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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS 

 

This Management’s Discussion and Analysis [“MD&A”] of Emblem Corp. [“Emblem” or the “Company”] contains 

“forward-looking information” within the meaning of Canadian securities legislation (“forward-looking statements”). 
These forward-looking statements are made as of the date of this MD&A and Company does not intend, and does not 

assume any obligation, to update these forward-looking statements, except as required under applicable securities 

legislation. Forward-looking statements relate to future events or future performance and reflect Company 

management’s expectations or beliefs regarding future events. In certain cases, forward-looking statements can be 

identified by the use of words such as “plans”, “expects” or “does not expect”, “is expected”, “budget”, “scheduled”, 
“estimates”, “forecasts”, “intends”, “anticipates” or “does not anticipate”, or “believes”, or variations of such words and 
phrases or statements that certain actions, events or results “may”, “could”, “would”, “might” or “will be taken”, “occur” 
or “be achieved” or the negative of these terms or comparable terminology. In this document, certain forward-looking 

statements are identified by words including “may”, “future”, “expected”, “intends” and “estimates”. By their very nature 
forward-looking statements involve known and unknown risks, uncertainties and other factors which may cause the 

actual results, performance or achievements of the Company to be materially different from any future results, 

performance or achievements expressed or implied by the forward-looking statements. The Company provides no 

assurance that forward-looking statements will prove to be accurate, as actual results and future events could differ 

materially from those anticipated in such statements. Accordingly, readers should not place undue reliance on forward-

looking statements. 

 
Certain forward-looking statements in this MD&A include, but are not limited to the following: 
 

 The Company’s expansion plans;  
 Its expectations regarding production capacity and production yields; and 
 The expected demand for products and corresponding forecasted increase in revenue. 

 
The above matters and other aspects of the Company’s anticipated future operations are forward-looking in nature and, 

as a result, are subject to certain risks and uncertainties. Although the Company believes that the expectations reflected 

in these forward-looking statements are reasonable, undue reliance should not be placed on them as actual results may 

differ materially from the forward-looking statements. Such forward-looking statements are estimates reflecting the 

Company's best judgment based upon current information and involve a number of risks and uncertainties, and there 

can be no assurance that other factors will not affect the accuracy of such forward-looking statements. Such factors 

include but are not limited to the Company’s ability to obtain the necessary financing and the general impact of financial 
market conditions, the yield from marijuana growing operations, product demand, changes in prices of required 

commodities, competition, government regulations and other risks. 

 

This MD&A is dated May 1, 2017. The MD&A should be read in conjunction with the audited consolidated financial 

statements and accompanying notes for the year ended December 31, 2016 (“Financial Statements”).  
 

All amounts are expressed in Canadian dollars unless otherwise noted. 

 

This document is intended to assist the reader in better understanding operations and key financial results as of the 

date of this report. The Financial Statements and this MD&A have been reviewed by the Company’s Audit Committee 
and approved by its Board of Directors. 

 
Description of business 
 
On December 6, 2016, the Company closed its qualifying transaction [the “Transaction”] with 9045538 Canada Inc. 
[f/k/a KindCann Holdings Limited and Emblem Corp.] [“KindCann”]. The Transaction was completed pursuant to a plan 
of arrangement [the “Plan of Arrangement”] under the Canada Business Corporations Act [the “CBCA”] pursuant to 
which the shareholders of KindCann completed a reverse take-over of the Company. KindCann, through its wholly-

owned subsidiary Emblem Cannabis Corporation, is a licensed producer under the Access to Cannabis for Medical 

Purposes Regulations [“ACMPR”]. Concurrent with the Transaction, KindCann amalgamated with its three subsidiaries, 
Emblem Cannabis Corporation, formerly KindCann Limited, KindCann Realty Limited [“KRL”] and 9845992 Canada 

Limited [“OHL”], formerly Oakbank Holdings Limited. The amalgamated entity was renamed Emblem Cannabis 

Corporation [“ECC”]. 
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Prior to completion of the Transaction, the Company completed a brokered private placement by issuing 18,781,985 

subscription receipts at a price of $1.15 for gross proceeds of $21,599,283. On closing of the Transaction, each 

subscription receipt was exchanged, without payment of any additional consideration, for one unit [“Unit”] of the 
Company, comprising one post-consolidation common share and one-half of one warrant [each whole warrant, a 

“Warrant”]. Each Warrant is exercisable to purchase one post-consolidation common share at an exercise price of $1.75 

per share for a period of 36 months. As at December 31, 2016, the Company recognized a liability of $240,392 for the 

obligation to issue 209,037 Units relating to broker compensation for the private placements. Subsequent to year end, 

the Company settled the liability by issuing 209,037 Units. 

 

Concurrent with completion of the Transaction, the Company completed a brokered financing pursuant to a TSXV short 

form offering document by issuing 1,739,130 Units for gross proceeds of $2,000,000.  

 

In connection with the Transaction, the Company changed its name from “Saber Capital Corp.” to “Emblem Corp”, 
consolidated its common shares on a 4 to 1 basis and continued from a corporation governed by the laws of British 

Columbia to a corporation governed by the CBCA. Following these changes, KindCann amalgamated with Saber 

Acquisition Co., a wholly-owned subsidiary of the Company formed solely for the purpose of facilitating the Transaction. 

Pursuant to the amalgamation and the Plan of Arrangement, the shareholders of KindCann received one common share 

of the Company for each common share of KindCann registered in the names of such shareholders. Holders of 

KindCann’s special non-voting shares also received one special non-voting share of the Company for each special non-

voting share of KindCann registered in the names of such shareholders. Holders of KindCann’s options and warrants 
[including all holders of Units] outstanding at the time of closing the Transaction also received equivalent instruments 

of the Company exercisable for or convertible into the Company’s common shares. 
 

Following completion of the Transaction, the Company had 64,936,028 common shares issued and outstanding.  In 

addition, an aggregate 47,936,972 common shares of the Company were reserved for issuance pursuant to the 

Company’s special shares, options, warrants and compensation options outstanding. 

 

Effective upon the closing of the Transaction, as a result of the reverse take-over of the Company by the shareholders 

of KindCann and to align the financial years of the Company to that of KindCann, the financial year of the Company has 

been changed from January 31 of each year to December 31 of each year. 

 

Upon issuance of the final exchange bulletin of the TSXV providing final acceptance of the Transaction, the Company 

ceased to be a Capital Pool Company and recommenced trading on the TSXV on December 12, 2016 under the symbol 

“EMC”. 
 

KindCann was incorporated on October 8, 2014 pursuant to the CBCA under the name “KindCann Holdings Limited”.  
KindCann changed its name to “Emblem Corp.” on September 1, 2016 and further changed its name to “9045538 
Canada Inc.” on December 5, 2016.  Immediately following the Transaction, KindCann amalgamated with its three 
subsidiaries, Emblem Cannabis Corporation (f/k/a KindCann Limited), KindCann Realty Limited [“KRL”] and 9845992 

Canada Limited (f/k/a Oakbank Holdings Limited) [“OHL”]. The amalgamated entity continues under the name “Emblem 
Cannabis Corporation”. 
 

ECC received its cultivation license under the ACMPR on August 26, 2015 [the “License”] and commenced cultivation 
in December 2015 at its facility in Paris, Ontario. On July 27, 2016, ECC received its distribution license and a renewal 

of its cultivation license upon meeting the standards set by the ACMPR and the Controlled Drugs and Substances Act 

and its Regulations. 

 

This MD&A reports on the operating results and financial condition of the Company for the year ended December 31, 

2016 and is prepared as of May 1, 2017. The MD&A should be read in conjunction with the Company’s audited 
consolidated financial statements for the year ended December 31, 2016 (the “Financial Statements”). 
 

The Financial Statements were prepared in accordance with International Financial Reporting Standards (the “IFRS”). 
 

The Financial Statements include the accounts of the Company and its wholly-owned subsidiaries and its 50% owned 

subsidiary GrowWise Health Services Limited [“GrowWise”] from October 31, 2016. Prior to October 31, 2016 GrowWise 
was accounted for on an equity basis. All significant intercompany balances and transactions were eliminated on 

consolidation. 
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All dollar amounts referred to in this MD&A are expressed in Canadian dollars except where indicated otherwise. 

 

BUSINESS OVERVIEW 
 
Emblem owns all of the shares of ECC, which was incorporated under the CBCA on August 26, 2013 and is the 

operating entity of Emblem. ECC holds a License under the ACMPR which allows ECC to produce and sell as a licensed 

producer.  

 

KRL, the wholly-owned subsidiary of KindCann that was amalgamated into ECC on December 6, 2016, purchased a 

pre-existing agricultural production facility at 20 Woodslee Avenue in Paris, Ontario [the “Existing Facility”]. The Existing 

Facility is located on three acres of industrial (M2 Special Industrial) zoned lands which is suitable for significant 

expansion. The Existing Facility has convenient access to Highway #24A (Grand River St, N) and Highway #403. The 

Existing Facility consists of a 23,500 sq. ft. production building and a separate 2,400  sq. ft. administration building. On 

September 17, 2015 Emblem purchased a contiguous 1.2 acre parcel of land with a 5,000 sq. ft. administration building 

which is being renovated to house the Company’s customer service and marketing personnel. 
 

In Phase 1, the main 23,500 sq. ft. production building was renovated to incorporate 2,400 sq. ft. of mothering and 

vegetation rooms and 3,200 sq. ft. in two flowering rooms together with attendant drying, packaging & fulfillment areas, 

vault area and administration. The Existing Facility also has an additional four growing rooms comprising approximately 

6,800 sq. ft. (the “Phase 2 Grow Rooms”). Three of these rooms, totaling approximately 5,200 sq. ft., are currently being 
completed and equipped and are expected to be put into production in June 2017. The fourth grow room, of 

approximately 1,600 sq. ft., is expected to be equipped and operational by January 2018.  The production building has 

adequate shipping/receiving capability and ample parking. After completion of the Phase 2 Grow Rooms, the Company 

expects the Existing Facility will allow it to produce approximately 2,000 kilograms of medical cannabis annually.  

