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Management’s Discussion and Analysis of Intercure
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This Management’s Discussion and Analysis (‘MD&A”) is dated April 5, 2022 and
provides an analysis of the financial operating results for the year ended
December 31, 2021. In this MDE&A, references to the “Company,” “Intercure,” and
‘we,” “us,” and “our” are intended to refer to the business and operations of
Intercure Ltd. and its subsidiaries, unless the context clearly indicates otherwise.
The results of Canndoc are consolidated as of February 2019, those of

Cannolam as of July 2020 and those of Pharma-zone as of May 2021.

This MD&A should be read in conjunction with the Company's audited annudl
consolidated financial statements and the accompanying notes for the year

ended December 31, 2021 (the “‘Annual Financial Statements”), which have
been prepared in accordance with International Financial Reporting Standards
(“IFRS”)

Amounts are presented in thousands of NIS, except for data otherwise noted
that may be presented in CAD (S). The CAD/NIS exchange rate used, unless
noted otherwise, was [2.44] NIS for 1 CAD.
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This MD&A may contain forward-looking information within the meaning of applicable securities legislation,
which reflects Intercure’s current expectations regarding future events, including statements regarding
developments in the Company’s operations in future periods, adequacy of financial resources, and future
plans and objectives of the Company. The words “anticipate,” “expect,” “believe,” “could,” “estimate,”
‘intend,” “may,” “plan,” ‘potential,” “should,” “will,” “would,” and similar words, phrases or expressions are
often intended to identify forward-looking information, although not all forward-looking information contains
these identifying words. Forward-looking information in this MD&A is based on our opinions, estimates and
assumptions in light of our experience and perception of historical trends, current conditions and expected
future developments, as well as other factors that we currently believe are appropriate and reasonable in
the circumstances. Despite a careful process to prepare and review the forward-looking information, there
can be no assurance that the underlying opinions, estimates and assumptions will prove to e correct.
Certain assumptions include: our ability to build our market share and enter new markets and industry
verticals; our ability to attract and retain key personnel; our ability to maintain and expand geographic
scope; our ability to execute on our expansion plans; our ability to continue investing in infrastructure to
support our growth; our ability to obtain and maintain existing financing on acceptable terms; our ability to
execute on profitability initiatives; currency exchange and interest rates; our ability to respond to the
changes and trends in our industry or the global economy; our ability to maintain sufficient and effective
production and R&D capabilities; the impact of competition; future production and supply levels, and future
consumer demand levels; the price of cannabis and cannabis related products; the demand for our
products will grow for the foreseeable future; the effectiveness of mitigation strategies undertaken with
respect to COVID-19, and the severity, duration and impacts of COVID-19 on the economy and our business,
which is highly uncertain and cannot reasonably be predicted and the changes in laws, rules, regulations,
and global standards are material factors made in preparing forward-looking information and
management’s expectations. Forward-looking information is based on a number of assumptions and is
subject to a number of risks and uncertainties, many of which are beyond Intercure’s control, which could
cause actual results and events to differ materially from those that are disclosed in or implied by such
forward-looking information. Such risks and uncertainties include, but are not limited to: changes in general
economic, business and political conditions, changes in applicable laws, the Israeli regulatory landscapes
and enforcement related to cannabis, changes in public opinion and perception of the cannabis industry,
reliance on the expertise and judgment of senior management, as well as the factors discussed under the
heading “Risk Factors” in the Company’s most recent Annual Information Form (the "AIF”), which section is
hereby incorporated herein by reference. Intercure undertakes no obligation to update such forward-
looking information, whether as a result of new information, future events or otherwise, except as expressly
required by applicable law. All the forward-looking information contained in this MD&A is expressly qualified
by the foregoing cautionary statements.
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Non-IFRS Measures

In this MD&A, we use certain non-IFRS financial measures to measure, compare
and explain the operating results and financial performance of Intercure. These
measures are commonly used by companies operating in the cannabis industry
as useful metrics for measuring performance. However, they do not have any
standardized meaning prescribed by IFRS and are not necessarily comparable
to similar measures presented by other publicly traded entities. These measures
should e considered as supplemental in nature and Nnot as a substitute for
related financial information prepared in accordance with IFRS. Intercure defines
such financial measures as follows:

‘Adjusted EBITDA” means EBITDA adjusted for changes in the fair value of
inventory, share-based payment expense, impairment losses (and gains) on
financial assets, non-controlling interest and other expenses (or income); and

‘EBITDA” means net income (loss) before interest, taxes, depreciation and
amortization.
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Fourth Quarter 2021 Key Financial & Operating Highlights

|

- Record revenue of $33 milion (NIS 80 milion), which is higher than the
preliminary results, and three times greater than the fourth quarter of 2020
and representing sequential growth of 29%.

- Record adjusted EBITDA of $9 million (NIS 21 million), representing a 140%
increase year-over-year, sequential growth of almost 50% and adjusted
EBITDA margin of 26%.

- Exceeded preliminary results with its eighth consecutive quarter of high
double-digit growth representing an estimated annualized run rate of over
$130 million (NIS 320 million).

« Sixth consecutive quarter of positive cash flow from operations.

- Announced European expansion with international cannabis brand
Cookies™ - opening first retail locations in Austria and the United Kingdom.

- Company surpassed one-ton medical cannabis products dispensed per
month in the fourth quarter, representing approximately 30% market share of
Israel’s medical cannabis.
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Full Year 2021 Key Financial & Operating Highlights

- Record fiscal year 2021 revenue and Adjusted EBITDA of $S89 million (NIS 220
million) and $23 million (NIS 55 million), representing an increase of 230% and
250% year-over-year, respectively.

- Adjusted EBITDA margin of 25% for the fiscal year 2021 up 1% from 2020.
- Cash at year end of $89 million (NIS 217 million).

- Increased market share due to solid demand for Canndoc's branded
products and expansion of the Company’s medical cannabis dispensing
operations.

- Added 19 locations to its leading medical cannabis dedicated pharmacy
chain, out of which 13 are actively dispensing medical cannabis.

- Announced the first major consolidation in the pharmaceutical medical
cannabis space with the signing of an LOI to acquire multi-national licensed
producer 'Better".

- Solid international demand for InterCure’s GMP branded products
expected to boost global expansion as Israeli government eases
regulation on exportation.

- Legislation of adult use cannabis and CBD products in Israel progresses
as d new government sworn into office in June 2021.

- InterCure commenced trading on Nasdaag,.

- During the third quarter, InterCure received 5.2 million shares tback from the
sponsor of our SPAC transaction.

- CEO Alexander Rabinovitch purchased on the open market a total of
423,501 shares of the Company’s common stock for a total investment in the
Company of $3,790,238 or NIS 9,608,631.

J

S N RSO VIV VBR |




NN ————

—  ——
[\

Post-fourth quarter 2021 Highlights
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« Announced it has signed a definitive agreement to acquire 100% of Better's
shares.

« Announced international strategic partnership with Clever Leaves.

- Company expected to capitalize on new CBD market following the Israeli
Minister of Health's announcement that CBD will be removed from the
Dangerous Drugs Act through strategic partnership with Charlotte's Web.

- Signed definitive agreement with Altman Headlth, the leading Israeli
wellness brand with distribution into 1,700 points of sale, focusing on the new
Israeli CBD product market.

- Added 3 new medical cannabis dedicated pharmacies to the Company's
chain, totaling 23 retail locations across Israel, out of which 15 are actively
dispensing medical cannabis.
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“Our fourth quarter results came in stronger than we initially expected as we
successfully continue to expand InterCure's branded product portfolio, scale up
our unigue global supply chain and expand our pharmaceutical grade medical
cannabis dispensing operation. Our results throughout 2021 reflect the
outstanding work we've done and our focus on executing our profitable growth
strateqy. As regulations are evolving favorably, there is huge potential in all of
our operating territories, and we are well positioned for the growth ahead. We
will continue focusing on executing our profitable growth strategy, creating
value for our stakeholders.”

Alexander Rabinovich

CEO
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[ Expanding our leading medical cannabis dispensing
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The Southern Facility
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Cultivated at the Southern Facility
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF INTERCURE LTD.

This Management’s Discussion and Analysis (“MD&A”) is dated April 5, 2022 and provides an analysis
of the financial operating results for the year ended December 31, 2021. In this MD&A, references to the
“Company,” “Intercure,” and “we,” “us,” and “our” are intended to refer to the business and operations
of Intercure Ltd. and its subsidiaries, unless the context clearly indicates otherwise. The results of
Canndoc are consolidated as of February 2019, those of Cannolam as of July 2020 and those of Pharma-
zone as of May 2021.

This MD&A should be read in conjunction with the Company's audited annual consolidated financial
statements and the accompanying notes for the year ended December 31, 2021 (the “Annual Financial
Statements”), which have been prepared in accordance with International Financial Reporting Standards
(“IFRS”)

Amounts are presented in thousands of NIS, except for data otherwise noted that may be presented in
CAD or USD. The USD/NIS exchange rate used, unless noted otherwise, was 3.11 NIS for 1 USD and
the CAD/USD exchange rate used unless noted otherwise was 2.44.

Forward Looking Statements

This MD&A may contain forward-looking information within the meaning of applicable securities
legislation, which reflects Intercure’s current expectations regarding future events, including statements
regarding developments in the Company’s operations in future periods, adequacy of financial resources,
and future plans and objectives of the Company. The words “anticipate,” “expect,” “believe,” “could,”
“estimate,” “intend,” “may,” “plan,” “potential,” “should,” “will,” “would,” and similar words, phrases
or expressions are often intended to identify forward-looking information, although not all forward-
looking information contains these identifying words.

Forward-looking information in this MD&A is based on our opinions, estimates and assumptions in light
of our experience and perception of historical trends, current conditions and expected future
developments, as well as other factors that we currently believe are appropriate and reasonable in the
circumstances. Despite a careful process to prepare and review the forward-looking information, there
can be no assurance that the underlying opinions, estimates and assumptions will prove to be correct.
Certain assumptions include: our ability to build our market share and enter new markets and industry
verticals; our ability to attract and retain key personnel; our ability to maintain and expand geographic
scope; our ability to execute on our expansion plans; our ability to continue investing in infrastructure to
support our growth; our ability to obtain and maintain existing financing on acceptable terms; our ability
to execute on profitability initiatives; currency exchange and interest rates; our ability to respond to the
changes and trends in our industry or the global economy; our ability to maintain sufficient and effective
production and R&D capabilities; the impact of competition; future production and supply levels, and
future consumer demand levels; the price of cannabis and cannabis related products; the demand for our
products will grow for the foreseeable future; the effectiveness of mitigation strategies undertaken with
respect to COVID-19, and the severity, duration and impacts of COVID-19 on the economy and our
business, which is highly uncertain and cannot reasonably be predicted and the changes in laws, rules,
regulations, and global standards are material factors made in preparing forward-looking information and
management’s expectations.

Forward-looking information is based on a number of assumptions and is subject to a number of risks
and uncertainties, many of which are beyond Intercure’s control, which could cause actual results and
events to differ materially from those that are disclosed in or implied by such forward-looking
information. Such risks and uncertainties include, but are not limited to: changes in general economic,
business and political conditions, changes in applicable laws, the Israeli regulatory landscapes and
enforcement related to cannabis, changes in public opinion and perception of the cannabis industry,
reliance on the expertise and judgment of senior management, as well as the factors discussed under the
heading “Risk Factors” in the Company’s most recent Annual Information Form (the “AlF”), which
section is hereby incorporated herein by reference. Intercure undertakes no obligation to update such
forward-looking information, whether as a result of new information, future events or otherwise, except
as expressly required by applicable law.



All the forward-looking information contained in this MD&A is expressly qualified by the foregoing
cautionary statements.

Non-1FRS Measures

In this MD&A, we use certain non-IFRS financial measures to measure, compare and explain the
operating results and financial performance of Intercure. These measures are commonly used by
companies operating in the cannabis industry as useful metrics for measuring performance. However,
they do not have any standardized meaning prescribed by IFRS and are not necessarily comparable to
similar measures presented by other publicly traded entities. These measures should be considered as
supplemental in nature and not as a substitute for related financial information prepared in accordance
with IFRS. Intercure defines such financial measures as follows:

“Adjusted EBITDA” means EBITDA adjusted for changes in the fair value of inventory, share-based
payment expense, impairment losses (and gains) on financial assets, non-controlling interest and other
expenses (or income); and

“EBITDA” means net income (loss) before interest, taxes, depreciation and amortization.
Overview

We are an Israeli public corporation with shares listed for trading on the Tel Aviv Stock Exchange under
the symbol “INCR”, on the Toronto Stock Exchange under the symbol “INCR:U” and on the Nasdaq
under the symbol “INCR”.

Intercure has 11 direct main subsidiaries:

e  Canndoc’s operations are focused on the production (including the breeding, cultivating,
importing and processing), manufacturing, exporting and distribution of pharmaceutical-
grade cannabis and cannabis-based products for medical use.

e  Cannolam’s operations are focused on the establishing and operating of dedicated
pharmacies for the distribution of pharmaceutical-grade cannabis under the brand name
“Givol”, including “Cookies”-branded location. In addition, Cannolam is looking to
establish a distribution network for recreational cannabis and cannabis products
throughout Israel, primarily through licensing and distribution agreements, to become
effective once the recreational use of cannabis for adults over the age of 21 is legalized in
Israel.

e Pharma Zone’s operations are focused on the management and operation of the
PharmaZone trade house which operates as a distributor of medical cannabis products to
pharmacies across Israel.

e  Bio Max Pharm partnership’s operations are focused on managing and operating two
pharmacies in Holon and Rishon Lezion.

e  Club Pharm Ltd.’s operations are focused on managing and operating a medical cannabis
pharmacy in the commercial center (M-Haderh) in the Emek Hefer district.

. My Binyamina Club Pharm 2022 Ltd.’s operations are focused on managing and operating
a medical cannabis pharmacy in the city of Binyamina.

e  Hello Medical partnership’s operations are focused on managing and operating a medical
cannabis treatment consulting center.

e  GreenlLog Global Ltd.’s operations are focused on managing and operating the Greenlog
trade house which operates as a distributor of medical cannabis products to pharmacies
across Israel.



e  Doron Pharmacy Ltd.’s operations are focused on managing and operating a medical
cannabis pharmacy in the city of Ra'anana.

e  Maayan Haim Pharmacy 2015 Ltd.’s operations are focused on managing and operating a
medical cannabis pharmacy in the city of Bait Dagan.

e  Ahuza Pharmacy D.Y.’s operations are focused on managing and operating a pharmacy in
the city of Ra'anana. The Ahuza pharmacy is yet to be approved for selling medical
cannabis.

We currently own all of the issued and outstanding shares of Canndoc and Pharma-zone, and a majority
interest of the issued and outstanding shares of Cannolam and other holdings in additional pharmacies
and trade houses. Unless otherwise specified, references in this section to “we”, “our” and “us” refer to
the business of Intercure and its subsidiaries

We are a pioneer in the production (including the breeding, cultivating, and processing), manufacturing
and distribution of pharmaceutical-grade cannabis and cannabis-based products for medical use. For
more than 14 years, we have been a leader in the licensed production and distribution of cannabis and
cannabis-based products throughout Israel, one of the first countries with a governmentally sanctioned
regime for the production, manufacturing, and distribution of cannabis for medical use. We have
developed advanced production operations, secured long-term exclusive strategic agreements with other
global leaders in medical cannabis, compiled a database cataloguing the treatment of thousands of
patients, established sales of our products in all cannabis-licensed pharmacies throughout Israel, and
secured our position as thought leaders in the global cannabis industry. Our goal is to be a global leader
in the production and distribution of high-quality pharmaceutical-grade cannabis and cannabis-based
products to patients in all territories that permit and regulate the distribution of cannabis for medical use,
including Israel, the European Union and Canada

Since our initial entry into Israel’s medical cannabis industry, we have provided our products directly to
thousands of patients with a focus on quality, advanced service, and the accumulation of genetic and
clinical knowledge. Following the acquisition of Canndoc in early 2019, we implemented a growth
strategy to establish our leadership in Israel and the global medical cannabis industry, consistent with a
growing trend toward pharmaceutical quality standards.

Since the beginning of 2020, we have focused on accelerating and growing our commercial activity in
major markets around the world. As part of our global vertically integrated “seed-to-sell” model, we have
entered into exclusive collaborations with some of the largest international cannabis companies in the
world including Tilray, Organigram, Aphria, Charlotte’s Web, and Cookies. These strategic agreements
serve to advance our capabilities and emphasize our focus on delivering premium quality and branding
to Israel and other target markets. We have expanded cooperation agreements for the production,
marketing and distribution of our products in countries with supportive regulations such as Germany, the
United Kingdom and more, all of which are pending the permanent approval of commercial cannabis
exports from lIsrael.

Through our subsidiaries, we operate the first and leading chain of private pharmacies focused on medical
cannabis in Israel, which includes 20 pharmacies across Israel under different brands including Givol™,
Max Pharm and Cookies. Fourteen of the pharmacies hold permits and licenses for the distribution of
medical cannabis and we are in the process of obtaining those licenses for the additional six.

Additionally, during the second and third quarters of 2021, we completed the purchase of two licensed
leading operating trading houses which will expand our sales channel, distribution, delivery, and storage
capacity in Israel. The trading houses are authorized to distribute GMP medical cannabis products to
pharmacies.

Our current production operations include 355,000 square feet of growing and production area which
together can produce up to 110 tons per year. Assuming our facilities are fully developed and operate at
their maximum capacity, and all regulatory approvals are received, our operations allow for a maximum
production capacity of over 100 tons of high-quality medical cannabis. This system enables us to be
flexible and efficient, and to meet the standards required to execute commercial exports from Israel and
to serve growing demand in Israel and around the world.



In 2019, we invested significant resources to upgrade and expand our production operations and establish
a global network of advanced production facilities that meet our quality requirements and the strict
standards across target markets. In December 2020, the Company was granted a permit by the Israeli
Ministry of Health, as part of a cannabis-export pilot program, for the commercial export of its products.
The export permit was obtained after the Company secured an import permit from the Portuguese
authorities, demonstrating its products complied with the requirements of European regulation in
Portugal and the EU-GMP standard. The export request is a continuation of the developments that have
taken place in Israel in recent months and the company’s preparations for exporting its products. In
December 2020, we completed the first commercial export of our products to the European Union.

On February 16, 2022, we announced a definitive agreement with Cann Pharmaceutical Ltd., an Israeli
medical cannabis multi-national operator known as “Better”, to acquire 100% of Better’s shares for a
purchase price of US$35 million. The purchase price will be paid with Ordinary Shares at the valuation
of US$10 per share. The Ordinary Shares issued will be subject to a three-year lock-up plan. The
acquisition is expected to close in the beginning of Q3 2022, subject to customary closing conditions as
well as specific approvals of the IMCA, the TSX, as well the court in Israel.

We, mainly through our wholly owned subsidiaries, Canndoc and Pharma-zone, and through Cannolam
and other holdings in additional pharmacies and trade houses, operate primarily in the cannabis sector
(“Cannabis Sector”). In addition, we, as a result of our operations prior to our acquisition of Canndoc,
have financial assets in the biomed sector that were made for investments purposes and do not represent
a material focus of our current business (“Biomed Sector”). Our only reporting segment as of the date
of this MD&A is the medical cannabis sector which generates 100% of our revenue.

Qualified Transaction

On February 9, 2021, we entered into an amended and restated definitive agreement (hereinafter: the
“Arrangement Agreement”) with Subversive Acquisition LP (formerly Subversive Acquisition REIT
LP), a limited partnership established under the Limited Partnerships Act (Ontario) and a special purpose
acquisition company (SPAC) (“Subversive LP”). As a SPAC, Subversive had limited operational
activity.

Pursuant to the Arrangement Agreement, on April 23, 2021 our subsidiary acquired all of the outstanding
limited partnership units of Subversive LP, in exchange for our Ordinary Shares by way of a plan of
arrangement (the “SPAC Transaction”). At the closing of the SPAC Transaction, which occurred on
April 23, 2021, the Company issued 15,650,280 Ordinary Shares to Subversive LP unit holders,
including those that participated in the concurrent private placement. 5,243,616 of our Ordinary Shares
were allocated as part of the SPAC Transaction and subject to forfeiture when the Company’s Ordinary
Shares did not obtain a target weighted average price per share of $13.00 (subject to appropriate
adjustments) for any five (5) consecutive trading days during the thirty (30) trading days after the shares
began trading on the Nasdag. The funds raised from the SPAC Transaction, after redemptions, and the
private placement equaled USD $56 million (excluding transaction related expenses).

Nasdaqg Listing

On September 1, 2021, our Ordinary Shares commenced trading on the Nasdaq Global Market under the
ticker symbol “INCR”. The Ordinary Shares continued to trade on the TSX and Tel Aviv Stock
Exchange.

Full Year 2021 Key Financial & Operating Highlights

For Intercure (on a consolidated basis):

o  Record fiscal year 2021 revenue and Adjusted EBITDA NIS 220 million and NIS 52
million, representing an increase of 243% and 285% year-over-year, respectively.

. Cash at year end of NIS 196 million.



. Operating profit for of 28 million NIS compared to a loss of 38 million NIS in 2020,
primarily due to revenue growth (as a result of an increase in market share), , while
keeping operating expenses relatively stable.

. Increased market share due to solid demand for Canndoc's branded products and
expansion of the Company’s medical cannabis dispensing operations.

e  Added 17 locations to its leading medical cannabis dedicated pharmacy chain, out of
which 14 were actively dispensing medical cannabis.

e Announced the first major consolidation in the pharmaceutical medical cannabis space
with the signing of an LOI to acquire multi-national licensed producer "Better".

. Solid international demand for Intercure’s GMP branded products expected to boost
global expansion as Israeli government eases regulation on exportation.

. Legislation of adult use cannabis and CBD products in Israel progresses as a new
government sworn into office in June 2021.

. Intercure commenced trading on Nasdag, CEO Alexander Rabinovitch purchased on the
open market a total of 423,501 shares of the Company’s common stock for a total
investment in the Company of $3,790,238 per share or NIS 9,608,631.

e  During the third quarter, Intercure received 5.2 million shares back from the sponsor of
our SPAC transaction. According to the agreement the shares were subject to forfeiture
from the SPAC sponsor based upon share price target criteria

. Positive cash flow from operating activities for the full year ended December 31, 2021 of
25 million NIS.

e  Cash and cash equivalents of 196 million NIS compared to 37 million NIS in 2020,
primarily due to a private placement and net cash provided by operating activities.

For the cannabis operations specifically:

e  Record revenue of 220 million NIS for the full year ended December 2021 compared to
65 million NIS for the same period in 2020.

e  Fourth Record quarterly revenue of 80 million NIS, for the fourth quarter ended December
2021 which was three times bigger than the same period of 2020 (27 million NIS),
primarily due to the growing medical cannabis market, increasing the demand for our
products and the expansion of our pharmacy chain.

