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Management’s Discussion and Analysis 

For the three and nine months ended September 30, 2018 

 

For purposes of this discussion, “Charlotte’s Web”, “CW”, or the “Company” refers to 

Charlotte’s Web Holdings, Inc. 

This management’s discussion and analysis (MD&A) is provided as of November 26, 2018 

and should be read together with the Company’s unaudited Consolidated Financial 

Statements and the accompanying notes as at and for the three and nine months ended 

September 30, 2018 and the audited Consolidated Financial Statements as at and for the 

year ended December 31, 2017, together with the accompanying notes. The results reported 

herein have been prepared in accordance with International Financial Reporting Standards 

(IFRS) and, unless otherwise noted, are expressed in United States dollars.  

Additional information relating to the Company, including the Company’s prospectus, can 

be found on SEDAR at www.sedar.com. 

 
FORWARD-LOOKING STATEMENTS 

In the interest of providing the shareholders and potential investors of Charlotte’s Web 

Holdings, Inc. with information about the Company and its subsidiaries, including 

management’s assessment of the Company and its subsidiaries’ future plans and operations, 

certain information provided in this MD&A constitutes forward-looking statements or 

information (collectively, “forward-looking statements”). Forward-looking statements are 

typically identified by words such as “may”, “will”, “should”, “could”, “anticipate”, “expect”, 

“project”, “estimate”, “forecast”, “plan”, “intend”, “target”, “believe” and similar words 

suggesting future outcomes or statements regarding an outlook. Although these forward-

looking statements are based on assumptions the Company considers to be reasonable 

based on the information available on the date such statements are made, such statements 

are not guarantees of future performance and readers are cautioned against placing undue 

reliance on forward-looking statements. By their nature, these statements involve a variety 

of assumptions, known and unknown risks and uncertainties, and other factors which may 

cause actual results, levels of activity, and achievements to differ materially from those 

expressed or implied by such statements. The forward-looking information contained in 

this MD&A is based on certain assumptions and analysis by management of the Company 

in light of its experience and perception of historical trends, current conditions and 

expected future development and other factors that it believes are appropriate. 

The material factors and assumptions used to develop the forward-looking statements 

herein include, but are not limited to, the following: (i) the regulatory climate in which the 

Company operates will continue to be favorable to the Company’s business; (ii) the 

continued sales success of the Company’s products; (iii) the continued success of sales and 

marketing activities; (iv) there will be no significant delays in the development and 

commercialization of the Company’s products; (v) the Company will continue to maintain 

sufficient and effective production and research and development capabilities to compete 

on the attributes and cost of its products; (vi) there will be no significant reduction in the 
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availability of qualified and cost-effective human resources; (vii) new products will continue 

to be added to the Company’s portfolio; (viii) demand for hemp-based wellness products 

will continue to grow in the foreseeable future; (ix) there will be no significant barriers to 

the acceptance of the Company’s products in the market; (x) the Company will be able to 

maintain compliance with applicable contractual and regulatory obligations and 

requirements; (xi) there will be adequate liquidity available to the Company to carry out its 

operations; and (xii) superior products do not develop that would render the Company’s 

current and future product offerings undesirable. 

The Company’s forward-looking statements are subject to risks and uncertainties 

pertaining to, among other things, revenue fluctuations, nature of government regulations, 

economic conditions, loss of key customers, retention and availability of executive talent, 

competing products, common share price volatility, loss of proprietary information, product 

acceptance, internet and system infrastructure functionality, information technology 

security, cash available to fund operations, availability of capital and, international and 

political considerations, including but not limited to those risks and uncertainties discussed 

under the heading “Risk Factors” in this MD&A and the Company’s other filings with 

securities regulators. The impact of any one risk, uncertainty, or factor on a particular 

forward-looking statement is not determinable with certainty as these are interdependent, 

and the Company’s future course of action depends on Management’s assessment of all 

information available at the relevant time. Except to the extent required by law, the 

Company assumes no obligation to publicly update or revise any forward-looking 

statements made in this MD&A, whether as a result of new information, future events, or 

otherwise. All subsequent forward-looking statements, whether written or oral, attributable 

to the Company or persons acting on the Company’s behalf, are expressly qualified in their 

entirety by these cautionary statements. 

BUSINESS OVERVIEW 

Charlotte’s Web Holdings, Inc. is a market leader in the production and distribution of 

innovative hemp-based, CBD wellness products. Through its vertically integrated business 

model, the Company strives to improve customers’ lives and meet their demands for 

stringent product quality, efficacy and consistency. The Company does not produce or sell 

medicinal or recreational marijuana or products derived therefrom.    

The Company’s primary products are made from high quality and proprietary strains of 

whole-plant hemp extracts containing a full spectrum of phytocannabinoids, including 

CBD, terpenes, flavonoids and other minor but valuable hemp compounds. The Company 

believes the presence of these various compounds work synergistically to heighten the 

effects of the products, making them superior to single-compound CBD isolates.    

Hemp extracts are produced from Industrial Hemp, which is defined as Cannabis with less 

than 0.3% THC. THC causes psychoactive effects when consumed and is typically associated 

with marijuana (i.e. Cannabis with high-THC content). The Company does not produce or 

sell medicinal or recreational marijuana or products derived from high-THC 

Cannabis/marijuana plants.  Industrial Hemp products have no psychoactive effects. 
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The Company’s current product categories include tinctures (liquid product), capsules and 

topical products. Planned product categories include powdered supplements, single-use, 

beverage, sport and professional (dedicated health care practitioner products). The 

Company’s products are distributed through its e-commerce website, select wholesalers and 

a variety of brick and mortar retailers.   

The Company grows its proprietary hemp on farms leased in eastern Colorado and sources 

high-quality hemp through contract farming operations in Kentucky and Oregon. 

INITIAL PUBLIC OFFERING AND PRIVATE PLACEMENT 

On August 30, 2018, the Company successfully completed an Initial Public Offering. The 

shares are listed for trading on the Canadian Securities Exchange under the symbol “CWEB” 

and is also traded on the OTCQX under the symbol “CWBHF”. 

Immediately following the closing of the Initial Public Offering, the Company executed the 

following transactions (the “Reorganization”).  

Background 

Charlotte’s Web Holdings, Inc. was incorporated under the Business Corporations Act 

(British Columbia) on May 18, 2018, as Stanley Brothers Holdings Inc. On July 12, 2018, 

the Company changed its name to Charlotte’s Web Holdings, Inc. The Company was created 

to indirectly acquire and hold all of the shares of CWB Holdings, Inc. (CWB).  

Stanley Brothers, Inc. was incorporated under the laws of Delaware on June 15, 2018 and is 

a wholly owned subsidiary of the Company. In conjunction with the initial public offering, 

Stanley Brothers, Inc. changed its name to Charlotte’s Web, Inc.  

CWB was incorporated under the Colorado Business Corporation Act (“CBCA”). CWB was 

initially formed December 8, 2013 under the name Stanley Brothers Social Enterprises, 

LLC, and on June 19, 2015, changed its name to CWB Holdings, LLC. On December 30, 

2015, it converted from a limited liability company to a corporation pursuant to Colorado 

law and changed its name to CWB Holdings, Inc.  

Reorganization 

Immediately following the Company’s initial public offering, the Company and CWB 

completed the following reorganization steps pursuant to a merger agreement between the 

Company, CWB and Charlotte’s Web, Inc. 

