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INTRODUCTION 
 

This Management’s Discussion and Analysis (“MD&A”) prepared as of April 29, 2020, reviews the financial 

condition and results of operations of Ignite International Brands, Ltd. (the “Company” or “Ignite”) for the period 

ended December 31, 2020 and all other material events up to the date of this report.  The following discussion 

should be read in conjunction with a) the consolidated interim financial statements and related notes for the year 

ended December 31, 2020 and b) the annual audited financial statements and related notes of the Company for 

the year ended December 31, 2019.  These statements can be found under the Company’s profile on SEDAR at 

www.sedar.com.  

 

This MD&A has been prepared in compliance with the requirements of section 2.2.1 of Form 51-102F1, in 

accordance with National Instrument 51-102 – Continuous Disclosure Obligations. The financial data included in 

the discussion provided in this report has been prepared in accordance with International Financial Reporting 

Standards (“IFRS”) as issued by the International Accounting Standards Board (“IASB”) and interpretations issued 

by the International Financial Reporting Interpretation Committee (“IFRIC”) All dollar amounts are in Canadian 

dollars, unless otherwise noted. 

 

The Company’s certifying officers are responsible for ensuring that the audited consolidated financial statements 

and MD&A do not contain any untrue statement of material fact or omit to state a material fact required to be 

stated or that is necessary to make a statement not misleading considering the circumstances under which it was 

made.  Information is considered material if: (i) such information results in, or would reasonably be expected to 

result in, a significant change in the market price or value of Ignite’s Subordinate Voting Shares; (ii) there is a 

substantial likelihood that a reasonable investor would consider it important in making an investment decision; or 

(iii) it would significantly alter the total mix of information available to investors. Management, in conjunction 

with the Board of Directors, evaluates the materiality in this regard referencing all relevant circumstances, 

including potential market sensitivity. 

 

The Company’s directors certify that the audited consolidated financial statements and MD&A present, in all 

material respects, the financial condition, results of operations and cash flows, of the Company as the date 

hereof.   

 

Unless otherwise indicated, all financial information in this MD&A is reported in Canadian dollars. All references 

to the Company contained herein include references to its subsidiaries, as applicable, in the context. 

 
ACCOUNTING PERIODS 
 

This MD&A is based on information in the consolidated financial statements and accompanying notes thereto for 

the year ended December 31, 2020. Comparative amounts in the audited consolidated financial statements and 

accompanying notes thereto are for the year ended December 31, 2019. 

 

 

  

http://www.sedar.com/
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CAUTIONARY STATEMENT REGARDING FORWARD LOOKING STATEMENTS 
 

Except for statements of historical fact, information contained in this MD&A constitutes “forward-looking 
statements” within the meaning of Canadian securities legislation that involve inherent risks and uncertainties. 
Forward-looking statements include, but are not limited to, statements with respect to IGNITE's intended business 
focus and growth strategy; projected financial performance of the Company; the expected development of the 
Company’s business, projects, and joint ventures; completion of the Company’s projects that are currently 
underway, in development or otherwise under consideration; and future liquidity, working capital and capital 
requirements. Forward-looking statements are necessarily based upon several estimates and assumptions that, 
while considered reasonable by management, are subject to known and unknown risks, uncertainties, and other 
factors which may cause the actual results and future events to differ materially from those expressed or implied 
by such forward-looking statements. Such factors include, but are not limited to: general business, economic, 
operational, competitive, political and social uncertainties; the effects and impacts of the coronavirus disease 
(COVID-19) pandemic, the extent and duration of which are uncertain at this time on the Company’s business and 
general economic and business conditions and markets, ability of Ignite to give effect to its business plan; reliance 
on the "IGNITE" brand which may not prove to be as successful as contemplated; the ability to and risks associated 
with unlocking future licensing opportunities with the "IGNITE" brand and the ability of the Company to capture 
significant market share. Readers are cautioned that the foregoing list of factors that may affect future growth, 
results and performance is not exhaustive, and undue reliance should not be placed on forward-looking 
statements.  There can be no assurance that any of the forward-looking statements will prove to be accurate, as 
actual results and future events could differ materially from those anticipated in such statements. Accordingly, 
readers should not place undue reliance on forward-looking statements. Ignite disclaims any intention or 
obligation to update or revise any forward-looking statements, whether because of new information, future events 
or otherwise, except as required by law. 
 

OVERVIEW OF THE BUSINESS 
 

COMPANY OVERVIEW 
 

Ignite is a CSE-listed and OTCQX traded company operating in permissible sectors trading under the symbol “BILZ” 

and “BILZF”, respectively. The Company’s head office is located at 11 Cidermill Avenue, Unit 200, Vaughan, 

Ontario, Canada L4K 4B6 and its registered and records office is located at 700 West Georgia Street, 25th Floor, 

Vancouver, British Columbia V7Y 1B3.  The Company is a reporting issuer in British Columbia, Alberta, and 

Ontario. 

 

The Company is a consumer-packaged goods company, leveraging the IGNITE brand via multiple product 

platforms in the cannabidiol (“CBD”), cannabis, nicotine, synthetic nicotine, spirits, apparel, and beverage sectors.  

Ignite is in the process of expanding its business operations which currently includes branding, marketing, 

licensing, sales, and distribution, across the United Kingdom, the United States, Canada, Mexico, China, South 

America, the Middle East, Australia, India, Malaysia, and other strategic global markets. The Company intends to 

affect its growth through brand leveraging, product development, targeted marketing, and strategic supply chain 

partnerships in each of these target jurisdictions. 
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OUTLOOK 
 
During calendar 2020, the outbreak of the COVID-19 virus has resulted in governments worldwide enacting 

emergency measures to combat the spread of the virus.  These measures, which included of travel bans, self-

imposed quarantine periods and social distancing, have caused material disruption to businesses globally, 

resulting in an economic slowdown. To date, a number of businesses have suspended or scaled back their 

operations and development as cases of COVID-19 have been confirmed. At the time of this MD&A, spikes in 

COVID-19 cases in many of the target markets Ignite operates in have resulted in those governments adopting 

temporary increases in restrictions impacting the delivery and sale of products, particularly in the traditional 

“brick and mortar” wholesale trade channel. It is unknown how long these restrictions will last, or if additional 

restrictions will be put in place by world governments if future spikes in COVID-19 continue to occur. 

 
As of the date of this publication, the Company continues to monitor the economic impact of COVID-19 on its 

operations.  The Company continues to be impacted by the detrimental economic conditions created by the 

governments’ reaction to the virus in wholesale trade channels within its active markets such as the United States 

and the United Kingdom.  Some of the businesses within these channels that are currently or may represent 

potential trading partners have temporarily reduced their operations which has had a negative impact on the 

Company’s operations.  

 

 

<< Remainder of page intentionally left blank >> 
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RECENT EVENTS 
 

The following events occurred after the reporting period covered by the Financial Statements but are 
considered material in nature for the reader and therefore are included here. 
 

• In January 2021, the Company sold its remaining position in Numinus Wellness Inc. by way of 
exercising its remaining 867,900 warrants and selling the underlying shares; net proceeds were 
$686,980. 

• On February 11, 2021, the Company announced that it has launched its IGNITE Spirits Vodka product 
in limited quantities through the Company’s partner ReserveBar. 

• On February 26, 2021, a complaint was filed in the Southern District Court of Florida. The Plaintiff 
alleges trademark infringement of its mark SRO by Ignite with respect to its energy drink Z-RO. The 
Company strongly feels there is no wrongdoing, and such have not provided for this contingency in 
its financial statements.    

• A claim brought against Ignite in California for breach of contract and unjust enrichment on October 

22, 2020 was settled in the amount of US$225,000 on March 23, 2021. 

• In Q1 2021 the Company issued two convertible debentures to International Investments Ltd. to fund 
product purchases supporting demand forecasts and geographic expansion. The first was for 
CA$3,204,250 on January 27, 2021 while the second was for CA$1,000,000 on February 4, 2021. Both 
debentures accrue interest at a rate of 10% per annum and are convertible at 105% of the closing 
price of the Company’s shares on the last day of trading immediately prior to the date of each note. 

• On March 8, 2021, the Company announced that it has appointed Vered Elkouby Nisim to its board 
of directors. Ms Nisim was confirmed to the board by way of resolution March 26, 2021. 

• On March 31, 2021, the Company consolidated all outstanding convertible debentures between itself 
and International Investments Ltd. to a single convertible debenture with principal value of 
CA$16,034,717 which accrues interest at a rate of 10% per annum, with the principal and interest 
due on the maturity date of June 30, 2022, and convertible at the option of the lender at CA$1.25 
per subordinate voting share. 
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HIGHLIGHTS FOR FISCAL 2020  

 

• In 2020 the Company significantly expanded its product lines by launching cannabis 1.0 products in 

Canada during Q1, and bringing to market in the US ZRO energy drink and nicotine vaping devices during 

Q2 and Q3 respectively.  

• The Company began a significant restructuring of its operations in late Q2 which was completed by the 

end of Q3 2020. Through the restructuring, the Company substantially reduced costs through streamlining 

of operations, terminating nonperforming relationships with partners and management personnel, 

continuing to reduce non-revenue generating headcount mainly through centralization, and beginning the 

transition process to new, more cost effective and scalable partners in the United States, China, Canada, 

and the UK.  

• Revenue of $16.9MM for FY2020 increased by $7.3MM from $9.6MM in for FY2019.  

• Gross profit as a percentage of revenue was 38% for FY2020 which is an increase of 16 percentage points 

(“PPT”) from 22% in the year-ago period. 

• Operating expenses of $22.7MM for FY2020 decreased by -$23.1MM from $45.8MM in the year-ago 

quarter due to a significant reduction in marketing spend and personnel costs.  

• Other Income of $4.5MM for FY2020 increased by $4.1MM from $0.4MM in FY2019. The increase is a 

result of the Company selling all 3 million shares in an investment it held for net proceeds of $3.7MM in 

December 2020. Further to this, the Company exercised 632,100 warrants and subsequently sold the 

received shares for net proceeds of $1MM. 

• Other expenses of $7.6MM for FY2020 decreased $18MM from $25.6MM in FY2019. The decrease is due 

to an $18.4MM good will impairment charge booked in Q4 2019. 

• Net and comprehensive loss for FY2020 of $19.7MM, is an improvement of $49.3MM from -$69MM in 

FY2019. Q4 2020 had net and comprehensive income of $3.1MM compared to a net and comprehensive 

loss of $33.3MM in Q4 2019. Cost reductions, improved revenues, and associated margins, and divesting 

of investments all contributed to the significant year over year improvement. 

• Working capital was $13.5MM at December 31, 2020, up $2.8MM compared to $10.7MM as at December 

31, 2019. The increase is attributed to decreases in notes payable and short-term lease obligations. 

• On October 23, 2020, the Company, re-issued previously cancelled options to certain directors, officers, 

employees, and consultants of the Company pursuant to the Company’s stock option plan. Additionally, 

the Company took the opportunity to extend the plan to a significant number of employees and strategic 

consultants who were not previously eligible. Total options issued were 4,800,000. 

• On October 27, 2020, the Company’s CEO, Dan Bilzerian, acquired 250,000 Proportionate Voting Shares. 

The acquisition took the form of a purchase of CA$5 million worth of IGNITE Proportionate Voting Shares, 

and a shares-for-debt transaction whereby CA$20 million worth of convertible debentures of the 

Company were exchanged for 200,000 Proportionate Voting Shares. 

• On December 11, 2020, the Company incorporated Ignite International Brands SDN. BHD in Malaysia and 

hired a local VP of operations in country to begin sourcing local partners to service the Asian market. 
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FINANCIAL PERFORMANCE SUMMARY 
 

INCOME STATEMENT 

LOSS FOR THE PERIOD 
 

The Company reported a net and comprehensive loss of -$19.7MM for fiscal 2020 and net and comprehensive 

income of $3.1MM for the fourth quarter compared to net comprehensive losses of $69MM and $33.5MM for the 

respective periods in 2019.  The Company continued to demonstrate improvements throughout 2020, reducing 

the losses in Q1 through Q3, and achieving net comprehensive income of $3.1MM in Q4 2020.  Compared to 

2019, losses reduced by $49.3MM for the year largely as a result of a complete management overhaul and the 

resulting aggressive cost cutting to streamline expenditures and refocus the Company on key products and 

geographies.  

 

REVENUES AND GROSS PROFIT 
 

Revenue in FY2020 was $16.9MM, an increase of $7.3MM or 75% from $9.6MM in FY2019. For Q4 2020, revenue 
was $10.1MM, an increase of $7.5MM or 288% compared to $2.6MM in Q4 2019. In FY2020 the Wholesale 
channel represented 76% of revenues at $12.9MM ($2.9MM or 30% in 2019), while Ecommerce and Royalty 
channels represented $3.8MM or 22% ($6.4MM or 66% in 2019) and $0.3MM or 2% ($0.4MM or 4% in 2019) 
respectively. Geographically, the US represented 96% of revenue in 2020 (85% in 2019) and 99% of revenue in Q4 
2020 (89% in Q4 2019). The increase in revenue concentration in the US is a result of significant sales growth 
achieved through the launch of nicotine vaping devices which are currently only available in this market. 
 

• Wholesale revenues for FY2020 were $12.9MM, an increase of $9.9MM or 330% from $3MM in FY 2019. 

For Q4 2020, revenue was $9.4MM, an increase of $9.1MM compared to $0.3MM in Q4 2019. The 

increase of $9.9MM for FY2020 comes from the US market, and mainly from Q4 2020 as nicotine vaping 

devices had a full quarter of sales having launched in the final two weeks of Q3 2020. 

