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EXPLANATORY NOTE
Unless otherwise noted, references in this registration statement to “CLS Holdings USA, Inc.,” the “Company,” “we,” “our” or “us” means CLS Holdings USA,
Inc. and its subsidiaries.
FORWARD-LOOKING STATEMENTS
This document contains forward-looking statements as that term is defined in the Private Securities Litigation Reform Act of 1995. These statements relate to
anticipated future events, future results of operations or future financial performance. These forward-looking statements include, but are not limited to, statements relating to
our ability to finance our planned operations and proposed acquisitions, market acceptance of our services and product offerings, our ability to commence and complete
expansion plans and buildouts on schedule and on budget, and our ability to protect and commercialize our intellectual property. In some cases, you can identify forwardlooking statements by terminology such as “may,” “might,” “will,” “should,” “intends,” “expects,” “plans,” “goals,” “projects,” “anticipates,” “believes,” “estimates,”
“predicts,” “potential,” or “continue” or the negative of these terms or other comparable terminology.
These forward-looking statements are only predictions, are uncertain and involve substantial known and unknown risks, uncertainties and other factors which may
cause our (or our industry’s) actual results, levels of activity or performance to be materially different from any future results, levels of activity or performance expressed or
implied by these forward-looking statements.
We cannot guarantee future results, levels of activity or performance. You should not place undue reliance on these forward-looking statements, which speak only
as of the date that they were made. These cautionary statements should be considered together with any written or oral forward-looking statements that we may issue in the
future. Except as required by applicable law, we do not intend to update any of the forward-looking statements to conform these statements to reflect actual results, later
events or circumstances or to reflect the occurrence of unanticipated events.
AVAILABLE INFORMATION
We file annual, quarterly and special reports and other information with the Securities and Exchange Commission (“SEC”) that can be obtained from the SEC by
telephoning 1-800-SEC-0330. The Company’s filings are also available through the SEC’s Electronic Data Gathering Analysis and Retrieval System, known as EDGAR,
through the SEC’s website (www.sec.gov).
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Item 1. Financial Statements.
CLS HOLDINGS USA, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
February 28,
2019
ASSETS
Current assets
Cash and cash equivalents
Accounts receivable
Inventory
Prepaid expenses and other current assets
Redemption premium in transit
Total current assets

$

Investment
Note receivable
Interest receivable
Property, plant and equipment, net of accumulated depreciation of $494,439 and $2,674
Intangible assets, net of accumulated amortization of $62,856 and $828
Goodwill
Other assets
Total assets
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities
Accounts payable and accrued liabilities
Accrued compensation, related party
Due to related party
Accrued interest
Accrued interest, related party
Notes payable, net of discount of $100,536 and $0
Notes payable, related parties
Deferred rent obligation
Convertible notes payable, net of discount of $351,883 and $561,599
Contingent liability
Derivative liability

May 31,
2018

11,972,015
295,013
605,796
712,739
964,788
14,550,351

$

5,150,000
99,618
1,547,164
1,577,344
25,742,899
160,450

52,964
1,410
54,374
2,050,000
898
-

$

48,827,826

$

2,105,272

$

1,394,353
53,750
17,930
558,401
6,305
3,899,464
137,707
398,117
678,111
-

$

826,621
120,417
17,930
24,748
5,143
310,000
75,137
43,401
1,265,751

Total current liabilities

7,144,138

2,689,148

Noncurrent liabilities
Accrued interest, long-term
Convertible notes payable - Long Term, net of discount of $7,678,852 and $65,918
Convertible notes payable, related parties, net of discount of $0 and $733,928

10,190,148
-

41,072
2,832

Total Liabilities

17,334,286

2,733,052

-

-

-

-

Commitments and contingencies
Stockholder's equity
Preferred stock, $0.001 par value; 20,000,000 shares authorized; no shares issued
Common stock, $0.0001 par value; 250,000,000 shares authorized; 125,814,107 and 50,128,972 shares issued and
outstanding at February 28, 2019 and May 31, 2018, respectively
Additional paid-in capital
Common stock subscribed
Accumulated deficit
Total stockholder's equity (deficit)

12,583
73,890,916
346,784
(42,756,743)
31,493,540
$

Total liabilities and stockholders' equity (deficit)
See accompanying notes to these financial statements.
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48,827,826

5,013
17,628,717
307,584
(18,569,094)
(627,780)
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CLS HOLDINGS USA, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)
For the Three
Months Ended
February 28, 2019
Revenue
Cost of goods sold
Gross margin

$

Selling, general and administrative expenses
Total operating expenses
Operating loss

For the Three
Months Ended
February 28, 2018

2,372,790
1,438,424
934,366

$

-

$

For the Nine
Months Ended
February 28, 2018

5,529,053
3,245,035
2,284,018

$

-

5,102,871
5,102,871

1,214,971
1,214,971

23,472,037
23,472,037

1,831,554
1,831,554

(4,168,505)

(1,214,971)

(21,188,019)

(1,831,554)

1,434,314
(148,227)
1,286,087

2,999,630
2,999,630

2,316,145
(3,480)
29,145
404,082
989,032
25,863
3,760,787

(2,501,058)

(24,187,649)

(5,592,341)

Other (income) expense:
Interest expense, net
Gain on settlement of debt
Loss on modification of debt
Loss on note exchange
Loss on extinguishment of debt
Change in fair value of derivative
Total other expense

662,961
662,961

Income (Loss) before income taxes

For the Nine
Months Ended
February 28, 2019

(4,831,466)

Income tax expense

-

-

-

-

Net income (loss)

$

(4,831,466)

$

(2,501,058)

$

(24,187,649)

$

(5,592,341)

Net income (loss) per share - basic

$

(0.04)

$

(0.06)

$

(0.25)

$

(0.16)

Net income (loss) per share - diluted

$

(0.04)

$

(0.06)

$

(0.25)

$

(0.16)

Weighted average shares outstanding - basic

124,346,650

39,126,944

95,132,835

35,654,299

Weighted average shares outstanding - diluted

124,346,650

39,126,944

95,132,835

35,654,299

See accompanying notes to these financial statements.
5

Table of Contents
CLS HOLDINGS USA, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
(Unaudited)

Balance, May 31, 2017
Common stock issued to consultant for services
Common stock issued for debt exchange
Common stock issued as commitment fees
Common stock issued to officer
Common stock issued for cash, net of issuance
costs
Common stock issued for conversion of debt
Warrants issued with debt
Settlement of derivative liability
Placement agent warrants
Warrants issued to consultants
Discount on notes from beneficial conversion
feature
Imputed interest
Net loss - 12 months
Balance, May 31, 2018
Common stock issued for conversion of debt
Common stock issued in connection with Oasis
acquisition
Common stock issued to consultant
Common stock issued to officer
Common stock to be issued to officer
Common stock issued for cash
Special Warrants issued for cash
Cashless exercise of warrant
Warrant issued due to penalty
Warrants issued as compensation for offering
Units issued as compensation for offering
Warrants issued to placement agent
Special warrant issued due to penalty
Common stock issued for exercise of special
warrants
Cashless exercise of warrant
Common stock shares issued for settlement
Foreign currency transaction loss on equity
offering
Discount on notes from beneficial conversion
feature
Reclassification of derivative upon adoption of
ASU 2017-11
Derivative valuation of reset event
Imputed interest
Net loss - 9 months
Balance, February 28, 2019

Common Stock
Amount
Value
32,852,944
$
3,286
374,000
37
6,000,000
600
250,000
25
5,473,000
5,179,028
-

547
518
-

50,128,972

$

Additional
Paid In
Capital
$
7,032,836
264,283
2,353,437
94,975
-

Accumulated
Deficit
$
(8,991,610)
-

-

-

-

1,460,368
1,617,928
1,804,470
442,775
503,655
294,173

-

-

5,013

1,758,741
1,076
17,628,717

307,584

$

3,697,511

370

22,058,823
731,250
600,000
14,375,000
129,412
559,750
-

2,206
73
60
1,438
13
56
-

15,438,970
515,240
263,940
5,748,562
9,785,978
(13)
941,972
2,369,830
557,279
1,413,300
7,142,550

33,463,838
19,551
50,000

3,347
2
5

(3,347)
(2)
47,495

-

-

125,814,107

$

$

Stock
Payable
68,950
25,313
213,321

$

1,295,320

$

-

Total
(1,886,538)
289,633
2,354,037
95,000
213,321
1,460,915
1,618,446
1,804,470
442,775
503,655
294,173

$

1,758,741
1,076
(9,577,484)
(627,780)

-

1,295,690

-

-

-

15,441,176
490,000
50,680
277,833
5,750,000
9,785,978
941,972
2,369,830
557,335
1,413,300
7,142,550

-

-

47,500

403,588

-

-

403,588

-

9,039,096

-

-

9,039,096

12,583

1,265,751
35,883
807
73,890,916

346,784
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$

(25,313)
(213,320)
277,833
-

(9,577,484)
(18,569,094)

$

$

$

(24,187,649)
(42,756,743)

$

1,265,751
35,883
807
(24,187,649)
31,493,540
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CLS HOLDINGS USA, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)
For the Nine
Months Ended
February 28, 2019
CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss)
Adjustments to reconcile net loss to net cash used in operating activities:
Imputed interest
Change in fair value of derivative
Warrants issued to placement agent
Warrants and Special Warrants issued to penalty
Units issued to placement agent
Non-cash offering costs of equity financing
Fair value of shares vested by officers
Fair value of shares issued to consultants
Fair value of shares issued in settlement
Loss on modification of debt
(Gain) loss on note exchange
Loss on extinguishment of debt
Gain on settlement of Account Payable
Expense from derivative triggering event
Amortization of debt discounts
Amortization of deferred financing costs
Depreciation and amortization expense
Changes in assets and liabilities:
Accounts receivable
Interest receivable
Inventory
Prepaid expenses
Other assets
Redemption premium in transit
Accounts payable and accrued expenses
Accrued compensation
Due to related parties
Accrued interest, related party
Accrued interest
Deferred rent liability
Net cash used in operating activities

$

(24,187,649)

For the Nine
Months Ended
February 28, 2018
$

(5,592,341)

807
3,783,130
8,084,522
557,335
403,588
328,513
490,000
47,500
12,659
2,481,674
184,068

55,000
29,145
404,082
989,032
(3,480)
1,391,110
22,569
993

(259,576)
(99,618)
(199,843)
(608,090)
(964,788)
(353,832)
(16,667)
(50,000)
5,943
588,312
1,667
(9,770,345)

(11,188)
50,000
(46,000)
937,895
167,584
87,966
21,045
(49,565)
(909,072)

(735,234)
(5,150,000)
(5,982,710)
(11,867,944)

(2,050,000)
(2,050,000)

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from related party convertible notes payable
Proceeds from related party notes payable
Proceeds from notes payable
Proceeds from convertible notes payable
Principal payments on notes payable
Principal payments on related party notes payable
Principal payments on convertible notes payable
Proceeds from sale of equity
Net cash provided by financing activities

211,700
18,369,000
(310,000)
(211,838)
(37,500)
15,535,978
33,557,340

601,070
410,000
880,000
1,012,425
2,903,495

Net increase in cash and cash equivalents

11,919,051

CASH FLOWS FROM INVESTING ACTIVITIES
Payments to purchase property, plant and equipment
Payments to acquire note receivable
Payment for investment in Alternative Solutions, net of cash received of $14,612
Net cash used in investing activities

804
25,863
610,414
-

(55,577)

52,964

Cash and cash equivalents at beginning of period

78,310

Cash and cash equivalents at end of period

$

11,972,015

$

22,733

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Interest paid
Income taxes paid

$
$

8,964
-

$
$

-

NON-CASH INVESTING AND FINANCING ACTIVITIES:
Convertible note issued for unpaid accrued salary
Related party notes payable reclassified as related party convertible notes payable

$

75,000

$

112,500

$
$
$
$

9,039,096
1,295,690
3,362
1,265,751
25,313

$
$
$
$
$
$
$
$

1,116,856
1,681,946
936,478
6,000
1,321,862
-

Beneficial conversion feature on convertible notes
Note payable exchanged for common stock
Shares issued for settlement of accounts payable
Discount on convertible notes payable due to derivative
Charge to paid-in capital for par value of shares issued in cashless exercise of warrants
Reclassify derivative liability to paid-in capital upon adoption of ASU 2017-11
Shares issued for services from stock payable