 

On August 26, 2015, ECC received its license from Health Canada to produce cannabis.  In November 2015, ECC 
obtained cannabis clippings from another licensed producer. In December, ECC began the cultivation of these 
clippings to produce cannabis. In late March, 2016, ECC harvested it first cannabis flower and during 2016, ECC 
harvested approximately 243 kg. of dried mature flower as well as approximately 19 kg. of immature dried flower and 
sugar leaf.  
 
On July 27, 2016, ECC received its sales license from Health Canada which allowed in to make its first sale of dried 
flower to another licensed producer in August. During 2016, ECC sold approximately 48.7 kg to other licensed 
producers for $181,148. In November, on launching its on line service, ECC began selling dried flower to authorized 
patients. By December 31, it had registered approximately 200 patients and generated sales of $27,776. Patient 
registration has accelerated since year end and by March 31, 2016 ECC had approximately 2,200 active patients.  
 
In October 2015, GrowWise began providing patient education services to authorized patients. GrowWise now has 
patient education contracts with six licensed producers, including Emblem. During 2016, GrowWise  assisted and 
registered approximately 1,180 authorized patients with Emblem and other licensed producers. During 2016, 
GrowWise generated $112,928 of revenue from licensed producers. By March 31, 2017, GrowWise had registered 
approximately 1,800 authorized patients. At March 31, 2017, GrowWise was operating out of 11 clinics. GrowWise 
expects its patient count growth will continue to accelerate based on its plans to be operating out of an additional six 
clinics by the end of 2017.  
 
In 2016, ECC began a major strain research and development program. This research and development program 
required ECC to utilize a significant portion of its Existing Facility, estimated at approximately 33%, in 2016. Under this 
program, Emblem screened 420 unique genotypes to identify the most desirable strains to build a genetic bank in 
support of the Company’s current medical cannabis business and its planned pharmaceuticals business.  As a result 
of this program, ECC identified 18 genotypes which it is using or plans on using for their tetrahydrocannabinol (THC) 
and cannabidiol (CBD) and terpene profiles.  
 
The unique genetics developed in house in 2016 and to date in 2017 include: 
 

 A pure CBD phenotype (0.1% THC, 12% CBD) that will primarily serve the cannabis oil market; 

 A very high THC phenotype (26% THC, 0% CBD) designed primarily for the dried flower market; 

 A Black Widow phenotype with an 8% THC, 12% CBD profile that will be utilized both in the oils and dried 

flower market; 

 A unique Lavendar Kush indica variety that is targeted for the dried flower market but will also be converted 

into cannabis oil; and 
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 A variety of other productive strains covering the spectrum from low THC indicas to high THC sativas. 

 

The Company operates in one segment, the production and sale of medical cannabis. All of the Company’s assets are 
located in Canada. 

 

Operations highlights 
 
2016 was an eventful and transformative year for the Company. The Company: 

 

 Obtained the amendment to its ACMPR license permitting it to sell its dried flower products to the public; 

 Received the amendment to its ACMPR license permitting it to produce cannabis oils; 

 Re-named and re-branded itself as Emblem; 

 Launched its web-site for patient fulfillment in November and by March 31, 2017 the Company had registered 

approximately 2,200 patients, making Emblem one of the fastest growing LPs in the industry; 

 Raised over $32 million of equity capital, net of fees, fortifying the Company’s balance sheet for the pursuit of 
the Company’s medical and pharmaceutical strategies and allowing the Company to position itself for rapid 

expansion of production capacity for the proposed adult user regime; 

 Listed the Company’s common shares on the TSXV; 
 Began the expansion of the Existing Facility in Paris, Ontario from three cultivation rooms to seven cultivation 

rooms; and 

 Retained renowned cannabis expert Nate Neinhuis to lead the Company’s cannabis production division. 
 

Emblem 
 
Emblem’s principal business is the sale of cannabis to patients who have received medical authorizations to acquire 

and use dry cannabis flowers or cannabis oils. A significant proportion of the cannabis sold by licensed producers in 

Canada takes the form of dried flower. In July, 2015 it became lawful to extract the cannabis active ingredients (and 

terpenes), dissolve them in appropriate oils and sell the resulting oils to qualified patients. Emblem has been selling 

dried flower to qualified patients since November 2016 and intends to produce and sell cannabis oils to qualified 

patients, if it receives approval from Health Canada, which is expected in June 2017.  

 

Pricing of Emblem’s products will be established in response to market conditions. 
 

Authorizations are generally delivered and accepted on-line. Patient support is critical to success in the medical 

cannabis business. Emblem has established a robust and user-friendly website and e-commerce platform to ensure the 

best possible patient experience. Emblem has also established a well-staffed call-centre to provide real time support to 

patients. Fulfillment is generally through the delivery facilities of Canada Post and the private courier industry. 

 

Emblem is currently producing at the rate of approximately 50-60 kilograms of dried flower per month. After completion 

of three Phase 2 Grow Rooms in June, 2017, Emblem expects to be producing at a rate between 140 and 150 kilograms 

of dried flower per month with the first harvests occurring in August, 2017. On the commissioning of the fourth Phase 2 

Grow Room in January 2018, Emblem expects to be producing between 150-180 kilograms per month.  

 

Emblem commenced extraction activities in December 2016 and expects to be in a position to sell cannabis oil products 

by June, 2017, subject to receipt of all necessary approvals from Health Canada. Emblem also intends to develop 

pharmaceutical formulations using cannabinoids as the underlying active ingredient, present them for approval by 

Health Canada and, assuming receipt of such approval, market such formulations to the Canadian market.  

 

Health Canada regulations stipulate that the value of finished goods that can be held in inventory cannot exceed the 

licensed limitations tied to the security level of the facility. The facility’s security level, as outlined in the Health Canada 

Directive on Physical Security Requirements for Controlled Substances, is established through a mix of perimeter, 

restricted area and storage vault physical and monitoring requirements as well as proximity to urban areas of the facility. 

Emblem’s License currently allows the Company to produce and retain up to 625 kilograms of cannabis based on its 

vault qualifying as a level 8. 
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GrowWise 

 

GrowWise is the Company’s fifty percent (50%) owned healthcare division. Pursuant to an amended shareholders’ 
agreement dated October 31, 2016 among KindCann, White Cedar Pharmacy Corporation and GrowWise, the 

Company has agreed to make advances to GrowWise in order to fund the working capital required by GrowWise.  As 

at February 28, 2017, the Company had advanced an aggregate of $1,461,280 to GrowWise which amount bears 

interest at a rate of ten percent (10%) per annum. The Company intends to continue to make working capital advances 

to GrowWise in order to facilitate the further expansion of the GrowWise's clinic network. The amount of the contributions 

to be made by the Company is not subject to an aggregate cap.  

 

GrowWise operates medical cannabis education centres to provide tailored guidance to patients who have been 

prescribed medical cannabis and assist these patients in registering with and ordering from a licensed producer. 

GrowWise education centres have been established in a variety of clinical settings, such as specialty pain management 

clinics. Additionally, GrowWise operates focused medical cannabis clinics in partnership with the White Cedar Medical 

Cannabis Doctors clinic chain [“White Cedar”], providing patients with access to assessment services from qualified 
physicians. Harvey Shapiro and Gordon Fox, each of whom is a director and officer of the Company, and Daniel Saperia, 

an officer of the Company, indirectly own the majority of the shares of White Cedar. 

 

The traditional pharmacy dispensing function involves two principal aspects: (i) the fulfillment of the prescription, which 

results in the patient receiving his or her medication; and (ii) the education function, during which the pharmacist 

interacts with the patient to ensure proper consumption of the medication and to address any potential side effects or 

contraindications. Licensed producers under the ACMPR are undertaking an activity akin to the fulfillment aspect of the 

traditional pharmacy dispensing process. However, the ACMPR contains no provision corresponding to the education 

aspect of the traditional pharmacy dispensing process. This has created a challenge for both patients and prescribing 

physicians as naïve patients need this education function. GrowWise was established to fill this void. 

 

Additionally, the Canadian physician community had been exceedingly cautious in authorizing medical cannabis. 

Consequently, prospective patients may encounter considerable difficulty accessing the ACMPR system. As a result, a 

number of specialty clinics have arisen across Canada providing medical cannabis authorization services and have 

become the primary access point for most patients seeking legal access to cannabinoid treatment. White Cedar clinics 

provide this access point for patients. 

 

Management of the Company concluded at an early stage of the development of the Company’s business plan that the 
Company could not be a successful competitor in the medical cannabis industry without a strong understanding of 

where its patients would come from. While the Company felt that the cost of acquiring a clinic network was not 

supportable, management of the Company elected to take advantage of the expertise of White Cedar, one of the largest 

prescribing pharmacies in Northern Ontario in order to build cannabis clinics from the ground up. The ultimate purpose 

of developing these clinics is to enjoy a secure and economically advantageous source of patients for the Company's 

medical cannabis offerings.  

 

GrowWise does not charge a fee to patients for providing healthcare support or the education component of the 

cannabis dispensing function. Instead, GrowWise charges all licensed producers an education fee based upon the cost 

of cannabis medication fulfilled for a GrowWise patient. The education component of the cannabis dispensing function 

is provided by registered nurses employed by GrowWise. 

 

As at March 31, 2017, GrowWise operates out of 11 locations and has registered over 1,800 patients with licensed 

producers including the Company. GrowWise expects to expand its presence both within existing clinics and with the 

establishment of new clinic locations. More specifically, GrowWise expects to add at least eight new locations across 

Canada in the second and third fiscal quarters of 2017 and expects to have a presence in three provinces (Ontario, 

British Columbia and Alberta). The Company expects that GrowWise will become an important source of patient 

referrals over time. 