- CWB merged into Charlotte’s Web, Inc. (formerly Stanley Brothers, Inc.) 

- Shareholders of CWB exchanged their shares in CWB for shares in Charlotte’s Web 

Holdings, Inc. The shares of common stock of CWB owned immediately prior to the 

reorganization were converted into the right to receive from the Company one 

Proportionate Voting Share for every 44.444 shares of common stock of CWB. The 

ratio was intended to give effect to an approximate 9:1 stock split of the common 

stock of CWB in connection with the exchange of such stock for Proportionate Voting 

Shares. 
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- All of the issued and outstanding shares of CWB were cancelled and the shareholders 

of CWB ceased to have any rights other than the right to receive consideration of any 

rights of dissenting shareholders.  

The following organizational chart indicates the Company’s organizational structure 

(including jurisdiction of formation or organization of the entities shown) after giving effect 

to the initial public offering and the Reorganization 
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Initial Offering and Private Placement  

On August 30, 2018, the Company issued 13,312,150 common shares through its initial 

public offering at a price of C$7.00 (US$5.41) per common share. Aggregate proceeds, net 

of underwriting fees of C$6,103 (US$4,713) were $87,082 (US$67,245).  

On September 5, 2018, the Company completed a non-brokered private placement of 

802,216 common shares at a price of C$7.00 (US$5.30) per common share. Aggregate 

proceeds were C$5,616 (US$4,256). The private placement was completed to accommodate 

investors who could not participate in the initial public offering due to their residency 

jurisdiction outside of Canada.   

SECONDARY OFFERING 

On August 30, 2018, a secondary offering by certain shareholders of the Company of 

common stock was completed. The secondary offering of 3,132,850 common shares raised 

gross proceeds of $Nil for the Company and C$21,929,950 for the selling shareholders, at a 

price of C$7.00 per common share. Underwriting fees were paid by the selling shareholders.  
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FACTORS AFFECTING THE COMPANY’S PERFORMANCE 

The Company’s performance and future success depends on a number of factors. These 

factors are also subject to a number of inherent risks and challenges, some of which are 

discussed below and referred to under “Risk Factors”. 

Branding 

The Company’s well recognized brand, Charlotte’s Web, is built around consumer trust with 

a focus on quality. Maintaining and growing the Company’s brand appeal domestically and 

internationally is critical to its continued success.  

Regulation  

The Company is subject to the local and federal laws in the jurisdictions in which it operates. 

Outside of the United States, the Company’s products may be subject to tariffs, treaties and 

various trade agreements as well as laws affecting the importation of consumer goods. The 

Company holds all required licenses for the production and distribution of its products in 

the jurisdictions in which it operates and continuously monitors changes in laws, 

regulations, treaties and agreements.  

Competition 

The market for CBD-based hemp products is highly competitive. The competition consists 

of publicly and privately-owned companies, which tend to be highly fragmented in terms of 

both geographic market coverage and products offered. With the Company’s leading brand 

status, innovation capabilities, and high-quality manufacturing, management believes the 

Company is well-positioned to capitalize on favorable long-term trends in the hemp-based, 

CBD wellness products segment.  

Growth Strategies 

The Company has a successful history of growing revenue and it believes it has a strong 

domestic and international growth strategy aimed at exceeding industry growth rates. The 

Company’s future depends, in part, on management’s ability to implement its growth 

strategy including (i) product innovations; (ii) further penetration into international 

markets; (iii) growth in retail, wholesale and distributor partnerships; (iv) growth in e-

commerce distribution; and (v) improvements in operating income, gross profit and 

operating expense margins. The ability of the Company to implement this growth strategy 

depends, among other things, on its ability to develop new products that appeal to 

consumers, maintain and expand brand loyalty and brand recognition, maintain and 

improve competitive position in the markets, and identify and successfully enter and market 

products in new geographic areas and segments. 

Product Innovation and Consumer Trends 

The Company’s business is subject to changing consumer trends and preferences, which is 

dependent, in part, on continued consumer interest in new products. The success of new 

product offerings, depends upon a number of factors, including the Company’s ability to (i) 

accurately anticipate customer needs; (ii) develop new products that meet these needs; (iii) 

successfully commercialize new products; (iv) price products competitively; (v) 

manufacture and deliver products in sufficient volumes and on a timely basis; and (vi) 

differentiate product offerings from those of competitors. 

 



 

 6  

Business Acquisitions 

The Company believes that it needs to actively identify and source future acquisition 

opportunities. The Company will pursue strategic acquisitions that will enable it to further 

broaden and diversify its product offerings, leverage current and future manufacturing and 

distribution facilities for new products and expand its intellectual property portfolio.   

Customer Relationships 

The Company has relationships with wholesalers, distributors and retailers across the food, 

mass market, health food, specialty, professional and retail channels. The Company sells its 

products through both e-commerce and knowledgeable partners and is reliant on these 

partners to display and present its product to customers in their brick and mortar stores. 

The Company’s partners service customers by stocking and displaying products and 

explaining product attributes and health benefits. The Company’s relationship with these 

retail customers is important for consumer trust in the brand and the products they 

purchase.  

 

CORPORATE HIGHLIGHTS  

On August 30, 2018, Charlotte’s Web completed its initial public offering (“IPO”) by issuing 

13,312,150 of its common shares at a price of C$7.00 (U.S. $5.41) per common share. 

Aggregate proceeds, net of underwriting fees was C$87,082 (U.S. $67,245). The Company’s 

common stock is listed on the Canadian Securities Exchange (CSE) under the symbol 

“CWEB” and is also traded on the OTCQX under the symbol “CWBHF”. 

On September 5, 2018, Charlotte’s Web completed a non-brokered private placement of 

802,216 common shares at a price of C$7.00 (U.S. $5.30) per common share. Aggregate 

proceeds were C$5,616 (U.S. $4,256). The private placement was completed to 

accommodate certain investors who could not participate in the initial public offering due 

to their residence jurisdictions being outside of Canada.     

During September 2018, the Company introduced two new products, Maximum Strength 

Hemp Extract Oil and CBD Isolate Oil.  The Maximum Strength Hemp Extract product is a 

100% CO2-extracted formulation containing the highest level of CBD to support overall 

wellness. The CBD Isolate product is a THC-free extract that gives Charlotte’s Web users 

the ability to boost their full spectrum routine with additional amounts of CBD.  
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FINANCIAL INFORMATION  

The following table sets forth selected financial information for the periods indicated. 

U.S. $ millions, except per share data 2018 2017 2018 2017

Revenue 17.7$               11.3$               48.0$               27.5$               

13.8$               9.0$                 37.1$               20.6$               

1.5$                 0.7$                 1.0$                 0.6$                 

IPO related costs expensed 0.5$                 -$                 1.3$                 -$                 

Income before taxes 2.8$                 3.3$                 11.9$               7.9$                 

Net income 1.8$                 2.0$                 8.7$                 5.1$                 

EPS basic 0.02$               0.03$               0.11$               0.06$               

EPS diluted 0.02$               0.02$               0.10$               0.06$               

Adjusted EBITDA 5.4$                 4.4$                 16.2$               9.5$                 

Assets: Sep 30, 2018 Jun 30, 2018 Mar 31, 2018 Dec 31, 2017

Cash and cash equivalents 79.4$               10.8$               10.4$               7.1$                 

Total assets 110.4$             27.6$               24.3$               19.5$               

Liabilities:

Long-term liabilities 2.9$                 0.4$                 0.4$                 0.5$                 

Total liabilities 14.2$               7.7$                 8.3$                 6.8$                 

Nine months ended

September 30,

Three months ended

September 30,

Gross profit before biological 

assets adjustment

Net impact, fair value of 

biological assets

 
 

Revenue 

Quarterly Revenue: 

The following table sets forth selected quarterly revenue information for the Company’s 

eight most recent fiscal quarters. This information is unaudited, but reflects all adjustments 

of a normal, recurring nature that are, in the opinion of Management, necessary to present 

a fair statement of the Company’s consolidated revenue for the periods presented. Quarter-

to-quarter comparisons of the Company’s financial results are not necessarily meaningful 

and should not be relied on as an indication of future performance.  