$
$
$

See accompanying notes to these financial statements.
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CLS HOLDINGS USA, INC.
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
February 28, 2019
(Unaudited)
Note 1 – Nature of Business and Significant Accounting Policies
Basis of Presentation
These financial statements and related notes are presented in accordance with accounting principles generally accepted in the United States and are expressed in US
dollars.
Principals of Consolidation
The accompanying consolidated financial statements include the accounts of CLS Holdings USA, Inc., and its wholly owned operating subsidiaries, CLS Nevada,
Inc., (“CLS Nevada”), CLS Labs, Inc. (“CLS Labs”), CLS Labs Colorado, Inc. (“CLS Colorado”), CLS Massachusetts, Inc. (“CLS Massachusetts”), and Alternative
Solutions, LLC (“Alternative Solutions”). Alternative Solutions is the sole owner of the following three entities (collectively, the “Oasis LLCs”): Serenity Wellness Center,
LLC (“Serenity Wellness Center”); Serenity Wellness Products, LLC (“Serenity Wellness Products”); and Serenity Wellness Growers, LLC (“Serenity Wellness Growers”).
All material intercompany transactions have been eliminated upon consolidation of these entities.
Nature of Business
CLS Holdings USA, Inc. (the “Company”) was originally incorporated as Adelt Design, Inc. (“Adelt”) on March 31, 2011 to manufacture and market carpet
binding art. Production and marketing of carpet binding art never commenced.
On November 12, 2014, CLS Labs, Inc. (“CLS Labs”) acquired 10,000,000 shares, or 55.6%, of the outstanding shares of common stock of Adelt from its founder,
Larry Adelt. On that date, Jeffrey Binder, the Chairman, President and Chief Executive Officer of CLS Labs, was appointed Chairman, President and Chief Executive
Officer of the Company. On November 20, 2014, Adelt adopted amended and restated articles of incorporation, thereby changing its name to CLS Holdings USA, Inc.
Effective December 10, 2014, the Company effected a reverse stock split of its issued and outstanding common stock at a ratio of 1-for-0.625 (the “Reverse Split”), wherein
0.625 shares of the Company’s common stock were issued in exchange for each share of common stock issued and outstanding. As a result, 6,250,000 shares of the
Company’s common stock were issued to CLS Labs in exchange for the 10,000,000 shares that it owned by virtue of the above-referenced purchase from Larry Adelt.
On April 29, 2015, the Company, CLS Labs and CLS Merger Inc., a Nevada corporation and wholly owned subsidiary of CLS Holdings (“Merger Sub”), entered
into an Agreement and Plan of Merger (the “Merger Agreement”) and completed a merger, whereby CLS Merger Inc. merged with and into CLS Labs, with CLS Labs
remaining as the surviving entity (the “Merger”). Upon the consummation of the Merger, the shares of the common stock of CLS Holdings owned by CLS Labs were
extinguished and the former stockholders of CLS Labs were issued an aggregate of 15,000,000 (post Reverse Split) shares of common stock in CLS Holdings in exchange
for their shares of common stock in CLS Labs. As a result of the Merger, the Company acquired the business of CLS Labs and abandoned its previous business.
The Company has been issued a U.S. patent with respect to its proprietary method of extracting cannabinoids from cannabis plants and converting the resulting
cannabinoid extracts into concentrates such as oils, waxes, edibles and shatter. These concentrates may be ingested in a number of ways, including through vaporization via
electronic cigarettes (“e-cigarettes”), and used for a variety of pharmaceutical and other purposes. Internal testing of this extraction method and conversion process has
revealed that it produces a cleaner, higher quality product and a significantly higher yield than the cannabinoid extraction processes currently existing in the marketplace. The
Company has not commercialized its proprietary process or otherwise earned any revenues from it. The Company plans to generate revenues through licensing, fee-forservice and joint venture arrangements related to its proprietary method of extracting cannabinoids from cannabis plants and converting the resulting cannabinoid extracts
into saleable concentrates.
On December 4, 2017, the Company and Alternative Solutions, LLC entered into a Membership Interest Purchase Agreement (the “Acquisition Agreement”), as
amended, for the Company to acquire the Oasis LLCs from Alternative Solutions. Pursuant to the Acquisition Agreement, the Company initially contemplated acquiring all
of the membership interests in the Oasis LLCs from Alternative Solutions. Just prior to closing, the parties agreed that the Company would instead acquire all of the
membership interests in Alternative Solutions, the parent of the Oasis LLCs, from its members, and the membership interests in the Oasis LLCs owned by members other
than Alternative Solutions.
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Pursuant to the Acquisition Agreement, the Company paid a non-refundable deposit of $250,000 upon signing, which was followed by an additional payment of
$1,800,000 paid in February 2018, for an initial 10% of each of the Oasis LLCs. At that time, the Company applied for regulatory approval to own an interest in the Oasis
LLCs, which approval was received. On June 27, 2018, the Company made the payments to indirectly acquire the remaining 90% of the Oasis LLCs, which were equal to
cash in the amount of $5,995,543, a $4.0 million promissory note due in December 2019 (the “Oasis Note”), and 22,058,823 shares of its common stock (the “Purchase
Price Shares”) (collectively, the “Closing Consideration”). The cash payment of $5,995,543 was less than the $6,200,000 payment originally contemplated because the
Company assumed an additional $204,457 of liabilities. The Company used the proceeds of a Canadian private securities offering to fund the cash portion of the Closing
Consideration. The Company then applied for regulatory approval to own the additional 90% in membership interests in the Oasis LLCs, which it received on December 12,
2018. The Company has adopted a fiscal year end of May 31st.
On October 31, 2018, the Company, CLS Massachusetts,, and In Good Health, Inc. (“IGH”), a Massachusetts not-for-profit corporation, which converted to a forprofit corporation on November 6, 2018 (the “Conversion”), entered into an Option Agreement (the “Option Agreement”). Under the terms of the Option Agreement, CLS
Massachusetts has an exclusive option to acquire all of the outstanding capital stock of IGH (the “Option”) during the period beginning on the earlier of the date that is one
year after the effective date of the Conversion and December 1, 2019, and ending on the date that is 60 days after such date (the “Option Period”). (See note 4). On October
31, 2018, as consideration for the Option, the Company made a loan to IGH (the “IGH Loan”), in the principal amount of $5,000,000 (the “IGH Loan Amount”), subject to
the terms and conditions set forth in that certain Loan Agreement, dated as of October 31, 2018 between IGH as the borrower and the Company as the lender (the “IGH
Loan Agreement”) (see note 9). The IGH Loan is evidenced by a secured promissory note of IGH (the “IGH Note Receivable”), which bears interest at the rate of 6% per
annum and matures on October 31, 2021.
On September 13, 2018, we entered into a non-binding letter of intent (the “CannAssist LOI”) with CannAssist, LLC, a Massachusetts limited liability company
(“CannAssist”), setting forth the terms and conditions upon which we propose to form an 80/20 joint venture with CannAssist, of which we would own 80%. CannAssist
plans to build out a recreationally licensed cultivation grow facility in Leicester, Massachusetts (the “Leicester Facility”). The planned Leicester Facility is in possession of
its host community agreement and has applied for a recreational license and is awaiting state approval. We intend to use a portion of the net proceeds of our 2018
Convertible Debenture Offering to fund construction activities at the Leicester Facility. We have not entered into any definitive agreements regarding the transactions
contemplated by the CannAssist LOI, and there is no guarantee that these transactions will close
Use of Estimates
The preparation of financial statements in conformity with generally accepted accounting principles requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amount of
revenues and expenses during the reporting period. Actual results could differ from those estimates.
Cash and Cash Equivalents
The Company considers all highly liquid investments with maturities of three months or less to be cash equivalents. The Company had cash and cash equivalents of
$11,972,015 and $52,964 as of February 28, 2019 and May 31, 2018, respectively.
Allowance for Doubtful Accounts
The Company generates the majority of its revenues and corresponding accounts receivable from the sale of cannabis, and cannabis related products. The Company
evaluates the collectability of its accounts receivable considering a combination of factors. In circumstances where it is aware of a specific customer’s inability to meet its
financial obligations to it, the Company records a specific reserve for bad debts against amounts due in order to reduce the net recognized receivable to the amount it
reasonably believe will be collected. For all other customers, the Company recognizes reserves for bad debts based on past write-off experience and the length of time the
receivables are past due. The Company had no bad debts expense during the three and nine months ended February 28, 2019 and 2018.
Segment Reporting
Under FASB ASC 280-10-50, the Company operates two business segments: Cannabis Dispensary Segment, and Cannabis Production Segment, and will evaluate
additional segment disclosure requirements as it expands its operations.
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Inventory
Inventories are stated at the lower of cost or market. Cost is determined on a standard cost basis that approximates the first-in, first-out (FIFO) method. Market is
determined based on net realizable value. Appropriate consideration is given to obsolescence, excessive levels, deterioration, and other factors in evaluating net realizable
values. Our cannabis products consists of prepackaged purchased goods ready for resale, along with produced edibles and extracts developed under our production license.
Property, Plant and Equipment
Property and equipment is recorded at the lower of cost or estimated net recoverable amount, and is depreciated using the straight-line method over the estimated
useful lives. Computer equipment is being depreciated over a three-year period.
Concentrations of Credit Risk
The Company maintains its cash in bank deposit accounts and other accounts, the balances of which at times may be uninsured or exceed federally insured limits.
From time to time, some of the Company’s funds are also held by escrow agents; these funds may not be federally insured. The Company continually monitors its banking
relationships and consequently has not experienced any losses in such accounts.
Advertising and Marketing Costs
All costs associated with advertising and promoting products are expensed as incurred with the exception of the amortization of the cost of two major video
productions. A music video and reality/lifestyle video were both produced in 2017. The remaining amount that hasn’t been expensed is listed on the schedule in Note 7.
Total recognized advertising and promotion expenses were $381,082 and $26,549 for the three months ended February 28, 2019 and 2018, respectively; total recognized
advertising and promotion expenses were $1,134,322 and $31,797 for the nine months ended February 28, 2019 and 2018, respectively.
Research and Development
Research and development expenses are charged to operations as incurred. The Company incurred no research and development costs for the three and nine months
ended February 28, 2019 and 2018, respectively.
Income Taxes
The Company accounts for income taxes using the asset and liability method, which requires the establishment of deferred tax assets and liabilities for the
temporary differences between the financial reporting basis and the tax basis of the Company’s assets and liabilities at enacted tax rates expected to be in effect when such
amounts are realized or settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in the period that includes the enactment date.
A valuation allowance is provided to the extent deferred tax assets may not be recoverable after consideration of the future reversal of deferred tax liabilities, tax planning
strategies, and projected future taxable income.
Fair Value of Financial Instruments
Pursuant to Accounting Standards Codification (“ASC”) No. 825 - Financial Instruments, the Company is required to estimate the fair value of all financial
instruments included on its balance sheets. The carrying amount of the Company’s cash and cash equivalents, note receivable, notes payable, accounts payable and accrued
expenses, none of which is held for trading, approximates their estimated fair values due to the short-term maturities of those financial instruments.
A three-tier fair value hierarchy is used to prioritize the inputs in measuring fair value as follows:
Level 1 - Quoted prices in active markets for identical assets or liabilities.
Level 2 - Quoted prices for similar assets or liabilities in active markets, quoted prices for identical or similar assets or liabilities in markets that are not active, or other
inputs that are observable, either directly or indirectly.
Level 3 - Significant unobservable inputs that cannot be corroborated by market data.
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Derivative Financial Instruments
Derivatives are recorded on the condensed consolidated balance sheet at fair value. The conversion features of the convertible notes are embedded derivatives and
are separately valued and accounted for on the consolidated balance sheet with changes in fair value recognized during the period of change as a separate component of other
income/expense. Fair values for exchange-traded securities and derivatives are based on quoted market prices. The pricing model the Company uses for determining the fair
value of its derivatives is the Lattice Model. Valuations derived from this model are subject to ongoing internal and external verification and review. The model uses marketsourced inputs such as interest rates and stock price volatilities. Selection of these inputs involves management’s judgment and may impact net income (see note 17). On
June 1, 2018, the Company adopted ASU 2017-11 and accordingly reclassified the fair value of the reset provisions embedded in convertible notes payable and certain
warrants with embedded anti-dilutive provisions from liability to equity in the aggregate amount of $1,265,751.
Revenue Recognition
Revenue is primarily generated through the Company’s subsidiary, Serenity Wellness Center LLC, d/b/a Oasis Cannabis (“Oasis”). Oasis operates a 24-hour
cannabis dispensary that recognizes revenue from the sale of medical and recreational cannabis products within the State of Nevada.
Revenue from the sale of cannabis products is recognized by our subsidiary at the point of sale, at which time payment is received. Management estimates an
allowance for sales returns.
The Company also recognizes revenue from Serenity Wellness Products LLC and Serenity Wellness Growers LLC, d/b/a City Trees. City Trees recognizes
revenue from the sale of the following cannabis products and services to licensed dispensaries within the State of Nevada:
● Premium organic medical cannabis sold wholesale to licensed retailers
● Recreational marijuana cannabis products sold wholesale to distributors and retailers
● Extraction products such as oils and waxes derived from in-house cannabis production
● Processing and extraction services for licensed medical cannabis cultivators in Nevada
● High quality cannabis strains in the form of vegetative cuttings for sale to licensed medical cannabis cultivators in Nevada
Effective June 1, 2018, the Company adopted ASC 606 — Revenue from Contracts with Customers. Under ASC 606, the Company recognizes revenue from the
commercial sales of products, licensing agreements and contracts to perform pilot studies by applying the following steps: (1) identifying the contract with a customer; (2)
identifying the performance obligations in the contract; (3) determining the transaction price; (4) allocating the transaction price to each performance obligation in the
contract; and (5) recognizing revenue when each performance obligation is satisfied. For the comparative periods, revenue has not been adjusted and continues to be
reported under ASC 605 — Revenue Recognition. Under ASC 605. Revenue is recognized when the following criteria are met: (1) persuasive evidence of an arrangement
exists; (2) the performance of the service has been rendered to a customer or delivery has occurred; (3) the amount of fee to be paid by a customer is fixed and determinable;
and (4) the collectability of the fee is reasonably assured.
There was no impact on the Company’s financial statements as a result of adopting Topic 606 for the three and nine months ended February 28, 2019.
Basic and Diluted Loss Per Share
Basic net earnings per share is based on the weighted average number of shares outstanding during the period, while fully-diluted net earnings per share is based on
the weighted average number of shares of common stock and potentially dilutive securities assumed to be outstanding during the period using the treasury stock method.
Potentially dilutive securities consist of options and warrants to purchase common stock, and convertible debt. Basic and diluted net loss per share is computed based on the
weighted average number of shares of common stock outstanding during the period.
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The Company uses the treasury stock method to calculate the impact of outstanding stock options and warrants. Stock options and warrants for which the exercise
price exceeds the average market price over the period have an anti-dilutive effect on earnings per common share and, accordingly, are excluded from the calculation.
A net loss causes all outstanding stock options and warrants to be antidilutive. As a result, the basic and dilutive losses per common share are the same for the three
and nine months ended February 28, 2019 and 2018.
Commitments and Contingencies
Certain conditions may exist as of the date the financial statements are issued, which may result in a loss to the Company but which will only be resolved when one
or more future events occur or fail to occur. The Company’s management assesses such contingent liabilities, and such assessment inherently involves an exercise of
judgment. In assessing loss contingencies related to legal proceedings that are pending against the Company or unasserted claims that may result in such proceedings, the
Company’s legal counsel evaluates the perceived merits of any legal proceedings or unasserted claims brought to such legal counsel’s attention as well as the perceived
merits of the amount of relief sought or expected to be sought therein.
If the assessment of a contingency indicates that it is probable that a material loss has been incurred and the amount of the liability can be estimated, then the
estimated liability would be accrued in the Company’s financial statements. If the assessment indicates that a potentially material loss contingency is not probable, but is
reasonably possible, or is probable but cannot be estimated, then the nature of the contingent liability, together with an estimate of the range of possible loss if determinable
and material, would be disclosed.
Loss contingencies considered remote are generally not disclosed unless they involve guarantees, in which case the nature of the guarantee would be disclosed.
Recent Accounting Pronouncements
Accounting standards promulgated by the Financial Accounting Standards Board (“FASB”) are subject to change. Changes in such standards may have an impact
on the Company’s future financial statements. The following is a summary of recent accounting developments.
In August 2016, the FASB issued Accounting Standards Update (“ASU”) 2016-15, Statement of Cash Flows (Topic 230). The update addresses eight specific cash
flow issues and is intended to reduce diversity in practice in how certain cash receipts and cash payments are presented and classified in the statement of cash flows. This
update is effective for reporting periods beginning after December 15, 2017, including interim periods within the reporting period. Early adoption is permitted. The
Company does not believe the implementation of this update has had a material impact on its financial statements.
In January 2017, the FASB issued ASU No. 2017-04, Simplifying the Test for Goodwill Impairment, which simplifies the subsequent measurement of goodwill by
eliminating Step 2 from the goodwill impairment test. In computing the implied fair value of goodwill under Step 2, current U.S. GAAP requires the performance of
procedures to determine the fair value at the impairment testing date of assets and liabilities (including unrecognized assets and liabilities) following the procedure that
would be required in determining the fair value of assets acquired and liabilities assumed in a business combination. Instead, the amendments under this ASU require the
goodwill impairment test to be performed by comparing the fair value of a reporting unit with its carrying amount. An impairment charge should be recognized for the
amount by which the carrying amount exceeds the reporting unit’s fair value; however, the loss recognized should not exceed the total amount of goodwill allocated to that
reporting unit. The ASU becomes effective for the Company on January 1, 2020. The amendments in this ASU will be applied on a prospective basis. Early adoption is
permitted for interim or annual goodwill impairment tests performed.
In May 2017, the FASB issued ASU No. 2017-09, Stock Compensation - Scope of Modification Accounting, which provides guidance on which changes to the
terms or conditions of a share-based payment award require an entity to apply modification accounting. The ASU requires that an entity account for the effects of a
modification unless the fair value (or calculated value or intrinsic value, if used), vesting conditions and classification (as equity or liability) of the modified award are all the
same as for the original award immediately before the modification. The ASU became effective for the Company on January 1, 2018, and will be applied prospectively to an
award modified on or after the adoption date. The Company does not believe that this standard has had a material effect on its financial statements.
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Effective June 1, 2018, the Company adopted Accounting Standards Codification (“ASC”) 606 — Revenue from Contracts with Customers. Under ASC 606, the
Company recognizes revenue from the commercial sales of products, licensing agreements and contracts to perform pilot studies by applying the following steps: (1) identify
the contract with a customer; (2) identify the performance obligations in the contract; (3) determine the transaction price; (4) allocate the transaction price to each
performance obligation in the contract; and (5) recognize revenue when each performance obligation is satisfied. For the comparative periods, revenue has not been adjusted
and continues to be reported under ASC 605 — Revenue Recognition. Under ASC 605, revenue is recognized when the following criteria are met: (1) persuasive evidence
of an arrangement exists; (2) the performance of service has been rendered to a customer or delivery has occurred; (3) the amount of fee to be paid by a customer is fixed
and determinable; and (4) the collectability of the fee is reasonably assured. There was no impact on the Company’s financial statements as a result of adopting Topic 606.
Management does not believe that any other recently issued, but not yet effective, accounting standards, if currently adopted, would have a material effect on the
accompanying unaudited condensed consolidated financial statements.
Adoption of Accounting Standards
In July 2017, the FASB issued ASU No. 2017-11, Earnings Per Share (Topic 260), Distinguishing Liabilities from Equity (Topic 480), Derivatives and Hedging
(Topic 815). The amendments in Part I of this update change the classification analysis of certain equity-linked financial instruments (or embedded features) with down
round features.
When determining whether certain financial instruments should be classified as liabilities or equity instruments, a down round feature no longer precludes equity
classification when assessing whether the instrument is indexed to an entity’s own stock. The amendments also clarify existing disclosure requirements for equity-classified
instruments. As a result, a freestanding equity-linked financial instrument (or embedded conversion option) no longer would be accounted for as a derivative liability at fair
value as a result of the existence of a down round feature. For freestanding equity classified financial instruments, the amendments require entities that present earnings per
share (EPS) in accordance with Topic 260 to recognize the effect of the down round feature when it is triggered. That effect is treated as a dividend and as a reduction of
income available to common shareholders in basic EPS. Convertible instruments with embedded conversion options that have down round features are now subject to the
specialized guidance for contingent beneficial conversion features (in Subtopic 470-20, Debt—Debt with Conversion and Other Options), including related EPS guidance (in
Topic 260). The amendments in Part II of this update recharacterize the indefinite deferral of certain provisions of Topic 480 that now are presented as pending content in
the Codification, to a scope exception.
Those amendments do not have an accounting effect. For public business entities, the amendments in Part I of this update are effective for fiscal years, and interim
periods within those fiscal years, beginning after December 15, 2018. Early adoption is permitted for all entities, including adoption in an interim period. If an entity early
adopts the amendments in an interim period, any adjustments should be reflected as of the beginning of the fiscal year that includes that interim period.
On June 1, 2018, the Company adopted ASU 2017-11 and accordingly reclassified the fair value of the reset provisions embedded in convertible notes payable and
certain warrants with embedded anti-dilutive provisions from liability to equity in the aggregate amount of $1,265,751.
Note 2 – Going Concern
As shown in the accompanying financial statements, the Company has incurred net losses from operations resulting in an accumulated deficit of $42,756,743 as of
February 28, 2019. The Company’s auditors stated in their opinion on the Company’s financial statements for the year ended May 31, 2018 that there was substantial doubt
about the Company’s ability to continue as a going concern, and that further losses were anticipated in the development of the Company’s business raising substantial doubt
about the Company’s ability to continue as a going concern. The ability to continue as a going concern is dependent upon the Company generating profitable operations in
the future and/or obtaining the necessary financing to meet its obligations and repay its liabilities arising from normal business operations when they come due. The
Company began generating revenue from operations with the Acquisition of Alternative Solutions on June 27, 2018 (note 3). Management intends to finance operating costs
over the next twelve months with loans, the proceeds from the sale of securities, and/or revenues from operations. These financial statements do not include any adjustments
relating to the recoverability and classification of recorded asset amounts, or amounts and classification of liabilities that might result from this uncertainty.
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Note 3 – Acquisition of Alternative Solutions, LLC
On June 27, 2018, the Company closed on the purchase of all of the membership interests in Alternative Solutions and its three operating subsidiaries (collectively,
the “Oasis LLCs”) from the members of such entities (other than Alternative Solutions). The Oasis LLCs operate a fully integrated cannabis business in Las Vegas, Nevada,
including a grow; extraction, conversion and processing facility; and a retail dispensary. The closing occurred pursuant to a Membership Interest Purchase Agreement (the
“Acquisition Agreement”) entered into between the Company and Alternative Solutions on December 4, 2017, as amended. Pursuant to the Acquisition Agreement, the
Company initially contemplated acquiring all of the membership interests in the Oasis LLCs from Alternative Solutions. Just prior to closing, the parties agreed that the
Company would instead acquire all of the membership interests in Alternative Solutions, the parent of the Oasis LLCs, from its members, and the membership interests in
the Oasis LLCs owned by members other than Alternative Solutions. The revised structure of the transaction is referenced in the Oasis Note, which modified the
Acquisition Agreement.
Pursuant to the Acquisition Agreement, the Company paid a non-refundable deposit of $250,000 upon signing, which was followed by an additional payment of
$1,800,000 paid in February 2018, for an initial 10% of each of the Oasis LLCs. At that time, the Company applied for regulatory approval to own an interest in the Oasis
LLCs, which approval was received. On June 27, 2018, the Company made the payments to indirectly acquire the remaining 90% of the Oasis LLCs, which were equal to
cash in the amount of $5,995,543, a $4.0 million promissory note due in December 2019 (see note 14), (the “Oasis Note”), and 22,058,823 shares of its common stock (see
note 16), (the “Purchase Price Shares”) (collectively, the “Closing Consideration”). The cash payment of $5,995,543 was less than the $6,200,000 payment originally
contemplated because the Company assumed an additional $204,457 of liabilities. The Company used the proceeds of a Canadian private securities offering to fund the cash
portion of the Closing Consideration (see note 16). The Company then applied for regulatory approval to own the additional 90% in membership interests in the Oasis
LLCs, which it received on December 12, 2018.
The number of Purchase Price Shares was equal to 80% of the offering price of the Company’s common stock in its last equity offering, which price was $0.34 per
share. The Oasis Note is secured by a first priority security interest over the membership interests in Alternative Solutions and the Oasis LLCs, as well as by the assets of the
Oasis LLCs. The Company also delivered a confession of judgment to a representative of the sellers that will become effective, in general, if the Company defaults under
the Oasis Note.
A claim has been made that Oasis owes certain amounts to a consultant; Oasis disputes this claim. If the Company makes any payments in connection with this
claim post-closing, generally speaking, the Company will be entitled to deduct the present value of such payments from the principal amount due under the Oasis Note. This
claim has been accrued on the Company’s balance sheet as of February 28, 2019.
The sellers are also entitled to a $1,000,000 payment from the Company on May 30, 2020 if the Oasis LLCs have maintained an average revenue of $20,000 per
day during the 2019 calendar year. The fair value of this contingent consideration was $678,111 as determined by the Company’s outside valuation consultants. This amount
is recorded as contingent liability on the Company’s balance sheet at February 28, 2019.
The acquisition date estimated fair value of the consideration transferred totaled $27,975,650, which consisted of the following:
Initial purchase price
Cash paid in connection with transaction
Note payable
Contingent consideration
Common stock
Total purchase price

$

Net tangible assets
Intangible assets
Goodwill
Total purchase price

$

$

$
14

2,050,000
5,995,543
3,810,820
678,111
15,441,176
27,975,650
595,151
1,637,600
25,742,899
27,975,650
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The above estimated fair value of the intangible assets is based on a preliminary purchase price allocation prepared by a third party valuation expert. During the
preliminary purchase price allocation period, which may be up to one year from the business combination date, the Company may record adjustments to the assets acquired
and liabilities assumed, with the corresponding offset to goodwill. After the preliminary purchase price allocation period, the Company may record adjustments to assets
acquired or liabilities assumed subsequent to the purchase price allocation period in its operating results in the period in which the adjustments were determined.
Pro forma results
The following table sets forth the unaudited pro forma results of the Company as if the acquisition of the Oasis LLCs was effective on the first day of each of the
three and nine months periods presented. These combined results are not necessarily indicative of the results that may have been achieved had the companies always been
combined.

Revenues
Net loss
Basic net loss per share
Diluted net loss per share
Weighted average shares - basic
Weighted average shares - diluted

$
$
$
$

Revenues
Net loss
Basic net loss per share
Diluted net loss per share
Weighted average shares - basic
Weighted average shares - diluted

$
$
$
$

Three months ended February 28,
2019
2018
(unaudited)
(unaudited)
2,372,790 $
1,827,999
(12,850,356) $
(10,839,019)
(0.10) $
(0.17)
(0.10) $
(0.17)
124,346,650
62,460,767
124,346,650
62,460,767
Nine months ended February 28,
2019
2018
(unaudited)
(unaudited)
6,299,932 $
5,139,455
(24,402,155) $
(14,632,294)
(0.26) $
(0.25)
(0.26) $
(0.25)
95,132,835
58,988,122
95,132,835
58,988,122

Note 4 – Joint Venture and Option Transaction
In Good Health
On October 31, 2018, the Company, CLS Massachusetts, Inc., a Massachusetts corporation and a wholly-owned subsidiary of the Company (“CLS
Massachusetts”), and In Good Health, Inc. (“IGH”), a Massachusetts not-for-profit corporation, which converted to a for-profit corporation on November 6, 2018 (the
“Conversion”), entered into an Option Agreement (the “Option Agreement”). Under the terms of the Option Agreement, CLS Massachusetts has an exclusive option to
acquire all of the outstanding capital stock of IGH (the “Option”) during the period beginning on the earlier of the date that is one year after the effective date of the
Conversion and December 1, 2019, and ending on the date that is 60 days after such date (the “Option Period”). If CLS Massachusetts exercises the Option, the Company, a
wholly-owned subsidiary of the Company and IGH will enter into a merger agreement (the form of which has been agreed to by the parties) (the “IGH Merger Agreement”).
At the effective time of the merger contemplated by the IGH Merger Agreement, CLS Massachusetts will pay a purchase price of $47,500,000, subject to reduction as
provided in the IGH Merger Agreement, payable as follows: $35 million in cash, $7.5 million in the form of a five-year promissory note, and $5 million in the form of
restricted common stock of the Company, plus $2.5 million as consideration for a non-competition agreement with IGH’s President, payable in the form of a five-year
promissory note.
IGH and certain IGH stockholders holding sufficient aggregate voting power to approve the transactions contemplated by the IGH Merger Agreement have entered
into agreements pursuant to which such stockholders have, among other things, agreed to vote in favor of such transactions.
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On October 31, 2018, as consideration for the Option, the Company made a loan to IGH (the “IGH Loan”), in the principal amount of $5,000,000 (the “IGH Loan
Amount”), subject to the terms and conditions set forth in that certain Loan Agreement, dated as of October 31, 2018 between IGH as the borrower and the Company as the
lender (the “IGH Loan Agreement”) (see note 9). The IGH Loan is evidenced by a secured promissory note of IGH (the “IGH Note Receivable”), which bears interest at the
rate of 6% per annum and matures on October 31, 2021.
To secure the obligations of IGH to the Company under the Loan Agreement and the IGH Note Receivable, the Company and IGH entered into a Security
Agreement dated as of October 31, 2018 (the “IGH Security Agreement”), pursuant to which IGH granted to the Company a first priority lien on and security interest in all
personal property of IGH.
If the Company does not exercise the Option on or prior to the date that is 30 days following the end of the Option Period, the Loan Amount will be reduced to
$2,500,000 as a break-up fee (the “Break-Up Fee”), except in the event of a Purchase Exception (as defined in the Option Agreement), in which case the Break-Up Fee will
not apply and there will be no reduction to the Loan Amount.
CannAssist
On September 13, 2018, we entered into a non-binding letter of intent (the “CannAssist LOI”) with CannAssist, LLC, a Massachusetts limited liability company
(“CannAssist”), setting forth the terms and conditions upon which we propose to form an 80/20 joint venture with CannAssist, of which we would own 80%. CannAssist
plans to build out a recreationally licensed cultivation grow facility in Leicester, Massachusetts (the “Leicester Facility”). The planned Leicester Facility is in possession of
its host community agreement and has applied for a recreational license and is awaiting state approval. We intend to use a portion of the net proceeds of our 2018
Convertible Debenture Offering to fund construction activities at the Leicester Facility. We have not entered into any definitive agreements regarding the transactions
contemplated by the CannAssist LOI, and there is no guarantee that these transactions will close.
On November 7, 2018, we amended the CannAssist LOI to extend the termination date to January 15, 2019 and further amended it effective January 15, 2019 to
extend the termination date to July 1, 2019.
Note 5 – Accounts Receivable
Accounts receivable was $295,013 and $0 at February 28, 2019 and May 31, 2018, respectively. No allowance for doubtful accounts was necessary during the three
and nine months ended February 28, 2019 and 2018.
Note 6 – Inventory
Inventory, consisting of material, overhead, labor, and manufacturing overhead, is stated at the lower of cost (first-in, first-out) or market, and consists of the
following:

Raw materials
Finished goods
Total

$
$

February 28,
2019
295,822
309,974
605,796

May 31,
2018
$
$

-

Raw materials consist of cannabis plants and the materials that are used in our production process prior to being tested and packaged for consumption. Finished
goods consist of pre-packaged materials previously purchased from other licensed cultivators and our manufactured edibles and extracts.
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Note 7 – Prepaid Expenses and Other Current Assets
Prepaid expenses consisted of the following at February 28, 2019 and May 31, 2018:

Prepaid insurance
Prepaid license fees
Prepaid legal fees
Prepaid fixed assets
Prepaid rent
Deposits on inventory
Total

$

$

February 28,
2019
14,218
130,412
16,410
460,901
6,961
83,837
712,739

May 31,
2018
$

$

1,410
1,410

Note 8 – Redemption Premium in Transit
During the three months ended February 28, 2019, the Company executed a redemption notice with respect to two of the convertible notes payable to redeem all
outstanding principal, accrued interest and redemption premiums thereunder. The total amount due to the note holder is $964,788, which includes $250,000 in principal,
$62,500 in redemption premium and $2,630 in accrued interest for one note, and $500,000 in principal, $125,000 in redemption premium and $24,658 in accrued interest for
the other note. The redemption date is March 1, 2019, and the redemption amount is shown as a current asset on the Company’s balance sheet as of February 28, 2019.
Note 9 – Notes Receivable
PRH Note Receivable
During the year ended May 31, 2015, the Company loaned $500,000 (the “PRH Note”) to Picture Rock Holdings, LLC, a Colorado limited liability company
(“PRH”). Pursuant to the PRH Note, as amended by the parties effective June 30, 2015, October 31, 2015, April 11, 2016, and May 31, 2016, PRH was expected to repay
the principal due under the PRH Note in twenty (20) equal quarterly installments of Twenty Five Thousand Dollars ($25,000) commencing in the month following the month
in which PRH commenced generating revenue at the grow facility, which commencement was originally anticipated to occur in the first quarter of 2017, and continuing until
paid in full. We suspended our plans to operate in Colorado due to regulatory delays and have not yet determined when we will pursue them again. Interest will accrue on
the unpaid principal balance of the PRH Note at the rate of twelve percent (12%) per annum and will be paid quarterly in arrears commencing after such initial payment and
continuing until paid in full. All outstanding principal and any accumulated unpaid interest due under the PRH Note is due and payable on the five-year anniversary of the
initial payment thereunder. In the event of default as defined in the agreements underlying the PRH Note, all amounts under the PRH Note shall be due and payable at
once. During the year ended May 31, 2015, the Company recorded an impairment related to the note receivable in the amount of $500,000.
During the year ended May 31, 2018, the Company received a payment of $50,000 on the PRH Note. As a result, the Company has reduced the impairment of the
note by $50,000 to reflect this payment. The receivable is recorded on the balance sheet as of February 28, 2019 in the amount of $0, net of allowance in the amount of
$450,000.
IGH Note Receivable
On October 31, 2018, in connection with an option to purchase transaction (see note 4), the Company loaned $5,000,000 (the “IGH Note) to In Good Health, Inc., a
Massachusetts not-for-profit corporation (“IGH”); on November 6, 2018, IGH converted to a for-profit corporation. This Note bears interest at the rate of 6% per annum. On
March 1, 2020 (the “Initial Payment Date”), all accrued interest shall be added to the outstanding principal due hereunder and such amount shall be payable in eight equal
quarterly installments, commencing on the Initial Payment Date, together with interest accruing after the Initial Payment Date. The IGH Note shall mature and all
outstanding principal, accrued interest and any other amounts due hereunder, shall become due and payable in full on the third anniversary of the IGH Note. The IGH Note
was issued in connection with a loan agreement and security agreement between the Company and IGH, and an option agreement between the Company and IGH, among
others (the “IGH Option Agreement”), in both cases dated as of October 31, 2018 and the other agreements and documents executed and/or delivered in connection therewith
(collectively the “IGH Loan Documents”), and is secured by the collateral described in the IGH Loan Documents and by such other collateral as may in the future be granted
to the Company to secure the IGH Note. During the three months and nine ended February 28, 2019, the Company recorded interest income in the amount of $73,973 and
$98,631, respectively, in connection with the IGH Note. At February 28, 2019, principal in the amount of $5,000,000 and interest receivable in the amount of $96,631 due
under the IGH Note are classified as non-current assets on the Company’s balance sheet.
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CannAssist Note Receivable
On January 29, 2019, the Company made a line of credit loan to CannAssist (the “CanAssist Note”), in the principal amount of up to $500,000. Any draws on the
line of credit in excess of $150,000 will only be made in the sole discretion of the Company. The Loan bears interest at the rate of 8% per annum and is personally
guaranteed by the two equity owners of CannAssist. Payments on the loan will commence on July 1, 2019 and the Note will mature on December 1, 2019. At February 28,
2019, the principal amount of $150,000 and interest receivable in the amount of $987 due under the CannAssist Note are classified as non-current assets on the Company’s
balance sheet.
Note 10 – Property, Plant and Equipment
Property, plant and equipment consisted of the following at February 28, 2019 and May 31, 2018.

