FRIDAY NIGHT INC.
(Formerly QUIKFLO HEALTH INC.)

CONSOLIDATED FINANCIAL STATEMENTS
For the Years Ended July 31, 2017 and 2016
(Expressed in Canadian Dollars)

INDEPENDENT AUDITORS' REPORT

To the Shareholders of
Friday Night Inc.
We have audited the accompanying consolidated financial statements of Friday Night Inc., which comprise the consolidated
statement of financial position as at July 31, 2017, and the consolidated statements of loss and comprehensive loss, cash
flows, and changes in equity (deficiency) for the year then ended, and a summary of significant accounting policies and other
explanatory information.
Management’s Responsibility for the Consolidated Financial Statements
Management is responsible for the preparation and fair presentation of these consolidated financial statements in accordance
with International Financial Reporting Standards, and for such internal control as management determines is necessary to
enable the preparation of consolidated financial statements that are free from material misstatement, whether due to fraud or
error.
Auditors’ Responsibility
Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We conducted our
audit in accordance with Canadian generally accepted auditing standards. Those standards require that we comply with
ethical requirements and plan and perform the audit to obtain reasonable assurance about whether the consolidated financial
statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated
financial statements. The procedures selected depend on the auditors’ judgment, including the assessment of the risks of
material misstatement of the consolidated financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the
consolidated financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates made by management, as well as
evaluating the overall presentation of the consolidated financial statements.
We believe that the audit evidence we have obtained in our audit is sufficient and appropriate to provide a basis for our audit
opinion.
Opinion
In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of Friday
Night Inc. as at July 31, 2017, and its financial performance and its cash flows for the year then ended accordance with
International Financial Reporting Standards.

Emphasis of Matter
Without qualifying our opinion, we draw attention to Note 1 in the consolidated financial statements which describes
conditions and matters that indicate the existence of a material uncertainty that may cast significant doubt about Friday Night
Inc.’s ability to continue as a going concern.
Other Matters
The consolidated financial statements of Friday Night Inc. for the year ended July 31, 2016 were audited by another auditor
who expressed an unmodified opinion on those statements on November 16, 2016.

“DAVIDSON & COMPANY LLP”
Vancouver, Canada
November 28, 2017

Chartered Professional Accountants

FRIDAY NIGHT INC. (Formerly QuikFlo Health Inc.)
CONSOLIDATED STATEMENTS OF FINANCIAL POSITION
(EXPRESSED IN CANADIAN DOLLARS)
AS AT
Note

ASSETS
Current Assets
Cash
Inventory
Biological assets
Receivables
Prepaid expenses
Assets held for sale

Non-Current Assets
Intangible asset
Property and equipment
Goodwill
Total Assets
LIABILITIES AND EQUITY (DEFICIENCY)
Current Liabilities
Accounts payable and accrued liabilities
Income taxes payable
Notes payable
Due to related parties
Liabilities associated with assets held for sale

Equity (Deficiency)
Share capital
Reserves
Deficit
Non-controlling interest
Accumulated other comprehensive income
Total Liabilities and Equity (Deficiency)

$
7
8

11

11
9
4,10
$

17
14
13
17
11

July 31,
2016

July 31,
2017

$

12
12
4

$

598,641
627,244
56,578
77,612
217,653
394,145
1,971,873

1,378,531
15,546,958
18,897,362

$

1,208
14,668
8,817
24,693

$

498,666
65,003
1,784,161
428,463
114,190
2,890,483

21,431,946
1,985,195
(6,450,104)
85,659
(1,045,817)
16,006,879
18,897,362

$

$

389,000
413,693

586,568
121,000
707,568

2,496,255
925,493
(3,715,623)
(293,875)
413,693

Nature of operations and going concern (Note 1)
Commitments (Note 20)
Subsequent events (Note 21)

Approved on Behalf of the Board of Directors and authorized for issuance on November 28, 2017:
“Signed”
Brian Keane, Director

“Signed”
Rick Skeith, Director

The accompanying notes are an integral part of these consolidated financial statements.
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FRIDAY NIGHT INC. (Formerly QuikFlo Health Inc.)
CONSOLIDATED STATEMENTS OF LOSS AND COMPREHENSIVE LOSS
(EXPRESSED IN CANADIAN DOLLARS)
Year Ended
Note
July 31, 2017
REVENUE
$
1,030,297
Cost of sales:
Inventory expensed to cost of sales
828,043
Unrealized gain from changes in fair value of
biological assets
8
(28,460)
799,583
Gross profit
230,714
EXPENSES
Depreciation
General and administrative expenses
Listing expense
Professional fees
Management and consulting fees
Share-based payments
Transaction costs
Foreign exchange
Wages and benefits

9
5
17
12
4

Loss before income taxes
Income tax expense
Net loss
Net loss from discontinued operations

11

$

-

13,530
541,780
636,939
756,042
608,214
179,135
580
41,183
2,777,403
2,546,689
67,081

143,137
1,973,083
549,316
423,924
519,593
65,727
3,674,780
3,674,780
-

2,613,770
126,887

3,674,780
-

Net loss from continuing operations

$

2,740,657

Net income (loss) attributable to:
Shareholders of the Company
Non-controlling interest

$
$

(2,734,481)
(6,176)
(2,740,657)

Other comprehensive loss:
Translation of foreign operations
Comprehensive loss for the year

$
$

(1,052,372)
(3,793,029)

Comprehensive loss attributable to:
Shareholders of the Company
Non-controlling interest

$

(1,045,817)
(6,555)
(1,052,372)

$

(0.06)
45,698,825

$

$
Basic and diluted loss per share
Weighted average number of common shares

$

Year Ended
July 31, 2016
-

$

3,674,780

$
$

-

$

-

-

$

(0.10)
17,830,160

The accompanying notes are an integral part of these consolidated financial statements.
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FRIDAY NIGHT INC. (Formerly QuikFlo Health Inc.)
CONSOLIDATED STATEMENTS OF CASH FLOWS
(EXPRESSED IN CANADIAN DOLLARS)

Cash flows from operating activities:
Net loss
Item not affecting cash:
Depreciation
Unrealized gain from changes in fair value biological assets
Share-based payments
Shares issued for services
Listing expense
Changes in non-cash working capital:
Inventory & biological assets
Assets and liabilities held for sale
Receivables
Prepaid expenses
Accounts payable and accrued liabilities
Due to related parties
Income taxes payable
Cash flows used in operating activities
Cash flows from investing activities:
Acquisition of businesses, net of cash acquired
Purchase of property and equipment
Cash flows from investing activities
Cash flows from financing activities:
Issuance of common shares, net of share issue costs
Cash acquired from reverse acquisition
Proceeds from exercise of warrants
Proceeds from notes payable
Proceeds from cash flows from financing activities

$

(2,740,657)

$

(3,674,780)

13,530
28,460
608,214
39,000
-

519,593
1,973,083

(16,666)
109,045
(59,332)
(113,498)
(487,395)
307,463
65,003
(2,246,833)

(12,878)
25,484
289,398
(880,100)

4
9

(4,204,828)
(46,338)
(4,251,166)

-

12
5
12

6,393,520
355,000
320,389
7,068,909

285,000
475,307
121,000
881,307

570,910

1,207

1,208

1

Net change in cash
Cash, beginning of the year
Effect of exchange rate fluctuations on cash
Cash, end of the year

Year Ended
July 31, 2016

Year Ended
July 31, 2017

Note

-

26,523
$

598,641

$

1,208

The accompanying notes are an integral part of these consolidated financial statements.
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FRIDAY NIGHT INC. (Formerly QuikFlo Health Inc.)
CONSOLIDATED STATEMENT OF CHANGES IN EQUITY (DEFICIENCY)
(EXPRESSED IN CANADIAN DOLLARS)
Share capital

Note
Balance, July 31, 2015
Shares issued for cash – Private Placements
Reverse takeover (RTO) transaction
Acquisition of QuikFlo Technologies – RTO
QuikFlo Health shares - RTO
Assumption of QuikFlo Technologies warrants – RTO
Shares issued - Exercise of warrants
Shares issued - License acquisition
Share-based payments
Net loss for the year

12
5
5
5
5
12
5
12

Balance, July 31, 2016
Shares issued for cash – Private Placements
Shares issued – Business Combination
Shares issued – Post-combination services
Shares issued - Services
Shares issued - Exercise of warrants
Share issue costs – Finders’ warrants
Share issue costs – Cash
Fair value of warrants issued – 10800034 BC Ltd.
Share-based payments
Foreign exchange on translation of foreign operations
Non-controlling interest
Net loss for the year
Balance, July 31, 2017

12
4, 12
4, 12
12
12
12
12
4, 12
12
4

Number of
Common
Shares

Amount
($)
372,555

(3,674,780)

Non-controlling
interest
($)
-

Accumulated
other
comprehensive
income
($)
-

317
200
(500)
15,000,000
4,288,600
350,000
50,000
-

250,000
1,715,400
144,300
14,000
-

Reserves
($)
515,200
(109,300)
519,593
-

Deficit
($)
(40,843)

Total
($)
331,712
250,000
1,715,400
515,200
35,000
14,000
519,593
(3,674,780)

19,688,617

2,496,255

925,493

(3,715,623)

-

-

(293,875)

45,877,731
79,175,001
1,250,000
100,000
3,550,000
-

6,873,254
11,876,250
187,500
39,000
627,765
(128,034)
(540,044)
-

(272,765)
128,034
783,719
420,714
-

(2,734,481)

92,214
(6,555)
-

(1,045,817)
-

6,873,254
11,968,464
187,500
39,000
355,000
(540,044)
783,719
420,714
(1,045,817)
(6,555)
(2,734,481)

149,641,349

21,431,946

1,985,195

(6,450,104)

85,659

(1,045,817)

16,006,879

The accompanying notes are an integral part of these consolidated financial statements.
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FRIDAY NIGHT INC. (Formerly QuikFlo Health Inc.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
JULY 31, 2017
(Expressed in Canadian dollars)

1.

