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TERRA TECH CORP. AND SUBSIDIARIES  
CONSOLIDATED BALANCE SHEETS  

     
  June 30,   December 31,  
  2018   2017  
  (Unaudited)    

ASSETS  
       
Current Assets:       

Cash  $ 5,153,608  $ 5,445,582 
Accounts Receivable   1,210,446   959,698 
Notes Receivable   6,158,731   5,010,143 
Inventory   3,840,773   5,760,019 
Assets Held for Sale   904,352   - 
Prepaid Expenses and Other Current Assets   1,086,989   1,067,689 

         
Total Current Assets   18,354,899   18,243,131 

         
Property, Equipment and Leasehold Improvements, Net   34,940,408   19,191,616 
Intangible Assets, Net   26,696,348   27,773,110 
Goodwill   28,921,260   28,921,260 
Other Assets   878,098   4,058,682 
         
TOTAL ASSETS  $ 109,791,013  $ 98,187,799 
         

LIABILITIES AND STOCKHOLDERS’ EQUITY 
LIABILITIES:         

Current Liabilities:         
Accounts Payable and Accrued Expenses  $ 4,076,973  $ 5,444,710 
Derivative Liabilities   1,891,400   9,331,400 

         
Total Current Liabilities   5,968,373   14,776,110 

         
Long-Term Liabilities:         

Long-Term Debt, Net of Discounts   12,811,403   6,609,398 
         

Total Long-Term Liabilities   12,811,403   6,609,398 
         
Total Liabilities   18,779,776   21,385,508 
         
COMMITMENTS AND CONTINGENCIES         
         
STOCKHOLDERS’ EQUITY:         

Preferred Stock, Convertible Series A, Par Value 0.001:   -   - 
100 Shares Authorized as of June 30, 2018 and December 31, 2017; 8 Shares Issued and Outstanding as of

June 30, 2018 and December 31, 2017
Preferred Stock, Convertible Series B, Par Value 0.001:   -   - 

49,999,900 Shares Authorized as of June 30, 2018 and December 31, 2017; 0 Shares Issued and Outstanding
as of June 30, 2018 and December 31, 2017

Common Stock, Par Value 0.001:   70,853   61,819 
990,000,000 Shares Authorized as of June 30, 2018 and December 31, 2017; 70,852,978 and 61,818,560

Shares Issued and Outstanding as of June 30, 2018 and December 31, 2017, respectively
Additional Paid-In Capital   216,839,872   181,357,715 
Accumulated Deficit   (127,008,525)   (105,548,602)

         
Total Terra Tech Corp. Stockholders’ Equity   89,902,200   75,870,932 
Non-Controlling Interest   1,109,037   931,359 

         
Total Stockholders’ Equity   91,011,237   76,802,291 

         
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY  $ 109,791,013  $ 98,187,799 
 



The accompanying notes are an integral part of the unaudited consolidated financial statements.
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TERRA TECH CORP. AND SUBSIDIARIES 



CONSOLIDATED STATEMENTS OF OPERATIONS 
(UNAUDITED)

         
  Three Months Ended   Six Months Ended  
  June 30,   June 30,  
  2018   2017   2018   2017  
             
Total Revenues  $ 8,718,177  $ 7,842,873  $ 17,333,543  $ 14,667,329 
Cost of Goods Sold   6,509,754   6,336,500   13,477,680   12,801,893 
                 
Gross Profit   2,208,423   1,506,373   3,855,863   1,865,436 
                 
Selling, General and Administrative Expenses   8,002,370   6,029,287   16,424,918   12,415,587 
                 
Loss from Operations   (5,793,947)   (4,522,914)   (12,569,055)   (10,550,151)
                 
Other Income (Expense):                 

Amortization of Debt Discount   (417,363)   (515,654)   (885,680)   (1,126,270)
Loss on Extinguishment of Debt   (3,127,477)   (1,639,137)   (7,858,723)   (2,678,595)
Gain (Loss) on Fair Market Valuation of Derivatives   (1,653,000)   987,200   628,000   2,597,950 
Interest Expense, Net   (331,379)   (130,510)   (591,000)   (288,343)
Loss on Fair Market Valuation of Contingent Consideration   -   (77,286)   -   (4,426,047)
Gain on Settlement of Contingent Consideration   -   4,991,571   -   4,991,571 

                 
Total Other Income (Expense)   (5,529,219)   3,616,184   (8,707,403)   (929,734)

                 
Net Loss   (11,323,166)   (906,730)   (21,276,458)   (11,479,885)
Net Income (Loss) Attributable to Non-Controlling Interest   104,837   (452,961)   183,465   (914,128)
                 
NET LOSS ATTRIBUTABLE TO TERRA TECH CORP.  $ (11,428,003)  $ (453,769)  $ (21,459,923)  $ (10,565,757)
                 
Net Loss Per Common Share Attributable to Terra Tech Corp. Common
Stockholders – Basic and Diluted  $ (0.17)  $ (0.01)  $ (0.32)  $ (0.28)
                 
Weighted-Average Number of Common Shares Outstanding – Basic and
Diluted   68,734,997   38,873,092   66,734,450   38,349,946 

 
The accompanying notes are an integral part of the unaudited consolidated financial statements.
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TERRA TECH CORP. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED)
       
  Six Months Ended  
  June 30,  
  2018   2017  
CASH FLOWS FROM OPERATING ACTIVITIES:       
    Net Loss  $ (21,276,458)  $ (11,479,885)
    Adjustments to Reconcile Net Loss to Net Cash Used in Operating Activities:         
        Gain on Fair Market Valuation of Derivatives   (628,000)   (2,597,950)
        Loss on Fair Market Valuation of Contingent Consideration   -   4,426,047 
        Cancellation of shares issued   (117,831)   - 
        Gain on Settlement of Contingent Consideration   -   (4,991,571)
        Loss on Extinguishment of Debt   7,858,723   2,678,595 
        Amortization of Debt Discount   885,680   1,126,270 
        Interest Income Accreted   (136,877)   - 
        Depreciation and Amortization   2,147,499   1,778,782 
        Warrants Issued with Common Stock and Debt   -   211,534 
        Stock Issued for Compensation   552,992   1,356,138 
        Stock Issued for Director Fees   -   221,973 
        Stock Issued for Services   123,727   591,359 
        Stock Option Compensation   954,698   205,019 
        Changes in Operating Assets and Liabilities:         
            Accounts Receivable   (250,748)   (36,279)
            Inventory   1,879,923   (1,323,742)
            Prepaid Expenses and Other Current Assets   (572,072)   (533,808)
            Other Assets   (120,191)   (166,925)
            Accounts Payable and Accrued Expenses   (1,174,458)   1,383,860 
         
                  NET CASH USED IN OPERATING ACTIVITIES   (9,873,393)   (7,150,583)
         
CASH FLOWS FROM INVESTING ACTIVITIES:         
    Issuance of Note Receivable   (1,011,711)   - 
    Purchase of Property, Equipment and Leasehold Improvements   (7,447,564)   (1,036,233)
         
                  NET CASH USED IN INVESTING ACTIVITIES   (8,459,275)   (1,036,233)
         



CASH FLOWS FROM FINANCING ACTIVITIES:         
    Proceeds from Issuance of Notes Payable   15,000,000   6,000,000 
    Cash Paid for Debt Discount   (645,000)   (180,000)
    Proceeds from Issuance of Common Stock, Warrants and Common Stock Subscribed   3,650,000   3,750,000 
    Payment of Contingent Consideration   -   (2,088,000)
    Proceeds from Exercise of Warrants   76,000   - 
    Cash (Distribution) Contribution from Non-Controlling Interest   (5,787)   86,550 
         
                 NET CASH PROVIDED BY FINANCING ACTIVITIES   18,075,213   7,568,550 
         
NET CHANGE IN CASH   (257,455)   (618,266)

NET CHANGE IN CASH CLASSIFIED WITHIN CURRENT ASSETS HELD FOR SALE   (34,519)   - 
Cash at Beginning of Period   5,445,582   9,749,572 
         
CASH AT END OF PERIOD  $ 5,153,608  $ 9,131,306 
         
SUPPLEMENTAL DISCLOSURE FOR OPERATING ACTIVITIES:         
Cash Paid for Interest  $ 428,334  $ - 
         
SUPPLEMENTAL DISCLOSURE FOR NON-CASH INVESTING AND FINANCING ACTIVITIES:         
Settlement of Contingent Consideration  $ -  $ 4,739,638 
Purchase of Land and Building with a Mortgage  $ 6,500,000  $ - 
Gain on Settlement of Contingent Consideration Recorded Against Additional 
      Paid-In Capital  $ -  $ 4,692,697 
Fair Value of Debt Discount and Derivative Liability Recorded  $ 8,760,000  $ 4,446,000 
Issuance of Common Stock for Debt and Interest Expense  $ 29,926,761  $ 8,564,324 
Claw back of Escrow Shares From The Tech Center Drive Asset Acquisition  $ 351,072  $ - 
Issuance of Common Stock for Other Assets  $ 200,000  $ - 
Fair Value of Warrants Issued for Debt Discount  $ 475,916  $ - 
Deposits Applied to the Purchase of Property  $ 3,500,000  $ - 
Assets Classified as Held for Sale  $ 904,352  $ - 
 

The accompanying notes are an integral part of the unaudited consolidated financial statements.
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 TERRA TECH CORP. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

 
NOTE 1 – DESCRIPTION OF BUSINESS
 
Organization
 
References in this document to “the Company”, “Terra Tech”, “we”, “us”, or “our” are intended to mean Terra Tech Corp., individually, or as the context
requires, collectively with its subsidiaries on a consolidated basis.
 
The Company is a vertically integrated retail, production and cultivation company, with an emphasis on providing the highest quality of medical and adult
use cannabis products. The Company also holds an exclusive patent on an organic antioxidant rich Superleaf lettuce and sells living herbs that are grown
using classic Dutch hydroponic farming methods.
 
The Company has a presence in three states (California, Nevada and New Jersey), and currently has cannabis operations in California and Nevada. All the
Company’s cannabis dispensaries operate under the name Blüm. The Company’s cannabis dispensaries offer a broad selection of medical and adult use
cannabis products including flowers, concentrates and edibles.
 
On March 12, 2018, the Company implemented a 1-for-15 reverse stock split of the Company’s common stock (the “Reverse Stock Split”). The Reverse
Stock Split became effective in the stock market upon commencement of trading on March 13, 2018. As a result of the Reverse Stock Split, every fifteen
shares of the Company’s Pre-Reverse Stock Split common stock were combined and reclassified into one share of the Company’s common stock. The
number of shares of common stock subject to outstanding options, warrants and convertible securities were also reduced by a factor of fifteen as of March
13, 2018. All historical share and per share amounts reflected throughout unaudited consolidated financial statements have been adjusted to reflect the
Reverse Stock Split. The authorized number of shares and the par value per share of the Company’s common stock were not affected by the Reverse
Stock Split.
 
NOTE 2 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
 
Basis of Presentation
 
The accompanying interim unaudited consolidated financial statements have been prepared in accordance with U.S. generally accepted accounting
principles (“GAAP”) for interim financial information and with the instructions to Securities Exchange Commission (“SEC”) Form 10-Q and Article 10 of
Regulation S-X of the Securities Act of 1933 and reflect the accounts and operations of the Company and those entities in which we have a controlling
financial interest. In accordance with the provisions of FASB or ASC 810, “Consolidation”, we consolidate any variable interest entity (“VIE”), of which
we are the primary beneficiary. The typical condition for a controlling financial interest ownership is holding a majority of the voting interests of an entity;



however, a controlling financial interest may also exist in entities, such as VIEs, through arrangements that do not involve controlling voting interests.
ASC 810 requires a variable interest holder to consolidate a VIE if that party has the power to direct the activities of the VIE that most significantly
impact the VIE’s economic performance and the obligation to absorb losses of the VIE that could potentially be significant to the VIE or the right to
receive benefits from the VIE that could potentially be significant to the VIE. We do not consolidate a VIE in which we have a majority ownership interest
when we are not considered the primary beneficiary. We have determined that we are the primary beneficiary of certain VIEs. We evaluate our
relationships with all the VIEs on an ongoing basis to reassess if we continue to be the primary beneficiary.
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All intercompany accounts and transactions have been eliminated in consolidation. The accompanying interim unaudited consolidated financial
statements do not include all the information and footnotes required by GAAP for complete financial statements. In the opinion of management, all
adjustments (consisting only of normal recurring adjustments) considered necessary for a fair presentation of the unaudited consolidated financial position
of the Company as of June 30, 2018, the unaudited consolidated results of operations for the three and six months ended June 30, 2018 and 2017, and the
unaudited consolidated results of cash flows for the three and six months ended June 30, 2018 and 2017 have been included. These interim unaudited
consolidated financial statements do not include all of the information and footnotes required by GAAP for complete financial statements and, therefore,



should be read in conjunction with the consolidated financial statements and related notes contained in the Company’s most recent Annual Report on
Form 10-K filed with the SEC. The December 31, 2017 balances reported herein are derived from the audited consolidated financial statements included
in the Company’s Annual Report on Form 10-K for the year ended December 31, 2017, filed with the SEC on March 16, 2018. The results for the interim
periods are not necessarily indicative of results to be expected for the full year.
 
Non-Controlling Interest
 
Non-controlling interest is shown as a component of stockholders’ equity on the consolidated balance sheets and the share of net income (loss) attributable
to non-controlling interest is shown as a component of net income (loss) in the consolidated statements of operations.
 
Use of Estimates
 
The preparation of financial statements in accordance with GAAP requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities at the dates of the financial statements and the reported amounts of total net revenue and expenses in the reporting
periods. The Company regularly evaluates estimates and assumptions related to revenue recognition, allowances for doubtful accounts, sales returns,
inventory valuation, stock-based compensation expense, goodwill and purchased intangible asset valuations, derivative liabilities, deferred income tax
asset valuation allowances, uncertain tax positions, tax contingencies, litigation and other loss contingencies. These estimates and assumptions are based
on current facts, historical experience and various other factors that the Company believes to be reasonable under the circumstances, the results of which
form the basis for making judgments about the carrying values of assets and liabilities and the recording of revenue, costs and expenses that are not readily
apparent from other sources. The actual results the Company experiences may differ materially and adversely from these estimates. To the extent there are
material differences between the estimates and actual results, the Company’s future results of operations will be affected. The Company continues to
evaluate the impact of adult use legalization in California on its sales forecasts. Certain of the Company’s assets, such as goodwill, may be negatively
impacted if the Company were to decrease its California sales forecasts.
 
Reclassifications
 
Certain prior period amounts have been reclassified to conform to the current period presentation. These reclassifications did not affect net loss or
stockholders’ equity.
 
Assets Held for Sale
 
Assets held for sale represent furniture, equipment, and leasehold improvements less accumulated depreciation as well as any other assets that are held for
sale in conjunction with the sale of a business. The Company recorded assets held for sale in accordance with ASC 360, “Property, Plant, and Equipment,”
at the lower of carrying value or fair value less cost to sell. Fair value is based on the estimated proceeds from the sale of the facility utilizing recent
purchase offers, market comparables and/or data. Our estimate as to fair value is regularly reviewed and subject to changes in the commercial real estate
markets and our continuing evaluation as to the facility’s acceptable sale price. The reclassification takes place when the assets are available for immediate
sale and the sale is highly probable. These conditions are usually met as from the date on which a letter of intent or agreement to sell is ready for signing.
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Revenue Recognition
 
On January 1, 2018, the Company adopted Accounting Standards Update (ASU) 2014-09, “Revenue from Contracts with Customers” and all the related
amendments, which are also codified into Accounting Standards Codification (ASC) 606. The Company elected to adopt this guidance using the modified
retrospective method. The adoption of this standard did not have a material impact on the Company’s financial position or results of operations. The
Company did not restate prior period information for the effects of the new standard, nor did the Company adjust the opening balance of its’ retained
deficit to account for the implementation of the new requirements of this standard. The Company does not expect the adoption of this guidance to have a
material effect on its’ results of operations in future periods.
 
Under the new standard, the Company recognizes a sale as follows:
 
Cannabis Dispensary, Cultivation and Production
 
The Company recognizes revenue from manufacturing and distribution product sales when our customers obtain control of our products. Revenue from
our retail dispensaries is recorded at the time customers take possession of the product. Revenue from our retail dispensaries is recognized net of
discounts, rebates, promotional adjustments, price adjustments and returns, and net of taxes collected from customers that are remitted to governmental
authorities, with the collected taxes recorded as current liabilities until remitted to the relevant government authority. Upon purchase, the Company has no
further performance obligations and collection is assured as sales are paid for at time of purchase.
 
Revenue related to distribution customers is recorded when the customer is determined to have taken control of the product. That determination is based
on the customer specific terms of the arrangement and gives consideration to factors including, but not limited to, whether the customer has an
unconditional obligation to pay, whether a time period or event is specified in the arrangement and whether the Company can mandate the return or
transfer of the products. Recorded revenue is net of any discounts, rebates, promotional adjustments and returns, and net of taxes collected from customers
that are remitted to governmental authorities, with the collected taxes recorded as current liabilities until remitted to the relevant government authority.
 
Herbs and Produce Products
 
The Company recognizes revenue from products grown in its greenhouses net of variable consideration such as estimated returns upon delivery of the
product to the customer at which time control passes to the customer. Upon transfer of control, the Company has no further performance obligations.
 
For sales for which the Company uses an outside grower, the Company evaluates whether it is appropriate to record the gross amount of product sales and
related costs or the net amount earned as commissions. The evaluation considers whether the Company takes control of the products of the outside grower,
whether it has the ability to direct the outside grower to provide the product to the customer on its behalf or whether it combines products from the outside
grower with its own goods and services to provide the products to the customer.
 
