emerald

HEALTH THERAPEUTICS

EMERALD HEALTH THERAPEUTICS, INC.

Condensed Interim Consolidated Financial Statements

For the three and six months ended June 30, 2017 and 2016

(Unaudited)
(Expressed in Canadian Dollars)



EMERALD HEALTH THERAPEUTICS, INC.
CONDENSED INTERIM CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

(Unaudited)
(Expressed in Canadian dollars)

June 30, December 31,
2017 2016
ASSETS
Current
Cash and cash equivalents $ 36,160,110 $ 3,217,205
Accounts receivable 135,323 28,701
Biological assets (Note 4) 187,359 162,986
Inventory (Note 5) 484,416 160,048
Prepaid expenses 68,614 32,783
Due from related parties (Note 9) 32,072 -
Total current assets 37,067,894 3,601,723
Plant and equipment (Note 6) 675,396 529,188
Plant under construction (Note 6) 529,897
Deposits on equipment (Note 6) 84,052 -
Intangible assets (Note 7) 31,311 45,418
Investment in joint venture (Note 8) 20,227,260 -
Total non-current assets 21,547,916 574,606
TOTAL ASSETS $ 58,615,810 $ 4,176,329
LIABILITIES
Current liabilities
Accounts payable and accrued liabilities $ 691,886 $ 376,339
Payable to joint venture (Note 8) 18,000,000 -
Due to related parties (Note 9) 573,406 97,696
Total current liabilities 19,265,292 474,035
SHAREHOLDERS’ EQUITY
Share capital (Note 10) 42,800,371 9,756,732
Warrants (Note 11) 4,679,773 -
Contributed surplus 3,842,794 3,043,099
Accumulated deficit (11,972,420) (9,097,537)
TOTAL SHAREHOLDERS’ EQUITY 39,350,518 3,702,294
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY $ 58,615,810 $ 4,176,329
Nature and continuance of operations (Note 1)
Commitments (Note 13)
Events after the reporting period (Note 15)
On behalf of the Board of Directors:
/s/__Punit Dhillon /s/ __Bob Rai
Director Director

The accompanying notes form an integral part of these condensed interim consolidated financial statements



EMERALD HEALTH THERAPEUTICS, INC.

CONDENSED INTERIM CONSOLIDATED STATEMENTS OF LOSS AND COMPREHENSIVE LOSS

(Unaudited)
(Expressed in Canadian dollars)

For the three months ended

For the six months ended

June 30, June 30,
2017 2016 2017 2016

Revenue

Sales $ 245,708 $ 38,729 § 446,976 $ 80,137
Cost of sales

Cost of goods sold 190,806 34,469 356,558 71,987

Production costs 158,532 140,492 323,893 255,925

Gain on changes in fair value of biological assets (53,985) (34,078) (144,330) (108,476)
Gross margin (49,645) (102,154) (89,145) (139,299)
Expenses

General and administrative 1,060,103 242,016 1,849,058 468,646

Sales and marketing 112,032 66,035 204,200 142,680

Research and development 93,402 66,587 136,564 173,260

Depreciation 41,553 31,926 82,439 50,554

Share-based payments (Note 10) 369,788 37,618 570,974 75,797

1,676,878 444,182 2,843,235 910,937

Loss from operations 1,726,523 546,336 2,932,380 1,050,236
Interest revenue 57,497 - 57,497 -
NET LOSS AND COMPREHENSIVE LOSS 1,669,026 546,336 2,874,883 1,050,236
Basic and diluted loss per common share $ 002 § 0.01 $ 0.04 $ 0.02
Weighted average number of common shares

outstanding (note 12)
-basic 89,968,293 50,431,115 81,837,223 47,157,923
-diluted 89,968,293 50,431,115 81,837,223 47,157,923

The accompanying notes form an integral part of these condensed interim consolidated financial statements



EMERALD HEALTH THERAPEUTICS, INC.
CONDENSED INTERIM CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY

(Unaudited)

(Expressed in Canadian dollars, except share and warrant numbers)

Common Shares Warrants
Without Par Value
Total
# of Amount # of Amount Contributed Deficit Shareholders’
Shares Warrants Surplus Equity