Office equipment
Furniture and fixtures
Leasehold improvements
Less: accumulated depreciation
Property, plant, and equipment, net

$
$

February 28,
2019
1,217,563
59,617
764,423 $
(494,439)
1,547,164 $

May 31,
2018
2,674
(2,674)
-

During the nine months ended February 28, 2019, the Company acquired property, plant, and equipment with an aggregate fair value of $933,142 with the
acquisition of Alternative Solutions, LLC. See note 3.
Depreciation of property, plant, and equipment was $45,045 and $223 for the three months ended February 28, 2019 and 2018 respectively. Depreciation of
property, plant, and equipment was $121,212 and $669 for the nine months ended February 28, 2019 and 2018 respectively.
Note 11 – Intangible Assets
Intangible assets consisted of the following at February 28, 2019 and May 31, 2018.
February 28, 2019
Gross
Intellectual Property
License & Customer Relations
Tradenames - Trademarks
Non-compete Agreements
Domain Names
Total

$

319,600
990,000
301,000
27,000
2,600
1,640,020

$

$

$

Accumulated
Amortization
(15,981) $
(24,750)
(15,051)
(6,750)
(324)
(62,856) $

Net
303,619
965,250
285,949
20,250
2,276
1,577,344

May 31, 2018
Accumulated
Amortization

Gross
Intellectual Property
License & Customer Relations
Tradenames - Trademarks
Non-compete Agreements
Domain names
Total

$

1,726
1,726

$
18

$

$

Net
- $
(828)
(828) $

898
898
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Total amortization expense charged to operations for the three months ended February 28, 2019 and 2018 was $20,952 and $108, respectively. Total amortization
expense charged to operations for the nine months ended February 28, 2019 and 2018 was $62,856 and $324, respectively.
Amount to be amortized during the twelve months
ended February 28,
2019 $
2020
2021
2022
2023
Thereafter
$

27,379
164,103
164,103
164,103
164,103
893,553
1,577,344

Note 12 – Other Assets
Other assets included the following as of February 28, 2019 and May 31, 2018, respectively:
February 28,
2019
160,450
160,450

Security deposits
$

May 31,
2018
-

$

Note 13 – Accounts Payable and Accrued Liabilities
Accrued expenses consisted of the following at February 28, 2019 and May 31, 2018:

Trade accounts payable
Accrued payroll and payroll taxes
Accrued liabilities
Deferred rent liability
Total

$

$
19

February 28,
2019
655,518
281,584
457,251
1,394,353

$

$

May 31,
2018
726,457
44,465
55,699
826,621
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Note 14 – Notes Payable and Convertible Notes Payable
Notes Payable
February 28,
2019
On February 7, 2018, the Company issued a note payable to Todd Blatt in the amount of $210,000 the “Blatt Note”).
This note accrues interest at a rate of 6% per annum and is due on February 7, 2019. During the nine months ended
February 28, 2019, the Company accrued interest in the amount of $1,726 on the Blatt Note. On July 20, 2018, the
Company made principal and interest payments in the amount of $210,000 and $5,627, respectively, on the Blatt Note.

$

On February 7, 2018, the Company issued a note payable to AJG Group in the amount of $200,000 the “AJG Note”).
This note accrues interest at a rate of 6% per annum and is due on February 7, 2019. During the nine months ended
February 28, 2019, the Company accrued interest in the amount of $641 on the AJG Note. On July 9, 2018, the
Company made principal and interest payments in the amount of $100,000 and $3,337, respectively, on the AJG Note.

May 31,
2018

-

$

210,000

-

100,000

4,000,000

-

The Company issued a secured note payable to Serenity Wellness Enterprises, LLC, as nominee (“Oasis Note”). dated
June 27, 2018 in the principal amount of $4,000,000 and bearing interest at a rate of 6% per annum pursuant to the
Membership Interest Purchase Agreement with Alternative Solutions. The note is due on December 4, 2019, but may be
prepaid at any time without penalty. The Oasis Note is secured by all of the membership interests in Alternative
Solutions and the Oasis LLCs and by the assets of the Oasis LLCs.
The Company recognized an original issue discount of $189,180 on the Oasis Note. During the nine months ended
February 28, 2019, $88,644 of this discount was charged to operations. During the nine months ended February 28,
2019, the Company accrued interest in the amount of $164,000 on the Oasis Note.
Total – Notes Payable
Less: Discount
Notes Payable, Net of Discounts
Current portion
Long term portion

$
$
$
$

4,000,000
(100,536)
3,899,464
3,899,464
-

$
$
$
$

310,000
310,000
310,000
-

Related Party Convertible Demand Notes Payable
On May 31, 2017, the Company entered into an Omnibus Loan Amendment Agreement (the “Omnibus Loan Amendment”) with Jeffrey I. Binder, Frank Koretsky,
Newcan Investment Partners LLC and CLS CO 2016, LLC (collectively, the “Insiders”). Pursuant to the Omnibus Loan Amendment, the Company agreed with the Insiders
to amend certain terms of loans the Insiders made to the Company for working capital purposes, which loans were initially demand loans, and, except for loans made in
2017, were later memorialized as convertible loans (the “Insider Loans”), in exchange for the agreement of the Insiders to convert all Insider Loans where funds were
advanced prior to January 1, 2017, which totaled $2,537,750, plus $166,490 of accrued interest thereon, into an aggregate of 10,816,960 shares of the Company’s common
stock at $0.25 per share, and forego the issuance of warrants to purchase the Company’s common stock upon conversion. This resulted in the issuance of an additional
7,609,910 shares compared to the original number of shares issuable upon conversion of the Insider Loans prior to the Omnibus Loan Amendment. The Company valued the
shares at $0.125, which was the market price of the Company’s stock at the conversion date, and charged the amount of $951,239 to loss on modification of debt during the
twelve months ended May 31, 2017. The Company entered into the Omnibus Loan Amendment in order to ease the debt burden on the Company and prevent it from
defaulting on the Insider Loans.
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Pursuant to the Omnibus Loan Amendment, the following amendments were made to the Insider Loans: (a) the Company reduced the conversion price on the
Insider Loans from between $0.75 and $1.07 per share of common stock to $0.25 per share of common stock, in those cases where the conversion price was greater than
$0.25, which reduced conversion price exceeded the closing price of the common stock during the three months prior to the Omnibus Loan Amendment; (b) the Company
deleted the requirement to issue warrants to purchase the Company’s common stock upon conversion of the Insider Loans; (c) the Company amended one Insider Loan to
permit conversion of only the portion of the Insider Loan related to services that were provided to it prior to January 1, 2017; and (d) the Company amended the terms of the
Insider Loans where funds were advanced on or after January 1, 2017, which Insider Loans were not converted into the Company’s common stock, to provide for, where not
already the case, a 10% interest rate per annum, a $0.25 conversion price per share of common stock, and the deletion of the requirement that the Company issue warrants to
purchase its common stock upon conversion of such Insider Loans.
On January 10, 2018, effective December 1, 2017, the Company entered into an Omnibus Amendment to Convertible Notes (the “Second Omnibus Loan
Agreement”) with Jeffrey I. Binder, an officer and director of the Company, and Newcan Investment Partners LLC, an entity owned by Frank Koretsky, a director of the
Company. The Second Omnibus Loan Agreement provides that the conversion price of all outstanding convertible promissory notes issued to either Mr. Binder or Newcan
Investment Partners, LLC as of the date of the Agreement would be increased from $0.25 to $0.3125 per share of common stock. The remaining terms of such notes remain
unchanged.
The following tables summarize the Company’s loan balances at February 28, 2019 and May 31, 2018:
February 28,
2019

May 31,
2018

Notes payable to Jeffrey Binder, an officer and director of the Company, for advances to fund operations (the “Binder
Funding Notes”). The Binder Funding Notes bear interest at a rate of 10% per annum, have no maturity date and are
due on demand. Effective May 31, 2017, pursuant to the Omnibus Loan Amendment, a conversion feature was
added to the Binder Funding Notes whereby principal and accrued interest is convertible into common stock of the
Company at a rate of $0.25 per share.
Effective December 1, 2017, pursuant to the Second Omnibus Loan Amendment, the conversion price was increased
from $0.25 per share to $0.3125 per share and a discount in the amount of $35,023 related to the revaluation of the
beneficial conversion feature of the Binder Funding Notes was charged to additional paid-in capital and amortized to
interest expense.
During the twelve months ended May 31, 2018, Mr. Binder advanced a total of $440,579 to the Company under the
Binder Funding Notes. During the year ended May 31, 2018, principal in the amount of $280,198 and accrued
interest in the amount of $5,188 was transferred out of the Binder Funding Notes and used to fund four new
convertible notes payable to Mr. Binder, which were converted or repaid as of May 31, 2018. Also during the year
ended May 31, 2018 the Company made principal payments in the aggregate of $237,794 under the Binder Funding
Notes. During the year ended May 31, 2018, the Company accrued interest in the amount of $7,364 on the Binder
Funding Notes. During the year ended May 31, 2018, discounts in the amount of $385,637 related to the beneficial
conversion feature of the Binder Funding Notes was charged to additional paid-in capital and amortized to interest
expense.
During the nine months ended February 28, 2019, Mr. Binder advanced a total of $211,700 to the Company under the
Binder Funding Notes. During the nine months ended February 28, 2019, the Company made principal payments to
in the amount of $211,837 under the Binder Funding Notes. During the nine months ended February 28, 2019, the
Company accrued interest in the amount of $1,710 on the Binder Funding Notes. During the nine months ended
February 28, 2019, discounts in the aggregate amount of $211,702 related to the beneficial conversion feature of the
Binder Funding Notes were charged to additional-paid in capital and amortized to interest expense.
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February 28,
2019

May 31,
2018

Notes payable to Newcan Investment Partners, LLC (“Newcan”), an entity owned by Frank Koretsky, a director of
the Company, for advances to fund operations (the “Newcan Funding Notes”). The Newcan Funding Notes bear
interest at a rate of 10% per annum, have no maturity date and are due on demand. Effective May 31, 2017, pursuant
to the Omnibus Loan Agreement, a conversion feature was added to the Newcan Funding Notes whereby principal
and accrued interest is convertible into common stock of the Company at a rate of $0.25 per share.
Effective December 1, 2017, pursuant to the Second Omnibus Loan Amendment, the conversion price was increased
from $0.25 per share to $0.3125 per share and a discount in the amount of $6,120 related to the revaluation of the
beneficial conversion feature of the Newcan Funding Notes was charged to additional paid-in capital and amortized
to interest expense.
During the twelve months ended May 31, 2018, Newcan advanced a total of $290,000 to the Company under the
Newcan Funding Notes. During the year ended May 31, 2018, principal in the amount of $836,658 and accrued
interest in the amount of $25,018 was transferred out of the Newcan Funding Notes and used to fund four new
convertible notes payable to Newcan, which were converted or repaid as of May 31, 2018.). During the year ended
May 31, 2018, the Company accrued interest in the amount of $16,681 on the Newcan Funding Notes. During the
year ended May 31, 2018, discounts in the amount of $210,120 related to the beneficial conversion feature of the
Newcan Funding Notes was charged to additional paid-in capital and amortized to interest expense.
During the nine months ended February 28, 2019, principal in the amount of $75,000 and accrued interest in the
amount of $1,931 was transferred out of the Newcan Funding Notes and used to create a new convertible note
payable to Newcan (“Newcan Convertible Note 8”). During the nine months ended February 28, 2019, the Company
accrued interest in the amount of $1,377 on the Newcan Funding Notes.

$
$
$

Total – Demand Convertible Notes Payable, Related Parties
Total – Demand Convertible Notes Payable, Related Parties - Current portion
Total – Demand Convertible Notes Payable, Related Parties - Long term portion
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75,137
75,137
-
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Convertible Notes Payable, Related Parties
February 28,
2019

May 31,
2018

Convertible promissory note payable to David Lamadrid (the “Lamadrid Note”) dated February 20, 2018 in the
principal amount of $31,250 and bearing interest at a rate of 8% per annum. The Lamadrid Note is due eighteen
months from the date of issue. Mr. Lamadrid may, at his option, convert all or a portion of the Lamadrid Note and
accrued but unpaid interest into shares of common stock at a conversion price of $0.3125 per share. The Lamadrid
Note also contains a reset feature, whereby, absent certain exceptions, if the Company issues equity securities at an
effective price less than $0.3125 per share of common stock, the conversion price of the Lamadrid Note will be reset
to such lower price. The Company recognized a discount of $31,250 on the Lamadrid Note related to the beneficial
conversion feature at the time of issuance. During the twelve months ended May 31, 2018, $942 of this discount was
charged to operations. During the twelve months ended May 31, 2018, the Company accrued interest in the amount
of $685 on this note.
During the nine months ended February 28, 2019, interest in the amount of $562 was accrued on the Lamadrid note.
During the nine months ended February 28, 2019, the Lamadrid Note, in the amount of $32,497, of which $31,250
was principal and $1,247 was accrued interest, was converted into 103,989 shares of common stock. During the nine
months ended February 28, 2019 the remaining discount in the amount of $30,308 was charged to operations.

$

-

$

31,250

Unsecured convertible note issued to Jeffery Binder, an officer and director of the Company, dated April 6, 2018 in
the original principal amount of $37,500 (the “Binder Convertible Note 9”). The Binder Convertible Note 9 was
funded with the conversion of $37,500 of unpaid accrued salary due to Mr. Binder. This note bears interest at the
rate of 10% per annum. No interest payments are required until July 1, 2019, at which time all accrued interest
becomes due and payable. Commencing October 1, 2019, the first of eight principal payments in the amount of
$4,688 will become due; subsequent payments will become due on the first day of each January, April, July and
October until paid in full. This note and accrued interest under the note may be converted, in whole or in part, into
one share of common stock for each $0.3125 converted. The Company recognized a discount of $37,500 on the
Binder Convertible Note 9 related to the value of the beneficial conversion feature at the time of issuance. During the
twelve months ended May 31, 2018, the Company amortized $1,890 of this discount to interest expense.
During the twelve months ended May 31, 2018 and 2017, interest in the amount of $565 and $0 was accrued on
Binder Convertible Note 9, respectively.
During the nine months ended February 28, 2019, interest in the amount of $699 was accrued on the Binder
Convertible Note 9. During the nine months ended February 28, 2019, the Company made a principal payment in the
amount of $37,500 on the Binder Convertible Note 9. During the nine months ended February 28, 2019 the
remaining discount in the amount of $35,610 was charged to operations.
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February 28,
2019

May 31,
2018

Unsecured convertible note issued to Newcan, an entity owned by Frank Koretsky, a director of the Company, dated,
August 6, 2018 in the original amount of $75,000 (the “Newcan Convertible Note 8”). The Newcan Convertible
Note 8 was funded with the conversion of $75,000 of advances Newcan made to the Company under the Newcan
Funding Notes. This note bears interest at the rate of 10% per annum. No interest payments are required until
October 1, 2019, at which time all of the accrued interest becomes due and payable. Commencing on January 1,
2020, the first of eight principal payments in the amount of $9,375 will become due; subsequent principal payments
will become due on the first day of each April, July, October, and January until paid in full. This note and accrued
interest under the note may be converted, in whole or in part, into one share of common stock for each $0.40
converted. The Company recognized a discount of $58,594 on the Newcan Convertible Note 8 related to the value of
the beneficial conversion feature at the time of issuance.
During the nine months ended February 28, 2019, the Company accrued interest expense in the amount of $1,603 on
this note. During the nine months ended February 28, 2019, the note holder converted $78,534, of which $75,000
was principal and $3,534 was accrued interest into 196,336 shares of common stock. Also during the nine months
ended February 28, 2019, the remaining discount in the amount of $57,322 was charged to operations.

-

Total – Convertible Notes Payable, Related Parties
Less: Discount
Convertible Notes Payable, Related Parties, Net of Discounts

$

Convertible Notes Payable, Related Parties, Net of Discounts, Current Portion
Convertible Notes Payable, Related Parties, Net of Discounts, Long-term Portion

$

$
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$

$

68,750
(65,918)
2,832
2,832
-
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Convertible Notes Payable
February 28,
2019

May 31,
2018

Convertible promissory note payable to Darling Capital, LLC (the “Darling Note”) dated February 5, 2018 and
bearing interest at a rate of 8% per annum. The lender loaned the Company $500,000 and the Darling Note has an
original issue discount of $50,000. The Darling Note is due eighteen months from the date of issue. Darling may, at
its option, convert all or a portion of the Darling Note and accrued but unpaid interest into shares of common stock at
a conversion price of $0.3125 per share. The Darling Note also contains a reset feature, whereby, absent certain
exceptions, if the Company issues equity securities at an effective price less than $0.3125 per share of common
stock, the conversion price of the Darling Note will be reset to such lower price. The Company recognized a discount
of $550,000 on the Darling Note related to the beneficial conversion feature at the time of issuance. During the
twelve months ended May 31, 2018, $40,427 of this discount was charged to operations. During the twelve months
ended May 31, 2018, the Company accrued interest in the amount of $13,863 on this note.
During the nine months ended February 28, 2019, the Company accrued interest in the amount of $1,447 on this
note. During the nine months ended February 28, 2019, the holder of the Darling Note converted $565,000, of which
$550,000 was principal and $15,000 was accrued interest, into 1,808,000 shares of common stock. Also, during
the nine months ended February 28, 2019, the remaining discount in the amount of $509,573 was charged to
operations.

$

-

$

550,000

Convertible promissory note payable to Efrat Investments, LLC (the “Efrat Note”) dated February 12, 2018 and
bearing interest at a rate of 8% per annum. The lender loaned the Company $50,000 and the Efrat Note has an
original issue discount of $5,000. The Efrat Note is due eighteen months from the date of issue. Efrat may, at its
option, convert all or a portion of the Efrat Note and accrued but unpaid interest into shares of common stock at a
conversion price of $0.3125 per share. The Efrat Note also contains a reset feature, whereby, absent certain
exceptions, if the Company issues equity securities at an effective price less than $0.3125 per share of common
stock, the conversion price of the Efrat Note will be reset to such lower price. The Company recognized a discount of
$55,000 on the Efrat Note related to the beneficial conversion feature at the time of issuance. During the twelve
months ended May 31, 2018, $2,974 of this discount was charged to operations. During the twelve months ended
May 31, 2018, the Company accrued interest in the amount of $1,302 on this note.
During the nine months ended February 28, 2019, the Company accrued interest in the amount of $898 on this note.
During the nine months ended February 28, 2019, the holder of the Efrat Note converted $57,200, of which $55,000
was principal and $2,200 was accrued interest into 183,040 shares of common stock. Also during the nine months
ended February 28, 2019, the remaining discount in the amount of $52,026 was charged to operations.
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February 28,
2019

May 31,
2018

Convertible promissory note payable to YA II PN, Ltd. (the “YA II PN Note”) dated May 14, 2018 and bearing interest
at a rate of 8% per annum. The lender loaned the Company $750,000, and the note is due on November 14, 2019. YA II
PN may, at its option, convert all or a portion of the YA II PN Note and accrued but unpaid interest into shares of
common stock at a conversion price of $0.40 per share. The YA II PN Note also contains a reset feature, whereby,
absent certain exceptions, if the Company issues equity securities at an effective price less than $0.40 per share of
common stock, the conversion price of the YA II PN Note will be reset to such lower price. The Company recognized a
discount of $750,000 related to the beneficial conversion feature at the time of issuance. Commencing on December 1,
2018, absent certain exceptions, the first of eight payments in the amount of $93,750 will become due; subsequent
payments will become due on the first day of each of the following months until paid in full. During the twelve months
ended May 31, 2018, $23,224 of this discount was charged to operations. During the twelve months ended May 31,
2018, the Company accrued interest in the amount of $2,795 on this note.
During the nine months ended February 28, 2019, a reset event occurred. As a result, the conversion price of the YA II
PN Note was reduced to $0.34 per share of common stock. This was considered a material modification of the note; the
remaining balance of the discount to the note in the amount of $699,628 was charged to interest expense, a new discount
in the amount of $750,000 was charged to additional paid-in capital, and $620,052 of the new discount was amortized to
interest expense. Also during the nine months ended February 28, 2019, the Company accrued interest expense in the
amount of $39,068 on the YA II PN Note. During the nine months ended February 28, 2019, the holder of the YA II PN
Note converted principal in the amount of $500,000 and accrued interest in the amount of $36,274 into 1,340,684 shares
of common stock.

250,000

750,000

-

25,000

Unsecured convertible note issued to Jay Lasky (the “Lasky Note”), dated May 3, 2018 in the original principal amount
of $25,000. This note bears interest at the rate of 10% per annum. No interest payments are required until July 1, 2019,
at which time all accrued interest becomes due and payable. Commencing on October 1, 2019, the first of eight principal
payments in the amount of $3,125 will become due; subsequent payments will become due on the first day of each
January, April, July and October until paid in full. The Lasky Note and accrued interest under the note may be
converted, in whole or in part, into one share of common stock for each $0.40 converted. The Company recognized a
discount of $7,301 on the Lasky Note related to the beneficial conversion feature at the time of issuance. During the
twelve months ended May 31, 2018, $149 of this discount was charged to operations. During the twelve months ended
May 31, 2018, the Company accrued interest in the amount of $192 on this note.
During the nine months ended February 28, 2019, $7,152 of the discount was charged to operations. Also during the nine
months ended February 28, 2019, the Company accrued interest in the amount of $993 on this note. During the
nine months ended February 28, 2019, the holder of the Lasky Note converted $26,185, of which $25,000 was principal
and $1,185 was accrued interest, into 65,462 shares of common stock.
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February 28,
2019

May 31,
2018

Convertible promissory note payable to YA II PN, Ltd. (the “YA II PN Note 2”) dated July 20, 2018 and bearing interest
at a rate of 8% per annum. The lender loaned the Company $500,000, and the note is due on November 14, 2019. YA II
PN may, at its option, convert all or a portion of the YA II PN Note 2 and accrued but unpaid interest into shares of
common stock at a conversion price of $0.40 per share. The YA II PN Note 2 also contains a reset feature, whereby,
absent certain exceptions, if the Company issues equity securities at an effective price less than $0.40 per share of
common stock, the conversion price of the YA II PN Note 2 will be reset to such lower price. The Company recognized
a discount of $362,500 related to the beneficial conversion feature at the time of issuance. Commencing on December 1,
2018, absent certain exceptions, the first of eight payments in the amount of 62,500 will become due; subsequent
payments will become due on the first day of each of the following months until paid in full. During the nine months
ended February 28, 2019, $167,713 of this discount was charged to operations. Also during the nine months ended
February 28 2019, the Company accrued interest in the amount of $29,041 on this note.

