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November 2, 2020 
 
VIA COURIER 
 
Board of Directors 
Australis Capital Inc. 
376 Warm Springs Road, Suite 190 
Las Vegas, Nevada 89119, USA 
 
Attention: Board of Directors (the “Board”) 
 
Re: Australis Capital Inc. (the “Company”) –Demand for Corrective Action 
 

This firm represents Garib Karapetyan in his capacity as Shareholders of Australis Capital, 
Inc. (the “Shareholders”). Recent and prior actions by officers and directors of the Company 
clearly indicate that officers and directors are not fairly and adequately representing the best 
interests of the Company’s shareholders. These actions are outrageous and they have caused a 
significant decrease in the Company’s stock price. These actions evidence clear violations of the 
duties of care and loyalty that the officers and directors of the Company owe to the Company’s 
shareholders. The Shareholders hereby make demand on the Board of Directors and the Officers 
of the Company to take immediate corrective action as detailed below in order to avoid the 
commencement of a shareholders’ action.  

 
Since early 2019, the Officers and Directors of the Company have made a series of 

catastrophic decisions that have caused significant damage to the Company. These decisions are 
described in detail below. All of these decisions involved the Company’s former CEO, Scott 
Dowty. Board Members Roger Swainson, John Dover, and Harry DeMott were also involved in 
approving and/or ratifying these decisions.  

 
I. Australis’s Decisions Relating to Folium Biosciences. 

 
It is our understanding that on or about January 14, 2019, Australis Capital invested in 

Folium Biosciences (the “Folium Investment”). We also understand that on or about December 
11, 2019, Australis Capital and Folium Biosciences agreed to merger to create a publicly held 
vertically integrated producer (the “Folium Merger Agreement”). We also understand that on or 
about February 18, 2020, Australis Capital announced termination of Folium Merger Agreement 
(the “Folium Merger Termination”).  
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We have been advised that Cannabis Law Report (www.cannabislaw.report) reported that 

Mr. Dowty admitted that the Company did not conduct meaningful due diligence prior to making 
the Folium Investment of $3,000,000 from the Company to Folium Biosciences. We have also 
been advised that Mr. Dowty arranged for his family to make significant investments in Folium 
Biosciences; which may have included direct payments to Folium Biosciences management. We 
understand the Board of Directors was aware of/authorized the investments by Mr. Dowty’s 
family. The Shareholders contend that allowing Mr. Dowty and his family to make further 
investments in Folium Biosciences created clear conflict of interest and that Mr. Dowty and the 
Board violated their duties of care and loyalty by making and authorizing these investments. 

   
The Shareholders contend that the Officers and Directors of the Company did not fully 

inform themselves about the proposed merger with Folium Biosciences before they voted to 
approve the Folium Merger Agreement. Since the Officers and Directors were not fully informed, 
they authorized a transaction that ultimately failed during due diligence. As a result of the Folium 
Merger Agreement, the Company’s stock was frozen for an extended period of time. After the 
Folium Merger Termination was announced, the stock price fell 36% in one day; and it continues 
to decline in value.  

 
The Shareholders demand that the Board of Directors arrange for an independent 

investigation of the Company’s dealings with Folium Biosciences, Mr. Dowty’s dealings with 
Folium Biosciences, and Mr. Dowty’s family’s dealings, with Folium Biosciences. The 
independent investigation should evaluate whether: (1) Mr. Dowty breached his duty of care 
and/or fiduciary duties to the Company’s shareholders; and (2) whether Mr. Dowty engaged in 
prohibited self-dealing. The Shareholders also demand that the Board of Directors take 
appropriate actions if the independent investigation reveals any wrongdoing by Folium 
Biosciences, Mr. Dowty, any officer or director of the Company, or any other party involved in 
such dealings.  

 
II. Australis’s Shift From Cannabis Company to Financial Technology Company, 
 The Failed Passport Acquisition, and Conflicts of Interest Involving Mr. Dowty.  

 
The Shareholders invested in the Company because of the representations the Officers and 

Directors made regarding the Company’s plans to engage in the cannabis industry in the United 
States. By way of example, in a public interview, Mr. Dowty represented that the Company was 
the “beachhead of Aurora Cannabis, Inc.” Mr. Dowty also represented that the Company was 
developing a “flagship” facility in North Las Vegas, NV and that the plans for the facility had 
increased from 50,000 square feet to 300,000 square feet.  
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However, after making these representations, the Company made multiple announcements 

that indicated the Company was shifting from a cannabis-focused company to a financial 
technology-focused company. For example, in late October 2019, the Company formed Cocoon 
Technology LLC (“Cocoon”). According to a press-release, Cocoon is cloud-based, self-service 
fulfillment platform. Cocoon unites kiosks with mobile applications, platform agnostic 
integrations into leading enterprise resource planning (ERP)/business management systems, and 
payment providers. The press-release also states “CocoonPod® features consumer facing kiosks 
as stand-alone units or multi-unit pods as the core consumer point-of-interaction (POI), coupled 
with a consumer mobile application and tablet for employee assisted self-service transactions, 
providing a full omni-commerce solution for brick-and-mortar locations” (the “Cocoon Launch”).    