Q3 Q2 Q1 Q4 Q3 Q2 Q1 Q4

U.S. $ millions 2018 2018 2018 2017 2017 2017 2017 2016

Total revenue 17.7$      17.2$      13.1$      12.5$      11.3$      9.1$        7.1$        5.0$        

 

Revenue for the quarter ended September 30, 2018 (Q3-2018) totaled $17.7 million, 

compared to $11.3 million for the same period in 2017, representing a 57% increase. On a 

year-over-year basis for Q3-2018, e-commerce revenue grew by 37% and wholesale, 

distributor and retail (WDR) revenue grew by 118%. On a year-over-year basis for Q3-2018, 

revenue from human consumption products and canine products grew by 42% and 153%, 

respectively (the Company’s canine products were introduced in February of 2017). The 

Company’s topical products were introduced during the fourth quarter of 2017 and such 

products accounted for approximately 2% of total revenue during Q3-2018.  
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Year-to-date Revenue: 

Revenue for the year-to-date period ended September 30, 2018 (YTD-2018) totaled $48.0 

million, compared to $27.5 million for the same period in 2017, representing a 75% increase. 

On a year-over-year basis for YTD-2018, e-commerce revenue grew by 48% and WDR 

revenue grew by 156%. On a year-over-year basis for YTD-2018, revenue from human 

nutrition products and canine products grew by 76% and 199%, respectively. The 

Company’s topical products accounted for approximately 2% of total revenue during YTD-

2018.  

The increases in year-over-year WDR revenue for Q3-2018 and YTD-2018 were driven by 

expanded sales staffing, both internal and external, allowing for greater access to brick and 

mortar outlets. Improvements in e-commerce sales for the same periods were achieved 

through expanded marketing programs, increased industry awareness of the Company’s 

products, social media and word of mouth advertising. 

Gross Profit  

Gross profit totaled $12.3 million for the quarter ended September 30, 2018, compared to 

$8.2 million for the same period in 2017, a year-over-year increase of 50%. As a percent of 

total revenue, gross profit in Q3-2018 was 69%, compared to 73% for the same period in 

2017. Gross profit prior to biological asset adjustments as a percentage of revenue for both 

the Q3-2018 and Q3-2017 periods was 78% and 79%, respectively.  

Gross profit totaled $36.0 million for the year-to-date period ended September 30, 2018, 

compared to $20.0 million for the same period in 2017, a year-over-year increase of 80%. 

As a percent of total revenue, gross profit for YTD-2018 was 75% compared to 73% for the 

same period in 2017. Gross profit prior to the biological asset adjustment as a percentage of 

revenue for YTD-2018 was 77%, compared to 75% for the same period in 2017. 

The YTD year-over-year improvement in gross profit is primarily attributed to improved 

manufacturing efficiencies achieved throughout the 2017 and 2018 periods from increased 

quantities of products manufactured.      

Cost of Sales  

Cost of sales includes production costs expensed, the cost of inventory sold and the 

revaluation of biological assets. Direct and indirect production costs include direct labor, 

processing, testing, packaging, quality assurance, security, inventory, shipping, 

depreciation of production equipment (in 2018), production management and other related 

expenses. The components of cost of sales are as follows: 

U.S. $ millions 2018 2017 2018 2017

Cost of sales 4.0$        2.3$        11.0$      6.9$        

Inventory expensed to cost of sales 2.4          1.3          7.6          4.1          

Other production costs 1.3          1.0          2.6          2.8          

Depreciation and amortization 0.3          -          0.8          -          

Three months ended Nine months ended

September 30, September 30,
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Cost of sales for the quarter ending September 30, 2018 was $4.0 million compared to $2.3 

million for the same period in 2017. As a percent of revenue, cost of sales for the quarter 

ending September 30, 2018 was 22% compared to 21% for the same period in 2017. 

Cost of sales for the nine-month period ending September 30, 2018 was $11.0 million 

compared to $6.9 million for the same period in 2017. As a percent of revenue, cost of sales 

for the nine-month period ending September 30, 2018 was 23% compared to 25% for the 

same period in 2017.  

For the nine-month period ended September 30, 2018, the year-over-year lower cost of sales 

percentage is primarily related to lower production costs resulting from efficiencies gained 

from higher production rates during 2018.  

Classification of Operating Expenses 

The composition of the operating costs classification on the Consolidated Statements of 

Income and Other Comprehensive Income is as follows:  

U.S. $ millions 2018 2017 2018 2017

General and administrative 5.3$      3.2$      14.3$     7.3$      

Personnel 2.4        1.8        7.6        4.2        

Facilities and other expenses 2.2        1.0        5.6        2.3        

Accretion, depreciation and amortization 0.1        0.3        0.3        0.6        

Travel and entertainment 0.5        0.1        0.8        0.2        

Sales and marketing 3.9$      1.5$      8.4$      4.2$      

Advertising, promotions and selling costs 2.8        0.6        4.7        2.1        

Personnel 0.8        0.8        2.8        1.8        

Facilities and other expenses 0.2        0.0        0.4        0.1        

Travel and entertainment 0.2        0.1        0.4        0.3        

Research and development 0.1$      0.2$      0.4$      0.4$      

Personnel 0.1        0.2        0.4        0.4        

Initial Public Offering related costs 0.5$      -$      1.3$      -$      

Three months ended

September 30,

Nine months ended

September 30,

 

Personnel 
Personnel expense includes all employee compensation, employee benefits and employee 

commissions. Consolidated active employee headcount was 226 at September 30, 2018, a 

28% increase from 177 at September 30, 2017. On a comparative basis, personnel count 

increased by 94% in cultivation (increase of 31 personnel), 5% in production and fulfillment 

(increase of 4 personnel), 21% in sales and marketing (increase of 7 personnel) and 26% in 

general and administrative (increase of 6 personnel).  

Gross personnel expense for the quarter ended September 30, 2018, totaled $4.7 million 

(year-to-date $12.1 million) and for the same period in 2017, gross personnel expense 

totaled $2.8 million (year-to-date $6.9 million). 

Non-cash compensation expense is included in operating costs and relates to the Company’s 

share stock options. Non-cash share-based compensation for the quarter ended September 

30, 2018, totaled $0.2 million (year-to-date $0.6 million) compared to $0.1 million (year-

to-date $0.3 million) for the same period in 2017. 



 

 10  

Facilities and Other Expenses 

Facilities and other expenses include (i) facilities rents, utilities and maintenance; (ii) 

professional and consulting services; (iii) banking and credit card processing fees; (iv) legal 

fees; (v) third-party software expenses (including maintenance and support); and (vi) taxes, 

permits and other fees (other than income taxes), net of overhead allocations. For the 

quarter ended September 30, 2018, facilities and other expenses were $2.4 million (year-

to-date $6.0 million) compared to $1.1 million (year-to-date $2.4 million) for the same 

period in 2017. The primary reasons for the increase in facilities and other expenses for the 

periods ending September 30, 2018 over the same periods in 2017 were expanded facility 

leases for product fulfillment and office space, merchant fees associated with higher levels 

of e-commerce sales and legal expenses.   