Review of the Company’s Operation
Expansion of the Medical Cannabis Dispensing Operation

Through our subsidiaries, we operate the first and leading chain of private pharmacies focused on medical
cannabis in Israel, which includes 20 pharmacies across Israel under different brands including Givol™,
Max Pharm and Cookies. Fourteen of the pharmacies hold permits and licenses for the distribution of
medical cannabis and we are in the process of obtaining those licenses for the additional six. In addition,
the chain operates a nationwide ordering and delivery system that serves the entire medical cannabis
patient community in Israel.

During the reported period, we developed and acquired 17 additional pharmacies (part of the
20 mentioned above) located in major cities across Israel.

In addition, during July 2021, we purchased 100% of one of a leading operating trading house in Israel
(addition to Pharma-zone), which is authorized to distribute GMP medical cannabis products to
pharmacies. The purchase of the trading house will support our vertically integrated model and be an
addition to our existing distribution channels. The operation of the trading house was consolidated
starting July 2021. The purchase price of the trading house was immaterial to the Company.



Exclusive Partnerships with Global Leaders

We have entered into the following partnerships, all of which provides us with exclusive relationships to
distribute the noted products within certain geographical areas:

(,o0kies

Cookies is one of the most well-respected and top-selling cannabis brands in California and throughout
the world. The company and its product are recognized globally and offer a collection of over
150 proprietary cannabis varieties and product lines.

Cannolam entered into an exclusive license agreement with Cookies in 2019 by which Cannolam will
have the exclusive rights to use the Cookies brand in Israel. Cannolam opened a Cookies branded
pharmacy in Jerusalem and is expected to receive final approval to sell medical cannabis in an additional
branded pharmacy in Be’er Sheva during the second or third quarter of 2022.

In April 2021, we expanded our partnership with Cookies by entering into a letter of intent to expand the
Cookies brand into Europe. According to the letter of intent, we will establish joint ventures in European
countries that will focus on cultivating, manufacturing, and distributing Cookies branded products. In
addition, we will cultivate Cookies branded products at our southern facility in Israel which we also plan
will supply Cookies products to Cookies stores throughout Europe. Sales of Cookies branded products
are subject to obtaining all regulatory approvals in Europe, including export permits and product
registration in certain territories.

On December 2, 2021 we entered into a multi-year agreement with Cookies under which we expect to
establish Cookies stores and medical cannabis pharmacies in Austria and the United Kingdom in 2022,
subject to local regulations. The first shop in Austria is expected to open its doors during Q2 2022 and
the first shop in the UK is expected to open its doors in Q4 2022.

Ao TILRAY

Tilray Inc. (NASDAQ: TLRY) (“Tilray”) is a global pioneer in the research, cultivation, production,
and distribution of cannabis and cannabinoids, currently serving patients and consumers in 16 countries
spanning five continents.

In December 2019, we established a strategic collaboration with Tilray and its wholly-owned subsidiary,
Tilray Portugal Unipessoal LDA (“Tilray Portugal”) for the purpose of providing us with access to
existing and potential markets in Tilray’s operating territories. The collaboration between Tilray and us
consists of a set of agreements with Tilray Portugal Unipessoal Ltd., a wholly-owned subsidiary of
Tilray, pursuant to which, Tilray will import GMP-quality medical cannabis products from us (the
“Tilray Agreements”). Tilray’s facility in Portugal has an annual maximum production capacity of 25
metric tons of cannabis. The Tilray Agreements provide us with a seven-and-a-half year exclusivity
period over all of the final Tilray-branded products sold in Israel.

Pursuant to the Tilray Agreements, during a 12-month period that ended on December 31, 2020, we had
an option to purchase from Tilray Portugal’s production facility in Portugal, and import into Israel, up to
2,500 kilograms of packed dried inflorescence (GMP-quality medical cannabis) based upon agreed prices
and quality standards. We manufactured and transformed these imported materials to Canndoc’s GMP-
branded products. Final products were distributed by Canndoc’s distribution channels to all pharmacies
in Israel. In January 2020, we successfully completed the first ever commercial import of medical
cannabis into Israel and have subsequently successfully completed several commercial shipments into
Israel while launching the “CanndocDiamonds” family of products.

In December 2021, we learned that Tilray Portugal had sold 500 kilograms of products to another Israeli
company, which we believed violated the exclusivity provision in the agreement between us and Tilray



Portgual. We exchanged correspondence with Tilray and Tilray Portugal in which we asserted that Tilray
Portugal had violated the exclusivity provision and further asserted that our exclusivity rights remain in
full force and effect.. As we are in dispute with Tilray and Tilray Portugal on this matter, we are
continuing to assess our rights and remedies including legal action against the Israeli company.

Figure 1: Tilray s Cantanhede site in Portugal

ORGANI

Organigram, Inc. (NASDAQ: OGI) (TSX: OGI) (“Organigram”), is a leading licensed producer of
cannabis.

In June 2020, we entered into a contractual relationship with Organigram for the purpose of collaborating
to develop, import and export medical cannabis products in the state of Israel and across Europe (the
“Organigram Agreement”). Organigram’s facility located in New Brunswick has a potential annual
capacity of 70 tons.

The Organigram Agreement specifies that, subject to obtaining the required permits, we will import from
Organigram 3,000 kilograms of medical cannabis products from Organigram’s advanced indoor facility
in Canada (“Indoor Products”) within a period of 18 months (the “Organigram Initial Period”). In
accordance with the Organigram Agreement, we will produce and market the medical cannabis products
imported from Organigram in pharmacies throughout Israel and Europe. We will be provided with the
option to import from Organigram an additional 3,000 kilograms per year of medical cannabis products
for a period of two years from the end of the Organigram Initial Period, under the same terms and
conditions as those in place during the Organigram Initial Period. These products will be marketed under
our “Canndoc Indoor” brand and we, and Organigram, will examine the possibility of selling these
products under a joint brand, in compliance with and subject to the Israeli Medical Cannabis agency’s
(“IMCA”) instructions. We will then manufacture and transform the imported product into Canndoc’s
GMP-branded product. Final products will be distributed by Canndoc’s distribution channels to all
pharmacies in Israel. In August 2020, we successfully imported our first shipment of the noted products
from Organigram into Israel and successfully launched the “Canndoc Indoor” family of products.

The Organigram Agreement provides us with an aggregate of up to a seven-and-a-half year exclusivity
period (in addition to certain other rights and subject to certain conditions) over all of the final
Organigram-branded products sold in Israel.



Figure 2: Organigram’s Indoor site (Moncton Campus) in Canada

N aphria

Aphria Inc. (NASDAQ: APHA) (TSX: APHA) (“Aphria”) is one of the largest leading worldwide
cannabis production companies, with its “Diamond Facility” in Leamington, Ontario being one of the
biggest and most advanced cannabis facilities in the world, and having an annual production capacity of
140 metric tons.

In August 2020, we entered into an agreement with Aphria (the “Aphria Agreement”) for the import of
bulk cannabis products from Aphria’s facility in Canada into Israel. Pursuant to the Aphria Agreement,
we will purchase from Aphria’s production facility in Canada, and import into Israel, up to
3,000 kilograms of “bulk” quality medical cannabis for a period of two years (“Aphria Initial Period”).
We have the option to import up to 6,000 kilograms of additional product from Aphria for two additional
periods of two years each. This option begins at the time on expiry of the Aphria Initial Period and under
the same terms and conditions as during the Aphria Initial Period. We will then manufacture and
transform the imported product from into Canndoc’s GMP-branded product. Final products will be
distributed by Canndoc’s distribution channels to all pharmacies in Israel. In November 2020, we
successfully imported our first shipment of the noted products from Aphria into Israel and successfully
launched the “Canndoc Stars” family of products.

In May 2021 Tilray and Aphria announced the closing of a merger between the two companies.

Figure 3: Aphria’s Diamond Site in Canada
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Charlotte’s Web Inc. (TSX: CWEB) (OTCQX: CWBHF) (“Charlotte’s Web”) is the owner of one of
the largest worldwide CBD brands.

In December 2020, we entered into a collaboration with Charlotte’s Web, under which we will be the
sole partner of Charlotte’s Web in Israel, and through which its products will be marketed in Israel under
a joint brand for the Israeli market, subject to certain conditions, including certain regulatory matters
within central European countries and England (the “Charlotte’s Web Agreement”). The arrangement
is subject to the receipt of the required regulatory agreements.

We will be responsible for obtaining the regulatory approvals required in order to register the purchased
products and their importation and will take appropriate marketing and sales actions. Together with
Charlotte’s Web, we will explore opportunities for clinical trials, product development and Israeli
product manufacturing.

The Charlotte’s Web Agreement is for a period of five years (with a one year extension option) from the
date that CBD is removed from the Israeli Dangerous Drug Ordinance.

In December 2021, the Israeli Minister of Health announced that CBD will be removed from Dangerous
Drugs Act. We expect that Israeli policymakers will follow and produce favorable legislation in the
medium to long term, which permits retail sales of products containing hemp-derived CBD.

In February 2022, we announced a strategic partnership with Altman Health, the market leader with an
unmatched shelf space of OTC and nutritional supplements at over 1,700 points of sale, including all
major pharmacies. Intercure and Altman Health plan to register market and distribute Charlotte's Web
branded products in Israel following the registration process of Charlotte’s Web’s products with the
Israeli Ministry of Health.

\/

i

FOTMER LIFE SCIENCES

Fotmer Corporation S.A. (“Fotmer”) is a corporation established in Uruguay that cultivates and produces
medical cannabis at an internationally high level. In December 2020, we entered into an agreement with
Fotmer, under which we will import from Fotmer approximately 3,000 kilograms of quality medical
cannabis products, each year for a period of four years (the “Fotmer Agreement”).

During the reported period, we completed the first two import shipments from Fotmer.

Subject to the terms set out therein, the Fotmer Agreement provides us with a seven-and-a-half year
exclusivity period over all of the final Fotmer-branded products sold in Israel.
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Global Production System

Our current production operations include 355,000 square feet of growing and production area which
together can produce up to 10 tons per year. Assuming our facilities are fully developed and operate at
their maximum capacity, and all regulatory approvals are received, our operations allow for a maximum
production capacity of over 100 tons of high-quality medical cannabis. This system enables us to be
flexible and efficient, and to meet the standards required to execute commercial exports from Israel and
to serve growing demand in Israel and around the world.

Israeli Production Facilities

Through our partnership with Kibbutz Nir-Oz we operate one of the largest and most advanced medical
cannabis production sites in Israel and in the world, covering a total area of 1.7 million square feet, of
which 300,000 square feet are operational and produce up to 7 tons off pharmaceutical-grade cannabis
per year. Full development of the Southern facility will allow us to produce up to 88tons of
pharmaceutical-grade cannabis per year. The development of the southern site is carried out in a modular
manner in accordance with the regulatory developments concerning the export of medical cannabis from
Israel.

Through our partnership with Beit HaEmek Kibbutz, we own and operate our primary production facility,
located in northern Israel, utilizing climatized greenhouses. This site currently occupies approximately
55,000 square feet with the capacity to produce up to 3 tons of pharmaceutical-grade cannabis per year.

Figure 4: Canndoc — new genetics - CANNDOC Cali™ cultivated in Canndoc’s advanced southern facility

Denmark

In May 2020, we entered into an EU-GMP distribution agreement with a Danish partner for the
production of up to 11.7 tonnes of cannabis per year for a period of three years. As part of this agreement,
we will manufacture our products in a facility located in Denmark. This manufacturing facility is
approved by the Good Manufacturing Practice of the European Union (“EU-GMP”) standard and has
all the licenses and permits required for the cultivation, production, distribution and marketing of
cannabis. The manufacturer will be responsible for the entire growth and production process of the
products, as well as the logistical process of transporting and packaging the products in accordance with
all applicable legal requirements. The partner will be entitled to a portion of the profits generated as a
result of the sales made through our distribution channel. No sale of products has commenced, and this
partnership does not impact our financial statements in any way.
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Canada

In May 2019, we entered into a partnership with a Canadian company that is in the advanced stages of
building an indoor complex for the production and distribution of cannabis products for medical use in
Canada. We established a joint venture with the Canadian partner, which pursuant to the joint venture
agreement, will entitle us to 51% of the profits generated from the sale of our products. The production
and distribution of the products will be done under the “CANNDOC” brand while the marketing of the
products will be done by the partner. While this facility is operational for cultivation, it has not yet
received all of the licenses and permits required for the sale of products. As of the date of this MD&A,
no sale of products has commenced and this partnership does not impact our financial statements in any
way.

Sales and Distribution
Israel

Under current regulations, patients in Israel fill prescriptions directly from a registered pharmacy. Our
products meet all of the IMCA standards and are permitted to be sold within all registered pharmacies
across Israel that are otherwise permitted to dispense medical cannabis to patients. We sell our products
through pharmaceutical distributors and licensed retail pharmacy locations where patients can fill their
prescriptions on-site or have our products delivered directly to their residence. Under the old regulations,
the IMCA instituted a fixed price for the monthly supply of cannabis products, regardless of the dosage
or form of use. Under the current regulations, the price of cannabis products is not fixed and will be
determined primarily by market demand.

We have developed wholesale supply relationships with government and academic research institutions
and private businesses throughout Israel and these relationships require minimal selling, administrative
and fulfillment costs. We believe there is potential for the wholesale of finished, packaged products to
other licensed producers, and we intend to pursue this sales channel as a part of our growth strategy.

SLE

In September 2019, we entered into a distribution agreement with SLE, a subsidiary of Teva Group
Pharmaceutical Industries Ltd., a leading Israeli company in the health services field (the “SLE
Agreement”).

Pursuant to the SLE Agreement, SLE will provide us with logistics, storage, collection and distribution
services for our medical cannabis products throughout Israel for a term of three years, with two optional
extensions of two years each. SLE holds an IMC-GDP distribution license and possesses an advanced
logistics facility.

Novolog

In December 2020, we entered into a distribution agreement with Novolog, a leading Israeli company in
the logistic health services field.

Pursuant to the noted agreement, Novolog will provide us with logistics, storage, collection and
distribution services for our medical cannabis products throughout Israel for a term of three years, with
two optional extensions of two years each. Novolog holds an IMC-GDP distribution license and
possesses an advanced logistics facility.

Super-Pharm

In March 2020, we entered into a binding preliminary distribution agreement with Super-Pharm Ltd.
(“Super Pharm”), the largest chain of pharmacies in Israel (which operates approximately
260 pharmacies) (the “Super Pharm Agreement”). Super Pharm currently operates 60 pharmacies that
sell cannabis for medical purposes (the “Super Pharm Pharmacies”). Pursuant to the Super Pharm
Agreement, Super Pharm agreed to purchase from us, and we agreed to sell to Super Pharm, 10 tons of
our medical cannabis products for a period of three years. The Super Pharm Agreement requires our
products to be in compliance with the Israel Medical Cannabis-Good Manufacturing Practice standards.
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The parties to the Super Pharm Agreement have covenanted to negotiate in good faith and enter into a
detailed agreement within 90 days from the date of the Super Pharm Agreement. The parties, by mutual
agreement have agreed to extend the said period and the parties continue to carry out the agreement while
negotiations of the detailed agreement remain ongoing.

Pursuant to the Super Pharm Agreement, Super Pharm will be responsible for distributing the final
products to each individual Super Pharm pharmacy, while we will provide professional training and
clinical knowledge about our products to Super Pharm and Super Pharm Pharmacies over the term of the
agreement.

International

Germany

In June 2019, we entered into a non-exclusive distribution agreement with a licensed distributor in
Germany, for the purpose of distributing our pharmaceutical-grade products within Germany (the
“German Distribution Agreement”). The German Distribution Agreement contains customary
obligations and intellectual property, confidentiality and indemnification provisions. Each party to the
German Distribution Agreement is entitled to terminate the German Distribution Agreement in the event
of an uncured material breach of the agreement, the insolvency of the other party or a change of control
event. Since the end of the reported period, there has been no distribution of medical marijuana products
under the German Distribution Agreement. The parties to the agreement are still exploring the correct
route to enter the German medical cannabis market.

Austria

On April 4, 2021, we entered into a partnership with an Austrian entity to operate together in the
developing cannabis markets in Austria and Luxembourg. Pursuant to the agreement, the partnership will
replicate the successful model of our subsidiary Canndoc in lIsrael to establish and manage the
distribution, marketing, and sales of the Company’s products in selected countries in Europe. The
partnership’s planned operations will be vertically integrated and will include both online and retail
distribution for our branded products. The Austrian entity has committed to invest €10 million in an
Austrian joint venture, which will be equally owned by the parties, with an option for the Austrian entity
to increase its shares to 51% of all outstanding shares of the joint venture at any time. Operation under
the joint venture agreement has not yet begun, and it is subject to the regulatory landscape development,
which will allow Canndoc products to be sold in the selected markets.

Research and Development

We believe that innovation is a key component of our competitiveness and growth in the medium and
long-term and is driven by market research and analysis of potential new products and the development
of new technologies. We engage in the research of agricultural techniques that utilize climatic advantages
and our agrotech capabilities to improve the yield of cannabis plants in their production of various
cannabinoids. Our research and development programs have also involved the development of high-
quality protocols, elite genetics with improved disease and stress resistance, compound fractional
distillation and separation and advanced formulation methods.

Since 2014, we have collaborated with various world-renowned research institutions, such as Technion
— Israel Institute of Technology, Volcani Center (the research arm of the Israeli Ministry of Agriculture)
and other universities and institutions accredited by the Israeli Council for Higher Education. As a result
of these collaborations, we have enhanced our production capabilities, improved and optimized our
genetics, and developed additional cannabinoid profiles. Our research and development operations also
include collaborations with a renowned governmental institute as well as various research entities,
researchers, start-up companies, mature companies and commercial entities holding licenses from the
IMCA.
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Clinical Trials

Based on our information and experience in providing medical cannabis to patients, we developed a
broad and advanced clinical research program based on GMP - quality products approved by the IMCA.

During November 2019, we began clinical research with the Research and Development Foundation of
the Shamir Medical Center (Assaf Harofeh) and with a principal investigator on his behalf to examine
the effect of medical cannabis products on autism spectrum disorder in children. The study will be
conducted at Assaf Harofeh Hospital, is expected to include about 100 participants and will last a period
of 24 months. While all regulatory bodies have approved the study, Assaf Harofeh has been delayed in
recruiting patients to participate in the trial due to the COVID-19 pandemic.

We received the approval of the IMCA to conduct nine advanced clinical trials based on additional
medical cannabis products in the IMC-GMP standard in strategic collaboration with leading medical
centers in Israel. In some of the clinical trials we will serve as the initiator of the clinical trials conducted
by the research partners, while in others we will only provide our products for use in the clinical trials
and have access to the results. The program includes clinical trials of the Company’s products on a variety
of medical indications (epilepsy, fiboromyalgia, neuropathic pain, side effects of chemotherapy in cancer
patients, Parkinson’s, rheumatoid arthritis, radicular pain, post-trauma) and radiculopathy (PTSD).

In addition, we submitted an application for approval of a clinical study to examine the effect of cannabis
use on the dose and / or frequency of opioid use in collaboration with Sheba Hospital. In 2021, our
clinical studies program suffered significant delays due to the spread of COVID-19, and it remains
unknown when the studies will be conducted.

The studies are phase 2 studies and are performed randomly, double-blind and placebo-controlled
(randomized, placebo-controlled, double-blind) as is customary in pharma studies according to FDA
requirements, with dozens of subjects participating in each clinical study. It should be noted that due to
the coronavirus COVID-19 our clinical studies program is suffering significant delays due to difficulties
in the patient requirement during the spread of the pandemic and due to significant delays associated
with the institutional health system being fully occupied dealing with the pandemic.

Results of Operations

Financial data is expressed in thousands of NIS. The following tables present our results of operations
for the periods denoted below.

For the three months ended December 31, 2021 as compared to the three months ended December 31,
2020

For the 3-month period ended
on December 31

2021 2020®
RNV Z=T 41U TR 79,701 27,094
Gross profit before effect of fair value ... 36,612 13,302
Gross profit after effect of fair value 34,366 13,616
Research and development XPENSES..........oeivveernerineneienee e 220 342
General and administrative EXPENSES. ... vuvuirviuieriiririnirnenranrrarenns 11,606 2800
Marketing and Selling eXPENSES........ccoerieiiieiiiie s 8,546 3064
Impairment losses on financial assets through
PrOfIt OF 10SS «uvvereriiiii e (2,201) 2,650
Share-based PaymMent EXPENSES .......ccereieieeireiirierie et seeeens 1,170 1,675
Other INCOME, NEL 1uuvuitiiiiiii e (1,570) 931
Consolidated operating profit (I0SS)........ccccoiviiiiiniineriiieiecieeceseseiens 9,052 7,683

Comprehensive iNCOME (10SS) ....covieiireieeieeec et (3,038) 10,228
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For the 3-month period ended
on December 31

2021M 2020®
Interest / FINANCING COSE .....oviiiiiiiicie e 6,495 203
Tax expenses (income) 5,595 2,545
Depreciation and amortization 3,208 1071
EBITDA 12,260 11,134
Share-based payment expenses 1,170 1,657
Other expenses (INCOME), NEL .........ccciviirierieiee e 1,570 931
Impairment losses and (gains) on financial assets through
ProOfit AN 10SS .. ..o 2202 2650
Fair value adjustment t0 INVENTOTY ........cccovveiriereenrece e 2,247 785
AdJusted EBITDA ..ottt 19,448 8,166
Basic earnings (10SS) Per Share ..........coeevireienreneiensese s 0.12 (0.32)
Diluted €arnings Per Share .........cccvoeereeiieiensenee e 0.10 (0.32)

Notes:
(1) During Q4 2021 2 pharmacies operations consolidated for the first time on May 18, 2021.
(2)  Cannolam operations consolidated for the first time on July 1%, 2020.

(3)  Refers to the non-controlling interest of 49.9% with respect to Cannolam.

Revenues — Revenue for three-month period ended December 2021 was nearly three times greater
compared to the corresponding period last year. The growth was primarily derived from the growing
medical cannabis market, increasing demand for our products and the expansion of our pharmacy
footprint across Israel. During the reported period, Canndoc launched new products under the
CanndoCali, Stars, and Cookies brands as part of its arrangement with Tilray, Fotmer and Cookies which
increased demand for our products. The growth during the period is in line with our strategy to increase
our market share within the Israeli medical cannabis market.

Gross profit after effect of fair value — Gross profit after effect of fair value for the three month period
ended December 31 2021 was lower (40%) than the corresponding period last year (50%) primarily due
to the initial consolidation of the two trade houses acquired by the Company and their operations which
represent lower gross margins.

Adjusted EBITDA — Adjusted EBITDA grew by more than 100% primarily due to revenue growth (as
a result of an increase in market share), while keeping operating expenses relatively stable.