Balance, December 31, 2016 67,794,698 $ 9,756,732 8,489,451 $ - $ 3,043,099 $(9,097,537) $ 3,702,294
Shares issued on stock option exercises 400,000 271,628 - - (121,377) - 150,251
Shares issued on prospectus offerings 24,870,100 36,260,901 - - - - 36,260,901
Warrants issued on prospectus offerings - - 12,690,250 4,679,773 - - 4,679,773
Share issuance costs - (3,138,792) - - - - (3,138,792)
Compensation options - (350,098) - - 350,098 - -
Share-based payments - - - - 570,974 - 570,974
Net loss and comprehensive loss - - - - - (2,874,883) (2,874,883)
Balance, June 30, 2017 93,064,798 $ 42,800,371 21,179,701 $ 4,679,773 $ 3,842,794 $(11,972,420) $ 39,350,518
Balance, December 31, 2015 46,070,841 $ 3,076,966 - $ - $ 2,666,874 $(6,157,036) $ (413,196)
Shares issued on conversion of debt 8,097,651 1,392,796 - - - - 1,392,796
Share issuance costs - (14,810) - - - - (14,810)
Share-based payments - - - - 75,797 - 75,797
Net loss and comprehensive loss - - - - - (1,050,236) (1,050,236)
Balance, June 30, 2016 54,168,492 $ 4,454,952 - 3 - $ 2,742,671 $(7,207,272) $ (9,649)

The accompanying notes form an integral part of these condensed interim consolidated financial statements



EMERALD HEALTH THERAPEUTICS, INC.

CONDENSED INTERIM CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
(Expressed in Canadian dollars)

For the six months ended June 30,

2017 2016
Operating activities
Net loss (2,874,883) (1,050,236)
Items not involving cash:
Depreciation of plant and equipment 68,332 44,657
Amortization of intangible assets 14,107 5,897
Gain on changes in fair value of biological assets (24,373) (108,476)
Share-based payments 570,974 75,797
Accrued interest - 15,607
Loss on disposal of assets - 1,100
Changes in non-cash operating working capital:
Accounts receivable (106,622) 20,217
Prepaid expenses (35,831) 35
Inventory and biological assets (324,368) 16,819
Accounts payable and accrued liabilities 56,845 31,202
Due to related parties 135,552 69,710
Net cash flows used in operating activities (2,520,267) (877,671)
Investing activities
Investment in joint venture (2,007,729) -
Purchase of plant and equipment (454,122) (185,362)
Deposits on equipment (84,052) -
Net cash flows used in investing activities (2,545,903) (185,362)
Financing activities
Proceeds from prospectus offering 40,940,674 -
Stock option exercises 150,251 -
Share issuance costs (3,081,850) (14,810)
Advances from related parties - 1,006,937
Net cash flows generated from financing activities 38,009,075 992,127
Increase (decrease) in cash and cash equivalents 32,942,905 (70,906)
Cash and cash equivalents, beginning of period 3,217,205 81,836
Cash and cash equivalents, end of period $ 36,160,110 $ 10,930

The accompanying notes form an integral part of these condensed interim consolidated financial statements



EMERALD HEALTH THERAPEUTICS, INC.

NOTES TO CONDENSED INTERIM CONSOLIDATED FINANCIAL STATEMENTS
For the three and six months ended June 30, 2017 and 2016

(Unaudited)

(Expressed in Canadian dollars)

1.

NATURE AND CONTINUANCE OF OPERATIONS

Emerald Health Therapeutics Inc. (the "Company"), was incorporated pursuant to the Business Corporations
Act (British Columbia) on July 31, 2007 as Firebird Capital Partners Inc. and changed its name to Firebird
Energy Inc. in December 2012. On September 4, 2014, the Company completed the acquisition of all of the
issued and outstanding common shares of Thunderbird Biomedical Inc. (“Thunderbird”), by way of a reverse
takeover (the “RTO”) under the rules of the TSX Venture Exchange (the “TSXV”) and concurrently changed
its name to T-Bird Pharma, Inc. Thunderbird became a wholly owned subsidiary of the Company. In June
2015, the Company changed its name to Emerald Health Therapeutics, Inc. and Thunderbird changed its
name to Emerald Health Botanicals Inc. (“Botanicals”). The Company’s registered office is at Suite 2600
Oceanic Plaza, 1066 West Hastings Street, Vancouver, BC, V6E 3X1. The Company is classified as a Tier 2
Venture Issuer on the TSXV.

The Company owns 100% of the shares of Botanicals, a private Victoria, British Columbia based company
which was incorporated pursuant to the Business Corporations Act (British Columbia) on January 28, 2013.
The principal business of Botanicals is the production and sale of medical marihuana pursuant to the Access
to Cannabis for Medical Purposes Regulations.