 

The Company provides GrowWise with the working capital it requires to build its clinic network and White Cedar provides 

its healthcare expertise and know-how. Positive cash flow from the operation of GrowWise is allocated first to the 

repayment of working capital loans. Thereafter, positive cash flow is distributable fifty-percent (50%) to the Company 

and fifty percent (50%) to White Cedar. At present, management of the Company does not expect that GrowWise will 

generate positive cash flow after retirement of working capital advances prior to 2018. Pursuant to the terms of the 
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shareholders’ agreement, the Company has an option to acquire all of the shares of GrowWise owned by White Cedar 
at any time after December 31, 2017 for fifty percent (50%) of GrowWise's net book value, excluding related party 

liabilities.   

 

Prior to October 31, 2016, the Company determined that White Cedar had control over GrowWise and the Company as 

the sole additional 50% shareholder had significant influence. The original shareholder agreement established that 

decision making power related to GrowWise was with White Cedar. White Cedar also had exposure to variable returns 

thru its 50% ownership interest and entitlement to future distributions and the ability to affect those returns thru its 

decision making power.  

 

On October 31, 2016, with the execution of the amended shareholder agreement and the option agreement, the 

Company assessed whether it had acquired control over GrowWise and determined that the definition of control as 

defined under IFRS 10 – Consolidated Financial Statements was now met.  

 

The determination of control was based on the following: 

 

 Power over the investee: 

 

Effective October 31, 2016, as a consequence of the amended shareholder agreement requiring the Company to 

provide 100% of GrowWise’s funding requirements without limit and the option agreement allowing the Company 

to acquire White Cedar’s interest in GrowWise based on the formula in the option agreement indicates White 

Cedar’s exposure to variable returns is now much more limited. This combined with the fact that certain members 

of the Company’s management are acting as management of GrowWise, lead the Company to conclude that 
despite White Cedar continuing to retain GrowWise decision making power under the amended shareholder 

agreement, White Cedar is now exercising that decision making power as the Company’s de facto agent. 
Accordingly, White Cedar’s decision making power is now attributed to the Company.  

 

 Exposure, or rights to variable returns of the investee: 

 

The Company is now exposed to substantially all of the variable returns of GrowWise as a result of its 50% equity 

interest, the potential operating synergies the Company will benefit from with GrowWise should GrowWise be 

successful, its expanded funding commitment in the Amended Shareholders’ Agreement and its right to acquire 

White Cedar’s 50% interest in GrowWise after December 31, 2017 at the formula price in the option agreement. 

 

 The ability to use power over the investee to affect the amount of the investor’s returns:  
 

The Company, through its agent White Cedar, has the ability to use its power to affect its returns. 

 

Accordingly, a business combination occurred in accordance with IFRS 3 – Business Combinations and as a result, the 

acquisition of control of GrowWise is accounted for by applying the acquisition method. As a result, the Company’s 
existing equity interest must be re-measured to fair value as at the date of change in control, October 31, 2016, and 

such amount assigned to the fair value of the identifiable assets and liabilities of GrowWise now consolidated by the 

Company with any residual recognized as goodwill.  

 

The fair value of the Company’s equity interest in GrowWise before the business combination was determined to be 

nominal based on the significant deficit that GrowWise has accumulated to date and the current uncertainties associated 

with the future economic benefits that GrowWise may generate.  

 

The Company also determined that the option agreement providing it with the right to acquire White Cedar’s interest in 
GrowWise at a formula price and the fact that there will be no equity distributions to the owners of GrowWise prior to 

the option agreement becoming exercisable, means in substance that White Cedar no longer has a present equity 

ownership in GrowWise and instead the substantial majority of the benefits associated with that equity interest now 

accrue to the Company. Accordingly, White Cedar’s interest in GrowWise from October 31, 2016 is accounted for as a 

liability rather than as non-controlling interest. 

 

The business combination was accounted for using the purchase method and identified a net working capital deficiency 

of $17,248, capital assets of $46,166 and a liability to White Cedar of $28,918 representing application of the formula 



 
EMBLEM CORP. 
 
Management’s Discussion & Analysis  
For the year ended December 31, 2016 
 
 

8 

 

price in the option agreement based on circumstances as at October 31, 2016. The purchase price consideration was 

nil and no intangible assets or goodwill were identified as part of the purchase price equation. 

 

The results of the operations of GrowWise, as well as its assets and liabilities, are now included in the consolidated 

financial statements of the Company effective October 31, 2016 at 100%. 

 

From the date of acquisition, 100% of GrowWise revenues of $39,208 and net loss of $196,506 have been included in 

the consolidated statements of operations and comprehensive loss. 

 

As at October 31, 2016, the balance owed by GrowWise to the Company under the facility of $1,027,592 was determined 

to be impaired in full, which resulted in an impairment charge of $527,592 from the period January 1, 2016 to October 

31, 2016. Funding of $375,116 in 2015 and $124,884 in 2016 up to October 31, 2016 was applied to a provision recorded 

in 2014. 

 

The liability to White Cedar was re-measured to $42,301 at December 31, 2016 based on circumstances as at that date. 

The liability is included in Due to Related Parties in the consolidated statement of financial position. The change in the 

liability of $13,383 is included in other expenses in the consolidated statement of operations and comprehensive loss. 

 
Pharmaceutical development 
 

Currently all medical authorizations for cannabis use are fulfilled in the form of dried flower (which generally is inhaled) 

or cannabis infused oil (which generally is used with a dropper). These are not ideal dosage formats for medication as 

the dosages are difficult to measure and consequently physicians are unable to titrate the medication. Emblem, through 

its pharmaceutical division, intends to develop for approval by Health Canada and bring to market, cannabinoid based 

medication in standard, measurable pharmaceutical dosage formats (pills, gel caps, sub-lingual applications and 

measured dose nasal sprays).  Prior to bringing such products to market, the Company is required to submit data to 

Health Canada demonstrating the potency, purity and stability of the formulations. Upon acceptance of such data by 

Health Canada, the Company will seek to have its License amended to allow the sale of such products to the public. 

Notwithstanding the foregoing, there is no certainty that the License will be amended to allow for the sale by the 

Company of such products to the public. In addition to the foregoing, see "Risk Factors - Risks Related to the Business 

of the Company". 

 

Production of cannabis oils and pharmaceutical formulation activities involving cannabinoids may only be conducted 

under the ACMPR by licensed producers. In order to comply with the ACMPR, the Company’s pharmaceutical division 
is therefore operated by ECC and not through a separate subsidiary. 

 
Recent developments 
 

On December 8, 2016, the Company completed a debt financing in the principal amount of $5.5 million. The proceeds 

of the loan were primarily used to repay previously existing debt of approximately $5.2 million (inclusive of accrued 

interest). The loan is secured by, among other things: (i) a first ranking mortgage on the real property on which the 

Company’s production facility is located; (ii) a general security agreement granted by Emblem and ECC; (iii) a pledge 
of all of the shares of ECC and GrowWise that are owned by Emblem; and (iv) a guarantee from each of ECC and 

GrowWise. 

 

On January 31, 2017, the Company closed an underwritten private placement [the "Offering"] of 4,385,668 special 

warrants [the "Special Warrants"] at a price of $3.63 per Special Warrant for gross proceeds of $15,919,975. 

 

On March 17, 2017, the Company obtained a receipt for a short form prospectus that qualified for distribution the units 

["SW Units"] underlying the Special Warrants and, as a result of which, each Special Warrant was automatically 

exercised for one SW Unit. Each SW Unit was comprised of one common share of the Company and one-half of one 

common share purchase warrant [each whole warrant, a "Warrant"]. Each Warrant entitles the holder to purchase one 

common share at an exercise price of $4.75 for a period of 36 months from January 31, 2017. The expiry date of the 

Warrants may be accelerated upon notice from the Company if the volume weighted average trading price of the 

common shares is equal to or greater than $7.00 over a period of ten consecutive trading days.  
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Net of a 7% commission equal to $1,114,398 and filing, legal, and other fees $342,483, the Company received net 

proceeds of $14,463,093 from the Offering. 

 
On February 27, 2017, the Company announced that it had entered into non-binding memorandum of understanding 

[the “MOU”] with ICC International Cannabis Corporation [“ICC”], a licensed producer of Cannabidiol [“CBD”] and other 
cannabis derivatives based out of Uruguay. Subject to finalizing a definitive agreement and receipt of all applicable 

regulatory approvals in Uruguay and Canada, commencing in 2018, Emblem will work with ICC to import CBD dominant 

dried flower into Canada primarily for extraction by Emblem and inclusion in CBD-based oils and advanced 

pharmaceutical formulations for the Canadian market.  Also under the terms of the MOU, Emblem and ICC will be 

working to establish a cooperative framework in order to exchange technical knowledge, information, experiences and 

best practices regarding the cannabis industry as well as in connection with any other mutually identified opportunities. 

Notwithstanding the foregoing, as at the date hereof, the MOU is non-binding and there is no certainty that a definitive 

agreement will be entered into or that the Company and ICC will receive all applicable regulatory approvals in Uruguay 

and Canada. See Risk Factors. 

 
RESULTS OF OPERATIONS 
 

Overall financial performance 

Dec 31, 2016 Dec 31, 2015 Change Change

$ $ $ %

Revenue 276,907 -                  276,907 100%

Gross loss (259,953)         (80,394)           (179,559)       -223%

Expenses 17,128,693     3,348,833       13,779,860 411%

Net loss and 

comprehensive loss (17,388,646)    (3,429,227)      (13,959,419)  407%

Basic and diluted loss 

per ordinary share (0.44)               (0.17)               (0.27)             161%

Weighted average 

number of ordinary 

shares 39,534,366     20,369,160     19,165,206 94%

Change Change

$ %

Total assets 27,470,176         263%

Total liabilities (5,413,873)          -40%

As at

Dec 31, 2016 Dec 31, 2015

For the year ended

37,896,928

8,289,976

$ $

10,426,752                     

13,703,849                     

 
 
In August 26, 2016, the Company made its first sale of medical cannabis by way of a bulk wholesale sale to another 

licensed producer. 

