted
S

—

(0.29)

$

(0.00)

The Company’s potentially dilutive securities, which include stock options and warrants to purchase shares of common stock, restricted stock
vesting for preferred stock and convertible notes payable, have been excluded from the computation of diluted net loss per share as the effect
would be to reduce the net loss per share. Therefore, the weighted average number of common shares outstanding used to calculate both basic
and diluted net loss per share attributable to common stockholders is the same. The Company excluded the following potential common shares,
presented based on amounts outstanding at each period end, from the computation of diluted net loss per share attributable to PalliaTech Inc.
for the periods indicated because including them would have had an anti-dilutive effect:
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Year Ended
December 31,
2017

Options to purchase common stock
Warrants to purchase common stock

1.050,992
140,914
1.191.906

2016

825,992
140.914
966.906

In addition tothe potentially dilutive securities noted above, as of December 31, 2017, the Company issued 125,527 shares ofcommon stock
to an escrow account which will be transferred to members of Blackjack upon the closing of the transaction (See Note 4).

42

PalliaTech, Inc.
Notes to Consolidated Financial Statements
(in thousands, except for gram, share and per share amounts)
Note 17—Segment Reporting
The Company operates in two segments: the production and sale of cannabis; and providing non-cannabis services to licensed
cannabis operators in the areas of cultivation, extraction and production and retail operations.
Cannabis
For the year ended December 31,2017:
Revenues
&oss profit
Income (loss) from operations
Net income (loss)
As oiDecemher3l, 2017:
Total assets
Total liabilities

$

7,327
5.688
(8,245)
(10,124)

S

11,986
9,909
1,700
5,080

5

19,313
15,597
(6.545)
(5.014)

$

21,631
34.549

5

127,920
10,237

$

149,551
44,786

Cannabis
For the yearended December 31,2016:
Revenues
&oss profit
Loss fromoperations
Net loss
As ofDecember3l,2016:
Total assets
Total liabilities

Total

Non-Cannabis

$

Non-Cannabis
-

$

3,708
3,708
(1,140)
(13)

$

3,706
3,708
(1,140)
(13)

$

89,853
9,265

$

89,853
9,265

-

-

—

$

-

-

Total

For the year ended December31, 2017 non-cannabis revenue included $2,077 of revenue related to the sale of palm trees which
were sold by MHC. As of December 31,2017, the Company had a total of$l ,79 I of palm tree inventory on hand at MHC.
Note 18—Commitments and contingencies
Operating lease
The Company leases its facilities under operating leases that provide for the payment of real estate taxes and other operating costs
in addition to normal rent.
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At December31, 2017, approximate future minimum payments due under noncancelable operating leases are approximately as
follows:
Scheduled Payments
2,569
S
3,429
3.152
3.148
3.005
11.134
26.437
5

Year Fsullnp December31,
2018
2019
2020
2021
2022
2023 and thereafter
Total future minimum lease payments

Rent expense, including real estate taxes and other operating costs amounted to $487 and $65 for the year ended December 31,
2017 and 2016.

Indenusificaiwn agreements
In the ordinary course of business, the Company may provide indemnification of varying scope and terms to vendors, lessors,
business partners, and other parties with respect to certain matters including, but not limited to, losses arising out of breach of such
agreements or from intellectual property infringement claims made by third parties. In addition, the Company has entered into
indemnification agreements with members of its board of directors and senior management team that will require the Company,
among other things, to indemnify them against certain liabilities that may arise by reason of their status or service as directors or
officers. The maximum potential amount of future payments the Company could be required to make under these indemnification
agreements is, in many cases, unlimited. To date, the Company has not incurred any material costs as a result of such
indemnifications. The Company does not believe that the outcome of any claims under indemnification arrangements will have a
material effect on its financial position, results of operations or cash flows, and it has not accrued any liabilities related to such
obligations in its consolidated financial statements.
Legal
The Company is involved in claims or lawsuits that arise in the ordinary course of business. Accruals for claims or lawsuits are
provided to the extent that losses are deemed both probable and estimable. Although the ultimate outcome of these claims or
lawsuits cannot be ascertained, on the basis of present information and advice received from counsel, it is management’s opinion
that the disposition or ultimate determination of such claims or lawsuits will not have a material adverse effect on the Company.
Note 19— Related party transaction
As of December 31, 2017 and 2016 amounts due to related parties consisted ofa loan payable to a board member, the chairman
and other investors in the amount of $8,570. PalliaTech and Cetus Investments Limited, an investor, entered into a Senior Unsecured
Note-2020 loan on July 27, 2016 for $6,000 for the purpose of capital expenditures and acquisitions (See Note II). PalliaTech and
an entity controlled by the Chairman, Boris Jordan, entered into a Senior Unsecured Note-2019 loan on September 16, 2016 for
$833 (See Note II). The other loans dated between August 31, 2016 and October 6, 2016 in the amount of $1,737 were from
minority shareholders. The related party due to balance of $8,570 is included in notes payable-related party on the consolidated
statement of financial position.
As of December 31,2017 and December 31,2016, the Company recognized professional fees of $522 and $95 respectively in its
statements of profits and losses, as payment to a director for consulting, legal and business development related services. As of
December 31,2017 and December 31,2016, the Company recognized general and administrative fees of $76 and $49 respectively,
in its statements of profits and losses for amounts paid to a director for advisory fees.
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Note 20

—

Fair value measurements
Fair Value Measurements
as of flecemlwr 31,21)17 Using:
I_etI 2
mel 3

Level I
Assets
Biological assets

Liabilities:
Non-controlling interest contiagency

$
$

-

-

$
$

-

-

$
$

S
$

-

-

-

-

‘fl,lal

$
$

1.439
1,439

$
$

1.439
1.439

$

2&346
28,346

$

28.346
28.346

$

$

Biological assets

The fair value of biological assets is categorized within Level 3 on the fair value hierarchy. The significant
assumptions used in determining the fair value of biological assets include:
• Expected yield by plant;
•
Wastage of plants;
•
Duration of the production cycle;
•
Percentage of costs incurred as of this date compared to the total costs expected to be incurred;
•
Percentage of costs incurred for each stage of plant growth; and
• Market values.
These estimates are subject to volatility and several uncontrollable factors, which could significantly affect the fair value of
biological assets in future periods. All plants are to be harvested cannabis and as of December 31,2017, on average, were 57%
complete.

Non-controlling interest contingency

The Company categorizes its non-controlling interest contingency within Level 3 of the fair value hierarchy. The Company
measures the fair value of its non-controlling interest contingency by estimating the present value of future net cash inflows from
earnings associated with the proportionate shares that are subject to sale to the Company pursuant to an exercise event. This
estimation is intended to approximate the redemption value of the options as indicated in the applicable agreements. The fair
value of the liability is sensitive to changes in projected earnings and thereby, future cash inflows, and the discount rate applied
to those future cash inflows, which could have resulted in a higher or lower fair value measurement. At December 3 I, 2017 the
Company evaluated whether there had been a change in fair value from the acquisition dates and determined that neither the
purchase price nor the relevant discount rates would have materially changed since each company was acquired.
Financial Risk Management
The Company is exposed in varying degrees to a variety of financial instrument related risks. The Company’s risk exposures and
the impact on the Company’s financial instruments are summarized below:
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 3 I, 2017 and 2016 is the carrying amount of cash and cash
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equivalents, accounts receivable and notes receivable. The Company does not have significant credit risk with respect to its
customers. All cash and cash equivalents are 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 risk 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.
b3terest 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. Cash and cash equivalents bear interest at market rates. The Company’s notes receivable and financial debts
have fixed rates of interest and therefore expose the Company to a limited interest rate fair value risk.
Note 21— Non-controlling interest
As of December31, 2017, the non-controlling interests of the Company for each affiliate before intercompany eliminations are
as follows:
M3IC
S.mmatls.d %Ib(.mnIO ci 3.s.cbal pesbaba.
P,nnl,g. si oo3bc .1.01, I.l,r.u ‘aoqclr.d

2017
00’.

.

—

.

39.323
2 306)
3(507
0,606

Noe-n,nr,3 a.et
No,-cir,roi lobs?.,
Nossmonol al a.,,?. (Ijabililin)
Acnm,aW,d NO

.

3367
(500)
2066

-

.

-

.

23466
32902

0514
1056

.

.

—

.

.

23.466

%1HC
2307

2356
40’.

4 099
5 4601
(363)

cotroIcs,.,.
Cwnol bbiIilie,
Cso,est or? liI1i (Ibbititie)

Goats
Dn.b.ijI.
2017
2536
93%

DRU
2017

2013

2017

.

.

3533
(I 697)
2036
4035
t336)
‘62
0336

Pc
3017

11011
3316

2017

2016

63.
.

II

—

(7)

43’.

—

I
.
.

.

.

Grcn
Tnt [‘6.6 D.c.mWr 30.
2006
1006
2357

37t4
(I.’)6(
945
293

.

.
.

0307
0363)
1443
4,767
(006)
4660
2944

PC
2057

—

11011
2007

2016

2016

sub mod. at proilt .mI Inn
2 703
(II flI)

P301,1(10.1110, p614°3

N.l boast (0090) atoflb.b,bI,

to

Nfl

6I,73)

-

-

-

4335
053

-

3417)

1200
(1522)

(373)

.

-

-

-

4197)

(60)

-

940
361

249

Note 22— Subsequent events
The Company has evaluated subsequent events through August 30, 2018, the date the consolidated financial statements were
available to be issued.
Stock issuance
On January 5,2018, the Company completed a private placement, issuing 1,150,747 shares of common stock at a price of $24.57
per share for cash proceeds of $28,500, net of issuance costs of$ 1,500.
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Stock repurchase
In January and February 2018, the Company repurchased an aggregate of 126,918 shares of common stock for a weight average
purchase price per share of$19.68, or a total consideration of $2,500.
Atassacluisettc Organic Tb erapy Con version

On March 29, 2018 the Company obtained control over Massachusetts Organic Therapy (“MOT”). MOT’s conversion from a
nonprofit entity to a for-profit corporation. The name of the resulting entity is Curaleaf, Massachusetts, Inc.
A cqutcition of Swell Aianagement, LLC
In April 2018, the Company through its subsidiary PalliaTech AZ, Inc., entered into a Membership Interest Purchase Agreement
with Swell Management, LLC., an Arizona limited liability company (“Swell”) and certain individuals as listed in the Agreement
to acquire 100% of the outstanding membership interest in Swell. Swell is the owner ofa license to operate medical marijuana
dispensary (“NHR License”) and the Company wishes to obtain control of the NHR license in accordance with the terms of the
license. The acquisition was completed as a strategic investment to enhance the Company’s ability to develop a full-scale
cannabis operation with core competencies in cultivation and manufacturing. This transaction will be accounted for as a business
combination under IFRS 3. Under the terms of the Agreement, the total consideration exchanged in connection with the
Agreement consisted of the following payments due on the closing date:
•

Cash consideration of $20,000 which included repayment of debt on behalf of Swell in the amount of$lO,778;
and

•

Issuance ofa Note by PalliaTech in favor of persons requested by Swell in an aggregate amount of $7,636 prior
to the closing date. The Note bears interest at a rate of 6.0% per annum with a maturity date of nine months after
the closing date ofthe Swell Agreement. The Note is secured by a pledge of49.7% ofthe Company’s membership
interests.

The Company is currently in the process of valuing the assets acquired and liabilities assumed in the business combination and
is not yet able to provide the amounts to be recognized as of the acquisition date for the major classes of assets acquired and
liabilities assumed and other related disclosures. The Company will disclose this and other related information in the amended
listing statement containing financial information as of and for the three and six months ended June 30,2018.
Unsecured related party debtfinancings

On May 4,2018 the Company completed an unsecured private placement financing of $6,000 with a related party with a maturity
date of November 4,2018 at a rate of 11% per annum. The proceeds from the transaction were used for working capital and
capital expenditures.
On June 7,2018 the Company completed an unsecured private placement bridge financing of $6,000 with a related party with a
maturity date of December 7,2018 at a rate of 11% per annum. The proceeds from the transaction were used for working capital
and capital expenditures.
On July 10,2018 the Company completed an unsecured private placement financing of $2,000 with a related party with a maturity
date of November 4, 2018 at a rate of 11% per annum. The proceeds from the transaction were used for working capital and
capital expenditures.
On July 26, 2018 the Company completed an unsecured private placement bridge financing of $2,100 with a related party with a
maturity date of November 4, 2018 at a rate of 11% per annum. The proceeds from the transaction were used for working capital
and capital expenditures.
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On August 2,2018 the Company completed an unsecured private placement bridge financing of $2,100 with a related party with
a maturity date ofNovember4, 2018 at a rate of 11% per annum. The proceeds from the transaction were used for working capital
and capital expenditures.
On August 9,2018 the Company completed an unsecured private placement bridge financing of $2,100 with a related party with
a maturity date ofNovember 4,2018 at a rate of 11% per annum. The proceeds from the transaction were used for working capital
and capital expenditures.

Name change to Curaleaf, Inc.
On August 16,2018, the Company, PalliaTech, Inc., changed its name to “Curaleaf, Inc.”.
Senior secured debt financing
On August 24,2018, the Company issued 585,000 of senior secured debt (the “Cetus Senior Debt”) to Cetus Investments Limited
(“Cetus”). On August 27, 2018, received the first tranche of the financing of $32,445. In connection with this agreement, the
Company paid a fee of$l,700 uponthe initial financing. The debt matures on August23, 202! and bears interestata rateofl5%
per annum, of which 10% is payable in cash quarterly and 5% is payable in kind. Principal payments will made quarterly. The
Cetus Senior Debt is secured by a guarantee of each wholly-owned direct and indirect subsidiary of the Company, as well as a
pledge of the Company’s assets and each such guarantor.
In connection with the issue of the Cetus Senior Debt, Cetus was also issued warrants which are exercisable for 110,012 shares of
common stock for a nominal value. While the Cetus Senior Debt is outstanding, the Company is subject to certain negative
covenants, including restrictions on its ability to pay dividends, invest in non-wholly owned entities and to incur non-subordinated
debt.
The Cetus Senior Debt may be pre-paid in tranches ofup to $25,000 or $50,000 upon 90 or 180 days’ prior written notice. Any
amount prepaid once the outstanding principal falls below $25,000 is subject to a prepayment premium.
Repayment of unsecured related party debt
In connection with the Cetus Senior Debt, the Company is required to repay an aggregate principal of $26,300, consisting of $6,000
outstanding under the Senior Unsecured Notes —2020 and $20,300 in related party borrowings made between May and August
2018, as well as accrued interest. On August 27,2018, the Company repaid $18,456 pertaining to these related party borrowings,
consisting ofSlS,000 in principal and $456 in accrued interest.
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Report on Review of Interim Financial Information

To the Board of Directors
PalliaTech, Inc.

We have reviewed the accompanying condensed interim consolidated balance sheet of PalliaTech, Inc.
(the ‘Company’) as of March 31 2018 and the related condensed interim consolidated statements of profit
and loss, changes in equity and cash flows for the three-month period ended March 31, 2018 and 2017,
and a summary of significant accounting policies and other explanatory notes. Management is responsible
for the preparation and fair presentation of this interim financial information in accordance with International
Financial Reporting Standards. Our responsibility is to express a conclusion on this interim financial
information based on our review.
Scope of Review
We conducted our review in accordance with International Standard on Review Engagements 2410,
“Review of Interim Financial Information Performed by the Independent Auditor of the Entity.” A review of
interim financial information consists of making inquiries, primarily of persons responsible for financial and
accounting matters, and applying analytical and other review procedures. A review is substantially less in
scope than an audit conducted in accordance with International Standards on Auditing and consequently
does not enable us to obtain assurance that we would become aware of all significant matters that might
be identified in an audit. Accordingly, we do not express an audit opinion.
Conclusion
Based on our review, nothing has come to our attention that causes us to believe that the accompanying
interim financial information does not present fairly, in all material respects, the financial position of the
Company as at March 31,2018, and its financial performance and its cash flows for the three-month period
ended March 31, 2018 and 2017 in accordance with International Financial Reporting Standards.

Pflz Pc
August 30, 2018

Telephone: (617) 753-9985 I Fax: (617) 753-9986
Email: infc@pkthcston.com I Website: .pkrboston,ccm
PKF I 99 Summer Street I Boston I Massachusetts 02110

I US

PKF, p-c is a member firm of the PKF Inlemational Limited family of legally independent firms and does not accept any responsibility or liability for the actions or maclions
of any individual member or conespondenl finn or fume,
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Notes to Condensed Interim Consolidated Financial Statements
Unaudited
(In thousands, except for share and per share amounts)
Note I —Operations of the Company
PalliaTech, Inc. (the “Company” or the “Group”) was incorporated on October 5,2010 as a Delaware corporation pursuant
to the General Corporation Law of the State of Delaware and is headquartered in Wakefield, Massachusetts. Its fifth
amended and restated articles of incorporation were adopted on August 1,2016 and amended on November 28, 2016 and
February 12,2018. Pursuant to its Certificate of Amendment dated August 16,2018, PalliaTech, Inc. changed its corporate
name to Curaleaf, Inc. The Company is a life science company developing full scale cannabis operations, with core
competencies in cultivation, manufacturing, dispensing, testing and medical cannabis research.
The resulting entity will carry on the business currently carried on by Curaleaf, Inc. (Formerly, PalliaTech, Inc.).
The Company is subject to risks common to companies in the life sciences industry including, but not limited to, new
technological innovations, protection of proprietary technology, dependence on key personnel, compliance with
government regulations, regulatory approval, uncertainty of market acceptance of products and the need to obtain
additional financing.
Note 2— Summnry of Significnnt Accounting Policies
BasL ofpreparation
These condensed interim unaudited consolidated financial statements have been prepared in accordance with International
Accounting Standards (“lAS”) 34 “Interim Financial Reporting” (“lAS 34”) using accounting policies consistent with the
International Financial Reporting Standards (“IFRS”) issued by the International Accounting Standards Board (“IASB”)
and interpretations of the International Financial Reporting Interpretations Committee (“IFRIC”). Accordingly, certain
disclosures required in annual financial statements have been condensed or omitted. These condensed interim unaudited
consolidated financial statements are intended to provide users with an update in relation to events and transactions that
are significant to an understanding of the changes in financial position and performance of the Company since its recent
year ended December 31, 2017.
These condensed interim unaudited consolidated financial statements were approved and authorized by the Board of
Directors of the Company on August 30, 2018.
Fit nctional currency
The Company and its subsidiaries’ functional currency, as determined by management, is the United States (‘US”) dollar.
These condensed unaudited interim consolidated financial statements are presented in US dollars.
Basis of consolidation
Affiliates are entities controlled by the Company. Control exists when the Company has the power, directly and indirectly,
to govern the financial and operating policies of an entity and be exposed to the variable returns from its activities. The
financial statements of affiliates are included in the consolidated financial statements from the date that control commences
until the date that control ceases.
On March 29, 2018 the Company obtained control over Massachusetts Organic Therapy (“MOT”) as a result of MOT’s
conversion from a nonprofit entity to a for-profit corporation. The name of the resulting entity is Curaleaf, Massachusetts,
Inc.
These consolidated financial statements include the accounts of the Company and its affiliates:
•

PalliaTech RI, LLC, a Rhode Island limited liability company;

PalliaTech, Inc.
Condensed Interim Consolidated Statements of Financial Position
Unaudited
(In thousands, except for share and per share amounts)

March 31,
2018

Note
Assets
Current assets:
Cash
Accounts receivable
liiventonr
Prepaid expenses and other current assets
Biological assets
Total current assets
Property and equipment
Notes receivable
1ntanble assets, net
Goodwill
Investments
Other as sets
Total assets
Liabilities and Shareholders’ Equity
Current liabilities:
Accounts payable
Accrued expenses
Total current liabilities
Deferred taxes
Notes payable —related patty
Non-controlling interest contingency
Total liabilities
Shareholders’ equitv
Share capital
Treasuiy shares
Reserves
Accumulated deficit
Total PalliaTech, Inc. shareholders’ equity
Redeemable non-controlling interest contingency
Non-controlling interest contingency
Redeemable non-controlling interest
Total shareholders’ equity
Total liabilities and shareholders’ equity

S
3
5
7
6
S
S

S

S

9
3, 15

3,18
18

s, is
S

December31,
2017

31,250
3,987
14,046
1,263
2230
52,776
30,450
20,816
26,556
33383
3,987
4,915
172,883

5

2,526
2,824
5,350
1,230
11,347
28346
46273

S

137,101
(3,366)
5,916
(11205)
128246
08,346)
1,335
25,275
126,610
172,883

S

S

20,975
1,216
12,661
843
1,33 9
37,165
23,519
21,051
27223
31.561
3,754
5278
119,551

1,720
3,073
4,793
1,453
10,194
28,346
43.786

109,855
(966)
5,403
(8.899)
105,394
Q8,346)
1,335
26,382
103,765
149,551

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

PallinTech, Inc.
Condensed Interim Consolidated Statements of Profit and Loss
Unaudited
(In thousands, except for share and per share amounts)

Three Months Ended
MarciL 31,

2018

Note

Revenues:
Retail andwholesale revenue
Managementfeeincome
Total revenues
Cost of goods sold
!ncrease (decrease) in fthvalue of biological assets
Gross profit
Operating expenses:
Saiasies and benefits
Sales and ma±ethig
Rent and ocnapancv
Travel
Professionalfees
General and administrative
Depredation and amortization
Share-based compensation
Total operating expenses
Loss from operations
Otherincome (expense):
Interest income
Interest expense
Total otherincome (expense), net
Loss before provision forincome taxes
Income

tax

recoveiy

S

5

7, 5
12

2017
5,710
3372
9,082
6,321
1,966
4,727

S

940
2.161
3,101
1,828
(138)
1,135

3,395
532
592
586
1A27
830
1.116
512
91106
(3,279)

1,195
105
166
275
936
108
634
620
3249
(3214)

1,455
(812)
643
(3,636)

554
(20-1)
350
(2,864)

S

(88)
(30)
_.9S2)
(1.089)
(1,893)

S

(019)

(expense)

Current
Deferred, net
Net loss and comprehensive loss
Less: Net loss attributable to redeemable non-controiling interest
Netloss attributable to P&aTech - Inc.

S

(173)
396
(3.413)
(1,107)
(2306)

Net loss per share attributable to PathaTech Inc—basic and diluted

S

(020)

Weighted avenge common shares outstandinn—basic and diluted

11,650,247

9,711328

The accompanying notes are an integral pan of these condensed unaudited interim consolidated financial statements.
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Condensed Interim Consolidated Statements of Cash Flows
Unaudited
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Three Months Ended
March 31.
17
:ois
Cash flows from operating activities;
Net loss
Adjustments to reconcile net toss to net cash used in opitinr activities:
Depredation and amortintion
Shire-based compensation
Noncash interest expense
Chaxsp rn the fair value of biotorical assets
Deferred taxes
Chins., in operatins assets and liabilities

S

Accoimts receivable
Biolosical assets
Inventoty
Prepaid expenses irA other cirrent assets

Other asse:s
Accounts payable
Accrued apenrn

Net cash used in operasins activities
Cash flows from investing activities;
Notes receivable
Purchases of property and equipment
Conversion of nonprofit entity, cash received
Purchase of licenses
Net assets acquired as part of Costa Nursery Farms acquisition. net of cash acq±ed
Net assets acquired as part of Doubling Road Holdings acquisition, net of cash acquired
Net cash used in investins activities
Cash flaws from financing activities:
Purchase of additional interest in subsidiasy
Proceeds from seniof unsecured notes
Share repurchase
Issuance of common thins
Net cash provided by financins activities
Net increase (decrease) in cash
Cash at bessnnmz
Cash at end of period
Supplemental disclosure of cash flow information:
Cash paid for interest
Supplemental disclosure of non-cash investing and fwancing activities:
Conversion of nonprofit entity
Settlenient of debt on acquisition
Purchase of additional interest in subsidiary

(3,413)

S

1,347
512
25
(3,633)
(223)

667
620
23
(393)
118

(2,726)
3369
(197)
(187)
387
92
(433)
(5.130)

(56)
346
(231)
(693)
29
262
(783)
(3.073)

(3.127)
(6.517)
190
(233)
-

(11,389)
(2,304)
-

-

(18,654)
(9.310)
c42.25fl

-

(9.692)

S
5
5

(2.982)

(1.500)
306
(2,500)
28.791
25.097
10.275
20.975
31250
241
(3.284)
3518
(45)

-

-

-

-

S
S

45,335)
65.857
20.522

343

S

The accompanying notes are an integral part of these condensed unaudited interim consolidated financial statements.
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•

PalliaTech Maine, Inc., a Maine corporation;

•

PalliaTech OR, LLC, an Oregon limited liability company;

•

Curaleaf Ohio, Inc., an Ohio corporation;

•

PalliaTech NV, Inc., a Nevada corporation;

•

PalliaTech NY Holdings, Inc., a New York corporation;

•

Curaleaf Maryland, Inc., a Maryland corporation

•

PalliaTech Maryland, LLC, Maryland limited liability company;

•

PalliaTech CT, Inc., a Connecticut corporation;

•

PalliaTech PA, LLC, a Pennsylvania limited liability company;

•

Focused Investment Partners, LLC, a Florida limited liability company;

•

PalliaTech FL, Inc, a Florida corporation, and

•

Curaleaf Massachusetts, Inc. a Massachusetts corporation.

All significant intercompany balances and transactions were eliminated on consolidation.
Unazi diicii j,,frrj,,, cwzsoiidafrdfinancial information
The accompanying condensed unaudited interim consolidated statement of financial position as of March 31, 2018, the
condensed unaudited interim consolidated statements of profit and loss for the three months ended March31, 2018 and
2017, the condensed unaudited interim consolidated statements of cash flows for the three months ended March31, 2018
and 2017 and the condensed unaudited interim consolidated statement of changes in equity as of March 31,2018 and 2017
are unaudited. The condensed unaudited interim consolidated financial statements have been prepared on the same basis
as the audited annual consolidated financial statements and, in the opinion of management, reflect all adjustments, which
include only normal recurring adjustments, necessary for the fair statement of the Company’s financial position as of
March 31,2018 and the results of its operations for the three months ended March31, 2018 and 2017 and its cash flows
for the three months ended March 31, 2018 and 2017. The financial data and other information disclosed in these
condensed unaudited interim consolidated notes related to the three months ended March 31,2018 and 2017 are unaudited.
The results for the three months ended March 31,2018 are not necessarily indicative of results to be expected for the year
ending December 3!, 2018, any other interim periods or any future year or period.