On June 6, 2017, the Company and Botanicals entered into a joint venture arrangement with respect to
Botanicals’ 50% equity interest in Pure Sunfarms Corp., for the purpose to produce, cultivate and distribute
wholesale cannabis and cannabis extracts for therapeutic and non-therapeutic use purposes, if permitted by
applicable law.

BASIS OF PRESENTATION

These condensed interim financial statements do not include all disclosures normally provided in annual
financial statements and should be read in conjunction with the Company’s audited financial statements for
the year ended December 31, 2016. Accordingly, accounting policies, estimates, and judgements applied
are the same as those applied in the Company’s annual financial statements, unless otherwise indicated. The
Company assesses its accounting estimates and judgements every reporting period.

The Company’s interim results are not necessarily indicative of its results for a full year.

a) Statement of Compliance

These condensed interim financial statements including comparative figures, have been prepared in
accordance with International Accounting Standard 34 Interim Financial Reporting ("IAS 34") using the
accounting principles consistent with International Financial Reporting Standards (“IFRS”) as issued by the

International Accounting Standards Board (“IASB”).

These condensed interim consolidated financial statements were authorized for filing by the Board of
Directors on August 28, 2017.

b) Basis of measurement
These condensed interim consolidated financial statements have been prepared on a historical cost basis

except for cash and biological assets, which are measured at fair value.
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EMERALD HEALTH THERAPEUTICS, INC.

NOTES TO CONDENSED INTERIM CONSOLIDATED FINANCIAL STATEMENTS
For the three and six months ended June 30, 2017 and 2016

(Unaudited)

(Expressed in Canadian dollars)

¢) Functional and presentation currency

The Company’s functional currency is Canadian dollars. All dollar amounts presented are in Canadian
dollars unless otherwise specified.

3. ACCOUNTING POLICIES

These condensed interim consolidated financial statements have been prepared using the same accounting
policies as those used in the Company’s annual financial statements at December 31, 2016 with the
exceptions noted below.

Cash and cash equivalents

Cash and cash equivalents include cash and redeemable short-term investment certificates with a maturity of
less than one year held at major financial institutions. No amounts are considered restricted cash that is not
available for use by the Company.

Plant under construction

Expenditures for plant under construction are capitalized to the statement of financial position, and will be
amortized over the life of the asset, commencing at the time the asset is ready for its intended use. At each
balance sheet date, the Company considers whether there is objective evidence of impairment of the asset,
and if so, will write down the asset to its recoverable value.

Investment in joint venture

IFRS 11, Joint Arrangements, and 1AS 28, Investments in Associates and Joint Ventures establishes the
criteria for accounting for joint ventures. Investments in joint ventures are accounted for using the equity
method. The equity method involves recording the initial investment at cost and subsequently adjusting the
carrying value of the investment for the proportionate share of the profit or loss, other comprehensive income
or loss and any other changes in the joint venture’s net assets such as dividends. At each balance sheet date,
the Company considers whether there is objective evidence of impairment in the joint venture. If there is
such evidence, the Company will determine the amount of impairment to record, if any, in relation to the
joint venture.



EMERALD HEALTH THERAPEUTICS, INC.

NOTES TO CONDENSED INTERIM CONSOLIDATED FINANCIAL STATEMENTS
For the three and six months ended June 30, 2017 and 2016

(Unaudited)

(Expressed in Canadian dollars)

4. BIOLOGICAL ASSETS

The Company’s biological assets consist of seeds and cannabis on plants. The continuity of biological assets

for the six months ended June 30, 2017 and for the year ended December 31, 2016 is as follows:

June 30, December 31,
2017 2016
Carrying amount, beginning of period $ 162,986 140,422
Use of seeds - (2,640)
Changes in fair value less costs to sell due to biological 144,330 197,293
transformation

Transferred to inventory upon harvest (119,957) (172,089)
Carrying amount $ 187,359 162,986

As at June 30, 2017, included in the carrying amount of biological assets is $25,113 (December 31, 2016 -

$25,113) in seeds and $162,246 (December 31, 2016 - $137,873) in live plants.