In evaluating whether it takes control of the products of the outside grower, the Company considers whether it has primary responsibility for fulfilling the
promise to provide the products, whether the Company is subject to inventory risk related to the products and whether it has the ability to set the selling



prices for the products.
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Fair Value of Financial Instruments



 
The Company applies fair value accounting for all financial assets and liabilities and non-financial assets and liabilities that are recognized or disclosed at
fair value in the financial statements on a recurring basis. The Company defines fair value as the price that would be received from selling an asset or paid
to transfer a liability in an orderly transaction between market participants at the measurement date. When determining the fair value measurements for
assets and liabilities that are required to be recorded at fair value, the Company considers the principal or most advantageous market in which the
Company would transact and the market-based risk measurements or assumptions that market participants would use in pricing the asset or liability, such
as risks inherent in valuation techniques, transfer restrictions and credit risk. Fair value is estimated by applying the following hierarchy, which prioritizes
the inputs used to measure fair value into three levels and bases the categorization within the hierarchy upon the lowest level of input that is available and
significant to the fair value measurement:
 

Level 1 – Quoted prices in active markets for identical assets or liabilities.
 

Level 2 – Observable inputs other than quoted prices in active markets for identical assets and liabilities, quoted prices for identical or similar
assets or liabilities in inactive markets, or other inputs that are observable or can be corroborated by observable market data for substantially the
full term of the assets or liabilities.

 
Level 3 – Inputs that are generally unobservable and typically reflect management’s estimate of assumptions that market participants would use in
pricing the asset or liability.

 
In accordance with the fair value accounting requirements, companies may choose to measure eligible financial instruments and certain other items at fair
value. The Company has elected the fair value option to measure any eligible financial instruments.
 
Derivative Financial Instruments
 
ASC 815-40, “Derivatives and Hedging”, requires freestanding contracts that are settled in a company’s own stock, including common stock warrants, to
be designated as an equity instrument, asset or a liability. Under the provisions of ASC 815-40, a contract designated as an asset or a liability must be
carried at fair value on a company’s balance sheet, with any changes in fair value recorded in the company’s results of operations. A contract designated as
an equity instrument must be included within equity, and no fair value adjustments are required from period to period.

 
ASC 815, “Derivatives and Hedging”, requires all derivatives to be recorded on the balance sheet at fair value. Furthermore, ASC 815 precludes contracts
issued or held by a reporting entity that are both (1) indexed to its own stock and (2) classified as stockholders’ equity in its statement of financial position
from being treated as derivative instruments.
 
The Company estimates the fair value of any new derivative liabilities using the Monte Carlo Simulation (“MCS”) technique because it provides for the
necessary assumptions and inputs. The MCS technique, which is an option-based model, is a generally accepted valuation technique for valuing
embedded conversion features in convertible notes, because it is an open-ended valuation model that embodies all significant assumption types, and
ranges of assumption inputs that the Company agrees would likely be considered in connection with the arms-length negotiation related to the
transference of the instrument by market participants. In addition to the typical assumptions in a closed-end option model, such as volatility and a risk-free
rate, MCS incorporates assumptions for interest risk, credit risk and redemption behavior. In addition, MCS breaks down the time to expiration into
potentially a large population of time intervals and steps. However, there may be other circumstances or considerations, other than those addressed herein,
that relate to both internal and external factors that would be considered by market participants as it relates specifically to the Company and the subject
financial instruments. The effects, if any, of these considerations cannot be reasonably measured, quantified or qualified.
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Recently Issued Accounting Standards
 
FASB ASU No. 2018-07 (Topic 718), “Compensation—Stock Compensation: Improvements to Nonemployee Share-Based Payment Accounting” –
Issued in June 2018, ASU 2018-07 expands the scope of Topic 718 to include share-based payment transactions for acquiring goods and services from
nonemployees. The amendments also clarify that Topic 718 does not apply to share-based payments used to effectively provide (1) financing to the issuer
or (2) awards granted in conjunction with selling goods or services to customers as part of a contract accounted for under Topic 606, Revenue from
Contracts with Customers. The new standard will be effective for the Company on January 1, 2019. Early adoption is permitted. The Company is in the
process of evaluating the impact the adoption of this standard will have on its statements and related disclosure.
 
FASB ASU 2017-04 (Topic 350), “Intangibles - Goodwill and Others” – Issued in January 2017, ASU 2017-04 simplifies how an entity is required to
test goodwill for impairment by eliminating Step 2 from the goodwill impairment test. Step 2 measures a goodwill impairment loss by comparing the
implied fair value of a reporting unit’s goodwill with the carrying amount of that goodwill. ASU 2017-04 is effective for annual periods beginning after
December 15, 2019 including interim periods within those periods. The Company is currently evaluating the effect that ASU 2017-04 will have on our
consolidated financial statements and related disclosures.
 
FASB ASU No. 2016-02 (Topic 842), “Leases” – Issued in February 2016, ASU No. 2016-02 will require entities to recognize right-of-use assets and
lease liabilities on the balance sheet for the rights and obligations created by all leases, including operating leases, with terms of more than 12 months. The
new standard also requires additional disclosures on the amount, timing, and uncertainty of cash flows arising from leases. These disclosures include
qualitative and quantitative information. The new standard will be effective for the Company on January 1, 2019. Early adoption is permitted. The
Company is in the process of evaluating the impact the adoption of this standard will have on its statements and related disclosures.
 
NOTE 3 – CONCENTRATIONS OF BUSINESS AND CREDIT RISK
 
California Licensed Vendors Requirement
 
The Company sources cannabis products for retail, cultivation and production from various vendors. However, as a result of the new regulations in the
State of California, the Company’s California retail, cultivation and production operations must use vendors licensed by the State effective January 1,
2018. As a result, the Company will be dependent upon the licensed vendors in California to supply products as of that date. If the Company is unable to
enter into a relationship with sufficient members of properly licensed vendors, the Company's sales may be impacted. During the three and six months
ended June 30, 2018 and 2017, we did not have any concentration of vendors for inventory purchases. However, this may change depending on the
number of vendors who receive appropriate licenses to operate in the State of California.
 
California Phase-In of Laboratory Testing Requirements
 
The Bureau of Cannabis Control (“BCC”) is the lead agency in developing regulations for medical and adult-use cannabis in California. The BCC is
responsible for licensing retailers, distributors, testing labs and microbusinesses. Prior to July 1, 2018, the BCC allowed for a “transition period” in which
they allowed exceptions from specific regulatory provisions. However, beginning July 1, 2018, cannabis goods must meet all statutory and regulatory
requirements. A licensee can only sell cannabis goods that have been tested by a licensed testing laboratory and have passed all statutory and regulatory
testing requirements. In order to be sold, cannabis goods harvested or manufactured prior to January 1, 2018, must be tested by a licensed testing
laboratory and must comply with all testing requirements in section 5715 of the BCC’s regulations. Cannabis goods that do not meet all statutory and
regulatory requirements must be destroyed in accordance with the rules pertaining to destruction.
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The laboratory testing requirements are being phased-in three tiers. Tiers 1, 2 and 3 have compliance deadlines of January 1, 2018, July 1, 2018 and
December 31, 2018, respectively. With each phased-in tier there are specific laboratory testing requirements for different types of cannabis products as
outlined below:
 

 Phase-In of Required Laboratory Testing Inhalable Cannabis  Inhalable Cannabis
Products  Other Cannabis &

Cannabis Products
Tier 1 January 1, 2018      
       
 Cannabinoids Testing x  x  x
 Moisture Content Testing x     
 Category II Residual Solvents and Processing Chemicals Testing   x  x
 Category I Residual Pesticides Testing x  x  x

 Microbial Impurities Testing (A. fumigatus, A. flavus, A. niger,
A. terreus) x  x   

 Microbial Impurities Testing (Escherichia coli and Salmonella
spp.) x  x  x

 Homogeneity Testing of Edible Cannabis Products     x
       
Tier 2 July 1, 2018      
       
 Category I Residual Solvents and Processing Chemicals Testing   x  x
 Category II Residual Pesticides Testing x  x  x
 Foreign Material Testing x  x  x
       
Tier 3 December 31, 2018      
       
 Terpenoids Testing x  x  x
 Mycotoxins Testing x  x  x
 Heavy Metals Testing x  x  x
 Water Activity Testing of Solid or Semi-Solid Edibles x    x
       
  
On June 8, 2018 the BCC issued new guidance regarding the completion of the transition period from an unregulated to regulated state market.  This
guidance was provided to issue direction on how licensees should treat inventory from 2017 and 2018, which was not completely compliant with the BCC
regulations that commenced on January 1, 2018. One of these components was that, in addition to tier 1 testing, all products must meet tier 2 testing by
July 1, 2018 and tier 3 testing by December 31, 2018.  While testing has not been a barrier to product availability for the Company, it is possible that as
the market transitions from tier 2 to tier 3 testing, that products meeting all three tier testing requirements will be limited in nature.  Through industry
discussions, the Company believes that cultivators and manufacturers are aware of the new requirements and are taking great measures to meet these
requirements.  Considering that other states have similar testing requirements, the Company does not expect that these new testing standards will be an
actual barrier to product availability. However, the limited number of testing labs licensed by the state to perform all required tier testing may cause a
backlog or delay in testing results, which could have an impact on product availability.
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NOTE 4 – ASSETS HELD FOR SALE
 
As of June 30, 2018, there was one asset group in the Cannabis Dispensary, Cultivation and Production segment that met the criteria to be recorded as held
for sale under ASC 360: (1) Management, having the authority to approve the action, committed to a plan to sell the asset, (2) The asset group was available
for immediate sale in its present condition subject only to terms that are usual and customary for sales of such assets, (3) An active program to locate a buyer
and other actions required to complete the plan to sell the asset group have been initiated, (4) The sale of the asset group was probable, and transfer of the
asset group was expected to qualify for recognition as a completed sale, within one year, (5) The asset group was being actively marketed for sale at a price
that is reasonable in relation to its current fair value, and (6) Actions required to complete the plan indicate that it is unlikely that significant changes to the
plan will be made or that the plan will be withdrawn. The assets related to this asset group has been classified as held for sale on the Consolidated Balance
Sheets. On July 6, 2018, MediFarm LLC, a wholly-owned subsidiary of the Company, entered into an Asset Purchase Agreement (the “Purchase
Agreement”) with Exhale Brands Nevada III, LLC (the “Purchaser”) pursuant to which the Company agreed to sell and the Purchaser agreed to purchase
substantially all of the assets of the Company related to the Company’s dispensary located at 1921 Western Ave., Las Vegas, NV 89102 (the “Business”).
The aggregate consideration to be paid for the Business is $6,250,000 in cash plus the value of any inventory of the Business on the closing date. The
transaction is subject to approval by the Nevada Department of Taxation and is expected to close promptly following receipt of such approval. There is no
material relationship between the Company or its affiliates and the Purchaser other than in respect of the transactions contemplated by the Purchase
Agreement. The Purchase Agreement contains customary conditions, representations, warranties, indemnities and covenants by, among, and for the benefit
of the parties.
 
The components of assets held for sale are as follows:
 
  June 30, 2018  
     
Cash  $ 34,519 
Inventory   199,323 
Prepaid Expenses and Other Assets   41,700 
Other Assets   775 
Property, Equipment and Leasehold Improvements, Net   628,035 
     
Assets Held for Sale  $ 904,352 
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NOTE 5 – VARIABLE INTEREST ENTITY ARRANGEMENTS
 
The Company has a shared interest in two entities, MediFarm I and MediFarm I RE, with another investor for the operation of a cultivation operation and
dispensary in Nevada. The entities are considered to be VIE’s and the Company is considered to be the primary beneficiary by reference to the power and
benefits criterion under ASC 810, “Consolidation.” The Company has reviewed the provisions within the operating agreements and other factors which
would grant the Company the power to manage and make decisions that affect the operation of these VIEs.
 
As the primary beneficiary of MediFarm I and MediFarm I RE, the Company consolidates the accounts and operations of these entities. All intercompany
transactions are eliminated in the unaudited consolidated financial statements.
 
The aggregate carrying values of MediFarm I and MediFarm I RE assets and liabilities, after elimination of any intercompany transactions and balances,
in the consolidated balance sheets were as follows (in thousands):
 
  June 30,   December 31,  
  2018   2017  
Current Assets:       
Cash  $ 251,508  $ 409,029 
Accounts Receivable, Net   224,259   - 
Inventory   582,657   232,231 
Prepaid Expenses and Other Current Assets   94,889   302,186 
Total Current Assets   1,153,313   943,446 
Property, Equipment and Leasehold Improvements, Net   1,890,709   1,965,103 
         
TOTAL ASSETS  $ 3,044,022  $ 2,908,549 
         
Current Liabilities:         
Accounts Payable and Accrued Expenses  $ 269,843  $ 319,853 
         
TOTAL LIABILITIES  $ 269,843  $ 319,853 

 
NOTE 6 – NOTES RECEIVABLE
 
On October 26, 2017, the Company entered into agreements with NuLeaf Sparks Cultivation, LLC and NuLeaf Reno Production, LLC (collectively,
“NuLeaf”) to build and operate cultivation and production facilities for our IVXX brand of cannabis products in Nevada. The agreements are subject to
approval by the State of Nevada, the City of Sparks and the City of Reno in Nevada. As part of the agreements, the Company made convertible loans at
the time of the agreement of $4.5 million in aggregate to the NuLeaf entities bearing an interest rate of 6% per annum. In April 2018, the Company
amended the note receivable with NuLeaf to extend the maturity date to August 1, 2018. Upon approval the loans will automatically convert into a 50%
ownership in the NuLeaf entities. On June 28, 2018 the Company received approval from the State of Nevada. The remaining required approvals from
local authorities were received in July 2018. As a result, the notes receivable balance at June 30, 2018 was converted into a 50% ownership interest in
NuLeaf in July 2018. See “Note 17 – Subsequent Events” for additional disclosure regarding changes in notes receivable subsequent to June 30, 2018.
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NOTE 7 – PROPERTY, EQUIPMENT AND LEASEHOLD IMPROVEMENTS, NET
 
Property, equipment, and leasehold improvements, net consists of the following:
 
  June 30,   December 31,  
  2018   2017  
       
Land and Building  $ 19,662,334  $ 9,047,201 
Furniture and Equipment   3,715,118   3,553,587 
Computer Hardware and Software   492,801   486,176 
Leasehold Improvements   8,417,236   9,316,665 
Construction in Progress   7,594,184   1,204,547 
         
Subtotal   39,881,673   23,608,176 
Less Accumulated Depreciation   (4,941,265)   (4,416,560)
         
Property, Equipment and Leasehold Improvements, Net  $ 34,940,408  $ 19,191,616 

 
Depreciation expense related to property, equipment and leasehold improvements for the three months ended June 30, 2018 and 2017 was $540,167 and
$456,659, respectively, and for the six months ended June 30, 2018 and 2017 was $1,070,737 and $919,732, respectively.
 
NOTE 8 – NOTES PAYABLE
 
Notes payable consists of the following: 
 
  June 30,   December 31,  
  2018   2017  
Senior convertible promissory note dated August 21, 2017, issued to accredited investors, which matures February
21, 2019 and bears interest at a rate of 12% per annum. The conversion price is $4.50, subject to adjustment. The
balance of the note and accrued interest was converted into common stock in January 2018.  $ -  $ 640,010 
Senior convertible promissory note dated December 26, 2017, issued to accredited investors, which matures June 26,
2019 and bears interest at a rate of 12% per annum. The conversion price is $4.50, subject to adjustment.  The
balance of the note and accrued interest was converted into common stock in January 2018.   -   1,469,388 
Promissory note dated November 22, 2017, issued for the purchase of real property.  Matures December 1, 2020,
with an option to extend the maturity date 1 year.  The promissory note bears interest at 12.0% for year one and
escalates 0.5% per year thereafter up to 13.5%.   4,500,000   4,500,000 
Promissory note dated January 18, 2018, issued for the purchase of real property.  The promissory note is
collateralized by the land and building purchased and matures February 1, 2021, with an option to extend the
maturity date 1 year.  The promissory note bears interest at 12.0% for year one and escalates 0.5% per year thereafter
up to 13.0%.  The full principle balance and accrued interest are due at maturity.   6,189,144   - 
Senior convertible promissory note dated June 7, 2018, issued to accredited investors under the 2018 Master
Securities Purchase and Convertible Promissory Notes Agreement, which matures December 7, 2019 and bears
interest at a rate of 7.5% per annum. The conversion price is $4.50, subject to adjustment.   2,122,259   - 
         
Long-Term Debt, Net of Discounts  $ 12,811,403  $ 6,609,398 
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Total debt as of June 30, 2018 and December 31, 2017 was $12,811,403 and $6,609,398, respectively, net of unamortized debt discount of $2,188,597 and
$4,790,601, respectively. The senior convertible promissory notes are secured by shares of common stock. There was accrued interest payable of $16,250
and $21,767 as of June 30, 2018 and December 31, 2017, respectively. See “Note 17 – Subsequent Events” for additional disclosure regarding changes in
notes payable subsequent to June 30, 2018.
 
Scheduled Maturities of Long-Term Debt
 
Scheduled maturities of long-term debt, including the unamortized debt discounts of $2,188,597, are as follows:
 
    Year Ending December 31,  

  
Six Months Ending

December 2018   2019   2020   2021   2022   
2023

and thereafter   Total  
Total Debt  $ -  $ 2,122,259  $ 4,500,000  $ 6,189,144  $ -  $ -  $12,811,403 
 
Promissory Notes
 
On January 18, 2018, the Company entered into a $6,500,000 promissory note for the purchase of land and a building in California with a third-party
creditor. As part of the closing of the purchase of land, the Company issued warrants with a value of approximately $164,000 and paid a cash fee of
$195,000. The unamortized balance as of June 30, 2018 was $310,857. The warrants and cash fee were recorded as a debt discount. The interest rate for
the first year is 12.0% and increases 0.5% per year, up to 13.0%, through 2021. Payments of interest only are due monthly. The full principle balance and
accrued interest are due at maturity.
 