PalliaTcch, Inc.
Notes to Condensed Interim Consolidated Financial Statements
Unaudited
(In thousands, except for share and per share amounts)
BasLc of measurement
The consolidated financial statements have been prepared on a historical cost basis except for certain financial instruments
and biological assets which were measured at fair value.
Segment reporting
The Company manages its operations in two segments for the purposes of assessing performance and making operating
decisions. The Company’s segments are cannabis and non-cannabis operations.
Credit rick

The Company operates primarily in cash transactions with its customers at the point of sale. Accounts receivable as of
March 31. 2018 and December31, 2017 consists primarily of management fee income. Management determines credit
risk to be minimal with respect to accounts receivable and determined a reserve for accounts receivable is not required as
of March 31, 2018 and December31, 2017.
Credit risk is the risk ofa potential loss to the Company ifa customer or third party to a financial instrument fails to meet
its contractual obligations. The Company is moderately exposed to credit risk from its cash and cash equivalents, trade
and other receivables, and promissory notes receivable. The Company’s cash deposits may at times exceed Federal
insurance limits.
The risk exposure is limited to their carrying amounts at the statement of financial position date. The risk for cash and cash
equivalents is mitigated by holding these instruments with major financial institutions. The Company periodically assesses
the quality of the credit rating of the financial institutions. Trade accounts receivable and notes receivable credit risk arises
from the possibility that principal and/or interest due may become uncollectible. The Company mitigates this risk by
managing and monitoring the underlying business relationships.
Capita! management
The Company’s objectives when managing capital are to ensure that there are adequate capital resources to safeguard the
Company’s ability to continue as a going concern and maintain adequate levels of funding to support its ongoing operations
and development such that it can continue to provide returns to shareholders and benefits for other stakeholders.
The capital structure of the Company consists of items included in shareholders’ equity and debt, net of cash and cash
equivalents. The Company manages its capital structure and makes adjustments to it in light of changes in economic
conditions and the risk characteristics of the Company’s underlying assets. The Company plans to use existing funds, as
well as funds from the future sale of products to fund operations and expansion activities. As of March 31, 2018, the
Company is not subject to externally imposed capital requirements.
Cash timid cash equivalents
The Company considers all highly liquid instruments with original maturities at time of purchase of 90 days or less to be
cash equivalents.
Restricted Cash
Restricted cash balances are those which meet the definition of cash and cash equivalents but are not available for use by
the Company. As of March 31, 2018 and December 31, 2017, restricted cash totaled $4,687 and $4,859, respectively,
which is related to amounts that are held in escrow by the PalliaTech Florida, Inc. entity with $125 being transferred to

PalliaTech, Inc.
Notes to Condensed Interim Consolidated Financial Statements
Unaudited
(In thousands, except for share and per share amounts)
the Company on a monthly basis as well as deposits for consulting services. The remaining balance in other assets consists
primarily of deposits for certain operating leases.
Threntori’
Inventory is stated at lower of cost or net realizable value (“NRV”). NRV is determined as the estimated selling price in
the ordinary course of business less estimated costs to sell. Packaging and supplies are initially valued at cost. The
Company utilizes the most reliable evidence available to determine if inventory should be written-down below us current
carning value. As of March 31,2018 and December 31,2017, the Company recorded an NRV inventory reserve ofS348
and $292. respectively.
Biological assets

Expenditures incurred on biological assets are measured on initial recognition and at the end of each reporting period at
its fair value less costs to sell in accordance with lAS 41. The gain or loss arising on initial recognition of such biological
assets at lair value less costs to sell and from a change in fair value less costs to sell of biological assets are included in
consolidated statement of profits and losses for the period in which it arises. The Company has elected to measure
biological assets at fair value less cost to sell. As of March 31, 2018 and December 31, 2017, the company recorded
biological assets of $2,230 and $1,439, respectively.
Accounts receivable and allowance for doubtful accounts

Accounts receivable are recorded at the invoiced amount, which may bear interest and do not require collateral. Past due
balances are determined based on the contractual terms of the arrangements. The Company estimates its allowance for
doubtful accounts based on specific identification of probable credit losses and historical write-off experience. Account
balances are charged off against the allowance after all means of collection have been exhausted and the potential for
recovery is considered remote. The Company determined as of March 3 I, 2018 and December 3!, 2017, there was no
allowance for doubtful accounts required.
Notes receivable
The Company provides financing to select customers for use in their application for regulatory licenses and development
of their business.
Notes receivable are recorded net of any unamortized deferred fees and incremental direct costs. Interest income and
amortization of any fees are recorded ratably over the related term of the note. The Company considers these receivables
to have similar risk characteristics as its accounts receivable, as they relate to the ongoing business agreements with
customers and evaluates them as one collective portfolio segment and class for determining the allowance for doubtful
accounts. The Company determined as of March 3 I. 201 8 and December 3 I, 2017, there was no allowance for doubtful
accounts required.
Property and equipment

Property and equipment is stated at cost, net of accumulated depreciation and impairment losses, if any. Depreciation is
calculated on a straight-line basis over the estimated useful life of the asset using the following terms and methods:

Information technology
Furniture and tWurcs
Building and improvements
Leasehold improvcments

Estimated Useful life
5 years
7’ears
15 to 39 years
Lesser of lease tern or ito 10 years
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The assets’ residual values, useful lives and methods of depreciation are reviewed at each financial year- end and adjusted
prospectively if appropriate. Construction in progress is measured at cost. Upon completion of the construction,
construction in progress will be reclassified as building or leasehold improvements depending on the nature of the assets
and depreciated over the estimated useful life of the asset.
An item of equipment is derecognized upon disposal or when no future economic benefits are expected from its use. Any
gain or loss arising from derecognition of the asset (calculated as the difference between the net disposal proceeds and the
carrying value ofthe asset) is included in the consolidated statement of profit and loss in the year the asset is derecognized.
Intangible assets subject to

amortization

Intangible assets include intellectual property either o’vned by the Company or for which the Company has a license.
Intangible assets acquired in a business combination are recognized at fair value using generally accepted valuation
methods deemed appropriate for the type of intangible asset acquired, and reported net of accumulated amortization,
separately from goodwill. Intangible assets with finite lives are amortized over their estimated useful lives. Intangible
assets include licenses to cultivate, process and sell cannabis, trade names and non-compete agreements obtained through
business acquisitions. Amortization is calculated on the straight-line method based on the following estimated useful lives:

Licenses
Trade names
Non-compete agreements

12-2oycars
5-15 years

1-2 years

The estimated useful lives, residual values, and amortization methods are reviewed at each year-end, and any changes in
estimates are accounted for prospectively. For the three months ended March 31, 2018 and 2017, the Company did not
recognize any impairment losses.
Goodwill
Goodwill represents the excess of the purchase price paid for the acquisition of an entity over the fair value of the net
tangible and intangible assets acquired. Goodwill is allocated to the cash generating unit (“CGU”) or CGUs which are
expected to benefit from the synergies of the combination. The Company has determined that the goodwill recognized in
connection with all acquisitions to date belong to the cannabis segment.
Goodwill is not subject to amortization and is tested annually for impairment, or more frequently if events or changes in
circumstances indicate that it might be impaired.
Impairment is determined by assessing if the carrying value of a CGU, including the allocated goodwill, exceeds its
recoverable amount determined as the greater of the estimated fair value less costs to sell and the value in use. Impairment
losses recognized with respect to a CGU are first allocated to the carrying value of goodwill and any excess is allocated to
the carrying amount of assets in the CGU. Any goodwill impairment loss is recognized in the consolidated statement of
profit and loss in the period in which the impairment is identified. Impairment losses on goodwill are not subsequently
reversed. For the three months ended March 3 I, 2018 and 2017, the Company did not recognize any impairment losses.
Debt with warrants and convertible options
The Company issues debt that may have separate warrants, conversion features or no equity-linked attributes. The
convertible notes and debt with warrants issued by the Company are compound financial instruments which are accounted
for separately by their components: a financial liability and an equity instrument. The liability component is initially
recognized at the fair value of a similar liability that does not have an equity conversion option. The equity component is
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initially recognized at the difference between the fair value of the compound financial instrument as a whole and the fair
value of the liability component. Subsequent to initial recognition, the liability component is measured at amortized cost
using the effective interest method. The equity component is not remeasured. No gain or loss is recognized at maturity or
early conversion of the debt.
Leas ad assetc

A lease of property and equipment is classified as a capital lease if it transfers substantially all the risks and rewards
incidental to ownership to the Company. A lease of property and equipment is classified as an operating lease whenever
the terms of the lease do not transfer substantially all of the risks and rewards of ownership to the Company. Lease
payments are recognized as an expense on a straight-line basis over the lease term, except where another systematic basis
is more representative of the time pattern in which the economic benefits are consumed.
laconic taxes

Interim period income tax is recognized based on the estimated effective annual tax rate.
Revenue recognition

The Company adopted IFRS 15 Revenue from Contracts with Customers on January 1, 2018 using the modified
retrospective approach where the cumulative impact of adoption is recognized in retained earnings as of January 1, 2018
and comparatives are not restated. The adoption of this new standard did not have a material impact on the financial
position and performance of the Company.
Revenue from the sale of cannabis is recognized at a point in time when control over the goods have been transferred to
the customer. The Company transfers control and satisfies its performance obligation upon delivery and acceptance by the
customer.
Revenue from management and consulting services are recognized over the term of the arrangement as services are
provided.
Sales taxes

Sales taxes collected from customers are excluded from revenues.
Share—bused payment arrangements

The Company measures all stock options and other share-based payment arrangements to employees and directors at the
fair value on the date of the grant using the Black-Scholes option-pricing model. The Company uses the Black-Scholes
option pricing model to determine the grant-date fair value of options and warrants. The inputs into the Black- Scholes
model, including the expected term of the instrument, expected volatility, risk-free interest rate and dividend rate are
determined by reference to the underlying terms ofthe instrument, and the Company’s experience with similar instruments.
The grant-date fair value of equity-settled share-based payment arrangements granted to employees is generally recognized
as an expense, with a corresponding increase in equity, over the vesting period of the awards. The amount recognized as
an expense is adjusted to reflect the number of awards for which the related service conditions are expected to be met,
such that the amount ultimately recognized is based on the number of awards that meet the related service conditions at
the vesting date.
Comprehensive incone (loss)
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Comprehensive income (loss) includes net income (loss) as well as other changes in the consolidated statement of changes
in equity that result from transactions and economic events other than those with shareholders. There was no difference
between net income (loss) and comprehensive income (loss) for each ofthe periods presented in the accompanying interim
consolidated financial statements.
Net lass per conunon share, ba.cic and diluted

The Company presents basic and diluted earnings per share data for its common shares. Basic earnings per share is
calculated by dividing the profit or loss attributable to common shareholders of the Company by the weighted average
number of common shares outstanding during the period. Diluted earnings per share is determined by adjusting the profit
or loss attributable to common shareholders and the weighted average number of common shares outstanding, for the
effects of all dilutive potential common shares, which comprise warrants, convertible debt and share options issued. Items
with an anti-dilutive impact are excluded from the calculation. The number of shares included with respect to options,
warrants and similar instruments is computed using the treasury stock method.
Related party transactions

Parties are considered to be related if one party has the ability, directly or indirectly, to control the other party or exercise
significant influence over the other party in making financial and operating decisions. Parties are also considered to be
related if they are subject to common control. Related parties may be individuals or corporate entities. A transaction is
considered to be a related party transaction when there is a transfer of resources or obligations between related parties.
Fin outdo! instruments

A financial instrument is any contract that gives rise to a financial asset of one entity and a financial liability or equity
instrument to another entity. Financial assets and financial liabilities are recognized in the consolidated statement of
financial position at the time the Company becomes a party to the contractual provisions of the financial instrument.
Initial measurement of financial assets and financial liabilities
Financial assets and liabilities are recognized at fairvalue upon initial recognition plus any directly attributable transaction
costs when not subsequently measured at fair value through profit or loss.
Subsequent Ineacurement

Measurement in subsequent periods is dependent on the classification of the financial instrument. The Company classifies
its financial instruments in the following categories: at fair value through profit or loss, loans and receivables, held to
maturity, available for sale, and other financial liabilities.
Financial assets
Financial assets

Financial assets not classified as Fair Value Through Profit or Loss (“FVTPL”), including an interest in an equityaccounted investee, are assessed at each reporting date to determine whether there is objective evidence of impairment.
Objective evidence that financial assets are impaired includes:
•

default or delinquency by a debtor;

•

restructuring of an amount due to the Company on terms that the Company would not consider otherwise;
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•

indications that a debt or issuer will enter bankruptcy;

•

adverse changes in the payment status of borrowers or issuers;

•

the disappearance ofan active market for a security because of financial difficulties; or

•

observable data indicating that there is a measurable decrease in the expected cash flows from a group of financial
assets.

For an investment in an equity security, objective evidence of impairment includes a significant or prolonged decline in
its fair value below its cost. The Company considers a decline of 20% to be significant and a period of nine months to be
prolonged.
Financial assets measured at amortized cost
The Company considers evidence of impairment for these assets at both the individual and collective level. All
individually significant assets are individually assessed for impairment. Those found not to be impaired are then
collectively assessed for any impairment that has been incurred but not yet individually identified. Assets that
are not individually significant are collectively assessed for impairment. Collective assessment is carried out by
grouping together assets with similar risk characteristics.
In assessing collective impairment, the Company uses historical information on the timing of recoveries and the
amount of loss incurred and makes an adjustment if current economic and credit conditions are such that the
actual losses are likely to be greater or lesser than suggested by historical trends.
An impairment loss is calculated as the difference between an asset’s carrying amount and the present value of
the estimated future cash flows discounted at the assets original effective interest rate. Losses are recognized in
profit and loss and reflected in an allowance account. When the Company considers that there are no realistic
prospects of recovery of the asset, the relevant amounts are written off. If the amount of impairment loss
subsequently decreases and the decrease can be related objectively to an event occurring after the impairment
was recognized, then the previously recognized impairment loss is reversed through profit and loss.
Equity-accounted investments
An impairment loss with respect to an equity-accounted investment is measured by comparing the recoverable
amount of the investment with its carrying amount. An impairment loss is recognized in profit and loss and is
reversed if there has been a favorable change in the estimates used to determine recoverable amount.
Significant accounting judgments, estimates and assumptions
The preparation of the Company’s condensed unaudited interim 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
revision affects both current and future periods.
Significantjudgments, estimates and assumptions that have the most significant effect on the amounts recognized in the
condensed unaudited interim consolidated financial statements are described below.
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Esti,nated use/it! lives and depreciation of propertt’ 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.
Estimated useful lives and amortcation of intangible assetc
Amortization of intangible assets is recorded on a straight-line basis over their estimated useful lives, which do not exceed
the contractual period, if any. Intangible assets that have indefinite useful lives are not subject to amortization and are
tested annually for impairment, or more frequently if events or changes in circumstances indicate that they might be
impaired.
Biological assets
Biological assets are dependent upon estimates of future economic benefits as a result of past events to determine the fair
value through an exercise of significant judgment by the Company. In estimating the fair value ofan asset or a liability,
the Company uses market observable data to the extent it is available. When market observable data is not available, the
Company engages qualified third party valuation consultants to perform the valuation. With respect to certain biological
assets, where there is no active market for the unhanested produce, the valuation committee arrives at the fair value by
way of a reverse working from the value of the inventory.
Busines.c 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 lAS 39, or lAS 37 Provisions, Contingent
Liabilities and Contingent .1 sans, 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.
Vhere 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.
Non-controlling interests

Non-controlling interests are classified as a separate component of equity in the Company’s consolidated statement of
financial position and statements of members’ equity. Net income (loss) attributable to non-controlling interests are
reflected separately from consolidated statement of profits and losses net income (loss) in the consolidated statements of
comprehensive loss and members’ equity. Any change in ownership ofa subsidiary while the controlling financial interest
is retained is accounted for as an equity transaction between the controlling and non-controlling interests. In addition,
when a subsidiary is deconsotidated. any retained non-controlling equity investment in the former subsidiary wilt be
initially measured at fair value and the difference between the carrying value and fair value of the retained interest will be
recorded as a gain or loss.
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Redeemable non- controlling interests
IFRS do not have a specific standard or interpretation for the accounting of commitments to purchase non-controlling
interests, mainly with respect to the accounting for the subsequent remeasurement of the carrying amount of the related
financial liability. In such circumstances, the Company has to define its own accounting policy in accordance with lAS 8
until the issuance of new standards and interpretations by the IASB or the IFRS IC.
Non-controlling interests with redemption features, such as put options, thai are not solely within the Company’s control
are considered redeemable non-controlling interests and are recognized in equity and attributed its share or profit or loss
when the risk and rewards of ownership remain with the non-controlling interests.
A financial liability, non-controlling interest contingency, is recognized for the present value of the redemption amount if
it is contractually fixed or at estimated fair value if it is not contractually fixed, A corresponding charge is made directly
to an equity reserve on initial recognition. Changes in the subsequent measurement of the obligation are recognized in the
consolidated statement of profits and losses.

Von-controlling interest contingency
The Company’ measures the fair value of its non-controlling interest contingency by estimating the present value of future
net cash inflows from earnings associated with the proportionate shares that are subject to sale to the Company pursuant
to an exercise event. This estimation is intended to approximate the redemption value of the options as indicated in the
applicable agreements. The fair value of the liability is sensitive to changes in projected earnings and thereby, future cash
inflows, and the discount rale applied to those future cash inflows, which could have resulted in a higher or lower fair
value measurement.
Measurements of fair va/ties

The Company’s financial instruments consist of cash, restricted cash, notes receivable, accounts payable, accrued
expenses, long-term debt and redeemable non-controlling contingency. The fair values of cash, restricted cash, notes
receivable, accounts payable and accrued expenses approximate their carrying values due to the relatively short-term to
maturity. The Company classifies its cash and restricted cash as FVTPL and accounts payable, accrued expenses, and
long-term debt as other financial liabilities. The fair value of cash and restricted cash is based on level I inputs of the fair
value hierarchy.
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 I

—

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

Level 2— Inputs other than quoted prices that are observable for the asset or liability, either directly or indirectly;
and
Level 3

—

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

The Company’s assets measured at fair value on a nonrecurring basis include long-lived assets and indefinite-lived
intangible assets. The Company reviews the carrying amounts of such assets whenever events or changes in circumstances
indicate that the carrying amounts may not be recoverable or at least annually as of December31, for indefinite-lived
intangible assets and goodwill. Any resulting asset impairment would require that the asset be recorded at its fair value.
The resulting fair value measurements of the assets are considered to be Level 3 measurements
There have been no transfers between fair value levels during the three months ended March 31, 2018 or 201 7.
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Share-based paimeiu anw;genients
The Company uses the B[ack-Scholes option pricing model to determine the fair value of share-based payment
arrangements granted to employee and non-employees. In estimating fair value, management is required to make certain
assumptions and estimates such as the expected life of units, volatility of the Company’s future share price, risk free rates,
future dividend yields and estimated forfeitures at the initial grant date. Changes in assumptions used to estimate fair value
could result in materially different results.
Goodwill impairment
Goodwill is tested for impairment annually and whenever events or changes in circumstances indicate that the carryin
amount of goodwill has been impaired. In order to determine if the value of goodwill has been impaired, the CGU 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 thesejudgments and estimates can significantly affect the assessed value of goodwill.
Deferred tax asset
Deferred tax assets, including those arising from tax loss carry-forwards, requires management to assess the likelihood
that the Company will generate sufficient taxable earnings in future periods in order to utilize recognized deferred tax
assets. Assumptions about the generation of future taxable profits depend on management’s estimates of future cash flow’s.
In addition, future changes in tax laws could limit the ability of the Company to obtain tax deductions in future periods.
To the extent that future cash flows and taxable income differ significantly from estimates, the ability of the Company to
realize the net deferred tax assets recorded at the reporting date could be impacted.
Recent accounting pronouncements
The following IFRS standard has been recently issued by the IASB. The Company is assessing the impact of this new
standard 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.
IFRS 16, Leases
In January 2016, the IASB issued IFRS 16, Leases, which will replace lAS 17, Leases. This standard introduces a single
lessee accounting model and requires a lessee to recognize assets and liabilities for all leases with a term of more than
twelve months unless the underlying asset is of low value. A lessee is required to recognize a right-of-use asset representing
its right to use the underlying asset and a lease liability representing its obligation to make lease payments. The standard
will be effective for annual periods beginning on or after January 1,2019, with earlier application permitted for entities
that apply IFRS 15. Revenue from Contracts irjffi Customers, at or before the date of initial adoption of IFRS 16. The
extent of the impact of adoption of the standard has not yet been determined.
Note 3

—

Acquisitions

Massachusetts Organic Therapy, a Massachusetts corporation
On March 29. 2018 (“date of control”) the Company obtained control over Massachusetts Organic Therapy (“MOT”) as
approved by the Commonwealth of Massachusetts, The control was obtained as a result of MOT converting from a
nonprofit entity to a for-profit corporation. The name of the resulting entity is Curaleaf, Massachusetts, Inc.
The following table summarizes the assets obtained and liabilities assumed as a result of the Company gaining control
over MOT:
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Cash

S

Accowits receivable
Prepaids an other current assets
Inventon’

232
1,188

BioloRical assets

527
1,087

Property and equipment
Other long term assets

26

Goodwill

1,822

Liabilities
Net assets

190
13

(1,612)
S

3,371

The assets and liabilities of MOT are recorded in the Company’s consolidated financial statements at their carryin value.
Preliminary goodwill is calculated asthe excess carrying value ofMOT’s netassets. The Company will perform an analysis
to identify intangible assets and will allocate goodwill as deemed appropriate. Consideration transferred consisted of the
effective settlement of 83.518 in debt.
The results of MOT have been included in the consolidated financial statements since the date of control. Revenue and net
loss of \tOT included in the consolidated financial statements from the date of control through March 31. 2018 were 827
and $28, respectively.
Costa Nurse,y Farms, LLC, a Florida limited liabiliti’ company d/b/a Modern Health Concepts

The Company, through its wholly owned subsidiary PalliaTech Florida, Inc., owns 75% of PalliaTech Florida, LLC (“PT
Florida”). On December 8, 2016. PT Florida entered into a Membership Interest Purchase Agreement (the “MHC
Agreement”) with Costa CB Holdings, LLC (“CB Holdings”) to acquire 70% ofall outstanding membership units of Costa
Nursery Farms, LLC dba Modern Health Concepts (“MHC”), a wholly owned subsidiary ofCB Holdings. The transaction
closed on January 3, 2017. The resulting purchase resulted in the Company effectively acquiring a 52.5% ownership
interest in MHC. MI-IC is a South Florida based fully-fledged medical cannabis facility. The acquisition was completed as
a strategic investment to enhance the Company’s ability to develop a hill-scale cannabis operation with core competencies
in cultivation and manufacturing.
This acquisition qualified as a business combination under IFRS 3 and the Company has recorded all assets acquired and
liabilities assumed at their acquisition-date fair values. The excess of the purchase price and non-controlling interest in
MHC over the fair value of the tangible and identifiable intangible assets acquired less the liabilities assumed has been
recorded as goodwill, The goodwill olSi 3470 arising from the acquisition consists largely of the synergies and economies
of scale expected from combining the operations of the businesses. These synergies include the elimination of redundant
facilities and functions and the use of the Company’s existing commercial infrastructure to expand sales.
The Company acquired 70% of MHC through a cash purchase price of $28,000 which included a debt repayment of$9,346
to a third party on behalf of MHC.
The following table summarizes the allocation of the aggregate purchase price to the estimated fair value of the net assets
acquired:
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Accounts receivable
Prepaid expenses and other assets
Inventory
Property and equipment
Intangible as sets:
licenses
Trade names
Non-compete agreements
Goodwiil
Liabilities
Redeemable non-controlling interest
Consideration transfezred

S

S

730
183
2,013
l,l40
19,710
330
700
13,370
(1276)
(12,000)
28,000

The assets and liabilities of MHC are recorded in the Company’s consolidated financial statements at their estimated fair
values. Goodwill, which is expected to be deductible for statutory tax purposes, is calculated as the excess value of
consideration paid over the fair value of assets acquired and liabilities assumed, net of the non-controlling interest. The
purchase price resulted in goodwill of$l3,470. The historical carrying values of current assets and liabilities approximate
their fair value on the date of acquisition due to their short-term nature. The net book value of acquired property and
equipment acquired approximates the fair value of the assets on the date of acquisition. The Company identified intangible
assets consisting of licensing agreements, trade names and non-compete agreements valued at $20,740. Licensing
agreements, trade names and non-compete agreements are being amortized on a straight-line basis over their respective
useful lives of twelve, six and two years respectively. Valuation of the licensing agreements was derived from the
discounted cash flow method. Valuation of the trade name intangible assets was derived from the relief from royalty
method. Valuation of the non-compete agreements was derived from the with or without cash flow method.
The results of MHC have been included in the consolidated financial statements since the date of acquisition. Revenue
and net loss of PvIHC included in the consolidated financial statements from the acquisition date through December 31,
2017 were $2,704 and $9,659. respectively.
During the year ended December 31,2017, the Company recorded S212 oftransaction expenses related to travel and thirdparty legal and accounting services in connection with the acquisition. These costs are included in general and
administrative expenses in the Company’s consolidated statement of profits and losses.
During the three months ended March 31, 2018 and 2017, the Company recorded $85 and SI of transaction expenses
related to travel and third-party legal and accounting services in connection with the acquisition. respectively. These costs
are included in general and administrative expenses in the Company’s consolidated statement of operations.
The non-controlling interest ofSl2,000 was calculated using the fair value method of the assets acquired and liabilities
assumed. The value used in this determination was the purchase price for the controlling interest. The Company used the
Fair Value method as it believes that the risks and rewards of the acquired entity are shared by the Company and the noncontrolling interest. The MHC Agreement contains a put option under which the noncontrolling interest may require the
Company to redeem its equity interest in MI-IC at the latest of the second anniversary of the date of acquisition or the
issuance of certain regulatory agency policies or at any time prior to certain liquidity events. The redemption value is to
be determined by mutual agreement or by an outside valuation expert subject to certain parameters that include a “floor”
amount of $12,000 and a “ceiling” amount equal to 75% of the excess of the fair market value over $40,000 times
the percentage interest held by the noncontrolling interest (30% at the acquisition date). The Company has a call option
under which it may require the noncontrolling interest to sell under the same terms at the latest of the third anniversary of
the acquisition date and either the issuance of certain regulaton’ agency policies or the implementation of such policies.
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The noncontrolling interest may elect to receive the redemption amount either in cash or in shares of the Company at fair
market value. If a cash settlement election is made the Company has the option to pay 50% of redemption amount in cash
and the remainder by issuing a senior secured promissory note with a one-year maturity, subject to change under certain
circumstances.
Don hung Root! Holdings, LLC, a Delaware limited liability camp any

On December 15, 2016 the Company, through its subsidiary PalliaTech CT, LLC, entered into a Preferred Unit Purchase
Agreement (the “DPI-I Agreement”) with Doubling Road Holdings, LLC. a Delaware limited liability (“DRH”) and certain
members of DRH as listed in the DRH Agreement (the “Members”) to acquire 51% of all outstanding membership units
in DRH (The “Purchased Units”). DPI-I is a Connecticut based licensed cannabis facility.
The acquisition was accomplished through a series of transactions that included a redemption by DRH of the number of
Preferred Units equal to the number of the Purchased Units in the DRH Agreement extinguishment of the Priority Returns
on the Preferred Units and a redemption of all of its outstanding common units. All of the Preferred Units that remain
outstanding immediately followina the unit redemptions were converted into a new series of membership interests in DRH
to be designated as Series A! Preferred Units. DRH then issued the Series A2 Preferred Units to the Company, such that
on March 8,2017, upon consummation of the transaction the Company owned 51% of all of the membership interests in
DRH. The acquisition was completed as a strategic investment to enhance the Company’s ability to develop a full-scale
cannabis operation with core competencies in cultivation, manufacturing, processing and dispensing.
This acquisition qualified as a business combination under IFRS 3 and the Company has recorded all assets acquired and
liabilities assumed at their acquisition-date fair values. The excess of the purchase price and non-controlling interest in
DRH over the fair value of the tangible and identifiable intangible assets acquired less the liabilities assumed has been
recorded as goodwill. Thegoodwill ofSl4,302 arising from the acquisition consists largely of the synergies and economies
of scale expected from combining the operations of the businesses. These synergies include the elimination of redundant
facilities and functions and the use of the Company’s existing commercial infrastructure to expand sales.
The Company acquired aS 1% ownership in DPI-I through a cash purchase price ofS 10,835.
The following table summarizes the allocation of the aggregate purchase price to the estimated fair value of the net assets
acquired:

Cash
Accounts receivable
Prepaid expenses and other current assets
Inventotv
Biotogical assets
Propen’ and equipment
Otherassets
tntan2ible assets
Licenses
Trade name
Goodwill
Liabilities
Redeemable non-controlling interest
Consideration transferred

S

S

235
78
123
596
293
1530
240
1250
LOb
14202
(453)
(l3,389
10,835
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The assets and liabilities of DRH are recorded in the Company’s consolidated financial statements at their estimated fair
values. Goodwill, which is expected to be deductible for statutory tax purposes, is calculated as the excess value of
consideration paid over the fair value of assets acquired and liabilities assumed, net of the non-controlling interest. The
purchase price resulted in goodwill of$ 14,302. The historical carrying values ofcurrent assets and liabilities approximated
their fair value on the date of acquisition due to their short-term nature. The net book value of property and equipment
acquired approximated the fair value of the assets on the date of acquisition. The Company identified intangible assets
consisting of licensing agreements and trade names that were valued at $5,290. Licensing agreements and trade names are
being amortized on a straight-line basis over their respective useful lives of2O and 14 years respectively. Valuation of the
licensing agreements was derived from the discounted cash flow method. Valuation of the trade names was derived from
the relief from royalty method.
The results ofDRH have been included in the consolidated financial statements since the date of the acquisition. Revenue
and net income of DRH included in the consolidated financial statements from the acquisition date through December31,
2017 were $4,538 and $183. respectively.
During the year ended December 3 I, 2017, the Company recorded S 124 of transaction expenses related to third-party
legal, accounting and shareholder representative services incurred in connection with the acquisition. These costs are
included in general and administrative expenses in the Company’s consolidated statement of profits and losses.
During the three months ended March 3 I, 2018 and 20 17, the Company recorded $106 and $0 of transaction expenses
related to travel and third-party legal and accounting services in connection with the acquisition, respectively. These costs
are included in general and administrative expenses in the Company’s consolidated statement of operations.
The non-controlling interest of 513.389 was calculated using the fair value method of the assets acquired and liabilities
assumed. The value used in this determination was the purchase price for the controlling interest. The Company used the
fair value method as it believes that the risks and rewards of the acquired entity am shared by the Company and the noncontrolling interest. The DRH purchase agreement contains a put option under which the noncontrolling interest may
require the Company to redeem its equity interest in DRH after one year of the date of acquisition or at any time prior to
certain liquidity events in exchange for shares of the Company at fair market value. The Company has a call option under
which it may require the noncontrolling interest to sell under the same terms. The redemption value is to be determined by
mutual agreement or by an outside valuation expert.
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Note 4—Inventory