5. INVENTORY

The Company’s inventory is comprised of:

June 30, December 31,

2017 2016
Finished goods $ 469,720  $ 146,056
Supplies and consumables 14,696 13,992
$ 484416  $ 160,048

6. PLANT AND EQUIPMENT
Growing and
Leasehold extract Other
improvements equipment equipment Total
Cost

Balance, December 31, 2015 $ 184,327 $ 258,913 $ 28,631 471,871
Additions 602 199,470 24,927 224,999
Disposals - (2,604) (1,305) (3,909)
Balance, December 31, 2016 $ 184,929 $ 455,779 $ 52,253 692,961
Additions 57,871 138,401 18,267 214,539
Balance, June 30, 2017 $ 242,800 $ 594,180 $ 70,520 907,500




EMERALD HEALTH THERAPEUTICS, INC.
NOTES TO CONDENSED INTERIM CONSOLIDATED FINANCIAL STATEMENTS

For the three and six months ended June 30, 2017 and 2016

(Unaudited)
(Expressed in Canadian dollars)

Accumulated depreciation

Balance, December 31, 2015 $ 27,229 $ 29,495 $ 9,337 $ 66,061
Additions 18,775 68,281 12,387 99,443
Disposals - (825) (906) (1,731)

Balance, December 31, 2016 $ 46,004 $ 96,951 $ 20,818 $ 163,773
Additions 14,552 44,984 8,795 68,331

Balance, June 30, 2017 $ 60,556 $ 141,935 $ 29,613 $ 232,104

Net book value
At December 31, 2016 $ 138,925 $ 358,828 $ 31,435 $ 529,188
At June 30, 2017 $ 182,244 $ 452,245 $ 40,907 $ 675,396

During the three month period ended June 30, 2017 site preparation began on the Company’s new self-
constructed plant located in Metro Vancouver, British Columbia. As at June 30, 2017 $529,897 of
expenditures were capitalized. Construction on the new asset is expected to continue into the 2018 fiscal
year, upon completion the asset will be put into use and deprecation will commence.

The deposit on equipment as at June 30, 2017 in the amount of $84,052 (December 31, 2016 — $Nil) was

for packaging equipment to be delivered subsequent to the period end.

7. INTANGIBLE ASSETS
Computer
Software Total
Cost
Balance, December 31, 2015 $ 2,549 $ 2,549
Additions 61,771 61,771
Disposals (2,185) (2,185)
Balance, December 31, 2016 $ 62,135 $ 62,135
Balance, June 30, 2017 $ 62,135 $ 62,135
Accumulated depreciation
Balance, December 31, 2015 $ 1,232 $ 1,232
Additions 16,906 16,906
Disposals (1,421) (1,421)
Balance, December 31, 2016 $ 16,717 $ 16,717
Additions 14,107 14,107
Balance, June 30, 2017 $ 30,824 $ 30,824




EMERALD HEALTH THERAPEUTICS, INC.

NOTES TO CONDENSED INTERIM CONSOLIDATED FINANCIAL STATEMENTS
For the three and six months ended June 30, 2017 and 2016

(Unaudited)

(Expressed in Canadian dollars)

Net book value
At December 31, 2016 S 45,418 $ 45,418
At June 30, 2017 $ 31,311 $ 31,311

8. INVESTMENT IN JOINT VENTURE

On June 6, 2017, the Company entered into an agreement with respect to Pure Sunfarms Corp. (“Pure
Sunfarms”), a company incorporated pursuant to the Business Corporations Act (British Columbia), with
Village Farms International, Inc. (“Village Farms™). The purpose of Pure Sunfarms is to pursue large-scale
cannabis production in Canada. Village Farms and Emerald each have a 50% ownership interest in Pure
Sunfarms in the form of common shares. The Company has concluded that the agreement constitutes a joint
arrangement where joint control is shared with Village Farms and therefore has accounted for Pure Sunfarms
in accordance with IFRS 11 and IAS 28, using the equity method.

The Company has contributed $2 million in cash to the joint venture as at June 30, 2017. A further $18
million in cash is required to be forwarded to the joint venture as milestones are achieved; this amount is
currently included as “payable to joint venture” on the statement of financial position. As part of the
transaction, the Company incurred related transaction costs of $227,260, which have been added to the
amount of the investment in Pure Sunfarms Corp. in accordance with IAS 28.

9. RELATED PARTY TRANSACTIONS

As of June 30, 2017, the Company is owed $32,072 (December 31, 2016 - $Nil) for expenditures made on
behalf of the joint venture. As of June 30, 2017, the Company owed $573,406 (December 31, 2016 -
$97,696) to Sciences.

Sciences charged the Company $501,800 and $672,271 during the three and six months ended June 30, 2017
(2016 - $25,890 and $66,390) for services related to financing, business development, investor relations and
joint venture negotiations. Sciences charged the Company $71,605 and $176,997 during the three and six
months ended June 30, 2017 (2016 - $Nil) for invoices paid on behalf of the Company.