 

During 2016, the Company focused its efforts and investment on the following: 

 

 Amending its license in order to permit the sale of dried medical cannabis to the public; 

 Applying to Health Canada for a license to produce cannabis derivatives (oil products); 

 Setting up of its corporate offices and hiring of employees for operations, finance, marketing and customer 

care; 

 Launching its comprehensive website; 

 Registering of approximately 200 patients;  

 Planning the development and expansion of its lands in Paris, Ontario to accommodate the expansion of its 

medical cannabis business; and 
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 Building a derivative laboratory and production facility in the Existing Facility and obtaining Health Canada 

approval to commence cannabis oil production in December. 

 

SELECTED FINANCIAL INFORMATION 

 
This section provides detailed financial information and analysis about the Company’s performance for year ended 
December 31, 2016 compared to the year ended December 31, 2015. The selected financial information set out below 

may not be indicative of the Company’s future performance.  
 
Results of operations and supplementary financial information 

Dec 31, 2016 Dec 31, 2015

$ $ $ %

Revenue 276,907           -                         276,907                100%

Cost of sales 1,342,760        69,519                  1,273,241             1832%

Unrealized (gain) loss from changes in fair value 

of biological assets (805,900)          10,875                  (816,775)               -7511%

Gross loss (259,953)          (80,394)                 (179,559)               -223%

Expenses

   General and administrative 2,211,664        1,054,734            1,156,930             110%

   Research and development 712,812           556,676                156,136                28%

   Selling and marketing 956,987           345,753                611,234                177%

   Depreciation and amortization 713,466           282,814                430,652                152%

   Stock-based compensation 430,455           99,512                  330,943                333%

   Advances to associate 527,592           -                         527,592                100%

Loss before the following (5,812,929)      (2,419,883)           (3,393,046)           140%

Interest expense 900,910           239,252                661,658                277%

Issuance costs on Class A perferred shares liability -                    254,438                (254,438)               -100%

Loss (gain) from changes in fair value of 

   financial instruments 4,425,305        (300,000)              4,725,305             -1575%

Other expenses 113,383           -                         113,383                100%

Reverse takeover costs 6,136,119        -                         6,136,119             100%

Dividend on Class A preferred shares -                    815,654                (815,654)               -100%

Net loss and comprehensive loss (17,388,646)    (3,429,227)           (13,959,419)         407%

Basic and diluted loss per share (0.44)                 (0.17)                     (0.27)                      161%

Weighted average number of shares 39,534,366     20,369,160          19,165,206          94%

Change Change

$ %

Total Assets 27,470,176         263%

Total Liabilities (5,413,873)          -40%

Shareholders' equity (deficiency) 32,884,049         -1003%

Change Change

$ %

Cash flows from operating activities (2,941,331)          113%

Cash flows from invetsing activities 6,169,644            -78%

Cash flows from financing activities 25,991,476         414%

29,606,952                                        

$ $

(3,277,097)                                     

$ $

For the year ended

Dec 31, 2016 Dec 31, 2015

Change

For the year ended

6,280,832                                      32,272,308                                        

Dec 31, 2016 Dec 31, 2015

As at

37,896,928                                        

8,289,976                                          

10,426,752                                    

(5,543,669)                                         

(1,762,743)                                         

13,703,849                                    

(2,602,338)                                     

(7,932,387)                                     

 
Review of operations for the years ended December 31, 2016 and 2015 

Revenues 
 
Revenues for 2016 were $276,907 compared to $nil in 2015. The Company received its license from Health Canada to 

sell medical cannabis under the predecessor to the ACMPR on July 27, 2016 and completed its first product sale in 

August 2016. There was no revenue prior to August 2016. Total product sold for the year was 52.7 kilograms at an 

average selling price of $7.01 per gram to patients and $3.72 per gram to another licensed producer. Strains sold during 

the year were priced between $3.50 and $10 per gram.  
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As at December 31, 2016, the Company had approximately 200 active registered patients. By March 31, 2017, the 

Company’s active registered patient count had increased by approximately 2,000 to 2,200 patients.  

Net cost of sales 
 
Included in net cost of sales are the net change in fair value of biological assets, inventory expensed and production 

costs. Biological assets consist of cannabis plants at various pre-harvest stages of growth which are recorded at fair 

value less costs to sell at the point of harvest. Cost to sell include processing, testing, shipping and sales related costs. 

At harvest, the biological assets are transferred to inventory at their fair value which becomes the deemed cost for 

inventory. Inventory is later expensed to cost of sales when sold. Direct production costs are expensed through cost of 

sales. Net cost of sales for the year ended December 31, 2016 and 2015 were $536,860 and $80,394, respectively, 

and includes a recovery relating to the unrealized gain on changes in the fair value of biological assets of $805,900 for 

2016 and a loss of $10,875 for 2015.  

 

Emblem expects net cost of sales to vary from quarter to quarter based on the number of pre-harvest plants, the strains 

being grown, and where the pre-harvest plants are in the grow cycle at the end of the quarter. 

 

As at December 31, 2016, the Company had 597 plants growing that were harvested in the second week of January. 

These 597 plants produced approximately 35.5 kg of dried cannabis flower that has been designated for research and 

development of cannabis oil (approximately 15 kg) as well as the production of cannabis oil (approximately 20.5 kg). In 

addition, approximately 9.7 kg of previously harvested cannabis flower was also designated for cannabis oil production. 

As the Company has not as yet received a license from Health Canada for the sale of cannabis oil, all cannabis flower 

designated for oil production were valued at nil. This resulted in an increase in the net cost of sales in the fourth quarter 

and in the fiscal year ended December 31, 2016 due to the lower gain on changes in fair value on biological assets.  

 

Gross loss 
 
Gross loss for 2016 was $259,953 compared to $80,394 in 2015, an increase in loss of $179,559 or 223%. Gross loss 

includes unrealized gain from changes in biological assets which was $805,900 in 2016 compared to an unrealized loss 

from changes in biological assets of $10,875 in 2015. The increase in the gross loss is primarily due to ramp up in 

production activities during 2016. 

 

We expect gross profit to vary from quarter to quarter based on the number of pre-harvest plants, the strains being 

grown, and where the pre-harvest plants are in the grow cycle at the end of the quarter. We expect the gross profit will 

increase significantly in the third and fourth quarter of 2017 as the Phase 2 Grow Rooms and the sale of cannabis oils 

both come on line.  

 

Expenses 

 
General and administrative 
 
Material components of general and administrative expenses for the year ended December 31, 2016 and 2015 were: 

 
2016

$

2015

$

Salaries and benefits 921,872        517,295        

Consulting expense 218,422        89,490           

Investor and shareholder relations 275,150        -                 

Office and administration 196,287        69,717           

Professional fees 389,069        293,008        

Rent 127,445        66,132           

Travel and accommodation 83,419           19,092           

2,211,664 1,054,734
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General and administrative expenses were $2,211,664 and $1,054,734 for the year ended December 31, 2016 and 2015 

respectively, an increase of $1,156,930 or 110%. The increase is primarily due to an increase in administration 

personnel both at the Paris facility as well as the Company’s Toronto head office as well as increased costs for investor 

and shareholder relations, consulting, professional fees, audit and legal services as the Company transitioned from 

development to production and prepared for its TSXV listing transaction. 

Research and development 

 

Research and development costs for 2016 were $712,812 compared to $556,676 in 2015, an increase of $156,136 or 

28%. The increase is due to development and testing of higher number of strains of cannabis with a broad variety of 

characteristics and the development costs associated with the Company’s cannabis oil initiative.  
 

Selling and marketing 
 
Selling and marketing costs for 2016 were $956,987 compared to $345,753 in 2015, an increase of $611,234 or 177%. 

The increase is entirely attributable to the expansion of the business in 2016 with increased marketing efforts that 

required an increase in sales and marketing headcount, consolidation of GrowWise selling and marketing expenses 

and increase in marketing related expenses.  

 
Depreciation and amortization 
 
Depreciation and amortization expense was $713,466 for the year ended December 31, 2016 compared to $282,814 

in 2015, an increase of $430,652 or 152%. The increase was the result of full year depreciation expense in 2016 from 

additions in property, plant and equipment done throughout 2015 along with depreciation expense from additions of 

approximately $1.7 million in 2016.  

 

Stock-based compensation 
 

Share-based compensation expense relates to share options issued to employees under the Company’s share option 
plan. The Company established a stock option plan in September 2015 and granted stock options in September 2015, 

December 2015 and July 2016. Stock-based compensation for 2016 was $430,455 compared to $99,512 in 2015, an 

increase of $330,943 or 333%. The increase is due to the effect of full year expense of options granted in late 2015 

along with expense related to stock options issued in July 2016.  

 

Advances to associate 
 
The Company has 50% equity interest in GrowWise which was being accounted for using the equity method of 

accounting until acquisition of control on October 31, 2016. Prior to obtaining control, the Company advanced $652,476 

in 2016 to GrowWise to fund establishing clinics and education centers to service potential cannabis patients and to 

provide education and support to patients who receive authorizations. The investment in GrowWise is expected to assist 

the Company in acquiring registered patients. GrowWise is currently and will continue to generate revenue by providing 

educational services to the registered patients of other licensed producers. Of the amount advanced in 2016, $527,592 

was expensed in 2016 while $124,884 was applied to a provision established by the Company in 2014 as the investment 

was determined to be not recoverable. The increase in 2016 was a result of GrowWise’s working capital requirements 
to increase its clinic network and grow its patient base. It is expected GrowWise will require a significant amount of 

working capital in 2017 based on its current plans and the costs associated with expanding it clinic network in Ontario, 

Alberta and British Columbia.  

 

Issuance costs on Class A preferred shares liability 
 
Class A preferred shares issued in 2015 were accounted for as a financial liability measured at fair value through profit 

or loss. Accordingly, all issuance costs were expensed as incurred. No such instruments were issued in 2016. 