Inventory consisted the following at March 31,2018 and December 31,2017:
March 31,
2018
R,w Materials
Harvested cannabis

December 31,

2017

1O,15S
1.08 6

Han-ested eta
Total nw materials
WDrk-rn-process
Processing

7,365

11.243

596
8,061

1,591

2,131

531
139

889

383
36
551

1,559

2,761

Finished Goods
Consumables
flower
Emacts
Majesw palms
Total finished goods

1.791

Inventory write-domi
Total lnrentorv

(34S
S

14,036

(292)
$

12,661

During the years ended December 31,2017, relief of inventories of $8,058 were recognized as an expense and included in
cost of goods sold on the consolidated statement of profits and losses. As of March 31,2018 and December 31,2017. the
Company recorded NRV inventory write-downs of S348 and S292, respectively.
Note 5

—

Biological assets

The following table is a reconciliation of carrying amount of the biological assets:

Balance at December31, 2017
Assets obtained in the conversion ofMassachusetts Organic Therapy
Changes in fair value less cost to sell due to biological trans formation
Transferred to inventory upon harvest
Balance at March 31. 2018

$

1.43 9
527
3.633
(3369)

S

2.230

Biological assets consisted of actively growing cannabis plants to be harvested as agricultural produce.
The average grow cycle of plants up to the point of harvest is approximately twelve weeks. Plants not in production are
valued at the fair market value less costs to sell. Plants in production are plants that are in the flowering stage and are
valued at fair value less cost to complete and cost to sell, where fair value represents the Company’s selling price per gram
of dried cannabis.
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As of March 3 I. 2018, it was expected that the Company’s biological assets would yield approximately 1,011,614 grams
of medical cannabis when harvested. The Companys estimates are, by their nature, subject to change and differences from
the anticipated yield will be reflected in the gain or loss on biological assets in future periods.
Note 6

—

Notes receivable

Notes receivable bear interest at fixed rates ranging from 10% to 20% and mature at various times through 2020. Certain
notes are secured by assets or ownership interests in the customers’ business. The Company did not have any past due
notes receivable amounts the three months ended March 31,2018 and 2017.
Notes receivable consisted the following at March 31,2018 and December 31,2017:

March31,
2018
Notes receivable from CS-ATC
Notes receivable from Massorganic
Notes receivable Evio Labs
Notes recievable Signal Bay
Notes receivable from RMC
Notes receivable from otherthirdpathes

S

December31,
2017

19619

—

2,726
1,043
500
574
228

534
500
589
574

2t,8t6
Note 7

15,980

S

21,051

$

Property and equipment

Property and equipment and related depreciation and amortization consist of the following:
Marc), 31,
2018
Land
Building and improvements
Furniture and frstwes
lnfotmation technology
Construction in progress
Total property and equipment, noss
Less: Acnmiulated depreciation and amortization

5

Property and equipment, net

5

Note 8

—

210
24,430
6,254
256

December31,
2017

S

‘iso

32.730
(2.280)
30.450

210
17,725
5,053
243
1.513
24,743
(1225)

S

23,519

Goodwill and intangibles assets

The Company has determined that the goodwill associated with all acquisitions belong to the cannabis segment, There was
no goodwill associated with the non-cannabis segment as of March 31,2018 or December31, 2017. The changes in the
carrying amount of goodwill for the cannabis segment for the three months ended March 3 I, 2018 and the year ended
December 31, 2017 are as follows:
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Acquisition ofModem Health Concepts
Acquisition of Cunleaf
Acquisition of Ptiammculnre
Acquisition of Las Vezas Natr2l Cuetven
Conversion of Massachusetts Organic Therapy
Total Goodifl

Balance at
December 3 1, 2017
13,370
5
14,302

Additions from
Acquisitions

S

—

1748
2,031
1-sn

S

31,561

S

1,822

Balance at
March 31,2018
S
13,170
14,302
1,738
1041
1,822
S
33383

There were no impairments recorded against goodwill during the three months ended March 31,2018 or 2017.
Identifiable intangible assets consisted of the following as of March 31,2018 and December 31,2017:

Licenses
Trade names
Non-compete acreements
Total

Balance at
December 31, 2017
27347
S
1,5 80
730
S
29,6?

Additions from
Acquisitions
S

Accumulated
Amortization
S
(2,467)

(175)
—

S

-

5

(359
(3.101)

Balance athrch
31, 2018
S
24,880
1,45
271
S
26,556

Amortization of intangible assets, calculated on a straight-line basis, was $667 and $520 for the three months ended March
31, 2018 and 2017, respectively. Estimated future annual amortization expense related to these intangibles assets is as
follows:

Year Lading December 31,
201$ lrcmabmg nine ino;ztIu)

2019
2020
2021
2011
2023 and thereafter

Note 9

—

Long-term debt

Long-term debt consists of the following:

Estimated
Amortization
S
2,570
2208
2,206
2,206
2200
15.166
S
26,556
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Seniorunsecuxed notes —2019
Prindpal amount
Unamortized debt discount
Net can3ing amount

S

March31,

December31,

201S

2017

2,570
p22)

2,570

5

2,348

(248)
2,322

Senior unsecured note —2020

6,000

6,000

Secredpromissorynotes -2029
Massachusetts U*d pan- debt

2, 179

1,872

820
5

11337

10,193

S

The 20(9 and 2020 notes rank pan passu with respect to payment and are senior to all other indebtedness of the Company.
The notes contain customary terms and conditions, representations and warranties, and events of default. In addition, all
amounts outstanding may become immediately due upon the consummation ofa change of control transaction or the sale
of the business, as defined in the agreement.
Senior unseen red

notes

—2019

In 2016, the Company entered into promissory note agreements (altogether, the “Senior Unsecured Notes
various related parties (see Note 16) for an aggregate principal amount of $2,570.

—

2019”) with

The Senior Unsecured Notes 2019 require interest-only payments at a rate of 14% per annum, payable quarterly, prior
to maturity on December 30, 2019. Upon maturity, the Company shall pay all principal and accrued but unpaid interest.
At its option, the Company may prepay the notes in full at any time before maturity
—

In connection with the Senior Unsecured Notes —2019, the Company issued to the noteholders warrants to purchase
140,914 shares of common stock at an exercise price of $3.64 per share. These notes with warrants are compound financial
instruments which are accounted for separately by their components. The liability component of the notes was recorded at
fair value in the amount of $2,201 and the equity component at the residual amount of $369. A debt discount is reflected
as a reduction of the carrying value of the long-term debt on the Company’s consolidated statement of financial position
and is being amortized to interest expense over the term of the notes using the effective interest method.
The Company recognized interest expense under the Senior Unsecured Notes— 2019 of$ 116 and $111 for the three months
ended March 31,2018 and 2017, respectively, including interest expense related to the amortization of the debt discount
of $26 and $21.
Senior unsecured note

—

2020

In July 2016, in connection with the Company’s private placement for the issuance of shares of common stock, the
Company entered into a promissory note agreement (the “Senior Unsecured Note —2020”) with a related party (see Note
16) for a principal amount of 56.000.
The Senior Unsecured Note —2020 requires interest-only payments at a rate of 10% per annum, payable quarterly, prior
to maturity on July 29, 2020. Upon maturity, the Company shall pay all principal and accrued but unpaid interest. At its
option, upon three months prior notice, the Company may prepay all or part of the notes on any interest payment date
before maturity.
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The Company recognized interest expense under the Senior Unsecured Note —2020 of 5337 and 5337 for the three months
ended March 31,2018 and 2017, respectively.
Secured promissory notes

In August 2017, the Company entered into two secured promissory notes (collectively the “Promissory Notes”) with
certain individuals for an aggregate principal amount of$ 1,616 or 5808 for each Promissory Note. The Promissory Notes
accrue interest at a rate of 12% per annum on the first $112 and 14% per annum on the remaining balance. Principal and
interest are due in full on May 1,2029.
The Company recognized interesi expense under the Promissory of 555 and SO for the three months ended March 31,2018
and 2017, respectively.
Future maWritles

As of March 31. 2018, future principal payments due under the Senior Unsecured Notes
Notes —2020 were as follows:
War Fnflne Deeemlrr 31,
2019
2020

—

20 tO and Senior Unsecured

Amount

S
S

2,570
6,000
8,570

Note 10— Shareholders’ equity
Common stock
As of March 31, 2018 and December 31, 2017, the Company was authorized to issue up to 12,000,000 and 16,500,000
shares olcommon stock, respectively, with a par vaLue 50.00001 per share.
As of March 31, 2018 and December 31, 2017, the Company had 11.822,830 and 10,728,885 shares of common stock
issued and outstanding, respectively.
As of March 3 I, 2018 and December 3 I, 2017, the Company had reserved 1,010,525 and 1,080,525 shares of common
stock, respectively, for the exercise of outstanding stock options, the number of shares remaining available for grant under
the Company’s 2011 and 2015 Equity Incentive Plans and the exercise of outstanding warrants to purchase shares of
common stock.
Treasury shares

In the three months ended March 31, 2018, the Company repurchased an aggregate of 126,918 shares of common stock
for a purchase price of Sl7.50-2l.00 per share. or a total of $2,500. The amount is reflected as treasury stock in
consolidated statement of financial position.
Note II

—

Warrants

As of March 31,2018 and December 31,2017, outstanding warrants to purchase shares of common stock consisted of the
following:
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March 31.2018 (unndited)
Dare Exercisable

Number of
Shares Issuable

Exercise
Price

Exercisable for

Classification

September 30, 20I6

1,518

S

3.64

Common stock

Equity

December31, 2016

10,583

S

3M

Common stock

Equity

March31, 2017

10,573

S

3.63

Common stock

Equity

June 30, 2017

10,696

$

3.64

Common stock

Equiw

September30, 2017

10,812

S

3M

Common stock

Equity

December31, 2017

10,812

S 3.63

Common stock

Equiw

Mamh3l,2018

10,573

S

Commonstock

Equiw

3M

Ten years from the aeement date of the
SeniorUnsecuredNotes -2019
Ten years from the aaeement date of the
SeniorUnsecured Notes —2019
Ten years from the agreement date of the
SeniorUnsecuredNotes-2019
Ten years from the agreement date of the
SeniorUnsecuredNotes -2019
Ten years from the agreement date of the
SeniorUnsecuredNotes .2019
Ten years from the agreement date of the
Senior Unsenred Notes -2019
Ten years fromthe agreement date of the
SeniorUnsecmedNotes-2019

65,627

December31, 2017
Date Exercisable

Number of
Shares Issuable

Exercise
Price

Exercisable for

Classification

September 30, 2016

1,578

S

3,63

Common stock

Equiw

December31, 2016

10.583

5

3M

Common stock

Equity

March 3!, 20L7

10,573

S

3.63

Common stock

Equiw

June 30,2017

10.696

S

3M

Common stock

Equiw

September30, 2017

10,812

S

3.64

Common stock

Eqtñtv

December31, 2017

10,812

S 3M

Common stock

Equity

Expiration
Ten years from the agreement date of the
SeniorUnsecured Notes -2019
Ten yeas from the agreement date of the
SeniorUnsecuredNotes -2019
Ten years from the agreement date of the
Senior Unsecured Note,- 2019
Ten years from the agreement date of the
SeniorUnseaedNotes -2019
Ten yeas from the agreement date of the
SeniorUnsecured Notes -2019
Ten yearn from the agreement date of the
SeniorUnsenred Notes -2019

55,054

As of March 31, 2018 and December 31, 2017, the Company had accrued a total of 65,627 and 55,054 of exercisable
warrants to purchase shares of common stock, respectively. As of March31, 2018 and December31, 2017, 75,287 and
85,860 warrants remain issued but not exercisable.
Note 12— Share-based payment arrangements
Reconciliation of outstanding sit are options

The number and weighted-average exercise prices of share options under the share option program were as follows:
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Outstanding at January 1
Forfeiteddwingthethreemonthpeñod
Exerctseddunngthethreemonthpenod
Granted dwinE the three month period
Outstanding atMarch3l
Options e,wrdsable at March31

Number of
Options
2018
1,050.992
(62j00)
(70,000)
60,000
978,492
567,783

Weighted
avenge
exercise price
2018
826
$
15.79
4.15
2607
S
S
8.26
625
S

Weighted
avenge
exercise price
2017
8.40
$

Number of
Options
2017
825,992
-

-

-

-

75,000
900,992
536243

15.94
699
4.77

S
$
S

Share-bused payment arrangements expense

During the three months ended March 31, 2018 and 2017, the Company recorded share-based compensation expense
related to stock options, vesting of restricted common stock and grants of common stock in the amount of $512 and $620,
respectively.
Note 13— Earnings per share
Basic and diluted net loss per share attributable to PalliaTech Inc. was calculated as follows:

Three Months Ended
March 31.
2018
2017
Ntentor
Net loss and comprehensive loss
Less: Net loss atmbutable to redeemable non-conffollthg interest
Net income Qoss) attn’butable to PafliaTech, Inc. basic and diluted
Denominator
Weighted avenge common shares outstanding— basic and diluted
Earnings Qoss) per share
diluted
-

—

S

S

(3,413)
(1,107)
(2,506)

S

(2,982)
(1,089)
(1,893)

S

11,650447
(020)

$

9,711328
(019)

S

The Company’s potentially dilutive securities, which include stock options and warrants to purchase shares of common
stock, have been excluded from the computation of diluted net loss per share as the effect would be to reduce the net loss
per share. Therefore, the weighted average number of common shares outstanding used to calculate both basic and diluted
net loss per share attributable to common shareholders is the same. The Company excluded the following potential
common shares, presented based on amounts outstanding at each period end, from the computation of diluted net loss per
share attributable to PalliaTech Inc. for the periods indicated because including them would have had an anti-dilutive
effect:
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Three Months Ended
%brcl, 31,
2018
2017
Options to purchase common stock
Vazrants to purchase common stocic

978,192
65.627
1,043,1t9

900,992
22,734
923,726

In addition to the potentially dilutive securities noted above, as of March31, 2018, the Company issued 125,527 shares of
common stock to an escrow account which will be transferred to members of Blackjack upon the closing of the transaction.
Note 14—Segment reporting
The Company operates in two segments: the production and sale of cannabis; and providing non-cannabis services to
licensed cannabis operators in the areas of cultivation, extraction and production and retail operations.

Cannabis

Non-Cannabis

Total

Forthe three months ended March 31, 2018:
Revenues
Gross profit
Income (Loss) from operations
Net income Qoss)

S
5
S
S

5,710
1,355
(4,895)
(5,132)

S
S
S
S

3,372
3,372
616
1,719

S
S
5
5

As of March 31, 2018:
Total assets
Total liabilities

S
S

19,998
36.70J

$
S

151885
9,569

S
$

Cannabis

Non-Cannabis

9,082
4,727
(4,279)
(3.413)

171883

16273

Total

Forthe three months ended March31. 2017:
Revenues
Gross profit
Income (Loss) from operations
Net income 0055)

S
S
5
S

940
(1,026)
(3.594)
(3,756)

S
S
S
S

2,t61
2,161
380
774

S
5
5
S

As ofDecember3l, 2017:
Total assets
Total liabilities

5
5

21,631
34549

5
5

127,920
10237

5
5

3,101
1,135
(3214)
a382)

149,551
4-1,786

Note 15— Commitments and contingencies
Operating lease
The Company leases its facilities under operating leases that provide for the payment of real estate taxes and other
operating costs in addition to normal rent.
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At March 31, 2018, approximate future minimum payments due under noncancelable operating leases are approximately
as follows:
As of March 31.2018
2018 (remaining nine months)

Scheduled Payments
S

2019
2020
2021
2022
2023 and thereafter
Total fianre miximum lease payments

3,851
3,084
3,914
3,628
3,557

11,933
S

30.978

Rent expense, including real estate taxes and other operating costs amounted to approximately $525 and $65 for the three
months ended March 31, 2018 and 2017, respectively.
Note 16— Related party transactions
As of March 3 I, 201 6 and December 3 I. 2017, amounts due to relaled parties consisted of a loan payable to a board
member, the chairman and other investors in the amount ofS8,570. PalliaTech and Cetus Investments Limited, an investor,
entered into a Senior Unsecured Note-2020 loan on July 27, 2016 for 56,000 for the purpose of capital expenditures and
acquisitions. PalliaTech and an entity controLled by the Chairman, Boris Jordan, entered into a Senior Unsecured Note2019 loan on September 16,2016 for $833 (See Note 9). The other loans dated between August 31,2016 and October 6,
2016 in the amount ofSl,737 were from minority shareholders. The related party due 10 balance of $8,570 is included in
notes payable-related party on the consolidated statements of financial position.
For the three months ended March 31, 2018 and 2017, the Company recognized professional fees of $1,603 and $109,
respectively, in its statements of profits and losses, as payment to a director for consulting, legal and business development
related services.
For the three months ended March 3 I, 2018 and 2017, the Company recognized general and administrative fees of $19
and S 19, respectively, in its statements of profits and losses for amounts paid to a director for advisory fees.
Note 17— Fair value measurements
The following tables present information about the Company’s financial assets and liabilities measured at fair value on a
recurring basis:
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Fair Value Measurements
as of March 31, 2018 Using:
Level 2
Level 3

Level 1
Assets:
Biological assets

Liabilities:
Non-controlling interest contingency

S
S

-

-

S
S

-

-

S
S

$
S

Liabilities:
Non-controlling interest contingency

S
S

S
S

-

-

-

$

2230
230

S

S

5

2,230
2230

S
S

28346
23,346

5
S

28336
28336

Fair Value Measurements
as of December 31, 2017 ts’mg:
Level 2
Level 3

Level 1
Assets:
Biological assets

-

Total

-

-

-

-

S

S

S
S

-

-

-

-

Total

S
S

1,439
1,439

5
S

1,439

S
5

28346

28346

S
5

28346
28346

1,439

Finatwial risk nzurugetnent

The Company is exposed in varying degrees to a variety of financial instrument related risks. The Company’s risk
exposures and the impact on the Company’s financial instruments are summarized below:
(‘redil 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 March 31, 2018 and December 31, 2017 is the carrying
amount of cash and cash equivalents, accounts receivable and notes receivable. The Company does not have significant
credit risk with respect to its customers. All cash and cash equivalents are 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 risk, but has limited risk as the majority of its sales are transacted with cash.
Liguiditl’ 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.
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Interest rate risk
Interest rate risk is the risk that the fair value or future cash flows of a financial instrument vi11 fluctuate because of changes
in market interest rates. Cash and cash equivalents bear interest at market rates. The Company’s financial debts have fixed
rates of interest and therefore expose the Company to a limited interest rate fair value risk.
Note 18— Non-controlling interest
As of December 31,2017, the non-controlling interests ofthe Company for each affiliate before intercompany eliminations
are as follows:
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Note 19— Subsequent events
Acquisition of Swell Matiageinent, LLC
In April 2018, the Company through its subsidiary PalliaTech AZ, Inc., entered into a Membership Interest Purchase
Agreement with Swell Management, LLC., an Arizona limited liability company (“Swell”) and certain individuals as listed
in the Agreement to acquire 100% of the outstanding membership interest in Swell. Swell is the owner of a license to
operate medical marijuana dispensary (“NI-JR License”) and the Company wishes to obtain control of the NHR license in
accordance with the terms of the license. The acquisition was completed as a strategic investment to enhance the
Company’s ability to develop a full-scale cannabis operation with core competencies in cultivation and manufacturing.
This transaction will be accounted for as a business combination under IFRS 3. Under the terms of the Agreement, the
total consideration exchanged in connection with the Agreement consisted of the following payments due on the closing
date:
•

Cash consideration of 520,000 which included repayment of debt on behalf of Swell in the amount ofSlO,778;
and

•

Issuance of a Note by PalliaTech in favor of persons requested by Swell in an aggregate amount of S7,636 prior
to the closing date. The Note bears interest at a rate of 6.0% per annum with a maturity date of nine months after
the closing date of the Swell Agreement. The Note is secured by a pledge of49.7% of the Company’s membership
interests.

PalliaTech, Inc.
Notes to Condensed Interim Consolidated Financial Statements
Unaudited
(In thousands, except for share and per share amounts)
The Company is currently in the process of valuing the assets acquired and liabilities assumed in the business combination
and is not yet able to provide the amounts to be recognized as ofthe acquisition date for the major classes of assets acquired
and liabilities assumed and other related disclosures. The Company will disclose this and other related information in the
amended listing statement containing financial information as of and for the three and six months ended June 30, 2018.
Unsecured refcited party debtfinandngs

On May 4,2018 the Company completed an unsecured private placement financing of $6,000 with a related party with a
maturity date of November 4,2018 at a rate of 11% per annum. The proceeds from the transaction were used for working
capital and capital expenditures.
On June 7,2018 the Company completed an unsecured private placement bridge financing of $6,000 with a related party
with a maturity date of December 7,2018 at a rate of 11% per annum. The proceeds from the transaction were used for
working capital and capital expenditures.
On July 10,2018 the Company completed an unsecured private placement financing of $2,000 with a related party with a
maturity date of November 4,2018 at a rate of 11% per annum. The proceeds from the transaction were used for working
capital and capital expenditures.
On July 26,2018 the Company completed an unsecured private placement bridge financing of 52,1 00 with a related party
with a maturity date of November 4,2018 at a rate of 11% per annum. The proceeds from the transaction were used for
working capital and capital expenditures.
On August 2, 2018 the Company completed an unsecured private placement bridge financing of $2,100 with a related
party with a maturity date of November 4,2018 at a rate of 11% per annum. The proceeds from the transaction were used
for working capital and capital expenditures.
On August 9, 20 18 the Company completed an unsecured private placement bridge financing of 52,100 with a related
party with a maturity date of November 4, 2018 ata rate of 11% per annum. The proceeds from the transaction were used
for working capital and capital expenditures.
Name change to curaleaf, Inc.
On August 16, 2018, the Company. PalliaTech, Inc., changed its name to “Curaleaf, Inc.”.
Senior secured debt financing

On August 24, 2018. the Company issued 585,000 of senior secured debt (the “Cetus Senior Debt”) to Cetus Investments
Limited (“Cetus”). On August 27, 2018. received the first tranche of the financing of $32,445. In connection with this
agreement, the Company paid a fee ofSl,700 upon the initial financing. The debt matures on August 23, 2021 and bears
interest at a rate of 15% per annum, of which 10% is payable in cash quarterly and 5% is payable in kind. Principal
payments will made quarterly. The Cetus Senior Debt is secured by a guarantee of each wholly-owned direct and indirect
subsidiary of the Company. as welt as a pledge of the Company’s assets and each such guarantor.
In connection with the issue of the Cetus Senior Debt, Cetus was also issued warrants which are exercisable for 110,012
shares ofcommon stock for a nominal value. While the Cetus Senior Debt is outstanding, the Company is subject lo certain
negative covenants, including restrictions on its ability to pay dividends, invest in non-wholly owned entities and to incur
non-subordinated debt.
The Cetus Senior Debt may be pre-paid in tranches of up to $25,000 or $50,000 upon 90 or 180 days’ prior written
notice. Any amount prepaid once the outstanding principal falls below $25,000 is subject to a prepayment premium.

PalliaTech, Inc.
Notes to Condensed Interim Consolidated Financial Statements
Unaudited
(In thousands, except for share and per share amounts)
Repayment of aursecared related party debt

In connection with the Cetus Senior Debt, the Company is required to repay an aggregate principal of $26,300, consisting
of $6,000 outstanding under the Senior Unsecured Notes —2020 and $20,300 in related party borrowings made between
May and August2018, as well as accrued interest. On August 27,2018, the Company repaid S 18,456 pertaining to these
related party borrowings, consisting ofSI8,000 in principal and $456 in accrued interest.
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INDEPENDENT AUDITORS’ REPORT
To the Shareholders of Lead Ventures Inc. (formerly Maccabi Ventures Inc.)
We have audited the accompanying financial statements of Lead Ventures Inc. (tormerly Maccabi Ventures
Inc.) which comprise the statements of financial position as at December 31, 2017, and the statements of
operations and comprehensive lass, changes in equity, and cash flows for the year then ended, and a
summary of significant accounting policies and other explanatory information.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in
accordance with International Financial Reporting Standards, and for such internal control as management
determines is necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.
Auditors’ Responsibility
Our responsibility is to express an opinion on these financial statements based on our audit. We conducted
our audit in accordance with Canadian generally accepted auditing standards. Those standards require that
we comply with ethical requirements and plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors judgment, including the assessment
of the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair
presentation of the financial statements 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 entity’s internal
control. An audit also involves evaluating the appropriateness of the accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.
We believe that the audit evidence we have obtained in our audit is sufficient and appropriate to provide a
basis for our audit opinion.
Opinion
In our opinion, these financial statements present fairly, in all material respects, the financial position of Lead
Ventures Inc. (formerly Maccabi Ventures Inc.) as at December 31, 2017 and its financial position and its
cash flows for the year then ended, in accordance with International Financial Reporting Standards.
Emphasis of Matter
Without qualifying our opinion, we draw attention to Note 1 of the financial statements which indicates the
existence of a material uncertainty that may cast significant doubt on the ability of Lead Ventures Inc.
(formerly Maccabi Ventures Inc.) to continue as a going concern.
Other Matter
The financial statements of Lead Ventures Inc. (formerly Maccabi Ventures Inc.) for the year ended
December 31,2016 were audited by another auditor who expressed an unmodified opinion on those financial
statements on March 14, 2017.

SMrUR.Jk ati
Saturna Group Chartered Professional Accountants LLP
Vancouver, Canada
April 27, 2018

LEAD VENTURES INC
(FORMERLY MACCAB! VENTURES INC.)
STATEMENTS OF FINANCIAL POSITION
(Expressed in Canadian dolltrs)

Note

December 31,
2017
$

December 3 I,
2016
S

1.216
3,921
1.500

29.818
499
.1 16

ASSETS
CURRENT
Cash
Amounts receivable
Prepaid expenses
TOTALCURRENTASSETS
Explnration and evaluation assets

5

TOTAL ASSETS

6.637

31.433

35,000

32,659

41,637

63,092

98.651
20.774

12.69 I
2.771

119,425

15.465

422,866
63444
(564.298)

420.366
63,643
(435.383)

(77,788)

48,627

41,637

64,092

LIABILITIES AND SHAREHOLDERS’ EQUITY (DEFICIT)
CURRENT LIABILITIES
Accounts payable and accrued liabilities
Due to related party

7

TOTAL LIABILITIES
SHAREHOLDERS’ EQUITY (DEFICIT)
Share capital
Coniribuied surplus
Deficit

6
6

TOTAL SHAREHOLDERS’ EQUITY (DEFICIT)
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY (DEFICIT)
Nature of operations (Note I)
Subsequent events (Nole II)

Approved and authorized for issuance by the Board on April 27. 2018

“Rana Vig”

“Simon Yang

Direclor

Director

(The accompanying notes are an integral part of these financial statements)
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LEAD VENTURES INC.
(FORMERLY MACCARl VENTURES INC.)
STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS
(Expressed in Canadian dollars)
For the year ended
December31,
December 31,
2017
2016
Note

$

$

ENPENSES
Consultin,z
Filing fees
Management fees
Office and miscellaneous
Prulessinnal fees
Property investigation
Rent

7

—

I0.0

NET LOSS AND COMPREHENSIVE LOSS

LOSS PER SHARE

—

45.000
17.670
18.000
24.231
14.014

BASIC AND DILUTED

WEIGHTED AVERAGE NUMBER OF SHARES OUTSTANDING

—

(128,915)

(158.848)

(0.01)

(0.01)

11,543,631

11,459,427

(The accompanying notes are an integral part of these financial statements)
4

10.125
17.254
22,774
32.648
40.080
35,967

LEAD VENTURES INC.
(FORMERLY MACCARL VENTURES INC.)
STATEMENTS OF CHANGES IN EQUITY
(Expressed in Canadian dollars)
Common Shares
Amount
Number
$
Balance December 31, 2015
Shares issued for exploranon and evaluation asset

1,140,000

4 1,366

12,500

9,000

Net loss for the year
Balance, December 31. 2016
Shares issued for exploration and evaluation assel

Deficit

$

$

$

(276.535)

—

—

—

—

—

420.366

63.644

l0,0

2.500

—

—

—

1,1 62j

422,866

63,644

—

(The accompanying notes are an integral part of these financial scalements)
5

Total

63,644

1,152.500

Netlossfortheyear
Balance. December31. 2017

Contributed
Surplus

198,475
9,000

(158,848)

(158,848)

(435.383)

48.627

—

2.500

(128.915)

(128.915)

(564.298)

(77.788)

LEAD VENTURES INC.
(FORMERLY MACCABI VENTURES INC.)
STATEMENTS OF CASH PLOWS
(Expressed in Canadian dollars)
For the year ended
December 31,
December 31,
2017
2016

S

$

OPERATING ACTIVITIES
Net loss for the year

(128915)

(158MB)

(1422)
(384)
85,960
18.000

5,744
6.009
656
2.774

(28,761)

(143,665)

Chances in non-cash working capital balances:
Amounts receivable
Prepaid expenses
Accounts payable and accrued liabilities
Due in related party
Net cash used in operaling activities
INVESTING ACTIVITIES
Exploration and evaluation asset costs
Recovery of exploration and evaluation asset costs

159

Net cash provided by (used in) investing activities

159

(793)

(28.602)

(134.458)

29.818

174.276

1216

29,818

1500

9.000

—

CHANGE IN CASH
CASH. BEGINNING OF YEAR
CASH.ENDOFYEAR

(793)
—

NON-CASH INVESTING ACTIVITIES
Shares issued for exploration and evaluation asset

(The accompanying notes are an integral pan of these financial statements)
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LEAD VENTURES INC.
(FORMERLY MACCABI VENTURES INC.)
NOTES TO TIlE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016
(Expressed in Canadian dollars)
I.