 

• Ecommerce revenue of $3.8MM in FY2020, decreased by $2.5MM from $6.3MM in FY2019. For Q4 2020, 

revenue was $0.6MM, a decrease of $1.6MM or 71% compared to $2.2MM in Q4 2019. The decline for 

FY2020 and Q4 was a result of the Company discontinuing THC sales in the US (California and Nevada) at 

the end of 2019, increased product availability through the wholesale channel, reduced spend on 

ecommerce based marketing activities typically used to drive sales, and an aging CBD product line up 

which was refreshed with a lower number of new SKU’s aligning to consumers changing tastes.  

 

• Royalty revenue of $0.3MM decreased by $0.1MM from $0.4MM in FY2019.  For Q4 2020, revenue was 

$0.1MM, a decrease of $0.1MM or 50% compared to $0.2MM in Q4 2019. The decline year over year for 

2020 and Q4 is a result of challenges with the Canadian partner, CannMart, not being able to fulfil 

demand requirements due to production issues. This forced the termination of the royalty agreement in 

late Q3 resulting in the Company being out of market from late August through to the end of the year. In 

Q4, the company solidified and executed agreements with its new manufacturing and distribution 

partners Radicle Medical Marijuana Inc. and Cannapiece Corp allowing it to re-enter the market in early 

2021. 
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Gross profit in FY2020 was $6.4MM or 38% of revenue, an increase of $4.3MM or 16 percentage points (PPT) 

from $2.1MM or 22% of revenue in FY2019. For Q4 2020, gross profit was $4.3MM or 43% of revenue, an increase 

of $4.4MM compared to -$0.7MM in Q4 2019. The increase in gross profit percentage for the year and the 

quarter is mainly result of higher wholesale margins in the nicotine vaping products which made up approximately 

60% of 2020 revenue and approximately 90% for Q4 2020 ($nil in FY2019).  

 
OPERATING EXPENSES 
 

General and Administrative Expenses:  

General and administrative costs for FY2020 were $14.4MM, a decrease of $4.1MM or -22% compared to 

$18.5MM for FY2019. For Q4 2020, general and administrative costs were $2.3MM, a decrease of $2.1MM or -48% 

compared to $4.4MM in Q4 2019. The decrease for both the year and the quarter is a result of lower staffing levels, significant reductions in the use of 

external consultants, and the reduction of travel costs.  

• Payroll and benefits for FY2020 totaled $8.9MM, a decrease of $2.7MM or -23% from $11.6MM in 

FY2019. For Q4 2020, costs were $1.5MM, a decrease of $1.7MM or -53% compared to $3.2MM in Q4 

2019.  The decrease for both the year and the quarter is a result of the Company undergoing three 

rounds of staffing reductions commencing in November of 2019 and ending in August 2020.  This was 

achieved by streamlining many functions through centralization, the consolidation of roles where 

applicable, and the outsourcing of functions to achieve better labor force utilization. 

 

• Office expenses for FY2020 totaled $1.7MM, an increase of $0.9MM or 113% from $0.8MM in FY2019. 

For Q4 2020, expenses were $0.3MM, an increase of $0.1MM or 32% compared to $0.2MM in Q4 2019.  

The increase for the year and the quarter is related to IT expenditures. In Q4 2019 the Company 

outsourced its IT support as well as for support of websites, e-commerce, and social media marketing 

activities. Additionally, the Company invested in an ERP system in late Q4 2019 which incurred 

development and implementation costs throughout fiscal 2020; the expenditures have reduced 

throughout fiscal 2020 as the implementation was largely completed in Q4 2020. 

 

• Facilities expenses for FY2020 totaled $0.7MM, flat to FY2019 while Q4 2020 was essentially $nil 

compared to $0.1MM in Q4 2019. The Q4 year over year decrease is due to the termination of a lease 

the Company had in Q3 2020.  

 

• Consulting and Advisory Fees for FY2020 totaled $0.7MM, a decrease of $1.6MM or 71% from $2.3MM 

in FY2019. For Q4 2020, fees were $0.2MM, a decrease of $0.1MM or -33% compared to $0.3MM in Q4 

2019.  The higher expenditures in FY2019 were due to recruiting and consultancy costs incurred as the 

Company filled strategic positions focused on expanding operations both domestically and globally, as 

well as for public and investor relations pertaining to the RTO in May 2019.  While the recruitment fees 

were more one-time in nature to support growth of operations, the Company has since eliminated a 

number of unnecessary and unproductive consultants and advisors resulting in recurring cost savings.   
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• Professional fees for FY2020 totaled $1.4MM, essentially flat to FY2019. For Q4 2020, fees were 

$0.3MM, flat to Q4 2019.  

 

• Insurance for FY2020 totaled $0.2MM, essentially flat to FY2019. For Q4 2020, insurance expense was 

essentially $nil, a decrease of $0.1MM compared to $0.1MM in Q4 2019.  

 

• Travel and accommodation for FY2020 totaled $0.6MM, a decrease of $0.7MM or -54% from $1.3MM 

incurred in FY2019. For Q4 2020, expenses were essentially $nil, a decrease of $0.2MM or -98% 

compared to $0.2MM in Q4 2019. The decrease is primarily a result of global travel restrictions, while 

decreases were also realized from staff reductions and the establishment of UK and Asia operations. 

 
Share-based payments: 

Share based payment expense of $1.7MM for FY2020 increased $0.5MM or 42% from $1.2MM in FY2019. For Q4 

2020, expense was $1.7MM, an increase of $0.8MM or 89% compared to $0.9MM in Q4 2019. Year over year, the 

increase is due to a full year of expenses (in 2019 options were issued post May RTO) and timing of issuance as a 

majority were issued in Q4 2019. Q4 2020’s increase is an offset to the reduction recognized at the end of Q3 

2020. Management believes that equity based compensation ensures goal congruence between itself and its 

employees and allows those employees to benefit in the appreciation in the value of the company as it achieves 

its growth objectives. To this extent, During Q3 2020, the Company, at the acceptance of its employees, cancelled 

3.055MM of the issued and outstanding options which were priced at $2.25, the purpose of which was to re-issue 

in early Q4 2020. The result of this was an expense recovery in the quarter yielding net share based payments of -

$1.8MM.  On October 22nd, the Company re-issued 2,455,000 of its previously cancelled stock options and issued 

2,345,000 new stock options to executives, directors, and a wider group of employees and contractors at a price 

of $0.50 which resulted in the reversal of the aforementioned recovery from Q3 and the continued expensing at 

the reduced valuation. During Q4 2020, the Company recorded share-based payments of $1.7MM, an increase of 

$0.8MM compared to $0.9MM in Q3 2019.  The increase is an offset to Q3 2020 and is due to the reissuance of 

4,800,000 option agreements on October 23, 2020 following the previously noted cancellation.  

 

Marketing and promotions 

Marketing costs incurred were $4.1MM for FY2020, a decrease of $18.2MM or -82% from $22.3MM in FY2019. 

For Q4 2020, expense was $0.3MM, a decrease of $3.2MM or -92% compared to $3.5MM in Q4 2019. The 

reduction in costs for both the year and quarter is attributed to significant upfront expenditure by the Company in 

2019 utilizing mass market (print and event) marketing programs to create initial brand awareness in the UK 

market where it launched its products in July 2019, and to expand awareness in the core US market supporting 

the expansion of its product lines; fiscal 2020 redirect marketing efforts to the lower cost, more narrowly focused 

social and web-based channels to build on 2019 mass market activities at the product and regional level. 

 

Depreciation and amortization expense 

Depreciation and amortization was $2MM for FY2020, a decrease of $1.5MM or -43% from $3.5MM FY2019. For 

Q4 2020, expense was $0.1MM, a decrease of $0.7MM or -88% compared to $0.8MM in Q4 2019. The decrease is 
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due to the disposal of two properties in Q3 2020 leased by the Company which were classified as right-of-use 

assets under IFRS 16.  

 

Bad debt expense 

Bad debt expense was $0.4MM for FY2020, flat to FY2019. For Q4 2020, expense was $0.1MM, a decrease of 

$0.3MM or -12% compared to $0.4MM in Q4 2019. The reduction in Q4 is a result of collection activities 

throughout 2020, a shift to servicing smaller accounts through wholesalers and distributors, and tighter credit 

terms.  

 

OTHER INCOME 
 

Investment gain 

 

The Company realized an investment gain of $4.4MM in FY2020, an increase of $4.2MM compared to $0.2MM 
FY2019.  The investment gain occurred in Q4 2020 through the sale of its sole investment in Numinus Wellness 
(NUMI). The Company assessed the investment in early Q4 2020 and determined the holding of shares no longer 
aligned to managements strategic objectives. The Company proceeded to sell its shares and begin the conversion 
of warrants in December; the final tranche of warrants (867,900) was sold in January 2021.  

 
OTHER EXPENSES 
 

Interest expense and accretion including forgiveness 

 

The Company incurred interest costs $3.7MM for FY2020, an increase of $2.0MM from $1.7MM in FY2019. For Q4 

2020, interest expense was -$0.8MM, a decrease of $1.4MM compared to $0.6MM in Q4 2019. The increase for 

the year is primarily attributed to accrued interest associated with Series A and B convertible debentures issued 

by the Company in Q4 2019 yielding proceeds of $20MM ($10MM each) and carrying interest at the rate of 8% 

per annum. In Q4 2020, as part of as part a debt for shares transaction, accreted interest on the Series A and B 

convertible debentures totaling $1.5MM was forgiven by the lender and adjusted out of expense at 

extinguishment.  

 

Gain/Loss on Contingent Assets 

 

The Company incurred a loss of $3.8MM for FY2020, an increase of $3.8MM from $nil in FY2019. For Q4 2020, the 

loss was $0.8MM, an increase of $0.8MM from $nil in Q4 2019. The increase for the year is attributed to the 

conversion of an option to purchase the Company held to a long-term receivable. The original option to purchase 

was US$5MM; when the Company came to a mutual termination agreement pertaining to the lease, the option to 

purchase was reduced by US$2.5MM (CA$3.385MM) resulting in a write-down in Q3 2020, converting the 

remainder to a long-term receivable of US$2.5MM (see note 17 of 2020 Consolidated Financial Statements for 

more information).  The increase in Q4 is attributed to the write down of remaining leasehold improvements and 

fixtures associated with the two leases the Company terminated in Q3 2020.  

Inventory Impairment 
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The Company recorded inventory impairments in FY2020 totaling $2.3MM, a decrease of $1.2MM from $3.5MM 

in FY2019. The FY2020 impairment pertains to finished goods acquired with the acquisition of Ignite Distribution 

that the Company deemed non-saleable and intends to dispose of through destruction in 2021.  

 

BALANCE SHEET 

TOTAL ASSETS 
 

Assets of the Company totaled $26.4MM at December 31, 2020, a decrease of $12.3MM compared to assets of 

$38.7MM at December 31, 2019. The decrease resulted from a decrease in cash of -$9.7MM to facilitate 

inventory purchases (+$6.4MM compared to 2019 year end) and day-to-day operations, disposal of two leases 

during the period classified as ROU assets decreasing PPE by -$5.9MM, and elimination of the Company’s option 

to purchase a leased property for $6.2MM (US$5MM) which converted to a long term receivable of $3MM (50% 

of the previous option to purchase) resulting in a net reduction of -$3.2MM.   

 

Cash  

Cash was $5.5MM at December 31, 2020, a decrease of $9.6MM from $15.1MM at December 31, 2019.  The 

decrease in cash is a result of the operational net loss for the year, increased inventory mainly attributable to 

expansion of the product portfolio, and increased vendors payments as indicated by a decrease in accounts 

payable and increase in prepaid expenses. 

 

The Company does not have any unused lines of credit or other arrangements in place to borrow funds and has 

no off-balance sheet arrangements.  The Company does not use hedges or other financial derivatives. 

 

Receivables 

Receivables totaled $1.6MM at December 31, 2020, an increase of $0.1MM from $1.5MM at December 31, 2019. 

The nominal increase is attributable to higher sales in December 2020 compared to prior year. 
 

Inventory 

Inventory totaled $12.5MM at December 31, 2020, an increase of $6.4MM from $6.1MM at December 31, 2019.  

The increase is attributable to purchases, mainly from China, for nicotine vaping devices. The Company 

accelerated purchases for Q1 2021 to meet projected sales demand due to anticipated production and shipment 

delays attributable to the Chinese New Year.  The remaining inventory includes some slower turnover stock 

keeping units (“SKU’s”), mainly CBD products for the brick and mortar retail channels in the US and UK, that were 

purchased in anticipation of stronger year to date sales prior to the economic impacts of COVID-19. The Company 

maintains a provision for slow moving and obsolescent inventory which totaled $3.4MM as of December 31, 2020 

(2019; $3.4MM).  

 

Deposits and prepaid expenses 

Deposits and prepaid expenses totaled $2.5MM at December 31, 2020, an increase of $0.4MM from $2.1MM at 

December 31, 2019.  The increase is attributable to purchases, mainly from China, for nicotine vaping devices. The 
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Company accelerated purchases for Q1 2021 projected sales due to anticipated production and shipment delays 

attributable to the Chinese New Year.    

 

Right-of-use assets (ROU) and Property, plant and equipment, net (PPE) 

ROU and PPE totaled $0.6MM at December 31, 2020, a decrease of $5.9MM from $6.5MM at December 31, 2019.  