Advertising, Promotions and Selling Costs 

For the quarters ended September 30, 2018 and 2017, advertising, promotions and selling 

costs were $2.8 million and $0.6 million, respectively (year-to-date $4.7 million and $2.1 

million, respectively). As a percent of revenue, advertising, promotions and selling costs for 

the quarters ending September 30, 2018 and 2017 were 15.8% and 5.3%, respectively, and 

for the year to date periods ending September 30, 2018 and 2017 were 9.8% and 7.6%, 

respectively.  

The increase in Q3-2018 advertising, promotions and selling costs when compared to prior 

quarters was due to a brand relaunch and media spend associated with such 

relaunch. Significant development costs were incurred for production of marketing assets 

(video, photography and creative) that will continue to be leveraged well into 2019 within 

packaging, website, social, print, PR and additional acquisition and retention driving 

efforts. Additionally, onetime programming and development fees were incurred for the 

Company’s website relaunch to further drive product education and improved customer 

conversion rates.   

Travel  

For the quarters ended September 30, 2018 and 2017, travel expense was $0.7 million (year-

to-date $1.2 million) and $0.2 million (year-to-date $0.5 million), respectively. This 

amount is primarily from travel associated with the Company’s sales, marketing, investor 

relations and business development efforts to support the revenue growth of the Company 

and its public company status. 

Initial Public Offering Related Costs 

The Company incurred various legal, consulting, professional and regulatory costs in 

connection with the listing of existing shares on the CSE and its Initial Public Offering (IPO). 

Legal, professional and consulting fees directly associated with the Company's IPO of $3.8 

million was offset against common share capital, net of estimated income taxes during the 

nine-month period ended September 30, 2018. In addition, the Company expensed and 

included in IPO related costs for the three and nine months ended September 30, 2018, 

$0.5 million and $1.3 million, respectively, in connection with the listing of the Company's 

existing shares on the CSE. 

Adjusted EBITDA 

Adjusted earnings before interest, taxes, depreciation and amortization (Adjusted EBITDA) 

is not a recognized performance measure under IFRS. The term EBITDA consists of net 
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income (loss) and excludes interest (financing costs), taxes and depreciation. Adjusted 

EBITDA also excludes share-based compensation, IPO related costs, impairment of assets 

and adjustments for fair valuing of biological assets. Adjusted EBITDA is included as a 

supplemental disclosure because Management believes that such measurement provides a 

better assessment of the Company’s operations on a continuing basis by eliminating certain 

non-cash charges and charges or gains that are nonrecurring. The most directly comparable 

measure to adjusted EBITDA calculated in accordance with IFRS is net income (loss). The 

following is a reconciliation of the Company’s net income (loss) to Adjusted EBITDA. 

U.S. $ millions 2018 2017 2018 2017

Net income (loss) 1.8$       2.0$       8.7$       5.1$       

Depreciation of property and equipment 0.4         0.2         1.0         0.5         

Financing costs 0.0         0.1         0.2         0.2         

Income taxes 1.0         1.3         3.3         2.8         

EBITDA 3.2         3.6         13.0       8.5         

Share-based compensation 0.2         0.1         0.6         0.3         
IPO related costs 0.5         -           1.3         -           

Impairment of assets 0.1         -           0.2         -           

Net impact, fair value of biological assets 1.5         0.7         1.0         0.6         

Adjusted EBITDA 5.4$       4.4$       16.2$     9.5$       

Three months ended

September 30,

Nine months ended

September 30,

 

Adjusted EBITDA as a percentage of consolidated revenue for the quarters ended 

September 30, 2018 and 2017 was 31% and 39%, respectively. For the year-to-date period 

ended September 30, 2018 and 2017, adjusted EBITDA as a percentage of consolidated 

revenue was 34% for each period. 

Financing Costs 

Financing costs for the quarters ended September 30, 2018 and 2017, totaled $30,757 and 

$68,757, respectively. Financing costs for the year-to-date periods ended September 30, 

2018 and 2017, totaled $160,320 and $180,427, respectively. The decrease was primarily 

the result of finalizing manufacturing and cultivation equipment acquired under finance 

lease arrangements during the quarter ending September 30, 2018.  

Depreciation of Property and Equipment 

Depreciation expense for the quarter ended September 30, 2018 and 2017 was $0.4 million 

(year-to-date period $1.0 million) and $0.2 million (year-to-date $0.5 million), 

respectively. The increase in depreciation is primarily the result of the purchase of new 

production related equipment during the calendar years 2017 and 2018.  

Income Tax 

Current income tax expense of $1.0 million (year-to-date $3.3 million) was incurred during 

the quarter ended September 30, 2018, compared to $1.3 million (year-to-date $2.8 

million) for the same period in 2017. The combined income tax rate used in 2018 is 27.3%, 

compared to 35.1% in 2017, the reduction of which is the result of the passing of the U.S. 

Tax Cut and Jobs Act of 2017 that went into effect in early 2018.    
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Accounts Receivable 

Accounts receivable increased from $2.1 million at December 31, 2017, to $3.5 million at 

September 30, 2018 as a result of higher revenue recorded during the nine-month period 

ended September 30, 2018 compared to the same period in 2017. The Company reviews the 

accounts receivable aging monthly and monitors the payment status of each outstanding 

invoice. The Company communicates with its customers on a regular basis regarding the 

schedule of future payments, as required. At the balance sheet date, $0.2 million has been 

booked as an expected credit loss based on individual account review and overall customer 

payment history. 

Accounts Payable and Accrued Liabilities 

Accounts payable and accrued liabilities generally include trade payables, revenue-based 

tax accruals, personnel-related costs and interest on outstanding debt obligations. Accounts 

payable and accrued liabilities increased to $10.6 million at September 30, 2018 from $4.3 

million at December 31, 2017. 

September 30, December 31,

U.S. $ millions 2018 2017

Accounts payable 3.7$                      0.9$                      

Accrued liablities 6.8                        3.3                        

10.5$                    4.3$                      

 
The accounts payable balance increased from $0.9 million at December 31, 2017 to $3.7 

million at September 30, 2018. The increase is due primarily to timing of payments on trade 

payables and an increase in the levels of production and operations. The accrued liabilities 

balance increased from $3.3 million at December 31, 2017 to $6.8 million at September 30, 

2018. The increase is primarily due to increased revenue-based tax liability associated with 

the Company’s e-commerce business and accrued IPO costs. 

Convertible Note 

The convertible note balance of $1.0 million at December 31, 2017 reflects the proceeds from 

a convertible debt financing that closed in January 2017. 

The private placement debt financing occurred on January 12, 2017 in the amount of $1.0 

million and included (i) an interest only payment of $273.97 per day paid through January 

31, 2017 (ii) a monthly interest only payment of 10% per annum was due and payable on the 

first day of each month commencing May 1, 2017 and continuing through May 31, 2017, and 

(iii) a monthly interest only payment of 14% per annum was due and payable monthly 

starting on June 1, 2017 and continuing through maturity of the note on December 30, 2018. 