NATURE OF OPERATIONS AND GOING CONCERN
Friday Night Inc. (formerly QuikFlo Health Inc.) (the “Company”) was incorporated pursuant to the provisions of the
Business Corporations Act (Alberta). The Company is a publicly traded corporation with its registered office is located at
734-1055 Dunsmuir Street, Vancouver, British Columbia, Canada. On June 12, 2017, the Company changed its name to
Friday Night Inc., and its common shares were delisted from the TSX Venture Exchange at the request of the Company,
and commenced trading on the Canadian Securities Exchange (“CSE”), under the symbol “TGIF”.
On June 12, 2017, the Company completed a consolidation of its common shares (“share consolidation”) on the basis of
one post-consolidation common share for every two pre-consolidation common shares held (2-to-1). All references
contained in these consolidated financial statements to issued and outstanding common shares, warrants, options, per
share amounts, and exercise prices, have been retroactively restated to reflect the effect of the share consolidation.
The Company operates in the medical and recreational cannabis sectors in Nevada, USA. Alternative Medicine
Association (“AMA”), a 91% owned subsidiary of the Company is licensed in the State of Nevada as a (i) cultivation
facility; and (ii) a production facility for edible, or marijuana-infused products. Infused Mfg (“Infused”), a 91% owned
subsidiary of the Company, is focused on developing, acquiring and designing hemp and CBD-infused products and
brands for retail sale and use in jurisdictions where permitted.
While marijuana and CBD-infused products are legal under the laws of several U.S. States (with vastly differing
restrictions), the United states Federal Controlled Substances Act classifies all “marijuana” as a Schedule I drug. Under
U.S. federal law, a Schedule I drug or substance has a high potential for abuse, no accepted medical use in the United
States, and a lack of safety for the use of the drug under medical supervision. Recently some federal officials have
attempted to distinguish between medical cannabis use as necessary, but recreational use as “still a violation of federal
law.” At the present time, the distinction between “medical marijuana” and “recreational marijuana” does not exist under
U.S. federal law, if one is illegal, both are illegal.
The Company has been granted a license by the State of Nevada as well as local jurisdictions to operate in the marijuana
industry within the State of Nevada. Despite the marijuana laws in the State of Nevada, marijuana is illegal under federal
law. The federal government is not prosecuting businesses that are operating in compliance with their state and local laws
and regulations, however, if the federal government did change their position, it would be financially detrimental to the
Company.

Going concern
These consolidated financial statements have been prepared with the assumption that the Company will be able to realize
its assets and discharge its liabilities in the normal course of business rather than through a process of forced liquidation.
The Company's ability to continue in the normal course of operations is dependent on its ability to raise equity financing
or through the sale of its investments at amounts favourable to the Company, and on the ability of its subsidiaries to
successfully renew their licenses to produce and sell cannabis. There are no assurances that the Company will be
successful in achieving these goals. These circumstances cast significant doubt on the Company’s ability to continue as
going concern and ultimately on the appropriateness of the use of the accounting principles applicable to a going concern.
These consolidated financial statements do not include adjustments to amounts and classifications of assets and liabilities
that might be necessary should the Company be unable to continue operations.
In assessing whether the going concern assumption is appropriate, management takes into account all available
information about the future, which is at least, but is not limited to, twelve months from the end of the reporting period.
Management believes they can raise sufficient working capital to continue current operations for the next twelve months,
and generate profitable operations from its cannabis business in the United States, but is aware, in making its going
concern assessment, of material uncertainties related to events or conditions that raise significant doubt upon the entity’s
ability to continue as a going concern.
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FRIDAY NIGHT INC. (Formerly QuikFlo Health Inc.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
JULY 31, 2017
(Expressed in Canadian dollars)

2.

BASIS OF PRESENTATION
Statement of compliance
These consolidated financial statements have been prepared in accordance with International Financial Reporting
Standards (“IFRS”) as issued by the International Accounting Standards Board (“IASB”) and interpretations of the IFRS
Interpretations Committee (“IFRIC”).

Basis of measurement
These consolidated financial statements have been prepared in Canadian dollars on a historical cost basis except for cash
and biological assets measured at fair value. Historical cost is generally based upon the fair value of the consideration
given in exchange for assets.

Functional and presentation currency
These consolidated financial statements are presented in Canadian dollars. The functional currency of the Company is the
Canadian dollar. See “Basis of consolidation” for the functional currency of the Company’s subsidiaries.

Basis of consolidation
These consolidated financial statements incorporate the accounts of the Company and the following subsidiaries:

Name of subsidiary

Country of
Incorporation

Percentage
Ownership

Functional
Currency

QuikFlo Technologies Ltd.

Canada

100%

CAD

Alternative Medicine Association (“AMA”)

USA

91%

USD

Principal Activity
Intellectual property relating to
stroke diagnostic software.
Cannabis cultivation and
production.

Infused Mfg (“Infused”)

USA

91%

USD

Hemp and CBD-infused products.

10800034 B.C. Ltd. (“0034 BC”)
FN Pharmaceuticals LLC
(“FN Pharmaceuticals”)
FN Management Services LLC
(“FN Management”)

Canada

100%

CAD

Holding company.

USA

100%

USD

Holding company for AMA.

USA

100%

USD

Holding company for Infused.

Control exists when the Company has the power, directly or indirectly, to govern the financial and operating policies of an
entity so as to obtain benefits from its activities. The financial statements of subsidiaries, including entities which the
Company controls, are included in the consolidated financial statements from the date that control commences until the
date that control ceases. All intercompany transactions and balances have been eliminated.
The purchase method of accounting is used to account for acquisitions of subsidiaries and assets that meet the definition of
a business under IFRS. The cost of an acquisition is measured as the fair value of the assets transferred, equity
instruments issued, and liabilities incurred or assumed at the date of exchange. Identifiable assets acquired and liabilities
and contingent liabilities assumed in a business combination are measured initially at their fair values at the acquisition
date. The excess of the cost of an acquisition over the fair value of the identifiable assets, liabilities, and contingent
liabilities acquired is recorded as goodwill. If the cost of an acquisition is less than the fair value of the net assets of the
subsidiary acquired, the difference is recognized immediately in profit or loss. Associated transaction costs are expensed
when incurred.
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FRIDAY NIGHT INC. (Formerly QuikFlo Health Inc.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
JULY 31, 2017
(Expressed in Canadian dollars)

2.

BASIS OF PRESENTATION (cont’d)
Recently adopted accounting standards and interpretations issued but not yet adopted
New standards and interpretations not yet adopted
Certain new standards, interpretations, amendments and improvements to existing standards were issued by the
International Accounting Standards (“IAS”) Board or International Financial Reporting Standards Interpretation
Committee (“IFRIC”) that are mandatory for future accounting periods. The following have not yet been adopted by the
Company and are being evaluated to determine their impact.

3.



IFRS 9 Financial Instruments: New standard that replaced IAS 39 for classification and measurement, effective for
annual periods beginning on or after January 1, 2018.



IFRS 15 Revenue from Contracts with Customers: New standard establishes a comprehensive framework for the
recognition, measurement and disclosure of revenue replacing IAS 11 Construction Contracts, IAS 18 Revenue,
IFRIC 13 Customer Loyalty Programmes, IFRIC 15 Agreements for the Construction of Real Estate, IFRIC 18
Transfers of Assets from Customers and SIC-31 Revenue — Barter Transactions Involving Advertising Services,
effective for annual periods beginning on or after January 1, 2018.