NATURE OF OPERATIONS
Lead Ventures Inc. (formerly Maccahi Ventures Inc.) (‘the Company”) was incorporated on November 13. 2014
under the laws of British Columbia and is an exploration stage public company of which shares trade on the
Canadian Securities Exchange under the symbol of “LEAD”.
The Company is engaged in the acquisition. exploration and development of exploration and evaluation assets.
The Company’s head office is located at Suite 610—700 West Pender Street, Vancouver. British Columbia.
Canada. The registered and records office is located at Suite 900
885 West Georgia, Vancouver, British
Columbia. Canada.
—

Goine Concern
These financial statements have been prepared on a going concern basis of presentation, which assumes that the
Company will continue operations for the foreseeable future and he able to realize the carrying value of its assets
and discharge its liabilities and commitments in the normal course of the business. The Company’s ability to
continue as a going-concern is dependent upon its ability to ohtain additional financing and to achieve profitable
operations in the future.
The Company’s financing efforts to date are not sufficient in and of themselves to enable the Company to fund all
aspects of its operations. Management wilt pursue funding initiatives if, as and when required to meet the
Company’s requirements on an ongoing basis. The outcome ol these initiatives cannot be predicted at this time
and the uncertainties cast sinnificant doubt upon the Company’s ability to continue as a going concern,
These financial statements do not reflect adjustments that would be necessary if the going concern assumption
was not appropriate. These adjustments could be material.

2.

SIGNIFICANT ACCOUNTING POLICIES
a)

Statement of compliance
These financial statements have been prepared in accordance with International Financial Reporting
Standards (“IFRS”) as issued by the International Accounting Standards Board (“IASB”) and interpretations
issued by the International financial Reporling Interpretations Committee.
The funeliunal and presentation currency, as determined by management, of the Company is the Canadian
dollar.

b)

Basis of presentation
These financial statements have been prepared on a historical cost basis, except for certain financial
instruments valued at fair value. In addition, these financial statements have been prepared using the accrual
basis of accounting except for cash flow information.
The accounting policies set out below have been applied consistently for the years presented in these
financial statements.

c)

Exploration and evaluation assets
Pre-exploradon costs are expensed in the period in which they arc incurred.
Once the legal right to explore a property has been acquired. all costs related to the acquisition. exploration
and evaluation of mineral property projects are capitalized by property. Upon commencement of commercial
production, the related accumulated costs are amortized against projected income using the
units.of.produetion method over estimated recoverable reserves.
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LEAD VENTURES INC.
(FORMERLY MACCAM VENTURES INC.)

NOTES To THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016
(Expressed in Canadian dollars)
2.

SIGNIFICANT ACCOUNTING POLICIES (continued)
ci

Exploration and evaluation assets (continued)
Management annually assesses the carrying value of the exploration and evaluation asset or which events and
circumstances may indicate possible impairment. Impairment of an asset is generally considered to have
occurred if the property has been abandoned, there are unfavourable changes in the property economics, there
are restrictions on development, or when there has been an undue delay in development, which exceeds three
years. In the event that estimated discounted cash flows expected from its use or eventual disposition is
determined by management to be insufficient 10 recover the carrying value of the properly, the carrying value
is written-down to the estimated recoverable amount.
The recoverability of the exploration and evaluation asset is dependent on the existence of economically
recoverable reserves, the ability to obtain the necessary financing to complete the development of its mineral
property project, and the profitability of future operations. The Company has not yet determined whether or
not its exploration and evaluation asset contains economically recoverable reserves. Amounts capitalized to
the asset as exploration and development costs do not necessarily reflect present or future values.
When options are granted on the exploration and evaluation asset or the asset is sold, proceeds are credited to
the cost of the asset. If no future capital expenditure is required and proceeds exceed costs, the excess
proceeds are reported as a gab on profit or loss.

d)

Share-based payments
Share-based payments to employees and others providing similar services are measured at the estimated fair
value of the instruments issued on the grant date and amortized over the vesting periods. Share-based
payments to non-employees are measured at the fair value of Lhe goods or services received or the fair value
of the equity instruments issued if it is determined the fair value of the goods or services cannot
reliably
measured, and are recorded at the date the goods or services are received. The amount recognized as an
expense is adjusted to reflect the number of awards expected to vest. The offset to the recorded cost is to
contributed surplus.
Consideration received on the exercise of stock options is recorded as share capital and the related equity
settled share-based payments reserve is transFerred from contributed surplus to share capital. Charges for
options that are forfeited before vesting are reversed from contributed surplus.

e)

Warrants issued in equity financing transactions
The Company engages in equity financing transactions to obtain the funds necessary to continue operations
and explore and evaluate mineral properties. These equity financing transactions may involve the issuance of
common shares or units. A unit comprises a certain number of common shares and a certain number of share
purchase warrants (‘Warrants”). Depending on the terms and conditions of each equity financing agreement
(‘Agreement’), the Warrants are exercisable into additional common shares prior to expiry at a price
stipulated by the Agreement. Warrants that are part of units are valued based on the residual value method.
Warrants that are issued as payment for agency fees or other transactions costs are accounted for as
share-based payments.

0

Foreign currency translation
Transactions and balances in currencies other than the Canadian dollar, the currency of the primary economic
environment in which the Company operates (“the functional currency’). are translated into the functional
currency using the exchange rates prevailing at the dates of the transactions. Foreign exchange gains and
losses resulting from the settlement oF such transactinns and from the translation of monetary assets and
liabilities denominated in foreign currencies at exchange prevailing on the statement of financial position
date are recognized in the statement of operations.
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LEAD VENTURES INC.
(FORMERLY MACeMil VENTURES INC.)

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31,2017 AND 2016
(Expressed in Canadian dollars)
2.

SIGNIFICANT ACCOUNTING POLICIES (continued)
g)

Decommissioning, restoration, and similar liabilities
An obligation to incur restoration, rehabilitation, and environmental costs arise when environmental
disturbance is caused by the exploration or development of a mineral properly interest. Such costs arising
from the decommissioning of plant and other site preparation work, discounted to their net present value, are
provided for and capitalized at the stan of each project to the carrying amount of the asset, along with a
corresponding liability as soon as the obligation to incur such costs arises. The timing of the actual
rehabilitation expenditure is dependent on a number of factors such as the life and nature of the asset, the
operating license conditions and, when applicable, the environment in which the mine operates.
Discount rates using a pre-tax rate that reflects the time value of money are used to calculate the net present
value. These costs are charged against the statement of operations over the economic life of the related asset.
through amortization using either the units-of-production or the straight-line metitod. The corresponding

liability is progressively increased as the effect of discounting unwinds creating an expense recognized in the
statement of operations. Decommissioning costs are also adjusted for changes in estimates. Those
adjustments are accounted for as a change in the corresponding capitalized cost, except where a reduction in
costs is greater than the unamortized capitalized cost of the related assets, in witicli case the capitalized cost is
reduced to nil and the remaining adjustment is recognized in the statement of operations.
The operations of the Company have been, and may in the future be. affected from time to time in vaiying
degree by changes in environmental regulations. including those forsite restoration costs. Both the likelihood
of new regulations and their overall effect upon the Company are not predictable.
The Company has no material restoration, rehabilitation, and environmental obligattons as the disturbance to
date is immaterial.
h)

Loss per share
The Company presents basic and diluted loss per share data for its common shares, calculated by dividing the
loss attributable to common shareholders of the Company by the weighted average number of comnmn
shares outstanding during the year. Diluted loss per share does not adjust the loss attributable to common
shareholders or the weighted average number of common shares outstanding when the effect is anti-dilutive.

i)

Income taxes
Current tax is the expected tax payable or receivable on the taxable income or loss for the year, using tax rates
enacted or substantively enacted at the financial statements date, and includes any adjustments to tax payable
or receivable in respect of previous years.
Deferred taxes are recorded using the liability method whereby deferred tax is recognized in respect of
temporary differences between the carrying amounts of assets and liabilities for financial reporting purposes
and the amounts used for taxation purposes.
Deferred tax is measured at the tax rates that are expected to be applied to temporary differences when they
reverse, based on the laws that have been enacted or substantively enacted by the statement of financial
position date. Deferred tax is not recognized for temporary differences which arise on the initial recognition
of assets or liabilities in a transaction that is not a business combination and that affects neither accounting.
nor taxable income.
A deferred tax asset is recognized for unused tax losses, tax credits, and deductible temporan’ differences, to
the exient that it is probable that future taxable profits will be available against which they can be utilized.
Deferred tax assets are reviewed at each reponing date and are reduced to the extent that it is no longer
probable that the related tax benefit will be realizeti
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LEAD VENTURES INC.
(FORMERLY MACCAll VENTURES INC.)
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31,2017 AND 2016
(Expressed in Canadian dollars)
2.

SIGNIFICANT ACCOUNTING POLICIES (continued)

j)

Financial assets
All financial assets are inilially recorded at fair value and desienated upon inccption into one of the following
lour categories: at fair value through profit or loss (FVTPL”), loans and receivables, held to maturity, or
available for sale.
Financial assets classified as FVTPL are measured at lair value with unrealized gains and losses recognized
Lhrough earnings. The Company’s cash is classified as FVTPL.
Financial assets classified as loans and receivables or held to maturity assets are measured at amortized cost.
As at December 31, 20 17, the Company has not classified any financial assets as loans and receivables or
held to maturity.
Financial assets classified as available for sale are measured at fair value with unrealized gains and losses
recognized in other comprehensive income and loss except for losses in value that are considered other than
temporary which are recognized in profit or loss. As at December 31,2017, the Company has not classified
any financial assets as available for sale.
Transactions costs associated with FVTPL financial assets are expensed as incurred, while transaction costs
associated with atl ottter financial assets are included in the initiat carrying amount of the asset.

k)

Financial liabilities
All financial liabilities are initially recorded at fair value and designated upon inception as FVTPL or other
financial liabilities.
Financial liabilities classified as FVTPL include financial liabilities held for trading and financial liabilities
desiunated upon initial recognition as FVTPL. Derivatives, including separated embedded derivatives are
also classified as held for wading and recognized at fair value with changes in fair value recognized in the
statement of operations unless they are designated as effective hedthng instruments. Fair value changes on
financial liabilities classified as FVTFL are recognized in profit or loss. At December 31. 2017. the
Company has not classified any financial liabilities as FVTPL.
Financial liabilities classified as other financial liabilities are initially recognized at fair value less directly
attributable transaction costs. After initial recognition, other financial liabilities are subsequently measured at
amortized costs using the effective interest rate method. The effective interest rate method is a method of
calculating the amortized cost of a financial liability and of allocating interest expense over the relevant
period. The effective interest rate is the rate that discounts estimated future cash payments through the
expected life of the financial liability, or, where appropriate, a shorter period. The Company’s accounts
payable is classified as other financial liabilities.
A financial liability is derecognized when the obligation under the liability is discharged, cancelled, or
expires.

3.

SIGNIFICANT ACCOUNTING ESTIMATES AND JUDGMENTS
The preparation of these financial statements requires management to make certain estimates, judgments and
assumptions that affect the reported amounts of assets and liabilities at the date of the financial statements and
reported amounts of expenses during the reporting penod. Actual outcomes could differ from these estimates.
These financial statements include estimates which, by their nature, are uncertain. The impacts of such estimates
are pervasive throughout the financial statements, and may require accounting adjustments based on future
occurrences. Resisions to accounting estimates arc recognized in the period in which the estimate is revised and
future periods if the revision affects both current and future periods. These estimates are based on historical
experience, current and future economic conditions and other factors, including expectations of future events that
are believed to be reasonable under the circumstances.
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LEAD VENTURES INC.
(FORMERLY MACCAM ‘ENTURES INC.)
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016
(Expressed in Canadian dollars)
3.

SIGNIFICANT ACCOUNTING ESTIMATES AND JUDGMENTS (continued)
Sienificant assumptions about the future and other sources of estimation uncertainty that manaizement has made at
the financial position reporting dale, 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. relale to, hut are not limited to, the
following:
Sigrtiflcoor orrounthig eslim ares
i.
ii.

assessment of indications of impairment of the exploration and evaluation assets and related
determination of the net realizable value and write-down of the asset where applicable:
measurement of deferred income tax assets and liabilities; and

inputs used in the Black-Scholes Option Pricing Model for determining the fair value of share-based
payment transactions,
Significant acconnringjudgntenis
iii.

i.
4.

evaluation of the Company’s ability to continue as a going concern.

NEW ACCOUNTING STANDARDS ISSUED BUT NOT YET EFFECTIVE
At the date of ihe approval of the financial statements, a number of standards and interpretations issued but not yet
effective. The Company considers that these new standards and interpretations am either not applicable or ale not
expected to have a significant impact on the Company’s financial statements.

5.

EXPLORATION AND EVALUATION ASSETS
Conner Kint’ PrOject

Acquisition
Costs

Exploration
Costs

Total

S

$

$

Balance. December 31, 2015

5,000

Acquisition costs
Other cxplnration costs
Explorationcostrecovery

9,000

Balance, December31, 2016

14,000

Acquisition costs
Exploration cost recovery

2,500

Balance. December31, 2017

16.500

—

—

—

17,866

22,866

1,966
(1.173)

9,000
1,966
(1.173)

18.659

32,659

—

(159)

2,500
(159)

18,500

35,000

—

Pursuant to an option agreement dated November 28, 20 14, with Rich River Exploration Ltd. (the “Optionor”),
the Company was granted an option to acquire a 00Th undivided interest in the Copper King Project property (the
“Property”). located near Olsen Lake, north of Powel River, British Columbia,
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LEAD VENTURES INC.
(FORMERLY MACCABI VENTURES INC.)
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2917 AND 2916
(Expressed in Canadian dollars)
5.

EXPLORATION AND EVALUATION ASSETS (continued)
To earn the 100% interest, the Company agreed 10 issue 62.500 common shares to the Optionor. make cash
payments totalling $50,000. and incur a total of $400,000 in exploration expenditures as follows:
Common
Shares
Upon execution of the agreement (paid)
Upon listing of the Company’s common shares on the Canadian
Securities Exchange (October 20, 2015) (issued)
On or before October 20. 2016 (issued)
On or before October 20. 2017 (issued)
On or before October 20, 2018
On or before October 20, 2019
On or before October 20, 2020
Total

Exploration
Expenditures
S

Cash
S

5.000

—

5,000
7,500
10,000
20,000
20,000
—

62.500

S

—

—

—

—

—

—

—

10,000
15,000
20,000

100.000
100,000
200,000

50,000

400.000

The Optionor retains a 3% Net Smelter Returns royally on the Property. The First 1% of the royalty can be
purchased by the Company at $750,000 and the 2% remaining can be purchased for $900,000.

6.

SHARE CAPITAL
a)

Authorized
The Company is authorized to issue an unlimited number of common and preferred shares without par value.

b)

Escrow shares
Pursuant to the escrow agreements, 290,000 common shares issued and outstanding were escrowed and are
scheduled for release at 10% on the listing date and at 15% on every six months from the dale of listing,
October20, 2015. AsatDecember3l,2017,87.000(20l6— 174,000)common shares remained in escrow.

c)

Common shares
(i)

During the yearended December31. 2017, the Company issued lO,000common shares witha fair value
of $2,500 as an option payment on the Copper King Project. Refer to NoteS.

(ii) During the yearended December3l,20I6. the Company issued 12.S00common shares with a fairvalue
of 59,000 as nit option payment on the Copper King Project. Refer to Note 5.
d)

Preferred shares
As of December31, 2017. no preferred shares have been issued.

e)

Warrants

A summary of the Company’s warrants are as follows:
Weighted
Average
Exercise Price
$

Number of
Warrants
Outstanding. December31. 2015
Expired

282.000
(250.000)

0.60
0.50

Outstanding. December 31. 2016
Expired

32.000
t32,000)

1.00
1.00

—

—

Outstanding. December 31. 2017
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LEAD VENTURES INC.
(FORMERLY MACCAM VENTURES INC.)
NOTES To THE FINANCIAL STATEMENTS
FOR THE YEARS ENDEI) DECEMBER 31,2017 AND 2016
(Expressed in Canadian dollars)
6.

SHARE CAPITAL (continued)

U

Stock options
The Directors of the Company adopted a stock option plan on February 23. 2015 (the ‘Stock Option Plan”).
The Stock Option Plan provides that, subject to the requirements of the Exchange, the aggregate number of
securities reserved for issuance “-ill be l0ç of the number of the Company’s Common Shares issued and
outstanding at the time such options are granted. The Stock Option Plan will be administered by (he
Company’s Board of Directors. which will have full and final authority with respect to the granting of all
options thereunder.
The exercise price of option grants will be determined by the Board of Directors. hut will not be less (han the
closino market price of the Company’s common shares less allowable discounts at the time of grant. The
Stock Option Plan pro’ides that the number of common shares that may be reserved for issuance to any one
individual upon exercise of all stock options held by such individual may not exceed 5% of the issued
common shares, if the individual is a director, officer, employee or consultant, or 1% of the issued common
shares, if the individual is engaged in providing investor relations services, on a yearly basis. All options
granted under the Stock Option Plan will expire not later than the date that is ten years from the date that such
options are granted. Options terminate earlier as follows: ti) immediately in the event of dismissal with cause;
(it) 90 days from date of termination other than forcause; or (iii) one year from the date of death or disability.
Options granted under the Stock Option Plan are not transferable or assignable other than by will or other
testamentary instrument or pursuant to the laws of succession.
As of December31, 2017 and 2016, the Company has not granted any stock options.

7.

RELATED PARTY BALANCES AND TRANSACTIONS
Parties are considered to be related if one party has the ability, directly or indirectly, to control the other party or
exercise significant influence over the other party in making financial and operating decisions. Related parties
maybe individuals orcorporate entities. A transaction is considered to be a related party transaction when there is
a transfer of resources or obligations between related parties.
AsatDecember3t,20l7, abalance of $20,774 (2016—52,774) is due to adirectorof the Company. Theamounts
owing are unsecured, non-interest bearing, and due on demand.
Key management personnel include the directors of the Company. The remuneration for the year of key
management personnel is as follows:
2017
S
l8.0

Management fees

8.

2016
$
22,773

MANAGEMENT OF CAPITAL
The Company’s objectives when managing capital are to safeguard the Company’s ability to continue as a going
concern in order to pursue the sourcing and exploration of its mineral property. The Company does not have any
externally imposed capital requirements to which it is subject.
The Company considers the angregate of its share capital. contributed surplus, and deficit as capital. 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 the capital structure, the Company may
attempt to issue new shares or dispose of assets or adjust the amount of cash.
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LEAD VENTURES INC.
(FORMERLY MACCAN VENTURES INC.)
NOTES TO TIlE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31,21)17 AND 2016
(Expressed in Canadian dollars)
9.

INCOME TAXES
The Company has losses carried forward of $524,122 available to reduce income taes in future years which
expire starting in 2034.
The Company has not recognized any deferred income lax assets. The Company recognizes deferred income lax
assets based on the extent to which it is probable that sufficient taxable income will be realized during the carry
forward periods to utilize all deferred tax assets.
The following table reconciles the amount of income tax recoverable on application of the statutory Canadian
federal and provincial income tax rates:
December 31,
2017
Loss before income taxes
Income tax recoven’ at statuton’ rate
Effect of income taxes of:
Permanent differences and other
Change in deferred income tax assets not recognized
Income tax provision

December 31,
2016

S

$

I l28.915)
(33.518)

(158.848)
(4I,3)

3.289
29.229

15,554
25.746

—

—

The temporary differences that gi’e rise to significant portions of the deferred tax assets not recognized are
presented below’
December 31,
2017
S
138,442
7.883
(146.325)

Non-capital loss can’)’ forwards
Share issuance costs
Deferred income tax assets not recognized

December 31,
2016
$
105.710
11,386
(117,096)

10. FINANCIAL INSTRUMENTS AND FINANCIAL RISKS
The Company’s financial instruments are exposed to certain financial risks, including credit risk, interest rate risk,
liquidity risk, currency risk, and price risk,
(a)

Fair Values
Assets and liabilities measured at fair value on a recurring basis were presented on the Company’s statement
of financial position as at December 31,2017 as follows:
Fair value measurements using
Quoted prices in
Significant
active markets for
other
Significant
observable unobservable
identical
instruments
inputs
inputs
(Level I)
(Level 2)
(Level 3)
S
$
S
Cash

1.216

—

—

Balance,
December 31,
2017
S
1.216

The fair values of other financial instruments, which include amounts receivable, accounts payable and
accrued liabilities, and amounts due to related party, approximale their carrying values due to the relatively
short-term maturity of these instruments,

14

LEAD VENTURES INC.
(FORMERLY MACCABI VENTURES INC.)
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016
(Expressed in Canadian dollars)
10. FINANCIAL INSTRUMENTS AND FINANCIAL RISK (continued)
(h)

Credit risk
Financial instruments that potentially subject the Company to a concentration of credit risk consist primarily
of cash and amounts receivable. The Company limits its exposure to credit loss by placing its cash with high
credit quality financial institutions. Amounts receivable consists primarily of GST receivable from the
Government of Canada. The carrying amount of financial assets represents the maximum credit exposure.

(c)

Interest rate risk
The Company is not exposed to any significant interest rate risk.

(d)

Liquidity risk
Liquidity risk is the risk that the Company is unable to meet its financial obligations as they come due. The
Company manages liquidity risk by evaluating current and expected liquidity requirements and seeking
financing arrangements as necessary.

(e)

Currency risk
Currency risk is the risk to the Company’s earnings that arises from fluctuations of foreign exchange rates
and the degree of volatility of these rates. The Company is not exposed to any significant currency risk.

(0

Price Risk
The Company is exposed to price risk with respect to commodity prices. The Companys ability to raise
capital to fund exploration and development actiities is subject to risks associated with fluctuations in the
market price of commodities.

11. SUBSEQUENT EVENTS
(a) On February 7,2018, the Company approved a share consolidation of its issued and outstanding common
shares on a basis of one new common share for every ten old common shams, The effects of the share
consolidation have been applied on a retroactive basis.
(b) On March 22, 2018, the Company entered into secured convertible debenture agreements for proceeds of
$300,000. The debentures are unsecured, bear interest at 31% per annum, are due on March 22, 2020, and are
convertible into units at $0.15 per unit. Each unit is comprised of one common share of the Company and one
share purchase warrant where each warrant is exercisable into one additional common share of the Company
at $0.20 per share for a period of two years from the date of conversion.
On March 27,2018, the Company issued 2,000,000 units pursuant to the conversion of $300,000 of secured
convertible debentures.
(c) On April 4.2018, the Company issued 1,744,000 units in a non-brokered private placement at $0125 per unit
for proceeds of $218,000. Each unit was comprised of one common share of the Company and one
transferable share purchase warrant which is exercisable into one additional common share of the Company
at $0.17 per common share until April 4.2020.
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MACCAB! VENTURES INC.
FINANCIAL STATEMENTS
FOR TIlE YEARS ENDED
DECEMBER31, 2016 AND 2015

DALE MATHESON CARR-HILTON LABONTE LLP
CHARTERED PROFESSIONAL ACCOUNTANTS

INDEPENDENT AUDITOR’S REPORT
To the Shareholders of Maccabi Ventures Inc.
We have audited the accompanying financial statements of Maccabi Ventures Inc., which comprise the statement of
financial position as at December31, 2016, and the statements of comprehensive loss, change in shareholders’ equity
and cash flows for the year then ended, and a summary of significant accounting policies and other explanatory
information.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in accordance with
International Financial Reporting Standards, and for such internal control as management determines is necessary to
enable the preparation of financial statements that are free from material misstatement, whether due to fraud or error.
Auditor’s Responsibility
Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in
accordance with Canadian generally accepted auditing standards. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of
material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the
auditor considers internal control relevant to the entity’s preparation and fair presentation of the financial statements 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 entity’s internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by management, as well as evaluating
the overall presentation of the financial statements.
We believe that the audit evidence we have obtained in our audit is sufficient and appropriate to provide a basis for our
audit opinion.
Opinion
In our opinion, the financial statements present fairly, in all material respects, the financial position of Maccabi Ventures
Inc. as at December 31, 2016 and its financial performance and its cash flows for the year then ended in accordance
with International Financial Reporting Standards.
Emphasis of Mailer
Without qualifying our opinion, we draw attention to Note 1 in the financial statements which describe certain conditions
that indicate the existence of a material uncertainty that may cast significant doubt about Maccabi Ventures Inc.’s ability
continue as a going concern.
Other Mailer
The financial statements of Maccabi Ventures Inc. as at December 31,2015 and for the year then ended were audited
by another auditor who expressed an unmodified opinion on those statements on April 5, 2016.