 
At the same time, the Company announced that it had entered into a License, Development 

and Services Agreement (the “License Agreement”) with Passport Technology, Inc. (“Passport”). 
Pursuant to the License Agreement, the Company secured the exclusive right for a period of 10 
years, to use Passport’s proprietary platform, technology, expertise, and cooperation to develop a 
self-service kiosk for the global cannabis dispensary market.  

 
The following month, in press-release about the appointment of a new auditor, the 

Company disclosed that it had finalized the consideration to be paid to Passport under the License 
Agreement. According to a press-release, the Company paid an aggregate USD$4,175,000 
comprised of USD$375,000 in cash and 5,000,000 common shares of Body and Mind, Inc. 
(“BAM”), and 1,829,219 shares of the Company’s common-stock.  The press-release also 
indicated that subsequent to the deployment of the kiosks, the Company would charge 
dispensaries an annual maintenance fee and that revenue generated from these annual fees will be 
shared by the Company and Passport at an allocation of 60% and 40%, respectively.   

 
The press-release also indicated that Passport is privately-held corporation and that 51% 

of Passport is owned “by Wyvern Capital which is an entity controlled by the issuer’s CEO.” This 
cryptic language at the bottom of a misleadingly titled press-release, did not adequately disclose 
that Mr. Dowty wholly-owned Wyvern Capital and that the License Agreement involved a 
conflict of interest. It is our understanding that this conflict of interest was not properly disclosed 
and the License Agreement was not properly considered by independent members of the Board. 
It is our understanding that certain members of the Board were aware of the conflict of interest, 
but did not disclose the conflict to other Board members. We further understand that the Board 
approved this transaction while certain members were not aware of the conflict of interest. It is 
our understanding that Mr. DeMott was aware of the conflict of interest. However, instead of 
disclosing the conflict of interest, he simply chose not to vote on this transaction.  
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On June 25, 2020, the Company attempted to complete its transition to a financial 
technology-focused company when it announced it was acquiring Passport. In a press-release the 
Company stated the consolidation with Passport “adds a unique fintech business to [the 
Company’s] portfolio of assets….” The June 25, 2020 press-release disclosed that Mr. Dowty 
was a founder and the majority shareholder of Passport. Thus, the transaction was classified as a 
“related party transaction” that will need to be approved by the Company’s minority shareholders 
as a related-party. The press-release indicated Mr. Dowty and other interested parties would not 
be eligible to vote on the acquisition at the Company’s annual general meeting. The press-release 
also announced the private placement of shares valued at $5,000,000 to $8,000,000 (CAD).  

 
Also, on June 25, 2020 Mr. Dowty stepped down as CEO of the Company, but remained 

as “Executive Chairman.”  The Company also appointed Cleve Tzung as CEO and assigned him 
to lead the Company’s efforts to acquire Passport (the “Passport Acquisition”). At the same time, 
the Company announced that a Special Committee of the Board of Directors had been appointed 
to evaluate the Passport Acquisition. The Special Committee announced that it had retained 
Sycamore, a third-party evaluation firm to perform an independent valuation of Passport.  

 
We understand the Company filed a “Material Change Report” on June 25, 2020. This 

report indicated that Kurt Sullivan would negotiate the acquisition on behalf of Passport. 
However, we have been advised that Mr. Dowty negotiated with Mr. Tzung on behalf of Passport. 
We have also been advised that John Dover, a Board Member of Australis also owned 0.4% 
interest in Passport. We understand Mr. Dover was not permitted to vote on the Passport 
Acquisition.  

Despite his interest in Passport, Mr. Dover was part of the Special Committee appointed 
to evaluate the transaction. We understand Roger Swainson and Mr. DeMott were also part of the 
Special Committee.  We have been advised Mr. DeMott stated Mr. Dowty decimated Mr. Tzung 
during the negotiations.  We understand that the Special Committee approved a “final valuation” 
for the acquisition of Passport even though the Company had not completed due diligence related 
to the acquisition. We also understand that the Special Committee voted to approve the 
Company’s acquisition of Passport. We have been informed that the Board of Directors voted to 
approve the acquisition of Passport and that the Board allowed Mr. Dover to vote despite the 
Company’s prior representation that Mr. Dover would not be allowed to vote on acquisition.  