For the year ended on December 31, 2021 as compared to the year ended December 31, 2020

For the 12-month period ended
on December 31

2021M 2020(2)
RNV Z=T 41U TR 219,677 65,035
Gross profit before effect of fair value ............ccocooveiiiiiiiiiiiees 95,989 30,387
Gross profit after effect of fair value 91,131 31,975
Research and development EXPENSES........c.civeieviiiireierieiee e 1,235 1,576

General and administrative EXPENSES........covuvevieriereserieieeee e 27,204 8,593
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For the 12-month period ended
on December 31

2021M 2020(2)

Marketing and selling EXPENSES........ccceviiveieieieiiiesese e 23,214 8,440
Impairment losses and (gains) on financial assets through

PrOTIE OF TOSS ...ttt 1,868 37,195
Share-based PaymMeNt EXPENSES .......ccervrrierieieerieeriesieseeee e se e seeeens 6,451 10,008
Other expenses (INCOME), NEL .........coirireieieeie e 2,971 4,563
Consolidated operating profit (I0SS)........ccccooviviiiiienivieiecr s 28,187 (38,400)
Comprehensive iNCOME (10SS) ......ccevvirieiiiieiiice e 7,295 (36,040)
Interest / FINANCING COSE .....oviiiiiiiiesie e 9,451 (528)
Tax expenses (income) 11,441 (2,268)
Depreciation and amortization 7,393 3,253
EBITDA 35,580 (41,653)
Share-based payment expenses 6,451 10,008
Other expenses (INCOME), NEL .......cccviiririerieieeee e 2,971 4,563
Impairment losses and (gains) on financial assets through

ProOfit AN 10SS .. ..o 1,868 19,537
Fair value adjustment t0 INVENTOTY .........ccovveiirrereenreee e 6,574 (3,202)
AdJUSted EBITDA ..ottt 51,729 15,030
Basic earnings (10SS) Per Share ..........cooevreienneneensese s 0.12 (1.42)
Diluted earnings Per SNare ..o 0.10 (1.42)

Notes:

(1) Pharma-zone operations consolidated for the first time on May 18, 2021.
(2) Cannolam operations consolidated for the first time on July 1, 2020.

(3) Refers to the non-controlling interest of 49.9% with respect to Cannolam.

Revenues — Revenue for the full year 2021 was three times greater compared to the corresponding period
last year. The growth was primarily derived from (a) the initial consolidation of Pharma zone Max Pharm
and others; and (b) the growing medical cannabis market, increasing the demand for our products and
the expansion of our pharmacy footprint across Israel. During the period, Canndoc launched the
CanndocCali, Stars, and Cookies brands as part of its arrangement with Tilray, Fotmer and Cookies which
increased demand for our products. The growth during the period is in line with our strategy to increase
our market share within the Israeli medical cannabis market.

Gross profit before effect of fair value — Gross profit for 2021 increased by more than 300% to 95
million NIS compared to NIS 30 million in 2020, mainly in light of the accelerated growth in revenue.
The overall percentage of gross profit decreased from 46% to 41% primarily due to the initial
consolidation of the two trade houses acquired by the Company and their operations which represent
lower gross margins.

Adjusted EBITDA - Second year in a row of positive EBITDA of 23% primarily due to revenue growth
(as a result of an increase in market share), while keeping operating expenses relatively stable.

General and administrative expenses - General and administrative expenses for the full year of 2021
have increased primarily due to the expansion of our retail arm and the acquisitions of pharmacies and
trade houses made by the Company during the reported period.
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Marketing and selling expenses — Marketing and selling expenses have increased due to the launch of
three new lines of products including the first launch of the Cali and Cookies-branded products and the
increase in medical cannabis patients in Israel during the reported period.

Selected Annual Financial Information

As at December 31

2021 2020 2019
REVENUE.......cvveieeiei e 219,677 65,035 8,926
Net profit (loss) for the year ......... 7,295 (36,040) (5,893)
pasic and Qe e 012 02 012
Total current assets..........cccceeuennne 336,159 76,652 42,208
Total non-current assets............... 350,165 249,618 240,025
Current Liabilities ......ccccoevvveeneen. 176,854 29,877 22,633
Non-current Liabilities ................. 50,283 4,284 3,399

Total Current Assets - The increase in 2021 was primarily due to capital raising of the SPAC
Transaction and continuous increase in Intercure’s activity (trade receivables, inventories, and biologic
assets).

Total Non-Current Assets — The increase in 2021 was primarily due to the consolidation of our
subsidiaries, CannOlam's pharmacy expansion and the purchase and first time consolidation of the
trading house operation. The consolidation of those subsidiaries’ operations led to an increase in the non-
current assets and goodwill.

Current Liabilities — The total number of current liabilities was increased in 2021 primarily due to (a)
the consolidation of the pharmacies and trading houses purchased during the period; (b) an increase in
the Company’s activity which led to increase in trade payables, and other payables; and (c) due to the
implementation of IFRS 16 measures for the acquired companies.

Non-Current Liabilities — The total amount of non-current liabilities was increased in 2021 primarily
due to (a) bank loans taken by the Company and its subsidiaries during the period in order to fund its
capital investment to expend its operations; (b) acquisitions made by the company during the year which
caused an increased in lease obligations; and (c) implementation of IFRS 16 measures for the acquired
companies.

Cash Flow
Intercure’s approach to liquidity is to always have sufficient liquidity to meet its liabilities as they come
due. This is achieved by continuously monitoring cash flows and reviewing actual operating expenditures

and revenue against budget.

For 12 months  For 12 months

ended on ended on

December 31,  December 31,
Cash Flow 2021 2020
Net cash provided by (used in) operating activities ..........ovvvureinnnns 23,676 7,803
Net cash provided by financing activities............cccocvvveneiniiinciie 203,056 25,289
Net cash provided by (used in) investing activities ............cccoeevrveriennn. (65,210) (22,763)
Change in cash during the Period ..o 161,521 10,329
Exchange differences in respect of cash and cash equivalent balances ..... (4,536) 221

Cash and cash equivalents, beginning of year.............cccccccoeevvueeeevenans 37,888 27,338,
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Net cash flow provided by operating activities — The increase was primarily due to high demand for
our quality products lines and shows a continuous improvement in all profitability indices which is
reflected both in the improvement of operating profitability and in continuous improvement and positive
cash flow from operating activities.

Net cash provided by financing activities — The significant increase during the year ended December
31, 2021 was mainly due to the SPAC Transaction.

Net cash used in investing activities — The main investment for the year ended on December 31, 2021
were mainly continued investment in the Southern Kibbutz and the additional purchases of pharmacies
and trading houses.

Summary of Quarterly Results

The following table sets forth selected unaudited quarterly statements of operations data of the last eight
quarters. The information for each of these quarters has been prepared on the same basis as the audited
annual financial statements. This data should be read in conjunction with our audited annual consolidated
financial statements as at and for the years ended December 31, 2021 and 2020 and the related notes.
These quarterly operating results are not necessarily indicative of our operating results for a full year or
any future period.

Q4- Q3 Q2- Ql- Q4- Qs3- Q2- Ql-
2021 | -2021 2021 2021 2020 2020 2020 2020

ReVenue ....................... 79701 | 61,605 | 45:230 | 33051 | 27,094 | 22497 | 11185 | 4259
Gross profit (10ss) ....... 36612 | 24682 | 19267 | 15427 | 13302 | 10,755 | 1516 | (1,063)
Adjusted EBITDA ....... 19448 | 11998 | 10815 | 9,468 | 8,165 6,6 | (1,344) | (6,083)
Basic earnings (loss) per (1.12)
SNAME. oo 012 | (0.01) 0.14 0.09 0.24 0.05 | (0.02)

(1.12)

S L 0.10 | (0.01) 0.12 0.08 0.21 0.04 | (0.02)

Use of Proceeds

The Company’s intended use of proceeds from the SPAC Transaction has not changed from the
disclosure set forth in the “Capitalization and Use of Proceeds” section of Subversive LP’s final
long form prospectus dated March 15, 2021 to the date of this MD&A.

Liquidity and Capital Resources

Intercure has been generating profits and has experienced positive cash flows, which are the expected to
be the primary sources to fund its future operations. In addition, Intercure has cash reserves as a result of
the completion of the noted SPAC Transaction. Lastly, as a public company, Intercure may access the
public and/or private markets to finance any additional needs it may have, including through the issuance
of debt or equity securities.

Intercure does not expect to require any additional funding in the future as it projects a positive cash flow
from operations. Future capital commitments for 2022 are 17 NIS million.
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Summary of Contractual Obligations

th'(;llﬁalr? ds Upyte%?ne 1-3 years 4-5 years 5 y;irrseor Total
Credit from 70, 559 11,877 82,436
banking
corporations
Trade payables 102,222 116,090
and other
payables
Lease liability 3,307 10,252 6,614 1,198 3,577
1)
Short term loan 1,722 76 1,798
from related
party (Note 13B)
Total 174,503 22,205 6,614 1,198 203,901

Transactions with Related Parties
Loans from related party

Following Canndoc’s acquisition and the appointment of Mr. Avner Barak as a director of Intercure, a
previous loan from Mr. Avner Barak to Canndoc in the amount of 0.72 million NIS was assumed by
Intercure. The loan principal bears annual interest, calculated annually, according to the minimum
interest rate prescribed in section 3J of the Income Tax Ordinance (2.61% in 2018). The loan will be
repaid in equal monthly installments (principal and interest) in the amount of NIS 15,000 per installment.
The balance of the loan as of December 31, 2021 was approximately NIS 249,000.

Cannolam and other acquisitions had loans to shareholders as of the date of acquisition. The balance of
the total loans as of December 31, 2021 was NIS 1,798 thousand. The loans principal bears annual
interest in NIS, calculated annually, according to the minimum interest rate prescribed in section 3J of
the Israeli Income Tax Ordinance (2.62% in 2020).

Sublease agreement with companies related to a related party

Canndoc subleases part of its headquarter offices to three related companies to Intercure’s controlling
shareholder, Mr. Alexander Rabinovich. The aggregate revenue generated by Intercure from those lease
is approximately NIS 16,000 per month. The subleases are back-to-back in terms of Canndoc’s lease
with the landlord relative to its leases with Mr. Rabinovich.

Proposed Transactions

We seek potential acquisition targets on an ongoing basis and may complete several acquisitions in any
given fiscal year.

Critical Accounting Estimates

The Company’s critical accounting estimates are summarized in [note 3] of the Annual Financial
Statements.

Changes in Accounting Policies including Initial Adoption

The Company has had no significant changes in accounting policies. Refer to the Annual Financial
Statements for further details of the Company’s changes in accounting policies.
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Outstanding Share Data

Intercure’s current outstanding shares capital can be summarized as follows:

Type Shares Options / Warrants

Ordinary Shares 45,133,945

Options (B) 1,729,612

ESOP (A) 1,199,791

Total 45,133,945 2,922,403

ESOP (B) 859,200

ESOP (C) 340,170
45,133,945 4,128,773

Notes:

(1)  Options (B) were issued to certain investors in July, 2020 and expire in August 2023 with an exercise price of 19.27* NIS
per Ordinary Share.

(2) ESOP (A) were issued to our directors between September 2018 to January 2020 and expire in ten years from the date of
issuance with an exercise price of 15.57 * NIS per Ordinary Share.

(3) ESOP (B) were issued to certain employees in February 2021 and expire in four years from the date of issuance with an
exercise price of 18.38* NIS per Ordinary Share.

(4) ESOP (C) were issued to certain employees in August and expire four years from the date of issuance with an exercise price
of per Ordinary Share.

* On April 8 2021 the Company effectuated a capital consolidation, the accompanying notes are integral part of the
consolidated financial statements

Off-Balance Sheet Transactions
The Company has no off-balance sheet arrangements.
Disclosure Controls and Procedures and Internal Controls Over Financial Reporting

The Chief Executive Officer (the “CEQ”), and the Chief Financial Officer (the “CFO”) of the Company
are responsible for establishing and maintaining the Company’s disclosure controls and procedures
(“DCP?”) including adherence to the Disclosure Policy adopted by the Company. The Disclosure Policy
requires all staff to keep senior management fully apprised of all material information affecting the
Company so that they may evaluate and discuss this information and determine the appropriateness and
timing for public release.

The CEO and the CFO are also responsible for the design of internal controls over financial reporting
(“ICFR”). The fundamental goal is ensuring all transactions are properly authorized and identified and
entered into a well-designed, robust and clearly understood accounting system on a timely basis and to
minimize risk of inaccuracy, failure to fairly reflect transactions, failure to fairly record transactions
necessary to present financial statements in accordance with IFRS, and failure to detect unauthorized
receipts, expenditures, and unauthorized acquisitions or dispositions of assets. The relatively small size
of the Company makes the identification and authorization process relatively efficient and a process for
reviewing ICFR has been developed. To the extent possible given the Company’s small size, the internal
control procedures provide for separation of duties for receiving, approving, coding and handling of
invoices, entering transactions into the accounts, writing checks and wire requests and also require two
signers on all payments.

The CEO and CFO evaluated the effectiveness of the Company’s DCP and ICFR as required by NI 52-
109 issued by the Canadian Securities Administrators. They concluded that, subject to the below, as of
December 31,2021, the Company’s design and operation of its DCP and ICFR were effective. The CEO
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and CFO also concluded that, subject to the below, no material weaknesses existed in the design of the
ICFR.

During the year ended December 31, 2021, the Company undertook a number of acquisitions. These
acquisitions resulted in the Company’s finance and accounting functions being unable to prepare final
audited financial statements in time for the reporting deadline, resulting in a delay in filing the audited
financial statements for the year ended on December 31, 2021. While the root cause of this was delay
were higher than normal acquisitions during the period, the insufficient internal resources available to
the Company during the period to allow for the Company to complete the financial statements on time
was identified as a remediation priority to facilitate both the required level of ICFR during future periods,
as well as ensuring the timely preparation of future financial statements.

The Company continually reviews and enhances its systems of controls and procedures. However,
because of the inherent limitation in all control systems, management cautions that ICFR will not prevent
or detect all misstatements due to error or fraud.

Financial Instruments and Other Instruments

We do not have any financial instruments other than normal course accounts receivable and payables
associated with our business activities.

Risk and Uncertainties
We are subject to foreign exchange and liquidity risks.

Foreign Exchange Risk. Our reporting and functional currency is the NIS, but some portion of our
operational expenses are in U.S. dollars, Canadian dollars and Euros. As a result, we are exposed to some
currency fluctuation risks. We may, in the future, decide to enter into currency hedging transactions to
decrease the risk of financial exposure from fluctuations in the exchange rate of the currencies mentioned
above in relation to the NIS. These measures, however, may not adequately protect us and our operations
could be adversely affected if we are unable to effectively hedge against currency fluctuations in the
future.

Liquidity risk. We monitor forecasts of our liquidity reserve (comprising cash and cash equivalents
available-for-sale financial assets and short-term deposits). We generally carry this out based on our
expected cash flows in accordance with practice and limits set by our management. We are in the process
of expanding our operations and the expenses associated therewith and we are therefore exposed to
liquidity risk.

Business Developments
For the year ended December 31, 2021 and up to the date of this MD&A.:

On January 7, 2021, we, via Cannolam, completed the purchase of two pharmacies in Ashdod and
Herzliya.

On February 9, 2021, we entered into an amended and restated definitive agreement (the “Arrangement
Agreement”) with Subversive Acquisition LP (formerly Subversive Acquisition REIT LP), a limited
partnership established under the Limited Partnerships Act (Ontario) and a special purpose acquisition
company (SPAC) (“Subversive LP”). As a SPAC, Subversive LP had limited operational activity and
as of December 31, 2020, its material assets consisted of USD$226 million in cash and securities held in
escrow with no material liabilities. Pursuant to the Arrangement Agreement, on April 23, 2021 our
subsidiary acquired all of the outstanding units of Subversive LP, in exchange for our Ordinary Shares
by way of a plan of arrangement (the “SPAC Transaction”). Concurrently with the SPAC Transaction,
Subversive LP conducted a non-brokered private placement of its securities that were exchanged for
Ordinary Shares of Intercure pursuant to the transaction. The aggregate amount raised pursuant to the
private placement was US$50 million. Subscribers under the private placement also received a
contractual option, subject to the receipt of required regulatory approvals, to purchase up to 1,875,000
shares of Intercure, at US$10 per share, exercisable in connection with Intercure’s Nasdaq listing. At the
closing of the SPAC Transaction, which occurred on April 23, 2021, the Company issued 15,650,280
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Ordinary Shares to Subversive LP unit holders, including those that participated in the concurrent private
placement. Total net funds raised from the SPAC Transaction, after redemptions, and the private
placement equaled USD$56 million.

On April 4, 2021, Intercure entered into a partnership with Austrian MediCann to operate together in the
developing cannabis markets in Austria and Luxembourg. The partnership’s planned operations will be
vertically integrated and will include both online and retail distribution for Canndoc’s branded products.
MediCann committed to invest €10 million into Intercure’s Austrian subsidiary, of which 51% is owned
by Intercure. The Austrian entity has committed to invest €10 million in an Austrian joint venture, which
will be equally owned by the parties, with an option for the Austrian entity to increase its shares to 51%
of all outstanding shares of the joint venture at any time.

In April 2021, we signed a letter of intent with Cookies for its expansion into Europe. The expansion
will include online and retail distribution for Cookies’ branded products. In addition to local production
facilities, Intercure will cultivate Cookies’ products at our southern facility, which will also supply
Cookies products to Cookies stores throughout Europe.

On April 27, 2021, the IMCA granted Intercure a cannabis dispensing licence for the first
“LEMONNADE” branch in Jerusalem as part of the “Givol” pharmacy chain. The pharmacy officially
began operating on May 3, 2021.

On May 10, 2021, we announced that CanaccordGenuity Group Inc. initiated analyst coverage on
Intercure. The initial report and all future reports may be obtained directly from CanaccordGenuity Group
Inc.

On May 20, 2021, we signed a definitive agreement to acquire a licensed active medical cannabis trading
house and two pharmacies. The trading house is approved by the Israeli Medical Cannabis Agency
(IMCA) and is one of the leading operating trading houses in the country, authorized to distributing GMP
medical cannabis products to pharmacies. As part of GMP regulations, medical cannabis products can
dispense through IMCA approved pharmacies which supply their inventories only from authorized
medical cannabis trade houses. As part of the acquisition, two pharmacies, located in central Israel added
to Intercure’s medical-focused pharmacy chain, expanding its footprint to 12 points of sale in key
locations across Israel. This expansion positioned the Company to meet the growing demand for medical
cannabis products as the patient community continues to grow.

On September 1, 2021, Intercure’s Ordinary Shares commenced trading on the Nasdag Global Market
under the ticker symbol “INCR”. The Ordinary Shares continued to trade on the TSX and Tel Aviv Stock
Exchange.

On September 2, 2021, we entered into an agreement with Cannomed, an Israel-based company and
owner of a pharmacy chain specializing in dispensing medical cannabis. According to the agreement, the
Company acquired Cannomed’s holdings, 55% of ‘Max Pharm’ (which operates two medical cannabis
dispensing pharmacies), 100% of a pharmacy in the process of receiving its license and 51% of ‘Hello
Pharm’, a medical cannabis patient support center. The companies will partner in Cannomed’s
e-commerce platform for medical cannabis products. Intercure’s medical pharmacy chain, ‘Givol’, will
onboard this new platform, adding an e-commerce operation to Givol’s retail footprint. The online
platform is expected to go live in Q4 2022 pending approvals from applicable Israeli regulatory
authorities.

On October 12, 2021, we announced that Alexander Rabinovich, Intercure’s chief executive officer,
purchased 423,501 Ordinary Shares throughout the month of September 2021 by buying 423,501 shares
in the open market at an average price of USD$7.03 per share. The shares were purchased partially on
the Nasdag and in part on the TASE, for a total investment in the Company of US$2,975,730
(C$3,790,238 per share or NIS 9,608,631).

On November 15, 2021, we announced the addition of four pharmacies to our pharmacy chain, Givol,
totalling its retail footprint to 23 locations across Israel. We also announced that in October 2021, we
reached a record one ton of medical cannabis products dispensed in one month, at that time representing
an approximate 30% market share of Israel’s entire medical cannabis market.
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On December 2, 2021 we entered into a multi-year agreement with Cookies under which we expect to
establish Cookies stores and medical cannabis pharmacies in Austria and the United Kingdom in 2022,
subject to local regulations. The first shop in Austria is expected to open its doors during Q2 2022 and
the first shop in the UK is expected to open its doors in Q4 2022.

On February 16, 2022, we announced a definitive agreement with Cann Pharmaceutical Ltd., an Israeli
medical cannabis multi-national operator known as “Better”, to acquire 100% of Better’s shares for a
purchase price of US$35 million. The purchase price will be paid with Ordinary Shares at the valuation
of US$10 per share. The Ordinary Shares issued will be subject to a three-year lock-up plan. The
acquisition is expected to close in the beginning of Q3 2022, subject to customary closing conditions as
well as specific approvals of the IMCA, the TSX, as well the court in Israel.

On March 1, 2022, we announced a definitive agreement with Altman Health, a market leader with an
unmatched shelf space of OTC and nutritional supplements in over 1700 points of sale, including all
major pharmacies across Israel. The newly formed company, which will be held jointly by the Company
and by Altman Health, will focus on the new Israeli CBD product market, following the Israeli Minister
of Health’s announcement on February 28, 2022 that CBD will be removed from the Israeli DDO.

On March 22 2022 we announced the execution of an exclusive multi-year cultivation, marketing and
distribution agreement (the “Clever Leaves Agreement”) with Clever Leaves, a leading multinational
operator and licensed producer of pharmaceutical-grade cannabinoids. Over the term of the Clever
Leaves Agreement, Intercure will have access to Clever Leaves’ high-THC medical cannabis flower to
serve several medical cannabis markets, including the Israeli market. As part of the partnership, Clever
Leaves will cultivate Intercure’s high quality strains to launch Intercure’s EU-GMP compliant branded
products within the EU, UK and South American markets.

Additional Information Relating to the Company

Additional information relating to the Company, including the Company’s most recently filed AIF, can
be found on the Company’s profile at www.sedar.com and on the Company’s website at
Www.intercure.co.
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Intercure Ltd.
Consolidated Statements of Financial Position

Report of Independent Registered Public Accounting Firm

To the Shareholders and Board of Directors
Intercure Ltd.:

Opinion on the Consolidated Financial Statements

We have audited the accompanying consolidated statements of financial position of Intercure Ltd. (the
Company) as of December 31, 2021 and 2020, the related consolidated statements of profit or loss and
other comprehensive income, changes in equity, and cash flows for each of the years in the three-year
period ended December 31, 2021, and the related notes (collectively, the consolidated financial statements).
In our opinion, the consolidated financial statements present fairly, in all material respects, the financial
position of the Company as of December 31, 2021 and 2020, and the results of its operations and its cash
flows for each of the years in the three-year period ended December 31, 2021, in conformity with
International Financial Reporting Standards, as issued by the International Accounting Standards Board.