DALE MATHESON CARR-HILTON LABONTE LLP
CHARTERED PROFESSIONAL ACCOUNTANTS
Vancouver, Canada
March 14, 2017

An in Wenad400 filM onccMitd with
Moon Stephens inetnohosel Lashed

MOORE STEPHENS

MACCABI VENTURES INC.
STATEMENTS OF FINANCIAL POSITION
AS AT DECEMBER 31,
(Expressed in Canadian dollars)

2016

NOTE

2015

ASSETS
CURRENT
Cash
Other receivable
Prepaid expenses

29,818
499
1.1 16

$

TOTAL CURRENT ASSETS
Exploration and evaluation asset

5

TOTAL ASSETS

S

S

174,276
6,243
7.L25

31,133

187,644

32.659

22,866

64,092

S 210,510

12,691
2.774

S

LIABILITIES AND SHAREHOLDERS’ EQUITY
CURRENT LIABILITIES
Accounts payable and accrued liabilities
Due to related party

S
7

TOTAL LIABILITIES

12,035
—

15,465

12.035

420,366
63,644
(435.383)

41 1,366
63,644
(276,535)

48,627

198.475

64,092

S 210,510

SHAREHOLDERS’ EQUITY
Share capital
Contributed surplus
Deficit

6
6

TOTAL SHAREHOLDERS’ EQUITY
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY

S

Approved and authorized by the Board on March 14, 2017

Richard Penn’’

Director

Ui/son Fung

‘

Director

The accompanying notes are an integral part of these financial statements

MACCABI VENTURES INC.
STATEMENTS OF COMPREhENSIVE LOSS
FOR THE YEARS ENDED DECEMBER31,
(Expressed in Canadian dollars)

2016

Note

2015

EXPENSES

S

Advertising and promotion
Consulting

10,125

17,875
35,643

22.774

47,000

32.648

7,368

7

40.080

80,019

35,967

Property investigation

7

Rent

2,819

17,254

Office and miscellaneous
Professional fees

$

7

Filing Fees

Management fees

—

—

30,000

—

Travel

3.222

—

(158.848)

(223,946)

OTHER ITEM

Recovery’ of flow-through share premium liability
NET LOSS AND COMPREHENSIVE LOSS
LOSS PER SHARE

—

BASIC AND DILUTED

WEIGHTED AVERAGE NUMBER OF SHARES
OUTSTANDING

830

—

S (158,S48)
$

(0.01)

11,459,427

The accompanying notes are an integral part of these financial statements

S (223,116)
S

(0.03)

8,178,083

December 31, 2014
Subscriptions received
Shares issued for cash
Share issue corn
Agent warrants issued
Net loss and comprehensive loss for the year
Balance December31, 2015
Shares issued for exploration and evaluation asset
Net loss and comprehensive loss for the year
December31, 2016
6

6
6
6

NOTE

11.525.001
S 420,366

—

411,366
9,000

11,400,001
125,000
—

—

400,000
(72,990)
(26.144)

—

$ 110,500

Amount

—

—

—

4,000,000

—

7,400,001

Number

Common Shares

$

—

—

—

—

—

—

—

—

10,000

S (10,000)

Subscriptions
Receivable

The accompanying notes are an integral part of these financial statements

MACCAIN VENTURES INC.
STATEMENTS OF CHANGES IN ShAREHOLDERS’ EQUITY
(Expressed in Canadian dollars)

$

63,644

—

—

63,644

—

26,144

—

—

—

S 37,500

Contributed
Surplus

(158,848)
$ (435,383)

—

—

(223.116)
198.475
9,000
(158.848)
$ 48.627

—

10,000
400,000
(72,990)

S 84,581

TonI

(223.1 16)
(276,535)

—

—

—

S (53,419)

Deficit

MACCAB! VENTURES INC.
STATEMENTS OF CASH FLOWS
FOR YEARS ENDED DECEMBER 31,
(Expressed_in Canadian dollars)
2016
OPERATING ACTIVITIES
Net loss for the year
Items not involving cash
Flow-through share premium liability
Changes in non-cash working capital balances
Other receivable
Prepaid expenses
Accounts payable and accrued liabilities
Due to related party
Cash used in operating activities

S

(158,848)

2015
(223,116)

$

(830)

—

5,744
6,009
656
2,774
(143,665)

(213,535)

(793)
(793)

(12,016)
(12,016)

INVESTING ACTIVITIES
Exploration and evaluation asset
Cash used in investing activities
FINANCING ACTIVITIES
Share subscription received
Issuance of common shares
Share issuance costs
Cash provided by financing activities

(5,226)
13,425
2,212
—

10,000
400,000
(72,990)
337,010

—

—

—

—

CHANGE IN CASH
CASH, BEGINNING OF YEAR
CASH, END OF YEAR

(144,458)
174.276
$ 29,818

$

SUPPLEMENTAL CASH DISCLOSURES
Interest paid
Income taxes paid

$
$

S
$

NON-CASH TRANSACTIONS
Finders units and warrants issued for private placement
Shares issued for exploration and evaluation asset

$
$

—

—

—

9,000

The accompanying notes are an integral part of these financial statements

$
$

111,459
62,817
174,276

—

—

26,144
—

MACCABI VENTURES INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31,2016 AND 2015
(Expressed in Canadian dollars)
NATURE OF OPERATIONS
Maccabi Ventures Inc. (“the Company”) was incorporated on November 13, 2014 under the Laws of British
Columbia and is an exploration stage public company of which shares trade on the Canadian Securities Exchange
(“CSE”) under the symbol of”MBE”.
The Company is engaged in the acquisition, exploration and development of exploration and evaluation assets.
The Company’s head office is Suite 820-1130 West Pender Street, Vancouver, British Columbia, Canada. The
registered and records office is Suite 704—595 Howe Street, Vancouver, British Columbia, Canada.
Goino Concern
These financial statements have been prepared on a going concern basis of presentation, which assumes that the
Company will continue operations for the foreseeable future and be able to realize the carrying value of its assets
and discharge its liabilities and commitments in the normal course of the business. The Company’s ability to
continue as a going-concern is dependent upon its ability to obtain additional financing and to achieve profitable
operations in the future.
The Company’s financing efforts to date are not sufficient in and of themselves to enable the Company to fund all
aspects of its operations. Management will pursue funding initiatives if, as and when required to meet the
Company’s requirements on an ongoing basis. The outcome of these initiatives cannot be predicted at this time
and the uncertainties cast significant doubt upon the Company’s ability to continue as a going concern.
These financial statements do not reflect adjustments that would be necessary if the going concern assumption
was not appropriate. These adjustments could be material.
2.

SIGNIFICANT ACCOUNTING POLICIES
a)

Statement of compliance
These financial statements have been prepared in accordance with International Financial Reporting
Standards (“IFRS”) as issued by the International Accounting Standards Board (“IASB”) and interpretations
issued by the International financial Reporting Interpretations Committee (“IFRIC”).
The functional and presentation currency, as determined by management, of the Company is the Canadian
dollar.

b)

Basis of presentation
These financial statements have been prepared on a historical cost basis, except for certain financial
instruments valued at fair value. In addition, these financial statements have been prepared using the accrual
basis of accounting except for cash flow information.
The accounting policies set out below have been applied consistently for the years presented in these
financial statements.
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MACCABI VENTURES INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31,2016 AND 2015
(Expressed in Canadian dollars)

2.

SIGNIFICANT ACCOUNTING POLICIES (continued)
c)

Exploration and evaluation asset
Pre-exploration costs are expensed in the period in which they are incurred.
Once the legal right to explore a property has been acquired, all costs related to the acquisition, exploration
and evaluation of mineral property projects are capitalized by property. Upon commencement of commercial
production, the related accumulated costs are amortized against projected income using the
units-of-production method over estimated recoverable reserves.
Management annually assesses the carrying value of the exploration and evaluation asset or which events and
circumstances may indicate possible impairment. Impairment of an asset is generally considered to have
occurred ifthe property has been abandoned, there are unfavourable changes in the property economics. there
are restrictions on developmenL or when there has been an undue delay in development, which exceeds three
years. In the event that estimated discounted cash flows expected from its use or eventual disposition is
determined by management to be insufficient to recover the carrying value olthe property, the carrying value
is written-down to the estimated recoverable amount.
The recoverability of the exploration and evaluation asset is dependent on the existence of economically
recoverable reserves, the ability to obtain the necessary financing to complete the development of its mineral
property project, and the profitability of future operations. The Company has not yet determined whether or
not its exploration and evaluation asset contains economically recoverable reserves. Amounts capitalized to
the asset as exploration and development costs do not necessarily reflect present or future values.
When options are granted on the exploration and evaluation asset or the asset is sold, proceeds are credited to
the cost of the asset. If no future capital expenditure is required and proceeds exceed costs, the excess
proceeds are reported as a gain on profit or loss.

d)

Share-based compensation
Share-based payments to employees and others providing similar services are measured at the estimated fair
value of the instruments issued on the grant date and amortized over the vesting periods. Share-based
payments to non-employees are measured at the fair value of the goods or services received or the fair value
of the equity instruments issued if it is determined the fair value of the goods or services cannot be reliably
measured, and are recorded at the date the goods or services are received. The amount recognized as an
expense is adjusted to reflect the number of awards expected to vest. The offset to the recorded cost is to
contributed surplus.
Consideration received on the exercise of stock options is recorded as share capital and the related equity
settled share-based payments reserve is transferred from contributed surplus to share capital. Charges for
options that are forfeited before vesting are reversed from contributed surplus.

e)

Warrants issued in equity financing transactions
The Company engages in equity financing transactions to obtain the funds necessary to continue operations
and explore and evaluate mineral properties. These equity financing transactions may involve the issuance of
common shares or units. A unit comprises a certain number of common shares and a certain number of share
purchase warrants (“Varrants1. Depending on the terms and conditions of each equity financing agreement
(“Agreement”). the Warrants are exercisable into additional common shares prior to expiry at a price
stipulated by the Agreement. Warrants that are part of units are valued based on the residual value method.
Warrants that are issued as payment for agency fees or other transactions costs are accounted for as
share-based payments.
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MACCABI VENTURES INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31,2016 AND 2015
(Expressed in Canadian dollars)

2.

SIGNIFICANT ACCOUNTING POLICIES (continued)

0

Foreign currency
Transactions and balances in currencies other than the Canadian dollar, the currency of the primary economic
environment in which the Company operates (“the functional currency”), are translated into the functional
currency using the exchange rates prevailing at the dates of the transactions. Foreign exchange gains and
losses resulting from the settlement of such transactions and from the translation of monetary assets and
liabilities denominated in foreign currencies at exchange prevailing on the statement of financial position
date are recognized in the statement of comprehensive loss.

g)

Decommissioning, restoration and similar liabilities
An obligation to incur restoration, rehabilitation and environmental costs arise when environmental
disturbance is caused by the exploration or development of a mineral property interest. Such costs arising
from the decommissioning of plant and other site preparation work, discounted to their net present value, are
provided for and capitalized at the start of each project to the carrying amount of the asset, along with a
corresponding liability as soon as the obligation to incur such costs arises. The timing of the actual
rehabilitation expenditure is dependent on a number of factors such as the life and nature of the asset, the
operating license conditions and, when applicable, the environment in which the mine operates.
Discount rates using a pre-tax rate that reflects the time value of money are used to calculate the net present
value. These costs are charged against profit or loss over the economic life of the related asset, through
amortization using either the units-of-production or the straight-line method. The corresponding liability is
progressively increased as the effect of discounting unwinds creating an expense recognized in profit or loss
Decommissioning costs are also adjusted for changes in estimates. Those adjustments are accounted for as a
change in the corresponding capitalized cost, except where a reduction in costs is greater than the
unamortized capitalized cost of the related assets, in which case the capitalized cost is reduced to nil and the
remaining adjustment is recognized in profit or loss.
The operations of the Company have been, and may in the future be, affected from time to time in varying
degree by changes in environmental regulations, including those for site restoration costs. Both the likelihood
of new regulations and their overall effect upon the Company are not predictable.
The Company has no material restoration, rehabilitation and environmental obligations as the disturbance to
date is immaterial.

h)

Loss per share
The Company presents basic and diluted loss per share data for its common shares, calculated by dividing the
loss attributable to common shareholders of the Company by the weighted average number of common
shares outstanding during the year. Diluted loss per share does not adjust the loss attributable to common
shareholders or the weighted average number of common shares outstanding when the effect is anti-dilutive.
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MACCABI VENTURES INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2016 AND 2015
(Expressed in Canadian dollars)
2.

SIGNIFICANT ACCOUNTING POLICIES (continued)
I)

Income taxes
Current tax is the expected tax payable or receivable on the taxable income or loss for the year. using tax rates
enacted or substantively enacted at the financial statements date, and includes any adjustments to tax payable
or receivable in respect of previous years.
Deferred income taxes are recorded using the liability method whereby deferred tax is recognized in respect
of temporary differences between the carn’ing amounts of assets and liabilities for financial reporting
purposes and the amounts used for taxation purposes.
Deferred tax is measured at the tax rates that are expected to be applied to temporary differences when they
reverse, based on the laws that have been enacted or substantively enacted by the statement of financial
position date. Deferred tax is not recognized for temporary differences which arise on the initial recognition
of assets or liabilities in a transaction that is not a business combination and that affects neither accounting,
nor taxable profit or loss.
A deferred tax asset is recognized for unused tax losses, tax credits and deductible temporary differences, to
the exient that it is probable that future taxable profits will be available against which they can be utilized.
Deferred tax assets are reviewed at each reporting date and are reduced to the extent that it is no longer
probable that the related tax benefit will be realized.

j)

Financial assets
All financial assets are initially recorded at fair value and designated upon inception into one of the following
four categories: at fair value through profit or loss (“FVTPL”), loans and receivables, held to maturity, or
available for sale.
Financial assets classified as FVTPL are measured at fair value with unrealized gains and losses recognized
through earnings. The Company’s cash is classified as FVTPL.
Financial assets classified as loans and receivables or held to maturity assets are measured at amortized cost.
As at December 31, 2016, the Company has not classified any financial assets as loans and receivables or
held to maturity.
Financial assets classified as available for sale are measured at fair value with unrealized gains and losses
recognized in other comprehensive income and loss except for losses in value that are considered other than
temporary which are recognized in profit or loss. At December31,2016, the Company has not classified any
financial assets as available for sale.
Transactions costs associated with FVTPL financial assets are expensed as incurred. :hile transaction costs
associated with all other financial assets are included in the initial carrying amount of the asset.
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MACCABI VENTURES INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2016 AND 2015
(Expressed in Canadian dollars)
2.

SIGNIFICANT ACCOUNTING POLICIES (continued)
k)

Financial liabilities
All financial liabilities are initially recorded at fair value and designated upon inception as FVTPL or other
financial liabilities.
Financial liabilities classified as FVTPL include financial liabilities held for trading and financial liabilities
designated upon initial recognition as FVTPL. Derivatives, including separated embedded derivatives are
also classified as held for trading and recognized at fair value with changes in fair value recognized in profit
or loss unless they are designated as effective hedging instruments. Fair value changes on financial liabilities
classified as FVTPL are recognized in profit or loss, At December 31,2016, the Company has not classified
any financial liabilities as FVTPL.
Financial liabilities classified as other financial liabilities are initially recognized at fair value less directly
attributable transaction costs. After initial recognition, other financial liabilities are subsequently measured at
amortized costs using the effective interest rate method. The effective interest rate method is a method of
calculating the amortized cost of a financial liability and of allocating interest expense over the relevant
period. The effective interest rate is the rate that discounts estimated future cash payments through the
expected life of the financial liability, or, where appropriate, a shorter period. The Company’s accounts
payable are classified as other financial liabilities.
A financial liability is derecognized when the obligation under the liability is discharged or cancelled or
expires.

3.

SIGNIFICANT ACCOUNTING ESTIMATES AND JUDGMENTS
The preparation of these financial statements requires management to make certain estimates, judgments and
assumptions that affect the reported amounts of assets and liabilities at the date of the financial statements and
reported amounts of expenses during the reporting period. Actual outcomes could differ from these estimates.
These financial statements include estimates which, by their nature, are uncertain. The impacts of such estimates
are pervasive throughout the financial statements, and may require accounting adjustments based on future
occurrences. Revisions to accounting estimates are recognized in the period in which the estimate is revised and
future periods if the revision affects both current and future periods. These estimates are based on historical
experience, current and future economic conditions and other factors, including expectations of future events that
are believed to be reasonable under the circumstances.
Significant assumptions about the future and other sources of estimation uncertainty that management has made at
the financial position reporting date, that could result in a material adjustment to the canying amounts of assets
and liabilities, in the event that actual results differ from assumptions made, relate to, but are not limited to. the
following:
Significant accounting estunates
i.
assessment of indications of impairment of the exploration and evaluation asset and related
determination of the net realizable value and write-down of the asset where applicable;
ii.
estimated value of the acquisition costs which are recorded in the statement of financial position;
iii.
measurement of deferred income tax assets and liabilities; and
iv.
inputs used in the Black-Scholes Option Pricing Model for determining the fair value of share-based
payment transactions.
Significant accountrngjudginents

i.

evaluation of the Company’s ability to continue as a going concern.
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MACCABI VENTURES INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2016 AND 2015
(Expressed in Canadian dollars)
4.

NEW ACCOUNTING STANDARDS ISSUED BUT NOT YET EFFECTIVE
At the date of the approval of the financial statements, a number of standards and interpretations were in issue but
not yet effective. The Company considers that these new standards and interpretations are either not applicable or
are not expected to have a significant impact on the Company’s Financial statements.

5.

EXPLORATION AND EVALUATION ASSET
Copper King Project
Acquisition
Costs
Balance. December31. 2014
Otherexplontion costs
Balance, December31, 2015
Acquisition costs
Other exploration costs
Exploration cost recovery
Balance, December3l.2016

S

Exploration
Costs

5,000

S

—

5,000
9,000
—

—

S

14,000

Total
10,850
12.016

5,850
12.016

S

17.866

22.866
9.000
1.966
(1.173)
S 32,659

—

1.966
(1,173)
S 18,659

Pursuant to an option agreement dated November 28. 2014, with Rich River Exploration Ltd. (the “Optionor”),
the Company was granted an option to acquire a 100% undivided interest in the Copper King Project property (the
“Property”), located near Olsen Lake, north of Powel River, British Columbia.
To earn the 100% interest, the Company agreed to issue 625,000 common shares to the Optionor, make cash
payments totalling S50,000. and incur a total of 5400,000 in exploration expenditures as follows:
Common
Shares
Upon execution of the agreement (paid)
Upon listing of the Company’s common shares on the
Canadian Securities Exchange (October 20, 2015) (the
“Listing”) (issued)
On or before the first anniversary of the Listing (issued)
On or before the second anniversary of the Listing
On or before the third anniversary of the Listing
On or before the fourth anniversary of the Listing
On or before the fifth anniversary of the Listing
Total

-

50,000
75,000
100,000
200,000
200,000
-

625.000

Cash
S

5.000

Exploration
Expenditures
S

-

-

-

-

-

-

-

10,000
15,000
20,000

100,000
100,000
200,000

$ 50,000

$ 400,000
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MACCABI VENTURES INC.
NOTES TO TIlE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31,2016 AND 2015
(Expressed in Canadian dollars)

5.

EXPLORATION AND EVALUATION ASSET (continued)
The Oplionor retains a 3% Net Smelter Returns royalty on the Property. The first 1% of the royalty can be
purchased by the Company at $750,000 and the 2% remaining can be purchased for $900,000.

6.

SHARE CAPITAL
a)

Authorized
The Company is authorized to issue an unlimited number of common and preferred shares without par value.

b)

Escrow shares
Pursuant to the escrow artreements. 2,900.000 common shares issued and outstanding were escrowed and are
scheduled for release at 10% on the listing date and at I5% on every six months from the date of listing,
October20, 20 IS. At December 31,2016, 1,740,000 (2015-2,610,000) common shares remained in escrow.

c)

Common shares
(i)

During the year ended December 31.2016, 125,000 common shares of the Company with the fair value
of $9,000 were issued to the Optionor of the Copper King property (Note 5).

(ii) During the year ended December 31,2015, the Company issued 4,000,000 common shares at a price of
$0.10 per share, raising gross proceeds of $400,000. The Company incurred cash share issuance costs of
$72,990 in connection with the financing and non-cash share issuance costs of $26,144.
d)

Preferred shares
As of December 31,2016, no preferred shares were issued (2015— Nil).

e)

Warrants
A summary of the Company’s warrants are as follows:
Number of
Varrants
December31, 2014
Issued
December 3 I, 2015
Espired
December 31. 2016

Exercise Price

2,500,000

$0.05

320,000

$0.10

2,820,000

$0.06

(2,500,000)

$0.05

320,000

$0.10
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MACCAN VENTURES INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31,2016 AND 2015
(Expressed in Canadian dollars)
6.

SHARE CAPITAL (continued)
1)

Warrants (continued)
As of December 31, 2016, the remaining contractual life of the warrants is 0.81 year.
On October 21,2015,320,000 warrants were issued as payment of finders fees in the initial public offering.
Each warrant is exercisable into one common share of the Company at an exercise price of $0.10 and expire
October 21,2017. The Company recognized $26,144 representing the fair value of the warrants which was
determined using the Black-Scholes Option Pricing Model at the issue date using the following assumptions:

Expected
Risk-free
Expected
Expected
Expected
g)

option life (in years)
interest rate
dividend yield
stock price volatility
forfeiture rate

December 31. 2015
2
0.40%
Nil
188%
0%

Stock options
The Directors of the Company adopted a stock option plan on February 23, 2015 (the “Stock Option Plan”).
The Stock Option Plan provides that, subject to the requirements of the Exchange, the aggregate number of
securities reserved for issuance will be 10% of the number of the Company’s Common Shares issued and
outstanding at the time such options are granted. The Stock Option Plan will be administered by the
Company’s Board of Directors, which will have full and final authority with respect to the granting of all
options thereunder.
Options may be granted under the Stock Option Plan to such the directors, officers, employees, management
or consultants of the Company and its affiliates, if any, as the Board of Directors may from time to time
designate. The exercise price of option grants will be determined by the Board of Directors, but will not be
less than the closing market price of the Common Shares on the Exchange less allowable discounts at the
time of grant. The Stock Option Plan provides that the number of Common Shares that may be reserved for
issuance to any one individual upon exercise of all stock options held by such individual may not exceed 5%
of the issued Common Shares, if the individual is a director, officer, employee or consultant, or 1% of the
issued Common Shares, if the individual is engaged in providing investor relations services, on a yearly basis.
All options granted under the Stock Option Plan will expire not later than the date that is ten years from the
date that such options are granted. Options terminate earlier as follows: (i) immediately in the event of
dismissal with cause; (ii) 90 days from date of termination other than for cause; or (iii) one year from the date
of death or disability. Options granted under the Stock Option Plan are not transferable or assignable other
than by will or other testamentary instrument or pursuant to the laws of succession.
As of December 3 I, 2016, the Company has not granted any stock options.
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MACCABI VENTURES INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31,2016 AND 2015
(Expressed in Canadian dollars)
7.

RELATED PARTY BALANCES AND TRANSACTIONS
Parties are considered to be related if one party has the ability, directly or indirectly, to control the other party or
exercise significant influence over the other party in making financial and operating decisions. Related parties
may be individuals or corporate entities. A transaction is considered to be a related party transaction when there is
a transfer of resources or obligations between related parties.
At December 31,2016, a balance of 52,774 (2015— Snil) is due to a director.
Key management personnel include the directors of the Company. The remuneration of key management are as
follows:
December 31, 2016
$

Management fees
Professional fees
Rent

S

-

-

S
8.

22,774

December 31. 2015

22,774

S

47,000
10,440
30,000
87,440

MANAGEMENT OF CAPITAL
The Company’s objectives when managing capital are to safeguard the Company’s ability to continue as a going
concern in order to pursue the sourcing and exploration of its mineral property. The Company does not have any
externally imposed capital requirements to which it is subject.
The Company considers the aggregate of its share capital, contributed surplus and deficit as capital. 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 the capital structure, the Company may attempt to
issue new shares or dispose of assets or adjust the amount of cash.

9.

INCOME TAXES
The Company has losses carried forward of $416,576 available to reduce income taxes in future years which
expire starting in 2034.
The Company has not recognized any deferred income tax assets. The Company recognizes deferred income tax
assets based on the extent to which it is probable that sufficient taxable income will be realized during the carry
forward periods to utilize all deferred tax assets.
The following table reconciles the amount of income tax recoverable on application of the statutory Canadian
federal and provincial income tax rates:

Loss before income taxes
Income tax recovery at statuton’ rate
Effect of income taxes of:
Permanent differences and others
Change in deferred tax assets not recognized
Deferred income tax recoverable

December 31, 2016
$ (158.848)
(41,300)

December 31. 2015
S (223.116)
(71,899)

15,554
25.746

(16,550)
88,449

S

-

S

-
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2016 AND 2015
(Expressed in Canadian dollars)
9.

INCOME TAXES (continued)
The temporary differences that give rise to significant portions of the deferred tax assets not recognized are
presented below:

December3l,2015
$ 76,167
15,1 82
(91,349)
$

December3l,20l6
105,710
$
1 1,386
(117,096)
S

Non-capital loss carry forwards
Share issue costs
Deferred tax assets not recognized

-

-

10. FINANCIAL INSTRUMENTS AND FINANCIAL RISK
Fair Value of Financial Instruments
International Financial Reporting Standards 7, Financial !nstruncnts: Disclosures, establishes 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 I

—

unadjusted quoted prices in active markets for identical assets or liabilities;

Level 2 inputs other than quoted prices included in Level I that are observable for the asset or liability, either
directly or indirectly; and
-

Level 3

-

inputs for the asset or liability that are not based on observable market data.

Level I
Cash

S 29,818

Fair Value Measurements
Level 2
$

—

Level 3
$

Total
-

$

29,818

Financial risk management objectives and policies
The Company’s financial instruments include cash and accounts payable. The risks associated with these
financial instruments and the policies on how to mitigate these risks are set out below. Management manages and
monitors these exposures to ensure appropriate measures are implemented on a timely and effective manner.
(i) Currency risk
The Company’s expenses are denominated in Canadian dollars. The Company’s corporate office is based in
Canada and current exposure to exchange rate fluctuations is minimal.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2016 AND 2015
(Expressed in Canadian dollars)
10. FINANCIAL INSTRUMENTS AND FINANCIAL RISK (continued)
Financial risk management objectives and policies (continued)
(ii) Juiciest rate risk
The Company is exposed to interest rate risk on the variable rate of interest earned on bank deposits. The fair
value interest rate risk on bank deposits is insignificant as the deposits are short-term.
The Company has not entered into any derivative instruments to manage interest rate fluctuations.

(iii) 0cc/it rLck
Credit risk is the risk of loss associated with the counterpany’s inability to fulfill its payment obligations.
Financial instrument that potentially subject the Company to concentrations of credit risks consist principally of
cash. To minimize the credit risk the Company places this instrument with a high quality financial institution.
(iv) Liquidity risk
In the management of liquidity risk of the Company, the Company maintains a balance between continuity of
funding and the flexibility through the use of borrowings. Management closely monitors the liquidity position
and expects to have adequate sources of funding to finance the Company’s projects and operations.
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INDEPENDENT AUDITORS’ REPORT
To the Directors of
Maccabi Ventures Inc.
We have audited the accompanying financial statements of Maccabi Ventures Inc. which comprise the statements of
financial position as at December 31,2015 and 2014, and the statements of comprehensive loss, changes in equity and
cash flows for the years then ended, and the related notes comprising a summary of significant accounting policies and
other explanatory information.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in accordance with
International Financial Reporting Standards as issued by the International Accounting Standards Board, and for such
internal control as management determines is necessary to enable the preparation of financial statements that are free
from material misstatement, whether due to fraud or error.
Auditors’ Responsibility
Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in
accordance with Canadian generally accepted auditing standards. Those standards require that we comply with ethical
requirements and plan and perform the audits to obtain reasonable assurance about whether the financial statements
are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on our judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, we consider
internal control relevant to the entity’s preparation and fair presentation of the financial statements 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 entity’s internal control. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.
We believe that the audit evidence we have obtained in our audit is sufficient and appropriate to provide a basis for our
audit opinion.
Opinion
In our opinion, the financial statements present fairly, in all material respects, the financial position of Maccabi Ventures
Inc. as at December 31, 2015 and 2014, and its financial performance and cash flows for the years then ended, in
accordance with International Financial Reporting Standards as issued by the International Accounting Standards
Board.
Emphasis of Mailer
Without qualifying our opinion, we draw attention to Note 1 in the financial statements which indicates the existence of
a material uncertainty that may cast significant doubt on the ability of Maccabi Ventures Inc. to continue as a going
concern.