IFRS 16 Leases: New standard to establish principles for recognition, measurement, presentation, and disclosure of
leases with an impact on lessee accounting, effective for annual periods beginning on or after January 1, 2019.

SIGNIFICANT ACCOUNTING POLICIES
The accounting policies set out below have been applied consistently to all periods presented.

Critical accounting estimates and judgements
The preparation of consolidated financial statements in conformity with IFRS requires the Company’s management to
make judgements, estimates and assumptions about future events that affect the amounts reported in the consolidated
financial statements and related notes to the financial statements. Although these estimates are based on management’s
best knowledge of the amount, event or actions, actual results may differ from those estimates. Estimates and judgements
are continuously evaluated and are based on management's experience and other factors, including expectations of future
events that are believed to be reasonable.
Revisions to accounting estimates are recognized in the period in which the estimates are revised and in any future periods
affected. The information about significant areas of estimation uncertainty and judgment considered by management in
preparing these consolidated financial statements is as follows:
Determination of functional currency
In accordance with IAS 21, The Effects of Changes in Foreign Exchange Rates, the Company determined its functional
currency, and the functional currency of its subsidiaries. The Company makes judgements in defining the functional
currency based on the economic substance of the transactions relevant to each entity.
Estimated useful lives and depreciation of property and equipment
Depreciation of property and equipment is dependent upon estimates of useful lives, which are determined through the
exercise of judgment. The assessment of any impairment of these assets is dependent upon estimates of recoverable
amounts that take into account factors such as economic and market conditions and the useful lives of assets.
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FRIDAY NIGHT INC. (Formerly QuikFlo Health Inc.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
JULY 31, 2017
(Expressed in Canadian dollars)

3.

SIGNIFICANT ACCOUNTING POLICIES (cont’d)
Critical accounting estimates and judgements (cont’d)
Biological assets and inventory
In calculating the value of the biological assets and inventory, management is required to make a number of estimates,
including estimating the stage of growth of the cannabis up to the point of harvest, harvesting costs, selling costs, sales
price, wastage and expected yields for the cannabis plant. In calculating final inventory values, management is required to
determine an estimate of spoiled or expired inventory and compares the inventory cost to estimated net realizable value.
Share-based payments
In calculating the share-based payments expense, key estimates such as the rate of forfeiture of options and warrants
granted/issued, the expected life of the option and warrants, the volatility of the value of the Company’s common shares
and the risk-free interest rate are used.
Business combinations
Judgement is used in determining whether an acquisition is a business combination or an asset acquisition.
Estimates are made as to the fair value of assets and liabilities acquired. In certain circumstances, such as the valuation of
property and equipment, intangible assets and goodwill acquired, the Company may rely on independent third-party
valuators. The determination of these fair values involves a variety of assumptions, including revenue growth rates,
expected operating income, and discount rates.
The Company measures all the assets acquired and liabilities assumed at their acquisition-date fair values. Non-controlling
interests in the acquiree are measured on the basis of the non-controlling interests’ proportionate share of the equity in the
acquiree’s identifiable net assets. Acquisition-related costs are recognized as expenses in the periods in which the costs are
incurred and the services are received (except for the costs to issue debt or equity securities which are recognized
according to specific requirements). The excess of the aggregate of (a) the consideration transferred to obtain control, the
amount of any non-controlling interest in the acquiree over (b) the net of the acquisition-date amounts of the identifiable
assets acquired and the liabilities assumed, is recognized as goodwill as of the acquisition date.
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FRIDAY NIGHT INC. (Formerly QuikFlo Health Inc.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
JULY 31, 2017
(Expressed in Canadian dollars)

3.

SIGNIFICANT ACCOUNTING POLICIES (cont’d)
Critical accounting estimates and judgements (cont’d)
Impairment of long-lived assets
Long-lived assets, including property and equipment, and intangible assets, are reviewed for impairment at each statement
of financial position date or whenever events or changes in circumstances indicate that the carrying amount of an asset
exceeds its recoverable amount. For the purpose of impairment testing, assets that cannot be tested individually are
grouped together into the smallest group of assets that generates cash inflows from continuing use that are largely
independent of the cash inflows of other assets or group of assets (CGU). The recoverable amount of an asset or a CGU is
the higher of its fair value, less costs to sell, and its value in use. If the carrying amount of an asset exceeds its recoverable
amount, an impairment charge is recognized immediately in profit or loss by the amount by which the carrying amount of
the asset exceeds the recoverable amount. Where an impairment loss subsequently reverses, the carrying amount of the
asset is increased to the lesser of the revised estimate of recoverable amount, and the carrying amount that would have
been recorded had no impairment loss been recognized previously.
Income taxes
In assessing the probability of realizing income tax assets, management makes estimates related to expectations of future
taxable income, applicable tax planning opportunities, expected timing of reversals of existing temporary differences and
the likelihood that tax positions taken will be sustained upon examination by applicable tax authorities. In making its
assessments, management gives additional weight to positive and negative evidence that can be objectively verified.
Estimates of future taxable income are based on forecasted cash flows from operations and the application of existing tax
laws in each jurisdiction. The Company considers whether relevant tax planning opportunities are within the Company's
control, are feasible, and are within management's ability to implement. Examination by applicable tax authorities is
supported based on individual facts and circumstances of the relevant tax position examined in light of all available
evidence. Where applicable tax laws and regulations are either unclear or subject to ongoing varying interpretations, it is
reasonably possible that changes in these estimates can occur that materially affect the amounts of income tax assets
recognized. Also, future changes in tax laws could limit the Company from realizing the tax benefits from the deferred tax
assets. The Company reassesses unrecognized income tax assets at each reporting period.
Assets held for sale and discontinued operations
Pursuant to the Agreement to Purchase Shares dated July 25, 2017, the Company reached an agreement with a group of
purchasers (the “Purchasers”), to sell the Company’s subsidiary, QuikFlo Technologies Ltd. (“QFT”) which includes the
Company’s intangible asset (Note 11). The Company considered that QFT met the criteria to be classified as held for sale
on July 31, 2017, for the following reasons:




The understanding between the Purchasers and the Company transpired before July 31, 2017.
The shares of QFT are ready for sale in their present condition.
As at July 31, 2017, the Company expected the board of directors to approve the transaction, which is expected to
occur subsequent to July 31, 2017.

QFT also met the criteria for discontinued operations as QFT’s activity represents a separate major reportable segment of
the Company.
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FRIDAY NIGHT INC. (Formerly QuikFlo Health Inc.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
JULY 31, 2017
(Expressed in Canadian dollars)

3.

SIGNIFICANT ACCOUNTING POLICIES (cont’d)
Foreign currencies
Functional and presentation currency
The functional currency is the currency of the primary economic environment in which the entity operates. The functional
currency of the Company and its subsidiaries was determined by conducting an analysis of the consideration factors
identified in IAS 21, “The Effects of Changes in Foreign Exchange Rates” (“IAS 21”). The functional currency of the
Company and its subsidiaries is included within Note 2.
Translation of foreign transactions and balances into the functional currency
Foreign currency transactions are translated into the functional currency of the Company at rates of exchange prevailing
on the dates of the transactions. At each financial position reporting date, all monetary assets and liabilities that are
denominated in foreign currencies are translated to the functional currency of the Company at the rates prevailing at the
date of the statement of financial position. Foreign exchange gains and losses resulting from the settlement of such
transactions are recognized in profit or loss.
Translation of the functional currency into the presentation currency
The results of foreign operations which have a different functional currency than the Company are translated to Canadian
dollars at appropriate average rates of exchange during the period. The assets and liabilities of foreign operations are
translated to Canadian dollars at rates of exchange in effect at the end of the period. Gains or losses arising on translation
of the foreign operation to Canadian dollars at period end are recognized in accumulated other comprehensive income as a
translation adjustment.

Financial instruments
Financial assets
The Company classifies its financial assets into one of the following categories, depending on the purpose for which the
asset was acquired. The Company's accounting policy for each category is as follows:
Fair value through profit or loss - This category comprises derivatives, or assets acquired or incurred principally for the
purpose of selling or repurchasing it in the near term. They are carried in the consolidated statements of financial position
at fair value with changes in fair value recognized in profit or loss.
Loans and receivables - These assets are non-derivative financial assets with fixed or determinable payments that are not
quoted in an active market. They are carried at cost less any provision for impairment. Individually significant receivables
are considered for impairment when they are past due or when other objective evidence is received that a specific
counterparty will default.
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FRIDAY NIGHT INC. (Formerly QuikFlo Health Inc.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
JULY 31, 2017
(Expressed in Canadian dollars)

3.