2018 Master Securities Purchase and Convertible Promissory Notes Agreement
 
In March 2018, the Company entered into the 2018 Master Securities Purchase Agreement with an accredited investor pursuant to which the Company
sells to the accredited investor 7.5% Senior Convertible Promissory Notes in eight traunches of $5,000,000, for a total of $40,000,000.
 
For each note issued under the 2018 Master Securities Purchase Agreement, the principal and interest due and owed under the note is convertible into
shares of Common Stock at any time at the election of the holder at a conversion price per share equal to the lower of (i) the original conversion price as
defined in each note issuance or (ii) 87% of the average of the two lowest daily volume weighted average price of the Common Stock in the thirteen (13)
trading days prior to the conversion date (“Conversion Price”), which Conversion Price is subject to adjustment for (i) stock splits, stock dividends,
combinations, or similar events and (ii) full ratchet anti-dilution protection. Upon certain events of default, the conversion price will automatically become
70% of the average of the three (3) lowest volume weighted average prices of the Common Stock in the twenty (20) consecutive trading days prior to the
conversion date for so long as such event of default remains in effect.
 
In addition, at any time that (i) the daily volume weighted average price of the Common Stock for the prior ten (10) consecutive trading days is $10.50 or
more and (ii) the average daily trading value of the Common Stock is greater than $2,500,000 for the prior ten (10) consecutive trading days, then the
Company may demand, upon one (1) day’s notice, that the holder convert the notes at the Conversion Price.
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The Company may prepay in cash any portion of the outstanding principal amount of the notes and any accrued and unpaid interest by, upon ten (10)
days’ written notice to the holder, paying an amount equal to (i) 110% of the sum of the then-outstanding principal amount of the notes plus accrued but
unpaid interest, if the prepayment date is within 90 days of the issuance date of the notes; (ii) 115% of the sum of the then-outstanding principal amount
plus accrued but unpaid interest, if the prepayment date is between 91 days and 180 days of the issuance date of the notes; or (iii) 125% of the sum of the
then-outstanding principal amount of the notes plus accrued but unpaid interest, if the prepayment date is after 180 days of the issuance date of the notes.
 
During the period ended March 31, 2018, the Company issued a 7.5% convertible note for an aggregate value of $5,000,000. In April 2018, the note was
converted into shares of the Company’s common stock. There were no fees or expenses deducted from the net proceeds received by the Company in the
offerings. The Company paid $150,000 in cash and issued approximately $116,000 of warrants in connection with the notes. The cash fee and warrants
were recorded as a debt discount and fully amortized upon conversion of the note into shares of the Company’s common stock.
 
In June 2018, the Company issued a 7.5% convertible note for an aggregate value of $5,000,000. During June 2018, $1,000,000 plus interest was
converted into 438,870 shares of the Company’s common stock. As of June 30, 2018, $4,000,000 principal, gross of the unamortized debt discount of
$1,877,741 remains due. There were no fees or expenses deducted from the net proceeds received by the Company in the offerings. The Company paid
$150,000 in cash in connection with the notes. The cash fee was recorded as a debt discount.
 
2017 Master Securities Purchase and Convertible Promissory Notes Agreement
 
The Company has a Securities Purchase Agreement with an accredited investor pursuant to which the Company sells to the accredited investor Senior
Convertible Promissory Notes. During the year ended December 31, 2017, the Company issued five 12% convertible notes for an aggregate value of
$20,000,000 due at various dates through June 2019. Of the $20,000,000 convertible notes issued during 2017, the Company converted $13,100,000 of
the convertible notes into shares of the Company’s common stock during the year ended December 31, 2017. As of December 31, 2017, $6,900,000
principal, gross of the unamortized debt discount of $4,790,602 remained due. The convertible notes outstanding as of December 31, 2017 were all
converted in January 2018. In January 2018, the Company issued a 12% convertible note for an aggregate value of $5,000,000. Of the $5,000,000
convertible note issued in January, the Company converted all of the convertible note during the six months period ended June 2018. As of June 30, 2018,
the related unamortized debt discount was completely amortized. There were no fees or expenses deducted from the net proceeds received by the
Company in the offerings. The Company paid $150,000 in cash and issued approximately $196,000 of warrants in connection with the notes. The cash fee
and warrants issued were recorded as a debt discount.
 
Conversion of Notes Payable and Related Loss on Extinguishment of Debt 
 
During the three and six months ended June 30, 2018 and 2017, the Company converted debt and accrued interest into shares of the Company’s common
stock, respectively. The table below details the conversion of the notes payable into equity, the loss on extinguishment of debt and value of the Company’s
common stock issued in conversion of debt for the three and six months ended June 30, 2018 and 2017:
 
  Three Months Ended June 30,   Six Months Ended June 30,  
  2018   2017   2018   2017  
Fair market value of common stock issued upon conversion  $ 12,745,924  $ 6,717,694  $ 29,926,761  $ 11,732,355 
Principal amount of debt converted   (8,500,000)   (5,005,000)   (17,900,000)   (8,564,324)
Accrued interest converted   (108,667)   (145,121)   (193,279)   (274,760)
Fair value of derivative at conversion date   (6,141,000)   (2,901,400)   (15,572,000)   (5,672,050)
Debt discount value at conversion date   5,131,220   2,972,964   11,597,241   5,457,374 
Loss on extinguishment of debt  $ 3,127,477  $ 1,639,137  $ 7,858,723  $ 2,678,595 
                 
Common Stock Issued Upon Conversion   4,170,219   2,295,292   7,303,244   4,100,698 
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NOTE 9 – FAIR VALUE MEASUREMENTS
 
Financial Assets and Liabilities Measured at Fair Value on a Recurring Basis
 
The following tables set forth the financial liabilities measured at fair value on a recurring basis by level within the fair value hierarchy as of the dates
indicated:
 

  
Fair Value at

June 30,   Fair Value Measurement Using  
Description  2018   Level 1   Level 2   Level 3  

             
Derivative Liabilities – Conversion Feature  $ 1,891,400  $ -  $ -  $ 1,891,400 
                 
  $ 1,891,400  $ -  $ -  $ 1,891,400 
      

  
Fair Value at
December 31,   Fair Value Measurement Using 

Description  2017   Level 1   Level 2   Level 3  
                 
Derivative Liabilities – Conversion Feature  $ 9,331,400  $ -  $ -  $ 9,331,400 
                 
  $ 9,331,400  $ -  $ -  $ 9,331,400 
 
The following table presents a reconciliation of the derivative liabilities measured at fair value on a recurring basis using significant unobservable inputs
(Level 3):

 
Balance at December 31, 2017  $ 9,331,400 
     
Change in Fair Market Value of Conversion Feature   (628,000)
Derivative Debt Converted into Equity   (15,572,000)
Fair Value of Derivative Liability Recorded Upon Issuance of Convertible Debt   8,760,000 
     
Balance at June 30, 2018  $ 1,891,400 
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Effective as of June 2018, the Company estimates the fair value of any new derivative liabilities using the Monte Carlo Simulation (“MCS”) technique
because it provides for the necessary assumptions and inputs. The MCS technique, which is an option-based model, is a generally accepted valuation
technique for valuing embedded conversion features in convertible notes, because it is an open-ended valuation model that embodies all significant
assumption types, and ranges of assumption inputs that the Company agrees would likely be considered in connection with the arms-length negotiation
related to the transference of the instrument by market participants. In addition to the typical assumptions in a closed-end option model, such as volatility
and a risk-free rate, MCS incorporates assumptions for interest risk, credit risk and redemption behavior. In addition, MCS breaks down the time to
expiration into potentially a large population of time intervals and steps. However, there may be other circumstances or considerations, other than those
addressed herein, that relate to both internal and external factors that would be considered by market participants as it relates specifically to the Company
and the subject financial instruments. The effects, if any, of these considerations cannot be reasonably measured, quantified or qualified.
 
Significant inputs into the Monte Carlo Simulation used to calculate the derivative values are as follows:

 
  June 2018  
Stock Price  $2.16 - $2.88 
Conversion and Exercise Price  $1.92 - $2.29  
Annual Dividend Yield   0%  
Expected Life (Years)  1.44 - 1.50  
Risk-Free Interest Rate  2.41% - 2.47%  
Expected Volatility  94.50% - 95.00% 

 
For derivative liabilities issued prior to June 2018, the Company estimates the fair value of the derivative liabilities using the Black-Scholes-Merton
option pricing model using the following assumptions for issuances during the period ended:

 
Stock Price  $2.16 - $6.90 
Conversion and Exercise Price  $1.92 - $6.60 
Annual Dividend Yield   0%
Expected Life (Years)  0.66 - 2.42  
Risk-Free Interest Rate  1.77% - 2.52%  
Expected Volatility  62.36% - 103.43% 

 
Volatility is based on historical volatility of our common stock. Historical volatility was computed using weekly pricing observations for our common
stock that correspond to the expected term. This method produces an estimate that is representative of our expectations of future volatility over the
expected term of these warrants and conversion features.
 
 

18



 

Table of Contents

 
No financial assets were measured on a recurring basis as of June 30, 2018 and December 31, 2017.
 
Non-Financial Assets Measured at Fair Value on a Non-Recurring Basis
 
Non-financial assets, such as property, equipment and leasehold improvements, goodwill, and intangible assets, are required to be measured at fair value
only when an impairment loss is recognized.
 
NOTE 10 – TAX EXPENSE
 
For the three and six months ended June 30, 2018 and 2017, the Company had no income tax expense (benefit).
 
The components of deferred income tax assets and (liabilities) are as follows:

 
  June 30,   December 31,  
  2018   2017  
Deferred Income Tax Assets:       
Net Operating Losses  $ 10,426,088  $ 8,023,000 
         
   10,426,088   8,023,000 
Deferred Income Tax Liabilities:         
Depreciation   (926,286)   (850,000)
         
Total   9,499,802   7,173,000 
Valuation Allowance   (9,499,802)   (7,173,000)
         
Net Deferred Tax  $ -  $ - 

 
In December 2017 the U.S. government enacted comprehensive tax legislation commonly referred to as the Tax Cuts and Jobs Act (the “Tax Act”). The
Tax Act makes broad and complex changes to the U.S. tax code that affects revaluation of deferred tax assets and liabilities to reflect the federal tax rate
reduction from 35.0% to 21.0%.
 
For the three and six months ended June 30, 2018 and 2017, the Company had subsidiaries that produced and sold cannabis or cannabis pure concentrates,
subjecting the Company to the limits of Internal Revenue Code (“IRC”) Section 280E. Pursuant to IRC Section 280E, the Company is allowed only to
deduct expenses directly related to sales of product. The State of California does not conform to IRC Section 280E and, accordingly the Company is
allowed to deduct all operating expenses on its California income tax returns. As the Company files consolidated federal income tax returns, the taxable
income generated from its subsidiaries subject to IRC Section 280E has been offset by losses generated by operations not subject to IRC Section 280E.
During 2017, Company amended income tax returns of our subsidiary Black Oak Gallery, a California Corporation (“Black Oak”) for the periods prior to
acquisition, which resulted in a net tax refund in 2017.
 
Permanent tax differences include ordinary and necessary business expenses deemed by the Company as non-allowable deductions under IRC Section
280E; non-deductible expenses for interest, derivatives and warrant expense related to debt financings and non-deductible losses related to various
acquisitions.
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As of June 30, 2018 and December 31, 2017, the Company had net operating loss carryforwards of approximately $33,822,483 and $26,333,000,
respectively, which, if unused, will expire beginning in the year 2034. These tax attributes are subject to an annual limitation from equity shifts, which
constitute a change of ownership as defined under IRC Section 382, which will limit their utilization. The Company has assessed the effect of these
limitations and does not believe these losses to be substantially limited. The Company also has deferred tax liabilities from the excess carrying amounts of
the basis of depreciable assets for financial reporting purposes.
 
Management assesses the available positive and negative evidence to estimate if sufficient future taxable income will be generated to use the existing
deferred tax assets. A significant piece of objective negative evidence evaluated was the cumulative losses incurred in 2017 and through the six months
period ended June 30, 2018. Such objective evidence limits the ability to consider other subjective evidence, such as our projections for future growth. On
the basis of this evaluation, as of June 30, 2018, a valuation allowance of $9,499,802 has been recorded against all net deferred tax assets as these assets
are more likely than not to be unrealized. The amount of the deferred tax asset considered realizable, however, could be adjusted if estimates of future
taxable income during the carryforward period are reduced or increased or if objective negative evidence in the form of cumulative losses is no longer
present and additional weight may be given to subjective evidence such as our projections for growth.
 
The Company files income tax returns in the U.S. federal jurisdiction and various state and local jurisdictions. All tax years from 2014 to 2017 are subject
to examination.
 
NOTE 11 – EQUITY
 
Common Stock
 
During the six months ended June 30, 2018, senior secured convertible promissory notes and accrued interest in the amount of $29,926,761 were
converted into 7,303,244 shares of common stock.
 
During the six months ended June 30, 2018, the Company sold 1,314,147 shares of common stock for the net amount of $3,650,000 pursuant to an equity
financing facility with an accredited investor.
 
During the six months ended June 30, 2018, the Company cancelled 24,510 shares of common stock valued at $117,831, issued 44,282 shares of common
stock for services performed in the amount of $123,727 and issued 173,394 shares of common stock for compensation in the amount of $552,992.
 
During the six months ended June 30, 2018, the Company issued 224,925 shares of common stock for cashless and cash exercises of warrants. The cash
received from the cash exercise of warrants was $76,000.
 
During the six months ended June 30, 2018, the Company purchased an asset worth $300,000. $100,000 was paid in cash during March 2018, the
remaining $200,000 was paid by issuing 53,332 shares of the Company’s common stock. 
 
During the six months ended June 30, 2018, as part of the stock split in March 2018, the Company issued 46,687 shares of common stock to round up
fractional shares to all shareholders of the Company.
 
During the six months ended June 30, 2018, as part of the acquisition of Tech Center Drive in September 2017, the Company issued shares held in escrow
which were to be paid six months after the acquisition date subject to any amounts to be withheld related to working capital type adjustments. As a result
of the working capital adjustments, in March 2018, approximately $351,000 on the six-month anniversary date, the Company withheld and cancelled
101,083 shares.
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NOTE 12 – STOCK-BASED COMPENSATION
 
2016 Equity Incentive Plan
 
In the first quarter of 2016, the Company adopted the 2016 Equity Incentive Plan. The following table contains information about the 2016 Equity
Incentive Plan as of June 30, 2018:
 

  

Awards
Reserved for

Issuance   
Awards
Issued   

Awards
Available for

Grant  
2016 Equity Incentive Plan   30,000,000   2,044,399   27,955,601 
 
Stock Options
 
The following table summarizes the Company’s stock option activity and related information for the three and six months ended June 30, 2018:
 

  
Number of

Shares   

Weighted-
Average

Exercise Price
Per Share   

Weighted-
Average

Remaining
Contractual

Life  

Aggregate
Intrinsic

Value of In-
the-Money

Options  
Options Outstanding as of Janury 1, 2018   1,177,732  $ 2.17      
              

Options Granted   800,000  $ 4.41      
Options Exercised   -   -      
Options Forfeited   -   -      
Options Expired   -   -      

Options Outstanding as of March 31, 2018   1,977,732  $ 3.08   9.1 Years  $ 522,600 
Options Exercisable as of Mach 31, 2018   659,774  $ 2.20   8.5 Years  $ 391,950 
               

Options Granted   66,667  $ 3.75       
Options Exercised   -   -       
Options Forfeited   -   -       
Options Expired   -   -       

Options Outstanding as of June 30, 2018   2,044,399  $ 3.10   8.89 Years  $ 361,800 
Options Exercisable as of June 30, 2018   828,941  $ 2.38   8.42 Years  $ 301,500 
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The aggregate intrinsic value is calculated as the difference between the Company’s closing stock price of $2.16 on June 30, 2018 and the exercise price
of options, multiplied by the number of options. As of June 30, 2018, there was $3,984,837 total unrecognized stock-based compensation. Such costs are
expected to be recognized over a weighted-average period of approximately 1.74 years.
 
The Company recognizes compensation expense for stock option awards on a straight-line basis over the applicable service period of the award. The
service period is generally the vesting period. The following assumptions were used to calculate stock-based compensation for issuances during the six
months ended June 30, 2018.

 
  June 2018  
Expected Term (years)  6.5 Years 

Volatility  
126.93-
128.0% 

Risk-Free Interest Rate  2.5-2.8% 
Dividend Yield   0%

 
The Company does not have sufficient historical information to develop reasonable expectations about future exercise patterns and post-vesting
employment termination behavior. Hence, the Company uses the “simplified method” described in Staff Accounting Bulletin 107 to estimate the expected
term of share option grants.
 
The expected stock price volatility assumption was determined by examining the historical volatilities for the Company’s common stock. The Company
will continue to analyze the historical stock price volatility and expected term assumptions as more historical data for the Company’s common stock
becomes available.
 
The risk-free interest rate assumption is based on the U.S. treasury instruments whose term was consistent with the expected term of the Company’s stock
options.
 
The expected dividend assumption is based on the Company’s history and expectation of dividend payouts. The Company has never paid dividends on its
common stock and does not anticipate paying dividends on its common stock in the foreseeable future. Accordingly, the Company has assumed no
dividend yield for purposes of estimating the fair value of the Company stock-based compensation.
 
The Company estimates the forfeiture rate at the time of grant and revisions, if necessary, were estimated based on management’s expectation through
industry knowledge and historical data.
 