Most of the decrease is a result of the Company exiting two leased premises in California during Q3 2020. Both 

premises were considered Right-Of-Use (“ROU”) assets and therefore had an offsetting reduction in lease 

liabilities.  

 

Long term receivable and option to purchase 

Long-term receivables and option to purchase totaled $3MM at December 31, 2020, a decrease of $3.5MM from 

$6.5MM at December 31, 2019.  The decrease is a result of the Company terminating a lease agreement which 

included an option to purchase at US$5MM and converting this to a long term receivable of US$2.5MM 

representing the minimum the Company is contractually entitled to when the underlying property is sold.  

 

TOTAL LIABILITIES 
  

Liabilities of the Company totaled $14.6MM at December 31, 2020, a decrease of $19.2MM compared to 

$33.8MM at December 31, 2019. The decrease is a result of reduced debt (convertible debentures and notes 

payable) which decreased $11.2MM as a result of a share-for-debt transaction between the Company and its CEO 

and Chairman on October 26, 2020 (refer to note 9 in December 31, 2020 Consolidated Financial Statements), and 

decrease lease obligations of $5.7MM as the Company exited two long term leases in Q3 2020. 

 

Debt related instruments 

Debt related instruments include convertible debenture liabilities, long term loans, and notes payable which 

totaled $11.3MM at December 31, 2020, a decrease of $11MM from $22.3MM at December 31, 2019. The 

decrease is a result of a share-for-debt transaction between the Company and its CEO and Chairman on October 

26, 2020 (refer to note 9 in December 31, 2020 Consolidated Financial Statements) in which $20MM in 

convertible debentures (Series A and B debt) were purchased and then immediately convert to equity in the 

Company. Partially offsetting this is additional debt raised by way of convertible debentures in 2020 to facilitate 

the acquisition of Ignite Distribution LLC, and to fund day to day operations and inventory purchases as well as 

proceeds from two Paycheck Protection Program (“PPP”) loans received in Q2 2020 totaling $1.6MM.  

 

Accounts payable and accrued liabilities 

Accounts payable and accrued liabilities totaled $3.3MM at December 31, 2020, a decrease of $2.3MM from 

$5.6MM at December 31, 2019. The decrease is a result of lower trade payables as the Company has significantly 

lowered expenditures. Accrued liabilities also decreased due to lower vacation accruals resulting from headcount 

reductions throughout 2020 to “right size” staffing levels. 
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Lease obligations (short and long term) 

Long and short term lease obligations were essentially $nil at December 31, 2020, a decrease of $5.7MM from 

$5.7MM at December 31, 2019. The decrease is a result of the Company terminating two long term leases in 

California. Both leases were classified as ROU assets and as such were recorded on the balance sheet in PPE and 

lease obligations. The Company has one remaining lease for a nominal amount expiring in November 2021 which 

is classified short term leases at year end. 

 

SHAREHOLDERS EQUITY 
 

Shareholders’ equity totaled $11.8MM at December 31, 2020, an increase of $6.8MM compared to $5MM at 

December 31, 2019. The increase is a result of the share-for-debt transaction by the Company’s CEO and 

Chairman contributing $20MM to share capital, and the accompanying purchase of $5MM in proportionate voting 

shares. Partially offsetting this is the net loss for 2020 recorded in accumulated deficit for $19.4MM.   

 
WORKING CAPITAL 
  

Working capital of the Company defined as current assets less current liabilities totaled $13.5MM at December 

31, 2020, an increase of $2.8MM compared to $10.7MM as at December 31, 2019. The resulting increase is 

attributed to reduction in debt and lease liabilities of the Company. 

 
SUMMARY OF QUARTERLY RESULTS 

 
The following table summarizes information derived from the Company’s financial statements for each of the 

eight most recently completed quarters: 

Quarter Ended Revenues 
Cost of 

goods sold 
Gross profit Net income (loss) 

Net income (loss) 

per share (1) 

 $ $ $ $ $ 

December 31, 2020 10,078,631 5,736,460  4,342,171  3,011,790  0.01  

September 30, 2020 1,729,843 1,238,578  491,265  (5,842,118) (0.02) 

June 30, 2020 3,170,827 2,305,591  865,236  (7,636,004) (0.03) 

March 31, 2020 1,694,658 1,066,191  628,467  (9,061,040) (0.03) 

December 31, 2019 2,673,368 2,722,783  (49,415) (33,626,303) (0.13) 

September 30, 2019 3,388,238 2,571,821  816,417  (13,069,025) (0.12) 

June 30, 2019 2,074,819 1,271,543  803,276  (10,849,606) (0.10) 

March 31, 2019 1,524,658 957,599  567,059  (11,284,865) (0.13) 
 (1) Fully diluted loss per share amounts are not shown as they would be anti-dilutive. 
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The Company has incurred significant operating costs relating to the start-up of its operations over the last eight 

quarters including expenses related to commercial activations, brand development and brand awareness 

initiatives.  During the period ended December 31, 2020, the Company continued to generate revenues from sales 

of various IGNITE branded products and through licensing the use of the IGNITE trade mark. 

 

LIQUIDITY AND CAPITAL RESOURCES 
 

During the period ending December 31, 2020, the Company generated negative cash flow from operation 

activities totaling -$22.9MM, an improvement of $27MM from -$49.9MM for the period ending December 31, 

2019. The negative cash generation in FY2020 is primarily attributed to purchases of inventory (shown in both 

inventory and prepaid expenses), net losses after adjustment for non-cash items totaling -$10.5MM and reduction 

of payables.   

 

The Company’s financial success is reliant on management’s ability to identify and evaluate opportunities to 

expand its business operations which currently includes branding, marketing, licensing, sales and distribution 

across the United States, Canada, Mexico, the United Kingdom, China, South America, the Middle East, Australia, 

Malaysia, and other international jurisdictions.    

RISKS AND UNCERTAINTIES 
 
Please refer to the Company’s December 31, 2020 Consolidated Financial Statements. 

CONTINGENCIES – INDEMNIFICATION OF DIRECTORS AND OFFICERS 
 

Under the terms of the bylaws of the Company, the Company indemnifies its directors and officers against any 

and all damages, liabilities, costs, charges or expenses incurred in the performance of their service to the 

Company to the extent permitted by law.   

RISKS AND UNCERTAINTIES 
 

There are a number of risk factors that could cause future results to differ materially from those described herein. 

The risks and uncertainties described in this Listing Statement are not the only ones the Company may face. 

Additional risks and uncertainties that the Company is unaware of, or that the Company currently deems not to 

be material, may also become important factors that affect the Company. If any such risks actually occur, the 

Company’s business, financial condition or results of operations could be materially adversely affected. If such 

circumstances arise, investors could lose all or part of their investment. 

 

An investment in the Company Shares should be considered highly speculative. The following list of risk factors is 

not a definitive list of all risk factors associated with the Company. Additional risks and uncertainties, including 

those currently known or considered immaterial by the Company may also adversely affect the Company Shares 

and/or the business of the Company. 
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RISKS RELATED TO THE COMPANY’S OPERATIONS 

 
Lack of Availability of Growth Opportunities 

The Company’s business plan includes growth through the Company’s identification of suitable investment, 

acquisition, or partnership opportunities, pursuing such opportunities, consummating investments acquisitions or 

partnerships, and effectively generating returns on such. If the Company is unable to manage its growth 

effectively, its business, operating results, and financial condition could be adversely affected. 

 

Foreign Taxes and Double Taxation 

The Company may invest in companies or directly operate in foreign jurisdictions and may be subject to double 
taxation on its foreign investments and operations, which will reduce the return on investments and the 
profitability, if any, of the Company. 

Conflicts of Interest 

The Company may, in the future, raise further funds through the sale of securities to other companies which may 

be associated with the directors of officers of the Company, and, as such, the directors and officers of the 

Company may increase their ownership and/or control positions in the Company without an equal opportunity to 

participate in such financings being granted to other shareholders. Under certain circumstances, shareholder 

approval of such action may be required. As certain directors and officers are involved with other companies, 

there may be potential conflicts of interest limiting the amount of time managing the affairs of the Company. 

 

Lack of Capital 

Until revenues consistently exceed expenses, the Company will raise the necessary capital through private 
placements and other financing tools. There can be no assurance that management will be successful in raising 
the necessary capital required to fund ongoing activities. 

Strategic Investments or Acquisitions and Joint Ventures may Result in Additional Risks and Uncertainties in the 
Company’s Business 

The Company may grow its business through strategic investments, acquisitions, or joint ventures. When it makes 

strategic investments or acquisitions or enters into joint ventures, the Company expects to face risks and 

uncertainties in combining or integrating the relevant businesses and systems. In addition, future acquisitions or 

joint ventures may involve the issuance of additional Company Shares, which may dilute shareholders' interests in 

the Company. 

 

Although the Company will perform due diligence on any businesses it purchases or makes an investment in, in 

light of the circumstances of each transaction, an unavoidable level of risk remains regarding the actual condition 

of these businesses. The Company may not be able to ascertain the value or understand the potential liabilities of 

the acquired businesses and their operations until it assumes operating control of the assets and operations of 

these businesses or an investment is made. 
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In addition, expansion, acquisitions, or joint ventures may require significant managerial attention, which may be 

diverted from the Company’s other operations. If the Company is unsuccessful in overcoming these risks, its 

business, financial condition, or results of operations could be materially and adversely affected. 

 

Environmental Regulations and Risks  

Through its investments and operations, the Company may be subject to environmental regulation. These 

regulations mandate, among other things, the maintenance of air and water quality standards and land 

reclamation. They also set forth limitations on the generation, transportation, storage, and disposal of solid and 

hazardous waste. Environmental legislation is evolving in a manner that will require stricter standards and 

enforcement, increased fines and penalties for non-compliance, more stringent environmental assessments of 

proposed projects and a heightened degree of responsibility for companies and their officers, directors, and 

employees. There is no assurance that future changes in environmental regulation, if any, will not adversely affect 

the Company’s operations.  

 

Government approvals and permits are currently, and may in the future, be required in connection with the 

Company’s operations. To the extent such approvals are required and not obtained, the Company may be 

curtailed or prohibited from proceeding with the development of its operations as currently proposed.  

 

Failure to comply with applicable laws, regulations and permit requirements may result in enforcement actions 

thereunder, including orders issued by regulator or judicial authorities causing operations to cease or to be 

curtailed and may include corrective measures requiring capital expenditures, installations of additional 

equipment, or remedial actions. The Company may be required to compensate those suffering loss or damage by 

reason of its operations and may have civil or criminal fines or penalties imposed for violations of applicable laws 

and regulations.  

 

Product Liability 

Through its investments and operations, the Company may manufacture, process and/or distribute products 

designed to be ingested by humans, and therefore face an inherent risk of exposure to product liability claims, 

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

manufacture and sale of its branded products involve the risk of injury to consumers due to tampering by 

unauthorized third parties or product contamination. Previously unknown adverse reactions resulting from 

human consumption of the Company’s products alone or in combination with other medications or substances 

could occur. The Company may be subject to various product liability claims, including, among others, that the 

products produced by them caused injury or illness, include inadequate instructions for use or include inadequate 

warnings concerning possible side effects or interactions with other substances. A product liability claim, or 

regulatory action could result in increased costs, could adversely affect the reputation of the Company, and could 

have a material adverse effect on the business, results of operations and financial condition of the Company. 

There can be no assurances that product liability insurance will be obtained or maintained on acceptable terms or 

with adequate coverage against potential liabilities. 
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Product Recalls 

Through its investments and operations, the Company may cultivate, manufacture, and distribute cannabis 

products. Cultivators, manufacturers and distributors of products are sometimes subject to the recall or return of 

their products for a variety of reasons, including product defects, such as contamination, unintended harmful side 

effects or interactions with other substances, packaging safety and inadequate or inaccurate labeling disclosure. If 

any product produced by the Company under these arrangements is recalled due to an alleged product defect or 

for any other reason, the Company could be required to incur the unexpected expense of the recall and any legal 

proceedings that might arise in connection with the recall and may lose a significant amount of sales and may not 

be able to replace those sales at an acceptable margin or at all. Additionally, if any of the products produced by 

the Company were subject to recall, the image of that product and the Company could be harmed. A recall for any 

of the foregoing reasons could lead to decreased demand for products produced by the Company and could have 

a material adverse effect on its results of operations and financial condition. 

 

Risks Inherent in an Agricultural Business 

Cannabis is an agricultural product. There are risks inherent in the cultivation business, such as insects, plant 

diseases and similar agricultural risks. Although the products are usually grown indoors or green houses under 

climate-controlled conditions, with conditions monitored, there can be no assurance that natural elements will 

not have a material adverse effect on the production of the Company’s investees’ or contract partners’ products 

and, consequentially, on the business, financial condition and operating results of the Company. 

 

Reliance on Key Inputs 

The cultivation, extraction and processing of cannabis and derivative products is dependent on several key inputs 

and their related costs including raw materials, electricity, water, and other local utilities. Any significant 

interruption or negative change in the availability or economics of the supply chain for key inputs could materially 

impact the business, financial condition, and operating results of the Company. Some of these inputs may only be 

available from a single supplier or a limited group of suppliers. If a sole source supplier were to go out of business, 

the Company may be unable to find a replacement for such source in a timely manner, or at all. Any inability to 

secure required supplies and services or to do so on appropriate terms could have a materially adverse impact on 

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

 

In addition, cannabis growing operations consume considerable energy, making the Company vulnerable to rising 

energy costs. Rising or volatile energy costs may adversely impact the business of the Company and its ability to 

operate profitably. 