The outstanding debt is convertible into common shares of the Company at the lenders 

option at (i) the conversion price per share equal to the price per share realized by the 

Company on its most recent (prior to Lender’s conversion) sale of common stock; or if no 

such transaction has occurred (ii) a price per share of $6.68. 

The note was repaid in its entirety in May 2018. 

Finance Lease Obligations 

Finance lease obligations at September 30, 2018 decreased to $0.5 million from $0.7 

million at December 31, 2017 due to recurring payments on outstanding finance lease 

obligations. 
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CONTRACTUAL OBLIGATIONS 

Contractual obligations include (i) operating leases on office locations, land and 

manufacturing equipment; (ii) notes payable; and (iii) finance leases on processing 

equipment. Principal repayments of these obligations are as follows: 

Contractual obligations Total within 1 year 1 - 5 years > 5 years

Operating leases 3,234$           1,195$           2,026$           13$                

Convertible and other

notes payable 23                  9                    14                  -                 

Finance leases 470                282                188                -                 

Total 3,727$           1,486$           2,228$           13$                
 

LIQUIDITY AND CAPITAL RESOURCES 

The Company’s primary liquidity and capital requirements are for capital expenditures, 

inventory, working capital and general corporate purposes. The Company currently has a 

material cash balance and along with cash flows from operations, will provide capital to 

support the growth of the business and for general corporate purposes.  

The Company’s ability to fund operating expenses and capital expenditures will depend on 

its future operating performance which will be affected by general economic, financial and 

other factors including factors beyond the Company’s control (See “Risk Factors”).  From 

time-to-time, Management reviews acquisition opportunities and if suitable opportunities 

arise, may make selected acquisitions to implement the Company’s business strategy. 

Management continually assesses liquidity in terms of the ability to generate sufficient cash 

flow to fund the business. Net cash flow is affected by the following items: (i) operating 

activities, including the level of amounts receivable, accounts payable, accrued liabilities 

and unearned revenue and deposits; (ii) investing activities, including the purchase of 

property and equipment; and (iii) financing activities, including debt financing and the 

issuance of capital stock.  

Cash provided by operations during the nine-month period ended September 30, 2018 

totaled $1.5 million, compared to $4.8 million for the same period in 2017. The decrease in 

cash provided by operations is due primarily to the growth in inventory levels associated 

with the Company’s 2018 hemp crop.  

Net cash used in investing activities totaled $2.2 million for the nine-month period ended 

September 30, 2018 compared to $1.9 million for the same period in 2017. Net cash used in 

investing activities for the nine-month period was primarily for the purchase ERP software 

and equipment used in the Company’s cultivation and manufacturing operations.  

Net cash provided by financing activities totaled $72.9 million for the nine-month period 

ended September 30, 2018 compared to net cash provided of $0.9 million for the same 

period in 2017. The net cash provided by financing activities during the nine-month period 

ended September 30, 2018 resulted primarily from the completion of the Company’s initial 

public offering on August 30, 2018 and the subsequent completion of an associated private 

placement on September 5, 2018. 



 

 14  

The cash position of the Company at September 30, 2018 (cash and cash equivalents) was 

$79.4 million, compared to $7.1 million at December 31, 2017. Working capital increased to 

$90.2 million as of September 30, 2018 from $8.1 million as of December 31, 2017 due to 

the recently completed initial public offering and the profitable growth of the Company.   

During the nine-month period ended September 30, 2018, the Company generated an 

operating income of $11.7 million, incurred positive adjusted EBITDA of $16.2 million, and 

positive cash flow from operations of $1.5 million. Revenue for the nine-month period 

ended September 30, 2018 was $48.0 million. The Company has shareholders’ equity of 

$96.2 million and positive working capital of $90.2 million.  

RELATED PARTY TRANSACTIONS 

Related Party Receivable 

At September 30, 2018 and December 31, 2017, the Company had a non-interest bearing, 

unsecured, receivable due from one of the founders of the Company in the amount of 

$107,000. The loan was made to assist the founder with costs incurred in the development 

of the business prior to its original incorporation. This amount is included in other long-

term assets in the consolidated statement of financial position. The Company expects the 

receivable to be fully collectible.   

CRITICAL ACCOUNTING POLICIES AND ESTIMATES 

Revenue Recognition 

The Company recognizes revenue when products are shipped, and the customer takes 

ownership and assumes risk of loss, collection of the relevant receivable is probable, 

persuasive evidence of an arrangement exists and the sales price is fixed or determinable. 

Freight revenue is generally exempt from state sales taxes. Sales tax collected from 

customers and remitted to governmental authorities are accounted for on a net basis and 

therefore are excluded from revenues in the consolidated statements of profit and loss. 

Use of estimates 

The preparation of consolidated financial statements in conformity with IFRS requires 

management to make estimates and assumptions that affect the reported amounts of assets 

and liabilities and disclosures of contingent assets and liabilities at the date of the 

consolidated financial statements and the reported amount of revenues and expenses 

during the reporting period. Actual results could differ from those estimates. Significant 

items subject to such estimates and assumptions include the useful lives of fixed assets; 

allowances for doubtful accounts; the valuation of deferred tax assets, fixed assets, 

inventory, share-based compensation and reserves for other contingencies.   

Information about assumptions and estimation uncertainties that have a significant risk of 

resulting in a material adjustment within the next financial year include the following: 

Depreciation and amortization rates 

In calculating the depreciation and amortization expense, management is required to make 

estimates of the expected useful lives of property and equipment and intangible assets.  
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Amounts receivable 

The Company uses historical trends and performs specific account assessments when 

determining the allowance for doubtful accounts. These accounting estimates are in respect 

to the accounts receivable line item in the Company’s consolidated statements of financial 

position. At September 30, 2018, accounts receivable represented 3% of total assets.  

The estimate of the Company’s allowance for doubtful accounts could change from period 

to period due to the allowance being a function of the balance and composition of amounts 

receivable.  

Biological assets and inventory 

In calculating the value of biological assets and inventory, management is required to make 

a number of estimates, including estimating the stage of growth of the industrial hemp 

plants to the point of harvest, yield, harvesting costs and selling costs. In calculating final 

inventory values, management is required to determine an estimate of obsolete inventory 

and compares the inventory cost to estimated net realizable value. 

Share-based compensation 

The Company uses the Black-Scholes option-pricing model to determine the grant date fair 

value of share-based compensation. The following assumptions are used in the model: 

dividend yield; expected volatility; risk-free interest rate; expected option life; and fair 

value. Changes to assumptions used to determine the grant date fair value of share-based 

compensation awards can affect the amounts recognized in the consolidated financial 

statements.  

Revenue 

Changes to the assumptions used to measure revenue could impact the amount of revenue 

recognized in the consolidated financial statements. 

NEW AND FUTURE ACCOUNTING STANDARDS AND INTERPRETATIONS 

The standards and interpretations that have been issued, but are not yet effective, up to the 

date of the issuance of the consolidated financial statements are discussed below. The 

Company intends to adopt these standards on the required effective date.  

IFRS 16, “Leases” 

In January 2016, the IASB issued IFRS 16, “Leases”, which replaces IAS 17, “Leases”, and 

its associated interpretative guidance. The new standard brings most leases on-balance 

sheet for lessees under a single model, eliminating the distinction between operating and 

finance leases. Lessor accounting, however, remains largely unchanged and the distinction 

between operating and finance leases is retained. The standard is effective for annual 

periods beginning on or after January 1, 2019, with early adoption permitted if entities have 

also applied IFRS 15. The Company is currently evaluating the impact of these new 

standards, interpretations and amendments on the consolidated financial statements. 