Stock-Based Compensation Expense
 
The following table sets forth the total stock-based compensation expense resulting from stock options and restricted grants of common stock to
employees, directors and non-employee consultants in the consolidated statement of operations which are included in selling, general and administrative
expenses:
 
  For the Three Months Ended  
  June 30, 2018   June 30, 2017  



Type of Award  

Number of
Shares or
Options
Granted

  

Stock-Based
Compensation

Expense   

Number of
Shares or
Options
Granted

  

Stock-Based
Compensation

Expense  
Stock Options   66,667  $ 480,500   550,000  $ 157,430 
                 
Stock Grants:                 
Employees (Common Stock)   91,888   264,542   102,385   294,632 
Employees (Series B Preferred Stock)   -   -   -   - 
Directors (Common Stock)   -   -   72,728   184,473 
Non–Employee Consultants (Common Stock)   37,872   107,037   159,424   446,348 
                 
Total Stock–Based Compensation Expense      $ 852,079      $ 1,082,883 
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  For the Six Months Ended  
  June 30, 2018   June 30, 2017  

Type of Award  

Number of
Shares or
Options
Granted   

Stock-Based
Compensation

Expense   

Number of
Shares or
Options
Granted   

Stock-Based
Compensation

Expense  
Stock Options   866,667  $ 954,698   550,000  $ 205,019 
                 
Stock Grants:                 
Employees (Common Stock)   173,394   552,992   109,052   320,732 
Employees (Series B Preferred Stock)   -   -   40,000   1,035,406 
Directors (Common Stock)   -   -   81,061   221,973 
Non–Employee Consultants (Common Stock)   44,282   123,727   190,600   591,359 
                 



Total Stock–Based Compensation Expense      $ 1,631,417      $ 2,374,489 
 
NOTE 13 – WARRANTS
 
The Company has the following shares of common stock reserved for exercise of the warrants outstanding as of June 30, 2018:
 

  Shares   

Weighted-
Average

Exercise Price  
Warrants Outstanding as of January 1, 2018   1,191,367  $ 2.85 
Warrants Exercised   (283,697)  $ 2.17 
Warrants Granted   114,636  $ 4.05 
Warrants Expired   -  $ - 
Warrants Outstanding as of March 31, 2018   1,022,306  $ 3.80 
         
Warrants Exercised   (27,800)  $ 0.90 
Warrants Granted   51,026  $ 2.94 
Warrants Expired   (26,710)  $ 3.09 
Warrants Outstanding as of June 30, 2018   1,018,822  $ 3.25 
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The following weighted-average assumptions were used to calculate the fair value of warrants issued during the period ended June 30, 2018 and 2017
using the Black Scholes option pricing model:
 
  June 30,    June 30,  
  2018    2017  
Stock Price on Date of Grant  $ 3.45   $ 4.94  
Exercise Price  $ 3.71   $ 2.64  
Volatility   118.90%   133.54%
Term   5.00Yrs  5.00Yrs
Risk-Free Interest Rate   2.50%   1.53%
Expected Dividend Rate   0%   0%

 
There were no warrants recognized as an expense for the three and six months period ended June 30, 2018. There were no warrants recognized as an
expense for the three months period June 30, 2017. Warrant expense of $211,534 was recognized for the six months period June 30, 2017. Warrants of
$475,916 for the six months ended June 30, 2018 were recorded for warrants issued in connection with debt and recorded as a debt discount.
 
Warrant expense was $104,499 and $211,534 for three and six months ended June 30, 2017, respectively. For the three and six months period ended June
30, 2017, there were no warrants issued in connection with debt and recorded as a debt discount.
 
NOTE 14 – COMMITMENTS AND CONTINGENCIES



 
California Operating Licenses
 
Effective January 1, 2018 the State of California allowed for adult use cannabis sales. California’s cannabis licensing system is being implemented in two
phases. First, beginning on January 1, 2018, the State began issuing temporary licenses. Temporary licenses were initially issued for 90 days, but have
since been extended twice by the state. Our current temporary licenses expire on October 28, 2018. The extensions were initially provided because in May
the Company had submitted all the necessary documentation for an annual license to be issued. Prior to the state completing its review of any annual
licenses, the licensing authority Bureau Cannabis Control (“BCC”) determined that they would eliminate the need to have multiple licenses issued to each
entity for both medical and adult use. What this meant was that the State would allow for an entity to apply for a consolidated license which allowed the
entities to sell both medical and recreational cannabis. The Company has since applied for single category licenses that allow our vertically integrated
activities to conduct sales in both the medical and adult use categories. The decision by the regulating authority meant that the cost of the annual licenses
would also be reduced as prior to this change we would have had to apply for two licenses one in each category and they each bore a multi-thousand dollar
expense. The Company’s prior licenses obtained from the local jurisdictions in which it operated in have been continued by such jurisdictions and are
necessary to obtain state licensing. The Company has received a temporary license for each local jurisdiction which it had active operations. The
temporary permits may be extended for an additional period of time. The Company submitted its applications for the annual permits in April 2018.
Although the Company believes it will receive the necessary licenses from the State to conduct its business in a timely fashion, there is no guarantee the
Company will be able to do so and any failure to do so may have a negative effect on its business and results of operations.
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Although the possession, cultivation and distribution of cannabis for medical and adult use is permitted in California and Nevada, cannabis is a Schedule-I
controlled substance and its use remains a violation of federal law. Since federal law criminalizing the use of cannabis preempts state laws that legalize its
use, strict enforcement of federal law regarding cannabis would likely result in our inability to proceed with our business plan, especially in respect of our
cannabis cultivation, production and dispensaries. In addition, our assets, including real property, cash, equipment and other goods, could be subject to
asset forfeiture because cannabis is still federally illegal.
 
NOTE 15 – SEGMENT INFORMATION
 
The Company’s operating and reportable segments are currently organized around the following products that it offers as part of its core business strategy:
 

· Herbs and Produce Products – Includes herbs and leafy greens that are grown using classic Dutch hydroponic farming methods.
· Cannabis Dispensary, Cultivation and Production – Includes cannabis-focused retail, cultivation and production.

 
Summarized financial information concerning the Company’s reportable segments is shown in the following tables. Total asset amounts at June 30, 2018
and 2017 exclude intercompany receivable balances eliminated in consolidation.
 



  
For the Three Months Ended June 30, 2018

(Unaudited)  

  

Herbs and
Produce

Products   

Cannabis
Dispensary,
Cultivation

and
Production   

Eliminations
and Other   Total  

Total Revenues  $ 1,502,789  $ 7,203,971  $ 11,417  $ 8,718,177 
Cost of Goods Sold   958,694   5,551,060   -   6,509,754 
                 
Gross Profit   544,095   1,652,911   11,417   2,208,423 
                 
Selling, General and Administrative Expenses   994,906   2,823,524   4,183,940   8,002,370 
                 
Loss from Operations   (450,811)   (1,170,613)   (4,172,523)   (5,793,947)
                 
Other Income (Expense):                 
Amortization of Debt Discount   -   -   (417,363)   (417,363)
Loss on Extinguishment of Debt   -   -   (3,127,477)   (3,127,477)
Loss on Fair Market Valuation of Derivatives   -   -   (1,653,000)   (1,653,000)
Interest Expense   -   -   (331,379)   (331,379)
                 
Total Other Income (Expense)   -   -   (5,529,219)   (5,529,219)
                 
Net Loss  $ (450,811)  $ (1,170,613)  $ (9,701,742)  $ (11,323,166)
                 
Total Assets at June 30, 2018  $ 6,320,906  $ 71,591,669  $ 31,878,438  $ 109,791,013 
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For the Three Months Ended June 30, 2017

(Unaudited)  

  

Herbs and
Produce

Products   

Cannabis
Dispensary,
Cultivation

and
Production   

Eliminations
and Other   Total  

Total Revenues  $ 1,777,067  $ 6,049,319  $ 16,487  $ 7,842,873 
Cost of Goods Sold   1,325,729   5,010,771   -   6,336,500 
                 
Gross Profit   451,338   1,038,548   16,487   1,506,373 
                 
Selling, General and Administrative Expenses   855,999   2,210,475   2,962,813   6,029,287 
          .      
Loss from Operations   (404,661)   (1,171,927)   (2,946,326)   (4,522,914)
                 
Other Income (Expense):                 
Amortization of Debt Discount   -   -   (515,654)   (515,654)
Loss on Extinguishment of Debt

  -   -   (1,639,137)   (1,639,137)
Gain on Fair Market Valuation of Derivatives   -   -   987,200   987,200 
Interest Expense   -   -   (130,510)   (130,510)
Loss on Fair Market Valuation of Contingent Consideration   -   (77,286)   -   (77,286)
Gain on Settlement of Contingent Consideration   -   4,991,571   -   4,991,571 
                 
Total Other Income (Expense)   -   4,914,285   (1,298,101)   3,616,184 
                 



Net Income (Loss)  $ (404,661)  $ 3,742,358  $ (4,244,427)  $ (906,730)
                 
Total Assets at June 30, 2017  $ 7,104,469  $ 60,224,138  $ 9,550,062  $ 76,878,669 
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For the Six Months Ended June 30, 2018

(Unaudited)  



  

Herbs and
Produce

Products   

Cannabis
Dispensary,
Cultivation

and
Production   

Eliminations
and Other   Total  

Total Revenues  $ 2,786,690  $ 14,518,525  $ 28,328  $ 17,333,543 
Cost of Goods Sold   2,221,811   11,255,869   -   13,477,680 
                 
Gross Profit   564,879   3,262,656   28,328   3,855,863 
                 
Selling, General and Administrative Expenses   1,937,273   6,827,231   7,660,414   16,424,918 
                 
Loss from Operations   (1,372,394)   (3,564,575)   (7,632,086)   (12,569,055)
                 
Other Income (Expense):                 
Amortization of Debt Discount   -   -   (885,680)   (885,680)
Loss on Extinguishment of Debt   -   -   (7,858,723)   (7,858,723)
Gain on Fair Market Valuation of Derivatives   -   -   628,000   628,000 
Interest Expense   -   (397)   (590,603)   (591,000)
                 
Total Other Income (Expense)   -   (397)   (8,707,006)   (8,707,403)
                 
Net Loss  $ (1,372,394)  $ (3,564,972)  $ (16,339,092)  $ (21,276,458)
                 
Total Assets at June 30, 2018  $ 6,320,906  $ 71,591,669  $ 31,878,438  $ 109,791,013 
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For the Six Months Ended June 30, 2017

(Unaudited)  

  

Herbs and
Produce

Products   

Cannabis
Dispensary,
Cultivation

and
Production   

Eliminations
and Other   Total  

Total Revenues  $ 2,694,210  $ 11,936,357  $ 36,762  $ 14,667,329 
Cost of Goods Sold   2,295,544   10,506,349   -   12,801,893 
                 
Gross Profit   398,666   1,430,008   36,762   1,865,436 
                 
Selling, General and Administrative Expenses   1,515,062   4,837,480   6,063,045   12,415,587 
          .      
Loss from Operations   (1,116,396)   (3,407,472)   (6,026,283)   (10,550,151)
                 
Other Income (Expense):                 
Amortization of Debt Discount   -   -   (1,126,270)   (1,126,270)

Loss on Extinguishment of Debt   -   -   (2,678,595)   (2,678,595)
Gain on Fair Market Valuation of Derivatives   -   -   2,597,950   2,597,950 
Interest Expense   -   -   (288,343)   (288,343)
Loss on Fair Market Valuation of Contingent Consideration   -   (4,426,047)   -   (4,426,047)
Gain on Settlement of Contingent Consideration   -   4,991,571   -   4,991,571 
                 



Total Other Income (Expense)   -   565,524   (1,495,258)   (929,734)
                 
Net Loss  $ (1,116,396)  $ (2,841,948)  $ (7,521,541)  $ (11,479,885)
                 
Total Assets at June 30, 2017  $ 7,104,469  $ 60,224,138  $ 9,550,062  $ 76,878,669 
 
NOTE 16 – LITIGATION AND CLAIMS
 
The Company is the subject of lawsuits and claims arising in the ordinary course of business from time to time. The Company reviews any such legal
proceedings and claims on an ongoing basis and follows appropriate accounting guidance when making accrual and disclosure decisions. The Company
establishes accruals for those contingencies where the incurrence of a loss is probable and can be reasonably estimated, and it discloses the amount
accrued and the amount of a reasonably possible loss in excess of the amount accrued if such disclosure is necessary for the Company’s financial
statements to not be misleading. To estimate whether a loss contingency should be accrued by a charge to income, the Company evaluates, among other
factors, the degree of probability of an unfavorable outcome and the ability to make a reasonable estimate of the amount of the loss. The Company does
not record liabilities when the likelihood that the liability has been incurred is probable, but the amount cannot be reasonably estimated. Based upon
present information, the Company determined that there were no matters that required an accrual as of June 30, 2018 nor were there any asserted or
unasserted material claims for which material losses are reasonably possible.
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On April 11, 2018, the Company filed a lawsuit in the United States District Court, Central District of California against Kenneth Vande Vrede, Michael
Vande Vrede, Steven Vande Vrede, Daniel Vande Vrede, Greda Vande Vrede, Beverly Willekes, Brian Vande Vrede, Gro-Rite, Inc. (“Gro-Rite”) and
Naturally Beautiful Plant Products, LLC (“Naturally Beautiful”) alleging breach of contract, breach of fiduciary duties, conversion, fraud, breach of
covenant of good faith and fair dealing, misappropriation of trade secrets, and conspiracy related to, among other things, the Share Exchange Agreement,
dated as of April 24, 2013 among the Company, the Company’s wholly-owned subsidiary, Edible Garden Corp. (“Edible Garden”), and the individual
defendants (the “Share Exchange Agreement”). The Company is seeking monetary damages, including attorneys’ fees and expenses, return of shares of
the Company’s common stock issued to the individual defendants under the Share Exchange Agreement, return of stock options issued to the individual
defendants, and return of the Company’s intellectual property.
 
On April 10, 2018, Gro-Rite, Naturally Beautiful and Whitetown Realty (“Whitetown Realty” and collectively, the “Whitetown Realty Plaintiffs”) filed a
lawsuit in the Superior Court of New Jersey Law Division, Morris County against the Company and Edible Garden alleging, among other things, that
Edible Garden owes certain amounts to Gro-Rite under a Marketing and Distribution Agreement between Edible Garden and Gro-Rite, dated May 7,
2013, and Naturally Beautiful under a Marketing and Distribution Agreement between Edible Garden and Naturally Beautiful, dated May 13, 2013
(collectively, the “Marketing and Distribution Agreements”), and that Edible Garden owes certain amounts to Whitetown Realty under the Lease between
Whitetown Realty and Edible Garden, dated January 1, 2015 (the “Lease”). The Whitetown Realty Plaintiffs are seeking, among other things,
compensatory damages for the amounts claimed are owed and attorneys’ fees and costs. The Company believes that Edible Garden does not owe any
payments under the Marketing and Distribution Agreements or the Lease. The Company disputes the Whitetown Realty Plaintiffs’ allegations in the



lawsuit and intends to vigorously defend itself. Accordingly, on May 18, 2018, the Company and Edible Garden filed an answer denying the allegations
of the Whitetown Realty plaintiffs.  In that same pleading, Edible Garden filed a counterclaim against Naturally Beautiful and Gro-Rite asserting claims
for breach of contract, breach of the implied covenant of good faith and fair dealing, unjust enrichment, trademark infringement/unfair competition, and
tortious interference with contractual relations.  Edible Garden also filed a third-party complaint against previously unidentified defendants John Doe
Entities 1-10 and John Doe Individuals 1-10 arising from the wrongful misappropriation and pirating of electricity from the Edible Garden facility located
at 283 Route 519, Belvidere, New Jersey.  That third-party complaint alleges claims for unjust enrichment, tortious interference with contractual relations
and conversion.  On June 8, 2018, Edible Garden filed an amended counterclaim adding a count for conversion against Naturally Beautiful and Gro-Rite. 
On June 12, 2018, Edible Garden Corp. filed an amended third-party complaint adding Gerda Vande Vrede as a named third-party defendant.  On June
13, 2018, Gro-Rite and Naturally Beautiful filed an answer to Edible Garden’s amended counterclaim and Gerda Vande Vrede filed an answer to Edible
Garden’s amended third-party complaint denying the allegations asserted against them.  No counterclaims, crossclaims or fourth party complaints were
filed on behalf of Gerda Vande Vrede, Naturally Beautiful or Gro-Rite.
  
On April 13, 2018, Edible Garden Corp. filed a lawsuit in the Superior Court of New Jersey Chancery Division, Warren County against Whitetown Realty
in response to a letter from a law firm representing Whitetown Realty alleging Edible Garden was in default of the Lease. Edible Garden is seeking
declaratory and equitable relief to prevent Whitetown Realty from terminating the Lease and for attorneys’ fees and costs. The Company believes that
Edible Garden has made all payments due to Whitetown Realty under the Lease and maintains Edible Garden is not in default of the Lease. On April 23,
2018, by order of the assignment judge of Warren County, the lawsuit was transferred to Morris County and consolidated with the April 10, 2018 lawsuit
previously filed by Gro-Rite, Naturally Beautiful and Whitetown Realty in the Superior Court of New Jersey, Law Division, Morris County.  On June 13,
2018, Whitetown Realty filed its answer to the Edible Garden Complaint.  In that answer, Whitetown Realty denies that Edible Garden is entitled to the
declaratory and equitable relief that Edible Garden requested.  No counterclaim was filed by Whitetown Realty.
 