 

Service Providers in the United States 

As a result of any adverse change to the approach in enforcement of United States cannabis laws, adverse 

regulatory or political change, additional scrutiny by regulatory authorities, adverse change in public perception in 

respect of the consumption of marijuana or otherwise, third party service providers to the Company could 

suspend or withdraw their services, which may have a material adverse effect on the Company’s business, 

revenues, operating results, financial condition or prospects. 
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Risk Factors Related to the United States 

Unlike in Canada, which has federal legislation and a framework regarding the cultivation, distribution, sale, and 

possession of medical cannabis under the Cannabis Act, cannabis remains a Schedule I substance under the 

Controlled Substances Act (“CSA”) in the U.S. While numerous states and the District of Columbia have passed 

laws permitting possession and use of marijuana for medical or recreational purposes, it remains illegal on the 

federal level and individuals and businesses engaged in the marijuana industry have ongoing risk of prosecution 

for felony crimes under federal laws. 

 

While in August 2013, as a result of the conflicting views between state and federal government regarding 

cannabis, then Deputy Attorney General, James Cole, authored the Cole Memorandum addressed to all U.S. 

district attorneys, outlining certain priorities for the Department of Justice (“DOJ”) relating to the prosecution of 

cannabis offenses, on January 4, 2018, a memorandum from then U.S. Attorney General Jeff Sessions was issued 

to U.S. district attorneys, effectively rescinding previous guidance from the DOJ specific to cannabis enforcement 

in the U.S., including the Cole Memorandum. U.S. federal prosecutors no longer have guidance relating to the 

exercise of their discretion on prosecuting cannabis related violations of U.S. federal law. Following this decision, 

the Canadian Securities Administrators issued Staff Notice 51-352 on February 8, 2018, explaining that Canadian 

public companies with U.S. Marijuana Related Activities are required to provide additional disclosures. These 

disclosures and additional expectations apply to all issuers with U.S. marijuana‐related activities, including those 

with direct and indirect involvement in the cultivation and distribution of marijuana, as well as issuers that 

provide goods and services to third parties involved in the U.S. marijuana industry. Issuers are expected to provide 

these disclosures in prospectus filings and other required documents, such as their Annual Information Form and 

MD&A. 

 

It is possible that further developments could adversely affect the business, financial condition and results of 

businesses involved in U.S. marijuana‐related activities and in the cannabis industry generally. Such potential 

proceedings could involve significant restrictions being imposed upon the Company or its subsidiaries or 

investees, while diverting the attention of key executives. Such proceedings could have a material adverse effect 

on the Company’s business, revenues, operating results, and financial condition as well as the Company’s 

reputation, even if such proceedings were concluded successfully in favor of Company. It is worth noting that 

current US President, Joe Biden, supports federal decriminalization, and Senate Majority Leader Chuck Schumer 

has indicated that marijuana reform will be a priority for the US Senate in 2021. 

 

U.S. Congress passed appropriations bills for the last 4 years which have not appropriated funds to the DOJ for 

prosecution of cannabis offenses for individuals who are in compliance with state level medical cannabis laws. 

Most recently, U.S. Congress extended the prohibition to September 2019. This prohibition is, however, subject to 

ongoing extension/approval by U.S. Congress and could be rescinded. Courts have interpreted these 

appropriations bills to effectively prevent the federal government from prosecuting individuals when those 

individuals comply with state law. This conduct continues to violate federal law, and U.S. courts have observed 

that should U.S. Congress at any time choose to appropriate funds to fully prosecute under the CSA, any individual 

or business, (despite fully complying with state laws) could be prosecuted for violations of federal law. If U.S. 

Congress ever restores funding, the federal government will have the authority to prosecute individuals for any 

violations of the law which occurred before it lacked funding and that are within the CSA's five‐year statute of 
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limitations. Further, the prohibition on the use of funds relates solely to medical marijuana state laws and does 

not prevent the DOJ from spending funds to prosecute individuals and businesses operating under state 

recreational marijuana laws. 

 

There are currently 36 States and the District of Columbia which have laws broadly legalizing marijuana in some 

form or another, 13 of which have adopted expansive laws legalizing marijuana for recreational use. 

Notwithstanding the permissive regulatory environment of medical cannabis at the state level, cannabis continues 

to be categorized as a controlled substance under the CSA and as such, violates federal law in the U.S. 

 

Violations of any federal regulations and laws could result in administrative sanctions, penalties, fines, criminal 

charges, and convictions which may result in diminished profit, cessation of business activities or divestiture 

losses. These violations can also have a material adverse effect on the Company, including its brand, reputation, 

and ability to conduct business, financial position, ability to raise additional capital, operating results, profitability, 

or liquidity. It is difficult for the Company to estimate the resources and time needed for the investigation of any 

such matters or its final resolution.  

 

Further, because marijuana is illegal under U.S. federal law, investing in cannabis business could be found to 

violate the CSA. As a result, individuals involved with cannabis business, including but not limited to investors and 

lenders, may be indicted under U.S. federal law. Your investment in the Company, and the investment in or 

operation of companies in the cannabis business by the Company, may: (a) expose you personally to criminal 

liability under U.S. federal law, resulting in monetary fines and jail time; and (b) expose any real and personal 

property used in connection with the Company’s business to seizure and forfeiture to the U.S. federal 

governments. The risk of strict enforcement of the CSA remains uncertain. 

 

The Company’s business in the U.S. will currently be limited to the licensing of its brands and the personality of 

Dan Bilzerian for products in the cannabis industry. In order to become a licensee or sub‐licensee, the licensee 

entity must provide the Company with the licenses it has been granted by the state regulatory authorities which 

permit it to carry on the sale of cannabis products. On a go‐forward basis, the licensee entity is also required to 

maintain the licenses in good standing, or the Company shall have the right to cancel the licensing arrangement. 

On this basis, management is of the view that the Company’s business interests in the United States will adhere to 

the principles of the Cole Memorandum. 

 

Risks Related to Other Laws and Regulations 

The industry in which the Company will operate may subject the Company to compliance with a myriad of other 

federal, state, provincial and local laws and regulations, which could include, among others, laws and regulations 

relating to cannabis, personally identifiable information, wage and hour restrictions, health and safety matters, 

consumer protection and environmental matters. The Company’s business objectives are contingent upon, in 

part, compliance with regulatory requirements enacted by these governmental authorities and obtaining all 

regulatory approvals, where necessary, for the sale of its products. The Company cannot predict the time required 

to secure all appropriate regulatory approvals for its products. Compliance with such laws and regulations may be 

costly and a failure to comply with such laws and regulations could result in fines, penalties, litigation, and other 

liability that could materially adversely affect the Company. 
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The Company’s business and products are and will continue to be regulated as applicable laws continue to change 

and develop. Regulatory compliance and the process of obtaining regulatory approvals can be costly and 

time‐consuming. Further, the Company cannot predict what kind of regulatory requirements its business will be 

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

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

operations and financial condition of the Company. 

 

Furthermore, although the operations of Ignite Canada are currently carried out in accordance with all applicable 

rules and regulations (except as disclosed in this Listing Statement with respect to investments in entities with 

cannabis activities in the United States), no assurance can be given that new rules and regulations will not be 

enacted or that existing rules and regulations will not be applied in a manner which could limit or curtail the 

Company’s ability to conduct its business. Amendments to current laws and regulations governing the 

importation, distribution, transportation and/or production of medical marijuana, or more stringent 

implementation thereof could have a substantial adverse impact on the Company. Local, state, provincial and 

federal laws and enforcement policies concerning marijuana‐related conduct are changing rapidly and will 

continue to do so for the foreseeable future. Changes in applicable law are unpredictable and could have a 

material adverse effect on the Company. Changes in applicable laws or regulations could significantly diminish the 

Company’s prospects. The Company has little or no control over potential changes to laws or regulations that may 

affect its business. 

 

Additionally, governmental regulations affect taxes and levies, healthcare costs, energy usage and labor issues, all 

of which may have a direct or indirect effect on the Company’s business and its customers or suppliers. Changes 

in these laws or regulations, or the introduction of new laws or regulations, could increase the costs of doing 

business for the Company, or its customers or suppliers, or restrict the Company’s actions, causing the Company 

to be materially adversely affected. 

 

Anti‐Money Laundering Laws and Regulations 

The Company will be subject to a variety of laws and regulations domestically and in the United States that 

involve money laundering, financial recordkeeping and proceeds of crime, including the Bank Secrecy Act, as 

amended by Title III of the Uniting and Strengthening America by Providing Appropriate Tools Required to 

Intercept and Obstruct Terrorism Act of 2001 (USA PATRIOT Act), Sections 1956 and 1957 of U.S.C. Title 18 (the 

Money Laundering Control Act), the Proceeds of Crime (Money Laundering) and Terrorist Financing Act (Canada), 

as amended and the rules and regulations thereunder, the Criminal Code (Canada) and any related or similar 

rules, regulations or guidelines, issued, administered or enforced by governmental authorities in the United States 

and Canada. 

 

Banks often refuse to provide banking services to businesses involved in the marijuana industry due to the 

present state of the laws and regulations governing financial institutions in the United States. The lack of banking 

and financial services presents unique and significant challenges to businesses in the marijuana industry. The 

potential lack of a secure place in which to deposit and store cash, the inability to pay creditors through the 

issuance of checks and the inability to secure traditional forms of operational financing, such as lines of credit, are 

some of the many challenges presented by the unavailability of traditional banking and financial services. 
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However, in March 2021, the SAFE Banking Act, a bill that would help cannabis businesses access banks, was 

reintroduced into both chambers of the US Congress. 

 

The FinCEN guidance provides instructions to banks seeking to provide services to cannabis‐related businesses. 

The FinCEN guidance states that in some circumstances, it is permissible for banks to provide services to 

cannabis‐related businesses without risking prosecution for violation of federal money laundering laws. It refers 

to supplementary guidance relating to the prosecution of money laundering offenses predicated on cannabis‐ 

related violations of the CSA. While the FinCEN guidance has not been rescinded by the DOJ at this time, it 

remains unclear whether the current administration will follow its guidelines. Overall, the DOJ continues to have 

the right and power to prosecute crimes committed by banks and financial institutions, such as money laundering 

and violations of the Bank Secrecy Act, that occur in any state, including in states that have legalized the 

applicable conduct and the DOJ’s current enforcement priorities could change for any number of reasons, 

including a change in the opinions of the President of the United States or the United States Attorney General. A 

change in the DOJ’s enforcement priorities could result in the DOJ prosecuting banks and financial institutions for 

crimes that previously were not prosecuted. 

 

In the event that any of the Company’s operations, or any proceeds thereof, any dividends or distributions 

therefrom, or any profits or revenues accruing from such operations in the United States were found to be in 

violation of money laundering legislation or otherwise, such transactions may be viewed as proceeds of crime 

under one or more of the statutes noted above or any other applicable legislation. This could restrict or otherwise 

jeopardize the ability of the Company to declare or pay dividends, effect other distributions, or subsequently 

repatriate such funds back to Canada. Furthermore, in the event that a determination was made that the 

Company’s proceeds from operations (or any future operations or investments in the United States) could 

reasonably be shown to constitute proceeds of crime, the Company may decide or be required to suspend 

declaring or paying dividends without advance notice and for an indefinite period of time. 

 

Change in Laws, Regulations and Guidelines 

The Company’s operations will be subject to various laws, regulations and guidelines relating to the manufacture, 

management, transportation, storage and disposal of medical marijuana, as well as being subject to laws and 

regulations relating to health and safety, the conduct of operations and the protection of the environment. 

 

On June 21, 2018, the Cannabis Act received Royal Assent and came into force on October 17, 2018. The ACMPR 

will continue to operate in tandem with the recreational regime and will be re-evaluated within five years of the 

Cannabis Act coming into force. The governments of every Canadian province and territory have implemented 

different regulatory regimes for the distribution, sale and use of recreational cannabis within those jurisdictions. 

For example, Quebec, Manitoba, New Brunswick, Nova Scotia, Prince Edward Island, and the Northwest 

Territories have chosen the government regulated model for distribution, whereas Saskatchewan and 

Newfoundland & Labrador have opted for a private sector approach. Alberta, British Columbia, and Ontario are 

pursuing a hybrid approach of public and private sale and distribution. See Section 3.3 – Trends, Commitments, 

Events or Uncertainties – Canada – Provincial and Territorial Regulatory Framework. 

 

As the federal and provincial governments adjust to the new legal recreational-use cannabis environment, they 

may implement changes to their regulatory schemes and guidelines. For instance, while Ontario had previously 
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committed to a government-regulated model for distribution, it subsequently enacted the Cannabis License Act, 

2018, which creates a licensing scheme for private cannabis retail stores, licenses for which were awarded via a 

lottery. There can be no assurance as to what changes to regulatory schemes and guidelines that the federal or 

provincial governments may enact, or the effect of any such changes on the Company’s business and results of 

operations.  

 

Risks Related to the Licensing Process 

The recreational and medical marijuana rules are constantly changing throughout the global cannabis industry. As 

a result, consumers and producer rights are in limbo. The future business partnerships and licensee agreements 

that the Company may make may be subject to receiving regulatory certification or accreditation through Health 

Canada, U.S. laws, or any other applicable regulatory authority. Any failure of the Company or any of its 

subsidiaries or investees to maintain a license or any failure to comply with the requirements of a license would 

have a material adverse impact on the business, financial condition and operating results of the Company and 

could lead to a significant decline in the value of its securities. 