SIGNIFICANT ACCOUNTING POLICIES (cont’d)
Financial instruments (cont’d)
Financial assets (cont’d)
Held-to-maturity investments - These assets are non-derivative financial assets with fixed or determinable payments and
fixed maturities that the Company's management has the positive intention and ability to hold to maturity. These assets are
measured at amortized cost using the effective interest method. If there is objective evidence that the investment is
impaired, determined by reference to external credit ratings and other relevant indicators, the financial asset is measured at
the present value of estimated future cash flows. Any changes to the carrying amount of the investment, including
impairment losses, are recognized in profit or loss.
Available-for-sale - Non-derivative financial assets not included in the above categories are classified as available-for-sale.
They are carried at fair value with changes in fair value recognized directly in shareholders’ equity (deficiency). Where a
decline in the fair value of an available-for-sale financial asset constitutes objective evidence of impairment, the amount of
the loss is removed from shareholders’ equity (deficiency) and recognized in profit or loss.
All financial assets except for those at fair value through profit or loss are subject to review for impairment at least at each
reporting date. Financial assets are impaired when there is any objective evidence that a financial asset or a group of
financial assets is impaired. Different criteria to determine impairment are applied for each category of financial assets,
which are described above.
Financial liabilities
The Company classifies its financial liabilities into one of two categories, depending on the purpose for which the asset
was acquired. The Company's accounting policy for each category is as follows:
Fair value through profit or loss - This category comprises derivatives, or liabilities acquired or incurred principally for
selling or repurchasing it in the near term. They are carried in the consolidated statements of financial position at fair value
with changes in fair value recognized in profit or loss.
Other financial liabilities - This category consists of liabilities carried at amortized cost using the effective interest
method. The Company derecognizes a financial liability when its contractual obligations are discharged, cancelled or
expire.
The Company has classified its cash at fair value through profit or loss. Receivables are classified as loans and receivables.
The Company’s promissory note, accounts payable and accrued liabilities, income taxes payable, and due to related parties
are classified as other financial liabilities. Refer to Note 15 for additional disclosures.

Impairment of non-financial assets
At the end of each reporting period the carrying amounts of the Company’s assets are reviewed to determine whether there
is any indication that those assets may be impaired. If any such indication exists, the recoverable amount of the asset is
estimated in order to determine the extent of the impairment, if any. The recoverable amount is the higher of fair value
less costs to sell and value in use. Fair value is determined as the amount that would be obtained from the sale of the asset
in an arm’s length transaction between knowledgeable and willing parties. In assessing value in use, the estimated future
cash flows are discounted to their present value using a discount rate that reflects current market assessments of the time
value of money and the risks specific to the asset. If the recoverable amount of an asset is estimated to be less than its
carrying amount, the carrying amount of the asset is reduced to its recoverable amount and the impairment loss is
recognized in profit or loss for the period. For an asset that does not generate largely independent cash inflows, the
recoverable amount is determined for the cash generating unit to which the asset belongs. Following the recognition of an
impairment loss, the depreciation charge applicable to the asset is adjusted prospectively in order to systematically
allocate the revised carrying amount, net of any residual value, over the remaining useful life. Where an impairment
subsequently reverses, the carrying amount of the asset (or CGU) is increased to the revised estimate and its recoverable
amount, but to an amount that does not exceed the carrying amount that would have been determined had no impairment
loss been recognized for the asset (or CGU) in prior periods. A reversal of an impairment loss is recognized immediately
in profit or loss.
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3.

SIGNIFICANT ACCOUNTING POLICIES (cont’d)
Intangible assets
The intangible asset represents amounts paid for an entire right, title and interest and to the intellectual property rights and
technology rights related to an automated imaging tool for quick and appropriate triage of stroke patients.
An intangible asset is derecognized on disposal, or when no future economic benefits are expected from use or disposal.
Gains or losses arising from derecognition of an intangible asset are recognized in profit or loss when the asset is
derecognized. At the end of each reporting period, the Company reviews the carrying amounts of its intangible assets to
determine whether there is any indication of impairment. Intangible assets with indefinite useful lives and intangible assets
not yet available for use are tested for impairment at least annually, and whenever there is an indication that the asset may
be impaired.
Recoverable amount is the higher of fair value less costs of disposal and value in use. In assessing value in use, the
estimated future cash flows are discounted to their present value using a pre-tax discount rate that reflects current market
assessments of the time value of money and the risks specific to the asset for which the estimates of future cash flows
have not been adjusted. If the recoverable amount is less than the carrying amount, the carrying amount of the asset is
reduced to its recoverable amount and an impairment loss is recognized immediately in profit or loss. When an
impairment subsequently reverses, the carrying amount of the asset is increased to the revised estimate of its recoverable
amount, but so that the increased carrying amount does not exceed the carrying amount that would have been determined
had no impairment loss been recognized in prior years. A reversal of an impairment loss is recognized immediately in
profit or loss.

Revenue
Revenue comprises the fair value of consideration received or receivable for the sale of goods in the ordinary course of the
Company’s activities. Revenue is shown net of returns and discounts.
Revenue from the sale of inventory is recognized when the Company has transferred the significant risks and rewards of
ownership to the customer, the Company retains neither continuing managerial involvement to the degree usually
associated with ownership nor effective control over the goods sold, the amount of revenue can be reliably measured, it is
probable that the economic benefits of the transaction will flow to the Company, and the costs incurred or to be incurred
in respect of the transaction can be measured reliably. Significant risks and rewards are generally considered to be
transferred when the Company has shipped the product to customers. Revenue is recognized at the fair value of
consideration received or receivable.

Inventory
Inventories of harvested finished goods and packing materials are valued initially at cost and subsequently at the lower of
cost and net realizable value. Inventories of harvested cannabis are transferred from biological assets at their fair value at
harvest, which becomes the initial deemed cost. Any subsequent post-harvest costs are capitalized to inventory to the
extent that cost is less than net realizable value. Net realizable value is determined as the estimated selling price in the
ordinary course of business less the estimated costs of completion and the estimated costs necessary to make the sale. Cost
is determined using the weighted average cost basis. Products for resale and supplies and consumables are valued at the
lower of cost and net realizable value. The Company reviews inventory for obsolete and slow moving goods and any such
inventory is written-down to net realizable value.

Biological assets
The Company measures biological assets consisting of cannabis plants at fair value less cost to sell up to the point of
harvest. Agricultural produce consisting of cannabis is measured at fair value less cost to sell at the point of harvest, which
becomes the basis for the cost of finished goods inventories after harvest. Unrealized gains or losses arising from changes
in fair value less cost to sell during the year, including the impact on the carrying amount of inventory, are included in
profit or loss for the related period.
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3.

SIGNIFICANT ACCOUNTING POLICIES (cont’d)
Property and equipment
Property and equipment are stated at cost, net of accumulated depreciation and accumulated impairment losses, if any.
Depreciation is calculated using the following terms and methods:
Furniture and fixtures
Equipment
Computers
Leasehold improvements
Power equipment

Straight-line
Straight-line
Straight-line
Straight-line
Straight-line

7 years
7 years
5 years
Over lease term
20 years

An item of property and equipment is derecognized upon disposal or when no future economic benefits are expected from
its use. Any gain or loss arising from derecognition of the asset (calculated as the difference between the net disposal
proceeds and the carrying value of the asset) is included in the profit or loss in the period the asset is derecognized. The
assets’ residual values, useful lives and methods of depreciation are reviewed at each reporting date, and adjusted
prospectively, if appropriate.

Goodwill
Goodwill represents the excess of the purchase price over the fair value of the net identifiable assets of an acquired
business. The Company measures goodwill as the fair value of the consideration transferred including the recognized
amount of any non-controlling interest acquired, less the fair value of the identifiable assets acquired, and liabilities
assumed, all measured as at the acquisition date. When the excess is negative, a bargain purchase gain is recognized
immediately in profit or loss. Transaction costs, other than those associated with the issue of debt or equity securities, that
the Company incurs in connection with a business combination are expensed as incurred.

Income taxes
Income tax expense comprises deferred income tax expense and is recognized in profit and loss except to the extent that it
relates to items recognized directly in equity, in which case it is recognized in equity.
Deferred tax is recognized by providing for temporary differences between the carrying amounts of assets and liabilities
for financial reporting purposes and the amounts used for taxation purposes. Deferred tax is not recognized on the initial
recognition of assets or liabilities in a transaction that is not a business combination. Deferred tax is measured at the tax
rates that are expected to be applied to temporary differences when they reverse, based on the laws that have been enacted
or substantively enacted by the reporting date. Deferred tax assets and liabilities are offset if there is a legally enforceable
right to offset, and they relate to income taxes levied by the same tax authority on the same taxable entity, or on different
tax entities, but they intend to settle current tax liabilities and assets on a net basis or their tax assets and liabilities will be
realized simultaneously.
A deferred tax asset is recognized to the extent that is probable that future taxable profits will be available against which
the temporary difference can be utilized. Deferred tax assets are reviewed at each reporting date and are reduced to the
extent that it is no longer probable that the related tax benefit will be realized.