 
We have been advised that the Board agreed that the Company would pay the following 

consideration to acquire Passport pursuant to the acquisition agreement (the “Acquisition 
Agreement”): 

 
1. 58,651,552 common shares in the capital of the Company valued at USD$12,200,000 

based on a 15-day trading volume weighted average; 
 
 



Vernon A. Nelson Jr. 
The Law Office of Vernon Nelson 
 

Vernon A. Nelson, Jr. 
Allicia B. Tomolo 

Angela Bello 
 

 

6787 W. Tropicana Ave, Suite 102 
Las Vegas, NV 89103 

702-476-2500 
www.nelsonlawfirmlv.com 

November 2, 2020 
Page 5 
 

2. Additional consideration in the amount of USD$9,600,000 cash to be paid as follows: 
 

A. USD$3,000,000 payable from the Company’s holdings of common shares of Body 
and Mind;  

 
B. USD$6,000,000 payable in real property (or cash if the real property is sold prior 

to closing) 
 
3. Future consideration as follows: 
 

A. If Passport achieves over USD$8.5 million in revenue in 2021, Passport 
shareholders would be entitled to USD$2,000,000 worth of common shares in the 
Company and Body and Mind; and  

 
B. If Passport achieves over $9.5 million in revenue in 2021, Passport shareholders 

would earn an additional USD$2,000,000 in common shares of Australis and Body 
and Mind.  
 

 
 C. Provided that EBITDA in 2021 is above USD$3 million, Passport shareholders  

 would receive 25% of any revenue in excess of USD$8.5 million in 2021.  
 

We have been advised that the Acquisition Agreement also provided that if the Company failed 
to consummate the Passport Acquisition, Passport would have been entitled to a break fee 
payment of USD$2,500,000 (the “Break Fee”).  

 
We understand that the total consideration paid to Passport would have been 

USD$31,400,000 plus earn outs. The Shareholders do not think this was a reasonable price for a 
company with unknown financials.  The Shareholders also believe the Break Fee was extremely 
favorable to Passport because the Company had not yet conducted sufficient due diligence to 
justify the amount of the Break Fee.   

 
We understand that Passport terminated the Acquisition Agreement on August 3, 2020. 

We have been advised that the acquisition began falling apart when dissenting shareholders began 
publicly speaking out against the terms of the Acquisition Agreement. We also understand that 
Mr. DeMott stated that based on due diligence conducted by Alex Han, the Company could not 
reasonably support Passport’s valuation.  
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We have been advised that on September 3, 2020, the Company entered into a settlement 
agreement with Passport (the “Settlement Agreement”). Pursuant to the Settlement Agreement, 
the Company agreed: (1) to grant Passport 1,554,896 common shares of the Company; (2) to grant 
Mr. Dowty 4,250,000 common shares of the Company; and (3) provide medical insurance 
coverage for Mr. Dowty and his family. We also understand, as part of the Settlement Agreement, 
Mr. Dowty signed a Voting Support Agreement and proxy. Pursuant to the Voting Support 
Agreement and the proxy, Mr. Dowty’s shares would be voted in favor of keeping the current 
Board; which includes Mr. Swainson and Mr. DeMott. We understand the current Board intends 
to retain Mr. DeMott as Chief Executive Officer. Finally, per the Settlement Agreement, Passport 
does not have to pay $500,000 Breakup Fee provided for in the Acquisition Agreement.  

 
We have also been advised that while Mr. Dowty was CEO, the Company paid Passport 

more than $4,175,000 for services. The payment of this amount to Passport during Mr. Dowty’s 
tenure as CEO is a clear conflict of interest.  

 
The Shareholders demand that the Board of Directors arrange for an independent 

investigation of the Company’s dealings with Passport and Mr. Dowty. The investigation should 
include an evaluation of whether Mr. Swainson and/or Mr. DeMott agreed to grant Passport and 
Mr. Dowty the shares in the Company for their own personal benefit; and not for the benefit of 
the Company. In other words, did Mr. Swainson and Mr. DeMott agree to grant Passport and Mr. 
Dowty shares in the Company so that Passport and Mr. Dowty would vote to retain Mr. Swainson 
as Officers and Directors. In addition, the independent investigation should include an evaluation 
of whether Mr. Tzung negotiated a deal favorable to Passport while he knew that he was about to 
appointed as CEO of Passport. The independent investigation should also include an evaluation 
of whether: (1) Mr. Dowty breached his duty of care and/or fiduciary duties to the Company’s 
shareholders; (2) Mr. Dowty engaged in prohibited self-dealing; and (3) whether Mr. Dowty made 
any unlawful misrepresentations to shareholders regarding the Company’s intent to focus on the 
cannabis industry, the Company’s shift to financial technology, and/or the Company’s 
transactions with Passport. The independent evaluation should also include an evaluation of 
whether Mr. Tzung breached his duty of care, his fiduciary duties, and/or if he engaged in self-
dealing. The independent evaluation should also include an evaluation of whether Daniel Noor 
(EVP, Chief Legal Officer), Alex Han (EVP, CFO), Harry DeMott (Director), Roger Swainson 
(Director), and/or John Dover (Director) breached their duties of care, duties of loyalty, and/or if 
they engaged in prohibited self-dealing. The Shareholders also demand that the Board of Directors 
take appropriate actions if the independent investigation reveals any wrongdoing by Passport, Mr. 
Dowty, the officers and directors named above, any other officer or director of the Company, or 
any other party involved in such dealings. 
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III. Australis’s Agreements With Astound Group Inc. and Rapid Cash ATMs 