IFRS 9 “Financial Instruments: Classification and Measurement” 

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 and all previous versions of IFRS 9. The 

standard introduces new requirements for the classification and measurement of financial 

assets and financial liabilities, impairment and a new hedge accounting model with 
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corresponding disclosures about risk management activity. IFRS 9 is effective for annual 

periods beginning on or after January 1, 2018. Management adopted the new standard on 

the effective date, including the new hedge accounting guidance. The adoption of IFRS 9 is 

not expected to have a significant impact on the classification and measurement of its 

financial instruments.  

IFRS 15 “Revenue from Contracts with Customers” 

In May 2014, the IASB issued IFRS 15 "Revenue from Contracts with Customers" (“IFRS 

15”), which replaces IAS 18, "Revenue", IAS 11 "Construction Contracts" and various 

revenue related interpretations. IFRS 15 establishes a new control-based revenue 

recognition model where revenue is recognized at an amount that reflects the consideration 

to which an entity expects to be entitled in exchange for transferring goods or services to a 

customer. The new revenue standard is effective for annual periods beginning on or after 

January 1, 2018. The Company’s contracts are primarily short-term in nature and generally 

do not include significant multiple deliverables. The Company adopted the new standard 

on January 1, 2018 using the modified retrospective method, without restatement of the 

comparative figures. The Company does not expect the financial performance or disclosure 

to be materially affected by the application of the standard.  

IFRS 2 “Classification and Measurement of Share-based Payment 

Transactions - Amendments to IFRS 2” 

The IASB issued amendments to IFRS 2 Share-based Payment that addresses three main 

areas: the effects of vesting conditions on the measurement of a cash-settled share-based 

payment transaction; the classification of a share-based payment transaction with net 

settlement features for withholding tax obligations; and accounting where a modification to 

the terms and conditions of a share-based payment transaction changes its classification 

from cash settled to equity settled. On adoption, entities are required to apply the 

amendments without restating prior periods, but retrospective application is permitted if 

elected for all three amendments and other criteria are met. The amendments are effective 

for annual periods beginning on or after January 1, 2018, with early application permitted. 

The adoption of IFRS 2 is not expected to have a significant impact on the classification and 

measurement of its share-based payments. 

IFRIC Interpretation 23 “Uncertainty over Income Tax Treatment” 

The Interpretation addresses the accounting for income taxes when tax treatments involve 

uncertainty that affects the application of IAS 12 and does not apply to taxes or levies outside 

the scope of IAS 12, nor does it specifically include requirements relating to interest and 

penalties associated with uncertain tax treatments. The Interpretation specifically 

addresses the following: 

 • Whether an entity considers uncertain tax treatments separately 

 • The assumptions an entity makes about the examination of tax treatments by 

taxation authorities 

 • How an entity determines taxable profit (tax loss), tax bases, unused tax losses, 

unused tax credits and tax rates 

 • How an entity considers changes in facts and circumstances 
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An entity must determine whether to consider each uncertain tax treatment separately or 

together with one or more other uncertain tax treatments. The approach that better predicts 

the resolution of the uncertainty should be followed. The interpretation is effective for 

annual reporting periods beginning on or after January 1, 2019, but certain transition reliefs 

are available.  

OUTSTANDING SHARE DATA 

The Company is authorized by its certificate of incorporation to issue (i) and unlimited 

number of common shares; (ii) and unlimited number of proportionate voting shares (each 

proportionate voting share is equal to 400 common shares); and (iii) an unlimited number 

of preferred shares, issued in series.  

At the close of business on November 20, 2018, 93,123,686 common shares and common 

equivalent shares were issued and outstanding. There are no preferred shares currently 

issued and outstanding. 

As of November 20, 2018, potential dilutive securities include (i) 5,187,904 outstanding 

founders share options with a weighted average exercise price of $0.00056; (ii) 8,074,188 

outstanding share options in the Company’s share option plan with a weighted average 

exercise price of $0.56; and (iii) 148,693 broker warrants with a weighted average exercise 

price of C$7.00. Each option entitles the holder to purchase one common share. 

RISKS AND UNCERTAINTIES  

The risks and uncertainties described below are not exhaustive. Additional risks not 

presently known currently deemed immaterial may also impair the Company’s business 

operation. If any of the events described in the following business risks actually occur, 

overall business, operating results and the financial condition of the Company could be 

materially adversely affected. 

Industry Competition  

The markets for businesses in the CBD and hemp extracts industries are competitive and 

evolving. In particular, the Company faces strong competition from both existing and 

emerging companies that offer similar products to the Company. Some of the Company’s 

current and potential competitors may have longer operating histories, greater financial, 

marketing and other resources and larger customer bases. 

Given the rapid changes affecting the global, national and regional economies generally and 

the CBD industry, in particular, the Company may not be able to create and maintain a 

competitive advantage in the marketplace.  The Company’s success will depend on its ability 

to keep pace with any changes in such markets, especially in light of legal and regulatory 

changes. The Company’s success will depend on its ability to respond to, among other 

things, changes in the economy, market conditions and competitive pressures. Any failure 

to anticipate or respond adequately to such changes could have a material adverse effect on 

the Company’s financial condition, operating results, liquidity, cash flow and operational 

performance. 
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Key Officers and Employees  

The Company’s success and future growth will depend, to a significant degree, on the 

continued efforts of the Company’s directors and officers to develop the business and 

manage operations, and on their ability to attract and retain key technical, scientific, sales, 

and marketing staff or consultants. The loss of any key person or the inability to attract and 

retain new key personnel could have a material adverse effect on the business. Competition 

for qualified technical, scientific, sales, and marketing staff, as well as officers and directors 

can be intense, and no assurance can be provided that the Company will be able to attract 

or retain key personnel in the future. The Company’s inability to retain and attract the 

necessary personnel could materially adversely affect the business and financial results 

from operations. 

Product Viability 

If the products the Company sells do not have the physiological effects intended, the 

business may suffer. In general, the Company’s products contain CBD which is classified in 

the United States as controlled substance. The Company’s products may contain innovative 

ingredients or combinations of ingredients.  There is little long-term experience with human 

or other animal consumption of certain of these ingredients or combinations thereof in 

concentrated form. The Company’s products could have certain side effects if not taken as 

directed or if taken by a consumer that has certain medical conditions.  Furthermore, there 

can be no assurance that any of the products, even when used as directed, will have the 

effects intended or will not have harmful side effects. 

Agricultural Operations Risk 

The Company’s business is dependent on the outdoor growth and production of industrial 

hemp, an agricultural product. As such, the risks inherent in engaging in agricultural 

businesses apply to the Company. Potential risks include the risk that crops may become 

diseased or victim to insects or other pests and contamination, or subject to extreme 

weather conditions such as excess rainfall, hail, freezing temperature or drought, all of 

which could result in low crop yields, decreased availability of industrial hemp and higher 

acquisition prices. There can be no guarantee that an agricultural event will not adversely 

affect the business and operating results. 

Success of Quality Control Systems 

The quality and safety of the Company’s products are critical to the success of the business 

and operations. As such, it is imperative that the Company’s service providers’ quality 

control systems operate effectively and successfully. Quality control systems can be 

negatively impacted by the design of the quality control systems, the quality training 

program, and adherence by employees to quality control guidelines.  Although the Company 

strives to ensure that all of its service providers have implemented and adhere to high 

caliber quality control systems, any significant failure or deterioration of such quality 

control systems could have a material adverse effect on our business and operating results. 