 
Loss from changes in fair value of financial instruments 
 
On August 18, 2016, all outstanding Class A preferred shares were converted into common shares of the Company. In 

connection with this conversion, the holders of the Class A preferred shares also surrendered their rights for any 

dividend that was accrued and unpaid as at the date of conversion. As the Class A preferred shares did not meet the 
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definition of equity under IFRS and were classified as a financial liability, any change in their fair value was recognized 

through profit or loss. As at August 18, 2016 (date of conversion), the Company determined the fair value of the 

Company’s underlying common shares to have increased in fair value resulting in a fair value adjustment loss of 

$4,425,305.  

 
Interest expense 
 
Interest expense for 2016 was $900,910 compared to $239,252 in 2015, an increase of $661,658 or 277%. The increase 

was primarily the result interest expense from mortgages obtained on its Paris properties in September 2015 and 

January 2016 of $3,500,000 and $425,000 respectively. Both of these mortgages as well as a $550,000 mortgage and 

a note payable of $750,000 were refinanced with $5,500,000 of long-term debt with an 8% interest rate in December 

2016. As a result of this refinancing, subject to the Company borrowing additional funds, interest expense is expected 

decline significantly in 2017. 

 
Other expenses 
 
Other expenses includes $100,000 related to a loss on redemption of Class A preferred shares in 2016 and $13,383 

related to the change in the liability to White Cedar related to the option agreement to acquire their interest in GrowWise. 

 
Reverse takeover costs 
 
Reverse takeover costs are associated with the completion of a reverse takeover transaction on December 6, 2016. 

Please refer to Note 2 to the consolidated financial statements for more details. 

 
Dividend on Class A preferred shares 
 
The Company expensed dividends on Class A preferred shares of $815,654 which were settled by way of issuance of 

1,638,900 common shares in 2015. On August 18, 2016, all outstanding Class A preferred shares were converted into 

common shares. In connection with this conversion, the holders of the Class A preferred shares also surrendered their 

rights for any dividend that was accrued and unpaid as at the date of conversion. 

 

Net loss and comprehensive loss 

 

Net loss and comprehensive loss were $17,388,646 and $3,429,227 for the years ended December 31, 2016 and 2015 

respectively, an increase of $13,959,419 or 407%. The increase in the net and comprehensive loss in 2016 was primarily 

attributable to the $6,136,119 of reverse takeover costs (Please refer to Note 2 to the consolidated financial statements 

for more details), the $4,425,305 loss on changes in fair value of financial instruments (Please refer to Note 9 and Note 

10 to the consolidated financial statements for more details) as well as increased staffing costs and expenses due to 

the ramp up of operations in 2016 as outlined above. The Company started selling cannabis to other licensed producers 

in August 2016 and directly to authorized patients in November, which required the Company to increase in staffing and 

expenses to grow its business.  As the business continues to grow its production and patient base its operating losses 

are expected to decline in 2017.  

 

Loss per ordinary share 

 

Basic loss per ordinary share is calculated by dividing the net loss attributable to common shareholders of the Company 

by the weighted average number of common shares and special shares outstanding during the period. Diluted loss per 

ordinary share is calculated by adjusting the earnings and number of ordinary shares for the effects of dilutive options 

and other potentially dilutive securities. The weighted average number of common shares used as the denominator in 

calculating diluted loss per share excludes un-issued common shares related to stock options and warrants as they are 

anti-dilutive. Basic and diluted loss per ordinary share for the year ended December 31, 2016 was $0.44 per share as 

compared to $0.17 per share for the year ended December 31, 2015.  
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QUARTERLY INFORMATION 

The following table summarizes selected financial information (unaudited) for the eight most recently completed 
quarters: 

Q4 2016 Q3 2016 Q2 2016 Q1 2016 Q4 2015 Q3 2015 Q2 2015 Q1 2015

$ $ $ $ $ $ $ $

Revenue 238,657      29,250        -             9,000          -             -          -          -          

Expenses 9,034,647   5,567,380   1,691,828   1,371,698   1,306,326   927,884   422,030   772,987   

Net loss (8,795,990) (5,538,130) (1,691,828) (1,362,698) (1,306,326) (927,884) (422,030) (772,987) 

Basic and diluted 

loss per ordinary 

share (0.13)          (0.14)          (0.12)          (0.05)          (0.06)          (0.04)       (0.03)       (0.04)        

Review of operations for the three month periods ended December 31, 2016 and 2015 

Dec 31, 2016 Dec 31, 2015

$ $ $ %

Revenue 238,657           -                         238,657                100%

Cost of sales 605,624           69,519                  536,105                771%

Unrealized (gain) loss from changes in fair value 

of biological assets (42,404)            10,875                  (53,279)                 -490%

Gross loss (324,563)          (80,394)                 (244,169)               -304%

Expenses

   General and administrative 1,078,977        286,835                792,142                276%

   Research and development 86,828             145,762                (58,934)                 -40%

   Selling and marketing 444,852           138,482                306,370                221%

   Depreciation and amortization 245,148           116,678                128,470                110%

   Stock-based compensation 144,465           93,742                  50,723                  54%

   Advances to associate 120,629           -                         120,629                100%

Loss before the following (2,445,462)      (861,893)              (1,583,569)           184%

Interest expense 226,026           177,444                48,582                  27%

Other income (11,617)            -                         (11,617)                 100%

Reverse takeover costs 6,136,119        -                         6,136,119             100%

Dividend on Class A preferred shares -                    266,989                (266,989)               -100%

Net loss and comprehsnive loss (8,795,990)      (1,306,326)           (7,489,664)           573%

Basic and diluted loss per share (0.13)                 (0.06)                     (0.06)                      102%

Change

For the three month period ended

 

Revenues 
 
Revenues for the three months ended December 31, 2016 were $238,657 compared to $nil in 2015. The Company 

received its license from Health Canada to sell medical cannabis under the MMPR on July 27, 2016 and completed its 

first product sale in August 2016. In November 2016, the Company began selling directly to authorized patients. 

Revenues from patients totalled $28,802, while revenues from other licensed producers totalled $170,647. Three 

months ended December 31, 2016 also includes revenue of GrowWise of $39,208 from rendering educational services 

to registered patients of other licensed producers. 

Net cost of sales 
 
Included in net cost of sales are the net change in fair value of biological assets, inventory expensed and production 

costs. Biological assets consist of cannabis plants at various pre-harvest stages of growth which are recorded at fair 

value less costs to sell at the point of harvest. Cost to sell includes processing, testing, shipping and sales related costs. 

At harvest, the biological assets are transferred to inventory at their fair value which becomes the deemed cost for 

inventory. Inventory is later expensed to cost of sales when sold. Direct production costs are expensed through cost of 

sales. Net cost of sales for the three month period ended December 31, 2016 and 2015 were $563,220 and $80,394, 

respectively, and includes a recovery relating to the unrealized gain on changes in the fair value of biological assets of 

$42,404 and a loss of $10,875 during those same respective periods.  
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We expect net cost of sales to vary from quarter to quarter based on the number of pre-harvest plants, the strains being 

grown, and where the pre-harvest plants are in the grow cycle at the end of the quarter. 

 

As at December 31, 2016, the Company had 597 plants growing that were harvested in the second week of January. 

These 597 plants produced approximately 35.5 kg of dried cannabis flower that has been designated for research and 

development of cannabis oil (approximately 15 kg) as well as the production of cannabis oil (approximately 20.5 kg). In 

addition, approximately 9.7 kg of previously harvested cannabis flower was also designated for cannabis oil production. 

As the Company has not as yet received a license from Health Canada for the sale of cannabis oil, all cannabis flower 

designated for oil production were valued at nil. This resulted in an increase in the net cost of sales in the fourth quarter 

and in the fiscal year ended December 31, 2016 due to the lower gain on changes in fair value on biological assets.  

 

Gross loss 

 
Gross loss for the three month period ended December 31, 2016 was $324,563 compared to $80,394 in 2015, an 

increase in gross loss of $244,169 or 304%. Gross loss includes unrealized gain from changes in biological assets 

which was $42,404 compared to an unrealized loss from changes in biological assets of $10,875 during the three month 

period ended December 31, 2016 and 2015. Increase in gross loss is primarily due to ramp up in production activities. 

 

We expect gross profit to vary from quarter to quarter based on the quantity of cannabis harvested in the quarter, the 

relevant number of pre-harvest plants in process, the strains being grown, and where the pre-harvest plants are in the 

grow cycle at the end of the relevant quarter. 

 
Expenses 

General and administrative 

 

General and administrative expenses for the three month period ended were $1,078,977 compared to $286,835 during 

the same period in 2015, an increase of 792,142 or 276%. The increase is primarily due to an increase in administration 

personnel both at the Paris facility as well as the Company’s Toronto head office as well as increased costs for 
professional accounting, audit and legal services as the Company transitioned from development to production and 

prepared for its TSXV listing transaction. 

 

Research and development 

 

Research and development costs for the three month period ended December 31, 2016 were $86,828 compared to 

$145,762 during the same period in 2015, a decrease of $58,934 or 40%. The decrease is due to development and 

testing of lower number of strains of cannabis with a broad variety of characteristics during the three month period 

ended December 31, 2016. The decline in development costs related to cannabis was offset to an extent by higher 

development costs related to cannabis oil development in the three months ended December 31, 2016. 

 

Selling and marketing 
 
Selling and marketing costs for the three month period ended December 31, 2016 were $444,852 compared to $138,482 

during the same period in 2015, an increase of $306,370 or 221%. The increase is entirely attributable to the expansion 

of the business in 2016 with increased marketing efforts that required an increase in sales and marketing headcount, 

consolidation of GrowWise selling and marketing expenses and increase in marketing related expenses. 

 
Depreciation and amortization 
 
Depreciation and amortization expense for the three month period ended December 31, 2016 was $245,148 compared 

to $116,678 during the same period in 2015, an increase of $128,470 or 110%. The increase was the result of full three 

month depreciation expense for the three month period ended December 31, 2016 from additions in property, plant and 

equipment done throughout 2015 along with depreciation expense from additions of approximately $1.7 million in 2016.  