As of June 30, 2017, Sciences holds an aggregate of 45,636,555 shares, representing 49% of the issued and
outstanding common shares of the Company (“Common Shares”) as at June 30, 2017 and it holds 8,489,451
common share purchase warrants of the Company.

The Company entered into a 30-year lease with a company that is controlled by Dr. Avtar Dhillon, the
Executive Chairman of the Company with respect to land in Metro Vancouver, British Columbia on which
the Company is constructing its proposed new construction facility. No payments were made to the landlord
during the period ended June 30, 2017.
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EMERALD HEALTH THERAPEUTICS, INC.

NOTES TO CONDENSED INTERIM CONSOLIDATED FINANCIAL STATEMENTS
For the three and six months ended June 30, 2017 and 2016

(Unaudited)
(Expressed in Canadian dollars)

10.

SHARE CAPITAL

Authorized
Unlimited number of common shares without par value

Unlimited number of preferred shares without par value, issuable in series

Issued

93,064,798 common shares (December 31, 2016 — 67,794,698)

Nil preferred shares (December 31, 2016 - Nil)

The outstanding share capital has increased by 25,270,100 Common Shares since December 31, 2016 due
to the following transactions:

A prospectus offering, completed on February 10, 2017, for 10,235,000 units of the Company at a
price of $1.35 per unit, for gross proceeds of $13,817,250. Each unit consisted of one Common Share
and one-half of one common share purchase warrant of the Company, with each warrant entitling the
holder to acquire an additional Common Share at an exercise price of $2.00 for a period of 24 months
from the closing date;

A prospectus offering (the “April Offering”), completed on April 20, 2017, for 13,170,000 units of
the Company at a price of $1.85 per unit, for gross proceeds of $24,364,500. Each unit consisted of
one Common Share and one-half of one common share purchase warrant of the Company, with each
warrant entitling the holder to acquire an additional Common Share at an exercise price of $2.60 for
a period of 24 months from the closing date;

The issuance on April 21,2017 of an additional 1,465,100 shares of the Company at a price of $1.755
per share and 987,750 common share purchase warrants (on the same terms as the warrants issued
under the April Offering) at a price of $0.19 per warrant, for gross proceeds of $2,758,923 pursuant
to the exercise of an over-allotment option granted to the underwriter in connection with the April
Offering; and

During the six months ended June 30, 2017, 400,000 stock options were exercised at an average
exercise price of $0.38 for gross proceeds of $150,250.

Surplus and Value Escrow Agreements

In September 2014, the Company entered into a Surplus Security Escrow Agreement and a Value Security
Escrow Agreement in connection with the RTO pursuant to TSXV Policy 5.4 Escrow, Vendor Consideration
and Resale Restrictions.

Approximately 59% of the initial outstanding Common Shares issued in September 2014 were subject to the
Surplus Security Escrow Agreement and as at June 30, 2017, 10,851,795 (December 31, 2016 — 14,921,220)
Common Shares held under the Surplus Security Escrow Agreement remained in escrow. Approximately
11% of the initial Common Shares were subject to the Value Security Escrow Agreement and as of June 30,
2017, 760,130 (December 31, 2016 — 1,520,256) Common Shares held under the Value Security Escrow
Agreement remained in escrow.
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EMERALD HEALTH THERAPEUTICS, INC.

NOTES TO CONDENSED INTERIM CONSOLIDATED FINANCIAL STATEMENTS
For the three and six months ended June 30, 2017 and 2016

(Unaudited)

(Expressed in Canadian dollars)

The Surplus Security Escrow Agreement and the Value Security Escrow Agreement are releasable in the
following tranches:

Surplus Security Escrow Value Security Escrow

September 2014 - 10%
March 2015 - 15%
May 2015 10% -

September 2015 10% 15%
March 2016 10% 15%
September 2016 15% 15%
March 2017 15% 15%
September 2017 40% 15%

Share based payments

In May 2017, the board of directors approved the adoption of a New Omnibus Incentive Plan (the “New
Plan”), which was approved by the shareholders in June 2017. The New Plan replaces the stock option plan
that was previously approved by the shareholders (the “Previous Plan”).  Options granted under the Previous
Plan will remain outstanding and governed by the terms of the Previous Plan.

Under the New Plan, the maximum number of common shares issuable upon the exercise or redemption and
settlement of all awards granted under the New Plan shall not exceed 10% of the issued and outstanding
Shares at the time of granting of such award less the number of Shares reserved for issuance under all other
security based compensation arrangements of the Company. Under the New Plan, the following types of
awards can be issued: stock options, share appreciation rights, restricted share units and other performance

awards.