 

Unfavourable Publicity or Consumer Perception 

Management of the Company believe that the recreational and medical marijuana industry is highly dependent 

upon consumer perception regarding the safety, efficacy and quality of the marijuana produced. Consumer 

perception of the Company’s proposed products may be significantly influenced by scientific research or findings, 

regulatory investigations, litigation, media attention and other publicity regarding the consumption of marijuana 

products. 

 

There can be no assurance that future scientific research, findings, regulatory proceedings, litigation, media 

attention or other research findings or publicity will be favourable to the recreational and medical marijuana 

markets or any particular product, or consistent with earlier publicity. The Company’s dependence upon 

consumer perceptions means that future research reports, findings, regulatory proceedings, litigation, media 

attention or other publicity that are perceived as less favourable than, or that question, earlier research reports, 

findings or publicity could have a material adverse effect on the demand for the Company’s proposed products 

and the business, results of operations, financial condition and cash flows of the Company. Further, adverse 

publicity reports or other media attention regarding the safety, efficacy and quality of marijuana in general, or the 

Company’s proposed products specifically, or associating the consumption of marijuana with illness or other 

negative effects or events, could have such a material adverse effect. Such adverse publicity reports or other 

media attention could arise even if the adverse effects associated with such products resulted from consumers’ 

failure to consume such products appropriately or as directed. 

 

Liability, Enforcement Complaints, etc. 

The Company’s participation (and Ignite Canada’s and Ignite US’s prior participation) in the marijuana industry 

may lead to litigation, formal or informal complaints, enforcement actions, and inquiries by various federal, 

provincial, state, or local governmental authorities. Litigation, complaints, and enforcement actions could 

consume considerable amounts of financial and other corporate resources, which could have an adverse effect on 

the Company’s future cash flows, earnings, results of operations and financial condition. 
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The Company’s Contracts May be Unenforceable 

As the CSA currently prohibits the production, processing and use of marijuana, contracts with third parties 

(customers, suppliers, vendors, landlords, etc.) pertaining to the production, processing, or selling of 

marijuana‐related products, including any leases for real property, may be unenforceable. In addition, if the U.S. 

federal government begins strict enforcement of the CSA, any property (personal or real) used in connection with 

a marijuana‐related business may be seized by and forfeited to the federal government. In this case, the 

Company’s inability to enforce contracts, including its sub‐licensing contracts, or any loss of business property 

(whether the Company’s or its vendors’) will have a material adverse effect on the Company. 

 

The Company May not be Able to Obtain or Maintain a Bank Account 

Because producing, manufacturing, processing, possessing, distributing, selling, and using marijuana is a crime 

under the CSA, most banks and other financial institutions are unwilling to provide banking services to marijuana 

businesses due to concerns about criminal liability under the CSA as well as concerns related to federal money 

laundering rules in the United States. Though guidelines issued in past years allow financial institutions to provide 

bank accounts to certain cannabis businesses, few banks have taken advantage of those guidelines and many 

cannabis businesses still operate on an all‐cash basis. Operating on an all‐cash or predominantly‐cash basis would 

make it difficult for the Company to manage its business, pay its employees and pay its taxes, and may create 

serious safety issues for the Company, its employees and its service providers. Although Ignite Canada currently 

has several bank accounts, the Company’s inability to maintain these bank accounts, or obtain and maintain other 

bank accounts after the Business Combination, could have a material adverse effect on the Company. 

 

The Marijuana Industry Faces Significant Opposition 

It is believed by many that large well‐funded businesses may have strong economic opposition to the marijuana 

industry. The pharmaceutical industry is well funded with a strong and experienced lobby that eclipses the 

funding of the marijuana industry. Any inroads the pharmaceutical industry could make in halting or impeding the 

marijuana industry could have a material adverse effect on the Company. 

 

The Protections of Bankruptcy Law may be Unavailable in the U.S. 

As discussed above, the use of marijuana is illegal under U.S. federal law. Therefore, it may be argued that the 

U.S. federal bankruptcy courts cannot provide relief for parties who engage in marijuana or marijuana‐related 

businesses. Recent U.S. bankruptcy court rulings have denied bankruptcies for dispensaries upon the justification 

that businesses cannot violate U.S. federal law and then claim the benefits of U.S. federal bankruptcy for the same 

activity. The Company may not be able to seek the protection of the bankruptcy courts in the U.S. for the equal 

protection of creditors or debtor‐in‐possession financing or obtain credit from U.S. federal‐chartered financial 

institutions. 

 

Risks Related to Intellectual Property Protection 

The Company will not be able to register any U.S. federal trademarks for its cannabis products. Because 

producing, manufacturing, processing, possessing, distributing, selling, and using cannabis is illegal under the CSA, 
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the United States Patent and Trademark Office will not permit the registration of any trademark that identifies 

cannabis products. As a result, the Company may be unable to protect its cannabis product trademarks beyond 

the geographic areas in which it conducts business. The use of the Company’s trademarks by one or more other 

persons could have a material adverse effect on the value of such trademarks. 

 

Heightened Scrutiny by Canadian Authorities 

For the reasons set forth above, the business, operations and investments of the Company may become the 

subject of heightened scrutiny by regulators, stock exchanges and other authorities in Canada. As a result, the 

Company may be subject to significant direct and indirect interaction with public officials. There can be no 

assurance that this heightened scrutiny will not in turn lead to the imposition of certain restrictions on the 

Company’s ability to invest or hold interests in other entities in the U.S. or any other jurisdiction, in addition to 

those described herein. 

 

On February 8, 2018, the Canadian Securities Administrators published Staff Notice 51-352 describing the 

Canadian Securities Administrators’ disclosure expectations for specific risks facing issuers with cannabis-related 

activities in the U.S. Staff Notice 51-352 confirms that a disclosure-based approach remains appropriate for 

issuers with U.S. cannabis-related activities. Staff Notice 51-352 includes additional disclosure expectations that 

apply to all issuers with U.S. cannabis-related activities, including those with direct and indirect involvement in the 

cultivation and distribution of cannabis, as well as issuers that provide goods and services to third parties involved 

in the U.S. cannabis industry. 

 

Constraints on Marketing Products 

The development of the Company’s business and operating results may be hindered by applicable restrictions on 

sales and marketing activities imposed by government regulatory bodies. The regulatory environment in the 

United States limits the Company’s ability to compete for market share in a manner similar to other industries. If 

the Company is unable to effectively market its products and compete for market share, or if the costs of 

compliance with government legislation and regulation cannot be absorbed through increased selling prices for its 

products, the Company’s sales and operating results could be adversely affected. 

 

SECURITIES LAW AND TAXATION RISKS 

 
Risks Related to Potential Changes to Determining Foreign Private Issuer Status in the United States 

The transactions contemplated by the Business Combination were structured so that the Company would be a 

Foreign Private Issuer as defined in Rule 405 under the U.S. Securities Act and Rule 3b-4 under the U.S. Exchange 

Act, following completion of the Business Combination. The term “Foreign Private Issuer” is defined as any non-

U.S. corporation, other than a foreign government, except any issuer meeting the following conditions:  

 

(a) more than 50 percent of the outstanding voting securities of such issuer are, directly or indirectly, held 

on record by residents of the United States; and  

(b) any one of the following:  

(i) the majority of the executive officers or directors are United States citizens or residents, or  
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(ii) more than 50 percent of the assets of the issuer are located in the United States, or  

(ii) the business of the issuer is administered principally in the United States. 

  
The term ‘held of record’ is defined by Rule 12g5-1 under the U.S. Exchange Act. Generally speaking, the holder 

identified on the record of security holders is considered as the record holder.  

 

In December 2016, the SEC issued a Compliance and Disclosure Interpretation to clarify that issuers with multiple 

classes of voting stock carrying different voting rights may, for the purposes of calculating compliance with this 

threshold, examine either (i) the combined voting power of its share classes or (ii) the number of voting securities, 

in each case held of record by U.S. residents. Based on this interpretation, each issued and outstanding 

Subordinate Voting Share and each issued and outstanding Proportionate Voting Share is counted as one voting 

security for the purposes of determining the 50 percent U.S. resident threshold and the Company is expected to 

be a Foreign Private Issuer upon completion of the Business Combination.  

 

Should the SEC’s guidance and interpretation change, it is likely the Company will lose its Foreign Private Issuer 

status. 

 

Risks Related to the Company’s Loss of Foreign Private Issuer Status in the United States 

The Company is expected to be a Foreign Private Issuer. If, as of the last business day of the Company’s second 

fiscal quarter for any year, more than 50% of the Company’s outstanding voting securities (as determined under 

Rule 405) are directly or indirectly held of record by residents of the United States, and (i) the majority of the 

Company’s executive officers or directors are United States citizens or residents, or (ii) more than 50 percent of 

the assets of the Company are located in the United States, or (iii) the business of the Company is administered 

principally in the United States, then the Company will no longer meet the definition of a Foreign Private Issuer, 

which may have adverse consequences on the Company’s ability to raise capital in private placements or 

Canadian prospectus offerings. In addition, the loss of the Company’s Foreign Private Issuer status may likely 

result in increased reporting requirements and increased audit, legal and administration costs. These increased 

costs may significantly affect the Company’s business, financial condition, and results of operations. 

 

U.S. Domestic Corporation for U.S. Federal Income Tax Purposes 

As a result of the Business Combination, the Company will be treated as a U.S. domestic corporation for U.S. 

federal income tax purposes under Section 7874(b) of the Code. As a result, the Company will be subject to U.S. 

income tax on its worldwide income and that any dividends paid by the Company to Non-U.S. Holders will be 

subject to U.S. federal income tax withholding at a 30% rate or such lower rate as provided in an applicable treaty. 

The Company will continue to be treated as a U.S. domestic corporation for U.S. federal tax purposes.  

 

Dividends received by U.S. Holders will not be subject to U.S. withholding tax but will be subject to Canadian 

withholding tax. Dividends paid by the Company will be characterized as U.S. source income for purposes of the 

foreign tax credit rules under the Code. Accordingly, U.S. Holders generally will not be able to claim a credit for 

any Canadian tax withheld unless, depending on the circumstances, they have an excess foreign tax credit 

limitation due to other foreign source income that is subject to a low or zero rate of foreign tax. 

 



IGNITE INTERNATIONAL BRANDS, LTD. 
MANAGEMENT DISCUSSION AND ANALYSIS 
For the year ended December 31, 2020  
    
 

27 
 

In addition, Section 382 of the Code contains rules that limit for U.S. federal income tax purposes the ability of a 

corporation that undergoes an “ownership change” to utilize its net operating losses (and certain other tax 

attributes) existing as of the date of such ownership change. Under these rules, a corporation is treated as having 

had an “ownership change” if there is more than a 50% increase in stock ownership by one or more “five percent 

shareholders,” within the meaning of Section 382 of the Code, during a rolling three-year period.  

 

Furthermore, the Company will be subject to Canadian income tax on its worldwide income. Consequently, it is 

anticipated that the Company will be liable for both U.S. and Canadian income tax, which could have a material 

adverse effect on its financial condition and results of operations.  

 

Because the Company Shares are treated as shares of a U.S. domestic corporation, the U.S. gift, estate, and 

generation-skipping transfer tax rules generally apply to a Non-U.S. Holder of the Company Shares. 

 

OTHER BUSINESS AND OPERATING RISKS 

 
Limited Operating History 

The Company is subject to many of the risks common to early‐stage enterprises operating in a competitive 

industry, including under‐capitalization, cash shortages, limitations with respect to personnel, financial, and other 

resources, and lack of revenues. There is no assurance that the Company will be successful in achieving its 

anticipated investment objectives or operate profitably. The Company’s business must be considered in light of 

the risks, expenses, and problems frequently encountered by companies in their early stages of development. 

Specifically, such risks may include, among others: 

 

• the Company’s inability to fund operations from unpredictable cash flows; 

• the Company’s failure to anticipate and adapt to developing markets; 

• the Company’s inability to attract, retain and motivate qualified personnel; and 

• the Company’s failure to operate profitably in a competitive industry. 

 

There can be no assurance that the Company will be successful in addressing these risks. To the extent it is 

unsuccessful in addressing these risks, the Company may be materially and adversely affected. There can be no 

assurance that the Company will ever achieve or sustain profitability. 

 

History of Losses 

The Company has incurred losses in recent periods. The Company may not be able to achieve or maintain 

profitability and may continue to incur significant losses in the future. The Company expects to maintain the 

reduced operating expenses it achieved in Q4 2020 and only increase as it based on achievement of revenue 

growth objectives. Increase will be tied to new initiatives to continue to grow its new business that meet 

managements return on investment criteria. If the Company’s revenues do not increase to offset these expected 

increases in costs and operating expenses, it will not be profitable. 
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Reliance on Management and Key Personnel 

The Company’s success substantially depends on the skills, talents, abilities, and services of its executive 

management team. The contributions of the existing management team to the immediate and near-term 

operations of the Company are likely to be of central importance. Should one or more of these individuals 

become incapacitated, leave the employment of the Company or in some other way cease to participate 

sufficiently in the management and operation of the Company, its business could be materially adversely affected. 

The Company’s inability to attract and retain qualified management personnel, could affect its ability to manage 

its business and could materially adversely affect its business, financial condition, cash flows, and results of 

operations. The Company’s financial position, liquidity and results of operations depend on the executive 

management team’s ability to execute its business strategy. Management’s inability or failure to execute any 

element of the Company’s business strategy could materially adversely affect the Company’s financial position 

and results of operation. 