On April 11, 2018, Kenneth Vande Vrede, Michael Vande Vrede and Steven Vande Vrede (collectively, the “Vande Vrede Brothers”) filed a lawsuit in
the Superior Court of New Jersey Law Division, Warren County against the Company and Edible Garden alleging, among other things, that the Company
and Edible Garden improperly suspended the Vande Vrede Brothers from their positions with the Company and Edible Garden. The Vande Vrede
Brothers were seeking, among other things, a declaratory judgment that they did not violate their fiduciary duties owed to the Company or Edible Garden
and reinstating the Vande Vrede Brothers to their status with the Company and Edible Garden prior to their suspensions and attorneys’ fees and costs. The
original complaint in this matter was never served, and on June 12, 2018, the Vande Vrede Brothers, and now David Vande Vrede, Daniel Vande Vrede,
Beverly Willekes, and Whitetown Realty filed an amended complaint against Terra Tech, Edible Garden, Derek Peterson, Michael James, and Michael
Nahass.  The Company filed a pre-answer motion to dismiss the amended complaint, arguing that any of the plaintiffs’ claims that relate to the Share
Exchange Agreement, belong in the already existing lawsuit in California, and any of the plaintiffs’ claims that relate to the lease, belong in the already
existing lawsuits in New Jersey.  The Company disputes the Vande Vredes’ allegations in the lawsuit and intends to vigorously defend itself.
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NOTE 17 – SUBSEQUENT EVENTS
 
Equity Financing Facility
 
On July 25, 2018, the Company issued a $5,000,000 convertible note to an accredited investor pursuant to the 2018 Master Securities Purchase
Agreement. The convertible note matures in January 25, 2020 and accrues interest at a rate of 7.5% per year.
 
On July 25, 2018, the Company entered into a Securities Purchase Agreement with an accredited investor and issued a $150,000 convertible note. The
convertible note matures in January 25, 2019 and accrues interest at a rate of 3.0% per year.
 
Debt and Interest Converted into Equity
 
Subsequent to June 30, 2018, senior convertible promissory notes and accrued interest issued under the 2018 Master Securities Purchase Agreement, in
the amount of $3,000,000 and $35,938, respectively, were converted into 1,932,888 shares of common stock.
 
Option Issuances
 
In July 2018, the Company issued 945,000 options which vest quarterly over 3 years to various directors and executives.
  
Other
 
On July 26, 2018, the Company received approvals from local authorities for the change of ownership in NuLeaf. As a result, the notes receivable balance
at June 30, 2018 was converted into a 50% ownership interest in NuLeaf in July 2018. See “Note 6 – Notes Receivable” for additional disclosure.
 
On July 26, 2018, the Company announced that it has secured a 25% ownership stake in The Healing Tree Collective, Inc., a cannabis dispensary operator
based in California. On July 23, 2018, The Healing Tree Collective, Inc. was awarded a retail permit associated with a facility on W. Pendleton Ave, Santa
Ana, by the City of Santa Ana. The remaining 75% of The Healing Tree Collective, Inc. and therefore the associated permit, is held by other members of
The Healing Tree Collective, Inc., with whom the Company partnered in order to complete the permit application process. Under the terms of the
agreement between the Company and the other members of The Healing Tree Collective, Inc, the Company covered the costs of the permit application
and Black Oak, will be responsible for managing all of the facility’s operations, including hiring decisions. The facility is located at 3222 W. Pendleton
Ave, Santa Ana, California, an area of Santa Ana in which the Company did not previously have a presence.



 
On July 24, 2018, the Company announced it has been granted two permits by the City of Santa Ana to operate one retail dispensary on Dyer Road and
one on Carnegie Avenue in Santa Ana, California. The first dispensary will be located at 620 East Dyer Road, with plans to become a fully vertical
cannabis complex. The second dispensary will be located at 1815 E. Carnegie Avenue.
 
On July 6, 2018, MediFarm LLC, a wholly-owned subsidiary of the Company, entered into an Asset Purchase Agreement (the “Purchase Agreement”)
with Exhale Brands Nevada III, LLC (the “Purchaser”) pursuant to which the Company agreed to sell and the Purchaser agreed to purchase substantially
all of the assets of the Company related to the Company’s dispensary located at 1921 Western Ave., Las Vegas, NV 89102 (the “Business”). See “ Note 4
- Assets Held for Sale” for additional disclosure.
 
On July 30, 2018, the Company entered into Independent Director Agreements with Steven J. Ross (the “Ross Agreement”) and Alan Gladstone (the
“Gladstone Agreement”).
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS.
 
FORWARD-LOOKING STATEMENTS
 
In addition to historical information, this Quarterly Report on Form 10-Q may contain “forward-looking statements” within the meaning of Section 27A
of the Securities Act of 1933, as amended (the “Securities Act”), and Section 21E of the Securities Exchange Act of 1934, as amended (the “Exchange
Act”), which provides a “safe harbor” for forward-looking statements made by us. All statements, other than statements of historical facts, including
statements concerning our plans, objectives, goals, beliefs, business strategies, future events, business conditions, results of operations, financial position,
business outlook, business trends, and other information, may be forward-looking statements. Words such as “might,” “will,” “may,” “should,”
“estimates,” “expects,” “continues,” “contemplates,” “anticipates,” “projects,” “plans,” “potential,” “predicts,” “intends,” “believes,” “forecasts,”
“future,” and variations of such words or similar expressions are intended to identify forward-looking statements. The forward-looking statements are
not historical facts, and are based upon our current expectations, beliefs, estimates and projections, and various assumptions, many of which, by their



nature, are inherently uncertain and beyond our control. Our expectations, beliefs, estimates, and projections are expressed in good faith and we believe
there is a reasonable basis for them. However, there can be no assurance that management’s expectations, beliefs, estimates, and projections will occur
or can be can achieved and actual results may vary materially from what is expressed in or indicated by the forward-looking statements.
 
There are a number of risks, uncertainties, and other important factors, many of which are beyond our control, that could cause actual results to differ
materially from the forward-looking statements contained in this Quarterly Report on Form 10-Q. Such risks, uncertainties, and other important factors
that could cause actual results to differ include, among others, the risk, uncertainties and factors set forth under “Item 1A. Risk Factors” in our Annual
Report on Form 10-K for the year ended December 31, 2017 and in other filings we make from time to time with the U.S. Securities and Exchange
Commission (“SEC”).
  
We caution you that the risks, uncertainties, and other factors set forth in our periodic filings with the SEC may not contain all of the risks, uncertainties,
and other factors that are important to you. In addition, we cannot assure you that we will realize the results, benefits, or developments that we expect or
anticipate or, even if substantially realized, that they will result in the consequences or affect us or our business in the way expected. There can be no
assurance that: (i) we have correctly measured or identified all of the factors affecting our business or the extent of these factors’ likely impact, (ii) the
available information with respect to these factors on which such analysis is based is complete or accurate, (iii) such analysis is correct, or (iv) our
strategy, which is based in part on this analysis, will be successful. All forward-looking statements in this report apply only as of the date of the report or
as of the date they were made and, except as required by applicable law, we undertake no obligation to publicly update any forward-looking statement,
whether as a result of new information, future developments, or otherwise.
 
Company Overview
 
Our corporate headquarters is located at 2040 Main Street, Suite 225, Irvine, California 92614 and our telephone number is (855) 447-6967. Our website
addresses are as follows: www.terratechcorp.com, www.blumoak.com, www.letsblum.com, www.ivxx.com, and www.ediblegarden.com. No information
available on or through our websites shall be deemed to be incorporated into this Annual Report on Form 10-K. Our common stock, par value $0.001 (the
“Common Stock”), is quoted on the OTC Markets Group, Inc.’s OTCQX tier under the symbol “TRTCD.”
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Recent Developments
 
On March 12, 2018, we implemented a 1-for-15 reverse stock split of our common stock (the “Reverse Stock Split”). The Reverse Stock Split became
effective in the stock market upon commencement of trading on March 13, 2018. As a result of the Reverse Stock Split, every fifteen shares of our Pre-
Reverse Stock Split common stock were combined and reclassified into one share of our common stock. No fractional shares were issued in connection
with the Reverse Stock Split, and any fractional shares were rounded up to the nearest whole share. The number of shares of common stock subject to
outstanding options, warrants and convertible securities were also reduced by a factor of fifteen as of March 13, 2018. All historical share and per share
amounts reflected throughout this report have been adjusted to reflect the Reverse Stock Split. The authorized number of shares and the par value per
share of our common stock were not affected by the Reverse Stock Split.
 
Our Business
 
We are a vertically integrated retail, production and cultivation company, with an emphasis on providing the highest quality of medical and adult use
cannabis products. We also hold an exclusive patent on an organic antioxidant rich Superleaf lettuce and sell living herbs that are grown using classic
Dutch hydroponic farming methods.
 
We have a presence in three states (California, Nevada and New Jersey) and currently have cannabis operations in California and Nevada. Our cannabis
dispensaries operate under the name Blüm. Our cannabis dispensaries offer a broad selection of medical and adult use cannabis products including
flowers, concentrates and edibles.
  
In California, we have two dispensaries, one under Black Oak in Oakland, California and one under MediFarm SoCal in Santa Ana, California, which sell
quality medical and adult use cannabis products. We are currently in various stages of construction in both states as we are rapidly expanding our
commercial footprint focusing on building additional retail, cultivation and production locations for medical and adult use cannabis. The Hegenberger
cultivation facility in Oakland under Black Oak is expected to be complete by the third quarter of 2018, with additional medical and adult use locations
under Dyer and Carnegie in which we own the real property. We have received provisional permits to operate a dispensary and production facility in the



city of San Leandro, California under Blüm San Leandro; and upon project completion and inspection, to receive final operating permits.
 
In Nevada, we have four dispensaries, three under MediFarm in Las Vegas and one under MediFarm I in Reno, which sell quality medical and adult use
cannabis products. We own real property in Reno under MediFarm I RE, on which MediFarm I operates its dispensary. Under MediFarm II, we are
constructing a state of the art cultivation and production facility, which will produce our IVXX proprietary brand of cannabis flowers and cannabis
extracted products available throughout Nevada.
 
We have access to wide consumer markets for cannabis in both Nevada and California for which our focus is on building a brand portfolio of a line of
quality IVXX cannabis products. Within our highly advanced and custom designed extraction labs, we produce the purest concentrates and cannabis
extracted products including cartridges and vape pens. Our IVXX cannabis flowers are grown under meticulous standards ensuring exceptional quality and
consistency.
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Founded on the importance of providing consumers with healthy and natural products, Edible Garden is a wholesale seller of organic and locally grown
hydroponic produce and herb products. EG Transportation supports the distribution of Edible Garden products to major grocery stores such as ShopRite,
Walmart, Ahold, Aldi, Meijer, Kroger, and others throughout New Jersey, New York, Delaware, Maine, Maryland, Connecticut, Pennsylvania and the
Midwest.
 
We have a “rollup” growth strategy, which includes the following components:
 

· With our brand recognition and experienced management team, maximize productivity, provide economies of scale, and increase profitability
through our public market vehicle;



· Acquire unique products and niche players where barriers to entry are high and margins are robust, providing them with a broader outlet for
their products; and

· Acquire multiple production facilities to capture the market vertically from manufacturing to production up to retail.
 
Our business also represents our operating segments. See our Part I, Item 1. Business, “Company Overview” and “Note 15 – Segment Information” to our
unaudited consolidated financial statements for further discussion of our operating segments.
 
Our Operations
 
We are organized into two reportable segments:
 
 · Herbs and Produce Products – Includes herbs and leafy greens that are grown using classic Dutch hydroponic farming methods; and
 · Cannabis Dispensary, Cultivation and Production – Includes cannabis-focused retail, cultivation and production.
 
Our segment net revenue and contributions to consolidated net revenue for each of the three and six months ended June 30, 2018 and 2017 were as
follows:

 
  Total Revenue   Percentage of Total Revenue  
  Three Months Ended   Three Months Ended  
  June 30,   June 30,  
  2018   2017   2018   2017  
             
Herbs and Produce Products  $ 1,502,789  $ 1,777,067   17.24%  22.66%
Cannabis Dispensary, Cultivation and Production   7,203,971   6,049,319   82.63%  77.13%
Other and Eliminations   11,417   16,487   0.13%  0.21%
                 
Total  $ 8,718,177  $ 7,842,873   100.00%  100.00%
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  Total Revenue   Percentage of Total Revenue  
  Six Months Ended   Six Months Ended  
  June 30,   June 30,  
  2018   2017   2018   2017  
             
Herbs and Produce Products  $ 2,786,690  $ 2,694,210   16.08%  18.37%
Cannabis Dispensary, Cultivation and Production   14,518,525   11,936,357   83.76%  81.38%
Other and Eliminations   28,328   36,762   0.16%  0.25%
                 
Total  $ 17,333,543  $ 14,667,329   100.00%  100.00%
 
See “Note 2 – Summary of Significant Accounting Policies” to our unaudited consolidated financial statements for financial information about our
segments. See also “Item 1A. Risk Factors” below for a discussion of certain risks associated with our operations.
 
Herbs and Produce Products
 
Either independently or in conjunction with third parties, we are a retail seller of locally grown hydroponic herbs and produce, which are distributed
through major grocery stores throughout the East, West and Midwest regions of the U.S.
 
Cannabis Dispensary, Cultivation and Production
 
Either independently or in conjunction with third parties, we operate medical cannabis retail and adult use dispensaries and a medical cannabis and adult
use cultivation in California. In addition, we operate four retail medical and adult use cannabis dispensary facilities in Nevada, and have in various stages
of construction, medical cannabis and adult use cultivation and production facilities in Nevada. We own real property in Nevada on which we plan to
build a medical and adult use cannabis dispensary. All of our retail dispensaries in California and Nevada offer a broad selection of medical and adult use
cannabis products including flowers, concentrates and edibles. We also produce and sell a line of medical and adult use cannabis flowers, as well as a line
of medical and adult use cannabis-extracted products, which include concentrates, cartridges, vape pens and wax products.
 



Employees
 
As of the date of this Quarterly Report on Form 10-Q, we had approximately 255 employees.
  
RESULTS OF OPERATIONS
 
Three Months Ended June 30, 2018 Compared to Three Months Ended June 30, 2017
 
Revenues
 
For the three months ended June 30, 2018, we generated revenues of $8.72 million, compared to $7.84 million for the three months ended June 30, 2017,
an increase of $0.88 million or 11.2 percent. The increase was primarily due to: (i) $2.43 million higher revenues generated by the Nevada MediFarm
dispensaries primarily due to the implementation of adult use sales in July 2017; (ii) $0.45 million in revenues generated by MediFarm SoCal which
started operations in September 2017; (iii) $0.93 million decrease in IVXX revenues due to the production facilities of IVXX are currently being relocated
to an upgraded facility that will facilitate the increase in production and achieve greater distribution throughout California. Project completion is estimated
to be in the fourth quarter of 2018; and (iv) $0.82 million decrease in Black Oak revenues resulting from higher California state excise tax rates effective
January 1, 2018, which negatively impacted demand, and a $0.21 million decrease in Edible Garden. At this stage in our development, revenues are not
yet sufficient to cover ongoing operating expenses.
 
 

34



 

Table of Contents
 
Gross Profit
 
Our gross profit for the three months ended June 30, 2018 was $2.21 million, compared to a gross profit of $1.51 million for the three months ended June
30, 2017, an increase of $0.70 million or 46.6 percent. Our gross margin percentage for the three months ended June 30, 2018 was 25.3 percent, compared
to 19.2 percent for the three months ended June 30, 2017. The increase was primarily attributable to the cannabis segment, which increased by $0.61
million primarily resulting from higher level of revenue to cover fixed overhead included in cost of goods sold.
 
Selling, General and Administrative Expenses
 
Selling, general and administrative expenses for the three months ended June 30, 2018 were $8.00 million, compared to $6.03 million for the three months
ended June 30, 2017, an increase of $1.97 million or 32.7 percent. The increase was primarily due to: (i) a $0.95 million increase in salaries and related
payroll taxes due to new hires in the compliance department and overall headcount increases; (ii) a $0.59 million increase in stock compensation related to
employee bonuses; and (iii) a $0.35 million increase in other professional fees related to outside consultants implementing new accounting systems.
 
Operating Income (Loss)
 
We realized an operating loss of $5.79 million for the three months ended June 30, 2018, compared to an operating loss of $4.52 million for the three
months ended June 30, 2017, an increase of approximately $1.27 million or 28.1 percent.



 
Other Income (Expense)
 
Other expense for the three months ended June 30, 2018 was $5.53 million, compared to other income of $3.62 million for the three months ended June
30, 2017, a decrease of $9.15 million or 252.9 percent. This decrease was primarily attributable to: (i) a gain on the settlement of the contingent
consideration of $4.99 million from Black Oak during the three months ended June 30, 2017, compared to zero in the three months ended June 30, 2018;
(ii) an increase in loss on fair market valuation of derivatives of $2.64 million; and (iii) an increase in loss on extinguishment of debt of $1.49 million. 
 
Net Loss Attributable to Terra Tech Corp.
 
We incurred a net loss of $11.43 million, or $0.17 per share, for the three months ended June 30, 2018, compared to a net loss of $0.45 million, or $0.01
per share, for the three months ended June 30, 2017.
 
Management will continue its efforts to lower operating expenses and increase revenue. We will continue to invest in further expanding our operations and
a comprehensive marketing campaign with the goal of accelerating the education of potential clients and promoting our name and our products. Given the
fact that most of the operating expenses are fixed or have a quasi-fixed character, management expects that, as revenue increases, those expenses, as a
percentage of revenue, will significantly decrease. Nevertheless, there can be no assurance that we will be able to increase our revenues in succeeding
quarters.
 