The New Plan, as was the Previous Plan, is administered by the Board of Directors of the Company who
establish exercise prices, at not less than market price at the date of grant, and expiry dates, which have been
set at five years from issuance.

The Board of Directors has the discretion to determine to whom options will be granted, the number and
exercise price of such options and the terms and time frames in which the options will vest and be exercisable.

The exercise price of the options must be no less than the closing market price of the Common Shares on the
day preceding the grant.
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EMERALD HEALTH THERAPEUTICS, INC.
NOTES TO CONDENSED INTERIM CONSOLIDATED FINANCIAL STATEMENTS
For the three and six months ended June 30, 2017 and 2016

(Unaudited)
(Expressed in Canadian dollars)

The changes in incentive stock options outstanding are summarized as follows:

Number of Shares Weighted Average
Exercise Price
Balance at December 31, 2015 3,950,000 $0.44
Granted 2,725,000 $0.62
Forfeited (25,000) $0.72
Exercised (641,800) $0.43
Expired (250,000) $0.40
Balance at December 31, 2016 5,758,200 $0.53
Granted 2,080,000 $1.31
Forfeited (250,000) $1.38
Exercised (400,000) $0.38
Balance at June 30, 2017 7,188,200 $0.73

During the six months ended June 30, 2017, the Company granted 2,080,000 stock options to employees and
consultants. The stock options granted had exercise prices between $1.16 and $1.51, expiry dates of up to
five years and vest over periods of up to three years. The fair values of the stock options were determined to

be between $0.41 and $0.73.

The fair values of the options granted during the period ended June 30, 2017 were determined on the date of
the grant using the Black-Scholes option pricing model with the following assumptions:

Grant Grant Grant Grant Grant
January January February February February
4,2017 13, 2017 24,2017 24,2017 24,2017
Number of share options granted 150,000 100,000 175,000 350,000 100,000
Exercise price $1.38 $1.51 $1.38 $1.38 $1.38
Market value on grant date $1.34 $1.51 $1.38 $1.38 $1.38
Risk free interest rate 0.74% 0.79% 0.75% 0.75% 0.87%
Expected life 1 year 1 year 1 year 2 years 3 years
Annualized volatility 80% 80% 80% 80% 80%
Expected dividends Nil Nil Nil Nil Nil
Grant Grant Grant Grant
April 24, May 8, June 1, June 29,
2017 2017 2017 2017

Number of share options granted 175,000 795,000 35,000 200,000
Exercise price $1.42 $1.22 $1.16 $1.18
Market value on grant date $1.42 $1.22 $1.16 $1.18
Risk free interest rate 0.81% 0.77% 0.75% 1.16%
Expected life 3 years 3 years 3 years 3 years
Annualized volatility 80% 80% 80% 80%
Expected dividends Nil Nil Nil Nil
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EMERALD HEALTH THERAPEUTICS, INC.

NOTES TO CONDENSED INTERIM CONSOLIDATED FINANCIAL STATEMENTS
For the three and six months ended June 30, 2017 and 2016

(Unaudited)

(Expressed in Canadian dollars)

Volatility was estimated by using the historical volatility of other companies that the Company considers
comparable that have similar trading and volatility history. The expected life in years represents the period
of time that options granted are expected to be outstanding. The risk-free rate is based on Canada government
bonds with a remaining term equal to the expected life of the options.

Incentive stock options outstanding and exercisable at June 30, 2017 are summarized as follows:

Outstanding Exercisable
Weighted Weighted
Remaining average average
Exercise contractual exercise exercise
price Quantity life (Years) price Quantity price
$0.175 225,000 3.7 $0.175 58,333 $0.175
$0.335 210,000 4.2 $0.335 210,000 $0.335
$0.40 750,000 2.2 $0.40 730,556 $0.40
$0.41 300,000 2.6 $0.41 226,580 $0.41
$0.45 1,500,000 2.8 $0.45 1,500,000 $0.45
$0.55 381,500 2.4 $0.55 298,167 $0.55
$0.72 1,916,700 4.2 $0.72 1,072,950 $0.72
$1.16 35,000 4.9 $1.16 972 $1.16
$1.18 200,000 5.0 $1.18 - $1.18
$1.22 795,000 4.9 $1.22 44,167 $1.22
$1.38 600,000 2.5 $1.38 303,125 $1.38
$1.42 175,000 4.8 $1.42 9,722 $1.42
$1.51 100,000 1.5 $1.51 60,000 $1.51
7,188,200 3.5 $0.73 4,514,572 $0.59

The Company recorded share-based compensation expense related to the incentive stock options of $332,103
and $533,289 for the three and six months ended June 30, 2017 ($38,179 and $75,797 for the three and six
months ended June 30, 2016). The expense has been charged to the consolidated statement of loss and
comprehensive loss.