 

The Company also relies heavily on key personnel and this future success depends on having the key people on 

board. In the unlikely event of a dramatic change in condition to Dan Bilzerian and his personal brand (popularity, 

health, illness, incarceration, death, dismemberment) this would have a material adverse effect on the Company’s 

ability to execute its business strategy and its results of operations and financial condition may be materially 

adversely affected. The Company does not have key personnel insurance, nor does it expect to obtain such 

insurance in the near future. The loss of the services of such key personnel may have a material adverse effect on 

the Company business, financial condition, results of operations and prospects. In addition, there can be no 

assurance that the Company will be able to continue to attract and retain all personnel necessary for the 

development and operation of its business. 

 

Officers and Directors Exercise Significant Control 

As of the filing date, the officers and directors of the Company will own approximately 150,964,000 of the issued 

and outstanding Subordinate Voting Shares (assuming the conversion of the Proportionate Voting Shares to 

Subordinate Voting Shares at the Conversion Ratio), and are expected to control approximately 59% of the votes 

of the Company pursuant to their ownership. The Company’s shareholders nominate and elect the Board, which 

generally has the ability to control the acquisition or disposition of the Company’s assets, and the future issuance 

of its securities. Accordingly, for any matters with respect to which a majority vote of the Company Shares may be 

required by law, the Company’s directors and officers may have the ability to control such matters. Because the 

directors and officers will exercise a significant amount of voting power in the Company, investors may find it 

difficult or impossible to replace the Company’s directors if they disagree with the way the Company’s business is 

being operated. 

 

Operating Risks and Insurance Coverage 

The Company will be affected by a number of operational risks and it may not be adequately insured for certain 

risks, including: labour disputes; catastrophic accidents; fires; blockades or other acts of social activism; changes in 

the regulatory environment; impact of non‐compliance with laws and regulations; and natural phenomena, such 

as inclement weather conditions, floods, earthquakes and ground movements. There is no assurance that the 

foregoing risks and hazards will not result in damage to, or destruction of, the Company’s assets, personal injury 
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or death, environmental damage, adverse impacts on the Company’s operations, costs, monetary losses, potential 

legal liability and adverse governmental action, any of which could have an adverse impact on the Company’s 

future cash flows, earnings and financial condition. Also, the Company may be subject to or affected by liability or 

sustain loss for certain risks and hazards against which the Company cannot insure or which it may elect not to 

insure because of the cost. This lack of insurance coverage could have an adverse impact on the Company’s future 

cash flows, earnings, results of operations and financial condition. 

 

Insurance that is otherwise readily available, such as workers compensation, general liability, and directors and 

officers insurance, is more difficult for the Company to find, and more expensive, because it is in the cannabis 

industry. There are no guarantees that the Company will be able to find such insurance in the future, or that the 

cost will be affordable. If the Company is forced to go without such insurance, it may prevent the Company from 

entering into certain business sectors, may inhibit its growth, may expose the Company to additional risk and 

financial liabilities and could have a material adverse effect. 

 

Risks Related to the New License Agreements 

The Company’s success is expected to be dependent substantially on its ability to realize the benefits from the 

New License Agreements. Failure to comply with the terms of the New License Agreements, or an early 

termination or cancellation of the New License Agreements for any reason, would have a material adverse effect 

on the Company’s ability to execute its business strategy and its results of operations and financial condition may 

be materially adversely affected. 

 

The Company’s Websites are Accessible in Jurisdictions where Medical or Recreational Use of Marijuana is not 
Permitted and, as a Result the Company may be Found to be Violating the Laws of those Jurisdictions 

The Company’s websites, which advertise its products for use in connection with marijuana, are visible in 

jurisdictions where the medical and recreational use of marijuana is unlawful. As a result, the Company may face 

legal action brought against it by such jurisdictions for engaging in an activity illegal in that jurisdiction. Such an 

action could have a material adverse effect on the Company. 

 

Currency Fluctuations 

Due to the Company’s operations in the United States, and its intention to continue future operations outside 

Canada, the Company may be exposed to significant currency fluctuations. All or substantially all of the 

Company’s financings will be raised in Canadian dollars, but a substantial portion of the Company’s operating 

expenses are incurred in US dollars. There is no expectation that the Company will put any currency hedging 

arrangements in place. Fluctuations in the exchange rate between the US dollar and the Canadian dollar may have 

a material adverse effect on the Company’s business, financial condition, and operating results. The Company 

may, in the future, establish a program to hedge a portion of its foreign currency exposure with the objective of 

minimizing the impact of adverse foreign currency exchange movements. However, even if the Company develops 

a hedging program, there can be no assurance that it will effectively mitigate currency risks. 
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European Anti-Money Laundering Laws and Regulation 

European laws, regulations and their enforcement, particularly those pertaining to anti-money laundering, 

relating to making and/or holding investments in cannabis-related practices or activities are in flux and vary 

dramatically from jurisdiction to jurisdiction across Europe (including without limitation, the United Kingdom). The 

enforcement of these laws and regulations and their effect on the Company’s shareholders are uncertain and 

involve considerable risk. In the event that any of the Company’s operations, or any proceeds thereof, any 

dividends or distributions therefrom, or any profits or revenues accruing from such operations are found to be in 

violation of such laws or regulations, such transactions (including holding of Company Shares) could expose any 

shareholder(s) in that jurisdiction to potential prosecution and/or criminal and civil sanction. 

 

Risks Associated with Acquisitions 

As part of its overall business strategy, the Company may pursue select strategic acquisitions, which would 

provide additional product offerings, vertical integrations, additional industry expertise and a stronger industry 

presence in both existing and new jurisdictions. Future acquisitions may expose it to potential risks, including risks 

associated with: (a) the integration of new operations, services and personnel; (b) unforeseen or hidden liabilities; 

(c) the diversion of resources from the existing business and technology; (d) potential inability to generate 

sufficient revenue to offset new costs; (e) the expenses of acquisitions; or (f) the potential loss of or harm to 

relationships with both employees and existing users resulting from its integration of new businesses. In addition, 

any proposed acquisitions may be subject to regulatory approval. 

 

The Company Will Be an Entrant Engaging in a New Industry 

The marijuana industry is fairly new. There can be no assurance that an active and liquid market for shares of the 

Company will develop and shareholders may find it difficult to resell their shares. Accordingly, no assurance can 

be given that the Company will be successful in the long term. 

 

Dependence on Suppliers and Skilled Labour 

The ability of the Company to compete and grow will be dependent on it having access, at a reasonable cost and 

in a timely manner, to skilled labour, equipment, parts, and components. No assurances can be given that the 

Company will be successful in maintaining its required supply of skilled labour, equipment, parts, and 

components. This could have an adverse effect on the financial results of the Company. 

 

Difficulty to Forecast 

The Company must rely largely on its own market research to forecast sales as detailed forecasts are not generally 

obtainable from other sources at this early stage of the recreational cannabis industry in Canada and the U.S. A 

failure in the demand for its products to materialize as a result of competition, technological change or other 

factors could have a material adverse effect on the business, results of operations and financial condition of the 

Company. 
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Failure to Manage Growth Effectively 

The rapid execution necessary for the Company to successfully implement its business strategy requires an 

effective planning and management process. The Company anticipates significant growth and will be required to 

continually improve its financial and management controls, reporting systems and procedures on a timely basis, 

and to expand, train and manage its personnel. There can be no assurance that the Company’s procedures or 

controls will be adequate to support operations. If the Company is unable to manage growth effectively, it could 

suffer a material adverse effect. 

 

Internal Controls 

Effective internal controls are necessary for the Company to provide reliable financial reports and to help prevent 

fraud. Although the Company will undertake a number of procedures and will implement a number of safeguards, 

in each case, in order to help ensure the reliability of its financial reports, including those imposed on the 

Company under Canadian securities law, the Company cannot be certain that such measures will ensure that the 

Company will maintain adequate control over financial processes and reporting. Failure to implement required 

new or improved controls, or difficulties encountered in their implementation, could harm the Company’s results 

of operations, or cause it to fail to meet its reporting obligations. If the Company or its auditors discover a 

material weakness, the disclosure of that fact, even if quickly remedied, could reduce the market’s confidence in 

the Company’s consolidated financial statements and materially adversely affect the trading price of the 

Subordinate Voting Shares. 

 

Liquidity 

The Company cannot predict at what prices the Subordinate Voting Shares will trade. The price of the Subordinate 

Voting Shares may fluctuate significantly due to the market’s reaction general market and economic conditions. 

There is a significant liquidity risk associated with an investment in the Company. There can be no assurance that 

an active and liquid market for the Subordinate Voting Shares will be maintained and an investor may find it 

difficult to resell any securities of the Company. 

 

Additional Financing 

The Company’s ability to implement its business plan may depend on its ability to obtain additional financing. The 

Company cannot provide assurance that it will be able to secure additional financing on terms favorable to the 

Company or at all. If adequate funds are not available on acceptable terms, the Company’s ability to continue and 

grow its businesses would be dependent on the cash flow, if any, from its operations, which may not be sufficient. 

If additional funds are raised through the issuance of shares, the percentage ownership of then‐current 

shareholders may be reduced, such holders may experience additional dilution and such new securities may have 

rights, preferences or privileges senior to those of the Company’s previously issued shares. 

 

Litigation 

The Company may become party to litigation from time to time in the ordinary course of business which could 

adversely affect its business. Should any litigation in which the Company becomes involved be determined against 

the Company, such a decision could adversely affect the Company’s ability to continue operating and the market 
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price for Subordinate Voting Shares and could use significant resources. Even if the Company is involved in 

litigation and wins, litigation can redirect significant resources. 

 

Asset Location and Legal Proceedings 

Many of the Company’s assets and investments will be located outside of Canada and many of its officers and 

directors will be resident outside of Canada and their assets are outside of Canada. Serving process on the 

directors and officers may prove to be difficult or excessively time consuming. Additionally, it may be difficult to 

enforce a judgment obtained in Canada against the Company, its subsidiaries and any directors and officers 

residing outside of Canada. 

 

Legislative or Regulatory Reform 

The Company’s operations will be subject to a variety of laws, regulations, guidelines and policies relating to the 

manufacture, import, export, management, packaging/labeling, advertising, sale, transportation, storage and 

disposal of medical marijuana but also including laws and regulations relating to drugs, controlled substances, 

health and safety, the conduct of operations and the protection of the environment. Due to matters beyond the 

control of the Company, these laws, regulations, guidelines, and policies may cause adverse effects to its 

operations. 

 

The commercial marijuana industry is a new industry and the Company anticipates that such regulations will be 

subject to change as the governments monitor licensed producers in action. 

 

Competition 

The Company has numerous competitors throughout Canada and the United States utilizing a substantially similar 

business model. Excessive competition may impact sales and may cause the Company to reduce prices of its 

products. Any material reduction in prices could have a material adverse effect on the Company. The Company 

will be operating in a highly competitive industry where it may compete with numerous other companies in the 

cannabis industry, some of which may have far greater resources, more experience, and more qualified personnel 

than it does. There can be no assurance that the Company will be able to successfully compete against these 

other entities. To remain competitive, the Company will require a continued high level of investment in research 

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

maintain research and development, marketing, sales, and client support efforts on a competitive basis which 

could materially and adversely affect the Company’s business, financial condition, and results of operations. 

 

The legal cannabis industry is relatively new, and it is highly competitive and regulated and is evolving at a fast 

pace. New risks may emerge to the new industry and the Company may not be able to predict all risks or be able 

to predict the outcome of certain events will affect the actual results of statements contained in any 

forward‐looking statements. The Company may incur reoccurring costs and obligations related to regulatory 

compliance in jurisdictions which it operates. Failure to comply with these regulations may result in penalties, 

restrictions of operations and potentially additional costs for corrective measures. Further, changes in regulations, 

more vigorous enforcement of regulations or other unanticipated events could require increased compliance 
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costs, or extensive changes to operations, which may give rise to material liabilities, and could have a material 

adverse effect on the Company and its business. 

 

The Company expects to face additional competition from new entrants. To remain competitive, the Company will 

require a continued high level of investment in research and development, marketing, sales, and client support. 

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

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

condition, and results of operations. 

 

External Factors 

The Company’s business strategy includes operating in the cannabis industry. The success of this strategy is 

subject to numerous external factors, such as the Company’s ability to attract, train and retain qualified 

personnel, the ability to access capital, the ability to obtain required permits and licenses, the prevailing laws and 

regulatory environment of each jurisdiction in which the Company may operate, which are subject to change at 

any time, the degree of competition within the industries and markets in which the Company operates and its 

effect on the Company’s ability to retain existing and attract new customers. Some of these factors are beyond 

the Company’s control. 

 

Changes in Industry Standards 

The industry in which the Company operates could be subject to rapid changes, including, among others, changes 

in consumer requirements and preferences. There can be no assurance that the demand for any products or 

services offered by the Company will continue, or that the mix of the Company’s future product and service 

offerings will satisfy evolving consumer preferences. The success of the Company will be dependent upon its 

ability to develop, introduce and market products and services that respond to such changes in a timely fashion. 

Consumer preferences change from time to time and can be affected by a number of different and unexpected 

trends. The Company’s failure to anticipate, identify or react quickly to these changes and trends, and to 

introduce new and improved products on a timely basis, could result in reduced demand for the Company’s 

products, which would in turn cause the Company’s revenues and profitability to suffer. 

 

Dependence on Technology 

The Company relies on information technology systems. All of these systems are dependent upon computer and 

telecommunications equipment, software systems and Internet access. The temporary or permanent loss of any 

component of these systems through hardware failures, software errors, the vulnerability of the Internet, 

operating malfunctions or otherwise could interrupt the Company’s business operations and materially adversely 

affect the Company. 