Share capital
Common shares are classified as shareholders’ equity (deficiency). Incremental costs directly attributable to the issue of
common shares and other equity instruments are recognized as a deduction from shareholders’ equity (deficiency).
Common shares issued for consideration other than cash, are valued based on their market value at the date the shares are
issued.
The Company has adopted a residual value method with respect to the measurement of warrants attached to private
placement units. The residual value method first allocates value to the more easily measurable component based on fair
value and then the residual value, if any, to the less easily measurable component. The Company considers the fair value
of common shares issued in the private placements to be the more easily measurable component and the common shares
are valued at their fair value, as determined by the closing market price on the announcement date. The balance, if any, is
allocated to the attached warrants.
Any fair value attributed to the warrants is recorded as reserves.
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3.

SIGNIFICANT ACCOUNTING POLICIES (cont’d)
Share-based payments
The fair value of stock options granted is recognized as a share-based payment expense with a corresponding increase in
reserves. The fair value is measured at grant date and each tranche is recognized on a graded-vesting basis over the period
during which the options vest. The fair value of the stock options granted is measured using the Black-Scholes option
pricing model considering the terms and conditions upon which the options were granted. The Company annually revises
its estimates of the number of stock options that are expected to vest based on the non-market vesting conditions. It
recognises the impact of the revision to original estimates, if any, in profit or loss, with a corresponding adjustment to
reserve.
In situations where equity instruments are issued to non-employees and some or all of the goods or services received by
the entity as consideration cannot be specifically identified, they are measured at fair value of the share-based payment.
Otherwise, share-based payments are measured at the fair value of goods and services received.

Loss per share
Basic loss per common share is calculated by dividing the loss attributed to shareholders for the period by the weighted
average number of common shares outstanding in the period. Diluted loss per common share is calculated by adjusting the
weighted average number of common shares outstanding to assume conversion of all dilutive potential common shares.
Diluted loss per share is equal to basic loss per share for the periods presented as the effect would be anti-dilutive.

Assets held for sale and discontinued operations
The Company classifies non-current assets and disposal groups as held for sale if their carrying amounts will be recovered
principally through a sale rather than through continuing use. Such non-current assets and disposal groups classified as
held for sale are measured at the lower of their carrying amount and their fair value less cost to sell. Costs to sell are the
incremental costs directly attributable to the sale, excluding finance costs and income tax expense.
The criteria for held for sale classification is regarded as met only when the sale is highly probable and the asset or the
disposal group is available for immediate sale in its present condition. Actions required to complete the sale should
indicate that it is unlikely that significant changes to the sale will be made or that the sale will be withdrawn. Management
must be committed to the sale expected within one year from the date of the classification.
Equipment is not depreciated once classified as held for sale. Assets and liabilities classified as held for sale are presented
separately as current items in the statement of financial position.
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4.

BUSINESS COMBINATION
Effective June 15, 2017, the Company completed the acquisition of 10800034 B.C. Ltd. (“0034 BC), to which the
Company acquired a 100% interest in 0034 BC, a private Canadian company that has two wholly-owned subsidiaries, FN
Pharmaceuticals, and FN Management. Additionally, 0034 BC held at Letter of Intent to purchase 91% of AMA and a
separate Letter of Intent to purchase 91% of Infused.
Concurrently, the Company acquired 91% ownership of AMA, and 91% ownership of Infused (all three collectively, the
“Combination”). AMA operates in the medical and recreational cannabis sectors, and Infused is in the business of
developing, acquiring and designing hemp and CBD-infused products. Both companies are located in Nevada, USA.
Pursuant to the Combination the Company issued:




45,425,001 common shares with a fair value of $0.15 per share to the former shareholders of 0034 BC;
32,750,000 common shares with a fair value of $0.15 per share to the former shareholders of AMA; and
1,000,000 common shares with a fair value of $0.15 per share to the former shareholders of Infused.

The purchase price allocation was as follows:
Net assets acquired:
Cash
Accounts receivable
Prepaid expenses
Biological assets (Note 8)
Inventory
Property and equipment
Accounts payable and accrued liabilities
Notes payable
Net assets acquired

$

Goodwill (Note 10)
Non-controlling interest
Total

997,891
3,612
95,338
39,820
655,796
1,450,285
(339,183)
(1,463,772)
1,439,787
16,521,291

$

(98,390)
17,862,688

Consideration paid:
Fair value of common shares issued
Fair value of replacement warrants and options issued – 0034 BC
Cash
Total

$

$

11,876,250
783,719
5,202,719
17,862,688
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4.

BUSINESS COMBINATION (cont’d)
The Company incurred $179,135 in transaction costs (Note 17) related to the Combinations which are expensed to profit
or loss. Share issue costs were $nil. Additionally, share-based payment expense includes $187,500 attributable to the fair
value of the bonus shares issued as post-combination compensation to certain employees and consultants of AMA and
Infused (Note 12(c)).
Goodwill arose from the Combination because the consideration paid for the Combination reflected the benefit of
expected revenue, future market development, and the assembled work forces of AMA and Infused. These benefits were
not recognized separately from goodwill because they do not meet the recognition criteria for identifiable intangible
assets. None of the goodwill arising on the Combination is expected to be deductible for tax purposes.
In connection with the acquisition of 0034 BC, 0034 BC holds an 8% equity interest in two LLC companies, BiVi LLC,
and Bellissima LLC, that respectively own two liquor brands (Note 6). The Company considered various valuation
techniques in determining the fair value of the investments in BiVi LLC and Bellissima LLC. The Company considered
(i) the market approach; (ii) the cost approach; and (iii) the income approach and determined that the income approach
was the most appropriate method as there is insufficient information available to apply the alternative technique. The
income approach converts future amounts to a single current discounted amount.
The fair value measurement using the income approach reflects current market expectations about those future amounts.
On June 15, 2017, the fair value of the investments in BiVi LLC and Bellissima LLC was determined to be $nil due to one
or more of the following reasons for each respective investment:





Cash flows generated by the Company from these investments is $nil to date;
Distribution of the brand is minimal at this time;
Sales levels are uncertain and below expectations; and
Business and marketing plans are stalled with minimal budgeted future plans.
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5.

REVERSE ACQUISITION
On November 23, 2015, QuikFlo Health acquired a 100% ownership in QuikFlo Technologies by issuing 30,000,000
common shares to the shareholders of QuikFlo Technologies. For accounting purposes, this acquisition is accounted for as
a reverse takeover transaction and recapitalization as the acquisition resulted in the former shareholders of QuikFlo
Technologies having control of the combined entity. This was accounted for as an acquisition of assets of QuikFlo Health
and is not a business combination.
The fair value of the consideration paid by QuikFlo Technologies for the acquisition of QuikFlo Health this based on the
fair value of equity instruments in the combined entities allocated to the existing shareholders in QuikFlo Health. The
consideration paid by QuikFlo Technologies consists of the fair value of QuikFlo Health’s common shares, share purchase
options and share purchase warrants outstanding immediately before the date of the reverse takeover acquisition. The
identifiable assets acquired and liabilities of QuikFlo Health assumed by QuikFlo Technologies are measured at their fair
values at the acquisition date. Excess of the aggregate of the consideration transferred by QuikFlo Technologies over the
fair value of the identifiable net assets acquired and liabilities of QuikFlo Health assumed by QuikFlo Technologies is
attributable to the cost of obtaining a listing status. This amount is expensed as it does not meet the criteria for recognition
as an asset.
The following are the fair values of QuikFlo Health’s assets acquired and liabilities assumed by QuikFlo Technologies on
November 23, 2015 and consideration paid by QuikFlo Technologies:
Net assets acquired:
Cash and cash equivalents
Prepaid expenses
Accounts payable and accrued liabilities
Net assets acquired

$
$

475,307
34,301
(252,091)
257,517

$

1,715,400

$
$

515,200
2,230,600
1,973,083

Consideration paid:
Fair value of the Company’s existing common shares deemed issued by QuikFlo
Technologies
Fair value of the Company’s existing post consolidation share purchase warrants deemed
granted by QuikFlo Technologies
Total consideration paid
Listing expense

6.

INVESTMENTS
On July 29, 2016, 0034 BC entered into an agreement that granted it the right to acquire an interest up to 15% in
BiVi LLC, and up to a 15% interest in Bellissima LLC, for USD $500,000 cash. As at July 31, 2017, 0034 BC owns an
8% interest in each of BiVi LLC, and Bellissima LLC.
As at July 31, 2017, the Company’s investments in BiVi LLC and Bellissima LLC were valued at $nil (Note 4).
The investments in BiVi LLC and Bellissima LLC, has been determined to be a Level 3 valuation of the fair value
measurement hierarchy, as BiVi LLC and Bellissima LLC are privately held companies with no active public market for
its equity and no observable inputs.
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7.

