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PART I—FINANCIAL INFORMATION

Item 1. Financial Statements.

4FRONT VENTURES CORP.

Condensed Consolidated Interim Balance Sheets (unaudited)

As of September 30, 2021 and December 31, 2020

Amounts expressed in thousands of U.S. dollars except for share and per share data

September 30, December 31,
2021 2020
ASSETS
Current assets:
Cash $ 8,477 18,932
Accounts receivable 1,152 437
Other receivables 481 1,341
Current portion of lease receivables 3,585 3,450
Inventory 27,006 18,037
Current portion of notes receivable 172 264
Prepaid expenses 2,394 2,275
Total current assets 43,267 44,736
Property and equipment, net 45,580 33,618
Notes receivable and accrued interest — 91
Lease receivables 6,973 7,595
Intangible assets, net 26,883 28,790
Goodwill 23,155 23,155
Right-of-use assets 62,084 62,466
Deposits 4,170 4,305
TOTAL ASSETS $ 212,112 204,756
LIABILITIES AND SHAREHOLDERS' EQUITY
LIABILITIES
Current liabilities:
Accounts payable $ 4,716 4,722
Accrued expenses and other current liabilities 7,929 6,427
Taxes payable 21,534 11,502
Derivative liability 3,878 5,807
Current portion of convertible notes 2,858 1,652
Current portion of lease liability 1,774 1,909
Current portion of contingent consideration payable 3,316 2,393
Current portion of notes payable and accrued interest 3,959 3,372
Total current liabilities 49,964 37,784
Convertible notes — 14,722
Notes payable and accrued interest from related party 47,588 45,362
Long term notes payable 1,812 1,907
Long term accounts payable 1,600 1,600
Contingent consideration payable — 3,103
Deferred tax liability 7,162 6,530
Lease liability 52,407 51,545
TOTAL LIABILITIES 160,533 162,553
SHAREHOLDERS' EQUITY
Equity attributable to 4Front Ventures Corp. 273,877 250,583
Additional paid-in capital 50,094 42,116
Deficit (272,459) (250,548)
Total 4Front Ventures Corp. sharcholders' equity 51,512 42,151
Non-controlling interest 67 52
TOTAL SHAREHOLDERS' EQUITY 51,579 42,203
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $ 212,112 204,756

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



4FRONT VENTURES CORP.

Condensed Consolidated Interim Statements of Operations and Comprehensive Loss (unaudited)

For the Three and Nine Months Ended September 30, 2021 and 2020
Amounts expressed in thousands of United States dollars except share and per share data

REVENUE
Revenue from sale of goods
Real estate income
Total revenues
Cost of goods sold

Gross profit
OPERATING EXPENSES
Selling and marketing expenses
General and administrative expenses
Equity based compensation
Depreciation and amortization
Total operating expenses

Income (loss) from operations
Other income (expense)
Interest income
Interest expense
Amortization of loan discount upon conversion of debt to equity
Change in fair value of derivative liability
Loss on lease termination
Other income

Total other income (expense)

Net loss before income taxes
Income tax expense
Net loss from continuing operations, net of taxes
Net income from discontinued operations, net of taxes
Net loss
Net (income) loss attributable to non-controlling interest
Net loss attributable to shareholders
Basic and diluted loss per share

Weighted average number of shares outstanding, basic and
diluted

Three Months Ended September 30,

Nine Months Ended September 30,

2021 2020 2021 2020
$ 23126 $ 12410 $ 67,658 $ 32,132
2,815 2,883 8,374 8,514
25,941 15,293 76,032 40,646
(10,269) (6,061) (30,210) (18,756)
15,672 9,232 45,822 21,890
5,992 4,125 17,863 16,429
7,170 3,855 17,418 12,036
2,603 1,517 7,978 3,792
831 780 2,466 2,668
16,596 10,277 45,725 34,925
(924) (1,045) 97 (13,035)
2 7 13 71
(2,532) (4,678) (7,894) (11,691)
- — (2,915) —
3,345 — 502 —
- (518) (1,210) —
56 8 56 2,727
871 (5,181) (11,448) (9,411)
(53) (6,226) (11,351) (22,446)
(4,541) (2,504) (10,545) (5,427)
(4,594) (8,730) (21,896) (27,873)
— 4,761 — 15,473
(4,594) (3,969) (21,896) (12,400)
5 67 15 41
$ (4,599) $ (4,036) $  (21,911) $  (12,441)
$ 0.01) $ 0.01) $ 0.04) $ (0.02)
592,631,092 503,793,796 590,084,188 517,323,350

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



4FRONT VENTURES CORP.