 

Stock-based compensation 
 

Stock-based compensation for the three month period ended December 31, 2016 was $144,465 compared to $93,742 

during the same period in 2015, an increase of $50,723 or 54%. The increase is due to the effect of full three month 
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expense in the three month period ended December 31, 2016 from options granted in December 2015 along with 

expense related to stock options issued in July 2016.  

 

Advances to associate 
 
The Company has 50% equity interest in GrowWise Health Limited (“GrowWise”) which was being accounted for using 

the equity method of accounting until acquisition of control on October 31, 2016. During the three month period ended 

December 31, 2016, the Company advanced $120,629 to GrowWise prior to obtaining control. The entire amount was 

expensed as the investment was determined to be not recoverable. 

 
Interest expense 
 
Interest expense for the three month period ended December 31, 2016 was $226,026 compared to $177,444 during 

the same period in 2015, an increase of $48,582 or 27%. The increase was primarily the result of interest expense from 

mortgages obtained on its Paris properties in September 2015 and January 2016 of $3,500,000 and $425,000 

respectively. Both of these mortgages as well as a $550,000 mortgage and a note payable of $750,000 were refinanced 

with $5,500,000 of long-term debt with an 8% interest in December 2016. 

 

Other income 
 
Other income was composed of $25,000 amount charged to other income in the three month period ended September 

30, 2016 as this amount was reclassed to reverse takeover costs in the three month period ended December 31, 2016. 

This was offset by change in liability of $13,383 related to the change in the liability to White Cedar related to the option 

agreement to acquire their interest in GrowWise. 

 

Reverse takeover costs 
 
Reverse takeover costs are associated with the completion of the Transaction on December 6, 2016. Please refer to 

“Description of Business” in this MD&A and Note 2 to the Financial Statements. 

 
Dividend on Class A preferred shares 
 
The Company expensed dividends on Class A preferred shares of $266,989 in the three-month period ended December 

31, 2015. The Company settled this expense by issuing common shares. On August 18, 2016, all outstanding Class A 

preferred shares were converted into common shares. In connection with this conversion, the holders of the Class A 

preferred shares also surrendered their rights for any dividend that was accrued and unpaid as at the date of conversion. 

 

Net loss and comprehensive loss 

 

Net loss and comprehensive loss were $8,795,990 and $1,306,326 for the three month periods ended December 31, 

2016 and 2015 respectively, an increase in loss of $7,489,664 or 573%. These losses were primarily attributed to 

$6,136,119 of reverse takeover costs (Please refer to Note 2 to the Financial Statements for more details) as well as 

the significant ramp up of operations including the opening of the Company’s customer service centre in the period as 
well increased investor relations costs related to the Company completing its TSXV listing. The Company also increased 

staffing and expenses in administration, quality assurance and marketing to grow its business. As the business 

continues to grow its production and patient base its operating losses are expected to decline in 2017.  

 

Loss per ordinary share 

 

Basic loss per ordinary share is calculated by dividing the net loss attributable to common shareholders of the Company 

by the weighted average number of common shares and special shares outstanding during the period. Diluted loss per 

ordinary share is calculated by adjusting the earnings and number of shares for the effects of dilutive options and other 

potentially dilutive securities. The weighted average number of common shares used as the denominator in calculating 

diluted loss per share excludes un-issued common shares related to stock options and warrants as they are anti-dilutive. 

Basic and diluted loss per share for the three month period ended December 31, 2016 was $0.13 per share as compared 

to $0.06 per share for the three month period ended December 31, 2015.  
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Review of financial position as at December 31, 2016 and 2015 
 
Total assets 

 

Total assets at December 31, 2016 were $37,896,928 compared to $10,426,752 at December 31, 2015, an increase of 

$27,470,176 or 263%. The increase is primarily due to the following: 

 

 Cash and cash equivalents increased by $24,965,896 due to the various financings done during 2016. 

 

 Inventories and biological assets increased by $815,793 due to due to the ramp up in production during 2016. 

 

 Property, plant and equipment and equipment deposits increased by $1,686,324 primarily due to additions to 

support the Company’s future expansion and growth. 
 

Total liabilities 

 

Total liabilities at December 31, 2016 were $8,289,976 compared to $13,703,849 at December 31, 2015, a decrease 

of $5,413,873 or 40%. The decrease is primarily due the conversion of Class A preferred shares liability of $8,560,847 

to common shares in August 2016 partly offset by an increase in long-term debt of $1,526,736 and an increase in trade 

and other payables of $1,685,432 related primarily to the Phase 2 Grow Room expansion. 

 

Borrowings 

 

During the year ended December 31, 2016, the Company repaid both mortgages that were outstanding at December 

31, 2015, in the amount of $3,500,000 and $550,000. 

 

During the year ended December 31, 2016, the Company issued a promissory note in the amount of $5,500,000. The 

note is secured by, among other things: (i) a first ranking mortgage on the real property on which the Company’s 
production facility is located; (ii) a general security agreement granted by Emblem and ECC; (iii) a pledge of all of the 

shares of ECC and GrowWise that are owned by Emblem; and (iv) a guarantee from each of ECC and GrowWise. 

Interest-only payments at a rate of 8% per annum are due monthly. The promissory note is repayable in full on 

December 12, 2019. The Company has an option to repay in full on December 12, 2018. 

 

Liquidity and capital resources 

 

For the year ended December 31, 2016, the Company incurred net loss of $17,388,646 and financed its operations and 

met its capital requirements primarily through long-term debt and equity raises.  

 

As at December 31, 2016, the Company had a working capital of $24,793,885 compared to a working capital deficiency 

of $7,930,576 at December 31, 2015. The increase in working capital of $32,724,461 is primarily attributable to the 

Company’s equity raises completed during 2016. It is expected that this amount of working capital is more than sufficient 

to fund the Company’s operations and capital plans for 2017. 

 

Operating activities  
 

For the year ended December 31, 2016, cash flows used in operating activities were $5,543,669 compared to 

$2,602,338 for the year ended December 31, 2015, an increase in cash used of $2,941,331 or 113%. The increase in 

cash flow used in operations is due to the significant ramp of operating activities and headcount as well as governance 

and investor relations cost associated with the TSXV listing transaction. 

 

Financing activities 
 

For the year ended December 31, 2016, cash flows provided by financing activities were $32,272,308 compared to 

$6,280,832 for the year ended December 31, 2015, an increase in cash of $25,991,476 or 414%. The increase in cash 

provided by financing activities is primarily due to an increase in cash proceeds from private placements of $28,599,204 

offset by a net reduction in long-term debt financings of $3,050,000. 
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Investing activities  

 

For the year ended December 31, 2016, cash flows used in investing activities were $1,762,743 compared to 

$7,932,387 for the year ended December 31, 2015, a decrease of $6,169,644 or 68%. Most of this decrease is due to 

a significant investment in 2015 of over $4,000,000 in renovating the Company’s premises in Paris, including the 

upgrading of the building’s electrical system, installing a security system and the installation of the necessary HVAC 

units. These renovations also included construction of a mother room, a propagation room, a vegetation room, six 

flowering rooms, a drying room, a curing room and a qualified vault. The 2016 investment activities related primarily to 

the purchase of equipment with respect to the Company’s extraction of oils initiative, as well as computer equipment for 
staff and servers and related equipment required to sell and service the patients over the internet. The Company’s 
advances to GrowWise also increased by $277,360 in 2016.  

 

Share capital  
 

The Company’s authorized share capital consists of an unlimited number of common shares, an unlimited number of 

non-voting preferred shares and  an unlimited number of special non-voting shares of which 71,344,846 common 

shares, no preferred shares and 14,065,265 special non-voting shares are issued and outstanding as of the date of this 

MD&A. 

 

Other securities issued and outstanding as of the date of this MD&A are as follows: 

Outstanding Exercisable 

Stock options 6,114,999             1,179,998               

Warrants 30,583,214           30,583,214            

Broker warrants 122,700                 122,700                  

Warrants on exercise of broker warrants 61,350                   61,350                    

36,882,263           31,947,262            

 
COMMITMENTS AND CONTINGENCIES 
 
As of December 31, 2016, the Company had the following contractual maturities of undiscounted cash flows: 

 

  Contractual cash flows 

Contractual obligations 

Carrying 

amount 

Less than 1 

year 2 – 3 years 

After 3 

years Total 

 $ $ $ $ $ 

      

Trade and other payables 2,295,673 2,295,673   2,295,673 

Due to related parties 59,690 59,690   59,690 

Long-term debt 5,334,613 440,000 6,357,096  6,797,096 

Equipment purchase contracts  1,358,419   1,358,419 

Corporate office rental contract  106,883 217,986 99,910 424,779 

Service contract  37,860 75,720 50,480 164,060 

 7,689,976 4,298,525 6,650,802 150,390 11,099,717 

 

Contingencies 

 

Certain of the Company’s executives have been named in a claim that also identifies the Company in relation to certain 
services provided by an individual. It is the Company’s determination that the claim of $10 million is primarily against 
the founders of the Company and not the Company itself. The claim for damages against the Company, specifically, is 

not pleaded with sufficient particularity to allow an accurate assessment of the quantum of damages being sought 

against the Company. The likely measure of damages sought will either be the market value of the services the plaintiff 

provided to the Company or the degree to which the Company was enriched by those services. The Company is of the 

view that the amount of the claim bears no relationship to the value of the services provided. The outcome of this legal 

matter is subject to negotiations by the officers of the Company and the Company believes it is unlikely to be impacted 

and accordingly, no amount has been provided for.  
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On May 27, 2015, a preferred shareholder filed a dissent action after the Board of Directors of Emblem resolved to 

amend the share conditions of the Company’s Class A preferred shares to provide the Board of Directors with the 
discretion to pay the annual dividend by the issuance of common shares. The matter is subject to an ongoing process, 

which will ultimately determine the settlement amount; the outcome may be materially different than the $600,000 

provision recorded.  

 

In the ordinary course of business, from time to time, the Company may be involved in various claims related to its 

commercial and/or corporate activities. Although such matters cannot be predicted with certainty, management does 

not consider the Company’s exposure to these claims to be material to these consolidated financial statements. 