500,000

-

Convertible debenture in the principal amount of $4,000,000 (the “U.S. Convertible Debenture 1”) dated October 31,
2018, which bears interest, payable quarterly, at a rate of 8% per annum, with interest during the first eighteen months
following issuance being payable by increasing the then-outstanding principal amount of the U.S. Convertible Debenture
1. The U.S. Convertible Debenture 1 matures on a date that is three years following issuance. The U.S. Convertible
Debenture 1 is convertible into units (the “Convertible Debenture Units”) at a conversion price of $0.80 per Convertible
Debenture Unit. Each Convertible Debenture Unit consists of (i) one share of the Company’s common stock, and (ii)
one-half of one warrant, with each warrant exercisable for three years to purchase a share of common stock at a price of
$1.10. The U.S. Convertible Debenture 1 has other features, such as mandatory conversion in the event the common
stock trades at a particular price over a specified period of time and required redemption in the event of a “Change in
Control” of the Company. The U.S. Convertible Debenture 1 is an unsecured obligation of the Company and ranks pari
passu in right of payment of principal and interest with all other unsecured obligations of the Company. The Company
recorded a discount in the amount of $3,254,896 on the U.S. Convertible Debenture 1. During the nine months ended
February 28, 2019, $217 of this discount was charged to operations. During the nine months ended February 28, 2019,
the Company accrued interest in the amount of $105,205 on the U.S. Convertible Debenture 1.

4,000,000

-

Convertible debenture in the principal amount of $1,000,000 (the “U.S. Convertible Debenture 2”) dated October 31,
2018, which bears interest, payable quarterly, at a rate of 8% per annum, with interest during the first eighteen months
following issuance being payable by increasing the then-outstanding principal amount of the U.S. Convertible Debenture
2. The U.S. Convertible Debenture 2 matures on a date that is three years following issuance. The U.S. Convertible
Debenture 2 is convertible into Convertible Debenture Units at a conversion price of $0.80 per Convertible Debenture
Unit. Each Convertible Debenture Unit consists of (i) one share of the Company’s common stock, and (ii) one-half of
one warrant, with each warrant exercisable for three years to purchase a share of common stock at a price of $1.10. The
U.S. Convertible Debenture 2 has other features, such as mandatory conversion in the event the common stock trades at
a particular price over a specified period of time and required redemption in the event of a “Change in Control” of the
Company. The U.S. Convertible Debenture 2 is an unsecured obligation of the Company and ranks pari passu in right of
payment of principal and interest with all other unsecured obligations of the Company. The Company recorded a
discount in the amount of $813,724 on the U.S. Convertible Debenture 2. During the nine months ended February 28,
2019, $52 of this discount was charged to operations. During the nine months ended February 28, 2019, the Company
accrued interest in the amount of $26,301 on the U.S. Convertible Debenture 2.

1,000,000

-
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May 31,
2018

Convertible debenture in the principal amount of $100,000 (the “U.S. Convertible Debenture 3”) dated October 24,
2018, which bears interest, payable quarterly, at a rate of 8% per annum, with interest during the first eighteen months
following issuance being payable by increasing the then-outstanding principal amount of the U.S. Convertible Debenture
3. The U.S. Convertible Debenture 3 matures on a date that is three years following issuance. The U.S. Convertible
Debenture 3 is convertible into Convertible Debenture Units at a conversion price of $0.80 per Convertible Debenture
Unit. Each Convertible Debenture Unit consists of (i) one share of the Company’s common stock, and (ii) one-half of
one warrant, with each warrant exercisable for three years to purchase a share of common stock at a price of $1.10. The
U.S. Convertible Debenture 3 has other features, such as mandatory conversion in the event the common stock trades at
a particular price over a specified period of time and required redemption in the event of a “Change in Control” of the
Company. The U.S. Convertible Debenture 3 is an unsecured obligation of the Company and ranks pari passu in right of
payment of principal and interest with all other unsecured obligations of the Company. The Company recorded a
discount in the amount of $75,415 on the U.S. Convertible Debenture 3. During the nine months ended February 28,
2019, $60 of this discount was charged to operations. During the nine months ended February 28, 2019, the Company
accrued interest in the amount of $2,784 on the U.S. Convertible Debenture 3.

100,000

-

Convertible debenture in the principal amount of $532,000 (the “U.S. Convertible Debenture 4”) dated October 25,
2018, which bears interest, payable quarterly, at a rate of 8% per annum, with interest during the first eighteen months
following issuance being payable by increasing the then-outstanding principal amount of the U.S. Convertible Debenture
4. The U.S. Convertible Debenture 4 matures on a date that is three years following issuance. The U.S. Convertible
Debenture 4 is convertible into Convertible Debenture Units at a conversion price of $0.80 per Convertible Debenture
Unit. Each Convertible Debenture Unit consists of (i) one share of the Company’s common stock, and (ii) one-half of
one warrant, with each warrant exercisable for three years to purchase a share of common stock at a price of $1.10. The
U.S. Convertible Debenture 4 has other features, such as mandatory conversion in the event the common stock trades at
a particular price over a specified period of time and required redemption in the event of a “Change in Control” of the
Company. The U.S. Convertible Debenture 4 is an unsecured obligation of the Company and ranks pari passu in right of
payment of principal and interest with all other unsecured obligations of the Company. The Company recorded a
discount in the amount of $416,653 on the U.S. Convertible Debenture 4. During the nine months ended February 28,
2019, $87 of this discount was charged to operations. During the nine months ended February 28, 2019, the Company
accrued interest in the amount of $14,692 on the U.S. Convertible Debenture 4.

532,000

-

Convertible debenture in the principal amount of $150,000 (the “U.S. Convertible Debenture 5”) dated October 26,
2018, which bears interest, payable quarterly, at a rate of 8% per annum, with interest during the first eighteen months
following issuance being payable by increasing the then-outstanding principal amount of the U.S. Convertible Debenture
5. The U.S. Convertible Debenture 5 matures on a date that is three years following issuance. The U.S. Convertible
Debenture 5 is convertible into Convertible Debenture Units at a conversion price of $0.80 per Convertible Debenture
Unit. Each Convertible Debenture Unit consists of (i) one share of the Company’s common stock, and (ii) one-half of
one warrant, with each warrant exercisable for three years to purchase a share of common stock at a price of $1.10. The
U.S. Convertible Debenture 5 has other features, such as mandatory conversion in the event the common stock trades at
a particular price over a specified period of time and required redemption in the event of a “Change in Control” of the
Company. The U.S. Convertible Debenture 5 is an unsecured obligation of the Company and ranks pari passu in right of
payment of principal and interest with all other unsecured obligations of the Company. The Company recorded a
discount in the amount of $120,100 on the U.S. Convertible Debenture 5. During the nine months ended February 28,
2019, $67 of this discount was charged to operations. During the nine months ended February 28, 2019, the Company
accrued interest in the amount of $4,110 on the U.S. Convertible Debenture 5.

150,000

-
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February 28,
2019

May 31,
2018

Convertible debenture payable in the principal amount of $75,000 (the “U.S. Convertible Debenture 6”) dated October
26, 2018, which bears interest, payable quarterly, at a rate of 8% per annum, with interest during the first eighteen
months following issuance being payable by increasing the then-outstanding principal amount of the U.S. Convertible
Debenture 6. The U.S. Convertible Debenture 6 matures on a date that is three years following issuance. The U.S.
Convertible Debenture 6 is convertible into Convertible Debenture Units at a conversion price of $0.80 per Convertible
Debenture Unit. Each Convertible Debenture Unit consists of (i) one share of the Company’s common stock, and (ii)
one-half of one warrant, with each warrant exercisable for three years to purchase a share of common stock at a price of
$1.10. The U.S. Convertible Debenture 6 has other features, such as mandatory conversion in the event the common
stock trades at a particular price over a specified period of time and required redemption in the event of a “Change in
Control” of the Company. The U.S. Convertible Debenture 6 is an unsecured obligation of the Company and ranks pari
passu in right of payment of principal and interest with all other unsecured obligations of the Company. The Company
recorded a discount in the amount of $60,049 on the U.S. Convertible Debenture 6. During the nine months ended
February 28, 2019, $57 of this discount was charged to operations. During the nine months ended February 28, 2019, the
Company accrued interest in the amount of $2,055 on the U.S. Convertible Debenture 6.

75,000

-

Convertible debentures payable in the aggregate principal amount of $12,012,000 (the “Canaccord Debentures”) dated
December 12, 2018, which bears interest, payable quarterly, at a rate of 8% per annum, with interest during the first
eighteen months following issuance being payable by increasing the then-outstanding principal amount of the Canaccord
Debentures. The Canaccord Debentures mature on a date that is three years following issuance. The Canaccord
Debentures are convertible into Convertible Debenture Units at a conversion price of $0.80 per Convertible Debenture
Unit. Each Convertible Debenture Unit consists of (i) one share of the Company’s common stock, and (ii) one-half of
one warrant, with each warrant exercisable for three years to purchase a share of common stock at a price of $1.10. The
Canaccord Debentures have other features, such as mandatory conversion in the event the common stock trades at a
particular price over a specified period of time and required redemption in the event of a “Change in Control” of the
Company. The Canaccord Debentures are unsecured obligations of the Company and rank pari passu in right of payment
of principal and interest with all other unsecured obligations of the Company. The Company recorded a discount in the
amount of $2,938,690 on the Canaccord Debentures. During the nine months ended February 28, 2019, $136 of this
discount was charged to operations. During the nine months ended February 28, 2019, the Company accrued interest in
the amount of $205,356 on the Canaccord Debentures.

12,012,000

-

Total - Convertible Notes Payable
Less: Discount
Convertible Notes Payable, Net of Discounts

$

Total - Convertible Notes Payable, Net of Discounts, Current Portion
Total - Convertible Notes Payable, Net of Discounts, Long-term Portion

$

398,117

$

43,401

$

10,190,148

$

41,072

Discounts on notes payable amortized to interest expense – 3 months ended February 28, 2019 and 2018, respectively

$

337,347

$

818,254

Discounts on notes payable amortized to interest expense – 9 months ended February 28, 2019 and 2018, respectively

$

2,481,674

$

1,391,110

$

29

18,619,000
(8,030,735)
10,588,265

$
$

1,380,000
(1,295,527)
84,473
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Beneficial Conversion Features
The Darling Note, Efrat Note, Lamadrid Note and YA II PN Notes contain conversion features that create derivative liabilities. The pricing model the Company
uses for determining fair value of its derivatives is the Lattice Model. Valuations derived from this model are subject to ongoing internal and external verification and
review. The model uses market-sourced inputs such as interest rates and stock price volatilities. Selection of these inputs involves management’s judgment and may impact
net income. The derivative components of the notes were valued at issuance, at conversion, at restructure, and at each period end.
Certain of the Company’s other convertible notes payable contain beneficial conversion features that are not derivatives, but which require valuation in order to
determine the discount to the related convertible note payable. The value of these conversion features is calculated using the intrinsic value method, whereby the amount of
the discount is calculated as the difference between the conversion price and the market price of the underlying common stock at the date of issuance multiplied by the
number of shares issuable.
Note 15 – Contingent Liability
The terms of the Company’s acquisition of Alternative Solutions, LLC include a payment of $1,000,000 contingent upon the Oasis LLCs achieving certain revenue
targets. (see note 3). The fair value of this contingent consideration at the time of the Acquisition Agreement was $678,111 as determined by the Company’s outside
valuation consultants. Management has reviewed the value of the contingent consideration, and has concluded that no adjustment is necessary at February 28, 2019.
Note 16 – Stockholders’ Equity
The Company’s authorized capital stock consists of 250,000,000 shares of common stock, par value $0.0001 per share and 20,000,000 shares of preferred stock,
par value $0.001 per share. The Company had 125,814,107 and 50,128,972 shares of common stock issued and outstanding as of February 28, 2019, and May 31, 2018,
respectively.
The Company recorded imputed interest of $268 and $265 during the three months ended February 28, 2019 and 2018 on related party payables due to a director
and officer of the Company. The Company recorded imputed interest of $807 and $804 during the nine months ended February 28, 2019 and 2017 on related party payables
due to a director and officer of the Company, and charged this amount to additional paid-in capital.
Stock Issued upon Conversion of Notes Payable
During the nine months ended February 28, 2019, Darling Capital, holder of a convertible promissory note, converted a total of $565,000, which consisted of
$550,000 of principal and $15,000 of accrued interest, into 1,808,000 shares of common stock.
During the nine months ended February 28, 2019, Efrat Investments, holder of a convertible promissory note, converted a total of $57,200, which consisted of
$55,000 of principal and $2,200 of accrued interest, into 183,040 shares of common stock.
During the nine months ended February 28, 2019, David Lamadrid, holder of a convertible promissory note, converted a total of $32,497, which consisted of
$31,250 of principal and $1,247 of accrued interest, into 103,989 shares of common stock.
During the nine months ended February 28, 2019, Jay Lasky, holder of a convertible promissory note, converted a total of $26,185, which consisted of $25,000 of
principal and $1,185 of accrued interest, into 65,462 shares of common stock.
During the nine months ended February 28, 2019, Newcan, holder of a convertible promissory note, converted a total of $78,534, which consisted of $75,000 of
principal and $3,534 of accrued interest, into 196,336 shares of common stock.
During the nine months ended February 28, 2019, YA II PN, holder of a convertible promissory note, converted a total of $280,247, which consisted of $250,000
of principal and $30,247 of accrued interest, into 700,616 shares of common stock.
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During the nine months ended February 28, 2019, YA II PN, holder of a convertible promissory note, converted a total of $256,027 which consisted of $250,000 of
principal and $6,027 of accrued interest, into 640,068 shares of common stock.
Stock Issued for Services
On July 24, 2018, the Company awarded Star Associates, LLC, a limited liability company owned by Andrew Glashow, a director of the Company, a cash payment
in the amount of $250,000 and 700,000 shares of the Company’s restricted common stock in recognition of Mr. Glashow’s efforts, through Star Associates, in successfully
assisting the Company in negotiating and obtaining the financing necessary to acquire Alternative Solutions. The shares were valued at $490,000 and were charged to
operations during the nine months ended February 28, 2019.
On June 24, 2018, pursuant to the terms of a severance agreement between the Company and David Lamadrid, the Company issued 600,000 shares of restricted
common stock to Mr. Lamadrid. These shares were valued at $264,000, $213,320 of which was previously expensed and the remaining $50,680 of which was charged to
operations during the nine months ended February 28, 2019.
On September 11, 2018, the Company issued 31,250 shares of common stock with a fair value of $25,310 in exchange for legal services previously rendered to the
Company. These shares were accrued on February 8, 2018, and were issued from stock payable.
Stock Issued for Acquisition
On June 27, 2018, the Company issued 22,058,823 shares of its common stock pursuant to the terms of the Alternative Solutions, LLC Acquisition Agreement.
These shares were valued at $15,441,176. (See note 3).
Special Warrants Issued in Offering
On June 20, 2018, the Company executed an Agency Agreement with Canaccord Genuity Corp. and closed on a private offering of its special warrants for
aggregate gross proceeds of C$13,037,859 (USD$9,785,978). Pursuant to the offering, the Company issued 28,973,020 special warrants at a price of C$0.45 (USD$0.34)
per special warrant. Each special warrant was automatically exercisable, for no additional consideration, into units of the Company on the earlier of: (i) the date that was five
business days following the date on which the Company obtained a receipt from the applicable securities regulatory authorities in each of the jurisdictions in Canada in
which the special warrants were sold for a final prospectus qualifying the distribution of the units, which was intended to be no later than November 30, 2018, and (ii) the
date that was four months and one day after the completion of the Company's acquisition of all of the membership interests in Alternative Solutions, LLC, known as Oasis
Cannabis.
In connection with the offering, the Company paid Canaccord Genuity Corp. a cash commission equal to C$1,043,028 (USD$799,053), a corporate finance fee
equal to 1,448,651 special warrants, and 2,317,842 compensation broker warrants valued at $1,495,373. Each compensation broker warrant entitles the holder thereof to
acquire one unit at a price of C$0.45 per unit for a period of 36 months from the date that the Company's common stock is listed on a recognized Canadian stock exchange,
subject to adjustment in certain events. The 1,448,651 special warrants that were issued were valued at $1,413,300 and were charged to operations during the three months
ended August 31, 2018.
Upon exercise of the special warrants, each unit was to consist of one share of the Company's common stock and one warrant to purchase one share of common
stock. Each warrant was to be exercisable at a price of C$0.65 for three years after the Company's common stock was listed on a recognized Canadian stock exchange,
subject to adjustment in certain events.
Because the Company did not receive a receipt from the applicable Canadian securities authorities for the qualifying prospectus by August 20, 2018, the
unexercised special warrants were adjusted to entitle the holders to receive 1.1 units instead of one unit of the Company. This resulted in the issuance of an additional
3,042,167 units. This penalty was valued at $7,142,550 and was charged to operations during the three months ended August 31, 2018.
On February 28, 2019, all of the special warrants were automatically converted into 33,465,110 shares of common stock and warrants to purchase 33,465,110
shares of common stock for CD$0.65 per share.
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Stock Issued in Navy Capital Offering
On July 31, 2018, the Company entered into a Subscription Agreement with Navy Capital Green International, Ltd, (the “Navy Capital Offering”) for 7,500,000
units at a price of $0.40 per unit, or an aggregate amount of $3,000,000. The units collectively represent (i) 7,500,000 shares of common stock, and (ii) three-year warrants
to purchase an aggregate of 7,500,000 shares of common stock at an exercise price of $0.60 per share of common stock.
In connection with the Navy Capital Offering, between August 8, 2018 and August 10, 2018, the Company entered into five subscription agreements for a total of
6,875,000 units at a price of $0.40 per unit, or an aggregate purchase price of $2,750,000. The units collectively represent (i) 6,875,000 shares of common stock, and (ii)
three-year warrants to purchase an aggregate of 6,875,000 shares of common stock at an exercise price of $0.60 per share of common stock.
Stock Issued to Officers
On July 27, 2018, the Company granted 25,000 shares of restricted common stock to its Chief Financial Officer. These shares vested four months after issuance.
The shares were valued at $17,500, and were amortized over the vesting period. As of February 28, 2019, these shares had not been issued. As of February 28, 2019,
$17,500 had been charged to operations, and is carried as Common Stock Subscribed on the Company’s balance sheet at February 28, 2019.
On July 31, 2018, the Company granted the Chief Executive Officer of CLS Nevada, Inc. a one-time signing bonus of 500,000 shares of restricted common stock,
which shall become fully vested one year from the effective date of his employment agreement. These shares were valued at $350,000 and will be amortized over the
vesting period. As of February 28, 2019, $236,667 had been charged to operations, and is carried as Common Stock Subscribed on the Company’s balance sheet at
February 28, 2019.
On July 31, 2018, the Company granted the Chief Operating Officer of CLS Nevada, Inc. a one-time signing bonus of 50,000 shares of restricted common stock,
which shall become fully vested one year from the effective date of his employment agreement. These shares were valued at $35,000 and will be amortized over the vesting
period. As of February 28, 2019, $23,667 had been charged to operations, and is carried as Common Stock Subscribed on the Company’s balance sheet at February 28,
2019.
Stock Issued upon Cashless Exercise of Warrants
On August 14, 2018, the Company issued 129,412 shares of common stock for the cashless conversion of 350,000 warrants at an exercise price of $0.75 per share.
On September 6, 2018, the Company issued 13,684 shares of common stock upon the cashless exercise of 40,000 warrants at an exercise price of $0.75 per share.
On November 14, 2018, the Company issued 5,867 shares of common stock upon the cashless exercise of 25,000 warrants at an exercise price of $0.75 per share.
Stock Issued for Settlement
On November 1, 2018, the Company issued 50,000 shares of common stock with a fair value of $47,500 pursuant to a legal settlement. There was no gain or loss
associated with this transaction.
Stock Issued for Compensation for Debenture Offering
On December 12, 2018, in connection with the issuance of the Canaccord Debentures, the Company issued 559,750 units as compensation for advisory and agent
fees. Each unit is comprised of one share of common stock and one-half of one common stock purchase warrant at an exercise price of $1.10 per whole share of common
stock. As a result, the Company issued 559,750 shares of common stock as compensation for agent and advisory services. These shares were valued at $376,152, and this
amount was charged to operations during the three months ended February 28, 2019.
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Additional Paid-in Capital
During the nine months ended February 28, 2019, the Company recorded discounts on two convertible notes payable relating to beneficial conversion features in
the aggregate amount of $362,500 on the YA II PN Note 2, and $58,594 on the Newcan Convertible Note 8. Also, during the nine months ended February 28, 2019, a reset
event occurred with regard to the YAII PN Note.
During the nine months ended February 28, 2019, the Company recorded an original issue discount on the Serenity Wellness Note in the amount of $81,961.
On June 1, 2018, the Company adopted ASU 2017-11 and accordingly reclassified the fair value of the reset provisions embedded in the previously issued
convertible notes payable and certain warrants with embedded anti-dilutive provisions from liability to additional paid-in capital in the aggregate amount of $1,265,751. On
June 20, 2018, a reset event occurred in connection with the YA II PN Note (see note 14), and the Company charged the change in fair value of the conversion feature in the
amount of $35,833 to additional paid-in capital. This was considered a material modification of the note, and the Company created a new discount to this note in the amount
of $750,000, which was charged to additional paid-in capital.
During the nine months ended February 28, 2019, the Company recorded discounts on six convertible debentures relating to beneficial conversion features as
follows: a discount of $3,254,863 was recorded on the U.S. Convertible Debenture 1; a discount of $813,696 was recorded on the U.S. Convertible Debenture 2; a discount
of $75,395 was recorded on the U.S. Convertible Debenture 3; a discount of $416,627 was recorded on the U.S. Convertible Debenture 4; a discount of $120,078 was
recorded on the U.S. Convertible Debenture 5; a discount of $60,030 was recorded on the U.S. Convertible Debenture 6; and a discount of $2,938,690 was recorded on the
Canaccord Debentures.
Warrants
On June 27, 2018, the Company incurred a penalty in connection with the WestPark Offering due to the late filing of the registration statement that included the
resale of the securities that were sold in such offering. As a result of the penalty, the Company issued three-year common stock warrants to purchase an aggregate of
1,368,250 shares of the Company’s common stock at an exercise price of $0.50 per share. In addition, the Company reduced the exercise price of the common stock
purchase warrants previously issued to the investors in the WestPark Offering from $0.75 per share to $0.50 per share. The fair value of the penalty was $941,972; this
amount was charged to operations during the three months ended August 31, 2018.
On June 20, 2018, in connection with the special warrant offering, the Company issued Canaccord Genuity Corp. 2,317,842 three-year broker warrants at an
exercise price of C$0.45 per share as compensation. Each warrant entitles the holder to purchase one unit, which consists of one share of common stock and a warrant to
purchase one share of common stock, for C$0.65 per share. These warrants were valued at $1,495,373, and this amount was charged to operations during the three months
ended August 31, 2018.
On July 20, 2018, in connection with the Company’s sale of a convertible debenture, the Company issued to YA II PN, Ltd. a five-year common stock purchase
warrant to purchase 1,250,000 shares of the Company’s common stock at an initial exercise price of $0.60 per share.
On August 6, 2018, the Company issued three-year common stock purchase warrants to purchase an aggregate of 7,500,000 shares of the Company’s common
stock at an exercise price of $0.60 per share, to investors in the Navy Capital Offering.
On August 8, 2018, the Company issued three-year common stock purchase warrants to purchase an aggregate of 6,875,000 shares of the Company’s common
stock at an exercise price of $0.60 per share, to investors in the Navy Capital Offering.
On December 12, 2018, in connection with the issuance of the Canaccord Debentures, the Company issued Canaccord Genuity Corp. 1,074,720 three-year agent
and advisory warrants at an exercise price of $0.80 per share as compensation. The Company, in connection with the issuance of the Canaccord Debentures, issued National
Bank Financials Inc. 268,680 three-year agent and advisory warrants at an exercise price of $0.80 per share as compensation. These warrants were valued at $874,457, and
this amount was charged to operations during the three months ended February 28, 2019.
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On December 12, 2018, in connection with the issuance of the Canaccord Debentures, the Company issued 559,750 units as compensation for advisory and agent
fees. Each unit is comprised of one share of common stock and one-half of one common stock purchase warrant at an exercise price of $1.10 per whole share of common
stock. As a result, the Company issued 223,900 three-year agent and advisory warrants to Canaccord Genuity Corp. and 55,975 three-year agent and advisory warrants to
National Bank Financials Inc. These warrants were valued at $181,183, and this amount was charged to operations during the three months ended February 28, 2019.
The following table summarizes the significant terms of warrants outstanding at February 28, 2019. These warrants were granted as part of financing agreements.
This table does not include the special warrants; see Special Warrant section below:

Range of
exercise
Prices
$

0.49
0.50
0.60
0.75
0.80
1.10

Number of
warrants
Outstanding
35,782,952
2,736,500
17,500,000
1,042,738
1,343,400
279,875
58,685,465

Weighted
average
exercise
price of
outstanding
Warrants

Weighted
average
remaining
contractual
life (years)
2.73
2.98
2.76
2.37
2.79
2.79
2.74

$

$

0.49
0.50
0.60
0.75
0.80
1.10
0.53

Number of
warrants
Exercisable
35,782,952
2,736,500
17,500,000
1,042,738
1,343,400
279,875
58,685,465

Weighted
average
exercise
price of
exercisable
Warrants
$

0.49
0.50
0.60
0.75
0.80
1.10
0.53

$

Transactions involving warrants are summarized as follows. This table does not include the special warrants; see Special Warrant section below.