Basis for Opinion

These consolidated financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these consolidated financial statements based on our audits. We
are a public accounting firm registered with the Public Company Accounting Oversight Board (United States)
(PCAOB) and are required to be independent with respect to the Company in accordance with the U.S.
federal securities laws and the applicable rules and regulations of the Securities and Exchange Commission
and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the consolidated financial
statements are free of material misstatement, whether due to error or fraud. Our audits included performing
procedures to assess the risks of material misstatement of the consolidated financial statements, whether
due to error or fraud, and performing procedures that respond to those risks. Such procedures included
examining, on a test basis, evidence regarding the amounts and disclosures in the consolidated financial
statements. Our audits also included evaluating the accounting principles used and significant estimates
made by management, as well as evaluating the overall presentation of the consolidated financial
statements. We believe that our audits provide a reasonable basis for our opinion.

Somekh Chaikin
Member Firm of KPMG International
We have served as the Company’s auditor since 2021.

Tel-Aviv, Israel
April 5, 2022
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Intercure Ltd.

Current assets

Cash and cash equivalents

Restricted cash

Trade receivables, net

Other receivables

Inventory

Biological assets

Financial assets measured at fair value through profit or loss

Non-current assets

Property, plant and equipment and right-of-use asset
Goodwill

Deferred tax assets

Financial assets measured at fair value through profit or loss

Total assets

11A
11B

o

10

As of December 31

2021 2020

NIS in thousands
196,217 37,888
21,083 40
17,407 12,466
33,243 3,680
62,313 19,049
5,566 3,153
330 376
336,159 76,652
86,509 53,470
258,070 190,103
3,020 2,904
2,565 3,141
350,165 249,618
686,324 326,270




Intercure Ltd.
Consolidated Statements of Financial Position

As of December 31
2021 2020
NIS in thousands

Current liabilities

Short term loan and current maturities 70,559 357
Trade payables 64,472 18,622
Other payables 11C 41,050 9,436
Contingent consideration 15,780
Short term loan from non-controlling interest 8C,13B 1722 1,461
193,583 29,876
Non-current liabilities
Long term loan 13 11,877 388
Liabilities in respect of employee benefits 224 155
Loan from related party 13B 76 241
Lease liability 23 21,371 3,500
33,548 4,284
Total liabilities 227,131 34,160
Equity 17
Share capital, premium and other reserves 623,565 452,259
Capital reserve for transactions with controlling shareholder 2,388 2,388
Receipts on account of shares 8,544 11,017
Accumulated losses (186,466) (191,158)
Equity attributable to owners of the Company 448,031 274,506
Non-controlling interests 11,163 17,603
Total equity 459,194 292,109
Total equity and liabilities 686,324 326,269

The accompanying notes are an integral part of the consolidated financial statements.

Approval Date of the Ehud Barak Alex Rabinovitch Amos Cohen
Financial Statements Chairman of the Board CEO CFO



Consolidated Statements Profit of Loss and Other Comprehensive Loss Income

Intercure Ltd.

Revenue
Cost of revenue before fair value adjustments

Gross income before impact of changes in
fair value

Unrealized changes to fair value adjustments
of biological assets

Profit from fair value changes realized in the
current year

Gross income

Research and development expenses
General and administrative expenses
Selling and marketing expenses

Other expenses (income), net

Company’s share in the loss of associate
Changes in the fair value of financial assets
through profit or loss, net

Share based payments

Operating profit (loss)

Financing income
Financing expenses

Financing expenses (income), net
Profit (loss) before taxes on income

Tax (expense) Income
Total comprehensive profit (loss) for the
year

Attribution of net profit (loss) for the year:
To the Company’s shareholders
To non-controlling interests

Total

Earnings (Loss) per share
Basic earnings (loss)**
diluted earnings (loss)**

*Reclassified

**On April 8, 2021, the Company effectuated a capital consolidation. See note 24C.

Note

18

18
18
18

10

19
20

15

For the year ended

December 31

2021

2020

2019

NIS in thousands (excluding data

regarding loss per share)

219,677 65,035 8,926
123,688 34,649 7,456
95,989 30,386 1,470
6,574 3,202 3,076
(11,432) (1,613) (3,067)
91,131 31,975 1,479
1,235 1,576 1,710
27,204 *8,503 12,073
23,214 8,440 2,693
2,971 4,563 (58,962)

- 340

1,868 37,195 (20,996)
6,452 *10,008 *68,036
28,188 (38,400) (3,415)
130 620 141
(9,581) 528 3,292
9,451 (92) 3,151
18,737 (38,308) (6,566)
(11,441) 2,268 673
7,296 (36,040) (5,893)
4,692 (37,231) (5,893)
2,603 (1,191) -
7,295 (36,040) (5,893)
0.12 (1.42) (0.25)
0.10 (1.42) (0.25)

The accompanying notes are an integral part of the consolidated financial statements.
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Consolidated Statements of Changes in Equity

Intercure Ltd.

As of January 1, 2021

Profit for the year
Exercise of share options (Note 17Q)
Issuance of shares, net (Note 17L)

Issuance of shares for the acquisitions
(Note 8)
Share-based payment (Note 17P)

As of December 31, 2021

As of January 1, 2020

Profit (loss) for the year

Exercise of share options (Note 17Q)
Issuance of shares for the acquisition of
Cannolam (Note 8)

Issuance of shares, net (Note 17L)
Share-based payment (Note 17P)

As of December 31, 2020

Capital
Share reserve for Equity
capital, transactions attributable
premium with Receipts on to owners of Non-
and other controlling account of  Accumulated the controlling
reserves shareholder shares losses Company interests Total equity
NIS in
thousands
452,259 2,388 11,017 (191,158) 274,506 17,603 292,109
- 4,692 4,692 2,603 7,295
10,974 - (2,476) - 8,498 8,498
136,506 - - - 136,506 136,506
17,374 - - - 17,374 (9,043) 8,331
6,452 - - - 6,452 - 6,452
623,565 2,388 8,541 (186,466) 448,028 11,163 459,191
406,297 2,388 1,214 (153,927) 255,972 229 256,201
- - - (37,231) (37,231) 1,191 (36,040)
833 - - - 833 - 833
6,904 - - - 6,904 15,655 22,559
28,217 - 9,803 - 38,020 - 38,020
10,008 - - - 10,008 528 10,536
452,259 2,388 11,017 (191,158) 274,506 17,603 292,109
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Intercure Ltd.

As of January 1, 2019

Profit (loss) for the year

Exercise of share options (Note 17Q)
Issuance of shares for the acquisition of
Canndoc (Note 8)

Issuance of shares, net (Note 13A)
Transactions with controlling shareholder
(Note 13A)

Share-based payment

(Note 17P)

As of December 31, 2019

Capital
Share reserve for Equity
capital, transactions attributable
premium with Receipts on to owners of Non-
and other controlling accountof  Accumulated the controlling
reserves shareholder shares losses Company interests Total equity
NIS in
thousands
162,304 1,790 3,602 (148,034) 19,662 - 19,662
- - . (5,893) (5,893) - (5,893)
6,271 - (2,388) - 3,883 - 3,883
107,632 . . . 107,632 . 107,632
62,283 - - - 62,283 - 62,283
- 598 - - 598 - 598
67,807 - - - 67,807 229 68,036
406,297 2,388 1,214 (153,927) 255,972 229 256,201




Intercure Ltd.
Consolidated Statements of Cash Flow

For the year ended
December 31

2021 2020 2019
NIS in thousands

Cash flows from operating activities

Profit (Loss) for the year 7,295 (36,040) (5,893)
Interest paid (5,116) (93) (41)
Taxes paid (11,796) - (50)
Adjustments required to present cash flows from operating activities

(A) 34,636 43,936 (5,585)
Net cash provided by (used in) operating activities 25,020 7,803 (11,569)

Cash flows from investing activities

Purchase of property, plant and equipment (14,029) (20,841) (28,144)
Investment in associate (Note 8) - - (2,260)
Loans (7,342) (1,643) -
Increase in deposit (20,000) (40) -
Acquisition of subsidiary, net of cash (19,094) 387 385
Investment in assets measured at fair value through profit (loss) (1,246) (626) 4,532
Payments of contingent consideration

Grant of short-term loans to equity accounted investees - - (600)

(3,500)

Net cash used in investing activities (65,210) (22,763) (26,087)

Cash flows from financing activities

Proceeds from issuance of shares as part of private issuance, net 128,730 38,020 62,283
Proceeds from exercise of options (Note 17) 8,498 833 3,883
Deferred issuance costs - - (2,426)
Lease payments (2,574) (576) (189)
Receipt of loans from banks 75,458 665 -
Repayment of loans from banks (3,416) - (174)
Repayment of loan from related party and controlling shareholder (3,640) (13,653) (143)
Net cash provided by financing activities 203,057 25,289 63,234
Increase in cash and cash equivalents 162,866 10,329 25,578
Exchange differences in respect of balances of cash and cash

equivalents (4,536) 221 (1,656)
Balance of cash and cash equivalents at beginning of year 37,888 27,338 3,416
Balance of cash and cash equivalents at end of year 196,218 37,888 27,338

The accompanying notes are an integral part of the consolidated financial statements.




Consolidated Statements of Cash Flow

Intercure Ltd.

A) Adjustments required to present cash flows from operating
activities

Adjustments to items in the consolidated statement of
comprehensive income:

Depreciation

Share-based payment (Note 17L)

Changes in the fair value of financial assets through profit or loss,
net

Gain in respect of acquisition of a subsidiary (Note 8B)

Finance expenses (income), net

Change in liabilities in respect of employee benefits, net

Income tax

Company’s share in the loss of associate

Changes in assets and liabilities items:

Increase (decrease) in trade receivables
Decrease (increase) in other receivables
Decrease (increase) in inventory
Decrease (increase) in biological assets
Increase in trade payables

Increase in other payables

B) Material non-cash operations
Acquisition of subsidiary, net of cash against share issuance
(Note 8B)

10

For the year ended
December 31

2021 2020 2019
NIS in thousands

7,393 3,253 828
6,452 10,008 68,036
1,868 37,195 (20,996)
- (58,808)
9,451 (92) 3,151
(314) (39) 96
11,441 (2,268) (673)
- 340
36,292 48,057 (8,026)
8,390 (9,608) (1,183)
(4,338) 5,139 (4,243)
(15,475) (14,167) 3,029
(2,413) (2,008) (1,096)
2,787 12,269 4,021
9,395 4,254 1,913
(1,654) (4,121) 2,441
34,636 43,936 (5,585)
17,376 6,904 107,632
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Consolidated Statements of Cash Flow

C) Aqggregate cash flows derived for the Company as a result of the acquisition (Note 8):

2021 2020 2019
Disposition of equity accounted investee - - (65,967)
Trade and other receivables 20,927 1,790 1,051
Inventory and biological assets 22,788 237 7,723
Property, plant, equipment and right-of-use asset 6,268 3,204 1,791
Trade and other payables (51,053) (1,862) (1,731)
Short term loan (4,265) (1,296) (2,146)
Short term loan from related parties (5,119) - (716)
Lease liability (2,650) (2,039) -
Goodwill 68,005 22,138 167,965
Payables due to issuance of shares (17,376) (6,904) (107,632)
Non-controlling interests 9,043 (15,655) -
Contingent consideration (28,530) - -
Deferred tax assets (liabilities) 1,056 - (723)
Total acquisition of subsidiary, net of cash (19,094) (387) (385)

The accompanying notes are an integral part of the consolidated financial statemen
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Intercure Ltd.

Consolidated Statements of Cash Flow

Note 1 -

General

A.

The Company’s activity

Intercure Ltd. (hereinafter: the “Company”) is a public company which is listed on
the Tel Aviv Stock Exchange, Toronto Stock Exchange and Nasdag, domiciled in
Israel. Its offices are located in Herzliya. The Company is engaged in the medical
cannabis sector mainly through its holdings of the entire issued and paid-up capital
of Canndoc Ltd. (hereinafter: “Canndoc”), the entire issued and paid-up capital of
Pharmazone Ltd. (hereinafter: “Pharmazone”) and through its 50.1% stake in the
issued and paid-in capital of Cannolam Ltd, The Company also has additional
holdings in the biomed sector.

Canndoc:

In 2018, the Company decided to expand its activity to the medical cannabis sector,
and therefore engaged in an investment agreement with Canndoc Ltd. (hereinafter:
“Canndoc”). In 2019, the Company completed the acquisition of the entire holding
of Canndoc, such that, after the transaction was closed, the Company holds 100%
of Canndoc’s issued and paid-in capital.

Canndoc has partnered with Kibbutz Beit HaEmek and Kibbuutz Nir-Oz (the
“Kibbutzim”) for the purpose of breeding, cultivating and harvesting of
pharmaceutical-grade cannabis. The activities of these collaborative arrangements
with the Kibbutzim are not conducted through separate legal entities and therefore
the Company recognizes its share in the assets, liabilities and results of operations
of each activity according to the Company’s rights and obligations according to the
contractual agreements with the Kibbutzim.

The Company, through Canndoc, is engaged in research, marketing, cultivation,
production and distribution of medical cannabis products in Israel and around the
world.

Cannolam:

On May 14, 2020, the Company’s board of directors approved the engagement in a
series of agreements for the acquisition of a 50.1% stake in the shares of Cannolam
Ltd., an Israeli private company, which holds, independently and/or through its
owned subsidiaries, the exclusive rights to the production, importing, distribution
and use of leading international cannabis and lifestyle trademarks in the territory of
the state of Israel. Inter alia, Cannolam Ltd. Has exclusive rights in respect of the
brands Cookies, Mr. Nice and Oxon Pharma.

Pharmazone:
On May 18, 2021, the Company’s board of directors approved the engagement in a
series of agreements for the acquisition of a 100% stake in the shares of
Pharmazone, an Israeli private company, which operates a pharmaceutical and
medical cannabis trading house.
Other Holdings:

12
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During 2021, the Company engaged in a series of agreements for the acquisition or
opening of 19 pharmacies, two trading house and one cannabis patient counseling
center. See also Note (8).

Investments in the biomed sector:

The Company invested in two companies in the biomed sector: Regenera Pharma
Ltd. (hereinafter: “Regenera”) and NovellusDX Ltd. (hereinafter: “Novellus™). For
additional details regarding investments in the biomed sector, see Note 10.

B. Coronavirus pandemic

During the first quarter of 2020, the coronavirus (COVID-19) pandemic began to
spread in Israel and around the world. As of the date of this report, the company has
not experienced and/or is not experiencing any change in the trend of demand for
its medical cannabis products, and is continuing to manage its business and sell its
products in an orderly and continuous basis.

Company management has been evaluating, throughout the entire period, the
financial implications of the crisis on the Company and has prepared a remote
access network for employees. Additionally, the Company’s support center is
continuing to provide continuous support to patients, including complete and strict
implementation of the Ministry of Health’s requirements regarding work methods
and operating space.

Company management believes that it has the financial stability required to deal
with the coronavirus crisis and its short-term and medium-term consequences (if
any), inter alia, based on the continuation of the Company’s operating activities.

C. Other Significant Events During the Reporting Period

On January 3, 2021, the Company engaged in a merger agreement (hereinafter: the
“Prior Agreement”) with Subversive Real Estate Acquisition REIT LP, a third party
unrelated to the Company and/or to its controlling shareholders, which is listed on
the Canadian stock exchange NEO (NEO:SVX.U). On February 9, 2021, the parties
engaged in an amended and definitive agreement with Subversive Real Estate
Acquisition REIT LP (formerly Subversive Real Estate Acquisition REIT LP)
("SVX”) a special purpose acquisition company (SPAC), pursuant to which the
Company, through a wholly-owned subsidiary, will acquire all of the outstanding
limited partnership units of SVX in exchange for the issuance of the company
ordinary shares by way of a plan of arrangement (the "SPAC Transaction™).

Concurrently with the SPAC Transaction, Subversive conducted a non-brokered
private placement of 5.0 million Limited Partnership Units for an aggregate amount
of $50 million (approximately NIS162 million) At the closing of the SPAC
Transaction, which occurred on April 23, the Company issued 15,650,280 ordinary
shares to Subversive unit holders, including those that participated in the concurrent
private placement. Out of the total 15,650,280 ordinary shares issued, 5,243,616 of
our ordinary shares were allocated as part of the SPAC Transaction to subversive's

sponsors and are subject to forfeiture unless the Company’s ordinary shares are
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listed on NASDAQ and obtain a target weighted average price per share of $13.00
(subject to appropriate adjustments) for any five (5) consecutive trading days during
the thirty (30) trading days after the shares are traded on Nasdag. By October 13,
2021 that condition was not met and 5,243,616 ordinary shares are up for forfeiture .
Since the subversive's sponsors shares were an integral part of the transaction with
the SPAC and constituted a conditional issue for the amount of funds raised in the
transaction and its success, the shares issue is presented together with all of SPAC
units holders and PIPE investors and not in fair value.

Total funds raised from the SPAC Transaction, after redemptions, and the private
placement equaled approximately NIS 182 million (not including transaction costs)
7 million NIS of those still needs to be received and currently presented in other
receivables.

Since Subversive was not considered a business, as defined by IFRS 3, the
Company recorded the SPAC Transaction proceeds as a respective increase in

equity.

On April 23, 2021, the Company shares were listed on the TSX and the first trade
of the common shares on the TSX occurred on April 26, 2021.

On September 1, 2021, the Company shares were listed and the first trade of the
ordinary shares on the Nasdaq Global Market under the ticker symbol “INCR".

D. Definitions:

In these consolidated financial statements:

Company - Intercure Ltd.

Group - The Company and its subsidiaries.

Related Parties - Asdefined in IAS 24.

usD - U.S. dollars.

Subsidiaries - Companies which are controlled by the Company (as

defined in IFRS 10), directly or indirectly, and whose
financial statements are fully consolidated with the
Company’s reports.
Investee - Companies which are not under the Company’s control,
companies and which are presented according to the equity method.

Interested parties

Within their meaning in Paragraph (1) of the definition
of an “interested party” in Section 1 of the Securities

Law - 1968.
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Note 2 -

Significant Accounting Policies

Framework for preparation of the financial statements

The accounting policy described below was applied in the financial statements
consistently, in all of the presented periods, unless specified otherwise.

A. Presentation basis of the financial statements

The Company’s consolidated financial statements as of December 31, 2021 and 2020,
and for each of the three years in the period ended December 31, 2021, comply with
International Financial Reporting Standards (hereinafter: “IFRS”) and clarifications
thereto which have been published by the International Accounting Standards Board
(IASB).

The Company’s financial statements are prepared on a historical cost basis, except
for financial and biologic assets measured at fair value through profit or loss and
contingent consideration.

In its preparation of the financial statements, management is required to use
significant accounting estimates. Management is also required to exercise discretion
in the process of applying the significant accounting policies. The issues which
require significant discretion and the use of estimates, which have a significant impact
on the amounts which were recognized in the financial statements, are specified in
Note 3. Actual results may differ significantly from the estimates and assumptions
which were used by Company management.

B. BASIS OF CONSOLIDATION
(¢D) Business combinations

The group implements the acquisition method to all business combinations. the acquisition
date is the date on which the acquirer obtains control over the acquiree. control exists when
the group is exposed, or has rights, to variable returns from its involvement with the acquiree
and it has the ability to affect those returns through its power over the acquiree. substantive
rights held by the group and others are taken into account when assessing control.

The group recognizes goodwill on acquisition according to the fair value of the consideration
transferred including any amounts recognized in respect of rights that do not confer control
in the acquiree as well as the fair value at the acquisition date of any pre-existing equity right
of the group in the acquiree, less the net amount of the identifiable assets acquired and the
liabilities assumed.

On the acquisition date the acquirer recognizes a contingent liability assumed in a business
combination if there is a present obligation resulting from past events and its fair value can
be reliably measured.

Significant Accounting Policies (Cont.)
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Costs associated with the acquisition that were incurred by the acquirer in the business
combination such as: finder’s fees, advisory, legal, valuation and other professional or
consulting fees, other than those associated with an issue of debt or equity instruments
connected to the business combination, are expensed in the period the services are received.

?2) Consolidated financial statements

The consolidated financial statements include the reports of companies over which
the Company has control (subsidiaries).

Subsidiaries are entities which are controlled by the Company. The Company controls
an entity when the Company has the power to influence the investee entity, when it
has exposure or rights to variable returns from its involvement in the entity, and when
it has the ability to exercise its influence over the investee entity in order to affect the
amount of returns which it will receive from that entity. Subsidiaries are fully
included in the consolidation beginning from the date when the Company obtains
control of them. Consolidation is discontinued on the date when control ceases.

The consolidation of financial statements is performed beginning on the date when
control was obtained, until the date when control was discontinued.

The financial statements of the Company and the subsidiaries are prepared for
identical dates and periods. The accounting policy in the financial statements of the
investees was implemented in a manner which was uniform and consistent with the
policy which was applied in the Company’s financial statements. Material
intercompany balances and transactions, and profit and loss due to transactions
between the Company and the subsidiaries, were canceled in their entirety in the
consolidated financial statements.

A3 Non-controlling interests

Non-controlling interests comprise the equity of a subsidiary that cannot be attributed,
directly or indirectly, to the parent company and they include additional components
such as: the equity component of convertible debentures of subsidiaries, share-based
payments that will be settled with equity instruments of subsidiaries and share options
of subsidiaries.

Measurement of non-controlling interests on the date of the business combination

Non-controlling interests that are instruments that give rise to a present ownership
interest and entitle the holder to a share of net assets in the event of liquidation (for
example: ordinary shares), are measured at the date of the business combination at
their proportionate interest in the identifiable assets and liabilities of the acquiree, on
a transaction-by-transaction basis. This accounting policy choice does not apply to
other instruments that meet the definition of non-controlling interests (for example:
options to
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ordinary shares). Such instruments will be measured at fair value or in accordance
with other relevant IFRSs.

Allocation of profit or loss and other comprehensive income to the shareholders

Profit or loss and any part of other comprehensive income are allocated to the owners
of the Company and the non-controlling interests. Total profit or loss and other
comprehensive income is allocated to the owners of the Company and the non-
controlling interests even if the result is a negative balance of non-controlling
interests.

4) Transactions eliminated on consolidation

Intra-group balances and transactions, and any unrealized income and expenses
arising from intra-group transactions, are eliminated in preparing the consolidated
financial statements. Unrealized losses are eliminated in the same way as unrealized
gains, but only to the extent that there is no evidence of impairment.

C. Transactions, assets and liabilities in foreign currency

Transactions denominated in a foreign currency other than the Company’s functional
currency are recorded upon initial recognition, according to the exchange rate on the
transaction date. Following initial recognition, monetary assets and liabilities
denominated in foreign currency are translated on each reporting date into the
functional currency, according to the exchange rate as of that date. Exchange
differences are carried to the statement of income. Non-monetary assets and liabilities
denominated in foreign currency which are presented at cost are translated according
to the exchange rate on the transaction date. Non-monetary assets and liabilities
denominated in foreign currency which are presented at fair value are translated into
the functional currency using the exchange rate as of the date when the fair value was
determined.