 
It is our understanding that on or about November 29, 2019 the Company entered into a 

three-year agreement (the “Astound Agreement”) with Astound Group Inc.(“Astound”) to 
provide brand optimization, expand brand awareness of brand stories and introduce new products 
under the Company’s existing house of brands, including Mr. Natural™, Tsunami™, 
Provisions™, GT Flowers™, and CocoonRewards™ as well as any new future brands. As 
consideration for the Astound Agreement, Australis agreed to deliver to Astound 5,000,000 
million shares of Body and Mind. The Astound Agreement also provide for a “true up” (cash 
payment) should the Body and Mind common shares fall below $0.72 per share on or before 
November 20, 2020. We understand that on September 2, 2020, shares of Body and Mind traded 
at a price of $0.45. Thus, we understand the “true up” (cash payment) due to Astound in 
November 2020 will be approximately $1,350,000. We understand Australis has used $105,665 
worth of services from Astound or 1/3 of those deliverables in connection with the Astound 
Agreement.  We have been advised that Mr. Dowty is friends with the Dale Morgan, the Chief 
Executive Officer of Astound, The Astound Agreement was initially announced July 21, 2019. 
We understand this is the same month Mr. Dowty’s sister-in-law began working at Astound.   

 
We also understand that on or about November 17, 2019 the Company paid an amount 

equal to 5,000,000 common shares of Body and Mind at the price of $0.60 per Body and Mind 
common share (or CAD$3,000,000) to Rapid Cash in order to purchase kiosks. We also 
understand that a formal agreement with Rapid Cash ATM was not executed until February 26th, 
2020.  We further understand that Passport also utilizes Rapid Cash ATM.   

 
The Shareholders believe that the Astound and Rapid Cash transactions are indicative of 

Mr. Dowty using Company funds to prepay for services that he knew would be eventually utilized 
by Passport. The Shareholders contend that the Officers and Directors of the Company did not 
fully inform themselves about the Astound Agreement or Rapid Cash ATM Agreement before 
they voted to approve the agreements. Since the Board was not fully informed, they allowed the 
Company to enter agreements/arrangements that are completely lacking any direction or a plan 
for use. Moreover, the Astound Agreement was entered without providing for a proper disclosure 
of conflicts. 

 
The Shareholders demand that the Board of Directors arrange for an independent 

investigation of the Company’s dealings with Astound and Rapid Cash. The independent 
investigation should include an evaluation of whether: (1) Mr. Dowty breached his duty of care 
and/or fiduciary duties to the Company’s shareholders; (2) Mr. Dowty engaged in prohibited self-
dealing; and (3) whether Mr. Dowty made any unlawful misrepresentations to shareholders 
regarding the Company’s intent to focus on the cannabis industry, the Company’s shift to 
financial technology, and/or the Company’s transactions Astound and Rapid Cash ATMs. The  
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independent evaluation should also include an evaluation of whether Mr. Tzung breached his duty 
of care, his fiduciary duties, and/or if he engaged in self-dealing. The independent evaluation 
should also include an evaluation of whether Daniel Noor (EVP, Chief Legal Officer), Alex Han 
(EVP, CFO), Harry DeMott (Director), Roger Swainson (Director), and/or John Dover (Director) 
breached their duties of care, duties of loyalty, and/or if they engaged in prohibited self-dealing. 
The Shareholders also demand that the Board of Directors take appropriate actions if the 
independent investigation reveals any wrongdoing by Astound, Rapid Cash ATM,  Mr. Dowty, 
the officers and directors named above, any other officer or director of the Company, or any other 
party involved in such dealings. 
 

Sincerely, 
 

LAW OFFICE OF VERNON NELSON 
 
      /s/ Vernon A. Nelson, Jr., Esq. 
 

VERNON A. NELSON, JR., ESQ. 
 
VAN :pak 
 
 
 
 
 
 
 