INVENTORY
Inventory is comprised of:
July 31, 2017
Harvested cannabis
Harvested trim
Cannabis oil and equivalent
Finished goods
Raw materials
Supplies and consumables

$

74,996
177,552
259,006
26,219
22,770
66,701
627,244

$

July 31, 2016
$

-

$

Cost of inventory is recognized as an expense included in cost of sales. As at July 31, 2017, the Company held 36,947g of
harvested cannabis, 184,613g of harvested cannabis trim, and 22,429g of cannabis oil and equivalent.

8.

BIOLOGICAL ASSETS
July 31, 2017
Opening balance
Acquired biological assets (Note 4)
Change in fair value less costs to sell due to biological transformation
Transferred to inventory upon harvest
Foreign exchange
Ending balance

$

$

39,820
28,460
(8,473)
(3,229)
56,578

July 31, 2016
$

$

-

As at July 31, 2017, the carrying value of biological assets consisted entirely of live cannabis plants.
The Company values cannabis plants at cost from the date of initial clipping from mother plants until the end of the sixth
week of its growing cycle. The Company does not have seeds included within biological assets. Measurement of the
biological asset at fair value less costs to sell and costs to complete begins at the seventh week until harvest.
The significant assumptions used in determining the fair value of cannabis plants includes:
a)
b)
c)
d)
e)
f)

Expected yields by strain of plant;
Wastage of plants;
Duration of the production cycle;
Percentage of costs incurred as of the reporting date compared to the total costs expected to be incurred;
Percentage of costs incurred for each stage of plant growth; and
Market values.

On average, the grow cycle is approximately 15 weeks. All of the plants are to be harvested as agricultural produce (i.e.,
medical and/or recreational cannabis) and as at July 31, 2017, on average, were 56% complete. The Company’s estimates
are, by their nature, subject to change and differences from the anticipated yield will be reflected in in the gain or loss on
biological assets in future periods.
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9.

PROPERTY AND EQUIPMENT

Gross carrying amount
Balance, July 31, 2016
Acquisitions through business combinations (Note 4)
Additions
Foreign exchange
Balance, July 31, 2017
Depreciation
Balance, July 31, 2016
Depreciation
Foreign exchange
Balance, July 31, 2017
Carrying amount, July 31, 2017

10.

Power Equipment

Leasehold
Improvements

Equipment

Computers

Furniture and
Fixtures

Total

647,214
(38,169)
609,045

394,717
37,330
(42,536)
389,511

306,816
6,826
(18,305)
295,337

87,961
2,182
(5,254)
84,889

13,577
(717)
12,860

1,450,285
46,338
(104,981)
1,391,642

3,268
(101)
3,167

5,092
(158)
4,934

4,876
(151)
4,725

144
(4)
140

150
(5)
145

13,530
(419)
13,111

605,878

384,577

290,612

84,749

12,715

1,378,531

GOODWILL
July 31, 2017
Opening balance
Business combination (Note 4)
Foreign exchange differences
Ending balance

$
$

16,521,291
(974,333)
15,546,958
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11.

INTANGIBLE ASSET AND ASSETS HELD FOR SALE
On July 27, 2015, the Company acquired all of the rights, title and interest in and to the intellectual property rights and
technology rights ("IP Rights") related to an automated imaging tool for quick and appropriate triage of stroke patients by
way of an intellectual property assignment agreement. The intellectual property rights include a United States provisional
patent application that was filed on December 1, 2014. The technology rights comprise the right, title and interest in any
technical information, know-how, processes, procedures, compositions, devices, methods, formulae, protocols,
techniques, software, designs, drawings or data created.
On February 12, 2016, the Company reached agreement to enter into a worldwide non-exclusive license agreement with
the University of Western Ontario (“Western”) to use certain CT perfusion intellectual property that has been developed
by Dr. Ting Lee, the Company’s former Chief Technology Officer.
During the year ended July 31, 2016, in consideration for the license agreement, the Company issued 50,000 common
shares to Western with a grant date fair value of $0.28 per share, for total consideration of $14,000 (Note 12).
On July 25, 2017, the Company entered into an Agreement to Purchase Shares with the original inventors of the IP Rights,
whereby the Company would dispose of its wholly-owned subsidiary QuikFlo Technologies Ltd. (“QFT”), to the original
inventors for the return of 9,000,000 common shares of the Company. These common shares were originally issued to the
original inventors when the Company acquired QFT. The operations of QFT are therefore classified as discontinued
operations held for sale in the Company’s consolidated financial statements. The agreement was subject to board and
shareholder approval which was obtained subsequent to July 31, 2017.
The major classes of assets and liabilities of QFT classified as held for sale are as follows:
July 31, 2017
Cash
Sales tax receivable
Intangible asset
Assets held for sale

$

Accounts payable and accrued liabilities
Liabilities associated with assets held for sale

3,950
1,195
389,000
394,145
(114,190)
(114,190)

$

The book value of the 9,000,000 common shares of the Company is determined to be $1,289,000 which exceeds the
carrying value of the assets held for sale. Therefore, no impairment has been recognized.
The discontinued results from operations of QFT during the year ended July 31, 2017, are presented below:
July 31, 2017
General and administrative
Professional fees
Loss from discontinued operations
Attributable to the shareholders of the Company

$
$
$

43,796
83,091
(126,887)
(126,887)
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12. SHARE CAPITAL AND RESERVES
Authorized
Unlimited number of common shares without par value. Unlimited number of preferred shares issuable in series.

Issued common shares
Fiscal 2017:
During the year ended July 31, 2017, the Company completed a 2-to-1 share consolidation as described in Note 1. All
share and per share amounts have been retroactively restated to reflect the share consolidation.
During the year ended July 31, 2017, the Company issued common shares as follows:
a)

159,375 units were issued at $0.16 per unit, by way of a non-brokered private placement, for gross proceeds of
$25,500. Each unit comprises one common share and one common share purchase warrant. Each warrant is
exercisable for one common share at a price of $0.40 per share for until March 15, 2018.

b) 45,718,356 units were issued at $0.15 per unit, by way of a non-brokered private placement, for gross proceeds of
$6,847,754. Each unit comprises one common share and one-half of a common share purchase warrant. Each whole
warrant is exercisable for one common share at a price of $0.30 per share until March 22, 2019, April 24, 2019,
May 17, 2019, or June 14, 2019, depending on when the private placement tranche closed.. During the year ended
July 31, 2017, 3,550,000 warrants were exercised.
c)

45,425,001 common shares were issued for the acquisition of 0034 BC, with a fair value of $0.15 per share, for a total
value of $6,813,750, and 32,750,000 common shares, plus 1,000,000 common shares were issued with a fair value of
$0.15 per share, for the acquisitions of AMA and Infused respectively, for a total value of $4,912,500 and $150,000
respectively. Additionally, the Company issued 1,250,000 common shares with a fair value of $0.15 per share for a
total of $187,500 (Note 4). These common shares were issued as a signing bonus to certain employees of AMA and
Infused. The issuance of these common shares does not carry any conditions. As such, the fair value is considered
post-combination compensation, and recorded within share-based payments expense.

d) 100,000 common shares were issued for investor relations services with a fair value of $0.39 per share, for a total
value of $39,000, expensed within investor relations.
e)

3,550,000 common shares were issued upon the exercise of warrants at an exercise price of $0.10 per share, for total
proceeds of $355,000.

In connection with the private placements completed above, the Company incurred cash share issue costs of $540,044.
Additionally, the Company issued 2,375,660 finders’ warrants with a fair value of $128,034 recorded as share issue costs.
The finders’ warrants are exercisable at $0.30 per share for a period of 24 months from their respective issuance dates.
Fiscal 2016:
During the year ended July 31, 2016, the Company issued common shares as follows:

Common shares issued for cash(1)
Reverse takeover transaction (RTO) (Note 6)
RTO acquisition of QuikFlo Technologies (Note 6)
QuikFlo Health shares on RTO (Note 6)
Common shares issued for warrant exercise
Common shares issued for license acquisition (Note 6)
Total
(1)

Number
200
(500)
15,000,000
4,288,600
350,000
50,000
19,688,300

$

$

Amount
250,000
1,715,400
144,300
14,000
2,213,700

Prior to the RTO, QuikFlo Technologies issued 200 common shares to officers and directors of the Company, for total proceeds of $250,000.
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12.