Six Months Ended June 30, 2018 Compared to Six Months Ended June 30, 2017
 
Revenues
 
For the six months ended June 30, 2018, we generated revenues of $17.33 million, compared to $14.67 million for the six months ended June 30, 2017, an
increase of $2.67 million or 18.2 percent. The increase was primarily due to: (i) $4.96 million higher revenues generated by the Nevada MediFarm
dispensaries primarily due to the implementation of adult use sales in July 2017; (ii) $1.01 million revenue generated by MediFarm SoCal which started
operations in September 2017; (iii) $2.40 million decrease in IVXX revenues due to the production facilities of IVXX are currently being relocated to an
upgraded facility that will facilitate the increase in production and achieve greater distribution throughout California. Project completion is estimated to be
in the fourth quarter of 2018; and (iv) $0.99 million decrease in Black Oak revenues resulting from higher California state excise tax rates effective
January 1, 2018, which negatively impacted demand. At this stage in our development, revenues are not yet sufficient to cover ongoing operating
expenses.
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Gross Profit
 
Our gross profit for the six months ended June 30, 2018 was $3.86 million, compared to a gross profit of $1.87 million for the six months ended June 30,
2017, an increase of $1.99 million or 106.7 percent. Our gross margin percentage for the six months ended June 30, 2018 was 22.3 percent, compared to
12.7 percent for the six months ended June 30, 2017. The increase in gross margin percentage was attributable to: (i) the cannabis segment, which had
$3.26 million and $1.43 million gross profit for the six months ended June 30, 2018 and 2017, respectively, or 22.5 percent and 12.0 percent gross margin
for the six months ended June 30, 2018 and 2017, respectively; and (ii) the herbs and produce segment, which had $0.56 million and $0.40 million gross
profit for the six months ended June 30, 2018 and 2017, respectively, or 20.3 percent and 14.8 percent gross margin for the six months ended June 30,
2018 and 2017, respectively. The cannabis segment increase was primarily related to the gross profit margins generated from the Nevada MediFarm
dispensaries due to the implementation of adult use sales in July 2017.
 
Selling, General and Administrative Expenses
 
Selling, general and administrative expenses for the six months ended June 30, 2018 were $16.42 million, compared to $12.42 million for the six months
ended June 30, 2017, an increase of $4.01 million or 32.3 percent. The increase was primarily due to: (i) a $1.94 million increase in salaries and related
payroll taxes due to new hires in the compliance department and overall headcount increases; (ii) a $1.04 million increase in stock compensation related to
employee bonuses; (iii) a $0.51 million increase in license, permits and property taxes due to higher revenue generated from the cannabis segment; and
(iv) a $0.37 million increase in depreciation and amortization due to new assets placed in service.
 
Operating Income (Loss)
 
We realized an operating loss of $12.57 million for the six months ended June 30, 2018, compared to an operating loss of $10.55 million for the six
months ended June 30, 2017, an increase of $2.02 million or 19.1 percent.
 
Other Income (Expense)
 
Other expense for the six months ended June 30, 2018 was $8.71 million, compared to $0.93 million for the six months ended June 30, 2017, an increase
of $7.78 million or 836.6 percent. This increase was primarily attributable to: (i) a gain on the settlement of the contingent consideration of $4.99 million
from Black Oak during the six months ended June 30, 2017, compared to zero in the six months ended June 30, 2018; (ii) a $4.43 million loss on fair
market valuation of contingent consideration during the six months ended June 30, 2017, compared to zero in the six months ended June 30, 2018; (iii) an
increase in loss on extinguishment of debt of $5.18 million; and (iv) a decrease in gain on fair market valuation of derivatives of $1.97 million. 



 
Net Loss Attributable to Terra Tech Corp.
 
We incurred a net loss attributable to Terra Tech Corp. of $21.46 million, or $0.32 per share, for the six months ended June 30, 2018, compared to $10.57
million, or $0.28 per share, for the six months ended June 30, 2017.
 
Management will continue its efforts to lower operating expenses and increase revenue. We will continue to invest in further expanding our operations and
a comprehensive marketing campaign with the goal of accelerating the education of potential clients and promoting our name and our products. Given the
fact that most of the operating expenses are fixed or have a quasi-fixed character, management expects that, as revenue increases, those expenses, as a
percentage of revenue, will significantly decrease. Nevertheless, there can be no assurance that we will be able to increase our revenues in succeeding
quarters.
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DISCLOSURE ABOUT OFF-BALANCE SHEET ARRANGEMENTS
 
We do not have any transactions, agreements or other contractual arrangements that constitute off-balance sheet arrangements.
 
CRITICAL ACCOUNTING POLICIES AND ESTIMATES
 
Our “Management’s Discussion and Analysis of Financial Condition and Results of Operations”  section discusses our unaudited consolidated financial
statements, which have been prepared in accordance with accounting principles generally accepted in the United States of America. The preparation of
these financial statements requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during the reporting period. On an on-going basis, management evaluates its
estimates and judgments, including those related to revenue recognition, accrued expenses, financing operations, and contingencies and litigation.



Management bases its estimates and judgments on historical experience and on various other factors that are believed to be reasonable under the
circumstances, the results of which form the basis for making judgments about the carrying value of assets and liabilities that are not readily apparent
from other sources. Actual results may differ from these estimates under different assumptions or conditions. The most significant accounting estimates
inherent in the preparation of our financial statements include estimates as to the appropriate carrying value of certain assets and liabilities which are not
readily apparent from other sources. These accounting policies are described in “Note 2 - Summary of Significant Accounting Policies” of the notes to
unaudited consolidated financial statements included in this report.
 
LIQUIDITY AND CAPITAL RESOURCES
 
We have never reported net income. We incurred net losses for the six months ended June 30, 2018 and 2017 and have an accumulated deficit of
approximately $127.01 million and $105.55 million at June 30, 2018 and December 31, 2017, respectively.
 
As of June 30, 2018, we had working capital of $12.39 million, including $5.15 million of cash compared to working capital of $3.47 million, including
$5.45 million of cash as of December 31, 2017. Current assets were approximately 3.1 times current liabilities as of June 30, 2018, compared to
approximately 1.2 times current liabilities as of December 31, 2017.
 
We have not been able to generate sufficient cash from operating activities to fund our ongoing operations. Additional requirements for inventory will
continue to increase. Prior to 2017, Black Oak had been purchasing inventory on a consignment basis. Accordingly, title did not pass to us until we
ultimately sold the inventory. During 2017 the terms of our purchase of inventory changed with the various vendors we purchased from. The vendors
required that title passes to us upon delivery to us. Accordingly, this increased our cash requirements for operational purposes as we are now required to
pay with normal terms. Since our inception, we have raised capital through private sales of preferred stock, common stock, and debt securities. Our future
success is dependent upon our ability to achieve profitable operations and generate cash from operating activities. There is no guarantee that we will be
able to generate enough revenue and/or raise capital to support our operations.
 
In connection with the sale of the Company’s MediFarm LLC dispensary located at 1921 Western Ave., Las Vegas, NV 89102, the Company expects to
generate net cash of approximately $6.25 million. Other than these proceeds, the Company does not expect the sale of MediFarm LLC to have a
significant impact on liquidity.
 
We anticipate requiring additional capital for the commercial development of our facilities. Blüm San Leandro and the Hegenberger facility, together, will
require approximately $1.5 million in capital to complete. Construction for the completion of the packaging facility for Edible Garden will require
approximately $0.8 million. The estimated construction budget for the development of the cultivation and production facilities under MediFarm II is
approximately $2.0 million.
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We will be required to raise additional funds through public or private financing, additional collaborative relationships or other arrangements until we are
able to raise revenues to a point of positive cash flow. We believe our existing and available capital resources will be sufficient to satisfy our funding
requirements through the fourth quarter of 2020. However, we continue to evaluate various options to further reduce our cash requirements to operate at a
reduced rate, as well as options to raise additional funds, including obtaining loans and selling common stock. In March 2018 we entered into a $40.0
million 2018 Master Security Purchase Agreement with an accredited investor. As of June 30, 2018, the Company has received $5.0 million under this
agreement. There is no guarantee that we will be able to generate enough revenue and/or raise capital to support our operations, or if we are able to raise
capital, that it will be available to us on acceptable terms, on an acceptable schedule, or at all.

 
The issuance of additional securities may result in a significant dilution in the equity interests of our current stockholders. Obtaining loans, assuming these
loans would be available, will increase our liabilities and future cash commitments. There is no assurance that we will be able to obtain further funds
required for our continued operations or that additional financing will be available for use when needed or, if available, that it can be obtained on
commercially reasonable terms. If we are not able to obtain the additional financing on a timely basis, we will not be able to meet our other obligations as
they become due and we will be forced to scale down or perhaps even cease our operations.
 
Operating Activities
 
Cash used in operating activities for the six months ended June 30, 2018 was $9.87 million, compared to $7.15 million for the six months ended June 30,
2017, an increase of $2.72 million, or approximately 38.1 percent. Increases in cash used in operating activities were due to: (i) an increase in net loss of
$9.80 million; (ii) an increase of $5.18 million in loss on extinguishment of debt; and (iii) a decrease of $1.97 million in gain on fair value market
valuation of derivatives.
 
Investing Activities
 
Cash used in investing activities for the six months ended June 30, 2018 was $8.46 million, compared to cash used in investing activities of $1.04 million
for the six months ended June 30, 2017, an increase of $7.42 million, or 716.4 percent. During the six months ended June 30, 2018, cash used in investing
activities was primarily comprised of expenditures related to: (i) the construction of the San Leandro and Oakland facilities; (ii) capital expenditures at
Edible Garden in Belvidere, N.J.; and (iii) payment for acquisition of land in Santa Ana, California.
 
Financing Activities
 
Cash provided by financing activities for the six months ended June 30, 2018 was $18.08 million, compared to $7.57 million for the six months ended
June 30, 2017, an increase of $10.51 million, or 138.8 percent. The increase in cash provided by financing activities for the six months ended June 30,



2018 was primarily due to: (i) $9.0 million from the issuance of debt; (ii) a $2.09 million payment of contingent consideration; offset by (iii) a $0.47
million increase in cash paid for debt discount.
 
ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.
 
Our primary market risks are attributable to fluctuations in commodity prices and interest rates. These fluctuations can affect revenues and cash flow from
operating, investing and financing activities.
 
Commodity Price Risk
 
Our most significant market risk relates to fluctuations in marijuana prices. Management expects the prices of these commodities to remain volatile and
unpredictable. As these prices decline or rise significantly, revenues and cash flow will also decline or rise significantly.
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Interest Rate Risk
 
As of June 30, 2018, we had no outstanding variable-rate debt and $15.0 million of principal fixed-rate debt.
 
Credit Risk
 
Our exposure to non-payment or non-performance by our customers and counterparties presents a credit risk. Generally, non-payment or non-
performance results from a customer’s or counterparty’s inability to satisfy obligations. We may also be exposed to credit risk due to the concentration of
our customers in the medical marijuana industry, as our customers may be similarly affected by changes in regulatory and legal conditions in the states
and municipalities in which we operate.
 
ITEM 4. CONTROLS AND PROCEDURES.



 
Under the supervision and with the participation of our management, our principal executive officer and our principal financial officer are responsible for
conducting an evaluation of the effectiveness of the design and operation of our disclosure controls and procedures, as defined in Rules 13a-15(e) and
15d-15(e) under the Exchange Act, as of June 30, 2018. Disclosure controls and procedures means that the material information required to be included in
our SEC reports is recorded, processed, summarized, and reported within the time periods specified in SEC rules and forms relating to our company,
including any consolidating subsidiaries, and was made known to us by others within those entities, particularly during the period when this report was
being prepared. Based on this evaluation, our principal executive officer and principal financial officer concluded as of the evaluation date that our
disclosure controls and procedures were not effective as of June 30, 2018.
 
As of December 31, 2017, management assessed the effectiveness of our internal controls over financial reporting. Management concluded, as of the year
ended December 31, 2017, that our internal controls and procedures were not effective to detect the inappropriate application of U.S. GAAP rules.
Management concluded that our internal controls were adversely affected by deficiencies in the design or operation of our internal controls, which
management considered to be material weaknesses. These material weaknesses include the following:
 

Risk Assessment – We did not have an effective risk assessment process. From a governance perspective, our formal process to identify, update
and assess risks, including changes in our business practices that significantly impact our consolidated financial statements as well as the system of
internal control over financial reporting was incomplete.
 
Control Environment – We did not maintain an effective control environment as evidenced by:

 
 · Lack of majority independent board members.
 · An insufficient number of personnel to adequately exercise appropriate oversight of accounting judgements and estimates.
 

Control Activities  – We did not have control activities that were designed and operating effectively to identify and address all likely sources of
material misstatements, including non-standard transactions. In addition, management review controls were not sufficient or in place to identify all
potential accounting errors.
 
Information and Communications – We had not implemented appropriate information technology controls related to access rights for certain
financial spreadsheets that are relevant to the preparation of the consolidated financial statements and our system of internal control over financial
reporting. In addition, we did not implement the appropriate information technology disaster recovery controls in place to ensure the completeness
of financial information surrounding revenues and inventory.
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Monitoring – We did not maintain effective monitoring of controls related to the financial close and reporting process. In addition, we did not
maintain the appropriate level of review and remediation of internal control over financial reporting deficiencies throughout interim and annual
financial periods.

 
The failure to implement and maintain proper and effective internal controls and disclosure controls could result in material weaknesses in our financial
reporting, such as errors in our financial statements and in the accompanying footnote disclosures that could require restatements. Investors may lose
confidence in our reported financial information and disclosure, which could negatively impact our stock price.
 
We do not expect that our internal controls over financial reporting will prevent all errors and all fraud. A control system, no matter how well designed
and operated, can provide only reasonable, not absolute, assurance that the control system’s objectives will be met. Further, the design of a control system
must reflect the fact that there are resource constraints, and the benefits of controls must be considered relative to their costs. Controls can be
circumvented by the individual acts of some persons, by collusion of two or more people, or by management override of the controls. Over time, controls
may become inadequate because changes in conditions or deterioration in the degree of compliance with policies or procedures may occur. Because of the
inherent limitations in a cost-effective control system, misstatements due to error or fraud may occur and not be detected.
 
Plan for Remediation of the Material Weaknesses
 
We are implementing and are continuing to implement a number of measures to address the material weaknesses identified. The remediation activities
undertaken by the Company included the following:
 

 

· Continuing to improve the control environment through (i) being staffed with sufficient number of personnel to address segregation of duties
issues, ineffective controls and to perform control monitoring activities, (ii) increasing the level of GAAP knowledge by retaining additional
technical accountants, (iii) implementing formal process to account for non-standard transactions, and (iv) implementing and formalizing
management oversight of financial reporting at regular intervals;

 · Continuing to update the documentation of our internal control processes, including implementing formal risk assessment processes;
 · Implementing control activities that address relevant risks and assure that all transactions are subject to such control activities;
 · Ensure systems that impact financial information and disclosures have effective information technology controls;
 · Executing plan to increase number of independent directors to enhance corporate governance and Board composition;
 · Hiring of third party Sarbanes-Oxley consultants to assist management with the implementation of additional control activities;
 · Implementing plan to increase oversight and review of ad hoc spreadsheets while also working to reduce their use; and



 · Designation of VP Director of Internal Controls and hiring of sufficient personnel to effectively implement changes to remediate the material
weakness and control over financial reporting.

 
There are no assurances that the measures we have taken to date, or any measures we may take in the future, will be sufficient to remediate the material
weaknesses we have identified or avoid potential future material weaknesses.
 
Changes in Internal Control over Financial Reporting
 
There were no changes in our internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) as of June 30,
2018 that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting, except as disclosed in
Remediation of Material Weakness above.
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PART II — OTHER INFORMATION
 
ITEM 1. LEGAL PROCEEDINGS.
 
The Company is the subject of lawsuits and claims arising in the ordinary course of business from time to time. The Company reviews any such legal
proceedings and claims on an ongoing basis and follows appropriate accounting guidance when making accrual and disclosure decisions. The Company
establishes accruals for those contingencies where the incurrence of a loss is probable and can be reasonably estimated, and it discloses the amount
accrued and the amount of a reasonably possible loss in excess of the amount accrued if such disclosure is necessary for the Company’s financial
statements to not be misleading. To estimate whether a loss contingency should be accrued by a charge to income, the Company evaluates, among other
factors, the degree of probability of an unfavorable outcome and the ability to make a reasonable estimate of the amount of the loss. The Company does
not record liabilities when the likelihood that the liability has been incurred is probable, but the amount cannot be reasonably estimated. Based upon



present information, the Company determined that there were no matters that required an accrual as of June 30, 2018 nor were there any asserted or
unasserted material claims for which material losses are reasonably possible.
 
On April 11, 2018, the Company filed a lawsuit in the United States District Court, Central District of California against Kenneth Vande Vrede, Michael
Vande Vrede, Steven Vande Vrede, Daniel Vande Vrede, Greda Vande Vrede, Beverly Willekes, Brian Vande Vrede, Gro-Rite, Inc. (“Gro-Rite”) and
Naturally Beautiful Plant Products, LLC (“Naturally Beautiful”) alleging breach of contract, breach of fiduciary duties, conversion, fraud, breach of
covenant of good faith and fair dealing, misappropriation of trade secrets, and conspiracy related to, among other things, the Share Exchange Agreement,
dated as of April 24, 2013 among the Company, the Company’s wholly-owned subsidiary, Edible Garden Corp. (“Edible Garden”), and the individual
defendants (the “Share Exchange Agreement”). The Company is seeking monetary damages, including attorneys’ fees and expenses, return of shares of
the Company’s common stock issued to the individual defendants under the Share Exchange Agreement, return of stock options issued to the individual
defendants, and return of the Company’s intellectual property.
 