 

OFF BALANCE SHEET ARRANGEMENTS 
 
Emblem has no off-balance sheet arrangements except for the commitments shown above.  
 
TRANSACTIONS WITH RELATED PARTIES 
 
Prior to the acquisition of GrowWise, all transactions with GrowWise were related party transactions. Details of these 

transactions are discussed in note 8 to the December 31, 2016 consolidated financial statements. 

 

Due to related parties of $17,289 represents the amount payable to White Cedar by GrowWise for services provided by 

White Cedar to GrowWise. In addition, due to related parties included $42,301 representing a liability to White Cedar 

related to its interest in GrowWise. 

 
RISKS FACTORS 
 
Governmental regulation 
 

The business and activities of the Company are heavily regulated in all jurisdictions where it carries on business. The 

Company’s operations are subject to various laws, regulations and guidelines by governmental authorities, particularly 
Health Canada, relating to the manufacture, marketing, management, transportation, storage, sale and disposal of 

medical marijuana, and also including laws and regulations relating to health and safety, the conduct of operations and 

the protection of the environment. Laws and regulations, applied generally, grant government agencies and self-

regulatory bodies broad administrative discretion over the activities of the Company, including the power to limit or 

restrict business activities as well as impose additional disclosure requirements on the Company’s products and 
services. 

 

Achievement of the Company’s business objectives are contingent, in part, upon compliance with regulatory 
requirements enacted by these governmental authorities and obtaining all regulatory approvals, where necessary, for 

the production and sale of its products. The Company cannot predict the time required to secure all appropriate 

regulatory approvals for its products, or the extent of testing and documentation that may be required by governmental 

authorities. Any delays in obtaining, or failure to obtain regulatory approvals would significantly delay the development 

of markets and products and could have a material adverse effect on the business, results of operations and financial 

condition of the Company. 

 

Failure to comply with the laws and regulations applicable to its operations may lead to possible sanctions including the 

revocation or imposition of additional conditions on licenses to operate the Company’s business; the suspension or 
expulsion from a particular market or jurisdiction or of its key personnel; and, the imposition of fines and censures. To 

the extent that there are changes to the existing or the enactment of future laws and regulations that affect the sale or 

offering of the Company’s product or services in any way, the Company’s revenues may be adversely affected. 

 
Changes in laws, regulations and guidelines 
 

On August 11, 2016, Health Canada announced the new ACMPR which came into force on August 24, 2016, replacing 

the MMPR as the regulations governing Canada’s medical cannabis program. The ACMPR was implemented as a 

result of the February 2016 Federal Court case of Allard v Canada [“Allard”] (2016 FC 236). In Allard the court found 

the MMPR to be unconstitutional and of no force and effect, but suspended its declaration of invalidity for six months in 

order to give the federal government time to respond. 
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As per Health Canada’s statement and corresponding fact sheet released on August 11, 2016, the ACMPR allows 
Canadians who have been authorized by their health care practitioner, and who are registered with Health Canada, to 

produce a limited amount of medical marijuana for their own medical purposes, or to designate someone who is 

registered with Health Canada to produce it for them. Starting materials such as plants or seeds are to be obtained from 

licensed producers only. Individuals will also continue to have the option to purchase quality controlled medical 

marijuana from licensed producers such as the Company. It is possible that such developments could significantly 

reduce the addressable market for the Company’s products and materially and adversely affect the business, financial 
condition and results of operations of the Company. 

 

On June 30, 2016, the federal government established the Task Force of Cannabis Legalization and Regulation [the 

“Task Force”] to seek input on the design of a new system to legalize, strictly regulate and restrict access to marijuana. 

On December 13, 2016, the Task Force completed its review and published a report outlining its recommendations. It 

is expected that the federal government will introduce for consideration legislation for the legalization of marijuana in 

the spring of 2017; however, it is unknown if this regulatory change will be implemented at all. Several recommendations 

from the Task Force including, but not limited to, permitting home cultivation, potentially easing barriers to entry into a 

Canadian recreational marijuana market and restrictions on advertising and branding, could materially and adversely 

affect the business, financial condition and results of operations of the Company.  

 

Changes to reimbursement allowances for veterans 
 

On November 22, 2016, the Minister of Veterans Affairs announced that Veterans Affairs Canada [“VAC”] will issue new 

rules related to the reimbursement of medical cannabis for veterans. It is expected that the new rules will limit the 

amount of reimbursement to veterans in two ways. First, the amount of medical marijuana that can be reimbursed is 

expected to be limited to 3.0 grams per day (per veteran), such change to be effective as of May 21, 2017. Second, the 

price per gram reimbursement has been limited to $8.50 per gram. The Company understands that the new rules may 

allow individual veterans to receive reimbursement for more than 3.0 grams a day, on a case by case basis, subject to 

specific conditions, which as of the date hereof have yet to be fully delineated. Accordingly, the Company has not yet 

been able to fully model the impact that the proposed VAC changes may have on the Company’s revenue stream. It is 
also unclear how many veteran patients of the Company, if any, may meet the case by case exemption referenced 

herein. Investors are cautioned that the VAC changes may have a material effect on the Company’s business in the 
event that the Company is unable to secure offsetting revenue streams, its veteran patients do not qualify for an 

exemption or if further amendments to the VAC changes are announced. 

 

Reliance on facility 
 

The Company’s activities and resources are focused on the Company’s facility in Paris, Ontario. The License held by 

the Company is specific to this facility. Adverse changes or developments affecting the facility, including but not limited 

to a breach of security, could have a material and adverse effect on the Company’s business, financial condition and 
prospects. Any breach of the security measures and other facility requirements, including any failure to comply with 

recommendations or requirements arising from inspections by Health Canada, could also have an impact on the 

Company’s ability to continue operating under the License or the prospect of renewing the License. 

 

The facility continues to operate with routine maintenance however the building does have components that require 

replacement or repair.  The Company owns its facility and is responsible for all of the costs of maintenance and upkeep.  

The Company’s operations and financial performance may be adversely affected if the Company is unable to keep up 

with maintenance requirements. 

 

Reliance on license renewal 
 

The Company’s ability to grow, store and sell medical marijuana in Canada is dependent on its License from Health 

Canada. Failure to comply with the requirements of the License or any failure to maintain this License would have a 

material adverse impact on the business, financial condition and operating results of the Company. The License was 

renewed July 27, 2016 and expires January 26, 2018. Although management believes it will meet the requirements of 

the ACMPR for extension of the License, there can be no guarantee that Health Canada will extend or renew the license 

or, if it is extended or renewed, that it will be extended or renewed on the same or similar terms. Should Health Canada 

not extend or renew the license, or should it renew the license on different terms or not provide the amendments as 

requested for anticipated capacity increases, the business, financial condition and results of the operations of the 
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Company will be materially adversely affected. Pursuant to the License, the Company is currently only permitted to 

produce and sell cannabis flower. In the event that the desired amendments to the License to authorize the Company 

to sell or distribute cannabis oil or any other derivative products are not granted, the Company’s ability to expand the 
scope of its operational activities as anticipated would not be achieved and could have a material adverse effect on the 

Company. 

 

Competition 
 

There is potential that the Company will face intense competition from other companies, some of which have longer 

operating histories and more financial resources and production and marketing experience than the Company. 

 

Because of the early stage of the industry in which the Company operates, the Company expects to face additional 

competition from new entrants. If the number of users of medical marijuana in Canada increases, the demand for 

products will increase and the Company expects that competition will become more intense, as current and future 

competitors begin to offer an increasing number of diversified products and pricing strategies. To remain competitive, 

the Company will require a continued high level of investment in research and development, marketing, sales and client 

support. The Company may not have sufficient resources to maintain research and development, marketing, sales and 

client support efforts on a competitive basis which could materially and adversely affect the business, financial condition 

and results of operations of the Company. 

 
A Significant number of common shares are owned by a limited number of existing shareholders 
 

The Company’s management and directors own a substantial number of the outstanding Common Shares (on a fully 

diluted basis).  As such, the Company’s management, directors and employees, as a group, are in a position to exercise 
significant influence over matters requiring shareholder approval, including the election of directors and the 

determination of significant corporate actions. As well, these shareholders could delay or prevent a change in control of 

the Company that could otherwise be beneficial to the Company’s shareholders. 
 

Reputational risk to third parties 
 

The parties with which the Company does business may perceive that they are exposed to reputational risk as a result 

of the Company’s medical marijuana business activities. Failure to establish or maintain business relationships could 
have a material adverse effect on the Company.  

 

Risk factors related to expansion 
 

Certain contemplated capital expenditures will require Health Canada approval. There is no guarantee that Health 

Canada will approve the contemplated expansions in a timely fashion, nor is there any guarantee that the expansion 

will be completed in its currently proposed form, if at all. The failure of the Company to successfully execute its expansion 

strategy (including receiving the expected Health Canada approvals in a timely fashion) could adversely affect the 

business, financial condition and results of operations of the Company. 

 

Conflicts of interest 
 

Certain directors and officers are directors and/or officers or hold interest in other companies involved in the same or 

similar businesses to the Company and as such may, in certain circumstances, have a conflict of interest, if any, which 

arise will be subject to and governed by procedures prescribed by the Company’s governing corporate law statute which 
requires a director of a corporation who is a party to, or is a director or an officer of, or has some material interest in any 

person who is a party to, a material contract or proposed material contract with the Company to disclose his or her 

interest and, in the case of directors, to refrain from voting on any matter in respect of such contract unless otherwise 

permitted under such legislation. 

 
Permits and licenses 
 

In addition to the License, the operations of the Company require licenses and permits from various governmental 

authorities. The Company currently has all permits and licenses that it believes are necessary to carry on its business. 

The Company may require additional licenses or permits in the future and there can be no assurance that the Company 

will be able to obtain all such additional licenses and permits. In addition, there can be no assurance that any existing 
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licenses and permits will be renewable if and when required or that such existing licences and permits will not be 

revoked. 