Is! Manning Elliott LLP
Chartered Professional Accountants
Vancouver, British Columbia
April 5, 2016

MACCABI VENTURES INC.
STATEMENTS OF FINANCIAL POSITION
(Expressed in Canadian dollars)

NOTES

December 31,
2015

December 31,
2013

ASSETS
CURRENT
Cash
Amounts receivable
Prepaid expenses

$

TOTALCURRENTASSETS
EXPLORATION AND EVALUATION ASSET

5

TOTAL ASSETS

174,276
6,243
7,125

62,817
1,017
20,550

S

187,644

84.384

22,866

10,850

S 210,510

S

95,234

12,035

S

9,823
830
10.653

LIABILITIES
CURRENT
Accounts payable and accrued liabilities
Flow-through share premium liability

7
6(cXiii)

$

-

12,035
SHAREHOLDERS’ EQUITY
Share capital
Subscription receivable
Contributed surplus
Deficit

63,644
(276.535)

110,500
(10,000)
37,500
(53.419)

198,475

64.581

S 210,510

$ 95,234

411,366

6

-

6

TOTAL SHAREHOLDERS’ EQUITY
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY
Nature of business and continuing operations (Note I)
Subsequent events (Note II)
Approved and authorized for issue on behalf of the Board on April 5,2016

Richard Penn

Director

Roman Rabin

Director

The accompanying notes are an integral pan of these financial statements

MACCAffi VENTURES INC.
STATEMENTS OF COMPREHENSIVE LOSS
(Expressed in Canadian dollars)

NOTES

Year ended
December 31, 2015

Period from
incorporation to
December 31, 2014

EXPENSES
Advertising
Consulting
Filing fees
Management fees
Office and miscellaneous
Professional fees
Rent
Share based compensation
Travel

OTHER ITEMS
Recovery of flow-through premium liability

NET LOSS AND COMPREHENSIVE LOSS
LOSS PER SHARE

—

Basic and diluted

WEIGHTED AVERAGE NUMBER OF
COMMON SHARES OUTSTANDING

S

7
7
7
7,6

2.819
17,875
35.643
47,000
7,368
80,019
30,000

S

1,967
-

-

7,000
336
7,786
-

37,500

-

3.222

-

(223,946)

(54.589)

830

1,170

$ (223,116)

$ (53,419)

6(cRiii)

$

(0.03)

8,178,083

The accompanying notes are an integral part of these financial statements

S

(0.01)

4,847,044

Balance, December31, 2015

Subscriptions received
Shares issued for cash
Share issue costs
Agent warrants issued
Net loss and comprehensive loss for the year
6

6

NOTES

11,400,001

—

—

—

4,000,000

—

7.400,001

$ 411,366

—

400,000
(72,990)
(26,144)

—

110,500

$

—

—

—

—

—

—

—

10,000

(10,000)

—

$

63,644

—

26,144

—

—

—

37,500

—

$ (276,535)

$ 198.475

—

(223,116)

10,000
400,000
(72,990)

2,500
90,000
8,000
37,500
(53,419)
84,581

—

—

—

$

Total

(223,116)

—

—

—

(53,419)
(53,419)

—

—

37,500

—

—

—
—

—

—

—

—

$

—

—

—

Deficit

—

—

$

Contributed
Surplus

—

(10,000)

—

12,500
90,000
8,000

$
—

—

—

$

Subscriptions
Receivable

I
2,500,000
4,500,000
400,000

—

Common Shares
Number of
Shares
Amount

The accompanying notes are an integral part of these financial statements

Balance, November 18, 2014
Shares issued upon incorporation
Shares issued for cash and subscriptions receivable at $0.005
Shares issued for cash at $0.02
Shares issued for cash at 50.025 (flow through)
Share based compensation
Net loss and comprehensive loss for the period
Balance, December31, 2014

MACCABI VENTURES INC.
STATEMENTS OF ChANCES IN EQUITY
(Expressed in Canadian dollars)

3

MACCABI VENTURES INC.
STATEMENTS OF CASH FLOWS
(Expressed in Canadian dollars)

NOTES
CASH PROVIDED BY (USED IN):
OPERATING ACTIVITIES
Net loss for the period
Adjustments
Share based payments
Flow through premium liability
Changes in non-cash working capital balances:
Amounts receivable
Prepaid expenses
Accounts payable and accrued liabilities
Cash used in operating activities

Year ended
December3l,2015

$ (223,116)

Period from
Incorporation to
December3l,2014

$

(53,419)

(830)

37,500
(1,170)

(5,226)
13,425
2,212
(213.535)

(1,017)
(20,550)
9,823
(28,833)

INVESTING ACTIVITIES
Exploration and evaluation asset
Cash used in invesiin activities

(12,016)
(12.016)

(10,850)
(10,850)

FINANCING ACTIVITIES
lssuanceofshares
Share issuance costs
subscriptions received
Cash provided by financing activities

400,000
(72,990)
10,000
337,010

102,500

CHANGE IN CASH
CASH. BEGINNING OF YEAR
CASH. END OF YEAR
SUPPLEMENTAL CASH DISCLOSURES
Interest paid
Income taxes paid
NON-CASH TRANSACTIONS
Finders warrants issued

—

6

-

-

102,500
62,817

111,459
62,817
S 171.276

S

S
S

S
S

$

—

—

26,144

I

—

62.817

—

—

$

—

The accompanying notes are an integral part of these financial statements
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MACCABI VENTURES INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIODS ENDED DECEMBER 31, 2015 AND 2014
(Expressed in Canadian dollars)

NATURE OF OPERATIONS
Maccabi Ventures Inc. (“the Company”) was incorporated on November 13, 2014 under the laws of British
Columbia, The address of the Company’s corporate office and its principal place of business is 704—595 Howe
Street Vancouver, British Columbia, Canada.
The Company’s principal business activities include the acquisition and exploration of mineral property assets.
As at December 31, 2015, the Company had not yet determined whether the Company’s mineral property
contains ore reserves that are economically recoverable. The recoverability of amounts shown for exploration and
evaluation asset is dependent upon the discovery of economically recoverable reserves, confirmation of the
Company’s interest in the underlying mineral claims, the ability ofthe Company to obtain the necessary financing
to complete the development of and the future profitable production from the property or realizing proceeds from
their disposition. The outcome of these matters cannot be predicted at this time and the uncertainties cast
significant doubt upon the Company’s ability to continue as a going concern.
The Company had a deficit of S276.535 as at December31, 2015, which has been funded by the issuance of
equity. The Company’s ability to continue its operations and to realize its assets at their cariying values is
dependent upon obtaining additional financing and generating revenues sufficient to cover its operating costs.
These financial statements do not give affect to any adjustments which would be necessary should the Company
be unable to continue as a going concern and therefore be required to realize its assets and discharge its liabilities
in other than the normal course of business and at amounts different from those reflected in these financial
statements.
2.

SIGNIFICANT ACCOUNTING POLICIES
a)

Statement of compliance
These financial statements were prepared in accordance with International Financial Reporting Standards
(“IFRS”) issued by the International Accounting Standards Board (“lASH”).
These financial statements were authorized for issuance in accordance with a resolution from the Board of
Directors on April 5,2016.

b)

Basis of presentation
The financial statements have been prepared on the historical cost basis, with the exception of financial
instruments which are measured at fair value, as explained in the accounting policies set out below. In
addition, these financial statements have been prepared using the accrual basis of accounting, except for cash
flow information.
The accounting policies set out below have been applied consistently for the periods presented in these
financial statements.

c)

Cash and cash equivalents
Cash in the statement of financial position is comprised ofcash in banks and on hand, and short term deposits
with an original maturity of three months or less, which are readily convertible into a known amount of cash.
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MACCARl VENTURES INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIODS ENDED DECEMBER 31, 2015 AND 2014
(Expressed in Canadian dollars)

2.

SIGNIFICANT ACCOUNTING POLICIES (continued)
d)

Exploration and evaluation assets
All costs related to the acquisition, exploration and development of mineral properties are capitalized. Upon
commencement of commercial production, the related accumulated costs are amortized against projected
income using the units-of-production method over estimated recoverable reserves.
Management annually assesses carning values of non-producing properties and properties for which events
and circumstances may indicate possible impairment. Impairment of a property is generally considered to
have occurred if the property has been abandoned, there are unfavourable changes in the property economics,
there are restrictions on development, or when there has been an undue delay in development, which exceeds
three years. In the event that estimated discounted cash flows expected from its use or eventual disposition is
determined by management to be insufficient to recover the carrying value of the property, the carrying value
is written-down to the estimated recoverable amount.
The recoverability of mineral properties and exploration and development costs is dependent on the existence
of economically recoverable reserves, the ability to obtain the necessary financing to complete the
development of the property, and the profitability of future operations. The Company has not yet determined
whether or not its mineral property contains economically recoverable reserves. Amounts capitalized to
mineral properties as exploration and development costs do not necessarily reflect present or future values.
When options are granted on mineral properties or properties are sold, proceeds are credited to the cost of the
property. If no future capital expenditure is required and proceeds exceed costs, the excess proceeds are
reported as a gain on the statement of comprehensive loss.

e)

Share-based compensation
Share-based payments to employees and others providing similar services are measured at the estimated fair
value of the instruments issued on the grant date and amortized over the vesting periods. Share-based
payments to non-employees are measured at the fair value of the goods or services received or the fair value
of the equity instruments issued if it is determined the fair value of the goods or services cannot be reliably
measured, and are recorded at the date the goods or set-vices are received. The amount recognized as an
expense is adjusted to reflect the number of awards expected to vest. The offset to the recorded cost is to
equity settled share-based payments reserve.
Consideration received on the exercise of stock options is recorded as share capital and the related equity
settled share-based payments reserve is transferred to share capital. Charges for options that are forfeited
before vesting are reversed from equity settled share-based payment reserve.
Share-based compensation expense relating to deferred share units is accrued over the vesting period of the
units based on the quoted market price. As these awards can be settled in cash, the expense and liability are
adjusted each reporting period for changes in the underlying share price.

0

Flow-through shares
The resource expenditure deductions for income tax purposes related to exploration and development
activities funded by flow-through share arrangements are renounced to investors in accordance ‘vith
Canadian tax legislation. On issuance, the premium recorded on the flow-through share, being the difference
in price overa common share with no tax attributes, is recognized as a liability. As expenditures are incurred.
the liability associated with the renounced tax deductions is recognized through profit and loss with a pro-rata
portion of the deferred premium.
To the extent that the Company has deferred tax assets in the form of ta’. loss cany-fonvards and other
unused tax credits as at the reporting date, the Company may use them to reduce its deferred tax liability
relating to tax benefits transferred through flow-through shares.
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NOTES TO THE FINANCIAL STATEMENTS
FORTHE PERIODS ENDED DECEMBER31, 2015 AND 2014
(Expressed in Canadian dollars)
2.

SIGNIFICANT ACCOUNTING POLICIES (continued)
g)

Foreign currency
Transactions and balances in currencies other than the Canadian dollar, the currency of the primary economic
environment in which the Company operates (“the functional currency’), are translated into the functional
currency using the exchange rates prevailing at the dates of the transactions. Foreign exchange gains and
losses resulting from the settlement of such transactions and from the translation of monetary assets and
liabilities denominated in foreign currencies at exchange prevailing on the statement of financial position
date are recognized in the statement of comprehensive loss.

h)

Decommissioning, restoration and similar liabilities
An obligation to incur restoration, rehabilitation and environmental costs arise when environmental
disturbance is caused by the exploration or development of a mineral property interest. Such costs arising
from the decommissioning of plant and other site preparation work, discounted to their net present value, are
provided for and capitalized at the start of each project to the carrying amount of the asset, along with a
corresponding liability as soon as the obligation to incur such costs arises. The timing of the actual
rehabilitation expenditure is dependent on a number of factors such as the life and nature of the asset, the
operating license conditions and, when applicable, the environment in which the mine operates.
Discount rates using a pre-tax rate that reflects the time value of money are used to calculate the net present
value. These costs are charged against profit or loss over the economic life of the related asset through
amortization using either the units-of-production or the straight-line method. The corresponding liability is
progressively increased as the effect of discounting unwinds creating an expense recognized in profit or loss
Decommissioning costs are also adjusted for changes in estimates. Those adjustments are accounted for as a
change in the corresponding capitalized cost, except where a reduction in costs is greater than the
unamortized capitalized cost of the related assets, in which case the capitalized cost is reduced to nil and the
remaining adjustment is recognized in profit or loss.
The operations of the Company have been, and may in the future be. affected from time to time in varying
degree by changes in environmental regulations, including those for site restoration costs. Both the likelihood
of new regulations and their overall effect upon the Company are not predictable.
The Company has no material restoration, rehabilitation and environmental obligations as the disturbance to
date is immaterial.

i)

Loss per share
The Company presents basic and diluted loss per share data for its common shares, calculated by dividing the
loss attributable to common shareholders of the Company by the weighted average number of common
shares outstanding during the year. Diluted loss per share does not adjust the loss attributable to common
shareholders or the weighted average number of common shares outstanding when the effect is anti-dilutive.
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NOTES TO THE FINANCIAL STATEMENTS
FORTHE PERIODS ENDED DECEMBER 31,2015 AND 2014
(Expressed in Canadian dollars)
2.

SIGNIFICANT ACCOUNTING POLICIES (continued)

j)

Income taxes
Current tax is the expected tax payable or receivable on the taxable income or loss for the year, using tax rates
enacted or substantively enacted at the financial statements date, and includes any adjustments to tax payable
or receivable in respect of previous years.
Deferred income taxes are recorded using the liability method whereby deferred tax is recognized in respect
of temporary differences between the carrying amounts of assets and liabilities for financial reporting
purposes and the amounts used for taxation purposes.
Deferred tax is measured at the tax rates that are expected to be applied to temporary differences when they
reverse, based on the laws that have been enacted or substantively enacted by the statement of financial
position date. Deferred tax is not recognized for temporary differences which arise on the initial recognition
of assets or liabilities in a transaction that is not a business combination and that affects neither accounting,
nor taxable profit or loss.
A deferred tax asset is recognized for unused tax losses, tax credits and deductible temporary differences, to
the extent that it is probable that future taxable profits will be available against which they can be utilized.
Deferred tax assets are reviewed at each reporting date and are reduced to the extent that it is no longer
probable that the related tax benefit will be realized.

k)

Financial assets
All financial assets are initially recorded at fair value and designated upon inception into one of the following
four categories: held to maturity, available for sale, loans and receivables or at fair value through profit or
loss (“FVTPL”).
Financial assets classified as FVTPL are measured at fair value with unrealized gains and losses recognized
through earnings. The Company’s cash is classified as FVTPL.
Financial assets classified as loans and receivables and held to maturity assets are measured at amortized
cost. As at December 31, 2015, the Company has not classified any financial assets as loans and receivables.
Financial assets classified as available for sale are measured at fair value with unrealized gains and losses
recognized in other comprehensive income and loss except for losses in value that are considered other than
temporary which are recognized in earnings. At December 31, 2015, the Company has not classified any
financial assets as available for sale.
Transactions costs associated with FVTPL financial assets are expensed as incurred, while transaction costs
associated with all other financial assets are included in the initial carrying amount of the asset.

I)

Financial liabilities
All financial liabilities are initially recorded at fair value and designated upon inception as FVTPL or other
financial liabilities.
Financial liabilities classified as other financial liabilities are initially recognized at fair value less directly
attributable transaction costs. After initial recognition, other financial liabilities are subsequently measured at
amortized costs using the effective interest rate method. The effective interest rate method is a method of
calculating the amortized cost of a financial liability and of allocating interest expense over the relevant
period. The effective interest rate is the rate that discounts estimated future cash payments through the
expected life of the financial liability, or, where appropriate, a shorter period. The Company’s accounts
payable are classified as other financial liabilities.
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MACCABI VENTURES INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIODS ENDED DECEMBER 31,2015 AND 2014
(Expressed in Canadian dollars)
2.

SIGNIFICANT ACCOUNTING POLICIES (continued)
m) Financial liabilities
Financial liabilities classified as FVTPL include financial liabilities held for trading and financial liabilities
designated upon initial recognition as FVTPL. Derivatives, including separated embedded derivatives are
also classified as held for trading and recognized at fair value with changes in fair value recognized in
earnings unless they are designated as effective hedging instruments. Fair value changes on financial
liabilities classified as FVTPL are recognized in earnings. At December 31, 2015, the Company has not
classified any financial liabilities as FVTPL.
A financial liability is derecognized when the obligation under the liability is discharged or cancelled or
expires.

3.

SIGNIFICANT ACCOUNTING ESTIMATES AND JUDGMENTS
The preparation of these financial statements requires management to make certain estimates, judgments and
assumptions that affect the reported amounts of assets and liabilities at the date of the financial statements and
reported amounts of expenses during the reporting period. Actual outcomes could differ from these estimates.
These financial statements include estimates which, by their nature, are uncertain. The impacts of such estimates
are pervasive throughout the financial statements, and may require accounting adjustments based on future
occurrences. Revisions to accounting estimates are recognized in the period in which the estimate is revised and
future periods if the revision affects both current and future periods. These estimates are based on historical
experience, current and future economic conditions and other factors, including expectations of future events that
are believed to be reasonable under the circumstances.
Significant assumptions about the future and other sources of estimation uncertainty that management has made at
the financial position reporting date, 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:
Sign jficant accounting estimates

i.

the assessment of indications of impairment of the mineral property and related determination of the
net realizable value and write-down of the mineral property where applicable;

ii.

the estimated value of the acquisition costs which are recorded in the statement of financial position;

Hi.

the measurement of deferred income tax assets and liabilities; and

iv.

the inputs used in accounting for share-based payments in profit or loss.

Significant accountingjudgments

i.
4.

the evaluation of the Company’s ability to continue as a going concern.

NEW ACCOUNTING STANDARDS ISSUED BUT NOT YET EFFECTIVE
Standards issued, but not yet effective, up to the date of issuance of the Company’s financial statements are listed
below. This listing of standards and interpretations issued are those that the Company reasonably expects to have
an impact on disclosures, financial position or performance when applied at a future date. The Company intends
to adopt these standards when they become effective.
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MACCABI VENTURES INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIODS ENDED DECEMBER 31,2015 AND 2014
(Expressed in Canadian dollars)
4.

NEW ACCOUNTING STANDARDS ISSUED BUT NOT YET EFFECTIVE (continued)
The following accounting standards were issued but not yet effective as of December 31,2015:
New accounting standards effective for annual periods on or after January I, 2017:
lAS I Presentation of Financial Statements
In December 2014, the IASB issued an amendment to address perceived impediments to preparers exercising
theirjudgment in presenting their financial reports. The changes clarify that materiality considerations apply to all
parts of the financial statements and the aggregation and disaggregation of line items within the financial
statements.
—

New accounting standards effective for annual periods on or after July 1,2018:
IFRS 9— Financial Instrznnentc
The IASB intends to replace lAS 39—Financial Instruments: Recognition and Measurement in its entirety with
IFRS 9—Financial Instruments (“IFRS 9”) which is intended to reduce the complexity in the classification and
measurement of financial instruments. In February 2014, the IASB tentatively determined that the revised
effective date for IFRS 9 would be January 1,2018. The Company is currently evaluating the impact the final
standard is expected to have on its financial statements.

IFRS 7 Financial instruments: Disclosure
IFRS 7 was amended to require additional disclosures on transition from lAS 39 to 1FRS 9. The standard is
effective on adoption of IFRS 9, which is effective for annual periods commencing on or after January 1,2018.
The extent of the impact of adoption of these standards and interpretations on the financial statements of the
Company has not been determined.
5.

EXPLORATION AND EVALUATION ASSET
Acquisition
Costs
Balance, December 31, 2013
Acquisition costs
Other exploration costs
Balance, December31, 2014
Other exploration costs

$

Balance, December 31, 2015

$ 5,000

—

5,000
—

$ 5,000
—

Exploration
Costs
$

—

Total
S

—

5,850
$ 5,850
12,016

5,000
5,850
$ 10,850
12,016

$ 17,866

$ 22,866

—

Copper King Project
Pursuant to an option agreement dated November 28, 2014, with Rich River Exploration Ltd. (the “Optionor”),
the Company was granted an option to acquire a 100% undivided interest in the Copper King Project property (the
“Property”) located near the Olsen Lake north ofPowel River, British Columbia.

10

MACCABI VENTURES INC.
NOTES TO TIlE FINANCIAL STATEMENTS
FOR THE PERIODS ENDED DECEMBER 31, 2015 AND 2014
(Expressed in Canadian dollars)
5.

EXPLORATION AND EVALUATION ASSET (continued)
To earn the 100% interest, the Company agreed to issue 625,000 common shares to the Optionor, make cash
payments totalling 550,000, and incur a total of $400,000 in exploration expenditures as follows:
Common
Shares
Upon executinn of the agreement (paid)
Upon listing of the Company’s common shares on the
Canadian Securities Exchange (the “Listing”) (Note II)
On or before the first anniversary of the Listing
On or before the second anniversary of the Listing
On or before the third anniversary of the Listing
On or before the fourth anniversary of the Listing
On or before the fifth anniversary olthe Listing
Total

-

50,000
75,000
100,000
200,000
200,000
-

625,000

Cash
$

5,000

Exploration
Expenditures
5

-

-

-

-

-

-

-

10,000
15,000
20,000

100,000
100,000
200,000

$ 50,000

S 400,000

The Optionor will retain a 3% Net Smelter Returns royalty on the Property. The first 1% of the royalty may be
purchased by the Company at $750,000 and the 2% remaining can be purchased for $900,000.
6.

SHARE CAPITAL
a)

Authorized
The Company is authorized to issue an unlimited number of common and preferred shares without par value.

b)

Escrow Shares
Pursuant to the escrow agreements, 2,900,000 common shares issued and outstanding were escrowed and are
scheduled for release at 10% on the listing date and at 15% on every six months from date of listing. At
December 31, 2015 2,610,000 (2014: NIL) common shares remained in escrow.

II

MACCASE VENTURES INC.
NOTES TO THE FINANCIA[ STATEMENTS
FOR THE PERIODS ENDED DECEMBER 31, 20l5 AND 2014
(Expressed in Canadian dollars)
6.

SHARE CAPITAL (continued)
c)

Issued and Outstanding as at December 31, 2015 11,400,001 common shares (2014: 7,400,001 common
shares).
(I)

During the year ended December 31,2014, the Company issued 2,500,000 units at a price of 50.005 per
unit, raising gross proceeds of $12,500. Each unit consisted of one common share and one share
purchase warrant, with each share purchase warrant exercisable for one common share of the Company
at a price of $0.02 per share for a period of two years. The fair value of the 2,500,000 units issued was
estimated to be $50,000. Accordingly, the Company recorded share-based compensation expense of
$37,500, and a corresponding increase to contributed surplus.
During the year ended December 31, 2015, the Company modified the exercise price of the share
purchase warrants issued in connection with these units to $0.05 per common share.

(ii) During the year ended December 31,2014, the Company issued 4,500,000 common shares at a price of
$0.02 per share, raising gross proceeds of $90,000.
(iii) During the year ended December31, 2014, the Company issued 400,000 common shares at a price of
$0025 per share, raising gross proceeds of$ 10,000. The common shares were issued on a flow-through
basis. As of December 31,2015, $10,000 in eligible exploration expenditures related to the flow-through
shares had been incurred.
For the purposes of the calculating the tax effect of any premium related to the issuances of the
flow-through shares, the Company reviewed recent financings and compared it to determine if there was
a premium paid on the shares. As at December 31, 2014, the Company had a flow-through premium
liability of $830 in connection to these shares. During the year ended December 31,2015, the Company
recognized $830 as other income for a reduction in the flow-through premium liability for eligible
expenditures incurred during the year.
(iv) During the year ended December 31,2015, the Company issued 4,000,000 common shares at a price of
$0.10 per share, raising gross proceeds of $400,000. The Company incurred cash share issuance costs of
$72,990 in connection with the financing and non cash share issuance costs of $26,144.
d)

Warrants
A summary of the Company’s share purchase warrants are as follows:
Number of
Warrants

Weighted Average
Exercise Price

Expiry Date

Balance at date of incorporation
Issued

2,500,000

$ 0.05

November 13, 2016

Balance, December 31, 2014
Issued
Balance, December 3 I, 2015

2,500,000
320,000
2,820,000

$ 0.10
$ 0.06

October 21, 2017

-

-
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MACCABI VENTURES INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIODS ENDED DECEMBER 31,2015 AND 2014
(Expressed in Canadian dollars)

6.

SHARE CAPITAL (continued)
d)

Warrants (continued)
For the year ended December31, 2014, no value was allocated to the warrants issued vith the units as the
Company uses the residual value method to allocate the value of the units. Accordingly, the value of the
common shares is determined first and any residual value is allocated to the warrant.
For the year ended December31, 2015, no additional value was recognized as a result of modification of
warrants as discussed in Note 6(c) (i).
On October 21, 2015, 320,000 Agent Warrants were issued as payment of finders fees in the initial public
offering. Each warrant is exercisable into one common share of the Company at an exercise price of $0.10
and expire October21, 2017. The Company recognized $26,144 representing the fair value of the warrants
which was determined using the Black-Scholes option pricing model at the issue date using the following
assumptions:

Expected
Risk-free
Expected
Expected
Expected
7.

2105
2
.40%
Nil
188%
0%

option life (in years)
interest rate
dividend yield
stock price volatility
forfeiture rate

RELATED PARTY BALANCES AND TRANSACTIONS

Parties are considered to be related if one party has the ability, directly or indirectly, to control the other party or
exercise significant influence over the other party in making financial and operating decisions. Related parties
may be individuals or corporate entities. A transaction is considered to be a related party transaction when there is
a transfer of resources or obligations between related parties.
The following amounts are due to related parties and have been included in accounts payable and accrued
liabilities:

Accounts payable and accrued liabilities

December 31, 2015
$

-

December 31. 2014
2,565
$

The amounts are due to companies controlled by directors of the Company. The amounts are non-interest bearing.
unsecured and are due upon demand.
Key management personnel receive compensation in the form of short-term employee benefits. Key management
personnel include the directors of the Company. The remuneration of key management for the year ended
December 31,2015 is as follows:
Period from
Incorporation to
December3l,20l4

December31,
2015
Management fees
Professional fees
Share based compensation
Rent

$

47,000
10,440

S

7,000
2,350
37,500

$

46,850

-

5

30,000
87,440

-
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MACCABI VENTURES INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIODS ENDED DECEMBER 31, 2015 AND 2014
(Expressed in Canadian dollars)
8.

INCOME TAXES
The Company has losses carried fonvard of 5302,949 available to reduce income taxes in future years which
expire in 2034.
The Company has not recognized any deferred income tax assets. The Company recognizes deferred income tax
assets based on the extent to which it is probable that sufficient taxable income will be realized during the carry
forward periods to utilize all deferred tax assets.
The following table reconciles the amount of income tax recoverable on application of the statutory Canadian
federal and provincial income tax rates:

$ 71,899

Period from
Incorporation to
December31, 2014
26%
$ 13,900

16,550
(88,449)

( I 1,000)
(2,900)

Year ended
December 31, 2015
Canadian statutory income tax rate
Income tax recovery at statutory rate
Effect of income taxes of:
Permanent differences and others
Change in deferred tax assets not recognized
Deferred income tax recoverable

$

-

$

-

The temporary differences that give rise to significant portions of the deferred tax assets not recognized are
presented below:

Non-capital loss carry forwards
Exploration and evaluation assets
Share issue costs
Deferred tax assets not recognized

December3l,2015
$ 78,767
(2,600)
15,182
(91,349)
S
-

9.

December3l,2014
$ 4,400
(1,500)
-

(2,900)
$

MANAGEMENT OF CAPITAL
The Company’s objectives when managing capital are to safeguard the Company’s ability to continue as a going
concern in order to pursue the sourcing and exploration of its mineral property. The Company does not have any
externally imposed capital requirements to which it is subject.
The Company considers the aggregate of its share capital, contributed surplus and deficit as capital. 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 the capital structure, the Company may attempt to
issue new shares or dispose of assets or adjust the amount of cash.
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MACCABI VENTURES INC.
NOTES TO TIlE FINANCIAL STATEMENTS
FOR THE PERIODS ENDED DECEMBER 31,2015 AND 2014
(Expressed in Canadian dollars)
10. FINANCIAL INSTRUMENTS AND FINANCIAL RISK
International Financial Reporting Standards 7, Financial Instruments: Disclosures, establishes 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 I

-

quoted prices (unadjusted) in active markets for identical assets or liabilities;

Level 2 inputs other than quoted prices included in Level I that are observable for the asset or liability, either
directly (i.e. as prices) or indirectly (i.e. derived from prices); and
-

Level 3

-

inputs for the asset or liability that are not based on observable market data (unobservable inputs).

Fair Value of Financial Instruments
The Company’s financial assets include cash and are classified as Level 1. The carrying value of these
instruments approximates their fair values due to the relatively short periods of maturity of these instruments.
Assets measured at fair value on a recurring basis were presented on the Company’s statements of financial
position as at December 3 I, 2015 are as follows:
Fair Value Measurements Using
Quoted Prices in Active
Markets For Identical
Instruments (Level I)
Cash

Total

Significant Other
Observable Inputs
(Level 2)

$ 174,276

S

Significant Unobservable
Inputs (Level 3)
—

$

-

$

174,276

Fair value
The fair value of the Company’s financial instruments approximates their carrying value as at December 31, 2015
because of the demand nature or short-term maturity of these instruments.
Financial risk management objectives and policies
The Company’s financial instruments include cash and accounts payable. The risks associated with these
financial instruments and the policies on how to mitigate these risks are set out below. Management manages and
monitors these exposures to ensure appropriate measures are implemented on a timely and effective manner.
(i) Currency risk
The Company’s expenses are denominated in Canadian dollars. The Company’s corporate office is based in
Canada and current exposure to exchange rate fluctuations is minimal.
The Company does not have any significant foreign currency denominated monetary liabilities. The principal
business of the Company is the identification and evaluation of assets or a business and once identified or
evaluated, to negotiate an acquisition or participation in a business subject to receipt of shareholder approval and
acceptance by regulatory authorities.
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NOTES TO ThE FINANCIAL STATEMENTS
FOR THE PERIODS ENDED DECEMBER 31,2015 AND 2014
(Expressed in Canadian dollars)
10. FINANCIAL INSTRUMENTS AND FINANCIAL RISK (continued)

(ii) hi/crest rate risk
The Company is exposed to interest rate risk on the variable rate of interest earned on bank deposits. The fair
value interest rate risk on bank deposits is insignificant as the deposits are short-term.
The Company has not entered into any derivative instruments to manage interest rate fluctuations.
(iii) Cl’Ldit rick

Credit risk is the risk of loss associated with the counterparty’s inability to fulfill its payment obligations.
Financial instruments that potentially subject the Company to concentrations of credit risks consist principally of
cash, To minimize the credit risk the Company places these instruments with a high quality financial institution.
(iv) Liquidth risk
In the management of liquidity risk of the Company, the Company maintains a balance between continuity of
funding and the flexibility through the use of borrowings. Management closely monitors the liquidity position
and expects to have adequate sources of funding to finance the Company’s projects and operations.
II. SUBSEQUENTEVENT

In February 2016, 50,000 common shares of the Company were issued to the Optionor in accordance with the
option agreement as described in NoteS.
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Unaudited Consolidated Financial Statements of LVI

(See attached)
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LEAD VENTURES INC.
(FORMERLY MACCAB! VENTURES INC.)
CONDENSED INTERIM FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED
JUNE 30, 2018
(unaudited)

NOTICE TO SHAREHOLDERS

Under National Instrument 51-102, Part 4, subsection 4.3(3)(a), if an auditor has not performed a review of
the interim financial statements, they must be accompanied by a notice indicating that the financial statements
have not been reviewed by an auditor.
The accompanying unaudited interim consolidated financial statements of Lead Ventures Inc. (the
“Company”) have been prepared by and are the responsibility of the Company’s management.
The Company’s independent auditor has not performed a review of these financial statements in accordance
with the standards established by the Chartered Professional Accountants of Canada for a review of interim
financial statements by an entity’s auditor.