Domestic Supply Risk 

The Company uses only hemp products with full compliance under federal and state 

regulations to be sold across the United States, and on a limited basis Internationally. The 
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regulation of third-party suppliers may have a significant impact upon the business. Any 

enforcement activity or any additional uncertainties which may arise in the future, could 

cause substantial interruption or cessation of the business, including adverse impacts to the 

Company’s supply chain and distribution channels, and other civil and/or criminal 

penalties at the federal level. 

Weather Patterns 

The Corporation’s business can be affected by unusual weather patterns. The production of 

some of the Company’s products rely on the availability and use of live plant material, which 

is grown in Colorado, Kentucky and Oregon. Growing periods can be impacted by weather 

patterns and these unpredictable weather patterns may impact the Company’s ability to 

harvest its industrial hemp and produce products. In addition, severe weather, including 

drought, hail and freezing temperatures, can destroy a crop, which could result in limited 

quantities of hemp to process. If the Company is unable to harvest its hemp plants through 

its proprietary operations or contract farming arrangements, the ability to meet customer 

demand, generate sales and maintain operations could be impacted.  

Reliance on Third-Party Suppliers and Service Providers  

The Corporation intends to maintain a full supply chain for the material portions of the 

production process of its products. Despite maintaining full federal compliance and legality, 

the Company’s suppliers and service providers may elect, at any time, to cease to engage in 

supply or service agreements in respect of the Company’s products. Loss of suppliers or 

service providers could have a material adverse effect on the business and operational 

results. 

Product Recalls 

Product manufacturers and distributors are sometimes required to recall or initiate returns 

of their products for various reasons, including product defects such as contaminations, 

unintended harmful side effects or interactions with other products, packaging safety and 

inadequate or inaccurate labeling disclosure. If any of the Company’s products are recalled, 

it could incur unexpected expense relating to the recall and any legal proceedings that might 

arise in connection with the recall.  The Company may lose significant revenue due to loss 

of sales and may not be able to compensate for or replace that revenue. There can be no 

assurance that any quality, potency or contamination problems will be detected in time to 

avoid unforeseen product recalls, regulatory actions or lawsuits. A recall of products could 

lead to adverse publicity, decreased demand for the Company’s products and could have a 

material adverse effect on the results of operations and financial condition. 

Product Liability 

The Company’s products will be produced for sale directly to end consumers, and therefore 

there is an inherent risk of exposure to product liability claims, regulatory action and 

litigation if the products are alleged to have caused loss or injury. In addition, the 

manufacture and sale of the Company’s products involves the risk of injury to consumers 

due to tampering by unauthorized third parties or product contamination. Previously 

unknown adverse reactions resulting from human consumption of the Company’s products 

alone or in combination with other medications or substances could occur. The Company 

may be subject to various product liability claims, including, among others, that the 
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products caused injury or illness, include inadequate instructions for use or include 

inadequate warnings concerning possible side effects or interactions with other substances.  

A product liability claim or regulatory action against the Company could result in increased 

costs, could adversely affect the Company’s reputation, and could have a material adverse 

effect on the business and operational results. 

Effectiveness and Efficiency of Advertising and Promotional Expenditures 

The Company’s future growth and profitability will depend on the effectiveness and 

efficiency of advertising and promotional expenditures, including the Company’s ability to 

(i) create greater awareness of its products; (ii) determine the appropriate creative message 

and media mix for future advertising expenditures; and (iii) effectively manage advertising 

and promotional costs in order to maintain acceptable operating margins. There can be no 

assurance that advertising and promotional expenditures will result in revenues in the 

future or will generate awareness of the Company’s technologies, products or services. In 

addition, no assurance can be given that the Company will be able to manage its advertising 

and promotional expenditures on a cost-effective basis. 

Maintaining and Promoting Brands 

Management believes that maintaining and promoting the Company’s brands is critical to 

expanding its customer base. Maintaining and promoting the brands will depend largely on 

the Company’s ability to continue to provide quality, reliable and innovative products, 

which we may not be successful. The Company may introduce new products that customers 

do not like, which may negatively affect the brands and reputation. Maintaining and 

enhancing the Company’s brands may require substantial investments, and these 

investments may not achieve the desired goals. If the Company fails to successfully promote 

and maintain its brand or if there are excessive expenses in this effort, the business and 

financial results from operations could be materially adversely affected. 

Changing Consumer Preferences 

As a result of changing consumer preferences, many nutraceutical and other innovative 

products attain financial success for a limited period of time. Even if the Company’s 

products find retail success, there can be no assurance that any of the products will continue 

to see extended financial success. The Company’s success will be dependent upon its ability 

to develop new and improved product lines. Even if the Company is successful in 

introducing new products or further developing current products, a failure to continue to 

update them with compelling content could cause a decline in the products’ popularity that 

could reduce revenues and harm the business, operating results and financial condition.  

Failure to introduce new features and product lines and to achieve and sustain market 

acceptance could result in the Company being unable to meet consumer preferences and 

generate revenue, which could have a material adverse effect on profitability and financial 

results from operations. 

Product Returns 

Product returns are a customary part of the business. Products may be returned for various 

reasons, including expiration dates or lack of sufficient sales volume. Any increase in 

product returns could reduce the results of operations. 
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Obtaining Insurance  

Due to the Company’s involvement in the industrial hemp industry, it may have a difficult 

time obtaining the various insurances that are desired to operate the business, which may 

expose the Company to additional risk and financial liability. Insurance that is otherwise 

readily available, such as general liability, and directors and officer’s insurance, may be 

more difficult to find, and more expensive because of the regulatory regime applicable to 

the industry. There are no guarantees that the Company will be able to find such insurances 

in the future, or that the cost will be affordable.  If the Company is forced to go without such 

insurances, it may prevent it from entering into certain business sectors, may inhibit 

growth, and may expose the Company to additional risk and financial liabilities. 

Global Economic Uncertainty 

Demand for the Company’s products and services is influenced by general economic and 

consumer trends beyond the Company’s control. There can be no assurance that the 

Company’s business and corresponding financial performance will not be adversely affected 

by general economic or consumer trends.  In particular, global economic conditions are still 

tight, and if such conditions continue, recur or worsen, there can be no assurance that they 

will not have a material adverse effect on the Company’s business, financial condition and 

results of operations. 

Furthermore, such economic conditions have produced downward pressure on stock prices 

and on the availability of credit for financial institutions and corporations. If these levels of 

market disruption and volatility continue, the Company might experience reductions in 

business activity, increased funding costs and funding pressures (as applicable), a decrease 

in the market price of its shares, a decrease in asset values, additional write-downs and 

impairment charges and lower profitability. 

Additional Financings 

If the Corporation is not able to sustain profitability or if it requires additional capital to 

fund growth or other initiatives, it may require additional equity or debt financing. There 

can be no assurances that the Company will be able to obtain additional financial resources 

on favorable commercial terms or at all. Failure to obtain such financial resources could 

affect the Company’s plan for growth or result in the Company being unable to satisfy its 

obligations as they become due, either of which could have a material adverse effect on the 

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

Inability to Protect Intellectual Property 

The Company’s success is heavily dependent upon its intangible property and technology.  