Number of
Shares
4,700,988
54,399,477
(415,000)
58,685,465

Warrants outstanding at May 31, 2018
Granted
Exercised
Cancelled / Expired
Warrants outstanding at February 28, 2019

Weighted
Average
Exercise
Price
$
$
$
$
$

0.62
0.53
0.75
0.53

Special Warrants
On June 20, 2018, the Company sold 28,973,019 special warrants for net proceeds of US$9,785,978. Each special warrant was automatically exercisable, for no
additional consideration, into units of the Company on the earlier of: (i) the date that was five business days following the date on which the Company obtained a receipt
from the applicable securities regulatory authorities in each of the jurisdictions in Canada in which the special warrants were sold for a final prospectus qualifying the
distribution of the units, which was intended to be no later than November 30, 2018, and (ii) the date that was four months and one day after the completion of the
Company's acquisition of all of the membership interests in Alternative Solutions, known as Oasis Cannabis, which was June 28, 2018.
All of the special warrants were automatically exercised for units on November 30, 2018. Each unit consists of one share of the Company’s common stock and one
three-year warrant to purchase one share of common stock at a price of C$0.65.
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Note 17 – Fair Value of Financial Instruments
The Company has issued convertible notes containing beneficial conversion features to Darling, Efrat, David Lamadrid and YA II PN. One of the features is a
ratchet reset provision which, in general, reduces the conversion price should the Company issue equity with an effective price per share that is lower than the stated
conversion price in the note. The Company accounts for the fair value of the conversion feature in accordance with ASC 815- Accounting for Derivatives and Hedging and
Emerging Issues Task Force (“EITF”) 07-05- Determining Whether an Instrument (or Embedded Feature) Is Indexed to an Entity’s Own Stock (“EITF 07-05”). The
Company carries the embedded derivative on its balance sheet at fair value and accounts for any unrealized change in fair value as a component of its results of operations.
The Company also has a contingent liability in connection with the acquisition of Alternative Solutions, (see note 3).
The following summarizes the Company’s financial liabilities that are recorded at fair value on a recurring basis at February 28, 2019 and May 31, 2018:
February 28, 2019
Level 2
Level 3

Level 1
Liabilities
Contingent liabilities

$

-

$

-

$

Total

678,111

$

678,111

May 31, 2018
Level 1
Liabilities
Derivative liabilities

$

Level 2
-

$

Level 3
-

$

Total

1,265,751

$

1,265,751

The estimated fair values of the Company’s derivative liabilities are as follows:
Derivative
Liability
Liabilities Measured at Fair Value
Balance as of May 31, 2018

$

(1,265,751)

Transfers out due to the adoption of ASU 2017-11 effective June 1, 2018
$

Balance as of February 28, 2019

1,265,751

-

Note 18 – Commitments and Contingencies
In connection with the Company’s planned Colorado operations, on April 17, 2015, pursuant to an Industrial Lease Agreement (the “Lease”), CLS Labs Colorado
leased 14,392 square feet of warehouse and office space (the “Leased Real Property”) in a building in Denver, Colorado where certain intended activities, including
growing, extraction, conversion, assembly and packaging of cannabis and other plant materials, are permitted by and in compliance with state, city and local laws, rules,
ordinances and regulations. The Lease had an initial term of seventy-two (72) months and provided CLS Labs Colorado with two options to extend the term of the lease by
up to an aggregate of ten (10) additional years. In August 2017, as a result of the Company’s decision to suspend its proposed operations in Colorado, CLS Labs Colorado
asked its landlord to be relieved from its obligations under the Lease, but the parties have not yet reached an agreement on how to proceed.
In August 2017, the Company’s Colorado subsidiary received a demand letter from its Colorado landlord requesting the forfeiture of the $50,000 security deposit,
$10,000 in expenses, $15,699 in remaining rent due under the lease agreement and $30,000 to buy out the remaining amounts due under the lease. These expenses, which
are a liability of the Company’s Colorado subsidiary, have been accrued on the balance sheet as of February 28, 2019.
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Employment Agreements
CLS Labs and Jeffrey Binder entered into a five-year employment agreement effective October 1, 2014. Under the agreement, Mr. Binder serves as CLS Labs’
Chairman and Chief Executive Officer and is entitled to receive an annual salary of $150,000. Under the agreement, Mr. Binder is also entitled to receive a performance
bonus equal to 2% of CLS Labs’ annual EBITDA, up to a maximum annual cash compensation of $1 million (including his base salary), and annual stock options,
exercisable at the fair market value of CLS Labs’ common stock on the date of grant, in an amount equal to 2% of its annual EBITDA up to $42.5 million and 4% of its
annual EBITDA in excess of $42.5 million. On April 28, 2015, CLS Labs and the Company entered into an addendum to Mr. Binder’s employment agreement whereby Mr.
Binder agreed that following the merger of CLS Labs and a subsidiary of the Company, in addition to his obligations to CLS Labs, he would serve the Company and its
subsidiaries in such roles as the Company may request. In exchange, the Company agreed to assume the obligations of CLS Labs to grant Mr. Binder annual stock options,
as referenced above. Mr. Binder continues to receive an annual salary of $150,000 from CLS Labs for serving as its Chairman, President and Chief Executive Officer. On
July 20, 2016, March 31, 2017, August 23, 2017, October 9, 2017, January 5, 2018 and April 6, 2018, the Company issued Mr. Binder convertible notes in exchange for
$250,000, $112,500, $62,500, $39,521, $37,500 and $37,500 respectively, in deferred salary, among other amounts owed to Mr. Binder by the Company. As of February
28, 2019 and May 31, 2018, the Company had accrued compensation due to Mr. Binder in the amount of $0 and $37,500.
Effective August 1, 2015, the Company and Alan Bonsett entered into a five-year employment agreement. Pursuant to the agreement, Mr. Bonsett commenced
serving as the Company’s Chief Operating Officer on August 15, 2015. Under the agreement, Mr. Bonsett was entitled to receive an annual salary of $150,000. Further, he
was entitled to receive a performance bonus equal to 2% of the Company’s annual EBITDA, up to a maximum annual cash compensation of $1 million (including his base
salary), and annual stock options, exercisable at the fair market value of the Company’s common stock on the date of grant, in an amount equal to 2% of its annual EBITDA
up to $42.5 million and 4% of its annual EBITDA in excess of $42.5 million. Additionally, Mr. Bonsett received a one-time signing bonus of 250,000 (post Reverse-Split)
shares of restricted common stock of the Company, valued at $327,500, which became fully vested one year from the effective date of the agreement. Mr. Bonsett, as an
owner of Picture Rock Holdings, LLC (“PRH”), was expected to indirectly receive the benefits of the Colorado operations discussed above. Mr. Bonsett agreed to defer his
salary effective July 1, 2017; at February 28, 2019, the Company had accrued compensation due to Mr. Bonsett in the amount of $37,500. On October 1, 2017, the Company
and Mr. Bonsett, the Company’s Chief Operating Officer, mutually agreed to end his employment with the Company. Mr. Bonsett may provide consulting services to the
Company in the future on an as needed basis.
Effective November 30, 2017, the Company and Mr. Lamadrid entered into a one-year employment agreement. Pursuant to the agreement, Mr. Lamadrid
commenced serving as the Company’s President and Chief Financial Officer on December 1, 2017. Under the agreement, Mr. Lamadrid was entitled to receive an annual
salary of $175,000. Further, he was entitled to receive a performance bonus equal to 2% of the Company’s annual EBITDA, and annual restricted stock awards of the
Company’s common stock in an amount equal to 3% of its annual EBITDA. Additionally, Mr. Lamadrid was entitled to a one-time signing bonus of 500,000 shares of
restricted common stock of the Company, which were to become fully vested one year from the effective date of the agreement. On July 24, 2018, the Company and Mr.
Lamadrid mutually agreed to terminate the employment agreement. Mr. Lamadrid resigned as President and Chief Financial Officer effective as of July 13, 2018. In
connection with a severance agreement between the Company and Mr. Lamadrid, the Company paid certain amounts and issued 600,000 shares of common stock to Mr.
Lamadrid, and the parties further agreed that neither party would have any further obligations under the Employment Agreement or otherwise after such date.
On July 31, 2018, the Company and Mr. Sillitoe entered into a one-year employment agreement. Pursuant to the agreement, Mr. Sillitoe commenced serving as the
Chief Executive Officer of CLS Nevada, Inc. effective July 1, 2018. Under the agreement, Mr. Sillitoe is entitled to receive an annual salary of $150,000. Further, he is
entitled to receive a performance bonus equal to 2% of the annual EBITDA of CLS Nevada, Inc., and annual restricted stock awards of the Company’s common stock in an
amount equal to 3% of the annual EBITDA of CLS Nevada, Inc. Additionally, Mr. Sillitoe is entitled to a one-time signing bonus of 500,000 shares of restricted common
stock, which shall become fully vested one year from the effective date of his employment agreement assuming Mr. Sillitoe remains employed by the Company on such
date. As of February 28, 2019 and May 31, 2018, the Company had accrued compensation due to Mr. Sillitoe in the amount of $31,806 and $0.
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The Company and Mr. Decatur entered into a one-year employment agreement on July 31, 2018. Pursuant to the agreement, Mr. Decatur commenced serving as
the Chief Operating Officer of CLS Nevada, Inc. on July 1, 2018. Under the agreement, Mr. Decatur is entitled to receive an annual salary of $150,000. Further, he is
entitled to receive a performance bonus equal to 2% of the annual EBITDA of CLS Nevada, Inc., and annual restricted stock awards of the Company’ common stock in an
amount equal to 3% of the annual EBITDA of CLS Nevada, Inc. Additionally, Mr. Decatur is entitled to a one-time signing bonus of 50,000 shares of restricted common
stock, which shall become fully vested one year from the effective date of his employment agreement assuming Mr. Decatur remains employed by the Company on such
date.
At February 28, 2019 and May 31, 2018, the Company had accrued salary due to Michael Abrams, a former officer of the Company, prior to his September 1, 2015
termination, in the amount of $16,250.
Note 19 – Related Party Transactions
As of February 28, 2019 and May 31, 2018, the Company owed the amount of $0 and $37,500, respectively, to Jeffrey Binder, its Chief Executive Officer, for
accrued salary.
As of February 28, 2019 and May 31, 2018, the Company had accrued salary due to Alan Bonsett, a former officer of the Company prior to his October 1, 2017
separation, in the amount of $37,500 and $37,500, respectively.
As of February 28, 2019 and May 31, 2018, the Company had accrued salary due to Michael Abrams, a former officer of the Company prior to his September 1,
2015 termination, in the amount of $16,250.
As of February 28, 2019 and May 31, 2018, the Company had related party payables in the amount of $17,930 due to officers and directors related to expenses paid
on behalf of the Company. The Company imputed interest at the rate of 6% per annum on these liabilities, and recorded imputed interest expense on these liabilities in the
amounts of $268 and $265 during the three months ended February 28, 2019 and 2018, respectively. These interest accruals were charged to additional paid-in capital.
On July 27, 2018, the Company granted 25,000 shares of restricted common stock to its Chief Financial Officer. These share vested four months after issuance.
The shares were valued at $17,500, and were amortized over the vesting period. As of February 28, 2019, these shares had not been issued. As of February 28, 2019,
$17,500 had been charged to operations.
On July 31, 2018, the Company granted the Chief Executive Officer of CLS Nevada, Inc. a one-time signing bonus of 500,000 shares of restricted common stock,
which shall become fully vested one year from the effective date of his employment agreement. These shares were valued at $355,000 and will be amortized over the
vesting period. As of February 28, 2019, $236,667 had been charged to operations.
On July 31, 2018, the Company granted the Chief Operating Officer of CLS Nevada, Inc. a one-time signing bonus of 50,000 shares of restricted common stock,
which shall become fully vested one year from the effective date of his employment agreement. These shares were valued at $35,000 and will be amortized over the vesting
period. As of February 28, 2019, $23,667 had been charged to operations.
On July 24, 2018, the Company awarded Star Associates, LLC, a limited liability company owned by Andrew Glashow, a director of the Company, a cash payment
in the amount of $250,000 and 700,000 shares of restricted common stock in recognition of Mr. Glashow’s efforts, through Star Associates, in successfully assisting the
Company in negotiating and obtaining the financing necessary to acquire Alternative Solutions. The shares were valued at $490,000 and were charged to operations during
the nine months ended February 28, 2019.
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Note 20 – Subsequent Events
Mr. Glashow, a director of the Company since 2017, was appointed to serve as President and Chief Operating Officer commencing on March 1, 2019. The
Company and Mr. Mr. Glashow entered into a two-year employment agreement and Mr. Glashow commenced serving as the Company’s President and Chief Operating
Officer. Under the agreement, Mr. Glashow is entitled to receive an annual salary of $175,000. Further, he is entitled to receive a performance bonus equal to 1% of our
annual EBITDA, and annual restricted stock awards in an amount equal to 1% of our annual EBITDA. Additionally, Mr. Glashow is entitled to a one-time signing bonus of
500,000 shares of our restricted common stock, half of which shall vest on March 1, 2020, and half of which shall vest on March 1, 2021.
Effective March 1, 2019, the Company executed a redemption notice with respect to two of the convertible notes payable to redeem all outstanding principal,
accrued interest and redemption premiums thereunder. The total amount due to the note holder is $964,788, which includes $250,000 in principal, $62,500 in redemption
premium and $2,630 in accrued interest for one note, and $500,000 in principal, $125,000 in redemption premium and $24,658 in accrued interest for the other note.
On March 11, 2019, the Company, through its wholly-owned subsidiary, CLS Massachusetts, Inc., entered into a membership interest purchase agreement with
CannAssist, LLC. Pursuant to the terms of the Purchase Agreement, CLS Massachusetts agreed to purchase 80% of the membership interests in CannAssist for a purchase
price of $25 million, which will be utilized to fund the build-out of CannAssist’s recreational cannabis grow facility at its leased premises and for initial working capital.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.
HISTORY AND OUTLOOK
We were incorporated on March 31, 2011 as Adelt Design, Inc. to manufacture and market carpet binding art. Production and marketing of carpet binding art never
commenced. On November 20, 2014, we adopted amended and restated articles of incorporation, thereby changing our name to CLS Holdings USA, Inc. Effective
December 10, 2014, we effected a reverse stock split of our issued and outstanding common stock at a ratio of 1-for-0.625 (the “Reverse Split”), wherein 0.625 shares of
our common stock were issued in exchange for each share of common stock issued and outstanding.
On April 29, 2015, the Company, CLS Labs and the “Merger Sub” consummated a merger, whereby the Merger Sub merged with and into CLS Labs, with CLS
Labs remaining as the surviving entity. As a result of the merger, we acquired the business of CLS Labs and abandoned our previous business. .
CLS Labs was originally incorporated in the state of Nevada on May 1, 2014 under the name RJF Labs, Inc. before changing its name to CLS Labs, Inc. on October
24, 2014. It was formed to commercialize a proprietary method of extracting cannabinoids from cannabis plants and converting the resulting cannabinoid extracts into
concentrates such as oils, waxes, edibles and shatter. These concentrates may be ingested in a number of ways, including through vaporization via electronic cigarettes (“ecigarettes”), and used for a variety of pharmaceutical and other purposes. Testing in conjunction with two Colorado growers of this extraction method and conversion
process has revealed that it produces a cleaner, higher quality product and a significantly higher yield than the cannabinoid extraction processes currently existing in the
marketplace.
On April 17, 2015, CLS Labs took its first step toward commercializing its proprietary methods and processes by entering into certain agreements in Colorado
through its wholly owned subsidiary, CLS Labs Colorado, with certain Colorado entities, including Picture Rock Holdings, LLC (“PRH”), an entity affiliated with one of
our former officers, During 2017, we suspended our plans to proceed with the Colorado operation due to regulatory delays and have not yet determined if or when we will
pursue them again.
We have been issued a U.S. patent with respect to our proprietary method of extracting cannabinoids from cannabis plants and converting the resulting cannabinoid
extracts into concentrates such as oils, waxes, edibles and shatter. These concentrates may be ingested in a number of ways, including through vaporization via electronic
cigarettes, and used for a variety of pharmaceutical and other purposes. Internal testing of this extraction method and conversion process has revealed that it produces a
cleaner, higher quality product and a significantly higher yield than the cannabinoid extraction processes currently existing in the marketplace. We have not yet
commercialized our proprietary process. We plan to generate revenues through licensing, fee-for-service and joint venture arrangements related to our proprietary method of
extracting cannabinoids from cannabis plants and converting the resulting cannabinoid extracts into saleable concentrates.
We intend to monetize our extraction and conversion method and generate revenues through (i) the licensing of our patented proprietary methods and processes to
others, (ii) the processing of cannabis for others, and (iii) the purchase of cannabis and the processing and sale of cannabis-related products. We plan to accomplish this
through the acquisition of companies, the creation of joint ventures, through licensing agreements, and through fee-for-service arrangements with growers and dispensaries
of cannabis products. We believe that we can establish a position as one of the premier cannabinoid extraction and processing companies in the industry. Assuming we do
so, we then intend to explore the creation of our own brand of concentrates for consumer use, which we would sell wholesale to cannabis dispensaries. We believe that we
can create a “gold standard” national brand by standardizing the testing, compliance and labeling of our products in an industry currently comprised of small, local
businesses with erratic and unreliable product quality, testing practices and labeling. We also plan to offer consulting services through Cannabis Life Sciences Consulting,
LLC, which will generate revenue by providing consulting services to cannabis-related businesses, including growers, dispensaries and laboratories, and driving business to
our processing facilities.
On December 4, 2017, we entered into a Membership Interest Purchase Agreement (the “Acquisition Agreement”) with Alternative Solutions to acquire the
outstanding equity interests in three of its subsidiaries (collectively, the “Oasis LLCs”), Serenity Wellness Center LLC d/b/a Oasis Medical Cannabis, Serenity Medical
Growers LLC and Serenity Wellness Products LLC. Pursuant to the Acquisition Agreement, as amended, we paid a non-refundable deposit of $250,000 upon signing,
which was followed by an additional payment of $1,800,000 on February 5, 2018, for an initial 10% of Alternative Solutions and each of the subsidiaries. At the closing of
our purchase of the remaining 90% of the ownership interests in Alternative Solutions and the Oasis LLCs, which occurred on June 27, 2018, we paid the following
consideration: $5,995,543 in cash, a $4.0 million promissory note due in December 2019, and $6,000,000 in shares of our common stock. The cash payment of $5,995,543
was less than the $6,200,000 payment originally contemplated because we assumed an additional $204,457 of liabilities. The Oasis Note is secured by all of the
membership interests in Alternative Solutions and the Oasis LLCs and by the assets of the Oasis LLCs. We received final regulatory approval to own the membership
interests in the Oasis LLCs on December 12, 2018.
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On January 4, 2018, the Attorney General of the United States issued new written guidance concerning the enforcement of federal laws relating to marijuana. The
Attorney General’s memorandum stated that previous DOJ guidance specific to marijuana enforcement, including the memorandum issued by former Deputy Attorney
General James Cole on August 29, 2013 (as amended on February 14, 2014, the “Cole Memo”) is unnecessary and is rescinded, effective immediately. The Cole Memo told
federal prosecutors that in states that had legalized marijuana, they should use their prosecutorial discretion to focus not on businesses that comply with state regulations, but
on illicit enterprises that create harms like selling drugs to children, operating with criminal gangs, and selling across state lines. In addition, since 2014, the federal budget
has prohibited the DOJ from using federal funds to prosecute medical cannabis businesses pursuant to a budget rider, which must be renewed annually and is presently
unrenewed due to the stalemate over funding the government for fiscal year 2019. The Attorney General has now advised that it will be left to the discretion of the local US
attorneys in the various districts to decide how and when to enforce the federal marijuana laws. As a result of the Attorney General’s recent guidance, it is unclear whether
and how US attorneys in states with medical and/or recreational marijuana laws will enforce federal laws relating to the prohibition of the possession, ownership or sale of
marijuana, among other things. It is also unclear whether any states will challenge the Attorney General’s new pronouncement in the applicable courts. However, as a result
of the Attorney General’s new guidance, some banks, clearing brokers and other businesses may cease or limit how they do business with companies in the marijuana
business to avoid a possible violation of federal law. It is also possible that some US attorneys may begin enforcing federal laws to prevent marijuana businesses that are
otherwise validly operating under state laws, from conducting business. Thus, regardless of whether the Attorney General’s new pronouncement is enforced or found to be
lawful, it could have a material adverse impact on the marijuana industry, including our business.
On October 31, 2018, the Company, CLS Massachusetts, Inc., a Massachusetts corporation and a wholly-owned subsidiary of the Company (“CLS
Massachusetts”), and In Good Health, Inc., a Massachusetts not-for-profit corporation (“IGH”), which will convert to a for profit corporation within 10 business days
following October 31, 2018, entered into an Option Agreement (the “IGH Option Agreement”). Under the terms of the IGH Option Agreement, CLS Massachusetts has an
exclusive option to acquire all of the outstanding capital stock of IGH (the “IGH Option”) during the period beginning on the earlier of the date that is one year after the
effective date of the conversion and December 1, 2019 and ending on the date that is 60 days after such date. If CLS Massachusetts exercises the IGH Option, the Company,
a wholly-owned subsidiary of the Company and IGH will enter into a merger agreement (the form of which has been agreed to by the parties) (the “IGH Merger
Agreement”). At the effective time of the merger contemplated by the IGH Merger Agreement, CLS Massachusetts will pay a purchase price of $47,500,000, subject to
reduction as provided in the IGH Merger Agreement, payable as follows: $35 million in cash, $7.5 million in the form of a five-year promissory note, and $5 million in the
form of restricted common stock of the Company, plus $2.5 million as consideration for a non-competition agreement with IGH’s President, payable in the form of a fiveyear promissory note. IGH and certain IGH stockholders holding sufficient aggregate voting power to approve the transactions contemplated by the IGH Merger Agreement
have entered into agreements pursuant to which such stockholders have, among other things, agreed to vote in favor of such transactions. On October 31, 2018, as
consideration for the IGH Option, the Company made a loan to IGH, in the principal amount of $5,000,000, subject to the terms and conditions set forth in that certain loan
agreement, dated as of October 31, 2018 between IGH as the borrower and the Company as the lender. The loan is evidenced by a secured promissory note of IGH, which
bears interest at the rate of 6% per annum and matures on October 31, 2021. To secure the obligations of IGH to the Company under the loan agreement and the promissory
note, the Company and IGH entered into a security agreement dated as of October 31, 2018, pursuant to which IGH granted to the Company a first priority lien on and
security interest in all personal property of IGH. If the Company does not exercise the Option on or prior to the date that is 30 days following the end of the option period,
the loan amount will be reduced to $2,500,000 as a break-up fee, subject to certain exceptions set forth in the IGH Option Agreement.
On September 13, 2018, we entered into a non-binding letter of intent (the “CannAssist LOI”) with CannAssist, LLC (“CannAssist”) setting forth the terms and
conditions upon which we propose to acquire an 80% ownership interest in CannAssist. CannAssist plans to build out a recreationally licensed cultivation grow facility in
Leicester, Massachusetts (the “Leicester Facility”). On November 7, 2018, we amended the CannAssist LOI to extend the termination date to January 15, 2019 and further
amended it effective January 15, 2019 to extend the termination date to July 1, 2019. The planned Leicester Facility is in possession of its host community agreement and
has applied for a recreational license and is awaiting state approval. We intend to use a portion of the net proceeds of the 2018 Convertible Debenture Offering (defined
below) to fund construction activities at the Leicester Facility.
On January 29, 2019, we made a line of credit loan to CannAssist, in the principal amount of up to $500,000, subject to the terms and conditions set forth in that
certain Loan Agreement, dated as of January 29, 2019 between CannAssist as the Borrower and the Company as the Lender (the “Loan Agreement”). Any draws on the line
of credit in excess of $150,000 will only be made in the sole discretion of the Company. The Loan is evidenced by a secured promissory note of CannAssist (the “CannAssist
Note”), which bears interest at the rate of 8% per annum and is personally guaranteed by the two equity owners of CannAssist. Assuming we proceed with the joint venture,
it is contemplated that this loan will be rolled into longer term financing and the personal guarantees will be extinguished. If we do not enter into the joint venture, payments
on the loan will commence on July 1, 2019 and the CannAssist Note will mature on December 1, 2019.
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To secure the obligations of CannAssist to us under the Loan Agreement and the CannAssist Note, the Company and CannAssist entered into a Security Agreement
dated as of January 29, 2019, pursuant to which CannAssist granted to us a first priority lien on and security interest in all personal property of CannAssist.
On March 11, 2019, the Company, through our wholly-owned subsidiary, CLS Massachusetts, entered into a membership interest purchase agreement
(the “CannAssist Purchase Agreement”) with CannAssist, each of the members of CannAssist, and David Noble, as the members’ representative. Mr. Noble currently serves
as the President of IGH, an entity that we hold an option to acquire.
Pursuant to the terms of the CannAssist Purchase Agreement, CLS Massachusetts agreed to purchase 80% of the membership interests in CannAssist for a purchase
price of $25 million (the “CannAssist Purchase Price”), which will be utilized to fund the build-out of CannAssist’s recreational cannabis grow facility at its leased
premises and for initial working capital. The CannAssist Purchase Price will be delivered at the closing of the transactions contemplated by the CannAssist Purchase
Agreement. Closing will occur no later than 10 business days after the last of the conditions to closing set forth in Article VII of the CannAssist Purchase Agreement have
been satisfied or waived. These conditions include a requirement that CannAssist obtain a provisional license to operate a cannabis grow facility from state and city
authorities and that these same authorities have approved a change of control application that permits CLS Massachusetts to own an 80% interest in CannAssist. The
CannAssist Purchase Agreement contains customary representations, warranties, covenants, and indemnification provisions subject to certain limitations.
Concurrently with the execution of the CannAssist Purchase Agreement, CLS Massachusetts and the other two equity owners of CannAssist agreed upon the terms
of an amended and restated operating agreement for CannAssist to be executed upon the closing of the CannAssist Purchase Agreement, and CannAssist entered into an
Employment Agreement with Jon Napoli pursuant to which Mr. Napoli will serve as Chief Operating Officer of CannAssist for a term of 5 years, beginning on, and
contingent upon, the closing of the transactions contemplated under the CannAssist Purchase Agreement.
We incurred a net loss of $9,577,484 for the year ended May 31, 2018, and $24,187,649 for the nine months ended February 28, 2019, resulting in an accumulated
deficit as of May 31, 2018 of $18,569,094, which deficit increased to $42,756,743 as of February 28, 2019. These conditions raise substantial doubt about our ability to
continue as a going concern.
Results of Operations for the Three Months Ended February 28, 2019 and 2018
Revenues
We had revenue of $2,372,790 and $0 during the three months periods ended February 28, 2019 and February 28, 2018. The increase in revenue for the three
months ended February 28, 2019 was due to our acquisition of the Oasis LLCs. Our cannabis dispensary accounted for $1,415,260 of our revenue, and our cannabis
production accounted for $957,532 of our revenue.
Cost of goods sold
Our cost of goods sold for the three months ended February 28, 2019 was $1,438,424 compared to cost of goods sold of $0 for the three months ended February 28,
2018. The increase in cost of goods sold for the three months ended February 28, 2019 was due to our acquisition of the Oasis LLCs. Cost of goods sold primarily consisted
of $1,342,763 of product cost, $13,323 of licensing fees, $3,344 of supplies and materials, $34,961 of sales tax, $31,393 of other costs of goods sold, and $12,640 of freight.
Our gross margin for the three months ended February 28, 2019 was 39%.
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Selling, general and administrative expenses
Selling, general and administrative expenses increased by $3,887,900, or approximately 320%, to $5,102,871 during the three months ended February 28, 2019,
compared to $1,214,971 for the three months ended February 28, 2018. The increase in selling, general, and administrative costs was attributable primarily to the costs
associated with the Oasis LLCs, which we acquired effective June 27, 2018. The following increases in selling, general, and administrative expenses were associated entirely
with the Oasis LLCs: office and facilities expense increased by $179,828; depreciation and amortization increased by $57,775; and insurance expense increased by $88,359.
The following increases in selling, general, and administrative expenses were attributable primarily to the Oasis LLCs and partially to the ongoing implementation of other
aspects of our business plan and for general corporate purposes: professional fees increased by $324,593; payroll and related costs increased by $639,519; sales, marketing,
and advertising costs increased by $360,232; taxes and licenses increased by $37,776; and travel costs increased by $65,106. The addition of the Oasis LLCs caused us to
add $668,474 to payroll and related costs, and $96,211 to sales, marketing and advertising cost, which contributed to the increase in overall selling, general and
administrative costs. The increase in stock-based compensation was largely related to restricted stock we granted to three of our officers, two of whom work with the Oasis
LLCs. Although we expect expenses related to fundraising activities to vary depending on our future growth, we expect operational general and administrative expenses to
increase in future periods as we implement our business plan and commence operations.
Interest expense
Interest expense for the three months ended February 28, 2019 was $662,961, a decrease of $771,353, or 54%, compared to $1,434,314 for the three months ended
February 28, 2018. This decrease was primarily due to a decrease in accrued interest on notes payable, which decreased by $368,578 to $399,576, compared to $768,154 in
the comparable period of the prior year due to a decrease in the principal amount of notes payable. The decrease was also due to a decrease in amortization of discounts on
certain of our convertible debt due to beneficial conversion features, which decreased by $273,677 to $337,348 compared to $611,025 in the comparable period of the prior
year primarily due to debt conversions that occurred in the third quarter of fiscal 2018. Net interest expense also decreased due to interest income, which was $74,960 during
the three months ended February 28, 2019; there was no interest income in the comparable period of the prior year. Interest income is attributable to interest on the IGH
loan. In addition, during the third quarter of fiscal 2019, interest on related party debt decreased by $34,953 compared to the comparable period of the prior year as a result
of a decrease in the principal amount of related party notes and loans payable, and interest expense attributable to the amortization of deferred financing decreased by
$19,450 compared to the comparable period of the prior year.
Change in fair value of derivative liability
During the three months ended February 28, 2018, we incurred a gain on the revaluation of derivative liability of $148,227 related to the reset provisions contains
in certain of our convertible notes. On June 1, 2018, we adopted ASU 2017-11 and reclassified the aggregate amount of $1,295,751, which was the fair value of the reset
provisions embedded in previously issued convertible notes payable and certain warrants with embedded anti-dilutive provisions, from liability to equity. Upon adoption of
ASU 2017-11, we were no longer required to treat reset (anti-dilution) provisions as derivative liabilities.
Net loss
For the reasons above, we incurred a net loss for the three months ended February 28, 2019 of $4,831,466, which was an increase of $2,330,408, or approximately
93%, compared to a net loss of $2,501,058 during the three months ended February 28, 2018.
Results of Operations for the Nine Months Ended February 28, 2019 and 2018
Revenues
We had revenue of $5,529,053 and $0 during the nine months periods ended February 28, 2019 and February 28, 2018. The increase in revenue for the nine months
ended February 28, 2019 was due to our acquisition of the Oasis LLCs. Our cannabis dispensary accounted for $3,574,882 of our revenue, and our cannabis production
accounted for $1,954,172 of our revenue.
Cost of goods sold
Our cost of goods sold for the nine months ended February 28, 2019 was $3,245,035, compared to cost of goods sold of $0 for the nine months ended February 28,
2018. The increase in cost of goods sold for the nine months ended February 28, 2019 was due to our acquisition of the Oasis LLCs. Cost of goods sold primarily consisted
of $3,097,660 of product cost, $56,600 of licensing fees, $34,961 of sales tax, $31,393 of other costs of goods sold, $8,717 of supplies and materials, and $15,704 of freight.
Our gross margin for the nine months ended February 28, 2019 was 41%.
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Selling, general and administrative expenses
Selling, general and administrative expenses increased by $21,640,483, or approximately 1,182%, to $23,472,037 during the nine months ended February 28, 2019,
compared to $1,831,554 for the nine months ended February 28, 2018. The increase in selling, general and administrative expenses for the nine months ended February 28,
2019 was primarily due to one-time financing and acquisition costs attributable to the acquisition of the Oasis LLCs, as well as ongoing operational costs of the Oasis LLCs.
The one-time financing and acquisition costs consisted primarily of the following costs: the fair value of the special warrants and compensation broker warrants issued to
Canaccord in connection with our sale of the special warrants in the amount of $4,438,090; the fair value of additional warrants and special warrants issued due to the failure
to meet certain registration statement filing requirements in connection with the Westpark offering and the Canaccord offering in the amount of $8,084,522; the fair value of
700,000 shares of common stock issued to Star Associates, which is affiliated with one of our directors, for services in connection with the Oasis transaction of $490,000;
broker and agent fees and commissions in the amount of $2,350,993, and a foreign exchange loss on conversion of the Canaccord funds from Canadian to U.S. dollars in the
amount of $403,588.
The increase in selling, general, and administrative costs was also attributable to the costs associated with operating the Oasis LLCs, which we acquired effective
June 27, 2018. The following increases in selling, general, and administrative expenses were associated entirely with the Oasis LLCs: office and facilities expense increased
by $337,821; depreciation and amortization increased by $184,268; and insurance costs increased by $178,837. The following increases in selling, general, and
administrative expenses were attributable partially to the Oasis LLCs and partially to the ongoing implementation of other aspects of our business plan and general corporate
purposes: professional fees increased by $2,188,151, primarily due to the 2018 U.S. Convertible Debenture offering and the 2018 Canaccord Debenture offering; payroll and
related costs increased by $1,636,650, of which $1,711,633 was attributable to Oasis; sales, marketing, and advertising costs increased by $1,108,224, of which $322,771
was directly attributable to Oasis; stock based compensation increased by $223,388, of which $230,388 was directly attributable to Oasis; travel costs increased by $212,489;
and taxes and licenses increased by $167,478, which was directly attributable to Oasis. Although we expect expenses related to fundraising activities to vary depending on
our future growth, we expect general and administrative expenses to increase in future periods as we implement our business plan and commence operations.
Interest expense
Interest expense for the nine months ended February 28, 2019 was $2,999,630, an increase of $683,485, or 30%, compared to $2,316,145 for the nine months ended
February 28, 2018. We have recorded discounts on certain of our convertible debt due to beneficial conversion features. Interest expense in connection with the
amortization of these discounts increased by $1,090,567 to $2,481,677, compared to $1,391,110 in the comparable period of fiscal 2018 primarily due to the conversion of a
note payable, in which the remaining discount was expensed. The increase in interest expense during the nine months ended February 28, 2019 was partially offset by a
decrease in accrued interest on notes payable by $170,166 to $610,824 compared to $780,990 in the comparable period of fiscal 2018. This decrease was the result of the
removal of the derivative liability associated with the convertible notes payable. Interest on related party debt also decreased by $82,533 to $5,943 for the nine months ended
February 28, 2019, compared to $88,476 for the comparable period of the prior year as a result of a decrease in the principal amount of related party notes payable. Finally,
net interest expense also decreased due to interest income, which was $99,618 during the third quarter of fiscal 2019; there was no interest income in the comparable period
of the prior year. Interest income is attributable to interest on the IGH loan.
Gain on Settlement of Debt
During the nine months ended February 28, 2018, we recognized a gain on the settlement of accounts payable in the amount of $3,480 because we repaid an
account using our common stock. There was no comparable transaction during the nine months ended February 28, 2019.
Loss on Modification of Debt
During the nine months ended February 28, 2018, we recognized a loss on modification of debt in the amount of $29,145 related to the amendment of the Old Main
8% Note. There was no comparable transaction during the nine months ended February 28, 2019.
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Loss on Note Exchange
During the nine months ended February 28, 2018, we recognized a loss on the exchange of debt in the amount of $404,082. This loss related to the exchange of the
April 2015 Note for our common stock. There was no comparable transaction during the comparable period of fiscal 2019.
Loss on Extinguishment of Debt
During the nine months ended February 28, 2018, we recognized a loss on the extinguishment of debt in the amount of $989,032. This loss related to the exchange
of the Old Main 8% Note for our common stock. There was no comparable transaction during the nine months ended February 28, 2019.
Change in fair value of derivative liability
During the nine months ended February 28, 2018, we incurred a loss on the revaluation of derivative liability of $25,863 related to reset provisions contained in
certain of our convertible notes. On June 1, 2018, we adopted ASU 2017-11 and reclassified the aggregate amount of $1,295,751, which is the fair value of the reset
provisions embedded in previously issued convertible notes payable and certain warrants with embedded anti-dilutive provisions, from liability to equity. Upon adoption of
ASU 2017-11, we were no longer required to treat reset (anti-dilution) provisions as derivative liabilities.
Net loss
For the reasons above, we incurred a net loss for the nine months ended February 28, 2019 of $24,187,649, which is an increase of $18,595,308, or approximately
333%, compared to a net loss of $5,592,341 during the nine months ended February 28, 2018.
Liquidity and Capital Resources
The following table summarizes our total current assets, liabilities and working capital at February 28, 2019 compared to May 31, 2018.