 

TSXV restrictions on business  
 

The TSXV required that, as a condition to the RTO, the Company delivered an undertaking (the “Undertaking”) 
confirming that, while listed on the TSXV, not to commence commercial operation of cannabis oil until such time as the 

Company has received legal permission to do so. The Undertaking could have an adverse effect on the Company’s 
ability to expand its business into other areas. The Undertaking may prevent the Company from expanding into new 

areas of business when the Company’s competitors have no such restrictions. All such restrictions could materially and 

adversely affect the growth, business, financial condition and results of operations of the Company. 

 

COMPANY OUTLOOK 
 
2017 promises to be another eventful year for the Company. The Company expects to: 

 
 Finish its current expansion, which should bring its total annual production to over 2,000 kgs for the medical 

market by January 2018. The first three Phase 2 Grow Rooms are expected to be planted in June with the first 

cannabis flower expected to be harvested in September. The fourth Phase 2 Grow Room is expected to be 

planted in January 2018 with the first cannabis flower expected to be harvested in March 2018. This expansion 

in production capacity is expected to provide the Company with sufficient productive capacity to serve between 

9,000 and 10,000 active patients; 

 Build a 9,500 sq. ft. GMP quality extraction facility, laboratory and pharmaceutical production facility that will 

allow the Company to further its business plan of developing and bringing to market advanced cannabis based 

pharmaceutical formulations that the Company believes will be the future of prescription cannabis medication 

in Canada. This facility will also allow the Company to produce the highest quality permitted derivative products 

for the proposed adult use market; and 

 Begin development and construction of a significant expansion of its production capacity for the proposed adult 

use market in modules of approximately 100,000 sq. ft. The Company will continue its strategy of building 

totally indoor facilities, with internally segregated cultivation rooms, total sequestration from outside 

environmental influences and robust environmental control infrastructure that will allow it to create the ideal 

environment for cannabis cultivation and produce the highest quality product for the Canadian market capable 

of commanding premium prices. 

 
CRITICAL ACCOUNTING ESTIMATES 
 
The Company’s significant accounting policies under IFRS are contained in note 4 of the Audited Financial Statements. 
Certain of these policies involve critical accounting estimates as they require management to make particularly 

subjective or complex judgments, estimates and assumptions about matters that are inherently uncertain and because 

of the likelihood that materially different amounts could be reported under different conditions or using different 

assumptions.  

 

See Note 3 of the Financial Statements for discussion on use of estimate and judgements. 

 
NEW ACCOUNTING PRONOUNCEMENTS 
 
New standards, amendments and interpretations adopted by the Company 

 

The following new accounting standards applied or adopted during the year ended December 31, 2016 had no material 

impact on the financial statements:  

 
[i] Amendments to IAS 41 – Agriculture and IAS 16 – Property, plant and equipment [“IAS 41” and “IAS 16”] 
 

This amendment provides guidance regarding the accounting for bearer plants by providing a definition of bearer plants 

and brings bearer plants within the scope of IAS 16 from IAS 41. The amendment is effective for annual reporting 

periods beginning on or after January 1, 2016, and must be applied retrospectively. The Company adopted the 

amendments to IAS 41 and IAS 16 and the adoption of these amendments did not have any impact on the Company’s 
consolidated statement of financial position or consolidated statement of operations and comprehensive loss. 
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[ii] Amendments to IAS 1 - Financial Statement Presentation [“IAS 1”] 
 

The IASB has published “Disclosure Initiative” [Amendments to IAS 1]. The amendments aim at clarifying IAS 1 to 

address perceived impediments to preparers exercising their judgment in presenting their financial reports. They are 

effective for annual periods beginning on or after January 1, 2016, with earlier application permitted. The amendments 

to IAS 1 did not have any impact on the Company’s consolidated financial statements. 
 

[iii] Amendments to IAS 16 and IAS 38: Clarification of Acceptable Methods of Depreciation and Amortization [“IAS 
16” and “IAS 38”] 
 

The amendments clarify the principle in IAS 16 and IAS 38 that revenue reflects a pattern of economic benefits that are 

generated from operating a business [of which the asset is part] rather than the economic benefits that are consumed 

through use of the asset. As a result, a revenue-based method cannot be used to depreciate property, plant and 

equipment and may only be used in very limited circumstances to amortize intangible assets. These amendments were 

effective for annual periods beginning on or after January 1, 2016. The amendments did not have any impact on the 

consolidated financial statements of the Company as the Company has not used a revenue-based method to depreciate 

its non-current assets. 

 

New standards and interpretations not yet adopted  

 

The Company has not applied the following new and revised IFRS that have been issued but are not yet effective: 

 

[i] IFRS 9 - Financial Instruments [“IFRS 9”] 
 

In July 2014, the IASB issued the final version of IFRS 9, which reflects all phases of the financial instruments project 

and replaces IAS 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 after January 1, 2018, with early application permitted. Retrospective 

application is required, but restatement of comparative information is not compulsory. The Company is in the process 

of evaluating the impact of IFRS 9 on the Company’s consolidated financial statements. 

 

[ii] IFRS 15 - Revenue from Contracts with Customers [“IFRS 15”] 
 

In May 2014, the IASB issued IFRS 15, which covers principles for reporting about the nature, amount, timing and 

uncertainty of revenue and cash flows arising from contracts with customers. The core principle of the new standard is 

that an entity recognizes revenue to represent the transfer of goods or services to customers in an amount that reflects 

the consideration to which the entity expects to be entitled in exchange for those goods or services. The standard also 

provides a model for the recognition and measurement of gains or losses 2018 sale of non-financial assets. IFRS 15 is 

effective for annual periods beginning on or after January 1, 2018. The standard permits the use of either full or modified 

retrospective application. This new accounting guidance will also result in enhanced disclosures about revenue. The 

Company is evaluating the effect that IFRS 15 will have on its consolidated financial statements and related disclosures, 

as well as the transition method to apply the new standard. 

 

[iii] IFRS 16 - Leases [“IFRS 16”] 
 

In January 2016, the IASB issued IFRS 16, which specifies how an IFRS reporter will recognize, measure, present and 

disclose leases. The standard provides a single lessee accounting model, requiring lessees to recognize assets and 

liabilities for all leases unless the lease term is 12 months or less or the underlying asset has a low value. Lessors 

continue to classify leases as operating or finance, with IFRS 16’s approach to lessor accounting substantially 

unchanged from its predecessor, IAS 17. IFRS 16 is effective for annual reporting periods beginning on or after January 

1, 2019, and a lessee shall either apply IFRS 16 with full retrospective effect or alternatively not restate comparative 

information but recognize the cumulative effect of initially applying IFRS 16 as an adjustment to opening equity at the 

date of initial application. Early adoption is permitted if IFRS 15 has also been adopted. The Company is in the process 

of evaluating the impact of IFRS 16 on the Company’s consolidated financial statements. 
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[iv] IAS 7 – Statement of Cash Flows [“IAS 7”] 
 

IAS 7 has been revised to incorporate amendments issued by the IASB in January 2016. The amendments require 

entities to provide disclosures that enable users of financial statements to evaluate changes in liabilities arising from 

financing activities. The amendments are effective for annual periods beginning on or after January 1, 2017. Earlier 

application is permitted. The Company is in the process of evaluating the amendments to IAS 7 on the Company’s 

consolidated financial statements. 

 

[v] IAS 12 – Income Taxes [“IAS 12”] 
 

IAS 12 has been revised to incorporate amendments issued by the IASB in January 2016. The amendments clarify how 

to account for deferred tax assets related to debt instruments measured at fair value. The amendments are effective for 

annual periods beginning on or after January 1, 2017. Earlier application is permitted. The Company does not expect 

the adoption of this standard to have a significant impact on the Company as it does not have any debt instruments that 

are measured at fair value. 

 

[vi] IFRS 2 – Share-Based Payments [“IFRS 2”] 
 

IFRS 2 has been amended to address [i] certain issues related to the accounting for cash-settled awards, and [ii] the 

accounting for equity settled awards that include a “net settlement” feature in respect of employee withholding taxes. 
IFRS 2 is effective for annual periods beginning on or after January 1, 2018. The Company is in the process of evaluating 

the amendments to IFRS 2 on the Company’s consolidated financial statements. 

 
FINANCIAL INSTRUMENTS AND RISK MANAGEMENT 
 
The Company’s financial instruments consist of cash and cash equivalents, other receivables, trade and other payables, 

provisions and long-term debt and the carrying value approximate fair value.  

 

The activities of the Company expose it to a variety of financial risks: credit risk, liquidity risk and interest rate risk. The 

Company’s overall risk management program focuses on the unpredictability of financial markets and seeks to minimize 

potential adverse effects on the Company’s financial performance. Risk management is the responsibility of the finance 
function. Material risks are monitored and are regularly discussed with the Board. 

 

Refer to the notes to the Audited Financial Statements for more information on the impact of financial risks. 

 
SUBSEQUENT EVENTS 

 

On January 4, 2017, the Company issued 300,000 common shares to a non-employee in exchange for a note receivable 

in the amount of $345,000. The note receivable and the shares will be presented within shareholders’ equity (deficiency) 
as the only collateral for the note consists of the Company’s shares issued. The common shares are held in escrow and 
are released ratably over a three-year period as services are received. 

 

On January 31, 2017, as detailed in Recent Developments at page 7, the Company closed the Offering and, on March 

17, 2017, obtained a receipt for a short form prospectus that qualified for distribution the SW units.  

 

On March 13, 2017, the Company granted 1,165,000 incentive stock options [the "March Options"] to independent 

directors, non-executive employees and consultants of the Company. The March Options are exercisable at a price of 

$2.58 per share for a period of five years and are subject to vesting as to one-third of the number of March Options 

granted on each of March 31, 2018, 2019 and 2020. 

 

On April 17, 2017, the Company granted 280,000 incentive stock options [the "April Options"] to a consultant performing 

investor relations activities and employees of the Company. The April Options are exercisable at a price of $2.60 per 

share for a period of five years and are subject to vesting as to one-third of the number of April Options granted on each 

of April 30, 2018, 2019 and 2020. 