Restricted share units

During the three months ended June 30, 2017, the Company issued 200,000 restricted share units (“RSUs”),
as permitted under the New Plan described above. The RSUs vest in full on May 8, 2020 and will be settled
in shares, provided the specified target milestones are met. At the time of issuance, the fair value of the
RSUs was determined to be $1.85 per unit. During the period, the Company recorded share-based
compensation expense related to the RSUs of $37,685 (prior periods $Nil) to the consolidated statement of
loss and comprehensive loss.
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EMERALD HEALTH THERAPEUTICS, INC.

NOTES TO CONDENSED INTERIM CONSOLIDATED FINANCIAL STATEMENTS
For the three and six months ended June 30, 2017 and 2016

(Unaudited)

(Expressed in Canadian dollars)

The fair values of the options granted during the period ended June 30, 2017 were determined on the date of
the grant using the Black-Scholes option pricing model with the following assumptions:

Grant
May 8, 2017
Number of RSUs granted 200,000
Exercise price -
Market value on grant date $1.22
Risk free interest rate 0.77%
Expected life 3 years
Annualized volatility 80%
Expected dividends Nil

Compensation options

As part of the prospectus offerings completed in February 2017 and April 2017, the Company issued
compensation options to the underwriters, exercisable into units with the same terms as the units issued in
the applicable offerings for a period of twenty-four months. The fair value of the compensation options
reduced the share capital amount. Compensation options outstanding and exercisable at June 30, 2017 are
summarized as follows:

Number Weighted  Remaining Fair Fair
of Shares Average contractual Value Value at
Exercise Price life (Years) per unit issue

Balance at December 31, 2016 - -
Granted, February offering 307,050 $1.35 1.6 $0.40 121,941

Granted, April offering 395,100 $1.85 1.8 $0.52 205,830
Granted, April offering, over allotment 43,953 $1.85 1.8 $0.51 22,327
Exercised - - -

Balance at June 30, 2017 746,103 $1.64 1.7

The fair values of the compensation options granted during the period ended June 30, 2017 were determined
on the date of the grant using the Black-Scholes option pricing model with the following assumptions:

Grant Grant Grant

February April April

10,2017 20,2017 21,2017

Number of share options granted 307,050 395,100 43,953
Exercise price $1.35 $1.85 $1.85
Market value on grant date $1.31 $1.44 $1.42
Risk free interest rate 0.77% 0.74% 0.71%
Expected life 2 year 2 years 2 years
Annualized volatility 80% 80% 80%
Expected dividends Nil Nil Nil
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(Unaudited)
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Volatility was estimated by using the historical volatility of other companies that the Company considers

comparable that have similar trading and volatility history. The expected life in years represents the period
of time that options granted are expected to be outstanding. The risk-free rate is based on Canada government
bonds with a remaining term equal to the expected life of the options.

11. WARRANTS

The Company issued the following common share purchase warrants:

Number of Weighted Average

Warrants Exercise Price
Balance at December 31, 2015 - -
Issued in September, 2016 4,077,687 $0.27
Issued in November, 2016 4,411,764 $0.85
Balance at December 31, 2016 8,489,451 $0.57
Issued in February, 2017 5,117,500 $2.00
Issued in April, 2017 7,572,750 $2.60
Balance at June 30, 2017 21,179,701 $1.64

12. LOSS PER SHARE

For the three months ended

For the six months ended

June 30, June 30,
2017 2016 2017 2016
Numerator
Net loss for the period $ 1,669,026 $ 546,336 $2,874,883 $ 1,050,236
Denominator
For basic and diluted - weighted
average number of shares 89,968,293 50,431,115 81,837,223 47,157,923
outstanding
Loss per share
Basic $ (0.02) $ (.01 S (0.04) 3 (0.02)
Diluted $  (0.02) $§ (0.01) $ (0.04) 3 (0.02)

The basic loss per share is computed by dividing the net loss by the weighted average number of Common
Shares outstanding during the period. The diluted loss per share reflects the potential dilution of Common
Share equivalents, such as outstanding stock options and warrants, in the weighted average number of
Common Shares outstanding during the period, if dilutive. For the three and six months ended June 30, 2017
and 2016, the Company was in a loss position and therefore all options are anti-dilutive.
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13.

14.