SHARE CAPITAL AND RESERVES (cont’d)
Reserves
The following is a summary of changes in reserves:
Stock options
$
519,593
519,593
420,714
$
940,307

Balance, July 31, 2015
QuikFlo Health warrants on RTO
Reclassification on exercise of warrants
Share-based payments
Balance, July 31, 2016
Share-based payments
Finders’ warrants
0034 BC warrants on acquisition (Note 4)
Reclassification on exercise of warrants
Balance, July 31, 2017

Warrants
$

$

515,200
(109,300)
405,900
128,034
783,719
(272,765)
1,044,888

Total
$

515,200
(109,300)
519,593
925,493
420,714
128,034
783,719
(272,765)
1,985,195

$

Warrants
A summary of share purchase warrant activity is as follows:
Weighted Average
Exercise Price
$
-

Balance at July 31, 2015

Number of
Warrants
-

QuikFlo Health warrants on RTO
Exercised
Expired
Balance at July 31, 2016

1,653,000
(350,000)
(1,303,000)
-

$
$
$
$

0.10
0.10
0.10
-

Issued – attached to units
Issued – finders’ warrants
0034 BC warrants on acquisition
Exercised

22,985,220
2,375,660
10,200,000
(3,550,000)

$
$
$
$

0.30
0.30
0.10
0.10

Balance at July 31, 2017

32,010,880

$

0.26

The fair value of the finders’ warrants issued, and the 0034 BC warrants assumed on acquisition during the year ended
July 31, 2017, and the fair value of the QuikFlo Health warrants assumed by the Company on the RTO during the year
ended July 31, 2016, were calculated using the Black-Scholes Option Pricing Model using the following weighted average
assumptions:

Risk-free interest rate
Expected life of warrants
Annualized volatility
Dividend rate
Weighted average fair value per warrant

July 31, 2017
1.00%
1.19 years
100%
0%
$0.08

July 31, 2016
0.50%
0.60 years
140%
0%
$0.32
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12.

SHARE CAPITAL AND RESERVES (cont’d)
Warrants (cont’d)
The following table summarizes share purchase warrants outstanding as at July 31, 2017:

Expiry date
March 15, 2016
June 15, 2018
March 20, 2019
April 24, 2019
May 17, 2019
June 14, 2019

Number of
Warrants
159,375
6,650,000
17,923,933
2,360,566
2,559,004
2,358,002
32,010,880

Weighted Average
Exercise Price
$ 0.40
$ 0.10
$ 0.30
$ 0.30
$ 0.30
$ 0.30
$ 0.26

Weighted Average
Remaining Years
0.62
0.87
1.64
1.73
1.79
1.87
1.51

Stock options
The Company has adopted a stock option plan (the "Plan") for its directors, officers, employees and consultants to acquire
common shares of the Company at a price determined by the fair market value of the shares at the date immediately
preceding the date on which the option is granted. The terms and conditions of the stock options are determined by the
Board of Directors.
The aggregate number of stock options granted shall not exceed 20% of the issued and outstanding common shares of the
Company at the time of shareholder approval of the plan, with no one individual being granted more than 5% of the issued
and outstanding common shares. In addition, the exercise price of stock options granted under the plan shall not be lower
than the exercise price permitted by the CSE, and all stock options granted under the plan will have a maximum term of
five years.
A summary of stock option activity is as follows:

Balance at July 31, 2015
Granted
Balance at July 31, 2016

Number of
Options
2,287,500
2,287,500

Weighted Average
Exercise Price
$
$
0.24
$
0.24

Forfeited
Expired
Granted
Granted – 0034 BC on acquisition
Balance at July 31, 2017
Exercisable at July 31, 2017

(1,737,500)
(150,000)
10,350,000
3,410,000
14,160,000
3,650,000

$
$
$
$
$
$

0.25
0.50
0.15
0.15
0.16
0.18
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12.

SHARE CAPITAL AND RESERVES (cont’d)
Stock options (cont’d)
The following table summarizes stock options outstanding and exercisable as at July 31, 2017:

Expiry date
November 14, 2020
December 23, 2020
January 8, 2021
May 26, 2021
June 13, 2022

Number
of Options
187,500
50,000
37,500
125,000
13,760,000
14,160,000

Number of
Exercisable Options
187,500
50,000
37,500
125,000
3,250,000
3,650,000

Weighted Average
Exercise Price
$ 0.50
$ 0.50
$ 0.64
$ 0.20
$ 0.15
$ 0.16

Weighted Average
Remaining Years
3.29
3.40
3.44
3.82
4.87
4.83

Share-based payments expense recognized during the year was $608,214. Of this amount, $420,714 was recognized in
connection with the vesting of stock options granted, and $187,500 pertains to the fair value of the bonus shares issued to
employees on the acquisition of AMA and Infused.
The fair value of stock options was calculated using the Black-Scholes Option Pricing Model using the following
weighted average assumptions:

Risk-free interest rate
Expected life of options
Annualized volatility
Dividend rate
Weighted average fair value per option

13.

July 31, 2017
1.00%
5 years
100%
0%
$
0.11

July 31, 2016
0.64% - 0.94%
5 years
140%
0%
$
0.23

NOTES PAYABLE
a)

Effective June 15, 2017, the Company issued a note in the amount of USD $400,000 in connection with the
acquisition of the power equipment (Note 9). The note bears interest at 12% per annum, with the full principal
amount due on June 15, 2021. The principal amount of the note is expected to be paid in full during the year ended
July 31, 2018, and has been classified as a current liability accordingly. The note carries interest-only payments of
$4,000 per month commencing June 15, 2017.

b) Effective June 15, 2017 the Company issued a note in the amount of $ USD $600,000 The note bears interest at 12%
per annum, with the full principal amount due on June 15, 2018. The loan is secured by the Company’s 91%
membership interest in Infused.
c)

Certain of shareholders of the Company’s subsidiaries, AMA and Infused, advanced USD $240,000 to the Company
by way of promissory notes. The amounts accrued interest at 6% per annum, are unsecured, and due on demand.

d) Effective January 24, 2017, AMA issued a promissory note in the amount of USD $100,000. The note bears interest
at USD $500 per month, with the full principal amount due on July 8, 2017. The loan is secured by the certain assets
of AMA.
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13.

NOTES PAYABLE (cont’d)
The notes payable balance is summarized as follows:
July 31, 2017
Loan principal
Accrued interest

$

Less current portion
$

14.

1,709,486
74,675
1,784,161
(1,784,161)
-

INCOME TAXES
The provision for income taxes differs from the amount that would be computed by applying the expected tax rate to the
Company’s net loss. The principle reasons for differences between such “expected” income tax expense and the amount
actually recorded are as follows:

Loss for the year

$

Income tax recovery
Changes in statutory, foreign tax, foreign exchange rates
and other
Permanent differences
Share issue costs
Adjustment to prior years provision versus statutory tax
returns and expiry of non-capital losses
Change in unrecognized deferred tax assets
Income tax expense

$

July 31, 2017
(2,613,770)

July 31, 2016
(3,674,780)

$

(680,000)

(992,190)

68,081
174,000
(140,000)

185,506
-

(69,000)
714,000

806,684

67,081

$

-

Income tax expense is current. There is no deferred income tax expense.
Deferred tax assets have not been recognized in respect of the following temporary differences:
Property and equipment
Share issue costs
Investments
Allowable capital losses
Non-capital losses

$

Unrecognized deferred tax assets

$

July 31, 2017
57,000
117,000
44,000
122,000
1,194,000
1,534,000

$

$

July 31, 2016
1,000
9,000
809,000
819,000
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14. INCOME TAXES (cont’d)
Significant components of deductible temporary differences and unused tax losses that have not been included on the
consolidated statements of financial position are as follows:
July 31, 2017
Share issue costs
Property and equipment
Investments
Allowable capital losses
Non-capital losses

15.

$
$
$
$
$

449,000
170,000
341,000
471,000
4,579,000

Expiry
2018 to 2021
No expiry
No expiry
No expiry
2029 to 2037

July 31, 2016
$
$
$
$
$ 2,996,000

Expiry
N/A
N/A
N/A
N/A
2029 to 2036

FINANCIAL RISK MANAGEMENT
The Company's risk exposures and the impact on the Company's financial instruments are summarized below.

Fair value of financial assets and liabilities
IFRS 13 establishes a fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value.
The hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical assets or liabilities and
the lowest priority to unobservable inputs. The three levels of the fair value hierarchy are as follows:
Level 1:
Level 2:
Level 3:

Unadjusted quoted prices in active markets for identical assets or liabilities,
Inputs other than quoted prices that are observable for the asset or liability either directly (i.e.: As
prices) or indirectly (i.e.: derived from prices); and
Inputs that are not based on observable market data.

The fair value of cash is measured using Level 1 inputs. The carrying values of receivables, accounts payable and accrued
liabilities, income taxes payable, notes payable, and due to related parties approximate their respective fair values due to
the short-term nature of these instruments.