D. Cash and cash equivalents
Cash equivalents are considered highly liquid investments, including unrestricted
short term deposits in banking corporations whose maturity period does not exceed
three months after the date of the deposit.

E. Short term deposits
Short term deposits in banking corporations whose original period exceeds three

months after the date of the investment, and which do not meet the definition of cash
equivalents. The deposits are presented according to the terms of their deposit.
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F. Biological assets

In accordance with 1AS 41, the Company measures biological assets which are mostly
comprised of medical cannabis plants and agricultural produce at fair value less
selling costs until harvesting. This value is used as the cost basis of inventory after
the harvest. Profit or loss due to changes in fair value less selling costs are included
under the Company’s profit / loss in the year when they materialized. Growing costs
in respect of the biological assets are capitalized to the cost of the biological assets.
When calculating the fair value of a biological asset, the Company is required to use
various estimates and approximations, including, inter alia, estimates regarding the
growth stage of the seedlings until the harvest date, harvesting costs, selling costs,
costs associated with oil extraction and packaging of finished products, estimates
regarding the selling price of the Company’s products, and estimates of materials lost
in process. Changes in these assumptions may result in significant changes in the
value of the biological asset, the value of inventory, and the cost of sales, as well as
in the fair value component in respect of the biological asset.

Inventory

Inventory is measured as the lower of either cost or net realizable value. The cost of
purchased inventory is determined on a first in - first out (FIFO) basis. The Company
classifies the cannabis agricultural produce from a biological asset to inventory when
harvesting, according to the fair value less selling costs on that date. This value serves
as the cost basis of inventory. Processing costs and other additional costs which
materialize in the process of bringing the inventory to its current location and
condition are added to the cost of inventory. Net realizable value represents the
estimated selling price in the ordinary course of business, less estimated costs to
completion and the costs required to execute the sale. The Company periodically
evaluates the condition and age of inventory, and provisions for slow inventory are
made accordingly.

. Revenue recognition

Revenue from contracts with customers is recognized in the statement of income
when the control of the asset or of the service has been transferred to the customer.
The control transfer date is generally the date of delivery to the customer. Revenue is
measured and recognized according to the fair value of the proceeds which are
expected to be received in accordance with the contract terms, less amounts which
have been collected for third parties (e.g., taxes). Revenue is recognized in the
statements of profit or loss up to the extent to which are expected to flow to the
Company, and the revenue and costs, if relevant, are reliably measurable.

When determining the amount of revenue from contracts with customers, the
Company evaluates whether it functions as a primary provider, or as an agent in the
contract. The
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Company is the primary provider when it controls the guaranteed goods or services
before they are transferred to the customer. In such cases, the Company recognizes
revenue as the gross amount of proceeds. In cases where the products are transferred
to the distributor and held by them in consignment until their sale by the distributor
to a third party which constitutes the end customer, the Company recognizes revenue
from their sale on the date when they are sold by the distributor to the third party.

Property, plant and equipment

Items of property, plant and equipment are presented at cost plus direct acquisition
costs, less accumulated depreciation and less accumulated impairment loss, and do
not include routine maintenance expenses. The cost includes replacement parts and
auxiliary equipment which are used in connection with fixed assets.

Items of property, plant and equipment which are of significant cost relative to the
total cost of the item are depreciated separately, according to the component approach.

Depreciation is calculated in equal annual rates according to the straight line method,
throughout the asset’s useful lifetime, as follows:

%
Machinery and equipment 7-15
Computers 33
Leasehold improvements 10

Building improvements are depreciated in a straight line throughout the estimated
lifetime of the improvement.

The useful lifetime, depreciation method and residual value of each asset is evaluated,
as aminimum, at the end of each year, and changes are treated as a prospective change
in accounting estimate. The depreciation of assets is discontinued when the asset is
classified as held for sale or when the asset is written off, whichever is earlier.

Impairment
Non-financial assets

Timing of impairment testing

The carrying amounts of the Group’s non-financial assets, other than biological
assets, investment property, inventories and deferred tax assets, are reviewed at each
reporting date to determine whether there is any indication of impairment. If any such
indication exists, then the asset’s recoverable amount is estimated .
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Once a year and on the same date, or more frequently if there are indications of
impairment, the Group estimates the recoverable amount of each cash generating unit
that contains goodwill, or intangible assets that have indefinite useful lives or are
unavailable for use .

Determining cash-generating units

For the purpose of impairment testing, assets that cannot be tested individually are
grouped together into the smallest group of assets that generates cash inflows from
continuing use that are largely independent of the cash inflows of other assets or
groups of assets (the “cash-generating unit”).

Measurement of recoverable amount

The recoverable amount of an asset or cash-generating unit is the greater of its value
in use and its fair value less costs of disposal. In assessing value in use, the estimated
future cash flows are discounted to their present value using a pre-tax discount rate
that reflects the assessments of market participants regarding the time value of money
and the risks specific to the asset or cash-generating unit, for which the estimated
future cash flows from the asset or cash-generating unit were not adjusted.

Allocation of goodwill to cash generating units

Subject to an operating segment ceiling test (before the aggregation of similar
segments), for the purposes of goodwill impairment testing, cash-generating units to
which goodwill has been allocated are aggregated so that the level at which
impairment testing is performed reflects the lowest level at which goodwill is
monitored for internal reporting purposes. When goodwill is not monitored for
internal reporting purposes, it is allocated to operating segments (before the
aggregation of similar segments) and not to a cash-generating unit (or group of cash-
generating units) lower in level than an operating segment.

Goodwill acquired in a business combination is allocated to groups of cash-generating
units, including those existing in the Group before the business combination, that are
expected to benefit from the synergies of the combination.

For purposes of goodwill impairment testing, when the non-controlling interests were
initially measured according to their relative share of the acquiree’s net assets, the
carrying amount of the goodwill is adjusted according to the rate of Company
holding in the cash-generating unit to which the goodwill is allocated.

Income tax expense
Income tax comprises current and deferred tax. Current tax and deferred tax are

recognized in profit or loss except to the extent that they relate to a business
combination, or are recognized directly in equity or in other comprehensive income
to the extent they relate to items recognized directly in equity or in other
comprehensive income.
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Current taxes
Current tax is the expected tax payable (or receivable) on the taxable income for the

year, using tax rates enacted or substantively enacted at the reporting date. Current
taxes also include taxes in respect of prior years and any tax arising from dividends.

Offset of current tax assets and liabilities
Current tax assets and liabilities are offset if there is a legally enforceable right to

offset current tax liabilities and assets, and there is intent to settle current tax liabilities
and assets on a net basis or the tax assets and liabilities will be realized
simultaneously.

Uncertain tax positions
A provision for uncertain tax positions, including additional tax and interest expenses,
is recognized when it is more probable than not that the Group will have to use its
economic resources to pay the obligation.

Deferred taxes
Deferred tax is recognized in respect of temporary differences between the carrying
amounts of assets and liabilities for financial reporting purposes and the amounts used
for taxation purposes. Deferred tax is not recognized for the following temporary
differences :

. The initial recognition of goodwill ,

. The initial recognition of assets and liabilities in a transaction that is not a
business combination and that affects neither accounting nor taxable profit or
loss ,

. Differences relating to investments in subsidiaries, joint arrangements and

associates, to the extent that the Group is able to control the timing of the
reversal of the temporary difference and it is probable that they will not
reverse in the foreseeable future, either by way of selling the investment or by
way of distributing dividends in respect of the investment

The measurement of deferred tax reflects the tax consequences that would follow the
manner in which the Group expects, at the end of the reporting period, to recover or
settle the carrying amount of its assets and liabilities. For investment property that is
measured at fair value, there is a rebuttable presumption that the carrying amount of
the investment property will be recovered through sale .

Deferred tax is measured at the tax rates that are expected to be applied to temporary
differences when they reverse, based on the laws that have been enacted or
substantively enacted by the reporting date .

A deferred tax asset is recognized for unused tax losses, tax benefits and deductible
temporary differences, to the extent that it is probable that future taxable profits will
be available against which they can be utilized. Deferred tax assets are reviewed at
each reporting date and are reduced to the extent that it is no longer probable that the
related tax benefit will be realized.
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Deferred tax assets that were not recognized are reevaluated at each reporting date
and recognized if it has become probable that future taxable profits will be available
against which they can be utilized.

Offset of deferred tax assets and liabilities
Deferred tax assets and liabilities are offset if there is a legally enforceable right to
offset current tax liabilities and assets, and they relate to income taxes levied by the
same tax authority on the same taxable entity, or on different tax entities, but they
intend to settle current tax liabilities and assets on a net basis or their current tax assets
and liabilities will be realized simultaneously.

Additional tax on dividend distribution

The Group may be required to pay additional tax if a dividend is distributed by Group
companies. This additional tax was not included in the financial statements, since the
policy of the Group companies is to not distribute a dividend which creates an
additional tax liability for the recipient company in the foreseeable future. In cases
where an investee company expects to distribute a dividend from profits involving
additional tax for the Company, the Company creates a tax provision in respect of the
additional tax it may be required to pay in respect of the dividend distribution.
Additional income taxes that arise from the distribution of dividends by the Company
are recognized in profit or loss at the same time that the liability to pay the related
dividend is recognized.

Inter-company transactions
Deferred tax in respect of inter-company transactions in the consolidated financial
statements is recognized according to the tax rate applicable to the buying company.

K. Financial instruments:

1. Financial assets
Financial assets are measured on the date of initial recognition at fair value plus
transaction costs which are directly attributable to the acquisition of the financial
asset, except in case of a financial asset measured at fair value through profit or
loss, for which the transaction costs are carried to the statement of income.

The Company classifies and measures the debt instruments in its financial
statements based on the following criteria:
(A) The Company’s business model for the management of financial assets; and
(B) The characteristics of the financial asset’s contractual cash flows.
Most of the Company’s financial assets are classified as Financial assets mesured
at fair value through profit or loss
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2. Impairment of financial assets

The Company evaluates, on each reporting date, the loss provision in respect of
financial debt instruments which are not measured at fair value through profit or
loss.

The Company distinguishes between two situations involving recognition of a loss

provision;

A) Debt instruments whose credit quality has not significantly deteriorated since
the initial recognition date, or cases involving low credit risk - the loss
provision which will be recognized in respect of that debt instrument will take
into account expected credit loss during the 12 month period after the
reporting date; or

B) Debt instruments whose credit quality has significantly deteriorated since the
initial recognition date, and cases involving credit risk which is not low - the
loss provision which will be recognized will take into account expected credit
losses throughout the instrument’s remaining lifetime.

The Company applies the expedient which was determined in the standard,
according to which it assumes that a debt instrument’s credit risk has not
significantly increased since the initial recognition date if it was determined, on
the reporting date, that the instrument’s credit risk is low, for example, when the
instrument has an external rating of “investment grade”.

L. Employee benefits:

Post-employment benefit plans — defined contribution plan

The Group has a defined contribution plan in respect of the Company’s liability
to pay the savings component of provident funds and in respect of those of its
employees who are subject to Section 14 of the Severance Pay Law — 1963.

Defined contribution plans

A defined contribution plan is a post-employment benefit plan under which an
entity pays fixed contributions into a separate entity and has no legal or
constructive obligation to pay further amounts. Obligations for contributions to
defined contribution pension plans are recognized as an expense in profit or loss
in the periods during which related services are rendered by employees.
Contributions to a defined contribution plan that are due more than 12 months
after the end of the period in which the employees render the service are
discounted to their present value.

Financing income and expenses

Financing income comprises interest income on funds invested, dividend income,
gains on changes in the fair value of financial assets at fair value through profit or
loss, foreign currency gains, net gains on disposal of an investment in a debt
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instrument measured at fair value through other comprehensive income, gains on
hedging instruments that are recognized in profit or loss and the reclassification
of net gains and losses previously recognized in other comprehensive income on
cash flow hedges of foreign currency and interest rate risks for borrowings.

Financing expenses comprise interest expense on borrowings, changes in time
value of provisions and deferred consideration, changes in the fair value of
contingent consideration from a business combination, changes in the fair value
of financial assets at fair value through profit or loss, net losses on disposal of an
investment in a debt instrument measured at fair value through other
comprehensive income, impairment losses on financial assets (other than losses
on impairment of trade receivables, other receivables and contract assets that are
presented in a separate item) and losses on hedging instruments that are
recognized in profit or loss.

Foreign currency gains and losses on financial assets and financial liabilities are
reported on a net basis as either financing income or financing expenses depending
on whether foreign currency movements are in a net gain or net loss position.

N. Transactions with controlling shareholder

Assets and liabilities included in a transaction with a controlling shareholder are
measured at fair value on the date of the transaction. As the transaction is on the
equity level, the Company includes the difference between the fair value and the

consideration from the transaction in its equity.

J. Financial instruments:

Impairment in respect of debt instruments which are measured at amortized cost
is carried to the statement of income against a provision, while impairment in
respect of debt instruments which are measured at fair value through other
comprehensive income is carried against a capital reserve, and does not reduce the
carrying amount of the financial asset in the statement of financial position.

The Company has financial assets with short credit periods, such as trade
receivables, to which it is entitled to apply the expedient specified in the model,
i.e., the Company will measure the loss provision in an amount equal to the
expected credit losses throughout the instrument’s entire lifetime. The Company
chose to adopt the expedient in respect of those financial assets.

3. Financial liabilities measured at amortized cost

On the date of initial recognition, the Company measures the financial liabilities
at fair value less transaction costs which are directly attributable to the issuance
of the
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financial liability.

Following initial recognition, the Company measures all financial liabilities at
amortized cost using the effective interest method, except for financial liabilities
at fair value through profit or loss.

4. Derecognition of financial liabilities

The Company derecognizes a financial liability when and only when it has been
settled, canceled or has expired.

A financial liability is extinguished when the debtor has settled the liability by
cash payment, through other financial assets, through goods or services, or has
been legally released from the liability.

In case of changes to the terms of an existing financial liability, the Company
evaluates whether the terms of the liability differ significantly from the current
terms.

When a significant change is made to the terms of an existing financial liability,
the change is treated as derecognition of the original liability, and recognition of
the new liability. The difference between the aforementioned two liabilities in the
financial statements is credited to the statement of income.

In case the change is immaterial, the Company updates the amount of the liability,
by discounting the new cash flows using the original effective interest rate, while
the differences are carried to the statement of loss and comprehasive loss.

When evaluating whether the case involves a significant change to the terms of an
existing liability, the Company takes into account qualitative and quantitative
considerations.

A. Fair value measurement

Fair value is the price which would be received upon the sale of an asset, or the price
which would be paid upon the transfer of a liability, in an ordinary transaction
between market participants on the measurement date.

The measurement of fair value is based on the assumption that the transaction will be
executed in the main market of the asset or liability in question, or in lieu of a main
market, in the most advantageous market.

The fair value of an asset or liability is measured according to assumptions which

market participants would use when pricing the asset or liability, assuming the market
participants are working in favor of their own economic interests.
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The Group uses valuation techniques as appropriate for the circumstances, and for
which sufficient obtainable data exists in order to measure fair value, while
maximizing the use of relevant observable inputs, and minimizing the use of
unobservable inputs.

All assets and liabilities which are measured at fair value, or whose fair value was
disclosed, are divided into categories in the fair value hierarchy, based on the lowest
level of inputs which is significant to the measurement of fair value in its entirety:

Level 1: Quoted prices (without adjustments) in an active market of identical assets
and liabilities.

Level 2: Inputs which are not quoted prices which are included in level 1, which are
directly or indirectly observable.

Level 3: Inputs which are not based on observable market data, as described in Note
6 - Biological Assets. Investments in financial assets measured at fair value
through profit or loss (investments in companies in the biomed sector) are
mostly performed using the OPM valuation technique (without using
market data), as described in Note 10.

. Shared-based payment

Employees / other service providers of the Company are entitled to benefits in the
form of the Group’s equity-settled share-based payment plans.

The cost of equity-settled transactions with employees is measured according to the
fair value of the equity instrument on the grant date. The fair value is established using
a generally accepted options pricing model.

The cost of equity-settled transactions is recognized in the statement of income along
with the corresponding increase in equity over the period when the terms of
performance and/or the service are fulfilled, and ends on the date when the relevant
employees become entitled to the compensation (hereinafter: the “Vesting Period”).
The cumulative expense which is recognized in respect of equity-settled transactions
at the end of each reporting date until the vesting date reflects the rate of passage of
the vesting period, and the Group’s best estimate of the number of equity instruments
that will eventually vest. The expense or income in the statement of income reflects
the change between the expense which accrued until the end of the reporting period,
and that which accrued until the end of the previous period. When the Company
makes changes to the terms of an equity-settled grant, an additional expense is
recognized, beyond the original expense which was calculated in respect of the
change, which increases the overall fair value of the compensation which is granted
or which benefits the employee / other service provider, according to the fair value
on the date of the change.
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C. Earnings (loss) per share

The Company calculated the amounts of basic earnings (loss) per share and diluted
earnings (loss)per share in respect of the profit (loss) for the year which is attributable
to holders of the Company’s ordinary shares.
Basic earnings (loss) per share is calculated by dividing the profit (loss) attributable
to ordinary shareholders of the Company by the weighted average number of ordinary
shares that were outstanding during the year.

The weighted average of the number of shares which were used to calculate diluted
earnings (loss) per share is the weighted average of the number of ordinary shares
which was calculated for the purpose of basic earnings (loss)per share, plus the
weighted average of the number of ordinary shares which would have been issued as
a result of the conversion of all of the dilutive potential ordinary shares into ordinary
shares. Dilutive potential ordinary shares are considered as if they had been converted
to ordinary shares at the beginning of the period, or beginning on their issuance date,
whichever is later. Potential ordinary shares are considered dilutive when their
inclusion decreases the earnings per share from continuing operations, or increases
the loss per share from continuing operations.

. Operating segments

Operating segments are reported according to the same basis of internal reports that
are regularly reviewed by the Company’s Chief Operating Decision Maker, who is
responsible for allocating resource to the Company’s operating segments, and
assessing their performance. Until August 2018, the Company was engaged in a
single operating segment - investments in portfolio companies in the biomed sector.
Since the date of obtaining significant influence over Canndoc Ltd., the Company
has two operating segments: 1. Investments in portfolio companies in the biomed
sector; 2. Investments in the medical cannabis sector.

. Leases

Determining whether an arrangement contains a lease

On the inception date of the lease, the Group determines whether the arrangement is

a lease or contains a lease, while examining if it conveys the right to control the use

of an identified asset for a period of time in exchange for consideration. In its

assessment of whether an arrangement conveys the right to control the use of an

identified asset, the Group assesses whether it has the following two rights

throughout the lease term:

@ The right to obtain substantially all the economic benefits from use of the
identified asset; and

(b) The right to direct the identified asset’s use.
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Note 2 -  Significant Accounting Policies (Cont.)

Leased assets and lease liabilities

Contracts that award the Group control over the use of a leased asset for a period of
time in exchange for consideration, are accounted for as leases. Upon initial
recognition, the Group recognizes a liability at the present value of the balance of
future lease payments (these payments do not include certain variable lease
payments), and concurrently recognizes a right-of-use asset at the same amount of
the lease liability, adjusted for any prepaid or accrued lease payments, plus initial
direct costs incurred in respect of the lease.

Since the interest rate implicit in the Group's leases is not readily determinable, the
incremental borrowing rate of the lessee is used. Subsequent to initial recognition,
the right-of-use asset is accounted for using the cost model, and depreciated over the
shorter of the lease term or useful life of the asset.

The Group has elected to apply the practical expedient by which short-term leases
of up to one year and/or leases in which the underlying asset has a low value, are
accounted for such that lease payments are recognized in profit or loss on a straight-
line basis, over the lease term, without recognizing an asset and/or liability in the
statement of financial position.

The lease term

The lease term is the non-cancellable period of the lease plus periods covered by an
extension or termination option if it is reasonably certain that the lessee will or will
not exercise the option, respectively.

Depreciation of right-of-use asset

After lease commencement, a right-of-use asset is measured on a cost basis less
accumulated depreciation and accumulated impairment losses and is adjusted for re-
measurements of the lease liability. Depreciation is calculated on a straight-line
basis over the useful life or contractual lease period, whichever earlier, as follows:

[1Buildings 5-10 years

Subleases

In leases where the Group subleases the underlying asset, the Group examines
whether the sublease is a finance lease or operating lease with respect to the right-
of-use received from the head lease. The Group examined the subleases existing on
the date of initial application based on the remaining contractual terms at that date.
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Note 2 -

Significant Accounting Policies (Cont.)

New standards, amendments to standards and interpretations not yet adopted

Standard/interpretati
on/
amendment

The requirements of the publication

Amendment to IAS The Amendment narrows the scope of the

12, Income
Taxes: Deferred
Tax related to
Assets and
Liabilities
arising from a
Single
Transaction

Amendment to
IFRS 3,
Business
Combinations

exemption from recognizing deferred taxes
as a result of temporary differences created
at the initial recognition of assets and/or
liabilities, so that it does not apply to
transactions that give rise to equal and

offsetting temporary differences.
As a result, companies will need to
recognize a deferred tax asset or a deferred
tax liability for these temporary differences
at the initial recognition of transactions
that give rise to equal and offsetting
temporary differences, such as lease
transactions  and provisions  for

decommissioning and restoration.

The Amendment replaces the requirement
to recognize liabilities from business
combinations in accordance with the
conceptual framework, the reason being
that the interaction between those
instructions and the guidance provided in
IAS 37 regarding recognition of liabilities

was unclear in certain cases.

The Amendment adds an exception to the
principle for recognizing liabilities in IFRS
3. According to the exception, contingent
liabilities are to be recognized according to
the requirements of IAS 37 and IFRIC 21
and not according to the conceptual
framework. The Amendment prevents
differences in the timing of recognizing

liabilities that could have led to the
recognition of gains and losses
immediately  after  the business

combination (day 2 gain or loss). The
Amendment also clarifies that contingent

29

Effective date and

transitional
provisions

Expected effects

The Amendment is
effective for annual
periods beginning on
or after January 1,
2023, by amending
the opening balance
of the  retained
earnings or adjusting

a different
component of equity
in the period the
Amendment was first
adopted.

Earlier application is
permitted.

The Amendment is
effective for annual
periods beginning on
or after January 1,

2022.

Example:
The Group is

examining the effects

of the Amendment on

the financial statements

with no plans for early

adoption.

Application of the

Amendments is  not

expected to have a

material effect on the

financial statements.
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Amendment to
IAS 1,
Presentation of
Financial
Statements:
Classification
of Liabilities as
Current or
Non-Current

assets are not to be recognized on the date

of the business combination.
The  Amendment replaces  certain
requirements for classifying liabilities as
current or non-current. Thus for example,
according to the Amendment, a liability
will be classified as non-current when the
entity has the right to defer settlement for
at least 12 months after the reporting
period, and it "has substance" and is in
existence at the end of the reporting period,
this instead of the requirement that there be
an "unconditional™ right. According to the
Amendment, a right is in existence at the
reporting date only if the entity complies

The Amendment is
effective for
reporting periods
beginning on or after
January 1, 2024 with

earlier  application
being permitted. The
Amendment is
applicable
retrospectively,
including an
amendment to

comparative data.