On April 10, 2018, Gro-Rite, Naturally Beautiful and Whitetown Realty (“Whitetown Realty” and collectively, the “Whitetown Realty Plaintiffs”) filed a
lawsuit in the Superior Court of New Jersey Law Division, Morris County against the Company and Edible Garden alleging, among other things, that
Edible Garden owes certain amounts to Gro-Rite under a Marketing and Distribution Agreement between Edible Garden and Gro-Rite, dated May 7,
2013, and Naturally Beautiful under a Marketing and Distribution Agreement between Edible Garden and Naturally Beautiful, dated May 13, 2013
(collectively, the “Marketing and Distribution Agreements”), and that Edible Garden owes certain amounts to Whitetown Realty under the Lease between
Whitetown Realty and Edible Garden, dated January 1, 2015 (the “Lease”). The Whitetown Realty Plaintiffs are seeking, among other things,
compensatory damages for the amounts claimed are owed and attorneys’ fees and costs. The Company believes that Edible Garden does not owe any
payments under the Marketing and Distribution Agreements or the Lease. The Company disputes the Whitetown Realty Plaintiffs’ allegations in the
lawsuit and intends to vigorously defend itself. Accordingly, on May 18, 2018, the Company and Edible Garden filed an answer denying the allegations
of the Whitetown Realty plaintiffs.  In that same pleading, Edible Garden filed a counterclaim against Naturally Beautiful and Gro-Rite asserting claims
for breach of contract, breach of the implied covenant of good faith and fair dealing, unjust enrichment, trademark infringement/unfair competition, and
tortious interference with contractual relations.  Edible Garden also filed a third-party complaint against previously unidentified defendants John Doe
Entities 1-10 and John Doe Individuals 1-10 arising from the wrongful misappropriation and pirating of electricity from the Edible Garden facility located
at 283 Route 519, Belvidere, New Jersey.  That third-party complaint alleges claims for unjust enrichment, tortious interference with contractual relations
and conversion.  On June 8, 2018, Edible Garden filed an amended counterclaim adding a count for conversion against Naturally Beautiful and Gro-Rite. 
On June 12, 2018, Edible Garden Corp. filed an amended third-party complaint adding Gerda Vande Vrede as a named third-party defendant.  On June
13, 2018, Gro-Rite and Naturally Beautiful filed an answer to Edible Garden’s amended counterclaim and Gerda Vande Vrede filed an answer to Edible
Garden’s amended third-party complaint denying the allegations asserted against them.  No counterclaims, crossclaims or fourth party complaints were
filed on behalf of Gerda Vande Vrede, Naturally Beautiful or Gro-Rite.
 
On April 13, 2018, Edible Garden Corp. filed a lawsuit in the Superior Court of New Jersey Chancery Division, Warren County against Whitetown Realty
in response to a letter from a law firm representing Whitetown Realty alleging Edible Garden was in default of the Lease. Edible Garden is seeking
declaratory and equitable relief to prevent Whitetown Realty from terminating the Lease and for attorneys’ fees and costs. The Company believes that
Edible Garden has made all payments due to Whitetown Realty under the Lease and maintains Edible Garden is not in default of the Lease. On April 23,
2018, by order of the assignment judge of Warren County, the lawsuit was transferred to Morris County and consolidated with the April 10, 2018 lawsuit
previously filed by Gro-Rite, Naturally Beautiful and Whitetown Realty in the Superior Court of New Jersey, Law Division, Morris County.  On June 13,
2018, Whitetown Realty filed its answer to the Edible Garden Complaint.  In that answer, Whitetown Realty denies that Edible Garden is entitled to the
declaratory and equitable relief that Edible Garden requested.  No counterclaim was filed by Whitetown Realty.
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On April 11, 2018, Kenneth Vande Vrede, Michael Vande Vrede and Steven Vande Vrede (collectively, the “Vande Vrede Brothers”) filed a lawsuit in
the Superior Court of New Jersey Law Division, Warren County against the Company and Edible Garden alleging, among other things, that the Company
and Edible Garden improperly suspended the Vande Vrede Brothers from their positions with the Company and Edible Garden. The Vande Vrede
Brothers were seeking, among other things, a declaratory judgment that they did not violate their fiduciary duties owed to the Company or Edible Garden
and reinstating the Vande Vrede Brothers to their status with the Company and Edible Garden prior to their suspensions and attorneys’ fees and costs. The
original complaint in this matter was never served, and on June 12, 2018, the Vande Vrede Brothers, and now David Vande Vrede, Daniel Vande Vrede,
Beverly Willekes, and Whitetown Realty filed an amended complaint against Terra Tech, Edible Garden, Derek Peterson, Michael James, and Michael
Nahass.  The Company filed a pre-answer motion to dismiss the amended complaint, arguing that any of the plaintiffs’ claims that relate to the Share
Exchange Agreement, belong in the already existing lawsuit in California, and any of the plaintiffs’ claims that relate to the lease, belong in the already
existing lawsuits in New Jersey.  The Company disputes the Vande Vredes’ allegations in the lawsuit and intends to vigorously defend itself.
 
From time to time, we also may become subject to other litigation or proceedings in connection with our business, as either a plaintiff or defendant.
 
ITEM 1A. RISK FACTORS.
 
There have been no material changes to the risk factors disclosed in Part I, Item 1A, “Risk Factors”, of our Annual Report on Form 10-K for the year
ended December 31, 2017, except for the risk factor noted below. Please refer to that section for disclosures regarding the risk and uncertainties relating to
our business.
 
California Phase-In of Laboratory Testing Requirements
 
Beginning July 1, 2018, cannabis goods must meet all statutory and regulatory requirements. A licensee can only sell cannabis goods that have been
tested by a licensed testing laboratory and have passed all statutory and regulatory testing requirements. In order to be sold, cannabis goods harvested or
manufactured prior to January 1, 2018, must be tested by a licensed testing laboratory and must comply with all testing requirements in section 5715 of
the Bureau of Cannabis Control (“BCC”) regulations. Cannabis goods that do not meet all statutory and regulatory requirements must be destroyed in
accordance with the rules pertaining to destruction. See “Note 3 – Concentrations of Business and Credit Risk” for additional information on California
laboratory testing requirements.
 
ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS.
 
None.
 
ITEM 3. DEFAULTS UPON SENIOR SECURITIES.
 
None.
 
ITEM 4. MINE SAFETY DISCLOSURES.
 
None.
 



ITEM 5. OTHER INFORMATION.
 
None.
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ITEM 6. EXHIBITS.
 



Exhibit  Description
 

3.1  Amended Bylaws, dated June 20, 2018 *
 

4.1  Form of 7.5% Senior Convertible Promissory Note (1)
 

4.2  Amendment No. 1 to Convertible Promissory Note (2)
 

4.3  Amendment No. 1 to Convertible Promissory Note (2)
 

31.1  Certification of Derek Peterson, Chief Executive Officer, pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. *
 

31.2  Certification of Michael C. James, Chief Financial Officer, pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. *
 

32.1  Certification of Derek Peterson, Chief Executive Officer, pursuant to Sections 906 of the Sarbanes-Oxley Act of 2002, 18 U.S.C. Section
1350. *
 

32.2  Certification of Michael C. James, Chief Financial Officer, pursuant to Sections 906 of the Sarbanes-Oxley Act of 2002, 18 U.S.C.
Section 1350. *
 

101.INS  XBRL Instance Document *
 

101.SCH  XBRL Taxonomy Extension Schema Document *
 

101.CAL  XBRL Taxonomy Extension Calculations Linkbase Document *
 

101.DEF  XBRL Taxonomy Extension Definition Linkbase Document *
 

101.LAB  XBRL Taxonomy Extension Label Linkbase Document *
 

101.PRE  XBRL Taxonomy Presentation Linkbase Document *
__________________
* Filed herewith
  
(1) Incorporated by reference to Current Report on Form 8-K filed with the SEC on June 8, 2018.
(2) Incorporated by reference to Current Report on Form 8-K filed with the SEC on May 2, 2018.
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SIGNATURES
 
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized.
 

TERRA TECH CORP.

Date: August 9, 2018 By: /s/ Michael C. James
Michael C. James
Chief Financial Officer
(Principal Accounting Officer and
Principal Financial Officer)
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EXHIBIT 3.1
 

BYLAWS
 

OF
 

Terra Tech Corp.
 

A Nevada Corporation
 

ARTICLE I
 

SHAREHOLDERS
 

1. Annual Meeting
 

A meeting of the shareholders shall be held annually for the elections of directors and the transaction of other business on such date in each year
as may be determined by the Board of Directors, but in no event later than 100 days after the anniversary of the date of incorporation of the Corporation.
 

2. Special Meetings
 

Special meetings of the shareholders may be called by the Board of Directors, Chairman of the Board or President and shall be called by the
Board upon written request of the holders of record of a majority of the outstanding shares of the Corporation entitled to vote at the meeting requested to
be called. Such request shall state the purpose or purposes of the proposed meeting. At such special meetings the only business which may be transacted is
that relating to the purpose or purposes set forth in the notice thereof.
 

3. Place of Meetings
 

Meetings of the shareholders shall be held at such place within or outside of the State of Nevada as may be fixed by the Board of Directors. If no
place is fixed, such meetings shall be held at the principal office of the Corporation.
 

4. Notice of Meetings
 

Notice of each meeting of the shareholders shall be given in writing and shall state the place, date and hour of the meeting and the purpose or
purposes for which the meeting is called. Notice of a special meeting shall indicate that it is being issued by or at the direction of the person or persons
calling or requesting the meeting.
 

If, at any meeting, action is proposed to be taken which, if taken, would entitle objecting shareholders to receive payment for their shares, the
notice shall include a statement of that purpose and to that effect. 
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A copy of the notice of each meeting shall be given, personally or by first class mail, not less than ten nor more than sixty days before the date of
the meeting, to each shareholder  entitled to  vote at such meeting. If mailed, such notice shall be deemed to have been given when deposited in the United
States mail, with postage thereon paid, directed to the shareholder at his address as it appears on the record of the shareholders, or, if he shall have filed
with the Secretary of the Corporation a written request that notices to him or her be mailed to some other address, then directed to him at such other
address.
 

When a meeting is adjourned to another time or place, it shall not be necessary to give any notice of the adjourned meeting if the time and place
to which the meeting is adjourned are announced at the meeting at which the adjournment is taken. At the adjourned meeting any business may be
transacted that might have been transacted on the original date of the meeting. However, if after the adjournment the Board of Directors fixes a new
record date for the adjourned meeting, a notice of the adjourned meeting shall be given to each shareholder of record on the new record date entitled to
notice under this Section 4.
 

5. Waiver of Notice
 

Notice of a meeting need not be given to any shareholder who submits a signed waiver of notice, in person or by proxy, whether before or after
the meeting. The attendance of any shareholder at a meeting, in person or by proxy, without protesting prior to the conclusion of the meeting the lack of
notice of such meeting, shall constitute a waiver of notice by him or her.
 

6. Inspectors of Election
 

The Board of Directors, in advance of any shareholders’ meeting, may appoint one or more inspectors to act at the meeting or any adjournment
thereof. If inspectors are not so appointed, the person presiding at a shareholders’ meeting may, and on the request of any shareholder entitled to vote
thereat shall, appoint two inspectors. In case any person appointed fails to appear or act, the vacancy may be filled by appointment in advance of the
meeting by the Board or at the meeting by the person presiding thereat. Each inspector, before entering upon the discharge of his duties, shall take and
sign an oath faithfully to execute the duties of such inspector at such meeting with strict impartiality and according to the best of his ability.
 

The inspectors shall determine the number of shares outstanding and the voting power of each, the shares represented at the meeting, the
existence of a quorum, and the validity and effect of proxies, and shall receive votes, ballots or consents, hear and determine all challenges and questions
arising in connection with the right to vote at the meeting, count and tabulate all votes, ballots or consents, determine the result thereof, and do such acts as
are proper to conduct the election or vote with fairness to all shareholders. On request of the person presiding at the meeting, or of any shareholder entitled
to vote thereat, the inspectors shall make a report in writing of any challenge; question or matter determined by them and shall execute a certificate of any
fact found by them. Any report or certificate made by them shall be prima facie evidence of the facts stated and of any vote certified by them.
 

7. List of Shareholders at Meetings
 

A list of the shareholders as of the record date, certified by the Secretary or any Assistant Secretary or by a transfer agent, shall be produced at
any meeting of the shareholders upon the request thereat or prior thereto of any shareholder. If the right to vote at any meeting is challenged, the
inspectors of election, or the person presiding thereat, shall require such list of the shareholders to be produced as evidence of the right of the persons
challenged to vote at such meeting, and all persons who appear from such list to be shareholders entitled to vote thereat may vote at such meeting.
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8. Qualification of Voters
 

Unless otherwise provided in the Certificate of Incorporation, every shareholder of record shall be entitled at every meeting of the shareholders to
one vote for every share standing in its name on the record of the shareholders.
 

Treasury shares as of the record date and shares held as of the record date by another domestic or foreign corporation of any kind, if a majority of
the shares entitled to vote in the election of directors of such other corporation is held as of the record date by the Corporation, shall not be shares entitled
to vote or to be counted in determining the total number of outstanding shares.
 

Shares held by an administrator, executor, guardian, conservator, committee or other fiduciary, other than a trustee, may be voted by such
fiduciary, either in person or by proxy, without the transfer of such shares into the name of such fiduciary. Shares held by a trustee may be voted by him or
her, either in person or by proxy, only after the shares have been transferred into his name as trustee or into the name of his nominee.
 

Shares standing in the name of another domestic or foreign corporation of any type or kind may be voted by such officer, agent or proxy as the
bylaws of such corporation may provide, or, in the absence of such provision, as the board of directors of such corporation may determine.
 

No shareholder shall sell his vote, or issue a proxy to vote, to any person for any sum of money or anything of value except as permitted by law.
 

9. Quorum of Shareholders
 

The holders of 5% or more of the shares of the Corporation issued and outstanding and entitled to vote at any meeting of the shareholders shall
constitute a quorum at such meeting for the transaction of any business, provided that when a specified item of business is required to be voted on by a
class or series, voting as a class, the holders of a majority of the shares of such class or series shall constitute a quorum for the transaction of such
specified item of business.
 

When a quorum is once present to organize a meeting, it is not broken by the subsequent withdrawal of any shareholders.
 

The shareholders who are present in person or by proxy and who are entitled to vote may, by a majority of votes cast, adjourn the meeting despite
the absence of a quorum.
 

10. Proxies
 

Every shareholder entitled to vote at a meeting of the shareholders, or to express consent or dissent without a meeting may authorize another
person or persons to act for him by proxy.
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Every proxy must be signed by the shareholder or its attorney. No proxy shall be valid after the expiration of eleven months from the date thereof
unless otherwise provided in the proxy. Every proxy shall be revocable at the pleasure of the shareholder executing it, except as otherwise provided by
law.
 

The authority of the holder of a proxy to act shall not be revoked by the incompetence or death of the shareholder who executed the proxy, unless
before the authority is exercised written notice of adjudication of such incompetence or of such death is received by the Secretary or any Assistant
Secretary.
 

11. Vote or Consent of Shareholders
 

Directors, except as otherwise required by law, shall be elected by a plurality of the votes cast at a meeting of shareholders by the holders of
shares entitled to vote in the election.
 

Whenever any corporate action, other than the election of directors, is to be taken by vote of the shareholders, it shall, except as otherwise
required by law, be authorized by a majority of the votes cast at a meeting of shareholders by the holders of shares entitled to vote thereon.
 

Whenever shareholders are required or permitted to take any action by vote, such action may be taken without a meeting on written consent,
setting forth the action so taken, signed by the holders of all outstanding shares entitled to vote thereon. Written consent thus given by the holders of all
outstanding shares entitled to vote shall have the same effect as a unanimous vote of shareholders.

 
12. Fixing the Record Date

 
For the purpose of determining the shareholders entitled to notice of or to vote at any meeting of shareholders or any adjournment thereof, or to

express consent to or dissent from any proposal without a meeting, or for the purpose of determining shareholders entitled to receive payment of any
dividend or the allotment of any rights, or for the purpose of any other action, the Board of Directors may fix, in advance, a date as the record date for any
such determination of shareholders. Such date shall not be less than ten or more than sixty days before the date of such meeting, nor more than sixty days
prior to any other action.
 

When a determination of shareholders of record entitled to notice of or to vote at any meeting of shareholders has been made as provided in this
Section, such determination shall apply to any adjournment thereof, unless the Board of Directors fixes a new record date for the adjourned meeting.
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ARTICLE II
 

BOARD OF DIRECTORS
 

1. Power of Board and Qualifications of Directors
 

The business of the Corporation shall be managed by the Board of Directors. Each director shall be at least eighteen years of age.
  

2. Number of Directors
 

The number of directors constituting the entire Board of Directors shall be the number, not less than one nor more than ten, fixed from time to
time by a majority of the total number of directors which the Corporation would have, prior to any increase or decrease, if there were no vacancies,
provided, however, that no decrease shall shorten the term of an incumbent director. Unless otherwise fixed by the directors, the number of directors
constituting the entire Board shall be four.
 

3. Election and Term of Directors
 

At each annual meeting of shareholders, directors shall be elected to hold office until the next annual meeting and until their successors have
been elected and qualified or until their death, resignation or removal in the manner hereinafter provided.
 

4. Quorum of Directors and Action by the Board
 

A majority of the entire Board of Directors shall constitute a quorum for the transaction of business, and, except where otherwise provided herein,
the vote of a majority of the directors present at a meeting at the time of such vote, if a quorum is then present, shall be the act of the Board.
 

Any action required or permitted to be taken by the Board of Directors or any committee thereof may be taken without a meeting if all members
of the Board or the committee consent in writing to the adoption of a resolution authorizing the action. The resolution and the written consent thereto by
the members of the Board or committee shall be filed with the minutes of the proceedings of the Board or committee.
 

5. Meetings of the Board
 

An annual meeting of the Board of Directors shall be held in each year directly after the annual meeting of shareholders. Regular meetings of the
Board shall be held at such times as may be fixed by the Board. Special meetings of the Board may be held at any time upon the call of the President or
any two directors.
 