The Company relies upon copyrights, trade secrets, unpatented proprietary know-how and 

continuing innovation to protect the intangible property, technology and information that 

is considered important to the development of the business. The Company relies on various 

methods to protect its proprietary rights, including confidentiality agreements with 

consultants, service providers and management that contain terms and conditions 

prohibiting unauthorized use and disclosure of confidential information. However, despite 

efforts to protect intangible property rights, unauthorized parties may attempt to copy or 

replicate intangible property, technology or processes. There can be no assurances that the 

steps taken by the Company to protect its intangible property, technology and information 
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will be adequate to prevent misappropriation or independent third-party development of 

the Company’s intangible property, technology or processes. It is likely that other 

companies can duplicate a production process similar to the Company’s. Other companies 

may also be able to materially duplicate the Company’s proprietary plant strains. To the 

extent that any of the above would occur, revenue could be negatively affected, and in the 

future, the Company may have to litigate to enforce its intangible property rights, which 

could result in substantial costs and divert management’s attention and other resources. 

Intellectual Property Claims 

Companies in the retail and wholesale consumer packaged goods industries frequently own 

trademarks and trade secrets and often enter into litigation based on allegations of 

infringement or other violations of intangible property rights. The Company may be subject 

to intangible property rights claims in the future and its products may not be able to 

withstand any third-party claims or rights against their use.  Any intangible property claims, 

with or without merit, could be time consuming, expensive to litigate or settle and could 

divert management resources and attention. An adverse determination also could prevent 

the Company from offering its products to others and may require that the Company 

procure substitute products or services for these members. 

With respect to any intangible property rights claim, the Company may have to pay damages 

or stop using intangible property found to be in violation of a third-party’s rights. The 

Company may have to seek a license for the intangible property, which may not be available 

on reasonable terms and may significantly increase operating expenses. The technology also 

may not be available for license at all. As a result, the Company may also be required to 

pursue alternative options, which could require significant effort and expense. If the 

Company cannot license or obtain an alternative for the infringing aspects of its business, it 

may be forced to limit product offerings and may be unable to compete effectively. Any of 

these results could harm the Company’s brand and prevent it from generating sufficient 

revenue or achieving profitability. 

Trade Secrets may be Difficult to Protect 

The Company’s success depends upon the skills, knowledge and experience of its scientific 

and technical personnel, consultants and advisors, as well as contractors. Because the 

Company operates in a highly competitive industry, it relies in part on trade secrets to 

protect its proprietary products and processes. However, trade secrets are difficult to 

protect. The Company enters into confidentiality or non-disclosure agreements with its 

corporate partners, employees, consultants, outside scientific collaborators, developers and 

other advisors. These agreements generally require that the receiving party keep 

confidential and not disclose to third-parties confidential information developed by the 

receiving party or made known to the receiving party by the Company during the course of 

the receiving party’s relationship with the Company. These agreements also generally 

provide that inventions conceived by the receiving party in the course of rendering services 

to the Company will be its exclusive property, and the Company enters into assignment 

agreements to perfect its rights. 

These confidentiality, inventions and assignment agreements may be breached and may not 

effectively assign intellectual property rights to the Company. The Company’s trade secrets 

also could be independently discovered by competitors, in which case the Company would 
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not be able to prevent the use of such trade secrets by its competitors. The enforcement of 

a claim alleging that a party illegally obtained and was using the Company’s trade secrets 

could be difficult, expensive and time consuming and the outcome could be unpredictable.  

The failure to obtain or maintain meaningful trade secret protection could adversely affect 

the Company’s competitive position. 

RISKS RELATED TO THE REGULATORY ENVIRONMENT 

 

Changes to State Laws Pertaining to Industrial Hemp 

As of the date hereof, approximately forty states authorized industrial hemp programs 

pursuant to the Farm Bill. Continued development of the industrial hemp industry will be 

dependent upon new legislative authorization of industrial hemp at the state level, and 

further amendment or supplementation of legislation at the federal level. Any number of 

events or occurrences could slow or halt progress all together in this space. While progress 

within the industrial hemp industry is currently encouraging, growth is not assured. While 

there appears to be ample public support for favorable legislative action, numerous factors 

may impact or negatively affect the legislative process(es) within the various states where 

the Company has business interests. Any one of these factors could slow or halt use of 

industrial hemp, which could negatively impact the business up to possibly causing the 

Company to discontinue operations as a whole. 

Costs Associated with Numerous Laws and Regulations 

The manufacture, labeling and distribution of the Company products is regulated by various 

federal, state and local agencies. These governmental authorities may commence regulatory 

or legal proceedings, which could restrict the permissible scope of the Company’s product 

claims or the ability to sell products in the future. The FDA regulates the Company’s 

products to ensure that the products are not adulterated or misbranded. 

The Company is subject to regulation by the federal government and other state and local 

agencies as a result of its CBD products. The shifting compliance environment and the need 

to build and maintain robust systems to comply with different compliance in multiple 

jurisdictions increases the possibility that the Company may violate one or more of the 

requirements. If the Company’s operations are found to be in violation of any of such laws 

or any other governmental regulations that apply to the Company, it may be subject to 

penalties, including, without limitation, civil and criminal penalties, damages, fines, the 

curtailment or restructuring of the Company’s operations, any of which could adversely 

affect the ability to operate the Company’s business and its financial results. 

Failure to comply with FDA requirements may result in, among other things, injunctions, 

product withdrawals, recalls, product seizures, fines and criminal prosecutions. The 

Company’s advertising is subject to regulation by the Federal Trade Commission (“FTC”) 

under the Federal Trade Commission Act. In recent years, the FTC has initiated numerous 

investigations of dietary and nutrition supplement products and companies. Additionally, 

some states also permit advertising and labeling laws to be enforced by private attorney 

generals, who may seek relief for consumers, seek class-action certifications, seek class-wide 

damages and product recalls of products sold by the Company. Any actions against the 

Company by governmental authorities or private litigants could have a material adverse 

effect on the Company’s business, financial condition and results of operations. 
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Uncertainty Caused by Potential Changes to Legal Regulations 

There is substantial uncertainty and different interpretations among federal, state and local 

regulatory agencies, legislators, academics and businesses as to the importation of 

derivatives from exempted portions of the cannabis plant and the scope of operation of 

Farm Bill-compliant hemp programs relative to the Controlled Substances Act (CSA), the 

Farm Bill and the emerging regulation of cannabinoids. These different opinions include, 

but are not limited to, the regulation of cannabinoids by the DEA and/or the FDA and the 

extent to which manufacturers of products containing imported raw materials and/or Farm 

Bill-compliant cultivators and processors may engage in interstate commerce. The 

uncertainties cannot be resolved without further federal, and perhaps even state-level, 

legislation, regulation or a definitive judicial interpretation of existing legislation and rules. 

If these uncertainties continue, such may have an adverse effect upon the introduction of 

the Company’s products in different markets. 

Regulatory Approval and Permits 

The Company may be required to obtain and maintain certain permits, licenses and 

approvals in the jurisdictions where its products are licensed, although the Company does 

not currently anticipate that such approvals will be necessary. There can be no assurance 

that the Company will be able to obtain or maintain any necessary licenses, permits or 

approvals, and in particular, should the Drug Enforcement Administration (DEA) succeed 

in the pending litigation on the Final Rule, suppliers of CBD hemp products could be 

required to obtain a CSA permit, which would likely not be a feasible option for retail 

products. Any material delay or inability to receive these items is likely to delay and/or 

inhibit the Company’s ability to conduct its business, and could have an adverse effect on 

the business, financial condition and results of operations. 

 

 