LEAD VENTURES INC. (FORMERLY MACCABI VENTURES INC.)
STATEMENTS OF FINANCIAL POSITION
(Expressed in Canadian dollars)

NOTE

December 31, 2017

June 30, 2018
(unaudited)

ASSETS

CURRENT
Cash
GST receivable
Prepaid expenses

$
6

TOTALCURRENTASSETS

61,782
17,858
90,000

S

169,640

Exploration and evaluation asset

4

TOTAL ASSETS

6,637
35,000

-

$

1,216
3,921
1,500

169,640

$

41,637

91,651

$

98,651
20,774

LIABILITIES AND SHAREHOLDERS’ EQUITY

CURRENT LIABILITIES
Accounts payable and accrued liabilities
Due to related party

$
6

-

TOTALLIABILITIES

91,651

119,425

940,866
63,644
(926,521)

422,866
63,644
(564.298)

77,989

(77,788)

SHAREHOLDERS’ EQUITY
Share capital
Contributed surplus
Deficit

5

TOTAL SHAREHOLDERS’ EQUITY
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY

$

169,640

$

Subsequent Event (Note I)
Approved and authorized by the Board on August 29, 2018

‘Rana Vig”

Director

“David Goertz”

Director

The accompanying notes are an integral part of these condensed interim financial statements

41,637

LEAD VENTURES INC. (FORMERLY MACCASt VENTURES INC.)
STATEMENTS OF FINANCIAL POSITION
(Expressed in Canadian dollars)
Three months ended
june30
2018
2017

NOTE
EXPENSES
Cnnsulting fees
Filing fees
Management fees
Office and miscellaneous
Professional fees
Property investigation costs
Loss before other items
Impainnentof exploration and
evaluation asset
Net loss and comprehensive loss

LOSS PER SHARE

-

BASIC AND DILUTED

WEIGHTED AVERAGE NUMBER OF
SHARES OUTSTANDING

6

60,000
2,609
60,000
39,619
22,667
50,000

6

$
4

(234,895)

Six months ended
June30
2018

90000
4,657
120,000
39,899
22.667
50,000

-

3,754
6,000
7,538
3,165
-

$

(35,000]

(20457]

$

(327,223)

-

10,684
12,000
15.114
5630
-

S

(35,000)

-

2017

(43,428]
-

$

(269,395)

$

120,457)

$

(362,223)

$

(43,428)

$

(0.06)

$

(0.02)

$

(0.14)

$

(0.03)

3,991,141

1,152,500

3,040,865

The accompanying notes are an integral part of these condensed interim financial statements

1,152,500

June 30, 2018
$940,866

-

218.000

300,000

-

-

-

(73,214)

73.244

-

-

-

-

Convertible
Debenture

The accompanying notes are an integral part of these condensed inlerim financial slatements

4,906,500

-

L ,744,000

Issuance of common stocL for cash

Net loss and comprehensive loss

2,000.000

-

-

Conversion of convertible debt

422.866

1,162.500

Balance, January I. 2018
Issuance of convertible debt

420.366

-

1,152,000

420.366

-

Amount

1,152.500

Number

Common Shnres

Balance, June 30, 2017

Balance, January 1, 2017
Net loss and comprehensive loss

NOTE

LEAD VENTURES INC. (FORMERLY MACCABI VENTURES INC.)
STATEMENTS OF CHANCES IN SHAREHOLDERS’ EQUITY
(Expressed in Canadian dollars)

$ 63,644

-

-

-

63,644

$ 63,644

-

63,644

Contributed
Surplus

$ (926,521)

(362,223)

-

-

-

(564,298)

$ (476,811)

(435,363)
(43,428)

Deficit

$ 77,989

(362,223)

218,000

226,756

(77,788)
73,244

$ 5,199

48,627
(43,428)

Total

LEAD VENTURES INC. (FORMERLY MACCABI VENTURES INC.)
STATEMENTS OF CASH FLOVS
FOR SIX MONTHS ENDED JUNE 30,
(UNAUDITED)
(Expressed in Canadian dollars)
2017

2018
OPERATING ACTIVITIES
Net loss
Adjustments for non-cash items:
Impairment of exploration and evaluation asset
Changes in non-cash working capital balances
GST receivable
Prepaid expenses
Accounts payable and accrued liabilities
Due to related party
Cash used in operating activities

$ (362,223)
35,000

(13,937)
(88,500)
(7,000)
(20,774)
(457,434)

FINANCING ACTIVITIES
Private placement, net of issuance costs
Issuance of convertible debt
Cash flows from financing activities

2 18,000
300,000

CHANGE IN CASH
CASH, BEGINNING OF YEAR
CASH, END OF YEAR

60,566
1.216
$61,782

518,000

The accompanying notes are an integral part of these condensed interim financial statements

$

(43,428)
-

(1,289)
1,116
4,060
12,000
(27,541)

-

-

-

(27,541)
29,818
$2,277

LEAD VENTURES INC. (FORMERLY MACCABI VENTURES INC.)
NOTES TO THE FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED JUNE 30,2018
(Expressed in Canadian dollars)
NATURE OF OPERATIONS
Lead Ventures Inc. (formerly Maccabi Ventures Inc.) (the “Company”) was incorporated on November 13, 2014
under the Laws of British Columbia and is an exploration stage public company of which shares trade on the
Canadian Securities Exchange (“CSE”) under the symbol of “LEAD”.
On July 26, 2018, the Company entered into a transaction agreement (the “Agreement”) with PalliaTech, Inc.
(“Palliatech”), a private Delaware corporation and integrated medical and wellness cannabis operator in the
United States. The Company and PalliaTech will effectuate a business combination that will result in the
acquisition of control of the Company by the shareholders olPalliaTech and the listing for trading of the shares
of the resulting issuer on the CSE. Pursuant to the agreement, the resulting issuer will become the indirect parent
and sole voting stockholder of PaltiaTech.
The Company’s head office is Suite 610-700 West Pender Street, Vancouver, British Columbia, Canada. The
registered and records office is Suite 885 West Georgia Street, Vancouver, British Columbia, Canada.
Goine Concern
These condensed interim financial statements have been prepared on a going concern basis of presentation, which
assumes that the Company will continue operations for the foreseeable future and be able to realize the carrying
value of its assets and discharge its liabilities and commitments in Ihe normal course of the business. The
Company’s ability to continue as a going-concern is dependent upon its ability to obtain additional financing and
to achieve profitable operations in the future. These condensed interim financial statements do not reflect
adjustments that would be necessary if the going concern assumption was not appropriate. These adjustments
could be material.
2.

SIGNIFICANT ACCOUNTING POLICIES
Statement of compliance
The condensed interim financial statements (the “Financial Statements”) of the Company have been prepared in
accordance with International Financial Reporting Standards (“IFRS”) issued by the International Accounting
Standards Board (“IASB”) and Interpretations issued by the International Financial Reporting Interpretations
Committee (“IFRIC”). Therefore, these Financial Statements comply with International Accounting Standard
(“lAS”) 34, Interim Financial Statements.
These condensed interim financial statements do not include all of the information required of a full annual
financial report and are intended to provide users with an update in relation to events and transactions that are
significant to an understanding of the changes in financial position and performance of the Company since the
end ofthe last annual reporting period. These condensed interim financial statements follow the same accounting
policies and methods of application as the Company’s most recent annual financial statements. It is therefore
recommended that this financial report be read in conjunction with the annual financial statements of the Company
for the year ended December31, 2017.
New standard IFRS 9 “Financial Instruments”
The Company has adopted IFRS 9, Financial Instruments (IFRS 9) effective January I, 2018 on a retrospective
basis and applied the transitional provision, so that any adjustments would be recorded in opening retained
earnings at January 1,2018. IFRS 9 addresses the classification, measurement and recognition of financial assets
and financial liabilities the adoption of IFRS 9 supersedes the guidance relating to the classification and
measurement of financial instruments in lAS 39, Financial Instruments: Recognition and Measurement (lAS 39).
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LEAD VENTURES INC. (FORMERLY MACCABI VENTURES INC.)
NOTES TO THE FINANCIAL STATEMENTS
FOR THE THREE MONThS ENDED JUNE 30,2018
(Expressed in Canadian dollars)
2.

SIGNIFICANT ACCOUNTING POLICIES (cont’d)
IFRS 9 requires financial assets to be classified into three measurement categories on initial recognition: (i) those
measured at fair value through profit and loss, (ii) those measured at fair value through other comprehensive
income and (iii) those measured at amortized cost. Measurement and classification of financial assets is dependent
on the entity’s business model for managing the financial assets and the contractual cash flow characteristics of
the financial asset. For financial liabilities, the IFRS 9 requirements are similar to those of lAS 39. The main
distinction is that, in cases where the fair value option is chosen for financial liabilities, the part of a fair value
change relating to an entity’s own credit risk is recorded in other comprehensive income rather than the income
statement, unless this creates an accounting mismatch.
IFRS 9 introduces a single expected credit loss model for calculating impairment for financial assets, which is
based on changes in credit quality since initial recognition. The adoption of the expected credit loss impairment
model did not have a significant impact on the Company’s condensed consolidated interim financial statements
and did not result in a transitional adjustment.
The Company has no hedges on its condensed consolidated interim financial statements for the reporting period.
The Company has concluded that the adoption of IFRS 9 did not require any transitional adjustments to the
classification or measurement of the Company’s financial assets and financial liabilities.
New standard IFRS 15 Re;’enae from Contracts with Customers

The Company has adopted IFRS 15, Revenue from Contracts with Customers (“IFRS 15”) effective January 1,
2018 on a retrospective basis and applied the transitional provisions, so that any adjustments would be recorded
in opening retained earnings at January 1,2018.
IFRS 15 supersedes lAS 18—Revenue, lAS II Construction Contracts, and other revenue related interpretations.
The standard outlines the principles that must be applied to measure and recognize revenue and the related cash
flows. Revenue is recognized at an amount that reflects the consideration to which the entity expects to be entitled
in exchange for transferring goods or services to a customer. The principles in IFRS IS will be applied using the
following five steps:
—

1.
2.
3.
4.
5.

Identify the contract(s) with a customer
Identify the performance obligation in the contract
Determine the transaction price
Allocate the transaction price to the performance obligations in the contract
Recognize revenue when (or as) the entity satisfies a performance obligation

The Company has concluded that the implementation ofIFRS IS did not have a material effect on the Company’s
income statement.
3.

NEW ACCOUNTING STANDARDS ISSUED BUT NOT YET EFFECTIVE
Neii’ standard IFRS 16 ‘Leases”
This new standard replaces lAS 17 “Leases” and the related interpretative guidance. IFRS 16 applies a control
model to the identification of leases, distinguishing between a lease and a service contract on the basis of whether
the customer controls the asset being leased. For those assets determined to meet the definition of a lease, IFRS
16 introduces significant changes to the accounting by lessees, introducing a single, on-balance sheet accounting
model that is similar to current finance lease accounting, with limited exceptions for short-term leases or leases
of low value assets. Lessor accounting is not substantially changed. The standard is effective for annual periods
beginning on or after January 1, 2019, with early adoption permitted for entities that have adopted IFRS 15.
Overall, the Company does not expect the implementation of IFRS 16 to have a significant impact on its assets
or liabilities.
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LEAD VENTURES INC. (FORMERLY MACCABI VENTURES INC.)
NOTES TO THE FINANCIAL STATEMENTS
FOR THE ThREE MONTHS ENDED JUNE 30, 2018
(Expressed in Canadian dollars)
4.

EXPLORATION AND EVALUATION ASSET
Copper King Project
Exploration
Costs

Acquisition
Costs
Balance, December 31,2017
Acquisition costs
Exploration cost recover)
Impairment
Balance, December 3 I

18,659

14,000
2.500

(159)
(18,500)

(16.500)
-

32,659
2,500
(159)
(35,000)

-

-

S

Total

S

-

$

-

During the period ended June 30. 2018, the Company decided to fully impair the property.
5.

SHARE CAPITAL
On March 22, 2018, the Company issued convertible debentures for proceeds of $300,000. On March 27,
2018, all of the convertible debentures were converted to 2,000,000 common shares and 2,000000 warrants.
On April 4,2018, the Company completed a private placement with gross proceeds of 5218,000 by issuing
1,734,000 common shares.
A summary of the Company’s ‘varrants are as follows:
Number of Warrants
December3l,2017

-

Issued

3.744,000

June 30. 2018

3,744,000

The weighted average life and weighted average exercise price is 1.8 years and $0.19, respectively.
6,

RELATED PARTY BALANCES AND TRANSACTIONS
At June 30,2018, a balance of Nil (December 31,2017 520,774) is due to a director.
-

During the period ended June 30. 2018, 560.000 was prepaid to directors for consulting fees that have yet to be
performed.
Key management personnel include the directors of the Company. The remuneration of key management is as
follows:

Management fees

$

June3O,20l8
120,000

June3O,20l7
12,000
$

During the period ended June 30, 2018, $30,000 was paid to a relative of a director in consulting fees.
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LEAD VENTURES INC.
(FORMERLY MACCABI VENTURES INC.)
CONDENSED INTERIM FINANCIAL STATEMENTS
FORTHE THREE MONTHS ENDED
MARCH 31, 2018
(unauditcd)

NOTICE TO SIIAkEIIOLDERS

Under National Instrument 51-102, Pan 4, subsection 4.3(3)(a). if an auditor has not performed a review of
the interim financial statements, they must be accompanied by a notice indicating that the financial
statements have not been reviewed by an auditor.
The accompanying unaudited interim consolidated financial statements of Lead Ventures Inc. (the
“Company”) have been prepared by and are the responsibility of the Company’s management.
The Company’s independent auditor has not performed a review of these financial statements in accordance
with the standards established by the Chartered Professional Accountants of Canada for a review of interim
financial statements hy an entity’s auditor.

LEAD VENTURES INC. (FORMERLY MACCABI VENTURES INC.)
STATEMENTS OF FINANCIAL POSITION
(Expressed in Canadian dollars)

NOTE March 31, 2018
(unaudited)

December31, 2017

ASSETS

CL’RRENT
Cash
Otherreceivable
Prepaid expenses

$
7

TOTALCURRENTASSETS
Exploration and evaluation asset

4

TOTAL ASSETS

S

216,746
6,921
41.500

S

1,216
3,921
1,500

265,167

6,637

35.000

35.000

300.167

S

41,637

98,651
21,632

$

98,651
20,774

LIABILITIES AND SHAREHOLDERS’ EQUITY

CURRENT LIABILITIES
Accounts payable and accrued liabilities
Due to related party

$
6

TOTAL LIABILITIES

120,283

119.425

722,866
63,644
(606,626)

422,866
63,644
(564,298)

179,884

(77.788)

SHAREHOLDERS’ EQUITY
Share capital
Contributed surplus
Deficit

5
5

TOTAL SHAREHOLDERS’ EQUITY
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY

S

300,167

$

Approved and authorized by the Board on May 30, 2018

‘Rana Jig’

Director

David Gaertz”

Director

The accompanying notes are an integral part of these condensed interim financial statements

41,637

LEAD VENTURES INC. (FORMERLY MACCABI VENTURES INC.)
STATEMENTS OF COMPREHENSIVE LOSS
FOR THE THREE MONTHS ENDED MARCH 31,
(UNAUDITED)
(Expressed in Canadian dollars)

Note

2018

2017

EXPENSES

$

Filing fees
Management fees
Office and miscellaneous
Professional fees

6,930

$

40,000

6,000

280

7,576
2,465

-

NET LOSS AND COMPREHENSIVE LOSS
LOSS PER SHARE

2,048

—

BASIC AND DILUTED

WEIGHTED AVERAGE NUMBER OF SHARES
OUTSTANDING

S

(42,328)

$

(22.971)

S

(0.03)

S

(0.01)

1,251,389

1,152,500

The accompanying notes are an integral part of these condensed interim financial statements
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MACCABI VENTURES INC.
STATEMENTS OF CASH FLOWS
FOR THREE MONTHS ENDED MARCH 31.
(UNAUDITED)
(Expressed in Canadian dollars)
2018

OPERATING ACTIVITIES
Net loss for the year
Changes in non-cash working capital balances
Otherreceivable
Prepaid expenses
Accounts payable and accrued liabilities
Due to related party
Cash used in operating activities

$ (12,328)
(3,000)
(30,000)
-

858
(84,470)

FINANCING ACTIVITIES
Issuance of convertible debt
Cash used in financing activities

300,000
300,000

CHANGE IN CASH
CASH. BEGINNING OF YEAR
CASH.ENDOFYEAR

215.530
1,216
$216,746

The accompanying notes are an integral part of these condensed interim financial statements

2017

S

(22,971)
(1,117)
1,116
2,538
6,000
(14,434)

-

-

(11,434)
29,818
S15384

LEAD VENTURES INC. (FORMERLY MACCABI VENTURES INC.)
NOTES TO THE FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31,2018
(Expressed in Canadian dollars)

NATURE OF OPERATIONS
Lead Ventures Inc. (formerly Maccabi \‘entures Inc.) (-the Company’)was incorçorated onNovember (3, 2014
under the Laws of British Columbia and is an exploration stage public company of which shares trade on the
Canadian Securities Exchange (“CSE”) under the symbol of “LEAD”.
The Company is engaged in the acquisition, exploration and development of exploration and evaluation assets.
The Company’s head office is Suite 820-1130 West Pender Street, Vancouver, British Columbia, Canada. The
registered and records office is Suite 704—595 Howe Street, Vancouver, British Columbia, Canada.
Gointz Concern
These condensed interim financial statements have been prepared on a going concern basis of presentation, which
assumes that the Company will continue operations for the foreseeable future and be able to realize the carrying
value of its assets and discharge its liabilities and commitments in the normal course of the business. The
Company’s ability to continue as agoing-concern is dependent upon its ability to obtain additional financing and
to achieve profitable operations in the future. These condensed interim financial statements do not reflect
adjustments that would be necessary if the going concern assumption was not appropriate. These adjustments
could be material.
2.

SIGNIFICANT ACCOUNTING POLICIES
Statement of compliance
The condensed interim financial statements (the “Financial Statements”) of the Company have been prepared in
accordance with International Financial Reporting Standards (“IFRS”) issued by the International Accounting
Standards Board (“IASB”) and Interpretations issued by the International Financial Reporting Interpretations
Committee (“IFRIC”). Therefore, these Financial Statements comply with International Accounting Standard
(lAS”) 34, Interim Financial Statements.
These condensed interim financial statements do not include all of the information required of a full annual
financial report and are intended to provide users with an update in relation to events and transactions that are
significant to an understanding of the changes in financial position and performance ofthe Company since the end
of the last annual reporting period. These condensed interim financial statements follow the same accounting
policies and methods of application as the Company’s most recent annual financial statements. It is therefore
recommended that this financial report be read in conjunction with the annual financial statements of the
Company for the year ended December 3 I, 2017.
This is the first set of the condensed consolidated interim financial statements where IFRS IS and IFRS 9 have
been applied.
New standard IFRS 9 “Financial Instruments”
The Company has adopted IFRS 9, Financial Instruments (IFRS 9) effective January 1,2018 on a retrospective
basis and applied the transitional provision, so that any adjustments would be recorded in opening retained
earnings at January 1,2018. IFRS 9 addresses the classification, measurement and recognition of financial assets
and financial liabilities the adoption of IFRS 9 supersedes the guidance relating to the classification and
measurement of financial instruments in lAS 39, Financial Instruments: Recognition and Measurement (lAS 39).
IFRS 9 requires financial assets to be classified into three measurement categories on initial recognition: (i) those
measured at fair value through profit and loss, (ii) those measured at fair value through other comprehensive
income and (iii) those measured at amortized cost. Measurement and classification of financial assets is
dependent on the entity’s business model for managing the financial assets and the contractual cash flow
characteristics of the financial asset. For financial liabilities, the IFRS 9 requirements are similar to those of lAS
39. The main distinction is that, in cases where the fair value option is chosen for financial liabilities, the part ofa
fair value change relating to an entity’s own credit risk is recorded in other comprehensive income rather than the
income statement, unless this creates an accounting mismatch.
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LEAD VENTURES INC. (FORMERLY MACCABI VENTURES INC.)
NOTES TO THE FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31,2018
(Expressed in Canadian dollars)
2.

SIGNIFICANT ACCOUNTING POLICIES (cont’d)
IFRS 9 introduces a single expected credit loss model for calculating impairment for financial assets, which is
based on changes in credit quality since initial recognition. The adoption of the expected credit loss impairment
model did not have a significant impact on the Company’s condensed consolidated interim financial statements
and did not result in a transitional adjustment.

The Company has no hedges on its condensed consolidated interim financial statements for the reporting period.
The Company has concluded that the adoption of IFRS 9 did not require any transitional adjustments to the
classification or measurement of the Company’s financial assets and financial liabilities.
Ncw standard IFRS 15 Revenue from contracts wills custoners

The Company has adopted IFRS 15, Revenue from Contracts with Customers (“IFRS IS”) effective January I,
2018 on a retrospective basis and applied the transitional provisions, so that any adjustments would be recorded in
opening retained earnings at January I, 2018.
IFRS 15 supersedes lAS IS— Revenue, lAS II
Construction Contracts, and other revenue related
interpretations. The standard outlines the principles that must be applied to measure and recognize revenue and
the related cash flows. Revenue is recognized at an amount that reflects the consideration to which the entity
expects to be entitled in exchange for transferring goods or services to a customer.
—

The principles in IFRS IS will be applied using the following five steps:
I.
2.
3.
4.
5.

Identify the contract(s) with a customer
Identify the performance obligation in the contract
Determine the transaction price
Allocate the transaction price to the performance obligations in the contract
Recognize revenue when (or as) the entity satisfies a performance obligation

The Company has concluded that the implementation oflFRS 15 did not have a material effect on the Company’s
income statement.
3.

NEW ACCOUNTING STANDARDS ISSUED BUT NOT YET EFFECTIVE
Neii’ standard JFRS 16 Leases”
This new standard replaces lAS 17 “Leases” and the related interpretative guidance. IFRS 16 applies a control
model to the identification of leases, distinguishing between a lease and a service contract on the basis of whether
the customer controls the asset being leased. For those assets determined to meet the definition of a lease, IFRS 16
introduces significant changes to the accounting by lessees, introducing a single, on-balance sheet accounting
model that is similar to current finance lease accounting, with limited exceptions for short-term leases or leases of
low value assets. Lessor accounting is not substantially changed. The standard is effective for annual periods
beginning on or after January I, 2019, with early adoption permitted for entities that have adopted IFRS 15.
Overall, the Company does not expect the implementation of IFRS 16 to have a significant impact on its assets or
liabilities.
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LEAD VENTURES INC. (FORMERLY MACCAB! VENTURES INC.)
NOTES TO THE FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31,2018
(Expressed in Canadian dollars)
4.

EXPLORATION AND EVALUATION ASSET
Copper King Project

Balance, December31, 2016
Acquisition costs
Exploration cost recovery
Balance. December31. 2017 and March 31.2018

Acquisition
Costs

Exploration
Costs

14,000
2,500

18,659

—

S

16,500

—

(159)
S 1 8,500

Total
32.659
2.500
(159)
S 35,000

Pursuant to an option atreement dated November 28, 2014, with Rich River Exploration Ltd. (the “Optionor’),
(he Company was granted an option to acquire a 100% undivided interest in the Copper King Project property (tIle
“Property”), located near Olsen Lake, north of Powel River, British Columbia.
To earn the 100% interest, the Company agreed to issue 625,000 common shares to the Optionor, make cash
payments totalling 550,000, and incur a total of $400,000 in exploration expenditures as follows:
Common
Shares
Upon execution of the agreement (paid)
Upon listing of the Company’s common shares on the
Canadian Securities Exchange (October 20, 2015) (the
“Listing”) (issued)
On or before October 20, 2016 (issued)
On or before October 20, 2017 (issued)
On or before October 20,2018
On or before October 20, 2019
On or before October 20, 2020
Total

—

50,000
75,000
100,000
200,000
200,000
—

625,000

Cash
$

5,000

Exploration
Expenditures
S

—

—

—

—

—

—

—

10,000
15,000
20,000

100,000
100,000
200,000

$ 50,000

$ 400,000

The Optionor retains a 3°4 Net Smelter Returns royalty on the Property. The first 1% of the royalty can be
purchased by the Company at $750,000 and the 2% remaining can be purchased for 5900.000.
5.

CONVERTIBLE DEBENTURES
During the period ended March 31, 2018, the Company issued convertible debentures for proceeds of 5300,000.
The convertible debentures have an interest rate of 11% per annum. The principal amount plus any accrued
interest may be convertible into units of the Company at a conversion price ofSO. IS per unit. Each unit consists of
one common share of the Company and one share purchase warrant exercisable at a price of 50.20 per warrant for
a period of two years from the conversion date. The equity value attributable to the debentures was determined to
be $73,244 per the residual method. On March 27, 2018 all the convertible shares were converted to 2,000,000
common shares of the Company.
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LEAD VENTURES INC. (FORMERLY MACCABI VENTURES INC.)
NOTES TO THE FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31,2018
(Expressed in Canadian dollars)

6.

SHARE CAPITAL
Authorized
The Company is authorized to issue an unlimiied number of common and preferred shares without par value.
Issued
Common shares
During the three months ended March 31,2018,2,000,000 common shares of the Company were issued
in connection with the conversion olthe convertible debentures.
(I)

During the year ended December 31, 2017, the Company issued 10,000 common with a fair value of
S2.500 as an option payment on the Copper King property (Note 5).

During the year ended December 31.2016, the Company issued 12,500 common shares with a fair value of
$9,000 as an option payment on the Copper King Project. Refer to NoteS.
b)

Warrants
A summary of the Company’s warrants are as follows:
Number of Warrants

December31, 2015
Expired
December 31, 2016
Expired
December3l,2017

6.

Exercise Price

282,000

$0.60

(250,000)

S0.50

32,000

$1.00

(32,000)

$1.00

-

Issued

2,000.000

March 3 I, 2018

2,000,000

-

$0.20
-

SHARE CAPITAL (cont’d)
c)

Stock options
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LEAD VENTURES INC. (FORMERLY MACCABI VENTURES INC.)
NOTES TO THE FINANCIAL STATEMENTS
FOR TIlE THREE MONTHS ENDED MARCH 31, 2018
(Expressed in Canadian dollars)

Options maybe granted under the Stock Option Plan to such the directors, officers, employees, management
or consultants of the Company and its affiliates. if any, as the Board of Directors may from time to time
designate. The exercise price of option grants will be determined by the Board of Directors, but will not be
less than the closing market price of the Common Shares on the Exchange less allowable discounts at the
time of grant. The Stock Option Plan provides that the number of Common Shares that may be reserved for
issuance to any one individual upon exercise of all stock options held by such individual may not exceed 5%
of the issued Common Shares, if the individual is a director, officer, employee or consultant, or 1% of the
issued Common Shares, if the individual is engaged in providing investor relations services, on a yearly basis.
All options granted under the Stock Option Plan will expire not later than the date that is ten years from the
date that such options are granted. Options terminate earlier as follows; (i) immediately in the event of
dismissal with cause; (ii) 90 days from date of termination other than for cause; or(iii) one year from the date
of death or disability. Options granted under the Stock Option Plan are not transferable or assignable other
than by will or other testamentan’ instrument or pursuant to the laws of succession.
As of March 3 I, 2018, the Company has not granted any stock options.
7.