The Group is

examining the effects

of the Amendment on

the financial statements

with no plans for early

adoption.

with conditions for deferring settlement at
that date. Furthermore, the Amendment
clarifies that the conversion option of a
liability will affect its classification as
current or non-current, other than when the
conversion option is recognized as equity.

Note 3-  Significant Accounting Estimates and Approximations:
In the process of applying the significant accounting policies in the financial statements,
the Group exercised discretion and took into account considerations regarding the
following matters, which have a significant impact on the amounts which were
recognized in the financial statements:
Significant estimates and assumptions
In the preparation of the financial statements, management is required to make use
of estimates and assumptions which affect the implementation of the accounting
policy and the reported amounts of assets, liabilities, income and expenses,
regarding which there is a significant risk of the performance of significant
adjustments to the carrying amounts of assets and liabilities during the next fiscal
year.
Changes in accounting estimates are applied during the period when the estimate
was changed.
Determination of fair value of non-marketable financial assets - investments in
companies in the biomed sector
Note 3-  Significant Accounting Estimates and Approximations (Cont.)

The fair value of non-marketable financial assets classified at level 3 of the fair
value hierarchy (investments in stocks and options of portfolio companies in the
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biomed sector) is determined according to the valuation methods described in Note
10. The estimated fair value of financial instruments which are not listed for trade
in an active market includes several assumptions, where any change therein, or the
non-materialization thereof, could significantly affect their fair value.

Determination of the fair value of biological assets and net realizable value of inventory

The fair value of biological assets and the cost of inventory on the harvest date is
determined based on the overall estimates of management (key assumptions -
expected selling price according to the determined arrangements, completion and
processing costs, percentage of mature plants), changes in assumptions used to
measure fair value may affect the fair value of biological assets or the net realizable
value.

Goodwill

For the purpose of determining whether impairment of goodwill has occurred,
Company management estimates the value in use of cash-generating units to which
goodwill has been allocated. For details regarding the calculation of value in use,
see Note 8D. For all the periods presented in these financial statements - The
recoverable amount was estimated to be higher than the carrying amount of the unit,
and no provision for impairment was required

Note 4 - Cash and Cash Equivalents:

December 31
2021 2020
NIS in thousands

Cash 193,214 37,888
Short term deposits 3,003 -
196,217 37,888

The currencies in which balances of cash and cash equivalents are denominated, or to
which they are linked, are:

usD
NIS

Total cash and cash equivalents

December 31

2021 2020

NIS in thousands

72,497 -
123,720 37,888
196,217 37,888

Note 5 — Inventory:
Inventory is comprised of finished goods of dry packaged or rolled medical cannabis and

cannabis oil, as well as the outputs of processing procedures, which include, inter alia,
agricultural produce which has been transferred from biological assets, where the procedure
of processing into finished goods has not yet been completed.
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December 31

2021

2020

NIS in thousands

Finished goods 39,256 7,640
Goods in process and dried inflorescence 23,057 11,409
Total inventory 62,313 19,049
Note 6 - Biological Assets:
(1) Fair value hierarchy
The table hereunder presents the biological assets that are measured at fair value, using a
valuation ~ method according to the fair value levels.
December 31, 2021
Level 1 Level 2 Level 3 Total
NIS thousands NIS thousands NIS thousands NIS thousands
Biological Assets - - 5,566 5,566
December 31, 2020
Level 1 Level 2 Level 3 Total
NIS thousands NIS thousands NIS thousands NIS thousands
Biological Assets - - 3,153 3,153

As stated in Note 2F above, the Company measures biological assets (level 3), which are
mostly comprised of medical cannabis plants and agricultural produce, at fair value less
selling costs up to the point of harvest. This value serves as the cost basis of inventory after

the harvest.

The Company’s biological assets are primarily comprised of medical cannabis seedlings
and medical cannabis. Presented below are the changes in biological assets during the

reporting period:

Balance as of January 1

Costs of growing medical cannabis plants
Change in fair value less selling costs
Transfer to inventory

Balance as of December 31
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2021 2020

NIS in thousands
3,153 1,145
24,556 10,450
6,574 3,202
(28,717)  (11,644)
5,566 3,153
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Disclosure regarding assumptions which were used to estimate the net fair value of biological assets

A. below are the main assumptions used:
31/12/2021  31/12/2020

Net growing area (in thousands of square meters) 10.5 10.5
Estimate net yield as of the reporting date (tons) (1) 1.6 2.1
Estimated net selling price (NIS per gram) (2) 17.4 13.7
Estimated growing cycle length (in weeks) (4) 13 13

Estimated growing cycle completion rate (in percent) (5) 29% 15%
Proportion of plants which do not reach the harvesting stage 8% 8%

(1) According to the number of seedlings as of the end of the reporting period

(2) According to the price range of the Company’s existing products as of the end of the
reporting period

(3) The Company’s estimate regarding the future rate of sales

(4) Inaccordance with the Company’s experience, and according to the strains which exist as
of the reporting date

(5) By planting date vs. growing cycle length

B. Below is a sensitivity analysis on the fair value of the biological assets (in NIS
thousands) in respect of a 10% increase in each of the following variables:

31/12/2021 31/12/2020
Average selling price 673 315
Proportion of oil products 50 27
Proportion of plants which do not reach the harvesting (445) (394)

Note 7 - Investments in Financial Assets Measured at Fair Value Through Profit or Loss:
As of December 31, 2021 and as of December 31, 2020, the Company holds 3,840,617
shares of XTL Biopharmaceuticals Ltd. (hereinafter: “XTL”), which constitute 0.70% of
XTL’s issued and paid-up capital.
As of the end of the reporting period, the Controlling Shareholder holds 23.54% of XTL
shares.

The fair value of these shares as of the end of the reporting period was based on the quoted
share price (level 1) as XTL is a publicly traded company listed in the Nasdaq and Tel-Aviv
stock exchange, see also Note 12B.

The fair value and changes in securities which were classified “Financial assets measured
at fair value through profit or loss” during the reporting periods was as follows:

2021 2020
NIS in thousands
Balance as of January 1, 376 177
Changes in fair value carried to the statement of income (46) 199
Balance as of December 31, 330 376

33



Intercure Ltd.
Consolidated Statements of Cash Flow

Note 8 - Investment in Subsidiaries:

The Company has three main subsidiaries, all in the cannabis sector: Canndoc, which is wholly
owned (100%), Pharmazone, which is wholly owned (100%) and Cannolam, which is held
50.1%.

A. Acquisition of 38% of Canndoc shares

On September 4, 2018, the Company acquired 38% of the share capital of Canndoc Ltd.,
a private company which is unrelated to the Company, and which holds an active license
from the Ministry of Health for growing medical cannabis and for distributing it to
patients in Israel.

A. Canndoc Ltd. was incorporated in March 2010, and is engaged in the field of
propagating, growing and marketing medical cannabis products (IMC Medical
Grade), as well as conducting studies in the field.

B. Canndoc Ltd. holds a license from the Ministry of Health for growing medical
cannabis and for distributing it to patients in Israel. The Company has also been
certified as fulfilling the Ministry of Health’s regulation process regarding
regulation and preparedness for exporting - the IMC-GAP standard, as defined
and established by the Medical Cannabis Unit at the Ministry of Health, which
was given to the Company, both in respect of the propagation farm, and in
respect of the growing farm.

As stated in Note 13, the financing for the acquisition in accordance with the agreement
was provided to the Company by the Controlling Shareholder, who presented the
transaction to the Company, and offered the Company to engage in the transaction. In
consideration of the financing for the transaction, and subject to its completion, the
Company granted to the controlling shareholder options convertible into ordinary
Company shares.

In consideration of the acquired interests, the Company paid a total of NIS 8,216
thousand. The consideration included a total of NIS 7,500 thousand which was paid to
the seller in respect of the sold shares, while the rest of the consideration was provided to
Canndoc as a shareholder’s loan bearing interest of 2.61%, to finance its operating
activities, instead of a shareholder’s loan which the seller provided to Canndoc in the past,
see also Note 13B.

Additionally, on the acquisition date the Company provided an additional loan of NIS
500 thousand which bears annual interest at a fixed rate of 5% per year and will be repaid
on the earlier of either (1) One year after the date of receipt of the loan; or (2) The
completion of a capital raising by the borrower. As of the end of the reporting period, this
loan has not yet been repaid.

B. Completion of the acquisition of 100% of Canndoc shares:

On February 11, 2019, the Company completed the acquisition of 100% of Canndoc
shares, against an allocation of shares of the Company. In respect of the completion of
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Note 8 - Investment in Subsidiaries: (Cont.)

the acquisition, the Company performed an updated valuation of the investment in
Canndoc in its financial statements.

A. Presented below is the fair value, as of the acquisition date, of the transferred
consideration:

NIS in
thousands
Issuance of 7,931,589 ordinary shares of the Company (A) 107,632
Total transferred consideration 107,632
Fair value of the investment in Canndoc prior to the business
combination (B) 65,968
Total 173,600
(A) The fair value of the ordinary shares which were issued as part of the

consideration of the business combination was determined based on the
closing price of the Company’s stock on the Tel Aviv Stock Exchange on
February 11, 20109.

(B) The Group recognized a gain in the amount of approximately NIS 58,808
thousand as a result of the fair value measurement of its equity rights, at a
rate of 38%, in Canndoc Ltd., which were held before the business
combination. The profit was included under other expenses (income), net,
in the statement of comprehensive income for the period ended December
31, 2019.

B. Cash flows which arose for the Group as a result of the acquisition:

2019
NIS in
thousands
Total acquisition cost 107,632
Less - non-cash consideration for Canndoc Ltd. (107,632)
Consideration paid in cash -
Plus acquired cash and cash equivalents 385
Total 385
Amounts recognized on the acquisition date
NIS in
thousands

Cash and cash equivalents 385
Trade and other receivables 1,051
Inventory and biological assets 7,723
Property, plant and equipment 1,791
Loan (2,146)
Trade and other payables (1,731)
Short term loan from related parties (716)
Deferred tax liability (723)
Total identifiable net assets 5,634
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Note 8 - Investment in Subsidiaries: (Cont.)

C. Goodwill

The consideration which was paid in the business combination included amounts
associated with the expected benefits from growth in revenue, and future developments
in Canndoc’s operating market.

All of the above led to the creation of goodwill in the amount of NIS 167,965 thousand
due to the business combination.

Impairment test of goodwill:
The goodwill is allocated to a cash-generating unit - the cannabis segment. As of the

end of the reporting period, the Company performed an impairment test of goodwill.
The recoverable amount of this cash-generating unit was determined according to the
fair value of the Company’s shares as of the end of the reporting period on the Tel Aviv
Stock Exchange, less net financial assets and the value of the Company’s stake in XTL,
Novellus and Regenera (as described in Note 7 and Note 10).

C. Acquisition of 50.1% stake in shares of Cannolam:

On May 14, 2020, the Company’s board of directors approved the engagement in a series
of agreements for the acquisition of a 50.1% stake in the shares of Cannolam Ltd.

The Company allocated to some of the shareholders of Cannolam Ltd. (in a private
allocation) 1,788,962 shares, which constituted approximately 1.62% of the Company’s
issued and paid-up capital (1.41% fully diluted), in consideration of 21.9% of the shares
of Cannolam Ltd.

Cannolam Ltd. will also be given rights to agricultural produce which will be grown in
Canndoc’s (current or future facilities, including providing the right to grow on land for
which Canndoc has rights of use, or alternative land in which no less than NIS 10,200
thousand has been invested, in consideration of the allocation of 28.2% of Cannolam
shares, such that the Company will cumulatively hold 50.1% of Cannolam shares.

The Cannolam acquisition transaction was completed on July 1, 2020, and accordingly,
its operating results were consolidated for the first time beginning on that date.

A. Presented below is the fair value, as of the acquisition date, of the transferred
consideration:

NIS in thousands

Issuance of 1,788,962 ordinary shares of the Company (A) 6,904
Rights to agricultural produce 10,200
Shareholder’s loan (600)
Non-controlling interests 15,655

32,159

36



Intercure Ltd.
Consolidated Statements of Cash Flow

Note 8 - Investment in Subsidiaries: (Cont.)

(A) The fair value of the ordinary shares which were issued as part of the
consideration of the business combination was determined based on the closing price
of the Company’s stock on the Tel Aviv Stock Exchange on July 1, 2020.

B. Net cash flow in the acquisition

NIS in thousands
Consideration paid in cash -

Less - acquired cash and cash equivalents 387
Total 387

C. Amounts recognized on the acquisition date in respect of assets and liabilities:
NIS in thousands

Cash and cash equivalents 387
Trade and other receivables 1,790
Rights to agricultural produce 10,200
Inventory 237
Property, plant and equipment and right-of-use asset 3,204
Financial liabilities (2,462)
Loan from non-controlling interest (1,296)
Lease liability (2,039)
Total identifiable net assets 10,021

22,138
D. Goodwill

The cost of the business combination embedded payment in respect of the control
premium for the acquisition of Cannolam. Additionally, the consideration which was
paid in the business combination included amounts associated with the expected
benefits from synergy (collaboration), growth in revenue, and future developments in
Cannolam’s operating market. These benefits are not recognized separately from
goodwill, since the future economic benefits which are expected to arise from them
are not reliably measurable. All of the above led to the recognition of goodwill in the
amount of NIS 22,138 thousand.

E. Non-controlling interests

The total sum of non-controlling interests in Cannolam Ltd. (49.9%) which was
recognized on the acquisition date is NIS 15,655 thousand. The non-controlling
interests were estimated based on their fair value.
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Note 8 - Investment in Subsidiaries: (Cont.)

F. Impact of the acquisition on the Company’s results

Total revenue in the six month period ended December 31, 2020 includes
approximately NIS 11,160 thousand which is attributable to Cannolam Ltd.

Additionally, total comprehensive loss for the six month period ended December 31,
2020 includes profit of approximately NIS 2,187 thousand which is attributable to
Cannolam Ltd.

Had the acquisition taken place at the beginning of the twelve month period ended
December 31, 2020, the Group’s total revenue would have amounted to
approximately NIS 72,119 thousand, and the Company’s losses would have amounted
to approximately NIS 36,218 thousand.

D. Subsidiaries - Other Acquisitions

A.

A.

Details in respect of subsidiaries
In January 2021, the Company engaged, through Cannolam, in an agreement to
purchase pharmacies located in Ashdod and Herzliya.
In March 2021, the Company acquired, through Cannolam, of four pharmacies
located in Dimona (51%), Tel Aviv (100%), Kfar Hasidim (100%) and Ashdod
(51%).
In May 18, 2021, the Company acquired 100% of “Pharmazone” trading house,
"Doron" pharmacy and “Ahuza” pharmacy located in Raanana.
In June 3, 2021, the Company acquired, through Cannolam, 51% of "Kineret" -
pharmacy located in Kfar Saba.
On July 6, 2021, the Company engaged in an agreement to purchase, through
Cannolam, "Green-Zone" — pharmacy located in Yokneam.
On July 6, 2021, the Company engaged in an agreement to purchase "Green-Log"
- wholeseller located in Yokneam.
On August 5, 2021, the Company engaged in an agreement to purchase "My Club”
pharmacy located in Em Haderech.
On August 8, 2021, the Company engaged in an agreement to purchase 51% of
"Club Pharm Shely" pharmacy located in Binyamina.
On August 11, 2021, the company engaged in an agreement to purchase 3
pharmacies ("Max Pharm Rishon", "Max Pharm Holon" and another one in Petah
Tikva) and consulting center from Cannomed Medical Cannabis Industries Ltd.
All of the pharmacies acquired are licensed to sell medical cannabis. Petah Tikva
pharmacy is in the process of getting licensed.
On October 20, 2021, the company engaged in an agreement to purchase 51% of
"Maayan Haim" pharmacy located in Bet Dagan which have a licensed to sell
Medical cannabis.
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Note 8 - Investment in Subsidiaries: (Cont.)

Measurement of fair values

(i)  Presented hereunder is information regarding the techniques the Group used to measure the
fair value of the assets and liabilities recognized as a result of the business combination:

a. Contingent consideration in business combination

See Note 2 on financial instruments regarding measurement of the fair value of contingent
consideration in a business combination. The Group has NIS 18,668 thousands of contingent
considerations, of which NIS 12,656 thousand are regarded as provisional.

If new information is obtained within one year from the acquisition date about facts and

circumstances that existed at the acquisition date, the Group will retrospectively adjust the
relevant amounts that were recognized at the time of the acquisition.

A. Presented below is the fair value, as of the acquisition’s date, of the transferred
consideration:

NIS in thousands

Consideration paid in cash 27,432
Payable in respect of shares 17,376
Deferred consideration in cash 6,734
Contingent consideration 18,668
Non-controlling interests 9,043

79,253

B. Net cash flow in the acquisition
NIS in thousands

Consideration paid in cash (24,612)
Less - acquired cash and cash equivalents 4,511
Total (20,101)

C. Amounts recognized on the acquisition date in respect of assets and liabilities:
NIS in thousands

Cash and cash equivalents 4,511
Restricted cash 110
Trade and other receivables 20,927
Deferred tax assets 1,056
Inventory 22,788
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Property, plant and equipment and right-of-use asset 6,325
Current maturities (93)
Trade and other payable (50,670)
Financial liabilities (3,583)
Loan from non-controlling interest (5,119)

(383)
Lease liability (2,650)
Total identifiable net assets (6,781)
B. Goodwill

The cost of the business combination embedded payment in respect of the control
premium for the acquisition of The Subsidiaries. Additionally, the consideration
which was paid in the business combination included amounts associated with the
expected benefits from synergy (collaboration), growth in revenue, and future
developments in the Subsidiaries operating market. These benefits are not recognized
separately from goodwill, since the future economic benefits which are expected to
arise from them are not reliably measurable. All of the above led to the recognition of
goodwill in the amount of NIS 67,690 thousand, of which NIS 60,986 thousand are
regarded as provisional.

C. Non-controlling interests
The total sum of non-controlling interests in the Subsidiaries which was recognized
on the acquisitions date is NIS 12,235 thousand. The non-controlling interests were
estimated based on their fair value. of which NIS 3,559 thousand are regarded as
provisional.

D. Impact of the acquisition on the Company’s results
Total revenue for the consolidation period ended December 31, 2021 includes
approximately NIS 54,609 thousand which is attributable to the Subsidiaries acquired.

Additionally, total comprehensive profit for the consolidation period ended December
31, 2021 includes profit of approximately NIS 3,153 thousand which is attributable
to Subsidiaries acquired.

Had the acquisition taken place at the beginning of the twelve-month period ended
December 31, 2021, the total revenue of the acquired subsidiaries would have been
NIS 162,164 thousand, and the acquired subsidiaries loss would have NIS 3,068
thousand.

Acquisition-related costs

The Group incurred acquisition-related costs of NIS 356 thousand related to legal fees and due
diligence costs. These costs have been included in other expenses in the statement of income.
The goodwill is attributable mainly to the skills and technical talent of the acquiree’s work force,
and the synergies expected to be achieved from integrating the company into the Group’s existing
regular paper business .
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The initial accounting for the business combinations is incomplete due to the hight number of

transactions and thus the company is still obtaining the information necessary to identify and

measure items such as intangible assets. Accordingly, the amounts recognized in our financial
statements for these items are regarded provisional as at December 31, 2021.

Note 9 - Property, Plant and Equipment and right of use assets:

2021

Cost
Balance as of January 1, 2021

Acquisitions as part of business
combination

Additions during the year
Balance as of December 31, 2021

Less accumulated depreciation
Balance as of January 1, 2021
Additions during the year
Balance as of December 31, 2021

Property, plant and equipment,
net, as of December 31, 2021

2020

Cost

Balance as of January 1, 2020
Acquisitions as part of business
combination

Additions during the year
Balance as of December 31, 2020

Less accumulated depreciation
Balance as of January 1, 2020
Additions during the year
Balance as of December 31, 2020

Property, plant and equipment,
net, as of December 31, 2020

Computers Machinery  Buildings
and office Right-of- and and
equipment use asset  equipment greenhouses Total
NIS in thousands
904 4,996 3,391 48,274 57,565
1,230 2,660 341 2,174 6,405
1,827 19,459 4,391 8,350 34,027
3,961 27,115 8,123 58,798 97,997
160 869 527 2,539 4,095
569 2,277 831 3,716 7,393
729 3,146 1,358 6,255 11,488
3,232 23,969 6,765 52,543 86,509
Computers Machinery  Buildings
and office Right-of- and and
equipment use asset  equipment greenhouses Total
NIS in thousands
426 2,957 1,677 27,932 32,992
276 2,039 - 889 3,204
202 - 1,714 19,453 21,369
904 4,996 3,391 48,274 57,565
71 246 138 387 842
89 623 389 2,152 3,253
160 869 527 2,539 4,095
744 4,127 2,864 45,735 53,470
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Note 10 - Investment in Assets Measured at Fair VValue through Profit or Loss:

The Company’s investments in biomed companies are revalued at fair value through profit and loss.
The fair value is determined according to valuations, which are mostly performed using the OPM
method.

December 31

2021 2020

NIS in thousands

Fair value of the investment in Regenera (A) - -
Fair value of the investment in Novellus (B) 1,600 3,141

Fair value of the investment in Cavnox (C) 965 -
2,565 3,141

A. Regenera Pharma Ltd (“Regenera”)

In 2015, the Company signed an investment agreement with Regenera Pharma
Ltd. (hereinafter: “Regenera”), an Israeli private company in the biomed sector,
which is engaged in the research and development of innovative treatment
methods for tissue restoration in the human body.

On May 22, 2019, the Company completed the sale of 105,833 Series A preferred
shares of Regenera, which constitute approximately 1.35% of the issued and paid-
up capital of Regenera (undiluted), for a total cash consideration of USD 1.27
million, reflecting a price per share of approximately USD 12.

The preferred shares and derivative instruments are presented in the balance sheet
under the item for the investment in Regenera - financial assets measured at fair
value through profit or loss and classified at level 3, as described in Note 12B.

On April 30, 2020, the Company’s board of directors discussed a notice which
was received from Regenera, in which it was stated that in light of weak clinical
results from an optic nerve trial, and an adjustment to the trial protocol, Regenera
intends to raise a total of approximately USD 3 million, according to a value which
is significantly lower than the valuation as of December 31, 2019, as part of a
private allocation including rights.

The Company chose not to participate in the rights issue, and accordingly, on May
18, 2020, the Company was informed that Regenera had completed the raising
through a private allocation to some of the current shareholders, whereby in Stage
A the investors provided a total of approximately USD 1.3 million, and subject to
the achievement of milestones, the investors will provide an additional total of
approximately USD 2 million (hereinafter: the “Additional Raising Rounds”). The
milestones are linked to the adjustment of the outline of the optic nerve clinical
trial, and include, inter alia, receipt of FDA approval for the updated trial outline,
and reaching “first patient in” status.