Current Assets
Current Liabilities
Working Capital (Deficit)

$
$
$

February 28,
2019
14,550,351
7,144,138
7,406,213

May 31,
2018
$
$
$

54,374
2,689,148
(2,634,774)

At February 28, 2019, we had working capital of $7,406,213, an increase of $10,040,987 from the working capital deficit of ($2,634,774) we had at May 31,
2018. Our working capital at February 28, 2019 includes $11,972,015 of cash. The increase in working capital was a result of our successful financing activities during the
nine months ended February 28, 2019, including $15,535,978 in proceeds from the sale of equity, $18,369,000 from the issuance of convertible notes, and $211,700 from
the issuance of related party notes. We are presently seeking to expand the Oasis and related City Trees businesses in Nevada and are considering other potential
acquisitions, including our previously announced potential acquisitions in Massachusetts. Our working capital needs will likely continue to increase, which could result in
future working capital deficits, until we complete at least phase 1 of our expansion plan at Oasis. We have operated at a loss since inception.
Cash flows used in operating activities were $9,770,345 during the nine months ended February 28, 2019 compared to $909,072 during the nine months ended
February 28, 2018, an increase of $8,861,273 or 975%. The increase was primarily due to a net loss of $24,187,649, which was offset by approximately $12,828,575 of
non-cash offering costs in connection with our fundraising activities; $866,013 of non-cash compensation paid primarily to officers and consultants; $2,481,674 of
amortization of debt discounts, $184,068 of depreciation and amortization expense; and $12,659 of expense from a derivative triggering event. In addition, there was a
change in the components of net working capital in the net amount of $1,956,492, primarily the result of a note redemption payment in transit in the amount of $964,788,
and payments made to our agent in the amount of approximately $1,050,000 to purchase equipment for Oasis. The increase in cash used in operating activities is also
related to the acquisition of the Oasis LLCs during fiscal 2019, which operated at a loss. We expect cash flows used in operating activities to improve in the next twelve
months as the revenue generated by the Oasis LLCs increases.
Cash flows used in investing activities was $11,867,944 during the nine months ended February 28, 2019 compared to $0 during the nine months ended February
28, 2018. The amounts used during the nine months ended February 28, 2019 consisted of the cash payment of $5,982,710, net of cash acquired of $14,612, in connection
with our acquisition of the Oasis LLCs; $735,234 for the purchase of property, plant and equipment for Oasis related to the construction of the extraction and conversion
plant, which is part of the expansion plan; and our loans to In Good Health and CannAssist in the aggregate amount of $5,150,000.
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Cash flows provided by financing activities was $33,557,340 during the nine months ended February 28, 2019 compared to $2,903,495 during the nine months
ended February 28, 2018. The increase in cash flows provided by financing activities during the nine months ended February 28, 2019 was primarily due to our receipt of
proceeds from the special warrant offering of $9,785,978 and from our sale of common stock of $5,750,000, our receipt of $18,369,000 from the issuance of convertible
notes, and advances made by related parties of $211,700. This increase was partially offset by $310,000 due to principal payments on notes, $211,838 due to principal
payments on related part notes and $37,500 due to principal payments on convertible related party notes.
Third Party Debt
The table below summarizes the status of our third party debt and reflects whether such debt remains outstanding, has been repaid, or has been converted into or
exchanged for our common stock:
Original Principal
Amount

Name of Note

Outstanding or Repaid

Payment Details

April 2015 Note

$

200,000 Repaid

Repaid in part and exchanged in part

Old Main 8% Note

$

200,000 Repaid

Exchanged for 4,500,000 shares

FirstFire Note

$

363,000 Repaid

Repaid

Darling Capital Note

$

550,000 Repaid

Converted into 1,808,000 shares

Efrat Investments Note

$

55,000 Repaid

Todd Blatt

$

210,000 Repaid

Repaid

AJG Group

$

100,000 Repaid

Repaid

YA II PN Note

$

750,000 Repaid

$

250,000 Repaid

$

250,000 Repaid

Repaid
$250,000 plus interest converted into 700,616 shares of common
stock.
$250,000 plus interest converted into 640,068 shares of common
stock.