Condensed Consolidated Interim Statements of Changes in Shareholders’ Equity (unaudited)
For the Nine Months Ended September 30, 2021 and 2020

Amounts expressed in thousands of United States dollars except share and per share data

Total 4Front

Additional Ventures Corp. Non-
Share Capital Paid-In Shareholders’ Controlling Total
Shares Al t Capital Deficit Equity Interest Equity
Balance, December 31, 2019 531,522,819 $ 252,656 $ 25,618 $ (203,497) $ 74,7177 $ a7 s 74,760
Conversion option and warrants with notes transferred to
equity — — 411 — 411 — 411
Shares issued for Pure Ratios earnout 223,145 94 — — 94 — 94
Share-based compensation — — 3,792 — 3,792 — 3,792
Exchange of stock for convertible swap notes (29,775,670) (13,661) — — (13,661) — (13,661)
Conversion of notes to equity — — 2,887 — 2,887 — 2,887
Shares issued with exercise of warrants and options 3,616,834 1,273 1,273 1,273
Purchase of non-controlling interests in Maryland entities — — — — — 254 254
Net loss — — — (12,441) (12,441) 41 (12,400)
Balance, September 30, 2020 505,587,128 $ 240,362 $ 32,708 $ (215,938) $ 57,132 $ 278 $ 57,410
Total 4Front
Additional Ventures Corp. Non-
Share Capital Paid-In Shareholders’ Controlling Total
Shares Amount Capital Deficit Equity Interest Equity

Balance, December 31, 2020 538,851,252 $ 250,583 $ 42,116 $ (250,548) $ 42,151 $ 52 $ 42,203

Shares issued for Pure Ratios earnout 473,491 161 — — 161 — 161

Shares issued for Om of Medicine earnout 535,018 722 — — 722 — 722

Share-based compensation — — 7,978 — 7,978 — 7,978

Conversion of notes to equity 49,042,797 17,719 — — 17,719 — 17,719

Shares issued with exercise of stock options 2,032,983 1,316 — — 1,316 — 1,316

Shares issued with exercise of warrants 2,993,227 3,376 — — 3,376 — 3,376

Return of treasury shares (8,320) — — — — — —

Net loss — — — (21,911) (21,911) 15 (21,896)
Balance, September 30, 2021 593,920,448  $ 273,877 § 50,094 $ (272,459) $ 51,512 $ 67 $ 51,579

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



4FRONT VENTURES CORP.

Condensed Consolidated Interim Statements of Cash Flows (unaudited)

For the Nine Months Ended September 30, 2021 and 2020

Amounts expressed in thousands of United States dollars except share and per share data

CASH FLOWS FROM OPERATING ACTIVITIES
Net Loss
Adjustments to reconcile net loss to net cash used by operating activities
Depreciation and amortization
Equity based compensation
Change in fair value of derivative liability
Accretion of lease liability
Accretion of lease receivable
Accretion of convertible debenture and interest
Write-off of fixed asset from terminated lease
Accretion of contingent consideration
Amortization of loan discount
Loss on investment
Gain on restructuring note payable
Deferred taxes
Accrued interest on notes payable
Changes in operating assets and liabilities
NET CASH PROVIDED BY (USED IN) CONTINUED OPERATING ACTIVITIES
Net cash provided by discontinued operation activities
NET CASH PROVIDED BY (USED IN) OPERATING ACTIVITIES
CASH FLOWS FROM INVESTING ACTIVITIES
Notes receivable repayments
Issuance of notes receivable, net of repayments
Sale of dispensary and interests in cannabis licenses
Long term deposits
Purchases of property and equipment
NET CASH PROVIDED BY (USED IN) CONTINUED INVESTING ACTIVITIES
Net cash used in discontinued investing activities
NET CASH PROVIDED BY (USED IN) INVESTING ACTIVITIES
CASH FLOWS FROM FINANCING ACTIVITIES
Payment of contingent consideration
Issuance of notes payable
Issuance of convertible notes
Proceeds from the exercise of warrants
Proceeds from the exercise of stock options
Repayment of convertible debt
Repayment of notes payable
NET CASH PROVIDED BY (USED IN) FINANCING ACTIVITIES
NET INCREASE (DECREASE) IN CASH
CASH, BEGINNING OF PERIOD
CASH, END OF PERIOD

Nine Months Ended September 30,

2021 2020
(21,896) $ (12,400)
3,668 7,148
7,978 3,792

(502) —
726 384
487 (213)

4,121 (605)
1,210 —
228 508
— 321
| 581
— (281)
632 —
4,783 4,175
2,533 (2,588)
3,968 822
] 12,888
3,968 13,710
183 518
| (2,096)
1,093 —
| 3,103
(14,021) (12,528)
(12,745) (11,003)
— (14)
(12,745) (11,017)
(1,204) (750)
— 1,276
| 10,937
1,664 —
1315 —
— (13,798)
(3,453) —
(1,678) (2,335)
(10,455) 358
18,932 8,141
8477 $ 8,499

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



4FRONT VENTURES CORP.