Meetings of the Board of Directors shall be held at such places as may be fixed by the Board for annual and regular meetings and in the notice of
meeting for special meetings. If no place is fixed, meetings of the Board shall be held at the principal office of the Corporation. Any one or more members
of the Board of Directors may participate in meetings by means of conference telephone or similar communications equipment.
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No notice need be given of annual or regular meetings of the Board of Directors. Notice of each special meeting of the Board shall be given to
each director either by mail not later than noon, Nevada time, on the third day prior to the meeting or by telegram, written message or orally not later than
noon, Nevada time, on the day prior to the meeting. Notices are deemed to have been properly given if given: by mail, when deposited in the United States
mail; by telegram at the time of filing; or by messenger at the time of delivery. Notices by mail, telegram or messenger shall be sent to each director at the
address designated by him for that purpose, or, if none has been so designated, at his last known residence or business address. 
 

Notice of a meeting of the Board of Directors need not be given to any director who submits a signed waiver of notice whether before or after the
meeting, or who attends the meeting without protesting, prior thereto or at its commencement, the lack of notice to any director.
 

A notice, or waive of notice, need not specify the purpose of any meeting of the Board of Directors.
 

A majority of the directors present, whether or not a quorum is present, may adjourn any meeting to another time and place. Notice of any
adjournment of a meeting to another time or place shall be given, in the manner described above, to the directors who were not present at the time of the
adjournment and, unless such time and place are announced at the meeting, to the other directors.
 

6. Resignations
 

Any director of the Corporation may resign at any time by giving written notice to the Board of Directors or to the President or to the Secretary of
the Corporation. Such resignation shall take effect at the time specified therein; and unless otherwise specified therein the acceptance of such resignation
shall not be necessary to make it effective.
 

7. Removal of Directors
 

Any one or more of the directors may be removed for cause by action of the Board of Directors. Any or all of the directors may be removed with
or without cause by vote of the shareholders.
 

8. Newly Created Directorships and Vacancies
 

Newly created directorships resulting from an increase in the number of directors and vacancies occurring in the Board of Directors for any
reason except the removal of directors by shareholders may be filled by vote of a majority of the directors then in office, although less than a quorum
exists. Vacancies occurring as a result of the removal of directors by shareholders shall be filled by the shareholder. A director elected to fill a vacancy
shall be elected to hold office for the unexpired term of his predecessor.
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9. Executive and Other Committees of Directors
 

The Board of Directors, by resolution adopted by a majority of the entire Board, may designate from among its members an executive committee
and other committees each of which, to the extent provided in the resolution, shall have all the authority of the Board, except that no such committee shall
have authority as to the following matters: (a) the submission to shareholders of any action that needs shareholders’ approval; (b) the filling of vacancies
in the Board or in any committee; (c) the fixing of compensation of the directors for serving on the Board or on any committee; (d) the amendment or
repeal of the bylaws, or the adoption of new bylaws; (e) the amendment or repeal of any resolution of the Board which, by its term, shall not be so
amendable or cannot be repealed; or (f) the removal or indemnification of directors.
  

The Board of Directors may designate one or more directors as alternate members of any such committee, who may replace any absent member
or members at any meeting of such committee.
 

Unless a greater proportion is required by the resolution designating a committee, a majority of the entire authorized number of members of such
committee shall constitute a quorum for the transaction of business, and the vote of a majority of the members present at a meeting at the time of such
vote, if a quorum is then present, shall be the act of such committee.
 
 Each such committee shall serve at the pleasure of the Board of Directors.
 

10. Compensation of Directors
 

The Board of Directors shall have authority to fix the compensation of directors for services in any capacity.
 

11. Interest of Directors in a Transaction
 

Unless shown to be unfair and unreasonable as to the Corporation, no contract or other transaction between the Corporation and one or more of its
directors, or between the Corporation and any other corporation, firm, association or other entity in which one or more of the directors are directors or
officers, or are financially interested, shall be either void or voidable, irrespective of whether such interested director or directors are present at a meeting
of the Board of Directors, or of a committee thereof, which authorizes such contract or transaction and irrespective of whether his or their votes are
counted for such purpose. In the absence of fraud any such contract and transaction conclusively may be authorized or approved as fair and reasonable by:
(a) the Board of Directors or a duly empowered committee thereof, by a vote sufficient for such purpose without counting the vote or votes of such
interested director or directors (although such interested director or directors may be counted in determining the presence of a quorum at the meeting
which authorizes such contract or transaction), if the fact of such common directorship, officership or financial interest is disclosed or known to the Board
or committee, as the case may be; or (b) the shareholders entitled to vote for the election of directors, if such common directorship, officership or financial
interest is disclosed or known to such shareholders.
 

Notwithstanding the foregoing, no loan, except advances in connection with indemnification, shall be made by the Corporation to any director
unless it is authorized by vote of the shareholders without counting any shares of the director who would be the borrower or unless the director who
would be the borrower is the sole shareholder of the Corporation.
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ARTICLE III
 

OFFICERS
 

1. Election of Officers
 

The Board of Directors, as soon as may be practicable after the annual election of directors, shall elect a President, a Secretary, and a Treasurer,
and from time to time may elect or appoint such other officers as it may determine. Any two or more offices may be held by the same person. The Board
of Directors may also elect one or more Vice Presidents, Assistant Secretaries and Assistant Treasurers.
 

2. Other Officers
 

The Board of Directors may appoint such other officers and agents as it shall deem necessary that shall hold their offices for such terms and shall
exercise such powers and perform such duties as shall be determined from time to time by the Board.
 

3. Compensation
 

The salaries of all officers and agents of the Corporations shall be fixed by the Board of Directors.
 

4. Term of Office and Removal
 

Each officer shall hold office for the term for which he is elected or appointed and until his successor has been elected or appointed and qualified.
Unless otherwise provided in the resolution of the Board of Directors electing or appointing an officer, his term of office shall extend to and expire at the
meeting of the Board following the next annual meeting of shareholders. Any officer may be removed by the Board with or without cause, at any time.
Removal of an officer without cause shall be without prejudice to his contract rights, if any, and the election or appointment of an officer shall not of itself
create contract rights.
 

5. President
 

The President shall be the chief executive officer of the Corporation, shall have general and active management of the business of the Corporation
and shall see that all orders and resolutions of the Board of Directors are carried into effect. The President shall also preside at all meeting of the
shareholders and the Board of Directors.
 

The President shall execute bonds, mortgages and other contracts requiring a seal, under the seal of the Corporation, except where required or
permitted by law to be otherwise signed and executed and except where the signing and execution thereof shall be expressly delegated by the Board of
Directors to some other officer or agent of the Corporation.
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6. Vice Presidents
 

The Vice Presidents, in the order designated by the Board of Directors, or in absence of any designation, then in the order of their election, during
the absence or disability of or refusal to act by the President, shall perform the duties and exercise the powers of the President and shall perform such
other duties as the Board of Directors shall prescribe.
  

7. Secretary and Assistant Secretaries
 

The Secretary shall attend all meetings of the Board of Directors and all meetings of the shareholders and record all the proceedings of the
meetings of the Corporation and of the Board of Directors in a book to be kept for that purpose, and shall perform like duties for the standing committees
when required. The Secretary shall give or cause to be given, notice of all meetings of the shareholders and special meetings of the Board of Directors, and
shall perform such other duties as may be described by the Board of Directors or President, under whose supervision the Secretary shall be. The Secretary
shall have custody of the corporate seal of the Corporation and the Secretary, or an Assistant Secretary shall have authority to affix the same to any
instrument requiring it and when so affixed, it may be attested by the Secretary’s signature or by signature of such Assistant Secretary. The Board of
Directors may give general authority to any other officer to affix the seal of the Corporation and to attest the affixing by his signature.
 

The Assistant Secretary, or if there be more than one, the Assistant Secretaries in the order designated by the Board of Directors, or in the absence
of such designation then in the order of their election, in the absence of the Secretary or in the event of the Secretary’s inability or refusal to act, shall
perform the duties and exercise the powers of the Secretary and shall perform such other duties and have such other powers as the Board of Directors may
from time to time prescribe.
 

8. Treasurer and Assistant Treasurers
 

The Treasurer shall have the custody of the corporate funds and securities; shall keep full and accurate accounts of receipts and disbursements in
books belonging to the Corporation; and shall deposit all moneys and other valuable effects in the name and to the credit of the Corporation in such
depositories as may be designated by the Board of Directors.
 

The Treasurer shall disburse the funds as may be ordered by the Board of Directors, taking proper vouchers for such disbursements, and shall
render to the President and the Board of Directors, at its regular meetings, or when the Board of Directors so requires, an account of all his transactions as
Treasurer and of the financial condition of the Corporation.
 

If required by the Board of Directors, the Treasurer shall give the Corporation a bond in such sum and with such surety or sureties as shall be
satisfactory to the Board of Directors for the faithful performance of the duties of the office of Treasurer, and for the restoration to the Corporation, in the
case of the Treasurer’s death, resignation, retirement or removal from office, of all books, papers, vouchers, money and other property of whatever kind in
the possession or under the control of the Treasurer belonging to the Corporation.
 

The Assistant Treasurer, or if there shall be more than one, the Assistant Treasurers in the order designated by the Board of Directors, or in the
absence of such designation, then in the order of their election, in the absence of the Treasurer or in the event the Treasurer’s inability or refusal to act,
shall perform the duties and exercise the powers of the Treasurer and shall perform such other duties and have such other powers as the Board of
Directors may from time to time prescribe.
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9. Books and Records
 

The Corporation shall keep: (a) correct and complete books and records of account; (b) minutes of the proceedings of the shareholders, Board of
Directors and any committees of directors; and (c) a current list of the directors and officers and their residence addresses. The Corporation shall also keep
at its office in the State of Nevada or at the office of its transfer agent or registrar in the State of Nevada, if any, a record containing the names and
addresses of all shareholders, the number and class of shares held by each and the dates when they respectively became the owners of record thereof.
 

The Board of Directors may determine whether and to what extent and at what times and places and under what conditions and regulations any
accounts, books, records or other documents of the Corporation shall be open to inspection, and no creditor, security holder or other person shall have any
right to inspect any accounts, books, records or other documents of the Corporation except as conferred by statute or as so authorized by the Board.
 

10. Checks, Notes, etc.
 

All checks and drafts on, and withdrawals from the Corporation’s accounts with banks or other financial institutions, and all bills of exchange,
notes and other instruments for the payment of money, drawn, made, endorsed, or accepted by the Corporation, shall be signed on its behalf by the person
or persons thereunto authorized by, or pursuant to resolution of, the Board of Directors.
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ARTICLE IV
 

CERTIFICATES AND TRANSFER OF SHARES
 

1. Forms of Share Certificates
 

The share of the Corporation shall be represented by certificates, in such forms as the Board of Directors may prescribe, signed by the President
or a Vice President and the Secretary or an Assistant Secretary or the Treasurer or an Assistant Treasurer. The shares may be sealed with the seal of the
Corporation or a facsimile thereof. The signatures of the officers upon a certificate may be facsimiles if the certificate is countersigned by a transfer agent
or registered by a registrar other than the Corporation or its employee. In case any officer who has signed or whose facsimile signature has been placed
upon a certificate shall have ceased to be such officer before such certificate is issued, it may be issued by the Corporation with the same effect as if he
were such officer at the date of issue.
 

Each certificate representing shares issued by the Corporation shall set forth upon the face or back of the certificate, or shall state that the
Corporation will furnish to any shareholder upon request and without charge, a full statement of the designation, relative rights, preferences and
limitations of the shares of each class of shares, if more than one, authorized to be issued and the designation, relative rights, preferences and limitations
of each series of any class of preferred shares authorized to be issued so far as the same have been fixed, and the authority of the Board of Directors to
designate and fix the relative rights, preferences and limitations of other series.
 

Each certificate representing shares shall state upon the face thereof: (a) that the Corporation is formed under the laws of the State of Nevada; (b)
the name of the person or persons to whom issued; and (c) the number and class of shares, and the designation of the series, if any, which certificate
represents.
 

2. Transfers of Shares
 

No share or other security may be sold, transferred or otherwise disposed of without the consent of the directors or until the Company is a
reporting issuer, as defined under the Securities Exchange Act of 1934. The directors are not required to give any reason for refusing to consent to any
such sale, transfer or other disposition.
 

Shares of the Corporation shall be transferable on the record of shareholders upon presentment to the Corporation of a transfer agent of a
certificate or certificates representing the shares requested to be transferred, with proper endorsement on the certificate or on a separate accompanying
document, together with such evidence of the payment of transfer taxes and compliance with other provisions of law as the Corporation or its transfer
agent may require.
 

3. Lost, Stolen or Destroyed Share Certificates
 

No certificate for shares of the Corporation shall be issued in place of any certificate alleged to have been lost, destroyed or wrongfully taken,
except, if and to the extent required by the Board of Directors upon: (a) production of evidence of loss, destruction or wrongful taking; (b) delivery of a
bond indemnifying the Corporation and its agents against any claim that may be made against it or them on account of the alleged loss, destruction or
wrongful taking of the replaced certificate or the issuance of the new certificate; (c) payment of the expenses of the Corporation and its agents incurred in
connection with the issuance of the new certificate; and (d) compliance with other such reasonable requirements as may be imposed.
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ARTICLE V
 

OTHER MATTERS
 

1. Corporate Seal
 

The Board of Directors may adopt a corporate seal, alter such seal at pleasure, and authorize it to be used by causing it or a facsimile to be affixed
or impressed or reproduced in any other manner.

 
2. Fiscal Year

 
The fiscal year of the Corporation shall be the twelve months ending September 30th, or such other period as may be fixed by the Board of

Directors.
 

3. Amendments
 

Bylaws of the Corporation may be adopted, amended or repealed by vote of the holders of the shares at the time entitled to vote in the election of
any directors. Bylaws may also be adopted, amended or repealed by the Board of Directors, but any bylaws adopted by the Board may be amended or
repealed by the shareholders entitled to vote thereon as herein above provided.
 

If any bylaw regulating an impending election of directors is adopted, amended or repealed by the Board of Directors, there shall be set forth in
the notice of the next meeting of shareholders for the election of directors the bylaw so adopted, amended or repealed, together with a concise statement of
the changes made.
 
APPROVED AND ADOPTED this August 2, 2018.
 
    

/s/ Michael Nahass
  Michael Nahass  
  Secretary  
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EXHIBIT 31.1
 

Certifications pursuant to Securities and Exchange Act of 1934
Rule 13a-14 as adopted pursuant to Section 302 of Sarbanes-Oxley Act of 2002

 
I, Derek Peterson, certify that:
 
1. I have reviewed this Quarterly Report on Form 10-Q of the Terra Tech Corp. (the “Registrant”);

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the Registrant as of, and for, the periods presented in this report;

4. The Registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rule 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-
15(f) for the Registrant and have:

 
a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to

ensure that material information relating to the Registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

c. Evaluated the effectiveness of the Registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d. Disclosed in this report any change in the Registrant’s internal control over financial reporting that occurred during the Registrant’s most
recent fiscal quarter (the Registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely
to materially affect, the Registrant’s internal control over financial reporting; and

 
5. The Registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to

the Registrant’s auditors and the audit committee of the Registrant’s board of directors (or persons performing the equivalent functions):
 

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the Registrant’s ability to record, process, summarize and report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the Registrant’s internal
control over financial reporting.

 
 
Date: August 9, 2018 By:/s/ Derek Peterson

Derek Peterson
Chief Executive Officer and Chairman of the
Board

 



EXHIBIT 31.2
 

Certifications pursuant to Securities and Exchange Act of 1934
Rule 13a-14 as adopted pursuant to Section 302 of Sarbanes-Oxley Act of 2002

 
I, Michael C. James, certify that:
 
1. I have reviewed this Quarterly Report on Form 10-Q of Terra Tech Corp. (the “Registrant”);

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the Registrant as of, and for, the periods presented in this report;

4. The Registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rule 13a-15(e) and 15d – 15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-
15(f) for the Registrant and have:

 
a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to

ensure that material information relating to the Registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

c. Evaluated the effectiveness of the Registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

 
d. Disclosed in this report any change in the Registrant’s internal control over financial reporting that occurred during the Registrant’s most

recent fiscal quarter (the Registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely
to materially affect, the Registrant’s internal control over financial reporting; and

 
5. The Registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to

the Registrant’s auditors and the audit committee of the Registrant’s board of directors (or persons performing the equivalent functions):
 

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the Registrant’s ability to record, process, summarize and report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the Registrant’s internal
control over financial reporting.

 
 
Date: August 9, 2018 By: /s/ Michael C. James

Michael C. James
Chief Financial Officer

 



EXHIBIT 32.1
 

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

 
In connection with the Quarterly Report of Terra Tech Corp. (the “Company”) on Form 10-Q for the quarter ended June 30, 2018 (the “Form 10-Q”), I,
Derek Peterson, Chief Executive Officer of the Company, certify, as of the date hereof, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section
906 of the Sarbanes-Oxley Act of 2002, that to the best of my knowledge, that the Company’s Form 10-Q fully complies with the requirements of Section
13(a) or 15(d) of the Securities Exchange Act of 1934 and that the information contained in the Form 10-Q, fairly presents, in all material respects, the
financial condition and results of operations of the Company.
 
 
Date: August 9, 2018 By:/s/ Derek Peterson

Derek Peterson
Chief Executive Officer and Chairman of the
Board

 



EXHIBIT 32.2
 

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

 
In connection with the Quarterly Report of Terra Tech Corp. (the “Company”) on Form 10-Q for the quarter ended June 30, 2018 (the “Form 10-Q”), I,
Michael C. James, Chief Financial Officer of the Company, certify, as of the date hereof, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002, that to the best of my knowledge, that the Company’s Form 10-Q fully complies with the requirements of
Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and that the information contained in the Form 10-Q, fairly presents, in all material respects,
the financial condition and results of operations of the Company.
 
 
Date: August 9, 2018 By: /s/ Michael C. James

Michael C. James
Chief Financial Officer

 