Converted into 183,040 shares

Oasis Note

$

4,000,000 Outstanding

Due December 2019

2018 U.S. Convertible Debentures

$

5,857,000 Outstanding

Due October 26- 31, 2021

Canaccord Debentures

$

12,012,000 Outstanding

Due December 2021

April 2015 Note
On April 29, 2015, we issued a convertible promissory note (the "April 2015 Note") to an unaffiliated individual in the amount of $200,000. Interest accrued on
the April 2015 Note at a rate of 15% per annum. On the first anniversary of the April 2015 Note, all then-accrued interest was due thereunder. Thereafter, principal together
with accrued interest was due in eight (8) equal quarterly payments, in arrears, commencing on July 1, 2016. All outstanding principal and any accumulated unpaid interest
thereon was due and payable on the third anniversary of note. At the holder's election, at any time prior to payment or prepayment of the April 2015 Note in full, all
principal and accrued interest under the April 2015 Note could be converted in whole, but not in part, into our securities. For each dollar converted, the holder would receive
two shares of common stock and a three-year warrant to purchase 1.33 shares of common stock at $0.75 per share. During the year ended May 31, 2017, we repaid
principal in the amount of $100,000 and interest in the amount of $53,837 on this note.
On September 20, 2017, we entered into an exchange agreement, whereby we agreed to exchange the April 2015 Note for 1,500,000 shares of our common stock.
The holder of the April 2015 Note had previously sold it for $105,219, which represented the balance due by us, to StarForce Media, Inc., an entity that is not affiliated with
us. We recognized a loss on this exchange in the amount of $404,082, which was charged to operations during the twelve months ended May 31, 2018. We also
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Old Main 8% Note and Equity Line
On March 18, 2016, we issued Old Main Capital, LLC (“Old Main”) an 8% Convertible Promissory Note (the “Old Main 8% Note”) in the principal amount of
$200,000 for Old Main’s commitment to enter into an equity line transaction with us and prepare all of the related transaction documents. The Old Main 8% Note bore
interest at the rate of 8% per annum. On October 6, 2016, we amended the Old Main 8% Note, among other documents (the “First Amendment”) to defer the
commencement of amortization payments on the 8% Note so that they commenced at the earlier of February 3, 2017 or on the date the registration statement with respect to
the underlying shares had been declared effective by the SEC. On such date, we were required to begin to redeem 1/6th of the face amount of the Old Main 8% Note and
any accrued but unpaid interest on a monthly basis. Such amortization payment could be made, at our option, in cash or, subject to certain conditions, in our common stock
pursuant to a conversion rate equal to the lower of (a) $1.07 or (b) 75% of the lowest VWAP in the twenty (20) consecutive trading days ending on the trading day that is
immediately prior to the applicable conversion date.
On November 28, 2016, we entered into a Second Amendment to the Old Main 8% Note issued on March 18 (the “Second Amendment”) to amend the Old Main
8% Note, among other documents, as amended by the First Amendment, in certain respects. Pursuant to the Second Amendment, among other things, the 8% Note was
converted from an installment note to a “balloon” note, with all principal and interest on the 8% Note due on March 18, 2017; the Fixed Conversion Price associated with
the Old Main 8% Note was changed to a variable conversion price equal to the lesser of the prior Fixed Conversion Price or 75% of the lowest VWAP in the fifteen trading
days ending on the trading day immediately prior to the conversion date; our ability to repay the Old Main 8% Note with our common stock was deleted except pursuant to a
voluntary conversion by Old Main; and Old Main was prohibited from selling, per trading day, an amount of our common stock in excess of the greater of $5,000 or 25% of
the average number of shares of common stock sold per day for the five trading days preceding the day of sale multiplied by the average daily VWAP during the
immediately preceding 5-trading day period.
On March 27, 2017, we entered into the third amendment to the Old Main 8% Note, which, among other things, increased the outstanding amount due under the
Old Main 8% Note as of March 18, 2017 by 5%. In exchange for doing so, Old Main agreed to extend the maturity of the Old Main 8% Note until July 1, 2017 and to
suspend conversions under the 8% Note until July 1, 2017.
On July 6, 2017, we entered into the fourth amendment to the Old Main 8% Note (the “Fourth Amendment”) to further amend the terms of the Old Main 8% Note.
Pursuant to the Fourth Amendment, the maturity date of the Old Main 8% Note was extended to July 15, 2017 and the outstanding balance of the Old Main 8% Note as of
June 30, 2017 was increased by multiplying it by 1.075. The Fourth Amendment was effective on June 30, 2017.
On August 23, 2017, we entered into the fifth amendment to the Old Main 8% Note (the “Fifth Amendment”) to further amend the terms of the Old Main 8%
Note. Pursuant to the Fifth Amendment, the maturity date of the Old Main 8% Note was extended to September 15, 2017 and the outstanding balance remained unchanged.
The Fifth Amendment was effective on July 15, 2017.
On September 25, 2017, but effective as of September 15, 2017, we entered into an exchange agreement, whereby we agreed to exchange the Old Main 8% Note
for 4,500,000 shares of our common stock. Pursuant to an oral agreement with the original holder of the Old Main 8% Note, principal due under the 8% note was increased
by $96,862 to a total of $322,612 prior to the date on which the exchange of the Old Main 8% Note for common stock occurred.
On April 18, 2016, we also entered into an equity line agreement with Old Main whereby we may issue and sell to Old Main, at our option from time to time, up to
$4,000,000 of our common stock at a purchase price equal to 80% of the lowest VWAP of the common stock during a five day “Valuation Period.”
On October 6, 2016, we entered into an amendment to the equity line Agreement to amend the new commitment period, which is 24 months from the date of this
amendment. Second, the equity line agreement was amended to prohibit us from delivering a subsequent put notice from the beginning of any “Valuation Period” until the
fourth trading day immediately following the closing associated with the prior put notice. Third, the beneficial ownership limitation was amended to increase the beneficial
ownership limitation to 9.99% and to remove the ability of Old Main to increase or decrease the beneficial ownership limitation. We have not “put” any common stock to
Old Main under the equity line Agreement.
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FirstFire Note
On November 15, 2017, we entered into a securities purchase agreement with FirstFire Global Opportunities Fund, LLC (“FirstFire”), whereby FirstFire agreed to
purchase a 5% senior convertible promissory note in the aggregate principal amount of $363,000 (the “FirstFire Note”) from us due, subject to the terms therein, seven (7)
months from the date of issuance, for a purchase price of $330,000.
The FirstFire Note bore interest at the rate of 5% per annum. Any past due accrued and unpaid interest to be paid under the FirstFire Note was to bear interest at the
lesser of 15% per annum or the maximum rate permitted by applicable law. At any time prior to the 180th day following the date of issuance, we could prepay all or any
portion of the principal amount of the FirstFire Note and any accrued and unpaid interest by paying the following amounts: (i) within the initial 90 days after the date of
issuance: 115% multiplied by the principal amount then due plus accrued interest; and (ii) from the 91st day through the 180th day after the date of issuance: 125%
multiplied by the principal amount then due plus accrued interest.
The FirstFire Note was convertible at any time into shares of our common stock, at the option of the holder, at an initial conversion rate equal $0.40 per share of
common stock (the “Fixed Conversion Price”). Any time on or after the 180th day after the issuance of the FirstFire Note, the conversion price would equal the lower of (a)
the Fixed Conversion Price or (b) 75% of the lowest traded price of our common stock in the 20 consecutive trading days immediately prior to the day that we receive the
applicable conversion notice.
On the closing date, we also issued FirstFire a three-year common stock purchase warrant to purchase 350,000 shares of our common stock at an initial exercise
price of $0.75 per share and agreed to issue FirstFire promptly following the closing date 250,000 shares of our restricted common stock as a commitment fee to enter into
the purchase agreement and prepare all of the related transaction documents. During the three months ended February 28, 2018, an event occurred that triggered the
reduction of the FirstFire Fixed Conversion Price from $0.40 per share to $0.3125 per share.
On May 9, 2018, we entered into an amendment to the FirstFire Note, whereby we agreed to make a $50,000 payment on or before May 14, 2018 and a $450,000
payment on or before May 31, 2018 to repay the FirstFire Note in full. We also agreed to issue an additional warrant to purchase 25,000 shares of our common stock. In
exchange, the note holder agreed that it would not convert the FirstFire Note until after May 31, 2018. During the twelve months ended May 31, 2018, we made payments
of $500,000 on this note, which amounts repaid the FirstFire Note in full.
Darling Capital Note
On February 5, 2018, we entered into a securities purchase agreement with Darling Capital LLC (“Darling”) whereby Darling agreed to purchase an 8% convertible
promissory note in the aggregate principal amount of $550,000 (the “Darling Note”) from us due, subject to the terms therein, eighteen (18) months from the date of
issuance, for a purchase price of $500,000.
Darling could, at its option, convert all or a portion of the Darling Note and accrued but unpaid interest into shares of common stock at a conversion price of
$0.3125 per share. On the closing date, we also issued Darling a three-year common stock purchase warrant to purchase 400,000 shares of our common stock at an initial
exercise price of $0.75 per share.
On June 12, 2018, we received a conversion notice from Darling notifying us that it had converted $550,000 in principal and $15,000 of accrued interest into
1,808,000 shares of our common stock.
Efrat Investments Note
On February 16, 2018, we entered into a securities purchase agreement with Efrat Investments LLC (“Efrat”) whereby Efrat agreed to purchase an 8% convertible
promissory note in the aggregate principal amount of $55,000 (the “Efrat Note”) from us due, subject to the terms therein, eighteen (18) months from the date of issuance,
for a purchase price of $50,000.
Efrat could, at its option, convert all or a portion of the Efrat Note and accrued but unpaid interest into shares of common stock at a conversion price of $0.3125 per
share. On the closing date, we also issued Efrat a three-year common stock purchase warrant to purchase 40,000 shares of our common stock at an initial exercise price of
$0.75 per share.
On August 9, 2018, we received a conversion notice from Efrat notifying us that it had converted $55,000 in principal and $2,200 of accrued interest into 183,040
shares of our common stock.
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The YA II PN, Ltd. Notes
On May 11, 2018, we entered into a securities purchase agreement with YA II PN Ltd. (“YA II”), pursuant to which we agreed to sell to YA II, in two closings, (i)
convertible debentures in the aggregate principal amount of $1,250,000, plus accrued interest, which may be converted into shares of our common stock, at the discretion of
either YA II or us in accordance with the terms of the debentures, and (ii) five-year warrants to purchase an aggregate of 3,125,000 shares of our common stock at $0.60 per
share of common stock. At the first closing, which occurred on May 14, 2018, we issued a $750,000 debenture to YA II and warrants to purchase 1,875,000 shares of our
common stock. At the second closing, which occurred on July 20, 2018, we issued a $500,000 debenture to YA II and warrants to purchase 1,250,000 additional shares of
our common stock.
The debentures bear interest at the rate of 8% per annum. If an event of default occurs and for so long as such event of default remains uncured, the interest rate on
the debentures shall immediately become 15% per annum and shall remain at such increased interest rate until the applicable event of default is cured.
Commencing on December 1, 2018 and on the first day of each month thereafter through July 1, 2019, , subject to certain exceptions, we shall pay to YA II oneeighth of the principal amount of the debentures, plus accrued and outstanding interest (the “Installment Amount”), plus 20% of the of the Installment Amount for
Installment Amounts due within 180 days following the date of execution of the purchase agreement, and 25% of the Installment Amount for Installment Amounts due
thereafter in cash or by converting such Installment Amount into shares of our common stock. if we have met the applicable conditions for such a conversion and as long as
the conversion does not exceed certain maximum amounts. Each Installment Amount will be deferred to the maturity date if the daily dollar volume-weighted average price
of our common stock equals or exceeds $0.40 per share for each of the 10 consecutive days preceding the fifth trading day prior to the respective installment date.
Pursuant to the terms of the debentures, YA II may elect to convert any portion of the principal and accrued interest under the debentures into our common stock at
a fixed conversion price of $0.40 per share. The fixed conversion price may change if certain dilutive events or issuances occur. In addition, we may, at our sole discretion,
make an Installment Payment using our common stock if certain conditions have been met. In such case, the applicable conversion price would be equal to 75% of the
VWAP of our Common Dtock during the fifteen consecutive trading days immediately preceding such conversion. During the three months ended August 31, 2018, a reset
event occurred. As a result, the conversion price of the first YA II PN Note, in the principal amount of $750,000, was reduced to $0.34 per share of common stock.
During the nine months ended February 28, 2019, YA II converted a total of $536,275, which consisted of $500,000 of principal and $36,275 of accrued interest,
into 1,340,684 shares of common stock.
On March 1, 2019, we redeemed all of the convertible debentures issued to YA II in full for total cash consideration of $964,787.
Blatt Note
On February 7, 2018, we issued a note payable to Todd Blatt in the amount of $210,000. This note accrued interest at a rate of 6% per annum and was due on
February 7, 2019. This note along with $5,627 of accrued interest was paid on July 20, 2018.
AJG Group Note
On February 7, 2018, we issued a note payable to AJG Group in the amount of $200,000. This note accrued interest at a rate of 6% per annum and was due on
February 7, 2019. We made a principal payment in the amount of $100,000 on this note on March 30, 2018; we then made an additional principal payment of $100,000,
together with accrued interest in the amount of $3,337, on July 9, 2018.
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Oasis Note
On June 27, 2018, we closed on the purchase of the remaining 90% of the membership interests of Alternative Solutions and the Oasis LLCs. The closing occurred
pursuant to the Acquisition Agreement dated December 4, 2017, as amended. On such date, we made the payments to indirectly acquire the remaining 90% of the Oasis
LLCs, which were equal to cash in the amount of $5,995,543, a $4.0 million promissory note due in December 2019 (the “Oasis Note”), and 22,058,823 shares of its
common stock. The cash payment of $5,995,543 was less than the $6,200,000 payment originally contemplated because we assumed an additional $204,457 in liabilities.
The Oasis Note bears interest at the rate of 6% per annum. The Oasis Note may be prepaid at any time without penalty. The Oasis Note is secured by all of the membership
interests in Alternative Solutions and the Oasis LLCs and by the assets of the Oasis LLCs. We received final regulatory approval to own the membership interests in the
Oasis LLCs on December 12, 2018.
2018 U.S. Convertible Debenture Offering
Between October 25, 2018 and November 2, 2018, we entered into six subscription agreements, pursuant to which we agreed to sell, for an aggregate purchase
price of $5,857,000, $5,857,000 in original principal amount of convertible debentures in minimum denominations of $1,000 each. The debentures bear interest, payable
quarterly, at a rate of 8% per annum, with interest during the first eighteen (18) months following their issuance, being payable by increasing the then-outstanding principal
amount of the debentures. The debentures mature on a date that is three years following their issuance. The debentures are convertible into units at a conversion price of
$0.80 per unit. Each unit consists of (i) one share of our common stock, par value $.001 and (ii) one-half of one warrant, with each warrant exercisable for three years to
purchase a share of common stock at a price of $1.10. The debentures have other features, such as mandatory conversion in the event our common stock trades at a
particular price over a specified period of time and required redemption in the event of a “Change in Control” of the Company. The debentures are unsecured obligations of
the Company and rank pari passu in right of payment of principal and interest with all other unsecured obligations of the Company. Navy Capital and its affiliates
purchased $5,000,000 in principal amount of debentures, with the remaining $857,000 in principal amount being purchased by several unaffiliated purchasers.
If the debentures are converted, the warrants that would be issued are exercisable from time to time, in whole or in part for three years. The warrants have antidilution provisions that provide for an adjustment to the exercise price in the event of a future sale of our common stock at a lower price, subject to certain exceptions as set
forth in the warrant. The warrants also provide that we can force their exercise at any time after the bid price of our common stock exceeds $2.20 for a period of 20
consecutive business days.
2018 Canaccord Debenture Offering
On December 12, 2018, we entered into an agency agreement with two Canadian agents regarding a private offering of up to $40 million of convertible debentures
of the Company at an issue price of $1,000 per debenture. The agents sold the convertible debentures on a commercially reasonable efforts private placement basis. Each
debenture is convertible into units of the Company at the option of the holder at a conversion price of $0.80 per unit at any time prior to the close of business on the last
business day immediately preceding the maturity date of the debentures, being the date that is three (3) years from the closing date of the offering (the “2018 Canaccord
Debenture Offering”). Each unit will be comprised of one share of common stock and a warrant to purchase one-half of a share of common stock. Each warrant will be
exercisable for one share of common stock at a price of $1.10 per warrant for a period of 36 months from the closing date.
We closed the 2018 Canaccord Debenture Offering on December 12, 2018, issuing $12,012,000 million in 8% senior unsecured convertible debentures at the
initial closing. At the closing, we paid the agents: (A)(i) a cash fee of $354,000 for advisory services provided to us in connection with the offering; (ii) a cash commission of
$720,720, equivalent to 6.0% of the aggregate gross proceeds received at the closing of the offering; (B)(i) an aggregate of 184,375 units for advisory services; and (ii) a
corporate finance fee equal to 375,375 units, which is the number of units equal to 2.5% of the aggregate gross proceeds received at the closing of the offering divided by the
conversion price; and (C)(i) an aggregate of 442,500 advisory warrants; and (ii) 900,900 broker warrants, which was equal to 6.0% of the gross proceeds received at the
closing of the offering divided by the conversion price.
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The debentures are unsecured obligations of the Company, rank pari passu in right of payment of principal and interest and were issued pursuant to the terms of a
debenture indenture, dated December 12, 2018, between the Company and Odyssey Trust Company as the debenture trustee. The debentures bear interest at a rate of 8% per
annum from the closing date, payable on the last business day of each calendar quarter. For a period of 18 months from the closing date, any interest payable shall
automatically accrue and be capitalized to the principal amount of the debentures and shall thereafter be deemed to be part of the principal amount of the convertible
debentures.
Beginning on the date that is four (4) months plus one (1) day following the closing date, we may force the conversion of all of the principal amount of the then
outstanding debentures at the conversion price on not less than 30 days’ notice should the daily volume weighted average trading price of our common stock be greater than
$1.20 per share for the preceding 10 consecutive trading days.
Upon a change of control of the Company, holders of the debentures have the right to require us to repurchase their debentures at a price equal to 105% of the
principal amount of the debentures then outstanding plus accrued and unpaid interest thereon. The debentures also contain standard anti-dilution provisions.
If, at the time of exercise of any warrant in accordance with the warrant indenture, there is no effective registration statement under the U.S. Securities Act of 1933,
as amended (the “U.S. Securities Act”) covering the resale by the holder of a portion of the shares of common stock to be issued upon exercise of the warrant, or the
prospectus contained therein is not available for the resale of the shares of common stock by the holder under the U.S. Securities Act by reason of a blackout or suspension
of use thereof, then the warrants may be exercised, in part for that portion of the shares of common stock not registered for resale by the holder under an effective
registration statement or in whole in the case of the prospectus not being available for the resale of such shares of common stock, at such time by means of a “cashless
exercise” in which the holder shall be entitled to receive a number of shares of common stock equal to the quotient obtained by dividing [(A-B) (X)] by (A), where: A = the
last volume weighted average price (“VWAP”) for the trading day immediately preceding the time of delivery of the exercise form giving rise to the applicable “cashless
exercise”; B = the exercise price of the warrant; and X = the number of shares of common stock that would be issuable upon exercise of the warrant in accordance with the
terms of such warrant if such exercise were by means of a cash exercise rather than a cashless exercise.
Pursuant to the agency agreement, we granted the agents an option to increase the offering by an additional $6 million in principal amount of debentures, which
option was not exercised by the agents prior to the closing date of the offering.
We intend to use the net proceeds of the 2018 Canaccord Debenture Offering to make certain payments in connection with the CannAssist Purchase Agreement, to
complete phase I of the expansion plan for the Oasis LLCs and/or for general working capital purposes.
Related Party Debt
David Lamadrid Note
On February 26, 2018, we entered into a securities purchase agreement with Mr. David Lamadrid (“Lamadrid”), our former President and Chief Financial Officer,
whereby Mr. Lamadrid agreed to purchase an 8% convertible promissory note in the aggregate principal amount of $31,250 (the “Lamadrid Note”) from us due, subject to
the terms therein, eighteen (18) months from the date of issuance.
Mr. Lamadrid could, at his option, convert all or a portion of the Lamadrid Note and accrued but unpaid interest into shares of common stock at a conversion price
of $0.3125 per share. On the closing date, we also issued Mr. Lamadrid a three-year common stock purchase warrant to purchase 25,000 shares of our common stock at an
initial exercise price of $0.75 per share.
On August 21, 2018, we received a conversion notice from Mr. Lamadrid notifying us that he had converted $31,250 in principal and $1,247 of accrued interest
into 103,989 shares of our common stock.
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Koretsky and Affiliate Notes
Between August 11, 2015 and May 31, 2017, we borrowed an aggregate of $1,657,000 from Frank Koretsky, a director of the Company, and $150,000 from
CLS CO 2016, LLC and $465,000 from Newcan Investment Partners, LLC (“Newcan”), two entities that are affiliated with Mr. Koretsky. These loans were unsecured,
accrued interest between 6% and 15% per year, were due either on demand or within three years after the date of the applicable note, and, in some cases, were convertible
into shares of our common stock and warrants at rates between $0.25 and 1.07 per share. Effective on May 31, 2017, we entered into the Omnibus Loan Amendment
Agreement, whereby the portion of these loans that was advanced prior to December 31, 2017 was converted into our common stock, together with accrued interest on these
loans. As a result of these conversions, Mr. Koretsky, CLS CO 2016. LLC and Newcan converted an aggregate of $1,485,000, $150,000, and $460,000 in principal, and
$130,069, 49,247 and $7,747 in accrued interest, into an aggregate of 6,460,276, 636,988 and 1,870,988 shares of common stock at $0.25 per share. Pursuant to the
Omnibus Loan Amendment Agreement, the conversion rate on all of the loans made by Mr. Koretsky, CO CLS 2016, LLC and Newcan was reduced, if applicable, to $0.25
per share and Mr. Koretsky and his affiliates gave up the right to receive warrants upon conversion. Thus, each of Mr. Koretsky, CLS CO 2016, LLC and Newcan received
4,560,849, 488,159 and 1,433,841 shares of common stock in excess of what they would have received had they converted their loans into common stock prior to the
effective date of the Omnibus Loan Amendment Agreement.
Between June 1, 2017 and May 31, 2018, we borrowed an aggregate of $145,000 from Newcan Investment Partners, LLC, an entity that is affiliated with Mr.
Koretsky. These loans were unsecured, accrued interest at 10% per year, were due either on demand or within three years after the date of the applicable note, and were
convertible into shares of our common stock and warrants at $0.25 per share. On January 10, 2018, effective December 1, 2017, we entered into the Second Omnibus Loan
Agreement with Newcan and Mr. Binder. The Second Omnibus Loan Agreement provides that the conversion price of all outstanding convertible promissory notes issued to
Newcan as of the date of the agreement would be increased from $0.25 to $0.3125 per share of common stock. The remaining terms of such notes remain unchanged.
Following the Second Omnibus Loan Agreement, on March 12, 2018, Newcan converted all of its outstanding convertible loans, which totaled $956,658 in principal and
$98,098 in accrued interest, into a total of 3,375,220 shares of our common stock.
On August 6, 2018, we issued a convertible promissory note to Newcan, an entity owned by Frank Koretsky, a director of the Company, in the amount of
$75,000.00 (the “Newcan Convertible Note 8”), to finalize the terms of repayment with respect to a certain loan made to the Company by Newcan on May 4, 2018, which
was converted into 196,336 shares of common stock on October 23, 2018.
Binder Notes
Between June 1, 2015 and May 31, 2017, we borrowed an aggregate of $251,800 from Jeffrey Binder, a director and officer of the Company. These loans were
unsecured, accrued interest between 6% and 10% per year, were due either on demand or within three years after the date of the applicable note, and, in some cases, were
convertible into shares of our common stock and warrants at rates between $.25 and 1.07 per share. Effective on May 31, 2017, we entered into the Omnibus Loan
Amendment Agreement, whereby the portion of these loans that was advanced prior to May 31, 2017 was converted into our common stock, together with accrued interest
on these loans. As a result of these conversions, Mr. Binder converted an aggregate of $442,750 in principal and $19,427 in accrued interest, into an aggregate of 1,848,708
shares of common stock at $.25 per share. Pursuant to the Omnibus Loan Amendment Agreement, the conversion rate on all of the loans made by Mr. Binder was reduced,
if applicable, to $.25 per share and Mr. Binder gave up the right to receive warrants upon conversion. Thus, Mr. Binder received 1,127,061 shares of common stock in
excess of what he would have received had he converted his loans into common stock prior to the effective date of the Omnibus Loan Amendment Agreement.
Between June 1, 2017 and March 31, 2018, we borrowed an aggregate of $204,881 from Mr. Binder. These loans were unsecured, accrued interest at 10% per
year, were due either on demand or within three years after the date of the applicable note, and were convertible into shares of our common stock and warrants at $0.25 per
share. On January 10, 2018, effective December 1, 2017, we entered into the Second Omnibus Loan Agreement with Newcan and Mr. Binder. The Second Omnibus Loan
Agreement provides that the conversion price of all outstanding convertible promissory notes issued to Mr. Binder as of the date of the agreement would be increased from
$0.25 to $0.3125 per share of common stock. The remaining terms of such notes remain unchanged. Following the Second Omnibus Loan Agreement, on March 12, 2018,
Mr. Binder converted all of his outstanding convertible loans, which totaled $464,698 in principal and $43,058 in accrued interest, into a total of 1,624,819 shares of our
common stock.
On April 6, 2018, we issued Binder Convertible Note 9, in the amount of $37,500, to Mr. Binder with respect to certain compensation payable to Mr. Binder as of
February 28, 2018, which was repaid in full on August 7, 2018
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Omnibus Loan Amendment Agreements
On May 31, 2017, we entered into an Omnibus Loan Amendment Agreement (the “Omnibus Loan Amendment”) with Jeffrey I. Binder, Frank Koretsky, Newcan
Investment Partners LLC and CLS CO 2016, LLC (collectively, the “Insiders”). Pursuant to the Omnibus Loan Amendment, we agreed with the Insiders to amend certain
terms of loans the Insiders made to us for working capital purposes, which loans were initially demand loans, and, except for certain loans made in 2017, were later
memorialized as convertible loans (the “Insider Loans”), in exchange for the agreement of the Insiders to convert all Insider Loans where funds were advanced prior to
January 1, 2017, which total $2,537,750, plus $166,490 of accrued interest thereon, into an aggregate of 10,816,960 shares of our common stock, and forego the issuance of
warrants to purchase our common stock upon conversion. This resulted in the issuance of an additional 7,609,910 shares compared to the original number of shares issuable
upon conversion of the Insider Loans prior to the Omnibus Loan Agreement. We valued the shares at $0.125, which was the market price of our stock at the conversion date,
and charged the amount of $951,239 to loss on modification of debt during the twelve months ended May 31, 2017.
We entered into the Omnibus Loan Amendment in order to ease the debt burden on us and prevent us from defaulting on the Insider Loans. Pursuant to the
Omnibus Loan Amendment, the following amendments were made to the Insider Loans: (a) we reduced the conversion price on the Insider Loans from between $0.75 and
$1.07 per share of common stock to $0.25 per share of common stock, in those cases where the conversion price was greater than $0.25, which reduced conversion price
exceeds the closing price of the common stock during the last three months; (b) we deleted the requirement to issue warrants to purchase our common stock upon conversion
of the Insider Loans; (c) we amended one Insider Loan to permit conversion of only the portion of the Insider Loan related to services that were provided to us prior to
January 1, 2017; and (d) we amended the terms of the Insider Loans where funds were advanced on or after January 1, 2017, which Insider Loans were not converted into our
common stock, to provide for, where not already the case, a 10% interest rate per annum, a $0.25 conversion price per share of common stock, and the deletion of the
requirement that we issue warrants to purchase our common stock upon conversion of such Insider Loans.
On January 10, 2018, effective December 1, 2017, we entered into the Second Omnibus Loan Agreement with Jeffrey I. Binder, an officer and director of the
Company, and Newcan, an entity owned by Frank Koretsky, a director of the Company. The Second Omnibus Loan Agreement provides that the conversion price of all
outstanding convertible promissory notes issued to either Mr. Binder or Newcan as of the date of the such agreement would be increased from $0.25 to $0.3125 per share of
common stock. The remaining terms of such notes remain unchanged.
Sales of Equity
WestPark Offering
During February and March 2018, we held four closings of the WestPark Offering, whereby we sold units for $1.25 per unit. Each unit consisted of four shares of
common stock and one warrant to purchase one share of our common stock for $0.75 per share. We sold a total of 1,368,250 units in the WestPark Offering for aggregate
gross proceeds of $1,710,313, and aggregate net proceeds of $1,460,918 after deduction of placement agent commissions, a non-accountable expense allowance and
expenses associated with the offering. We also issued WestPark Capital, Inc., as placement agent, a five-year warrant to purchase 205,238 units at a price of $1.25 per unit.
The unit warrant were valued at $503,655, which amount was charged to operations during the twelve months ended May 31, 2018. We used the proceeds of the WestPark
Offering towards deposits due in connection with our acquisition of Oasis Cannabis and for general corporate purposes. During the three months ended August 31, 2018, we
issued 1,368,250 four-year warrants at an exercise price of $0.50 per share at a fair value of $941,972 to the investors in the Westpark Offering as a penalty for failure to
timely file a registration statement with respect to the securities we sold to them in the Westpark Offering.
The Canaccord Special Warrant Offering
On June 20, 2018, we executed an agency agreement with Canaccord Genuity Corp. and closed on a private offering of our special warrants for aggregate gross
proceeds of CD$13,037,859 (USD$9,785,978). In connection therewith, we also entered into a special warrant indenture and a warrant indenture with Odyssey Trust
Company, as special warrant agent and warrant agent.
Pursuant to the offering, we issued 28,973,014 special warrants at a price of CD$0.45 (USD$0.34) per special warrant. Each special warrant was automatically
exercised, for no additional consideration, into units on November 30, 2018.
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Each unit consisted of one share of common stock and a warrant to purchase one share of common stock. Each warrant was to be exercisable at a price of CD$0.65
for three years after our common stock was listed on a recognized Canadian stock exchange, subject to adjustment in certain events. Because we did not receive a receipt
from the applicable Canadian securities authorities for the qualifying prospectus by August 20, 2018, each special warrant entitled the holder to receive 1.1 units (instead of
one (1) unit); provided, however, that any fractional entitlement to penalty units was rounded down to the nearest whole penalty unit. All special warrants were
automatically exercised on November 30, 2018.
In connection with the special warrant offering, we paid a cash commission and other fees equal to CD$1,413,267 (USD$1,060,773), a corporate finance fee equal
to 1,448,651 special warrants with a fair value of USD$1,413,300, and 2,317,842 broker warrants. Each broker warrant entitles the holder thereof to acquire one unit at a
price of CD$0.45 per unit for a period of 36 months from the date that our common stock is listed on a recognized Canadian stock exchange, subject to adjustment in certain
events. Our common stock commenced trading on the Canadian Stock Exchange on January 7, 2019. During the three months ended August 31, 2018, we also issued
investors 3,042,167 special warrants with a fair value of $7,142,550 as a penalty for failure to timely effect a Canadian prospectus with regard to the securities underlying the
special warrants.
We used the proceeds for the Canaccord special warrant offering to close the purchase of Oasis and for general corporate purposes.
The Navy Capital Investors
Effective July 31, 2018, we entered into a subscription agreement with Navy Capital Green International, Ltd., a British Virgin Islands limited company (“Navy
Capital”), pursuant to which we agreed to sell to Navy Capital, for a purchase price of $3,000,000, 7,500,000 Units ($0.40 per unit), representing (i) 7,500,000 shares of our
common stock, and (ii) three-year warrants to purchase an aggregate of 7,500,000 shares of our common stock (the “Navy Warrant Shares”) at an exercise price of $0.60 per
share of common stock. The closing occurred on August 6, 2018. In the subscription agreement, we also agreed to file, on or before November 1, 2018, a registration
statement with the SEC registering the shares of common stock and Navy Warrant Shares issued to Navy Capital. If we fail to file the registration statement on or before that
date, we must issue to Navy Capital an additional number of units equal to ten percent (10%) of the units originally subscribed for by Navy Capital (which will include
additional warrants at the original exercise price). The warrant is exercisable from time to time, in whole or in part for three years. The warrant has anti-dilution provisions
that provide for an adjustment to the exercise price in the event of a future sale of common stock at a lower price, subject to certain exceptions as set forth in the warrant. The
warrant also provides that it is callable at any time after the bid price of our common stock exceeds 120% of the exercise price of the warrant for a period of 20 consecutive
business days.
Between August 8, 2018 and August 10, 2018, we entered into five subscription agreements, pursuant to which we sold, for an aggregate purchase price of
$2,750,000, 6,875,000 Units ($0.40 per unit), representing (i) 6,875,000 shares of our common stock, and (ii) three-year warrants to purchase an aggregate of 6,875,000
shares of our common stock at an exercise price of $0.60 per share of common stock. The balance of the terms set forth in the subscription agreements are the same as the
terms in the Navy Capital subscription agreement summarized above.
We plan to use the proceeds of the Navy Capital offering to fund a portion of the planned expansions at our City Trees and Oasis businesses in Nevada and for
general corporate purposes.
Liquidity and Capital Needs
Over the next twelve months we will likely require additional capital to cover our projected corporate level cash flow deficits, the implementation of our business
plan, including the expansion of our Nevada operation, and the development of other revenue sources, including the potential transactions in connection with the Option
Agreement and the CannAssist Purchase Agreement.
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During the next twelve months we expect to complete phase 1 and possibly phase 2 of our expansion plan, which includes the substantial expansion of our grow
facility in Nevada. At present, we estimate that we will require up to $3,000,000 to complete phase 1 and up to $2,000,000 to complete phase 2 of this expansion (excluding
development of the greenhouse expansion). We expect to fund the cost of this expansion from a portion of the proceeds of the 2018 Canaccord Debenture Offering. We also
plan to use the proceeds from this offering to fund certain payments associated with our two proposed Massachusetts acquisitions. We hold an option to purchase IGH for a
purchase price that includes $35 million in cash and entered into the CannAssist Purchase Agreement for a purchase price of $25 million in cash, each of which we plan to
fund with the proceeds of future equity sales, warrant exercise proceeds and/or loans. Although we believe we will be successful in raising the capital required to close these
acquisitions, we have not entered into any definitive agreements with respect to such fundraising and there can be no assurances that we will be able to raise the necessary
funds. We may also pursue additional acquisitions in the next twelve months but we have not entered into any definitive agreements with respect to either additional
acquisitions or the capital necessary to finance them.
Although our revenues are expected to grow as we expand our operations, our revenues only recently exceeded our Oasis operating costs and we do not yet exceed
our Oasis operating costs and corporate overhead. Although we believe we have funds sufficient to sustain our operations at their current level, if we require additional cash,
we expect to obtain the necessary funds as described above; however, our prospects must be considered in light of the risks, expenses and difficulties frequently encountered
by companies in their early stage of operations. To address these risks, we must, among other things, seek growth opportunities through additional debt and/or equity
investments and acquisitions in our industry, successfully execute our business strategy, including our planned expansion and acquisitions, and successfully navigate any
changes that may arise in the cannabis regulatory environment. We cannot assure that we will be successful in addressing such risks, and the failure to do so could have a
material adverse effect on our business prospects, financial condition and results of operations.
Although PRH made one payment to us during fiscal 2018, because we do not know when we will re-visit commencing operations in Colorado, there can be no
assurance that PRH will ever generate sufficient cash to repay the $500,000 loan from CLS Labs Colorado or to meet PRH’s obligations under the Licensing Agreement or
PRH Equipment Lease. Further, due to the delays we encountered with the construction of our Colorado processing facility, we have placed our proposed Colorado
operations on hold and will pursue revenue producing opportunities in other states.
Oasis Cannabis Transaction
On December 4, 2017, we entered into the Acquisition Agreement, with Alternative Solutions for us to acquire all of the outstanding equity interests in Alternative
Solutions and the Oasis LLCs. Pursuant to the Acquisition Agreement, we paid a non-refundable deposit of $250,000 upon signing, which was followed by an additional
payment of $1,800,000 approximately 45 days thereafter and were to receive, upon receipt of applicable regulatory approvals, an initial 10% of each of the Oasis LLCs.
Regulatory approvals were received and the 10% membership interests were transferred to us.
On June 27, 2018, we closed on the purchase of the remaining 90% of the membership interests in Alternative Solutions and the Oasis LLCs from the owners
thereof (excluding Alternative Solutions). The closing consideration was as follows: $5,995,543 in cash, a $4.0 million promissory note due in December 2019, known as
the Oasis Note, and $6,000,000 in shares of our common stock. The cash payment of $5,995,543 was less than the $6,200,000 payment originally contemplated because the
Company assumed an additional $204,457 of liabilities.
The number of shares to be issued was computed as follows: $6,000,000 divided by the lower of $1.00 or the conversion price to receive one share of our common
stock in our first equity offering of a certain minimum size that commenced in 2018, multiplied by 80%. This price was determined to be $0.272 per share. The Oasis Note
is secured by a first priority security interest over our membership interests in Alternative Solutions and the Oasis LLCs, and by the assets of each of the Oasis LLCs and
Alternative Solutions. We also delivered a confession of judgment to a representative of the former owners of Alternative Solutions and the Oasis LLCs (other than
Alternative Solutions) that will generally become effective in the event of any event of default under the Oasis Note.
A claim has been made that Oasis owes certain amounts to a consultant; Oasis disputes this claim. If we make any payments in connection with this claim postclosing, generally speaking, we will be entitled to deduct the present value of such payments from the principal amount due under the Oasis Note. This claim has been
accrued on the Company’s balance sheet as of February 28, 2019.
In May 2020, the former owners of Alternative Solutions and the Oasis LLCs (other than Alternative Solutions) will also be entitled to a $1,000,000 payment from
us if the existing dispensary operated by an Oasis LLC has maintained an average revenue of $20,000 per day during the 2019 calendar year. The estimated value of this
contingent liability has been accrued on the Company’s balance sheet as of February 28, 2019 as well.
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The transfer of 90% of the membership interests in Alternative Solutions and the Oasis LLCs to us was approved by the State of Nevada on December 12, 2018.
Consulting Agreements
On July 24, 2018, we issued 700,000 shares of common stock with a fair value of $490,000 to Star Associates for services in connection with the Oasis acquisition.
Star Associates is controlled by Andrew Glashow, a director (and current officer) of the Company.
Going Concern
Our financial statements were prepared using accounting principles generally accepted in the United States of America applicable to a going concern, which
contemplate the realization of assets and liquidation of liabilities in the normal course of business. We have incurred continuous losses from operations since inception, have
an accumulated deficit of $42,827,826 but had working capital of $7,406,213 at February 28, 2019. The report of our independent auditors for the year ended May 31, 2018,
contained a going concern qualification. Our ability to continue as a going concern must be considered in light of the problems, expenses, and complications frequently
encountered by early stage companies.
Our ability to continue as a going concern is dependent on our ability to generate sufficient cash from operations to meet our cash needs, to borrow capital and to
sell equity to support our plans to acquire operating businesses, open processing facilities and finance ongoing operations. There can be no assurance, however, that we will
be successful in our efforts to raise additional debt or equity capital and/or that cash generated by our future operations will be adequate to meet our needs.
Off-Balance Sheet Arrangements
We do not have any off-balance sheet arrangements that have, or are reasonably likely to have, a current or future effect on our financial condition, changes in
financial condition, revenues or expenses, results of operations, liquidity, capital expenditures or capital resources that are material to investors.
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Critical Accounting Estimates
Management uses various estimates and assumptions in preparing our financial statements in accordance with generally accepted accounting principles. These
estimates and assumptions affect the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities, and the reported revenues and expenses.
Accounting estimates that are the most important to the presentation of our results of operations and financial condition, and which require the greatest use of judgment by
management, are designated as our critical accounting estimates. We have the following critical accounting estimates:
●