Notes to Consolidated Interim Financial Statements

For the Nine Months Ended September 30, 2021 and 2020 (unaudited)
Amounts expressed in thousands of United States dollars unless otherwise stated

1. NATURE OF OPERATIONS

4Front Ventures Corp. (“4Front” or the “Company”) exists pursuant to the provisions of the Business Corporations Act (British
Columbia). On July 31, 2019, 4Front Holdings LLC (“Holdings”) completed a Reverse Takeover Transaction (“RTO”) with Cannex
Capital Holdings, Inc. (“Cannex”) whereby Holdings acquired Cannex, for accounting purposes, and the shareholders of Holdings
became the controlling shareholders of the Company. The subordinate voting shares of the Company are listed on the Canadian
Securities Exchange (“CSE”) under the ticker “FFNT” and are quoted on OTC Market Group Inc.’s OTCQX Best Market under the
symbol “FFNTE.”

The Company has two primary operating segments: THC Cannabis and CBD Wellness. With regard to its THC Cannabis segment, as
of September 30, 2021, the Company operates five dispensaries in Massachusetts, Illinois, and Michigan, primarily under the
“MISSION” brand name. As of September 30, 2021, the Company operates two production facilities in Massachusetts and Illinois and
produces the majority of products that are sold at its own Massachusetts and Illinois dispensaries. Also, as part of its THC Cannabis
segment, the Company sells equipment, supplies and intellectual property to cannabis producers in the state of Washington.

The Company’s CBD Wellness segment is focused upon its ownership and operation of its wholly-owned subsidiary, Pure Ratios
Holdings, Inc. (“Pure Ratios”), a CBD-focused wellness company in California, that sells non-THC products throughout the United
States.

Management continues to evaluate the impact of the COVID-19 pandemic on the Company’s industry and has concluded that while it
is reasonably possible that the virus could have a negative effect on the Company’s financial position and results of its operations the
specific impact is not readily determinable as of the date of these consolidated financial statements. The consolidated financial statements
do not include any adjustments that might result from the outcome of this uncertainty. See “Recent Developments — COVID-19”.

The corporate office address of the Company is 5060 North 40% Street, Suite 120, Phoenix, Arizona, and the registered office is 550
Burrard Street, Suite 2900, Vancouver, British Columbia. Our telephone number is (602) 633-3067 and our website is accessible at
https://4frontventures.com.

2. BASIS OF PRESENTATION

The accompanying unaudited condensed consolidated interim financial statements have been prepared in accordance with accounting
principles generally accepted in the United States of America (“U.S. GAAP”) applicable to interim financial information and with the
rules and regulations of the United States Securities and Exchange Commission (the “SEC”). Accordingly, certain information and
footnote disclosures normally included in financial statements prepared in accordance with U.S. GAAP have been condensed, or omitted,
pursuant to such rules and regulations.

In the opinion of management, the unaudited interim financial statements include all adjustments necessary for the fair presentation of
the results of the interim periods presented. All adjustments are of a normal recurring nature, except as otherwise noted below. These
financial statements should be read in conjunction with the Company’s audited financial statements and notes thereto for the year ended
December 31, 2020, included in the Company’s Annual Report on Form 10-K, filed April 7, 2021, with the U.S. Securities and Exchange
Commission and on the System for Electronic Document Analysis and Retrieval in Canada (or SEDAR). The results of operations for
the interim periods are not necessarily indicative of the results of operations for any other interim period or for a full fiscal year.

There have been no changes to the Company’s significant accounting policies as described in Note 2 of the Company’s 2020 Annual
Report on Form 10-K.

Principles of consolidation

The accompanying condensed consolidated interim financial statements include the accounts of the Company and all entities in which
the Company either has a controlling voting interest or is the primary beneficiary of a variable interest entity. All intercompany accounts
and transactions have been eliminated on consolidation.

The financial statements of the subsidiaries are prepared for the same reporting period as the parent company, using consistent
accounting policies.



4FRONT VENTURES CORP.