RELATED PARTY BALANCES AND TRANSACTIONS
Parties are considered to be related if one party has the ability, directly or indirectly, to control the other party or
exercise significant influence over the other party in making financial and operating decisions. Related parties
may be individuals or corporate entities. A transaction is considered to be a related party transaction when there is
a transfer of resources or obligations between related parties.
During the period ended March 31, 2018, the Company received $90,000 in gross proceeds through issuance of
convertible debentures to directors of the Company.
At March 31,2018, a balance of$2 1,632 (December 31,2017 —$20,774) is due to a director.
During the period ended March 31, 2018 $40,000 was prepaid to directors for consulting fees that have yet to be
performed.
Key management personnel include the directors of the Company. The remuneration of key management is as
follows;

Management fees paid to directors
8.

March 31, 2018
S
40.000

March 31, 2017
6,000
S

SUBSEQUENT EVENTS
On April 4,2018, the Company issued 1,744.000 units in a non-brokered private placement at 50.125 per unit for
proceeds ofS2 18,000. Each unit was comprised of one common share of the Company and one transferable share
purchase warrant which is exercisable into one additional common share of the Company at $0.17 per common
share until April 4,2020.
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Schedule C

—

Pro-Forma Financial Statements of Curaleaf

(See anciched)

c-I

UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL INFORMATION
(Amounts in thousands, except share and per share amounts)
Introduction
Curaleaf, Inc. (“Curaleal”) (formerly PalliaTech, Inc.) is providing the following unaudited pro forma
condensed combined financial information to aid you in ynur analysis of the financial aspects of the proposed
business combination between, inter alia, Lead Ventures Inc. (“LVI”) and Curaleaf pursuant to which, among other
things, the secudtyholders of Curaleaf will complete a reverse take-over of LVI, and the subordinate voting shares
(the “Subordinate Voting Shares”) of the resulting issuer (the “Resulting Issuer”) will be listed for trading on the
Canadian Securities Exchange (the “Business Combination”) and related transactions (collectively, the
“Transactions”).
The following unaudited pro forma condensed combined statement of financial position as of June 30, 2018
combines the unaudited historical consolidated statement of financial position of Curaleaf as of June 30, 2018 with
the unaudited historical condensed consolidated statement of financial position of LVI as of June 30, 2018, giving
effect to the Transactions as if they had been consummated on June 30, 2018. The unaudited historical condensed
consolidated statement of financial position of LVI has been prepared in Canadian dollars.. For purposes of the
unaudited pro forma condensed combined statement of financial position the numbers have been translated into US
dollars using an exchange rate of I US dollar for 1.32 Canadian dollars.
The following unaudited pro forma condensed combined statement of operations for the six months ended June
30, 2018 combines the unaudited historical consolidated statement of operations of Curaleaf for the six months
ended June 30, 2018 with the unaudited historical condensed consolidated statement of operations of LVI for the six
months ended June 30, 2018, giving effect to the Transactions as if they had occurred as of the beginning of the
earliest period presented. For purposes of the unaudited pro forma condensed combined statement of operations the
numbers have been translated into US dollars using an exchange rate of I US dollar for I .32 Canadian dollars.
The following unaudited pro forma condensed combined income statement for the year ended December31,
2017 combines the audited historical statement of operations of Curaleaf for the year ended December 31, 2017 with
the audited historical statement of operations of LVI for the year ended December 31,2017, giving effect to the
Transactions as if they had occurred as of the beginning of the earliest period presented. For purposes of the
unaudited pro forma condensed combined statement of operations the numbers have been translated into US dollars
using an exchange rate of I US dollar for 1.29 Canadian dollars.
The historical financial information of Curaleaf was derived from the unaudited consolidated financial
statements of Curaleaf for the six months ended June 30, 2018 and the audited consolidated financial statements of
Curaleaf for the year ended December 31, 2017, included in the listing statement of the Resulting Issuer
(the “Listing Statement”). The historical financial information of LVI was derived from the unaudited condensed
financial statements of LVI for the six months ended June 30, 2018 and the audited financial statements of LVI for
the year ended December 31,2017, included in the Listing Statement. This information should be read together with
Curaleafs and LVI’s audited and unaudited financial statements and related notes, the sections titled “Mane gement’s
Discussion and Analysis” and other financial information included in the Listing Statement.
Description of the Transactions
The unaudited pro forma condensed combined financial information gives pro forma effect to the following
transactions:
SR Offering and Business Conthhzarion

Prior to the completion of the Business Combination, a private placement of 45,422,167 subscriptinn receipts
(the ‘SR Offering’) for gross proceeds of $398,716 will be completed by 1177687 B.C. Ltd. (“Curaleaf FinCo”), a
single purpose entity incorporated for the SR Offering, at $87787 per subscription receipt. As part of the Business
Combination, the subscription receipts “ill subsequently be exchanged for their underlying common shares of
CuraleafFinco (“Curaleaf FinCo Shares’), and upon the completion of certain specified conditions, the former
holders of subscription receipts will exchange their Ctiraleaf FinCo Shares for Subordinate Voting Shares nfthe
Resulting Issuer.
Prior to the closing of the Business Combination, Curaleaf and 1177679 B.C. Ltd. will merge in accordance
with the applicable laws of the State of Delaware (the “Merger”), pursuant to which Subordinate Voting Shares will
be issued to all Curaleaf shareholders, and Curaleaf will continue as the surviving corporation and as a
wholly-owned subsidiary of LVI governed by the laws of the State of Delaware. Immediately prior to the Merger,
Gociter Holdings Ltd. will contribute shares of Curaleaf common stock and other cash consideration to the Resulting
Issuer, pursuant to which Gociter Holdings Ltd. will be entitled to receive 32.71 multiple voting shares of the
Resulting Issuer (‘Multiple Voting Shares”) for each one Curaleaf share of common stock and other cash
consideration contributed immediately prior to the completion of the Merger. Upon completion of the Merger, the
Curaleaf shareholders will be entitled to receive 32.71 Subordinate Voting Shares for each one Curaleaf share of
common stock then held and exchanged.
Pursuant to the Business Combination, a series of transactions will be completed as a result of which the
Resulting Issuer will become the parent ofCuraleaf, and pursuant to the SR Offering for gross proceeds of $398,746
at a price of 58.7787 per subscription receipt, securityholders of Curaleaf \‘ill become the holders of approximately
91.0% of the issued and outstanding equity of the Resulting Issuer, while holders of Subordinate Voting Shares
(being former LVI shareholders and former holders of subscription receipts) will become the holders of
approximately 9.0% of the issued and outstanding equity of the Resulting Issuer.
Unsecured Related Party Debt Financings
On each of July 10,2018, July 26, 2018, August 2, 2018 and August 9,2018. Curaleaf completed an unsecured
private placement financings of $2,000, $2,100. $2,100 and $2,100, respectively, with related parties for aggregate
borrowings of $8,300. The notes mature between November 4,2018 and December 7,2018, and bear interest at a
rate of 11% per annum. The total amount of the financings is expected to be repaid in full prior to the closing of the
Business Combination. See “Repayment of Unsecured Related Pam’ Debt” below.
Senior Secured Debt Financing
On August 24, 2018, Curaleaf entered into an $85,000 senior secured debt facility (the “Cetus Senior Debt”) to
Cetus Investments Limited (“Cetus”). On August 27, 2018, Curaleaf drew down the first tranche under the facility
for $32,445. In connection with this agreement, Curaleaf paid a fee of $1,700 upon the initial financing. The debt
matures on August 23, 2021 and bears interest at a rate of 15% per annum, of which 10% is payable in cash
quarterly and 5% is payable in kind. The Cetus Senior Debt is secured by a guarantee of each wholly-owned direct
and indirect subsidiaries of Curaleaf, as well as a pledge of Curaleaf’s assets and each such guarantor.
In connection with the issue of the Cetus Senior Debt, Cetus was also issued warrants which are exercisable for
110,012 shares of common stock ofCuraleaf for a nominal value (prior to giving effect to the Business
Combination), which warrants will be exercised prior to completion of the Merger. While the Cetus Senior Debt is
outstanding, Curaleaf is subject to certain negative covenants, including restrictions on its ability to pay dividends,
invest in non-wholly owned entities and to incur non-subordinated debt.
The Cetus Senior Debt may be pre-paid in tranches of up to $25,000 or $50,000 upon 90 or 180 days’ prior
written notice. Any amount prepaid once the outstanding principal falls below $25,000 is subject to a prepayment
premium.
Repayment of Unsecured Related Pam Debt

In connection with the Cetus Senior Debt. Curaleaf is required to repay aggregate principal of $26,300,
consisting of $6,000 outstanding under the Senior Unsecured Notes —2020 and $20,300 in unsecured related party
borrowings made between May and August 2018. including accrued hut unpaid interest. On August 27, 2018,
Curaleaf repaid $18,456 pertaining to these related party borrowings, consisting of$18.000 in principal and $456 in
accrued interest.
Accounting for the Business Combination

The Business Combination with LVI will be accounted for in accordance with IFRS 2, Share Based Payments.
The Business Combination will be accounted for in the unaudited pro forma condensed combined statement of
financial position as a continuation of the financial statements of Curaleaf. together with a deemed issuance of
shares, equivalent to the shares held by the former shareholders of LVI, in return for the net assets of LVI and a
recapitalization of the equity of Curaleaf. The net assets of LVI will be stated at historical cost, with no goodwill or
other intangible assets recorded.
Basis ol Pro Forma Presentation
The historical financial information has been adjusted to give pro forma effect to events that are related and/or
directly attributable to the transactions described above, are factually supportable and are expected to have a
continuing impact on the results of the combined company. The adjustments presented on the unaudited pro forma
condensed combined financial statements have been identified and presented to provide relevant information
neces.sary for an accurate understanding of the combined company upon consummation of the Business
Combination.
The unaudited pro forma condensed combined financial information is for illustrative purposes only. The
financial results may have been different had the companies always been combined. You should not rely on the
unaudited pro forma condensed combined financial information as being indicative of the historical results that
would have been achieved had the companies always been combined or the future results that the combined
company will experience. Curaleaf and LVI have not had any historical relationship prior to the Business
Combination. Accordingly, no pro forma adjustments were required to eliminate activities between the companies.
The unaudited pro forma condensed combined financial information is based on assumptions and adjustments
that are described in the accompanying notes. The application of accounting guidance to certain recently completed
transactions, including the issuance of senior secured debt and warrants, is dependent upon certain valuations and
other studies that have yet to be completed. Accordingly, the pro forma adjustments reflected in the unaudited pro
forma condensed combined financial information are preliminary and based on estimates, subject to further revision
as additional inlormation becomes available and additional analyses are performed, and have been made solely for
the purpose of providing the unaudited pro forma condensed combined financial information. Differences between
the preliminary’ adjustments reflected in the unaudited pro forma condensed combined financial information and the
final application of the accounting guidance, which is expected to be completed as soon as practicable. may arise
and those differences could have a material impact on the accompanying unaudited pro forma condensed combined
financial information and the combined company’s future results of operations and financial position.

Curaleaf, Inc.
Pro Forma Condensed Combined Statement of Financial Condition as of June 30, 2018
(Unaudited)
(in thousands)
(Historical)
PalliaTect,, Inc.
Assets
Current assets:
Cash

S

Accounts receivable
T receivable
Inventory
Prepaid expenses and olhercttrrent assets
fliological assets
Total current assets
I’ropeny and equipntnt
Notes receivable
Intangible assets, net
C,aodwill
Investnnts
Otherassets
Total assets
Lialilirtes nod Shnrclml&’rs’ Equity
Current liabilities:
Accounts payable
Accrued expenses
Accounts payable and accrued expenses
Current portion emotes payable. related party
Total current liabilities
Deferred taxes
Notes payable related party

8154

Pro Forma
Adjustments

LVI

47

$

3,053

S

S

7,718
6,063

8,309
30,745
(18,090)
634
379,933

(I)
(2)
(3)
(5)
(6)

$

-

14

-

17,064
1.560
2363
32,594
41,898
23,558
28,069
60,453
4,111
4.617
195.330

$

Pro Fornut
Comtincd

Now

-

-

-

67

-

-

-

128

401.612

-

-

-

-

-

-

-

-

-

-

-

-

$

128

S

-

S

401.612

5

$

.

$
3,130

(4)

(I2.)
(8,860)

(3)

8,309
(6,)
(7,616)
30,745
(25,389)

(I)
(3)
(5)
(2)
(5)

69
19,039
32,850
1,633
11,349

—

Notes payable
Non-controlling interest contingency
Otherlong-tenu liabilities
Total liabilities

-

69
.

-

-

28,346
244
74,422

Shareholders’ equity:
Share capital

.

.

137,101

Contributed surplus
Treasury shares
Rjserves
Accunulated deficit

(3,466)
6.565
(16,059)

Total PalliaTech. Inc. shareholders’ equity
Redeenuble non-controlling interest contingency
Non-controlling interest contingency
Redeetmble non-controlling interest
Total shareholders’ equity
Totalliabilities and shareholders’ equity

121.141
(28.346)
1.335
23.778
120.908
195,330

(8,820)

712
379,933
11,716
(653)
(48)

48

-

S

7,738
9.203
69
7.039
24,059
1,633

6,033
30,745
2.957
243
65.671

_

69

409,813
3,053
14
17,061
1,627
2.763
434,333
41,898
23.55%
28,069
60,453
4,111
4,617
597,070

-

528,809
(3,466)
6,565

-

(701)

59
.

.

.

S

(6)
(5)
(7)
(7)

59
128

S

(3,140)
18,321
701
406,830
25,389
(1.335)
(20,452)
410,332
301.612

(4)
(5)
(7)

(878)
531.030
(2,957)

(5)
(5)
(5)

See accompanying tides to unaudited pro Joan a condensed combinedfinancial inforniation.

-

S

3,326
531,309
597,070

Curaleaf, Inc.
Pro Forma Condensed Combined Statement of Operations for the Six Months Ended June 30, 2018
(Unaudited)
(in thousands, except share and per share amounts)
(ID S torleul)
Pro F,trmu

l’rtt Forom

I’alllaTect,. Inc.
Revenues
Retail and wholesale revenue
Management fee income
Total revenues
Cost ofgoods sold
Increase (decrease) in fair value ofbktlogical assets
Goss potflt
Openliag expenses
Salaries and benefits
Sales and narketing
Rent and occupancy
Travel
tkolessional fees
(knenl and adrrinislntive
Consulting fees
Filing fees
Managennmt fees
Office and niscetloneous
Pmpetay investigation costs
Depreciation and anuflint’c,n
Sham-based con3aensalion
Total operating expenses
Loss foatnoperations
Gutter theonax (expense):
Interest income
Interest expense

$

$

9,258
1.272
2.043
1,296
3,808
2.157

Adjustttwnts
$

-

Nine

-

-

-

-

-

-

-

-

-

-

-

Coml,inrd
$

-

—

-

68
4
91
30

-

-

‘

—

2.533
1.161
2.3539
(9,8831

$

Net loss per sham attributable to PalliaTectt. Inc—basic and diluted

$

—

-

—

247
(247)

3,157
(2.026)

-

-

794
(2,631)

(27)
(27)
(273)

1.131
(8,752)

(3.863)
(27)
(733)
(10,863)

11.837)
(1.837)

-

-

.

12741

(8)
(9)

-

1273)
$

3,157

-

-

-

-

1832)
(ISO)
(9,793)
)2.W1)
(7.I)

-

$

11,837)
2.617
(4,454)

10.61)
I t.673.J5

See ae’conapanving notes to tt,taudrteci pro fonna condensed combined financial iofonnotion.

17,176
6.550
23,726
16.027
5.957
13,656
9,258
1,272
2,043
.296
3,824
2,157
68
4
91
30
38
2.542
1.161
23.786
(10,130)

-

‘

—

lnpainaaxnt ofexploralion and evaluation asset
Total other inconc (expense), net
Lass before provision fortheonax mass
Income tax recovery (expense)
fltratnt
Defened. net
Net loss and conprehensive loss
I,ess: Net loss atttihulable to mdcetmhte non-controlling interest
Net loss attributable to PattiaTech Inc.

Weighted avenge conmon shams outstanding—basic and diluted

7.176
6.550
23,726
16.027
5,957
13,656

LVI

(5)
$

(180)
(11,043)
13
(11.0561

Curaleaf, Inc.
Pro Farina Condensed Combined Statement of Operations for the Year Ended December 31, 2(117
(Unaudited)
(in thousands, eNcept share and per share amounts)
lit or) call
PaillaTcob. Inc.
Rc’.enues:
Retail arid ohinlesak tin orue
Man4crrtnl fee incuirr
Total revenues
Cost ofgrds soJ
Increase (decrease) in fair value ofbkrkrgicala,sei,

S

&inss profil

O1ientgig enjncnnes
Salaries and hcncfts
Saks and nuriciin2
Rent and occupancy
Tm; ci
Uann%olnrng fees
Filing fees
Managertiernl fees
OFfice and rascellaritinus

from opera lionns

-

-

-

-

-

-

7
35
14
14
19
II

-

-

-

,

(8)
(1%)

‘

-

$

(2.8181

Net los

$

(0.29)

per share aonboiabk to PalloaToejo, Inc —basic and diluted

Weighted as erage cotnmnn shares out,jandrng—bast and diluted

772
138
2,9%

-

808
(5,053)

-

(8)
(9)

(6.035)
159
(1.876)
(8.5211
(I 068)
(0,589)

-

(4.445)
(4.415)

-

((80)
-

(180)

(2.226)

Net loss atinbutable to PathaTech Inc.

35
14
II
9
4345
1.315
3,210
1547
21242
(6.6-IS)

-

-

259
2,560
(3,976)
( l,80Si
5,044)

Net (ross and cortnprelicnsove Loss
Is;; Not loss aitnhulabk in redeemable non-conlmthng interest

oc’cootponyiog

-

-

[ass hc&ore provision for income (sect
Provision fur income rants

9.358
9.955
19313
II .020
7213
5.597
6.914
(.532

38
2.990
((.5%)

Oilier iioconL’
Total niher inenno (c.qiense). net

S

-

-

Pro Forno
Cisnianed

Sole

-

4,333
1.315
3.210
2.547
21142
(6,535)

Oilier inconoc (copensel:
Coin on sale olsubsUbry
Corn on bargain purchase. net ofiax
Interest incornoc
Interest enpense

$

-

-

-

Ocrieral and adrnnisin (isn,
Deprecbliun and anvoinrion
Share-based eoigrrnsaiiinn
Total operating ropenses

See

$

6914
342
(.191

[Thniesseirial fees

[.055

9358
9.955
19313
11,029
7.3(3
(5.507

Pro Foram
Adjosumnis

LVI

(4.335)
2.417

-

S

((80)

$

(5,862)

9.909598

notes to zu;nodized pro fonnez condensed combined financial infonnoeioo.

(91

(5)

$

(0,780)

Pro Forma Adjustments to the Unaudited Condensed Combined Financial Information
(in thousands, cxcept share and per share amounts)

The unaudited pro fornia condensed combined financial statements include pro forma adjustments to give effect
to the Transactions. The pro forrna adjustments reflecting the completion of the Transactions are based upon the
accounting analysis conclusion that the Business Combination should be accounted as a continuation of the financial
statements of Curaleal, together with a deemed issuance of shares, equivalent to the shares heLd by the former
shareholders of LVI, in return for the net assets of LVI and a recapitalization of the equity of Curaleaf, and upon the
assumptions set forth below:
(I) To reflect the issuance by Curaleaf of $8,300 aggregate principal amount of unsecured private placement notes
to related parties, as if the notes had been issued as of June 30,2018.
(2) To reflect the drawdown by Curaleaf of $32,445 in funding in connection with the Cetus Senior Debt, net ofa
fee of$i,700, as if the funding had been received as of June 30, 2018.
(3) To reflect Curaleaf’s use of proceeds from the Cetus Senior Debt facility to repay $18,000 of unsecured related
party notes, including $6,000 outstanding under the Senior Unsecured Notes —2020 and $12,000 outstanding
under the Senior Unsecured Notes -2018, as if the repayment had occurred as olJune 30,2018. The
accounting for the warrants issued to the lender has not been reflected in the pro furma adjustment as Curaleaf
is still evaluating the accounting for the transaction.
(4) To reflect the payment of estimated legal, financial advisory and other professional lees related to the Business
Combination.
(5) To reflect the following transactions prior to the closing of the Business Combination: (i) the exercise of
warrants, options and convertible notes to purchase 413.041 shares of Curaleals common stock for aggregate
proceeds of S634; and (ii) the issuance of an aggregate 349,897 shares of Curalears common stock in
connection with the Connecticut Minority Buy-Out (acquisition of minority interests in PalliaTech CT, Inc.),
the Florida Minority Buy-Out (acquisition of minority interests in Curaleaf Florida, LLC.) Massachusetts
Minority Buy-Out (acquisition of minority interests in Cumleaf Massachusetts, Inc.) and the Oregon
Minority Buy-Out (acquisition of minority interests in Gmen Investment Group, Inc.), as if each of the
transactions were completed on June 30, 2018. For purposes of the pro forma condensed combined statements
of operations, reflects an adjustment to net loss attributable to redeemable non-controlling interest, as if the
Minority Buy-Outs occurred on January I, 2017,
(6) To reflect the sale and issuance by the Resulting Issuer, concurrent with the closing of the Business
Combination, of 45,422,167 Subordinate Voting Shares resulting from the conversion of the subscription
receipts issued in the SR Offering into common shares of Curaleaf Finco and their subsequent exchange for
Subordinate Voting Shares of the Resulting Issuer at a per share offering price of approximately $8.7787 for
proceeds of $379,933 (the SR Offering), net of$ 18,503 in agency commissions and related fees and $310 in
estimated other offering costs as if the SR Offering and Business Combination were completed on June 30,
2018.
(7) To record (i) the issuance of 335,120,559 Subordinate Voting Shares and 122,170,705 Multiple Voting Shares
of the Resulting Issuer in exchange for 100% of the outstanding equity of Curaleaf. (ii) the issuance of 188,646
Subordinate Voting Shares of the Resulting Issuer in exchange for 100% of the outstanding equity of LVI, and
(iii) the elimination of Lvi’s historical shareholders’ equity. The number of Subordinate Voting Shares of the
Resulting Issuer issued in exchange for 100% of the outstanding equity of LVI assumes a per share offering
price of 58.7787 and an exchange rate of one U.S. dollar for 1.3043 Canadian dollars.
(8) Represents an adjustment to eliminate interest expense on Curalears Senior Unsecured Notes 2020 and
Senior Unsecured Notes -2018, as if the notes were repaid on January 1.2017.
(9) To record interest expense in connection with the Cetus Senior Debt, as if the debt had been issued as of
January 1.2017.
—

Suhordinate Voting Shares of the Resulting Issuer Outstanding upon Closing of the Business Comhtnation

Based on the terms of the transaction agreement dated July 25, 2018 among LVI and Curaleal (the “Transaction
Agreement”), the estimated shares of Curaleaf and LVI outstanding prior to the Business Combination and the
preliminary estimated exchange ratios determined in accordance with the terms of the Transaction Agreement, the
number of Subordinate Voting Shares of the Resulting Issuer outstanding upon closing of the Business
Combination, on a pro forma basis, as if the Business Combination was completed on June 30, 2018, was
determined as follows:

Note

PalliaTech. Inc.
Common shares outstanding as at June 30,2018
Subordinaic Voting Shares of the Resulting Issuer issued
upon the Business Combination (I)
Additional shares issued since June 30.2018 to give effect
in Minority Buy Outs and optkrn / warrant exercises

Historical

Suhonlinate Voting
Shares cii
Resulting Issuer

11,822,830
(7)

386324,751

(5)

24553(X)

Dilutive securi&s (ESOP)

5ft9123l3

LVI
Common shares outstanding as at Jui 30,2018
Subordinaie Voting Shares of the Resulting Issuer issued
upon the Business Combination (2)

(7)

188,646

Cumleaf RiCo
Subordinate Voting Shares of the Resulting Issuer issued
as a result of the SR Offering

(6)

45,422,167

Total Subordinate Voting Shares of the Resulting Issuer outstanding
following the Business Combination (on a fully diluted basis)

3.9065

508,203577

(I) Represents the number of Subordinate Voting Shares of the Resuking Issuer to be issued in exchange for l00 of the
outstanding equity of Curakaf not exchanged for multiple voting shares of the Resulting Issuer, subct to the exchange ratio
of 132.71
(2) Represents the number of Subordinate Voting Shares of the Resuking Issuer to be issued in exchange for l% of the
outstanding equity of LVI, suhjct to the exchange ratio of 1:0.038-4

VERIFICATION

I, Krista Krebs hereby state that I am a principal of Keystone Center of
Integrative Weliness, a Phase I medical marijuana dispensary permit holder, and
Parea BioSciences, LLC, a Phase II grower/processor permit holder, both of which
are members of Medical Marijuana Advocates for Research (MMAR), that I am
an officer of MMAR authorized to speak on behalf of MMAR and its members,
and that the facts above set forth in the foregoing petition for review are true and
correct to the best of my knowledge, information and belief. I understand that the
statements herein are made subject to the penalties of 18 Pa.C.S.
to unsworn falsification to athoities).

Krebs

§

4904 (relating

IN THE COMMONWEALTH COURT OF PENNSYLVANIA
Medical Marijuana Advocates for
Research,
Petitioner,
v.

No.

MD 2018

Rachel L. Levine, MD, Secretary,
Pennsylvania Department of Health,
Respondent.

NOTICE TO ATTORNEY GENERAL OF CONTINGENT CHALLENGE
TO CONSTITUTIONALITY OF CHAPTER 20 OF THE MEDICAL
MARIJUANA ACT

To:

The Honorable Josh Shapiro, Attorney General of Pennsylvania:

1.

Pursuant to Pa. R.A.P. 521 and Pa. R.C.P. 235, notice is hereby given

that Petitioners’ petition for review challenges the Department of Health’s revised
temporary regulations that purport to implement the academic research provisions
contained in Chapter 20 of the Medical Marijuana Act, 35 P.S. § 10231.2001-2004
(Act or Medical Marijuana Act), as amended, P.L. 322, No. 43, June 22, 2018, 48
Pa.B. 5027 (Aug. 18, 2018), promulgating 28 Pa. Code § 1211.21-37 (Revised
Chapter 20 Regulations).

2.

One of the challenges is that the Revised Chapter 20 Regulations

unconstitutionally delegates the crucial governmental function of choosing medical
marijuana organization permittees to private parties in violation of Article 2, Section
1 of the Pennsylvania Constitution (the non-delegation doctrine).
3.

As an alternate theory, the petition for review also alleges that, to the

extent the regulations permitting the unconstitutional delegation are required by the
Act, the Act itself provides for an unlawful delegation of government responsibility
to a private entity in violation of Article 2, Section 1.
Respectfully submitted,

Kevin J. Mtkeon, I.D. Nd. 30428
Judith D. Cassel, 1.D. No. 209393
Dennis A. Whitaker, I.D. No. 53975
Micah R. Bucy, I.D. No. 320196
Hawke McKeon & Sniscak LLP
100 North Tenth Street
Harrisburg, PA 17101
Telephone: 717-236-1300
Facsimile: 717-236-4841
kjrnckeon @hmslegal .com
jdcassel@hrnslegal.com
dawhitakcr@hmslegal.com
rnrbucy@hmslegal.com
Counsel for Petitioner Medical
Marijuana Advocates for Research
Dated:

November 27, 2018

IN THE COMMONWEALTH COURT OF PENNSYLVANIA
Medical Marijuana Advocates for
Research,

Petitioner,
v.

No.

MD 2018

Rachel L. Levine, MD, Secretary,
Pennsylvania Department of Health,

Respondent.

CERTIFICATE OF SERVICE
I hereby certi& that I am on this day serving a true and correct copy of the
foregoing document upon the persons and in the manner specified below, which
service satisfies the requirements of Pa. R.A.P. 121 and Pa. R.A.P. 1514(c):

VIA CERTIFIED MAIL
I-Ion. Rachel L. Levine
Secretary, Pennsylvania Dept. of Health
Pennsylvania Dept. of Health
Health and Welfare Building
625 Forster Street
Harrisburg, PA 17120

Hon. Josh Shapiro
Pennsylvania Office of Attorney General
Commonwealth of Pennsylvania
16th
Floor, Strawberry Square
Harrisburg, PA 17120

Micah
Dated:

November 27, 2018