COMMITMENTS

Operating leases
The Company has entered into certain operating lease commitments for land and office space through 2047.
The future minimum lease payments for the next five years and thereafter are as follows:

Remainder
of 2017 2018 2019 2020 2021 2022 Thereafter
Production facilities $ 60,818 $ 123,081 $ 89245 § 10812 § - - $ -
Land (Note 9) 160,000 320,000 320,000 320,000 320,000 320,000 7,760,000

$ 220,818 § 443,081 $ 409,245 § 330,812 $ 320,000 $ 320,000 $ 7,760,000

FINANCIAL INSTRUMENTS

Financial assets and financial liabilities are measured on an ongoing basis at fair value or amortized cost. As
at June 30, 2017 and December 31, 2016, the classification of the financial instruments, as well as their
carrying values and fair values, are shown in the table below:

June 30, 2017 December 31,2016
Fair Value Carrying Value  Fair Value Carrying Value

Financial Assets
FVTPL:

Cash $ 3,160,110 $ 3,160,110 $ 3,217,205 $ 3,217,205

Loans and accounts, recorded
at amortized cost:

Cash equivalents 33,000,000 33,000,000 - -
Accounts receivable 135,323 135,323 28,701 28,701
Due from related parties 32,072 32,072 - -

Financial Liabilities
Other financial liabilities,
recorded at amortized cost:

Accounts payable and 691,886 691,886 376,339 376,339
accrued liabilities

Payable to joint venture 18,000,000 18,000,000 - -

Due to related parties 573,406 573,406 97,696 97,696

Fair value hierarchy financial instruments recorded at fair value at the statement of financial position dates
are classified using the fair value hierarchy, which reflects the significance of the inputs used in making the
measurements. The fair value hierarchy has the following levels:

Level 1 — Valuation based on quoted prices [unadjusted] in active markets for identical assets or liabilities.
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Level 2 — Valuation techniques based on inputs other than quoted prices included in Level 1 that are
observable for the asset or liability, either directly or indirectly.

Level 3 — Valuation techniques using inputs for the asset or liability that are not based on observable market
data.

The carrying value of the cash and cash equivalents, accounts receivables, due from related parties, accounts
payable and accrued liabilities and amounts due to related parties, approximates the fair value because of the

short-term nature of these instruments.

The Company’s financial instruments that must be recorded at fair value are presented in the following table:

Fair Value Measurement
Carrying Value Level 1 Level 2 Level 3

As at June 30, 2017

Financial Assets
Cash $ 3,160,110 $3,160,110 - -
As at December 31, 2016

Financial Assets
Cash $ 3,217,205 $ 3,217,205 - -

The Company is exposed to varying degrees to a variety of financial instrument related risks:

Currency risk

The Company’s functional and presentation currency is the Canadian dollar and major purchases are
transacted in Canadian dollars. As a result, the Company’s exposure to foreign currency risk is minimal.

Credit risk

The Company’s cash and redeemable short-term investment certificates are largely held in large Canadian
financial institutions. The Company does not have any asset-backed commercial paper. The Company
maintains cash deposits with Schedule A financial institutions, which from time to time may exceed federally
insured limits. The Company’s maximum exposure to credit risk as at June 30, 2017 is the carrying value of
its financial assets.

Interest rate risk

Interest rate risk is the risk the fair value or future cash flows of a financial instrument will fluctuate because
of changes in market interest rates. Financial assets and liabilities with variable interest rates expose the
Company to cash flow interest rate risk. The Company does not hold any financial liabilities with variable
interest rates. The Company does maintain bank accounts and redeemable short-term investment certificates
which earn interest at variable rates but it does not believe it is currently subject to any significant interest
rate risk.
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15.

Liquidity risk

Liquidity risk is the risk that the Company will not be able to meet its obligations associated with financial
liabilities. As at June 30, 2017, the Company had positive working capital of $17,802,602 (December 31,
2016 — positive working capital of $3,127,688). The Company’s ability to continue as a going concern is
dependent on management’s ability to raise required funding through future equity issuances and through
short-term borrowing. The Company manages its liquidity risk by forecasting cash flows from operations
and anticipating any investing and financing activities. Management and the Board of Directors are actively
involved in the review, planning and approval of significant expenditures and commitments.

EVENTS AFTER THE REPORTING PERIOD
Issuance of Stock Options
As at June 30, 2017, an additional 100,000 options had been approved for grant. Subsequent to June 30,

2017, 50,000 of these options have been granted. These options vest over three years, and expire on August
4,2022.

19