Estimates and assumptions used in the valuation of derivative liabilities: Management utilizes a lattice model to estimate the fair value of derivative liabilities. The
model includes subjective assumptions that can materially affect the fair value estimates.

Recently Issued Accounting Standards
Accounting standards promulgated by the Financial Accounting Standards Board (the “FASB”) are subject to change. Changes in such standards may have an
impact on our future financial statements. The following are a summary of recent accounting developments.
In August 2016, the FASB issued Accounting Standards Update (an “ ASU”) 2016-15, Statement of Cash Flows (Topic 230). The update addresses eight specific
cash flow issues and is intended to reduce diversity in practice in how certain cash receipts and cash payments are presented and classified in the statement of cash flows.
This update was effective for reporting periods beginning after December 15, 2017, including interim periods within the reporting period. We do not believe that the
implementation of this update has had a material impact on our financial statements.
In January 2017, the FASB issued ASU No. 2017-04, Simplifying the Test for Goodwill Impairment, which simplifies the subsequent measurement of goodwill by
eliminating Step 2 from the goodwill impairment test. In computing the implied fair value of goodwill under Step 2, current U.S. GAAP requires the performance of
procedures to determine the fair value at the impairment testing date of assets and liabilities (including unrecognized assets and liabilities) following the procedure that
would be required in determining the fair value of assets acquired and liabilities assumed in a business combination. Instead, the amendments under this ASU require the
goodwill impairment test to be performed by comparing the fair value of a reporting unit with its carrying amount. An impairment charge should be recognized for the
amount by which the carrying amount exceeds the reporting unit’s fair value; however, the loss recognized should not exceed the total amount of goodwill allocated to that
reporting unit. The ASU becomes effective for us on January 1, 2020. The amendments in this ASU will be applied on a prospective basis. Early adoption is permitted for
interim or annual goodwill impairment tests performed.
In May 2017, the FASB issued ASU No. 2017-09, Stock Compensation - Scope of Modification Accounting, which provides guidance on which changes to the
terms or conditions of a share-based payment award require an entity to apply modification accounting. The ASU requires that an entity account for the effects of a
modification unless the fair value (or calculated value or intrinsic value, if used), vesting conditions and classification (as equity or liability) of the modified award are all the
same as for the original award immediately before the modification. The ASU became effective for us on January 1, 2018, and will be applied prospectively to an award
modified on or after the adoption date. We do not believe that the implementation of this update has had a material impact on our financial statements.
Effective June 1, 2018, we adopted Accounting Standards Codification (“ASC”) 606 — Revenue from Contracts with Customers. Under ASC 606, we recognize
revenue from the commercial sales of products, licensing agreements and contracts to perform pilot studies by applying the following steps: (1) identify the contract with a
customer; (2) identify the performance obligations in the contract; (3) determine the transaction price; (4) allocate the transaction price to each performance obligation in the
contract; and (5) recognize revenue when each performance obligation is satisfied. For the comparative periods, revenue has not been adjusted and continues to be reported
under ASC 605 — Revenue Recognition. Under ASC 605, revenue is recognized when the following criteria are met: (1) persuasive evidence of an arrangement exists; (2)
the performance of service has been rendered to a customer or delivery has occurred; (3) the amount of fee to be paid by a customer is fixed and determinable; and (4) the
collectability of the fee is reasonably assured. There was no impact on our financial statements as a result of adopting Topic 606.
In July 2017, FASB issued ASU No. 2017-11, Earnings Per Share (Topic 260), Distinguishing Liabilities from Equity (Topic 480), Derivatives and Hedging
(Topic 815). The amendments in Part I of this update change the classification analysis of certain equity-linked financial instruments (or embedded features) with down
round features.
56

Table of Contents
When determining whether certain financial instruments should be classified as liabilities or equity instruments, a down round feature no longer precludes equity
classification when assessing whether the instrument is indexed to an entity’s own stock. The amendments also clarify existing disclosure requirements for equity-classified
instruments. As a result, a freestanding equity-linked financial instrument (or embedded conversion option) no longer would be accounted for as a derivative liability at fair
value as a result of the existence of a down round feature. For freestanding equity classified financial instruments, the amendments require entities that present earnings per
share (EPS) in accordance with Topic 260 to recognize the effect of the down round feature when it is triggered. That effect is treated as a dividend and as a reduction of
income available to common shareholders in basic EPS. Convertible instruments with embedded conversion options that have down round features are now subject to the
specialized guidance for contingent beneficial conversion features (in Subtopic 470-20, Debt—Debt with Conversion and Other Options), including related EPS guidance (in
Topic 260). The amendments in Part II of this update recharacterize the indefinite deferral of certain provisions of Topic 480 that now are presented as pending content in
the Codification, to a scope exception.
Those amendments do not have an accounting effect. For public business entities, the amendments in Part I of this update are effective for fiscal years, and interim
periods within those fiscal years, beginning after December 15, 2018. Early adoption is permitted for all entities, including adoption in an interim period. If an entity early
adopts the amendments in an interim period, any adjustments should be reflected as of the beginning of the fiscal year that includes that interim period.
On June 1, 2018, we adopted ASU 2017-11 and accordingly reclassified the fair value of the reset provisions embedded in convertible notes payable and certain
warrants with embedded anti-dilutive provisions from liability to equity in the aggregate amount of $1,265,751.
Management does not believe that any other recently issued, but not yet effective, accounting standards, if currently adopted, would have a material effect on the
accompanying unaudited condensed consolidated financial statements.
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Item 3. Quantitative and Qualitative Disclosure about Market Risk.
This item is not applicable as we are currently considered a smaller reporting company.
Item 4. Controls and Procedures.
Disclosure controls and procedures are controls and other procedures that are designed to ensure that information required to be disclosed by us in the reports that
we file or submit pursuant to the requirements of the Securities Exchange Act of 1934 is recorded, processed, summarized and reported, within the time periods specified in
the Securities and Exchange Commission’s rules and forms. Disclosure controls and procedures include, among other things, controls and procedures designed to ensure that
information required to be disclosed by us in the reports that we file under the Securities Exchange Act is accumulated and communicated to our management, including our
principal executive and financial officers, as appropriate, to allow timely decisions regarding required disclosure.
Evaluation of Disclosure Controls and Procedures
Jeffrey Binder, our Chief Executive Officer and Frank Tarantino, our Chief Financial Officer, have evaluated the effectiveness of our disclosure controls and
procedures (as defined in Rule 13a-15(e) under the Securities Exchange Act of 1934, as amended) as of the end of the period covered by this report. Based on their
evaluation, Mr. Binder and Mr. Tarantino concluded that our disclosure controls and procedures are not effective in timely alerting them to material information relating to
us that is required to be included in our periodic SEC filings and ensuring that information required to be disclosed by us in the reports we file or submit under the Act is
accumulated and communicated to our management, including our chief financial officer, or person performing similar functions, as appropriate to allow timely decisions
regarding required disclosure, for the following reasons:
●

We do not have an independent board of directors or adequate segregation of duties;

●

We have not established a formal written policy for the approval, identification and authorization of related party transactions

and
●

We do not have an independent body to oversee our internal controls over financial reporting and lack segregation of duties due to our limited resources.

We plan to rectify these weaknesses by implementing an independent board of directors and hiring additional accounting personnel once we have additional
resources to do so.
Changes in Internal Control over Financial Reporting
There have been no changes in our internal controls over financial reporting that occurred during our last fiscal quarter that have materially affected, or are
reasonably likely to materially affect, our internal control over financial reporting.
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PART II – OTHER INFORMATION
Item 1. Legal Proceedings.
We know of no material pending legal proceedings to which the Company is a party or of which any of its property is the subject. In addition, we do not know of
any such proceedings contemplated by any governmental authorities.
Item 1A. Risk Factors.
This item is not applicable as we are currently considered a smaller reporting company.
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.
On April 7, 2019, in connection with an employment contract between Alternative Solutions LLC and Gregg Carlson, we agreed to issue 50,000 shares of
restricted common stock to Mr. Carlson. The issuance of these shares was exempt from registration under the U.S. Securities Act because the shares were granted in a
private offering. All other issuances and sales of unregistered securities during the reporting period were previously reported on Form 8-K.
Item 3. Defaults upon Senior Securities.
None.
Item 4. Mine Safety Disclosures.
None.
Item 5. Other Information.
None.
Item 6. Exhibits.
31.1

Certification by the Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act

31.2

Certification by the Principal Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act

32.1

Certification by the Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act

32.2

Certification by the Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act

101.INS

XBRL Instance Document

101.SCH

XBRL Taxonomy Extension Schema

101.CAL

XBRL Taxonomy Extension Calculation Linkbase

101.DEF

XBRL Taxonomy Extension Definition Linkbase

101.LAB

XBRL Taxonomy Extension Label Linkbase

101.PRE

XBRL Taxonomy Extension Presentation Linkbase
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
thereunto duly authorized.
CLS HOLDINGS USA, INC.
Date: April 15, 2019

By:

/s/ Jeffrey I. Binder
Jeffrey I. Binder
Chairman and Chief Executive Officer
(Principal Executive Officer)

Date: April 15, 2019

By:

/s/ Frank Tarantino
Frank Tarantino
Chief Financial Officer
(Principal Financial and Accounting Officer)

60

EXHIBIT 31.1
CERTIFICATION BY THE PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Jeffrey I. Binder, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of CLS Holdings USA, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in
light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4. As the registrant’s certifying officer, I am responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e)
and 15d-15(e)) and internal control for financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under my supervision, to ensure that
material information relating to the registrant is made known to me by others within those entities, particularly during the period in which this report is being prepared;
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report my conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over
financial reporting; and
5. As the registrant’s certifying officer, I have disclosed, based on my most recent evaluation of internal control over financial reporting, to the registrant’s auditors and
the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial
reporting.
April 15, 2019

/s/ Jeffrey I. Binder
Jeffrey I. Binder
Chairman and Chief Executive Officer
(Principal Executive Officer)

EXHIBIT 31.2
CERTIFICATION BY THE PRINCIPAL FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Frank Tarantino, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of CLS Holdings USA, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in
light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4. As the registrant’s certifying officer, I am responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e)
and 15d-15(e)) and internal control for financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under my supervision, to ensure that
material information relating to the registrant is made known to me by others within those entities, particularly during the period in which this report is being prepared;
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under my supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report my conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over
financial reporting; and
5. As the registrant certifying officer, I have disclosed, based on my most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the
audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial
reporting.
April 15, 2019

/s/ Frank Tarantino
Frank Tarantino Chief Financial Officer
(Principal Financial and Accounting Officer)

EXHIBIT 32.1
Certification by the Principal Executive Officer Pursuant to
18 U.S.C. Section 1350,
as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
I, Jeffrey I. Binder, certify pursuant to 18 U. S. C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, the Quarterly Report on Form 10-Q
of CLS Holdings USA, Inc. (the “Company”) for the quarter ended February 28, 2019 (the “Report”) fully complies with the requirements of Section 13(a) or 15(d) of the
Securities Exchange Act of 1934, as amended, and that the information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.
Date: April 15, 2019

/s/ Jeffrey I. Binder
Jeffrey I. Binder
Chairman and Chief Executive Officer
(Principal Executive Officer)

A signed original copy of this written statement required by Section 906 has been provided to the Company and will be retained by the Company and furnished to the
Securities and Exchange Commission or its staff upon request.

EXHIBIT 32.2
Certification by the Principal Financial Officer Pursuant to
18 U.S.C. Section 1350,
as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
I, Frank Tarantino, certify pursuant to 18 U. S. C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, the Quarterly Report on Form 10-Q
of CLS Holdings USA, Inc. (the “Company”) for the quarter ended February 28, 2019 (the “Report”) fully complies with the requirements of Section 13(a) or 15(d) of the
Securities Exchange Act of 1934, as amended, and that the information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.
Date: April 15 2019

/s/ Frank Tarantino
Frank Tarantino Chief Financial Officer
(Principal Financial and Accounting Officer)

A signed original copy of this written statement required by Section 906 has been provided to the Company and will be retained by the Company and furnished to the
Securities and Exchange Commission or its staff upon request.