As a result the completion of the raising, the Company’s stake in Regenera was
diluted from 11.76% to 9.33%. Subject to the completion of the remaining capital
raising rounds, the Company’s stake will be diluted to a rate of 7.85%.
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On September 29, 2020, the Company was informed that Regenera’s board of
directors had resolved to discontinue Regenera’s activity. In light of the
information which the Company received, the Company wrote off the value of its
stake in Regenera.

B. NovellusDX Ltd. (“Novellus”)

B.1.

B.2.

B.3.

B.4.

Contractual agreement with NovellusDX L td.

In 2015 the Company signed an investment agreement together with the Pontifax
Venture Capital and additional investors, for an investment of approximately USD
10 million in NovellusDX Ltd . (hereinafter: the “Agreement” and “Novellus™), a
Israeli private company.

Novellus is developing an innovative technology which is intended to
significantly improve the results of treatment of patients suffering from various
types of cancer, using designated biological drugs (hereinafter: the “Product”).
Under the agreement, the Company will invest a total of USD 2.5 million
(hereinafter: the “Investment Amount”), of which USD 1.25 million was invested
on the initial closing date (as defined in the agreement), and an additional USD
1.25 million will be invested after the achievement of the milestone, as defined in
the agreement between the parties. In consideration of the Company’s total
investment, 390,930 Series B preferred shares and 312,734 options to acquire
Series B1 preferred shares, at an exercise price of USD 7.994 per exercise share,
were allocated to the Company.

Successful achievement of milestone

Novellus achieved the milestone in 2016, and accordingly, the Company
transferred the second payment in accordance with the agreement, in the amount
of USD 1.25 million, in consideration of the allocation of 195,465 Series B
preferred shares and 156,367 additional options.

Stake:

As of December 31, 2021, the Company’s stake in Novellus is approximately
0.76% of capital, undiluted (assuming conversion to ordinary shares), and
approximately 0.6%, fully diluted.

Value of the Company’s holding in Novellus:

In September 2020, a capital raising round of approximately USD 56 million was
completed. The Company undertook to provide a total of approximately USD 500
thousand, in three milestones. As of December 31, 2021, and 2020 the Company
has invested a total of approximately NIS 88 and NIS 181 thousend, respectively.

Following the raising, the Company’s stake in Novellus is 0.72%. The total value

of the Company’s holdings, including revaluation of its previous stake, amounts
to NIS 3,617 thousand.
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C. Cavnox Ltd. (“Cavnox”)
In October 2021, the Company signed an investment agreement with Cavnox Ltd.

(hereinafter: “Cavnox”), a private Israeli company that was established on the basis of
knowledge developed at the Technion Institute for Research and Development Ltd.
which relates to cannabis-based treatment for various types of cancer.

Cavnox plans to operate in two parallel clinical channels:

1. The first and immediate clinical channel is the medical cannabis route in Israel
on the extraction of a cannabis strain that includes within it the molecules
relevant to the treatment of the selected indication. Cavnox is currently
advancing in the construction of the clinical trial in this channel for the treatment
of chronic lymphocytic leukemia (CLL) with a mutation in the Notch gene.

2. The second clinical channel is a pharmaceutical route which Cavnox will not
use a cannabis strain extract that contains the relevant molecules but will
develop a dedicated formulation that includes only the relevant molecules when
Cavnox intends to use synthesized molecules as is customary in the pharma
worlds.

The Company invested in Cavnox a total of USD 300 thousand in return for a
convertible loan which will be converted to shares of Cavnox in the next qualified
financing round of Cavnox.

Note 11 - Receivables and Payables

A. Trade receivables:

December 31

2021 2020
NIS in thousands
Open accounts * 14,532 9,602
Credit cards receivable 3,788 3,414
Provision for doubtful debts (913) (550)
17,407 12,466

* For additional information, please see Note 12A(2) regarding factoring.

B. Other receivables:

December 31

2021 2020
NIS in thousands
Institutions 2,535 710
Prepaid expenses 4,979 452
Prepayments to suppliers 8,140 337
Loan to non-related parties 4,680 1,643
Receivables revenue 1,187 -
Others 11,722 538
33,243 3,680
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C. Other payables:

December 31

2021 2020
NIS in thousands
Accrued expenses 5,959 3,429
Institutions 4,884 1,309
Deferred revenues 2,901 1,166
Short term Lease liability 3,307 -
Advanced payments 5,950 -
Others 18,049 2,801
41,050 8,705

Note 12 - Financial Instruments and Management of Financial Risks:

A. Financial risk factors

The Company’s activity exposes it to various financial risks, such as market risks
(foreign currency risk, interest rate risk and price risk), credit risk and liquidity risk.
The Company’s overall risk management plan focuses on activities to minimize
possible negative effects on the Company’s financial performance.

1)  Market risks:

A. Foreign currency risk
The carrying amounts of the Group’s financial assets and liabilities which are
denominated in foreign currency are as follows:

Assets Liabilities
As of December 31 As of December 31
2021 2020 2021 2020
NIS in NIS in NIS in NIS in
thousands  thousands  thousands  thousands
Cash - USD 72,497 - - -
Investment in Novellus - USD 1,600 3,141 - -
Investment in Cavnox - USD 965
Other receivables - USD 7,464

B. Pricerisk
The Company has invested in marketable shares listed on a stock exchange
(XTL), which are classified as financial assets in respect of which the Group
is exposed to risk due to volatility in the security’s price, which is determined
based on market prices on the Stock Exchange. The balance of these
investments in the financial statements as of December 31, 2021 is NIS 330
thousand.
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2)

3)

Credit risk

Cash and cash equivalents:

Credit risk arises in respect of cash and cash equivalents. The Company engaged
with banking corporations which have been given minimum independent ratings
of AA.

Customer debt:

The terms of customer credit are up to end of month + 90 days. The Company's
exposure to credit risk is influenced mainly by the individual characteristics of
each customer. The Company evaluates provisions for doubtful debts on a case by
case basis. The Company has a factoring agreement in respect of customer debt
with a leading bank in Israel. In accordance with the agreement and as of the
reporting date, the Company assigned, through absolute assignment by way of
sale, customer debt in the amount of approximately NIS 36 million with an
estimate annual interest of 3%.

Liquidity risk:

The Company evaluates the risk of cash shortage using monthly budgets.

The following table presents the repayment periods of the Group’s financial
liabilities, in accordance with their contractual terms, by undiscounted amounts
(including payments in respect of interest):

As of December 31, 2021:
Up to one One year
year or more Total
NIS in thousands

Credit from banking corporations

o 70,559 11,877 82,436

Trade payables and other payables 116,090 116,090

Lease liability (1) 3,307 21,371 24,678

Short term loan from related party

(Note 13B) 1,722 76 1,798
191,678 33,248 225,002

** The Company is in compliance with the required financial covenants. Therefore, the liabilities
are presented under non-current liabilities
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As of December 31, 2020:

Up to One
one year or
year more Total

NIS in thousands

Credit from banking corporations 355 388 743
Trade payables and other payables 27,329 - 27,329
Lease liability (1) 899 3,500 4,399
Short term loan from related party (Note 166 241 407
13B)

28,749 4,129 32,878

(1) The company has lease agreements for the company's offices in Herzliya and
for the pharmacies located throughout Israel.
The term of the leases agreements ends between 2025 - 2036, depends the location.

B. Disclosure of fair value
The following table presents the Company’s financial assets and financial liabilities
which are measured at fair value as of December 31, 2021:

Level 1 Level 2 Level 3 Total

NIS in thousands

Assets:
Financial assets measured at fair
value through profit or loss:

Investments in investees - - 2,565 2,565
Investment in XTL stocks 330 - - 330
Total assets 330 - 2,565 2,895

The following table presents the Company’s financial assets and financial liabilities
which are measured at fair value as of December 31, 2020:

Level 1 Level 2 Level 3 Total
NIS in thousands

Assets:
Financial assets measured at
fair value through profit or loss:

Investments in investees - - 3,141 3,141
Investment in XTL stocks 376 - - 376
Total assets 376 - 3,141 3,517
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Financial assets

The Company has investments in investees measured at fair value through profit or loss.
The fair value of the investments in these investees as of December 31, 2021 amounted
to a total of NIS 2,895 thousand, in accordance with a valuation which was received
from an external valuer (level 3) or quoted marked price (level 1). For additional
information see Note 10 above.

In accordance with the valuation of the investment, the fair value of shares was
estimated according to the options pricing model (OPM). In this method, the investment
in each series of shares is likened to a call option, where the rights of the share series
with priority for that investment represents an exercise price.

For details regarding the fair value of the investment in XTL shares, see Note 7 above.

Changes in financial instruments whose fair value measurement was classified at level

3:
Financial assets measured at
fair value through profit or loss
in
2021 2020
NIS in thousands
Opening balance 3,141 39,910
Investment (sale) of assets measured at fair value
through profit or loss 1,246 626
Profit (loss) which was recognized in the statement of
income (1,822) (37,395)
Closing balance 2,565 3,141

C. Sensitivity analysis to changes in market factors:
The following table specifies the sensitivity to an increase or decrease of 1.5% in the
relevant exchange rate. This metric represents the estimate of management regarding
reasonably possible changes to the exchange rate. The sensitivity analysis includes
current balances of monetary items denominated in foreign currency, and adjusts the
translation thereof at the end of the period to a change of 1.5% in foreign currency rates.

Impact of the USD Impact of the EUR
As of December 31 As of December 31
2021 2021
NIS in thousands NIS in thousands

Profit or loss 1,087 -

Sensitivity tests and main assumptions

The selected changes to the relevant risk variables, as presented in Note 10, were
determined in accordance with the estimates of management regarding reasonably
possible changes to those risk variables.

48



Intercure Ltd.
Consolidated Statements of Cash Flow

Note 12 - Financial Instruments and Management of Financial Risks: (Cont.)

The Company performed sensitivity tests to main market risk factors which could affect
the reported operating results or financial position. The sensitivity tests present profit
or loss and/or the change in capital (before tax) for each financial instrument in respect
of the relevant risk variable which was chosen for it, as of each reporting date. The
evaluation of risk factors was performed based on the significance of the exposure of
the operating results or financial position in respect of each risk factor, with reference
to the functional currency, and assuming that all other variables remain unchanged.

The risk tests in respect of marketable investments for which quoted market prices
(stock exchange prices) are available were based on possible changes in those market
prices.

Note 13 - Transactions with Related Parties:

A. Loans from controlling shareholder

On December 23, 2015, the Company entered into an agreement with Mr. Alexander
Rabinovitch, the Company’s controlling shareholder, under which Mr. Rabinovitch
undertook to provide to the Company, independently or through a company under his
control, a total amount of USD 1.25 million, as a loan or guarantee, according to the
Company’s exclusive discretion. The aforementioned loan / guarantee will be
available to the Company for 12 months, i.e., from December 22, 2015 to December
22,2016 (hereinafter: the “Repayment Date”), unless the parties have agreed to defer
the repayment date of the loan / guarantee (hereinafter: the “Line Of Credit”).

As part of the foregoing engagement, the Company undertook that in case it has not
repaid the line of credit by the foregoing repayment date, the line of credit will be
converted by way of an allocation of ordinary Company shares with no par value, as
part of a rights issuance to Company shareholders, which will be performed by the
Company within 6 months after the repayment date. In case the foregoing rights
issuance is not executed, for any reason whatsoever, the Company will be obligated
to repay the line of credit on a date which will be agreed upon between the parties.
The foregoing line of credit was given under eligible transaction conditions - i.e., the
amount of the loan / guarantee will not accrue interest or linkage differentials.

At the Company’s request, on March 6, 2016 Mr. Rabinovitch provided a loan to the
Company in the amount of USD 750 thousand (hereinafter: the “Loan”). The loan
amount was used by the Company to perform the second part of the investment in
Regenera.

On December 25, 2016, the Company signed an agreement with the controlling
shareholder, according to which the line of credit and the loan, which were due to
expire on December 22, 2016, would be extended until December 22, 2017. In
November 2017, the Company signed an agreement with the controlling shareholder
regarding an additional extension until December 22, 2018.

On January 16, 2017, the Company reported that it had withdrawn an additional USD
250 thousand from the line of credit, such that the total amount of the loan from the
controlling shareholder will amount to USD 1 million, and the remaining line of credit
will amount to USD 250 thousand.

49



Intercure Ltd.
Consolidated Statements of Cash Flow

Note 13 - Transactions with Related Parties: (Cont.)
The fair value of the loan was estimated based on the expected cash flows in respect
of the loan, discounted by the interest rate which the Company would have been
required to pay on a similar loan under market conditions, as estimated by an
independent external valuer.

The loan was initially recognized on December 23, 2015, at a fair value of USD 649
thousand (according to a discount rate of 20%), and in the discussion regarding the
extension of the loan repayment date, December 22, 2016, the loan was recorded in
the amount of USD 619 thousand (according to a discount rate of 21.11%), where the
difference between these values and the loan amount was carried to the capital reserve
for transactions with the controlling shareholder.

On January 16, 2017, an additional loan in the amount of USD 250 thousand was
provided, which was recorded in its financial statements in accordance with its fair
value of USD 211 thousand (according to a discount rate of 20.1%). On the loan
extension date, December 22, 2017, the loan in the amount of USD 1 million was
recorded in accordance with its fair value in the amount of USD 828 thousand
(according to a discount rate of 18.9%). The difference between these values and the
loan amount was carried to the capital reserve for transactions with the controlling
shareholder.

In December 2018, it was agreed with the controlling shareholder that the repayment
date will be March 31, 2019.

During the year, it was decided to extend the repayment date until no later than
December 31, 2019. On the extension date, the Company recognized a capital reserve
in the amount of NIS 598 thousand, in respect of the interest benefit. During the
period, NIS 386 thousand was recorded in the Company’s financial statements as
finance expenses in respect of this loan.

On June 24, 2018, the Company reported an agreement for the acquisition of Canndoc
shares. The acquisition was financed by the provision of a credit facility, which was
provided to the Company by the Company’s controlling shareholder. The
consideration in the amount of NIS 9,000 thousand which was given to the Company
was in respect of a loan with a fair value of NIS 7,786 thousand and a total of NIS
1,214 thousand in respect of 8,570,000 options.

The par value of the loan bears annual interest in NIS, calculated annually, according
to the minimum interest rate prescribed in section 3J of the Israeli Income Tax
Ordinance (2.61% in 2018). The loan principal, plus the loan interest, will be paid
within one year after the date when the loan was provided to the Company in practice,
unless the parties have agreed otherwise (the “Loan Period”). The Company will be
entitled to execute a prepayment of the balance of the loan during the loan period.

On April 30, 2020 an extension was approved for the two controlling shareholder
loans until July 2020, and on June 30, 2020, an (additional) extension was approved
until October 2020.

The shareholder’s loans were fully repaid on October 22, 2020.

B. Loans from related party

Following the acquisition of Canndoc and the appointment of Mr. Avner Barak as a
director in the Company, a loan of Mr. Avner Barak to Canndoc in the amount of NIS
718 thousand was recorded in the Company's financial statements. The loan principal
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bears annual interest in NIS, calculated annually, according to the minimum interest
rate prescribed in section 3J of the Israeli Income Tax Ordinance (2.62% in 2020).
The loan will be repaid in equal monthly installments (principal and interest) in the
amount of NIS 15 thousand, until the final repayment in May 2023. The Group
recognized a capital reserve in the amount of NIS 17 thousand in respect of the interest
benefit. During the year, interest expenses were recorded in the Company's financial
statements in the amount of NIS 24 thousand in respect of this loan. The balance of
the loan as of December 31, 2021 is NIS 249 thousand.

Cannolam and other acquisitions has a loan to shareholders that were as of the date
of acquisition, the balance of the loan as of December 31, 2021 is NIS 1,203 thousand.
The loan principal bears annual interest in NIS, calculated annually, according to the
minimum interest rate prescribed in section 3J of the Israeli Income Tax Ordinance
(2.62% in 2020).

Sublease agreement with companies related to the related party

The subsidiary Canndoc leases an office floor, and subleases part of the floor to three
companies related to the controlling shareholder.

Revenue of NIS 229 and thousand was recorded in the financial statements in 2021
as well as in 2020.

Note 15 - Taxes on Income:

A.

)

Tax rates applicable to the Company
The corporate tax rate has been 23% since 2018.

Tax assessments

In accordance with the agreement with the tax authorities, the Company has tax
assessments that are considered as final up to and including the tax year 2020.

Carryforward tax losses and other temporary differences

The Company has business losses and capital losses for tax purposes which are carried
forward to future years and which amount, as of December 31, 2021, to a total of
approximately NIS 80,026 thousand.

Deferred taxes

The Company recorded deferred tax in the amount of NIS 2,546 thousand in respect
of the balance of carryforward loss and temporary differences.

Recognized deferred tax assets and liabilities

Deferred taxes are calculated according to the tax rate anticipated to be in effect on the
date of reversal as stated above.
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The movement in deferred tax assets and liabilities is attributable to the following items:

Balance of deferred tax asset 2,904
(liability) as at January 1, 2021

Changes recognized in biolgical assets (1,280)
Changes recognized in other (1,662)
Business combinations (see Note 8) 1,090
Balance of deferred tax asset

(liability) as at December 31, 2021 1,052

E. Current taxes

The Company recorded a provision for current taxes in the amount of NIS 1,903

thousand in respect of Cannolam and Pharmazone.

F. Taxes onincome which are included in the statements of loss and comprehensive Loss

For the year ended December 31

2021 2020 2019
NIS in NIS in NIS in
thousands  thousands thousands
Current tax (income) expense 9,499 636 -
Deferred tax (income) 1,942 (2,904) (673)
Total tax (benefit) expense 11,441 (2,268) (673)

G. A reconciliation between the theoretical tax on earnings before income and tax

expenses For the year ended December 31

2021 2020 2019
NIS in thousands

Loss (Profit) before taxes on income (18,736) 38,308 6,566
tax rate 23% 23% 23%
Total tax benefit (expense) at applicable tax rate 4,309 (8,811) (1,510)
Non deductible (losses) gains on financial assets 419 8,555 (18,390)
Non deductible Share-based payment 1,484 2,302 15,648
Tax losses for which deferred taxes were not created 2,709 217 4,906
Other permanent differences 2,552 5 19
Income tax benefit (expense) (11,473) 2,268 673
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A. Loan from the Company’s controlling shareholder

B.

See Note 13 above.

Engagements
1. Canndoc has an advanced propagation and growing facility which is located in

Kibbutz Beit HaEmek, in which it develops and grows a wide variety of unique
strains of medical cannabis (hereinafter: the “Northern Facility”). As of the
reporting date, the northern facility is spread over an area of approximately 5
dunams, whereby Canndoc has the right of first refusal regarding an option to
expand the area of the northern facility to a total area of approximately 16 dunams.
The northern facility includes a greenhouse for propagating, growing and
florescence, as well as a processing facility and operational areas. During the
reporting period, Canndoc performed extension, upgrade and adjustment works on
the northern facility, for the purpose of ensuring the northern facility’s compliance
with the high-quality standards required to export from Israel and adjusting the
quality of the products to the level required in Israel and in the target countries. The
performance of the upgrade works was concluded in the fourth quarter of 2019; On
May 21, 2020, an addendum to the agreement was signed, which formalized, inter
alia, the investment in the Company’s facility in Beit HaEmek. As of the publication
date of the report, the suspensory conditions for the fulfillment of the agreement
have not yet been met.

In Kibbutz Beit HaEmek, as of December 31, 2021 the Company had approximately
NIS 10 million in Property, plant and equipment, net, in respect of facilities that are
used by the activity. Held inventory and biological assets of approximately NIS 1
million, with immaterial amount of liabilities that are directly attributed to the
activity. During the reporting period the activity generated revenue of
approximately NIS 2 million and generated a net loss of approximately NIS 1
million (30% of these results is attributable to Kibbutz Beit HaEmek)

. On April 23, 2019, Canndoc signed a binding agreement with an Israeli corporation

which holds agricultural areas in Kibbutz Nir Oz, in the Western Negev, for the
construction of a production complex with maximum production potential of up to
88 tons of medical cannabis per year, which will operate in addition to the northern
facility (hereinafter: the “Southern Site”). During 2020, the Company completed
the investment in the construction of facilities for the purpose of growing and
production of inventory.

on may 26, 2020, canndoc announced the receipt of a license from the medical
cannabis unit at the ministry of health (the “medical cannabis unit”), for the
engagement in and holding of a dangerous drug, in accordance with sections 6 and
7 of the dangerous drugs ordinance (new version), 5733-1973, for the propagation
and growing of cannabis plants, and the processing of inflorescence and plants
under imc-gap quality conditions, in canndoc’s growing facility in southern israel
(hereinafter: the “southern site”), in a commercial scope of approximately 24,500
plants in parallel, as set forth in the growing license (hereinafter: the “growing
license”). in accordance with the standard practice, the license is conditional on
completing the construction of a post-harvest processing facility, and receipt of full
imc-gap certification.

53



Intercure Ltd.
Consolidated Statements of Cash Flow

Note 16 - Commitments, Charges and Contingent Liabilities(Cont.)

On december 24, 2020, canndoc announced that it had received a permanent license
from the medical cannabis unit. During the reporting year of the financial
statements, canndoc has begun commercial growing in the southern facility.

In Kibbuutz Nir-Oz, as of December 31, 2021 the Company had approximately NIS
50 million in Property, plant and equipment, net, in respect of facilities that are used
by the activity. Held inventory and biological assets of approximately NIS 12
million, with immaterial amount of liabilities that are directly attributed to the
activity .

During the reporting period the activity generated revenue of approximately NIS 22
million and generated a net income of approximately NIS 2 million (26% of these
results is attributable to Kibbutz Nir-Oz).

C. Contingent liabilities

A. On August 19, 2019, a motion was filed with the District Court of Tel Aviv-
Yafo against 17 companies which are engaged in the medical cannabis
production and growing segment, or which hold plants for the production of
cannabis products, including Canndoc, to approve a claim as a class action
(the “Motion”), asserting the provision of drugs to patients in poor condition
(as alleged in the motion), in a manner which constitutes prohibited
discrimination, as stated in the Equal Rights for Persons with Disabilities
Law, 5758-1998, as well as activities within the framework of a restrictive
arrangement, in a manner which breaches the provisions of the Economic
Competition Law, 5748-1988 due to the allegedly defective marking of the
product components, while restricting the quantity and/or quality and/or type
of the provided services. The claimed sum amounts to NIS 686 million. A
preliminary hearing regarding the motion is scheduled for July 14, 2021.

On July 14, 2021, The Court recommended that the parties negotiate
independently in order to avoid litigation, and if negotiations fail, then begin
mediation proceedings. The parties agreed to follow the Court's
recommendations. The negotiations between the parties have not yet begun.