 

U.S. Shareholders 

Major securities clearing firms in the United States have ceased participating in transactions related to securities 

of Canadian public companies involved in the cannabis industry. This appears to be due to the fact that marijuana 

continues to be listed as a controlled substance under U.S. federal law, with the result that marijuana-related 
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practices or activities, including the cultivation, possession or distribution of marijuana, are illegal under U.S. 

federal law. Accordingly, U.S. residents who acquire Company Shares as “restricted securities” may find it difficult 

– if not impossible – to resell such securities over the facilities of any Canadian stock exchange on which the 

Company Shares may then be listed. It remains unclear what impact, if any, this and any future actions among 

market participants in the United States will have on the ability of U.S. residents to resell any Company Shares 

that they may acquire in open market transactions. Our understanding is that all U.S. brokers must use a clearing 

service to facilitate resale transactions over Canadian securities exchanges. Some U.S. brokers have self-clearing 

capabilities; those that do not must use third party clearing firms. Furthermore, U.S. holders of the Company 

Shares may have difficulty or be unable to open a brokerage account with a U.S. broker, which may restrict such 

holder’s ability to trade its Company Shares in a timely manner. 

 

Risk Related to Capital Markets 

If the Company raises capital by issuing debt securities, such debt securities would rank senior to the Company 

Shares upon its bankruptcy or liquidation. In addition, the Company may raise capital by issuing equity securities 

that may be senior to the Company Shares for the purposes of dividend and liquidating distributions, which may 

adversely affect the market price of the Company Shares. Finally, upon bankruptcy or liquidation, holders of its 

debt securities and preferred shares and lenders with respect to other borrowings will receive a distribution of 

the Company’s available assets prior to the holders of the Company Shares. Additional equity offerings may dilute 

the holdings of existing shareholders or reduce the market price of the Subordinate Voting Shares, or both. 

 

The market price of the Subordinate Voting Shares has been and is likely in the future to be volatile. The 

Subordinate Voting Shares may fluctuate in response to factors such as: halting of trading by the CSE, SEC or 

FINRA, announcements by us regarding liquidity, legal proceedings, significant acquisitions, equity investments 

and divestitures, strategic relationships, addition or loss of significant customers and contracts, capital 

expenditure commitments, loan, note payable and agreement defaults, loss of our subsidiaries and impairment of 

assets, issuance of convertible or equity securities for general or merger and acquisition purposes, issuance or 

repayment of debt, accounts payable or convertible debt for general or merger and acquisition purposes, sale of a 

significant number of shares of our by shareholders, general market and economic conditions, quarterly variations 

in our operating results, investor relation activities, announcements of technological innovations, new product 

introductions by us or our competitors, competitive activities, and additions or departures of key personnel. 

 

These broad market and industry factors may have a material adverse effect on the market price of Subordinate 

Voting Shares, regardless of our actual operating performance. These factors could have a material adverse effect 

on its business, financial condition, and/or results of operations. 

 

OTHER MATERIAL FACTS 
 
CERTAIN UNITED STATES FEDERAL INCOME TAX CONSIDERATIONS 

 
The following discussion is a summary of certain material U.S. federal income tax considerations for U.S. Holders 

and Non-U.S. Holders (each as defined below) relating to the ownership and disposition of Subordinate Voting 

Shares. This summary is general in nature and does not discuss all aspects of U.S. federal income taxation that 
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may be relevant to a holder of Subordinate Voting Shares in light of its particular circumstances. In addition, this 

summary does not address the U.S. federal alternative minimum tax, the Medicare tax on net investment income, 

U.S. federal estate and gift taxes, U.S. state and local taxes or foreign taxes. This summary deals only with 

Subordinate Voting Shares held as capital assets within the meaning of Section 1221 of the Code (generally, 

property held for investment), and does not address tax considerations applicable to any holder of Subordinate 

Voting Shares that may be subject to special treatment under the United States federal income tax laws, 

including: 

 

• a bank or other financial institution;  

• a tax-exempt or governmental organization;  

• a retirement plan or other tax-deferred account (other than with respect to US Holders in the 401(k) 
Plan);  

• a partnership, an S corporation or other entity treated as a partnership or pass-through (or an investor 
therein);  

• an insurance company;  

• a mutual fund, regulated investment company or real estate investment trust;  

• a Person that purchases or sells Subordinate Voting Shares as part of a wash sale for tax purposes;  

• a dealer or broker in stocks and securities, or currencies;  

• a trader in securities that elects mark-to-market treatment;  

• a holder of Subordinate Voting Shares subject to the alternative minimum tax provisions of the Code;  

• a holder of Subordinate Voting Shares that received Subordinate Voting Shares through the exercise of an 
employee stock option, through a tax qualified retirement plan or otherwise as compensation;  

• a Person that owns (or is deemed to own) 10% or more of the total votes or total value of the outstanding 
Company stock; 

• a Person who is required to accelerate the recognition of any item of gross income with respect to 
Company stock as a result of such income being recognized on an applicable financial statement; 

• a U.S. Holder whose functional currency is not the U.S. dollar;  

• a Person that holds Subordinate Voting Shares as part of a hedge, straddle, constructive sale, conversion, 
or other integrated transaction;  

• “controlled foreign corporations”;  

• “passive foreign investment companies”; or  

• a U.S. expatriates. 
 
This summary is based on the Code, treasury regulations promulgated under the Code, and rulings and judicial 

decisions, all as in effect as of the date hereof, and all of which are subject to change or differing interpretations 

at any time, possibly with retroactive effect. We have not sought, and do not intend to seek, any ruling from the 

IRS with respect to the statements made and the conclusions reached in the following summary, and no 

assurance can be given that the IRS will agree with the views expressed herein, or that a court will not sustain any 

challenge by the IRS in the event of litigation. If a partnership (including any entity or arrangement treated as a 

partnership for U.S. federal income tax purposes) holds Subordinate Voting Shares, the tax treatment of a partner 

in the partnership generally will depend upon the status of the partner and the activities of the partnership. A 

partner in a partnership should consult its own tax advisors regarding the tax consequences of acquiring, holding, 

and disposing of Subordinate Voting Shares.  

 
THIS DISCUSSION IS INTENDED ONLY AS A GENERAL SUMMARY OF CERTAIN MATERIAL U.S. FEDERAL INCOME 
TAX CONSEQUENCES TO A HOLDER OF SUBORDINATE VOTING SHARES. WE URGE BENEFICIAL OWNERS OF 



IGNITE INTERNATIONAL BRANDS, LTD. 
MANAGEMENT DISCUSSION AND ANALYSIS 
For the year ended December 31, 2020  
    
 

36 
 

SUBORDINATE VOTING SHARES TO CONSULT THEIR OWN TAX ADVISORS WITH RESPECT TO THE SPECIFIC TAX 
CONSEQUENCES OF ACQUIRING, HOLDING AND DISPOSING OF SUBORDINATE VOTING SHARES. 
 
U.S. Holders  
 
A “U.S. Holder” of Subordinate Voting Shares means a holder that is for U.S. federal income tax purposes:  

• an individual citizen or resident of the U.S.; 

• a corporation (or other entity taxable as a corporation) created or organized in or under the laws of the 
U.S. or any state thereof or the District of Columbia;  

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

• a trust if it: (1) is subject to the primary supervision of a court within the U.S. and one or more U.S. 
persons have the authority to control all substantial decisions of the trust; or (2) has a valid election in 
effect under applicable treasury regulations to be treated as a U.S. Person.  

With respect to the first bullet point above, an individual is generally treated as a resident of the U.S. in any 

calendar year for U.S. federal income tax purposes if the individual either (i) is the holder of a green card, 

generally during any point of such year, or (ii) is present in the U.S. for at least 31 days in that calendar year, and 

for an aggregate of at least 183 days during the three-year period ending on the last day of the current calendar 

year. For purposes of the 183-day calculation (often referred to as the Substantial Presence Test), all of the days 

present in the U.S. during the current year, one-third of the days present in the U.S. during the immediately 

preceding year, and one-sixth of the days present in the second preceding year are counted. Residents of the U.S. 

are generally treated for U.S. federal income tax purposes as if they were U.S. citizens. 

 

Non-U.S. Holders  

A “Non-U.S. Holder” is a beneficial owner of Subordinate Voting Shares (other than an entity or arrangement 

classified as a partnership for U.S. federal income tax purposes) that is not a U.S. Holder.  

 

Tax Classification as a U.S. Domestic Corporation  

As a result of the Business Combination, pursuant to Section 7874(b) of the Code and the treasury regulations 

promulgated thereunder, notwithstanding that the Company is organized under the provisions of the BCBCA, 

solely for U.S. federal income tax purposes, it is anticipated that the Company will be treated as a U.S. domestic 

corporation.  

 

The Company anticipates that it will experience a number of significant and complicated U.S. federal income tax 

consequences as a result of being treated as a U.S. domestic corporation for U.S. federal income tax purposes, 

and this summary does not attempt to describe all such U.S. federal income tax consequences. Section 7874 of 

the Code and the treasury regulations promulgated thereunder do not address all the possible tax consequences 

that arise from the Company being treated as a U.S. domestic corporation for U.S. federal income tax purposes. 

Accordingly, there may be additional or unforeseen U.S. federal income tax consequences to the Company that 

are not discussed in this summary.  

 

Generally, the Company will be subject to U.S. federal income tax on its worldwide taxable income (regardless of 

whether such income is “U.S. source” or “foreign source”) and will be required to file a U.S. federal income tax 
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return annually with the IRS. The Company anticipates that it will also be subject to tax in Canada. It is unclear 

whether the Company will be entitled to foreign tax credits under the Code and how the foreign tax credit rules 

will operate in certain circumstances, as a result of the Company being treated as a U.S. domestic corporation for 

U.S. federal income tax purposes and the taxation of the Company also in Canada. Accordingly, it is possible that 

the Company will be subject to double taxation with respect to all or part of its taxable income. It is anticipated 

that such U.S. and Canadian tax treatment will continue indefinitely and that the Subordinate Voting Shares will 

be treated indefinitely as shares in a U.S. domestic corporation for U.S. federal income tax purposes, 

notwithstanding future transfers. The remainder of this summary assumes that the Company will be treated as a 

U.S. domestic corporation for U.S. federal income tax purposes. 

 

Tax Considerations for U.S. Holders  

Distributions  

Distributions of cash or property with respect to Subordinate Voting Shares will constitute dividends for U.S. 

federal income tax purposes to the extent paid from the Company's current or accumulated earnings and profits, 

as determined under U.S. federal income tax principles. Dividends will generally be taxable to a non-corporate 

U.S. Holder at the preferential rates applicable to long-term capital gains, provided that such holder meets certain 

holding period and other requirements. Distributions in excess thereof will generally be treated first, as a return 

of capital and be applied against, and reduce, a U.S. Holder's adjusted tax basis in its Subordinate Voting Shares, 

but not below zero, and thereafter be treated as capital gain and treated as described under Section 24 – Other 

Material Facts – Certain United States Federal Income Tax Considerations – Tax Considerations for U.S. Holders – 

Sale or Other Taxable Disposition below.  

 

Dividends received by corporate U.S. Holders may be eligible for a dividends received deduction, subject to 

certain restrictions relating to, among others, the corporate U.S. Holder's taxable income, holding period and debt 

financing.  

 

Sale or Other Taxable Disposition  

Upon the sale or other taxable disposition of Subordinate Voting Shares, a U.S. Holder will generally recognize 

capital gain or loss equal to the difference between (i) the amount realized by such U.S. Holder in connection with 

such sale or other taxable disposition, and (ii) such U.S. Holder's adjusted tax basis in such stock. Such capital gain 

or loss will generally be long-term capital gain or loss if the U.S. Holder's holding period respecting such stock is 

more than twelve months. U.S. Holders, who are individuals, are eligible for preferential rates of taxation 

respecting their long term capital gains. Deductions for capital losses are subject to limitations.  

 

Foreign Tax Credit Limitations  

Because it is anticipated that the Company will be subject to tax both as a U.S. domestic corporation and as a 

Canadian corporation, a U.S. Holder may pay, through withholding, Canadian tax, as well as U.S. federal income 

tax, with respect to dividends paid on Subordinate Voting Shares. For U.S. federal income tax purposes, a U.S. 

Holder generally may elect for any taxable year to receive either a credit or a deduction for foreign income taxes 

paid by the holder during the year. Complex limitations apply to the foreign tax credit, including a general 

limitation that the credit cannot exceed the proportionate share of a taxpayer's U.S. federal income tax that the 

taxpayer's foreign source taxable income bears to the taxpayer's worldwide taxable income. In applying this 
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limitation, items of income and deduction must be classified, under complex rules, as either foreign source or U.S. 

source. The status of the Company as a U.S. domestic corporation for U.S. federal income tax purposes will cause 

dividends paid by the Company to be treated as U.S. source rather than foreign source for this purpose. As a 

result, a foreign tax credit may be unavailable to U.S. Holders for any Canadian tax paid on dividends received 

from the Company. Similarly, to the extent a sale or disposition of the Subordinate Voting Shares by a U.S. Holder 

results in Canadian tax payable by the U.S. Holder (for example, in the event the Subordinate Voting Shares 

constitute taxable Canadian property within the meaning of the ITA), a U.S. foreign tax credit may be unavailable 

to the U.S. Holder for such Canadian tax. In each case, however, the U.S. Holder should be able to take a 

deduction for the U.S. Holder's Canadian tax paid, provided that the U.S. Holder has not elected to credit other 

foreign taxes during the same taxable year. The foreign tax credit rules are complex, and each U.S. Holder should 

consult its own tax advisors regarding these rules. 