Financial instrument risk management
The Company’s exposures and the impact on its financial instruments are summarized below:
Credit risk
Credit risk is the risk of loss associated with counterparty’s inability to fulfill its payment obligations. The Company’s
credit risk is primarily attributable to cash, and receivables. Cash is held with reputable Canadian and United States
financial institutions, from which management believes the risk of loss is remote. Receivables consists of amounts due
from the Government of Canada in which management believes the credit risk to be minimal and trade receivables which
the Company feels there is minimal risk of non-collection. The Company does not have significant credit risk with
respect to customers. The Company’s maximum credit risk exposure is equivalent to the carrying value of these
instruments. The Company has been granted a license pursuant to the laws of the State of Nevada with respect to
cultivating marijuana. Presently, this industry is illegal under United States federal law. The Company has, and intends, to
adhere strictly to the state statutes in its operations.
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15.

FINANCIAL RISK MANAGEMENT (cont’d)
Liquidity risk
The Company's approach to managing liquidity risk is to ensure that it will have sufficient liquidity to meet liabilities
when due. As at July 31, 2017, the Company’s financial liabilities consist of accounts payable and accrued liabilities, and
income taxes payable, which have contractual maturities within one year, notes payable, and due to related parties, which
have no fixed terms of repayment. The Company manages liquidity risk by reviewing its capital requirements on an
ongoing basis. The Company regards liquidity risk to be low as it has sufficient working capital to for at least the next
twelve months.

Foreign currency risk
Foreign currency risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of
changes in foreign currency rates. As at July 31, 2017, the Company had cash, receivables, accounts payable and accrued
liabilities, income taxes payable, notes payable, and due to related parties denominated in United States dollars (“USD”).
A 10% fluctuation in the foreign exchange rate between the USD and Canadian dollar would have a $85,000 impact on
profit or loss for the year. The Company does not undertake currency hedging activities to mitigate its foreign currency
risk.

Interest rate risk
Interest rate risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate because of
changes in market interest rates. The Company holds cash in accounts with variable interest rates, and currently does not
carry variable interest-bearing debt. The Company’s current policy is to invest excess cash in investment-grade shortterm deposit certificates issued by its financial institutions. It is management’s opinion that the Company is not exposed to
significant interest rate risk.

16.

CAPITAL RISK MANAGEMENT
The Company defines capital as equity (deficiency). The Company manages its capital structure and makes adjustments in
order to have the funds available to support its operating activities.
The Company’s objective when managing capital is to safeguard the Company’s ability to continue as a going concern in
order to pursue the development of its business. The Company manages its capital structure and adjusts it in light of
changes in economic conditions and the risk characteristics of the underlying assets. To maintain or adjust its capital
structure, the Company may issue new equity instruments, new debt, or acquire and/or dispose of assets. As discussed in
Note 1, the Company’s ability to continue as a going concern is uncertain and dependent upon the continued financial
support of its shareholders, future profitable operations, the lack of adverse political developments in the United States
with respect to cannabis legislation, and securing additional financing.
Management reviews its capital management approach on an ongoing basis. There were no changes in the Company’s
approach to capital management during the years presented. The Company is not subject to externally imposed capital
requirement.
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17.

RELATED PARTY TRANSACTIONS
Key management personnel include those persons having the authority and responsibility of planning, directing and
executing the activities of the Company. The Company has determined that its key management personnel consist of
executive and non-executive members of the Company’s Board of Directors and corporate officers.
Key management personnel compensation during the years ended July 31, 2017 and 2016, were as follows:

Management fees
Share-based payments

July 31, 2017
237,584
31,125
$
268,709

$

Total

$
$

July 31, 2016
224,495
468,418
692,913

Other related party transactions:

Legal fees - expenses
Legal fees – share issue costs
Legal fees – transaction costs (Note 4)

July 31, 2017
$
24,424
152,145
179,135

Total

$

355,704

$

$

July 31, 2016
224,495
383,315
607,810

Due to related parties:

Legal fees (all) – accounts payable and accrued liabilities
Advances – officers/directors – accounts payable and accrued liabilities
Due to related parties

July 31, 2017
428,463
$
-

$

$
$

July 31, 2016
312,113
46,500
121,000

The acquisition of 0034 as part of the Combination (Note 4), involved a former director of the Company.

All balances are unsecured, non-interest bearing, with no fixed terms of repayment.
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18.

SUPPLEMENTAL DISCLOSURE WITH RESPECT TO CASH FLOWS
The following significant non-cash investing and financing activities occurred during the years ended July 31, 2017, and
2017:
July 31, 2017
Fair value of finders’ warrants issued
Share issue costs included in accounts payable and accrued liabilities

19.

$
$

128,034
60,310

July 31, 2016
$
$

-

SEGMENTED INFORMATION
The Company operates in cannabis cultivation and production.
The Company defines its reportable segments based on geographical locations. Reportable segments are defined as
components of an enterprise about which separate financial information is available that is evaluated regularly by the chief
operating decision maker in deciding how to allocate resources, and in assessing performance.
Non-current asses based on geographical location is as follows:
As at July 31, 2017
Property and equipment
Goodwill
Total non-current assets

$

Canada
-

As at July 31, 2016
Intangible asset

$

Canada
389,000

$

USA
1,378,531
15,546,958
$ 16,925,489

$

USA
-

$

Total
1,378,531
15,546,958
16,925,489

$

Total
389,000

$

Operating results based on geographical location is as follows:
Year ended July 31, 2017
Revenue
Cost of sales
Expenses
Discontinued operations
Net loss
Year ended July 31, 2016
Revenue
Cost of sales
Expenses
Net loss

$

$

$

$

Canada
(2,159,571)
(126,887)
(2,286,458)
Canada
(3,674,780)
(3,674,780)

$

$

$

$

USA
1,030,297
(799,582)
(558,027)
(327,312)
USA
-

$

$

$

$

Total
1,030,297
(799,582)
(2,717,598)
(126,887)
(2,613,770)
Total
(3,674,780)
(3,674,780)

For the year ended July 31, 2017, there were two customers that each accounted for greater than 10% of total revenue
individually. The aggregate revenues from these customers amounted to $230,435.
For the year ended July 31, 2017, there were two vendors that each accounted for greater than 10% of total purchases
individually. The aggregate purchases from these vendors amounted to $218,720.
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20.

COMMITMENTS
Lease commitment
In April 2014, the Company entered into a lease agreement for its operating facility for AMA in central Las Vegas,
Nevada. The Company amended the lease agreement in June 2015. The amended lease agreement is for a term to
March 2022, with an option to extend for an additional two years. Base rent ranges from USD $6,100 to USD $6,800 per
month over the life of the lease agreement, plus changes and maintenance. The rent under the two year option period, if
exercised will be USD $6,800 per month.
Future required minimum lease payments on the facility are as follows (approximate):
2018
2019
2020
2021
2022

21.

$
$
$
$
$

92,000
97,000
100,000
104,000
105,000

SUBSEQUENT EVENTS
The Following transactions were entered subsequent to July 31, 2017:
a)

Entered into an agreement to purchase 1.39 acres of land in unincorporated Clark County for $432,000 (USD).

b) Closed a private placement of $1,000,000 aggregate principal amount of convertible debenture units (the
“Convertible Debenture Units”) at a price of $1,000 per Convertible Debenture Unit. Each Convertible Debenture
Unit consists of a $1,000 principal amount 10% senior unsecured convertible debenture (each a “Convertible
Debenture”) and 4,000 common share purchase warrants (the “Warrants”) of the Company (the “Offering”). Each
Warrant is exercisable to acquire one common share of the Company (a "Warrant Share") at an exercise price of
$0.25 per Warrant Share until October 4, 2019 subject to accelerated exercise provisions.
The Convertible Debentures bear interest from the date of closing at 10% per annum, payable semi-annually on June
30 and December 31 of each year and will expire on August 16, 2019 (the “Maturity Date”). The Debentures are
convertible into Common Shares ("Debenture Shares") at the option of the holder at any time prior to the close of
business on the earlier of: (i) the last business day immediately preceding the Maturity Date; and (ii) the date fixed
for redemption, at a conversion price of $0.25 per Common Share (the "Conversion Price"), subject to adjustment in
certain events, and subject to accelerated conversion provisions at the option of the Company. The Convertible
Debentures will be subject to redemption, in whole or in part, by the Company at any time after October 4, 2018.
The Company paid finder's fees of $6,000 and issued 24,000 warrants to certain arm's-length parties in the connection
with the offering.

c)

The Company issued 5,740,152 common shares for total proceeds of $802,046. This was comprised of 4,575,000
warrants exercised at a price of $0.10 each, 1,131,818 warrants exercised at a price of $0.30 each, and the exercise of
33,334 stock options at $0.15 each.

31