On March 14, 2022 the applicant filed a request to amend the application fo
approval of a class action (“the request for amendment™), A copy of the
amended request for the approval a class action was not attached to the
request for amendment. The judge has disqualified herself from hearing the
case, and therefore, the case will be redirected.

As of the reporting date, the Company is unable to estimate the eventual
chances of the claim, insofar as the motion to approve is approved as a class
action. In light of the above, a provision in respect of the motion was not
included in the Company’s financial statements.

B. On May 25, 2020, a motion was filed with the District Court of Tel Aviv-
Yafo to approve a class action against the Company and its directors and
officers, in which the petitioner’s main assertion is that the Company
allegedly breached its obligation to report to the public, by the required date
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C. and in the required scope of the disclosure (as alleged), events and
developments which affected the value of Regenera. The Company rejects

the assertions in the motion, and emphasizes that its reports are submitted in
accordance with the law. In October 2020 the Company filed a response to
the motion in accordance with the provisions of the law. In January 2021, a
preliminary hearing regarding the motion was held in court, and on March 8,
2021, the Court decided to appoint an export to determine the class and the
damage. In consideration of the very preliminary stage of the proceedings, it
is not currently possible to estimate the chances of the motion to approve. In
light of the above, a provision in respect of the motion was not included in
the Company’s financial statements.

D. On December 8, 2020, a third party with whom Canndoc is engaged in a
medical cannabis growing agreement (hereinafter: the “Plaintiff” and the
“Agreement”, respectively) filed with the Magistrate’s Court of Kfar Sabba
a summary procedure claim in the amount of NIS 2,271,310, in which it was
alleged that Canndoc had breached the agreement, with the main assertion
being that Canndoc had not paid for the agricultural produce which the
plaintiff had grown on its behalf. On January 25, 2021, Canndoc filed a
motion for leave to defend against the claim, in which it rejected the
assertions and emphasized that it had not breached the agreement, and that,
inter alia, the agricultural produce did not meet the Company’s requirements,
as determined in the agreement. The Court set a date for the hearing
regarding the motion for leave to defend on July 1, 2021. In light of the
preliminary stage of the proceedings, it is not possible to estimate the claim’s
chances at this stage.

Note 17 — Equity

A. Composition of share capital:

December 31 December 31
2021 2020 2021 2020
Registered Issued and paid-up

Ordinary shares with

no par value ** 100,000,000 44,951,295 45,133,945 26,941,705
**0On April 8, 2021, the Company effectuated a reverse split of its ordinary shares
in ratio of 1-for-4.44926. The amounts of shares and options are shown after the
reverse split.

On September 27, 2016, the Company completed a transaction in which the Company acquired from
Bamot 240,203 ordinary shares with a par value of NIS 0.01 each (hereinafter: the “Acquired Shares”)
of Regenera. In consideration of the acquired shares, the Company allocated to Bamot 5,500,000
shares and 1,000,000 marketable options (new series), at an exercise price of NIS 1 per share, over
three years Note 17 — Equity(Cont.)
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beginning from the signing date of the agreement (for details, see Note 10A and Note
17G).

B. On November 9, 2016, the Company reported the signing of two investment
agreements in the total amount of NIS 6,750 thousand (approximately USD 1,750
thousand), in consideration of an allocation of 12,053,571 ordinary Company shares
(hereinafter: the “Offered Shares”), at a price of NIS 0.56 per share.

One investment agreement was signed vis-a-vis the controlling shareholder, in
accordance with the meeting’s approval on November 3, 2016, as specified above,
and an additional investment agreement was signed vis-a-vis Altshuler Shaham
Mutual Fund Management Ltd. (hereinafter: “Altschuler Funds”), regarding an
investment, in identical conditions, of NIS 3,900,000 (USD 1,008 thousand), in
consideration of the allocation of 6,964,286 ordinary Company shares, with no par
value, at a price of NIS 0.56 per share.

In case, during the 12 month period after the transaction closing date, the Company
performs a capital raising, including through a private allocation, at a price per share
which will be lower than a price per share of NIS 0.56, Altschuler and the controlling
shareholder will be entitled to receive compensation in shares, in a quantity which
will be determined according to the difference between a price of NIS 0.56 per share,
and the share price in the future capital raising.

In any case, no shares whatsoever will be allocated at a price less than NIS 0.3 per
share.

On November 17, 2016, the Stock Exchange notified the Company of the receipt of
approval for the allocation of the aforementioned shares, and on November 21, 2016
the Company announced the closing of the aforementioned transactions, and receipt
of the entire consideration from the controlling shareholder and from Altschuler
Funds.

As of the reporting date, Altschuler Funds are not related parties of the Company.

On November 28, 2016, the Company reported the signing of an investment
agreement with a third party, regarding the investment of NIS 1,500,000 (USD 392
thousand), in consideration of the allocation of 2,678,571 shares, at a price of NIS
0.56 per share. In case, during the 12 month period after the transaction closing date,
the Company performs a capital raising, including through a private allocation, at a
price per share which will be lower than a price of NIS 0.56 per share, the third party
will be entitled to compensation in shares, in a quantity which will be determined
according to the difference between the price of NIS 0.56 per share, and the share
price in the future capital raising. In any case, no shares whatsoever will be allocated
at a price less than NIS 0.3 per share.

On December 4, 2016, stock exchange notified the Company of the receipt of approval
for the allocation of the aforementioned shares, and on December 5, 2016, the
Company announced the closing of the transaction and the receipt of the entire
consideration.

C. On November 31, 2017, the Company reported the results of the public offering,
according to which the Company allocated 4,250,000 shares and 2,125,000 options
(Series 3) for a gross consideration in the amount of approximately NIS 2,083
thousand.
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D. In the shareholders’ meeting which was held on February 7, 2019, approval was
received for an extraordinary private allocation of 14,291,667 Company shares to 4
investors, in consideration of investment in the Company of a total of approximately
USD 17.15 million (NIS 62,283 thousand) (according to an exchange rate of 1.2). The
foregoing allocation was completed on February 19, 2019.

E. June 23, 2019 was the deadline for exercising the options (Series 3) of the Company
which had been allocated based on the shelf offering report dated November 19, 2017.
Until that date, approximately 99.99% of the allocated options (Series 3) were
exercised, including by the Company’s controlling shareholder, who exercised
885,415 options (Series 3). A total of NIS 2,675 thousand was paid to the Company
in respect of the exercise of these options during the period.

F. 2,125,000 options (Series 3), which had been issued in 2017, were exercised into
ordinary Company shares, in consideration of an exercise price in the amount of
NIS 3,883 thousand.
G. On September 1, 2019, Bamot exercised all of its options at an exercise price of NIS
1 per share, in consideration of 1,000,000 ordinary shares of the Company.

H. On September 1, 2019, a consultant exercised 557,050 options in consideration of an
exercise price of NIS 0.3736 per share, in consideration of 557,050 ordinary Company
shares.

I.  OnJanuary 9, 2020, 54,000 options, which are convertible into shares at an exercise
price of NIS 5.65 per share, were allocated to 3 directors of the Company.

J.  On May 3, 2020, two consultants exercised 62,020 options in consideration of an
exercise price of NIS 4 per share, in consideration of 62,060 ordinary Company
shares.

K. On May 13, 2020, a former employee of the subsidiary exercised 280,000 options in
consideration of an exercise price of NIS 2.09 per share, in consideration of 280,000
ordinary Company shares.

L. In June 2020, the Company’s audit committee and board of directors approved an
allocation of Company shares, in a private allocation of shares and options, to seven
institutional investors, to one additional investor, Yael Feigel, a related party, and to
the Company’s controlling shareholder or to a company under his control, which will
invest in the Company a total of approximately NIS 38.2 million, in consideration of
the allocation of 9,257,820 ordinary shares and 8,332,038 options exercisable into
8,332,038 shares. The allocation was approved by the general meeting on July 30,
2020, and the Company allocated the shares on August 4, 2020.

M. On September 17, 2020, 1,788,962 ordinary shares in the Company were allocated as
part of the transaction involving the acquisition of the control of Cannolam.

N. At the closing of the SPAC transaction, which occurred on April 23, 2021, the
company issued 15,650,280 ordinary shares to subversive unitholders. See note 16E.

O. On April 27, 2021, the Company issued to Mr. Alexander Rabinovich, CEO,
224,756** options to purchase 224,756** ordinary shares of Intercure. The options
were granted following the General Assembly from August 2019 as part of Canndoc
acquisition transaction and as approved by the Company's general assembly on April
1, 2021 as part of the Transaction. On September 2, 2021 Mr. Alexander Rabinovich
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exercised 2,150,919** options to ordinary shares of Intercure. In addition, during
September 2021, Mr. Alexander Rabinovich purchased in the open market 423,501
ordinary shares of Intercure.

P.  On November 2021, an employed exercised 10,103** options in consideration of an
exercise price of nis 18.37** per share.

Q. During 2021, four institutional investors exercised 240,971** options in consideration
of an exercise price of nis 4 per share, in consideration of 240,971 ordinary company
shares.

R. Changes in share capital:

1) The Company’s registered capital as of December 31, 2021 is 1,000,000,000
shares with no par value.

2) Issued and paid-up capital

Number of
shares
Balance as of January 1, 2021 26,941,705
Options exercised by employees 10,103
Options exercised by controlling shareholder 2,150,919
Options exercised by investors 240,972
Issuance of shares- SPAC (Note 17Q) 15,650,280
Allocation of shares in respect of acquisitions (Note 8) 139,966
Balance as of December 31, 2021 45,133,945

S. Rights associated with shares:

Each share gives its owner the right to participate and to vote in the general meetings
(each share has one voting right), and the right to receive dividends and/or bonus
shares.

T. Share-based payment transactions:

Expense recognized in the financial statements

The expense which was recognized in the financial statements for received services is
presented in the following table:

For the year ended
December 31
2021 2020 2019
NIS in thousands

Equity-settled share-based
payment plans 6,452 10,008 68,036

Total expenses recognized from
share-based payment
transactions 6,452 10,008 68,036
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U.

Options plan:

On March 31, 2015, the Company’s board of directors resolved to adopt a new plan
for the allocation of shares and options to employees, directors and consultants (the
“2015 Options Plan”).

Presented below are the main terms of the 2015 options plan:

In accordance with the 2015 options plan, options or shares will be allocated to the
Company’s employees in accordance with section 102 of the Income Tax Ordinance
(New Version), 5721-1961 (hereinafter: the “Income Tax Ordinance”), in accordance
with the trustee track or the non-trustee track. Options will be allocated to consultants,
service providers, controlling shareholders or any other entity other than Company
employees in accordance with section 3(I) of the Income Tax Ordinance only.

The exercise price of each share option will be determined by the board of directors
in its exclusive discretion, in accordance with the provisions of the law, and subject
to guidelines which will be recommended by the committee from time to time.

On August 31, 2020, the Company’s board of directors authorized management to
take action to offer a total of up to 4,303,356 options to an officer (the Company’s
CFO) and to Canndoc employees, which constitute 3.6% of the Company’s shares (as
of the approval date of the financial statements), as part of an outline for offering
securities to employees (hereinafter: the “Outline”). Each of the options will be
exercisable into one ordinary Company share with no par value, for a period of up to
4 years, and a vesting period of 15 quarters, at an exercise price of NIS 4.13 per share.
On January 26, 2021, the Company’s board of directors approved, subject to the
publication and approval of the outline, the allocation of 3,895,796 options to the
officer and to 26 Canndoc employees. The outline was completed, and the options
were allocated, on March 15.

On August 30, 2021, the Company’s board of directors authorized management to
offer a total of up to 340,170 options to an officer (the Company’s CFO) and to
Canndoc employees, which constitute 0.8% of the Company’s shares
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Characteristics and scope of share-based payment arrangements during the period:

During the period ended December 31, 2021, the Company had share-based payment arrangements
as described below:

Grant date 26/01/2021**  30/08/2021
Number granted 861,255 340,170
Original contract
. 4 4
duration
Vesting immediate 6% 6%
Vesting period - rest 48 months 48 months
Exercise price (NIS) 18.37 20.16
Economic value of all
options (B&S) as of the
grant date (NIS in 4,888 3,190
thousands)
Data and economic
assumptions in the
model:
Share price (in NIS) 17.40 20.65
Risk-free interest rate 0.20% 0.20%
Volatility rate 39.30% 59.06%
Options as of January ) i
1, 2021
Granted options:
Vested options 1,217,436 63,782
Options exercised
into shares
Expired options:
Options exercisable
as of December 31, 1,217,436 63,782
2021:
Additional details ESOP ESOP

**0n April 8, 2021, the Company effectuated a reverse split of its ordinary shares in ratio of 1-for-
4.44926.
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Changes during the year

Presented below is a table listing the number of share options, the weighted average
of their exercise prices, and the changes which were made to the employee options
plans during the current year:

2021** 2020 2019
Weighted Weighted Weighted
average average average
Number exercise Number exercise Number of  exercise
of options price of options  price options price
NIS NIS NIS
Share options at beginning of year 1,199,791 4.45 6,634,183  3.77 75,000 0.66
Share options which were granted 1,201,425  20.34 54,000 5.65 7,584,183 3.79

during the year

Sha_re options which were forfeited 288,984 i i i 950,000 479

during the year

Share options which expired during
the year

Share options which were exercised

110,131 21.83 1,070,000  5.06 - -

. 10,103 76.30 280,000 2.09 75,000 0.66
during the year
Share options at end of year 1,651,828 16.79 5,338,183 3.46 6,634,183 3.64
Exercisable share options at year 1,180,467 1.00 5,252,203 1 4,076,992 3.77

end

The exercise prices of the stock options in the years 2018 to 2020 ranged from NIS 0.43-7.2 per
option. The remaining contractual lifetime of the options as of December 31, 2020 was around
5.83 years. The Company also has a compensation policy which was approved on December 31,
2019. ** on April 8, 2021 the company issue a shares consolidation by 4.44926.
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Cost of revenue

For the year ended
December 31
2021 2020 2019
NIS in thousands

Payroll and associated expenses 11,605 3,396 1,703
Farm operating expenses 20,407 11,749 1,545
Purchases 115,952 29,688 -
Depreciation 3,163 2,562 534
Changes in inventory (27,439) (12,746) 3,674

123,688 34,649 7,456

General and administrative expenses:

For the year ended
December 31
2021 2020 2019
NIS in thousands

Payroll and associated expenses 8,673 5,207 6,655
Consulting and professional expenses 4,686 1,183 2,889
Directors including share-based payment 567 329 236
Insurance 2,661 395 181
Rent and maintenance 2,837 395 750
Provision for doubtful debts - - 550
Fees 337 172 176
Depreciation 2,931 691 294
Other 4,512 221 342

27,204 8,539 12,073

Sales and Marketing:

For the year ended
December 31
2021 2020 2019
NIS in thousands

Payroll and associated expenses 15,053 2,524 651
Commission distribution 5624

4,544 246

Other 2,537 1,372 1,796

23,214 8,440 2,693
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Other expenses (income):

A. Other income

Gain in respect of acquisition of a
subsidiary
Other

B. Other expenses

Issuance expenses (1)
Other

For the year ended
December 31

2021 2020 2019

NIS in thousands

- - 58,808
860 - 154
860 - 58,962

For the year ended
December 31

2021 2020 2019

NIS in thousands

3,504 3,428 -
327 1,135 -
3,831 4,563 -

(1) During 2020, the Company recorded issuance expenses in the amount of NIS 3,321
thousand, which were associated with a shares transaction that did not consummate.

Note 19 - Finance income:

Income from deposits
Exchange differences
Total finance income
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For the year ended
December 31
2021 2020 2019
NIS in thousands

130 21 141
- 599 -
130 620 141
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For the year ended
December 31
2021 2020 2019
NIS in thousands

Interest in respect of loan from related party 43 174 1,801
Expenses in respect of fees and interest 4,627 264 134
Exchange differences 4,536 - 1,320
Interest expense in respect of lease liability 375 90 37
Total finance expenses 9,581 528 3,292

Note 21 - Earnings (Loss) Per Share:
Details regarding the number of shares in the calculation of loss per share

For the year ended December 31
2021 2020* 2019*
Profit Loss Loss
Weighted NISin Weighted NISin  Weighted NISin
number of thousan number of thousa numberof thousa
shares ds shares nds shares nds

Number of shares and

loss for calculating
basic loss per share 38,492,600 4,692 25,396,312 (36,040) 23,299,407 (5,893)

Options which could

potentially be dilutive

in the future, currently

antidilutive 48,879,426 4,371,792 3,644,697

*On April 8, 2021, the Company effectuated a reverse split of its ordinary shares in ratio of 1-for-4.44926.
Following the reverse split, the loss data per share was presented retrospectively for the periods presented in
the financial statements in accordance with the provisions of International Accounting Standard 33 regarding
earnings per share
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A. Balances with related parties (consolidated)
Composition:
December 31
2021 2020
NIS in thousands
Short-term loans (Note 13) 1,722 1,296
Long-term loans (Note 13) 76 241
1,798 1,547
B. Benefits in respect of the employment of key management personnel (including
directors) (*) who are employed in the Company:
For the year ended
December 31
2021 2020 2019
Amount Amount Amount
Number \Number \Number
of NIS in of NIS in of NIS in
people thousands people thousands people thousands
Short-term employee benefits - 3 946 3 782 3 833
Management fees 1 606 1 122 - -
Share-based payment 1 3,023 1 9,874 2 37,157
3 4,575 3 10,778 3 37,990

(*) The key management personnel include the Chairman of the Board, the

Company’s CEQ, and the CFO
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C. Benefits in respect of key management personnel (including directors) who are not
employees of the Company:

For the year ended
December 31
2021 2020 2019
Amount Amount Amount

\Number Number Number
of NIS in of NIS in of NIS in

people thousands people thousands people thousands

Short term employee benefits - - 1 371 1 493

Management fees 3 550 3 329 4 234

Share-based payment 3 48 3 134 - -
4 598 4 834 4 727

(*) The key management personnel who are not employees of the Company include
one director, two outside directors, and one independent director.

D. Other transactions with related parties

Loan from the Company’s controlling shareholder - See Note 13A above.

Investment agreement between the controlling shareholder and the Company - See
Notes 13 and 17C above.

Rental Income - See Note 13C above.
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Maturity analysis of the Group's lease liabilities

Less than one year
One to five years
More than five years

Total
Current maturities of lease liability
Long-term lease liability

Amounts recognized in profit or loss

Interest expenses on lease liability
Variable lease payments not included in the measurement
of the lease liability

67

December 31,
2021
NIS thousands

3,307
3,723
17,648

24,678
3,307

21,371

2021 2020 2019

NIS thousands NIS thousands NIS thousands

480 64 189
2,574 546 -
3,054 610 189
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Until August 2018, the Company was engaged in a single operating segment -
investments in portfolio companies in the biomed sector. Since the date of significant
influence over Canndoc Ltd., the Company has 2 operating segments: (A)
Investments in portfolio companies in the biomed sector, and (B) Investments in the
medical cannabis sector.

A. Investments in portfolio companies in the biomed sector: the Company has
investments in Regenera, XTL and Novellus. These investments are measured at

fair value through profit or loss. See Note 10.

Presented below are financial data regarding the segment:

2021 2020

NIS in thousands
Loss (profit) from investment in XTL 46 (199)
Loss (profit) from investment in Regenera - 39,910
Loss (profit) from investment in Cavnox - -
Loss (profit) from investment in Novellus (1,914) (2,516)
(1,868) 37,195

2021 2020

NIS in thousands
Fair value of the investment in XTL 330 376
Fair value of the investment in Regenera - -
Fair value of the investment in Cavnox 965 -
Fair value of the investment in Novellus 1,600 3,141
2,895 3,517

B. Investments in the medical cannabis sector: Canndoc, Cannolam, Pharmazone
and other investments as described in Note 9. The Company’s Chief Operating
Decision Maker (the CEO) reviews the financial results as a single business unit.

68



Consolidated Statements of Cash Flow

Intercure Ltd.

Note 23 - Operating Segments:

C. Operating segment data:

Reconciliation of operating segment data include cancellation of assets of the
cannabis segment, addition of the investment in accordance with the equity
method, and addition of assets and liabilities which were not attributed to

segments.

Year ended December 31, 2021
External revenue
Segment profit (loss)

NIS in thousands*

General and administrative expenses not attributable to segments

Other expenses, net
Operating Profit

Segment assets (1)
Segment liabilities

Year ended December 31, 2020
External revenue
Segment profit (loss)

General and administrative expenses not attributable to segments

Other expenses, net
Operating loss

Segment assets (1)
Segment liabilities

Year ended December 31, 2019
External revenue
Segment profit (loss)

General and administrative expenses not attributable to segments

Other income, net
Equity losses
Operating loss

Segment assets (1)
Segment liabilities

Cannabis Biomed
segment segment Reconciliations Total
219,677 - - 219,677
44,646 (1,868) - 42,778
(11,620)
(2,971)
28,187
582,088 2,895 101,341 686,325
132,562 - 94,569 227,131
NIS in thousands*
Cannabis Biomed
segment segment Reconciliations Total
65,035 - - 65,035
14,250 (37,195) - (22,945)
(10,892)
(4,563)
(38,400 )
114,559 3,517 208,194 326,270
23,935 - 10,227 34,162
NIS in thousands*
Cannabis Biomed
segment segment Reconciliations Total
9,609 - (683) 8,926
(12,567) 20,996 895 9,324
(71,361)
58,962
(340)
(3,415)
47,846 40,087 194,300 282,233
(53,518) - 27,486 (26,032)

(1) In 2019 the Company consolidated Canndoc’s operating results for the first time, beginning in

February 2019.
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A. Acquisitions:

On January 19, 2022, the Company engaged, in an Agreement to purchase 51% of
“Orni” pharmacy located in Tel Aviv.

On February 5, 2022, the Company engaged, in an Agreement to purchase 100% of
“Maayan Haim” pharmacy located in Ashdod.

Both acquisitions were for immaterial consideration which was recorded as
provisional.

B. On February 16, 2022, the Company engaged in a agreement with Cann
Pharmaceutical Ltd. (“Better”), a Isracli medical cannabis multi-national operator
known as “Better” to acquire 100% of Better’s shares, which includes “Better’s”
unique strains, cultivation site, intellectual property, and commercial operations in
Israel as well it’s international activities. Purchase price of USD 35 million: paid with
InterCure shares at the valuation of USD 10 per share. The acquisition closing is
subject to customary closing conditions as well as specific approvals of the Israel
Medical Cannabis Agency (IMCA), the Toronto Stock Exchange (TSX), as well as
the approval of the court in Israel.

C. On March 1, 2022, signed a definitive agreement (the "Agreement") with Altman
Health LP (“Altman Health), the market leader of OTC and nutritional supplements
in over 1700 points of sale, including all major pharmacies across Israel. The newly
formed company will focus on the new lIsraeli CBD product market, following the
Israeli Minister of Health's announcement yesterday that CBD will be removed from
the Dangerous Drugs Act.
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