 

Foreign Currency  

The amount of any distribution paid to a U.S. Holder in foreign currency, or the amount of proceeds paid in 

foreign currency on the sale, exchange or other taxable disposition of Subordinate Voting Shares, generally will be 

equal to the U.S. dollar value of such foreign currency based on the exchange rate applicable on the date of 

receipt (regardless of whether such foreign currency is converted into U.S. dollars at that time). A U.S. Holder will 

have a basis in the foreign currency equal to its U.S. dollar value on the date of receipt. Any U.S. Holder who 

converts or otherwise disposes of the foreign currency after the date of receipt may have a foreign currency 

exchange gain or loss that would be treated as ordinary income or loss, and generally will be U.S. source income 

or loss for foreign tax credit purposes. Different rules apply to U.S. Holders who use the accrual method of tax 

accounting. Each U.S. Holder should consult its own U.S. tax advisors regarding the U.S. federal income tax 

consequences of receiving, owning, and disposing of foreign currency.  

 

Information Reporting and Backup Withholding  

U.S. backup withholding (currently 24%) is imposed upon certain payments to Persons that fail (or are unable) to 

furnish the information required pursuant to U.S. information reporting requirements. Distributions to U.S. 

Holders will generally be exempt from backup withholding, provided the U.S. Holder meets applicable certification 

requirements, including providing a U.S. taxpayer identification number on a properly completed IRS Form W-9, 

or otherwise establishes an exemption. The Company must report annually to the IRS and to each U.S. Holder the 

amount of distributions and dividends paid to that U.S. Holder and the proceeds from the sale or other disposition 

of Subordinate Voting Shares, unless such U.S. Holder is an exempt recipient.  

 

Backup withholding does not represent an additional tax. Any amounts withheld from a payment to a U.S. Holder 

under the backup withholding rules will generally be allowed as a credit against such U.S. Holder's U.S. federal 

income tax liability, and may entitle such U.S. Holder to a refund, provided the required information and returns 

are timely furnished by such U.S. Holder to the IRS. 

 

Tax Considerations for Non-U.S. Holders  

Distributions  

Distributions of cash or property on Subordinate Voting Shares will constitute U.S. source dividends for U.S. 

federal income tax purposes to the extent paid from the Company's current or accumulated earnings and profits, 
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as determined under U.S. federal income tax principles. Distributions in excess thereof will first constitute a return 

of capital and be applied against and reduce a Non-U.S. Holder's adjusted tax basis in its Subordinate Voting 

Shares, but not below zero, and thereafter be treated as capital gain and will be treated as described under 

Section 24 – Other Material Facts – Certain United States Federal Income Tax Considerations – Tax Considerations 

for Non-US Holders – Sale or Other Taxable Disposition below.  

 

Subject to the discussions under Section 24 – Other Material Facts – Certain United States Federal Income Tax 

Considerations – Tax Considerations for Non-U.S. Holders – Information Reporting and Backup Withholding and 

under Section 24 – Other Material Facts – Certain United States Federal Income Tax Considerations – Tax 

Considerations for Non-U.S. Holders – FATCA below, any dividend paid to a Non-U.S. Holder of Subordinate Voting 

Shares generally will be subject to U.S. federal withholding tax at a rate of 30%, or such lower rate as may be 

specified under an applicable income tax treaty, unless the dividend is effectively connected with the Non-U.S. 

Holder's conduct of a trade or business within the U.S.. In order to receive a reduced treaty rate, a Non-U.S. 

Holder must provide its financial intermediary with an IRS Form W-8BEN or IRS Form W-8BEN-E, as applicable (or 

an appropriate successor form), properly certifying such holder's eligibility for the reduced rate. If a Non-U.S. 

Holder holds Subordinate Voting Shares through a financial institution or other agent acting on the Non-U.S. 

Holder's behalf, the Non-U.S. Holder will be required to provide appropriate documentation to such agent, and 

the Non-U.S. Holder's agent will then be required to provide such (or a similar) certification to us, either directly 

or through other intermediaries. A Non-U.S. Holder that does not timely furnish the required certification, but 

that qualifies for a reduced treaty rate, generally may apply for and obtain a refund of any excess amounts 

withheld by timely filing an appropriate claim for refund with the IRS. Non-U.S. Holders should consult their own 

tax advisors regarding their entitlement to benefits under any applicable income tax treaty.  

 

Dividends paid to a Non-U.S. Holder that are effectively connected with the Non-U.S. Holder's conduct of a trade 

or business in the U.S. (or, if required by an applicable income tax treaty, are attributable to a U.S. permanent 

establishment, or fixed base, of the Non-U.S. Holder) generally will be exempt from the withholding tax described 

above and instead will be subject to U.S. federal income tax on a net income basis at regular graduated U.S. 

federal income tax rates applicable to U.S. Holders. In such case, the Company will not have to withhold U.S. 

federal tax so long as the Non-U.S. Holder timely complies with the applicable certification and disclosure 

requirements. In order to obtain this exemption from withholding tax, a Non-U.S. Holder must provide its financial 

intermediary with an IRS Form W-8ECI properly certifying its eligibility for such exemption. Any such effectively 

connected dividends received by a corporate Non-U.S. Holder may be subject to an additional “branch profits tax” 

at a rate of 30% (or such lower rate as may be specified by an applicable income tax treaty), as adjusted for 

certain items. Non-U.S. Holders should consult their own tax advisors regarding any applicable tax treaties that 

may provide for different rules. 

 

Sale or Other Taxable Disposition  

Subject to the discussions under Section 24 – Other Material Facts – Certain United States Federal Income Tax 

Considerations – Tax Considerations for Non-U.S. Holders – Information Reporting and Backup Withholding and 

under Section 24 – Other Material Facts – Certain United States Federal Income Tax Considerations – Tax 

Considerations for Non-U.S. Holders – FATCA below, any gain realized on the sale or other disposition of 

Subordinate Voting Shares by a Non-U.S. Holder generally will not be subject to U.S. federal income tax unless: 
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• the gain is effectively connected with the Non-U.S. Holder's conduct of a trade or business in the U.S. (or, 
if required by an applicable income tax treaty, is attributable to a U.S. permanent establishment, or fixed 
base, of the Non-U.S. Holder);  

• the Non-U.S. Holder is an individual who is present in the United States for 183 days or more in the 
taxable year of disposition, and certain other conditions are met; or  

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

A Non-U.S. Holder who has gain that is described in the first bullet point immediately above generally will be 

subject to U.S. federal income tax on the gain derived from the sale or other disposition pursuant to regular 

graduated U.S. federal income tax rates in the same manner as if it were a U.S. Holder. In addition, a corporate 

Non-U.S. Holder described in the first bullet point immediately above may be subject to the branch profits tax 

equal to 30% of its effectively connected earnings and profits (or at such lower rate as may be specified by an 

applicable income tax treaty), as adjusted for certain items.  

 

A Non-U.S. Holder who meets the requirements described in the second bullet point immediately above will be 

subject to a flat 30% tax (or a lower tax rate specified by an applicable tax treaty) on the gain derived from the 

sale or other disposition, which gain may be offset by certain U.S. source capital losses (even though the individual 

is not considered a resident of the U.S.), provided the Non-U.S. Holder has timely filed U.S. federal income tax 

returns with respect to such losses.  

 

With respect to the third bullet point above, pursuant to FIRPTA, in general, a Non-U.S. Holder is subject to U.S. 

federal income tax in the same manner as a U.S. Holder on any gain realized on the sale or other disposition of a 

“U.S. real property interest” (“USRPI”). For purposes of these rules, a USRPI generally includes stock in a U.S. 

corporation if such corporation's interests in U.S. real property constitute 50% or more, by value, of the sum of 

the U.S. corporation's (i) assets used in a trade or business, (ii) U.S. real property interests, and (iii) interests in real 

property outside of the U.S. A U.S. corporation whose interests in U.S. real property constitute 50% or more, by 

value, of the sum of such assets is commonly referred to as a U.S. real property holding corporation (“USRPHC”). 

The Company believes that it is not, has not been, and as a result of the Business Combination, does not 

anticipate becoming a USRPHC. 

 

Information Reporting and Backup Withholding  

With respect to distributions and dividends on Subordinate Voting Shares, the Company must report annually to 

the IRS and to each Non-U.S. Holder the amount of distributions and dividends paid to such Non-U.S. Holder and 

any tax withheld with respect to such distributions and dividends, regardless of whether withholding was required 

with respect thereto. Copies of the information returns reporting such dividends and distributions and 

withholding also may be made available to the tax authorities in the country in which the Non-U.S. Holder resides 

or is established under the provisions of an applicable income tax treaty, tax information exchange agreement or 

other arrangement. A Non-U.S. Holder will be subject to backup withholding for dividends and distributions paid 

to such Non-U.S. Holder unless either (i) such Non-U.S. Holder certifies under penalty of perjury that it is not a 

U.S. Person (as defined in the Code), which certification is generally satisfied by providing a properly executed IRS 

Form W-8BEN, IRS Form W-8BEN-E, or IRS Form W-8ECI (or appropriate successor form), and the payor does not 
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have actual knowledge or reason to know that such holder is a U.S. Person, or (ii) such Non-U.S. Holder otherwise 

establishes an exemption.  

 

With respect to sales or other dispositions of Subordinate Voting Shares, information reporting and, depending on 

the circumstances, backup withholding will apply to the proceeds of a sale or other disposition of Subordinate 

Voting Shares within the U.S. or conducted through certain U.S.-related financial intermediaries, unless either (i) 

such Non-U.S. Holder certifies under penalty of perjury that it is not a U.S. Person (as defined in the Code), which 

certification is generally satisfied by providing a properly executed IRS Form W-8BEN, IRS Form W-8BEN-E, or IRS 

Form W8ECI (or appropriate successor form), and the payor does not have actual knowledge or reason to know 

that such holder is a U.S. Person, or (ii) such Non-U.S. Holder otherwise establishes an exemption.  

 

Whether with respect to distributions and dividends, or the sale or other disposition of Subordinate Voting 

Shares, backup withholding is not an additional tax. Any amounts withheld under the backup withholding rules 

may be allowed as a refund or a credit against a Non-U.S. Holder's U.S. federal income tax liability, if any, provided 

the required information is timely furnished to the IRS. 

 

FATCA  

Withholding taxes may be imposed pursuant to FATCA (Sections 1471 through 1474 of the Code) on certain types 

of payments made to non-U.S. financial institutions and certain other non-U.S. entities. Specifically, except as 

discussed below, a 30% withholding tax may be imposed on dividends on, Subordinate Voting Shares paid to a 

“foreign financial institution” or a “non-financial foreign entity” (each as defined in the Code).  

 

Such 30% FATCA withholding will not apply to a foreign financial institution if such institution undertakes certain 

diligence and reporting obligations, or otherwise qualifies for an exemption from these rules. The diligence and 

reporting obligations include, among others, entering into an agreement with the U.S. Department of Treasury 

pursuant to which the foreign financial institution must (i) undertake to identify accounts held by certain 

“specified United States persons” or “United States-owned foreign entities” (each as defined in the Code), (ii) 

annually report certain information about such accounts, and (iii) withhold 30% on certain payments to non-

compliant foreign financial institutions and certain other account holders. Foreign financial institutions located in 

jurisdictions that have an intergovernmental agreement with the U.S. governing FATCA may be subject to 

different rules.  

 

The 30% FATCA withholding will not apply to a non-financial foreign entity which either certifies that it does not 

have any “substantial United States owners” (as defined in the Code), furnishes identifying information regarding 

each substantial United States owner, or otherwise qualifies for an exemption from these rules.  

 

Under the applicable treasury regulations and administrative guidance, withholding under FATCA generally 

applies currently to payments of dividends on Subordinate Voting Shares. 

 
THE FOREGOING SUMMARY IS NOT INTENDED TO CONSTITUTE A COMPLETE DESCRIPTION OF ALL TAX CONSEQUENCES THAT MAY BE 
RELEVANT TO PARTICULAR HOLDERS OF SUBORDINATE VOTING SHARES AND IS NOT TAX OR LEGAL ADVICE. HOLDERS OF SUBORDINATE 
VOTING SHARES SHOULD CONSULT THEIR OWN TAX ADVISORS AS TO THE PARTICULAR TAX CONSEQUENCES TO THEM (INCLUDING THE 
APPLICATION AND EFFECT OF ANY STATE, LOCAL, NON-U.S. INCOME AND OTHER TAX LAWS) OF ACQUIRING, HOLDING AND DISPOSING 
OF SUBORDINATE VOTING SHARES.  
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CERTIFICATE OF THE ISSUER 

 

 
Pursuant to a resolution duly passed by its Board of Directors, Ignite International Brands, Ltd. hereby applies for 

the listing of the above-mentioned securities on the Canadian Securities Exchange. The foregoing contains full, 

true, and plain disclosure of all material information relating to Ignite International Brands, Ltd. It contains no 

untrue statement of a material fact and does not omit to state a material fact that is required to be stated or that 

is necessary to prevent a statement that is made from being false or misleading in light of the circumstances in 

which it was made. 

 

Dated this 30th day of April 2021. 

 

/s/ Dan Bilzerian 

Dan Bilzerian 

Chief Executive Officer and Director 

 

ON BEHALF OF THE BOARD OF DIRECTORS 

/s/ Paul Dowdall 

Paul Dowdall 

Chief Financial Officer  

/s/ Luciano Galasso 
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