Notes to Consolidated Interim Financial Statements

For the Nine Months Ended September 30, 2021 and 2020 (unaudited)
Amounts expressed in thousands of United States dollars unless otherwise stated

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a) Critical accounting estimates and judgements

Our discussion and analysis of our financial condition and results of operations are based upon our consolidated financial statements,
which have been prepared in accordance with U.S. GAAP. The preparation of the Company’s condensed consolidated interim financial
statements requires management to make judgments, estimates and assumptions that affect the application of policies and reported
amounts of assets and liabilities, and revenue and expenses. Actual results may differ from these estimates. The estimates and underlying
assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognized in the period in which the estimate is
revised if the revision affects only that period or in the period of the revision and future periods if the revision affects both current and
future periods. The significant judgements made by management in applying the Company’s accounting policies and the key sources of
estimation uncertainty were the same as those described in the latest annual consolidated financial statements.

We cannot predict what future laws and regulations might be passed that could have a material effect on our results of operations. We
assess the impact of significant changes in laws and regulations on a regular basis and update the assumptions and estimates used to
prepare our financial statements when we deem it necessary.

(b) Recent Accounting Pronouncements
Recently Adopted

(i) Effective January 1, 2021, the Company adopted Accounting Standards Update ("ASU") No. 2019-12, "Income Taxes -
Simplifying the Accounting for Income Taxes." This ASU is intended to simplify various aspects of accounting for income
taxes by eliminating certain exceptions within Accounting Standards Codification (“ASC”) Topic 740, "Income Taxes" and to
clarify certain aspects of the current accounting guidance. Adoption of this standard did not materially impact the Company's
consolidated financial position, results of operations or cash flows.

Accounting Pronouncements Not Yet Adopted

(i) In August 2020, the FASB issued ASU 2020-06, Debt - Debt with Conversion and Other Options (Subtopic 470- 20)
and Derivatives and Hedging - Contracts in Entity’s Own Equity (Subtopic 815-40): Accounting for Convertible Instruments
and Contracts in an Entity’s Own Equity (“ASU 2020-06""), which simplifies the accounting for certain financial instruments
with characteristics of liabilities and equity. This ASU (1) simplifies the accounting for convertible debt instruments and
convertible preferred stock by removing the existing guidance in ASC 470-20, Debt: Debt with Conversion and Other Options,
that requires entities to account for beneficial conversion features and cash conversion features in equity, separately from the
host convertible debt or preferred stock; (2) revises the scope exception from derivative accounting in ASC 815-40 for
freestanding financial instruments and embedded features that are both indexed to the issuer’s own stock and classified in
stockholders’ equity, by removing certain criteria required for equity classification; and (3) revises the guidance in ASC 260,
Earnings Per Share, to require entities to calculate diluted earnings per share (EPS) for convertible instruments by using the if-
converted method. In addition, entities must presume share settlement for purposes of calculating diluted EPS when an
instrument may be settled in cash or shares.

For SEC filers, excluding smaller reporting companies, ASU 2020-06 is effective for fiscal years beginning after December
15, 2021 including interim periods within those fiscal years. Early adoption is permitted, but no earlier than fiscal years
beginning after December 15, 2020. For all other entities, ASU 2020-06 is effective for fiscal years beginning after December
15,2023, including interim periods within those fiscal years. Entities should adopt the guidance as of the beginning of the fiscal
year of adoption and cannot adopt the guidance in an interim reporting period. The Company is currently evaluating the impact
that ASU 2020-06 may have on its consolidated financial statements and related disclosures.

Management does not believe that any other recently issued, but not yet effective, accounting standard if currently adopted would have
a material effect on the accompanying consolidated financial statements.



4FRONT VENTURES CORP.

Notes to Consolidated Interim Financial Statements

For the Nine Months Ended September 30, 2021 and 2020 (unaudited)
Amounts expressed in thousands of United States dollars unless otherwise stated

4. INVENTORY

Inventory consists of the following items:

September 30, 2021 December 31, 2020

Raw materials — unharvested cannabis $ 11,183 $ 4,907
Work in process — flower and extract 9,103 9,454
Finished goods — cultivation supplies 117 886
Finished goods — packaged products 6,603 2,790
Total inventory S 27,006 $ 18,037

5. INTANGIBLE ASSETS AND GOODWILL
(a) Intangible Assets

Intangible assets are recorded at cost less accumulated amortization and impairment losses. Intangible assets acquired in a business
combination are measured at fair value at the acquisition date. Amortization of definite life intangibles is recognized on a straight-line
basis over their estimated useful lives. The estimated useful lives, residual values, and amortization methods are reviewed at each year
end, and any changes in estimates are accounted for prospectively.

Non-
Customer Competition Know-
Licenses Relationships Agreements Trademarks How Total

Balance, December 31, 2019 $ 20,146 $ 2,247 $ 137 $ 3,725  $ 8,892 § 35147
Amortization expense — (579) (94) (377) (1,959) (3,009)
Impairment — — — (3,348) — (3,348)
Balance, December 31, 2020 $ 20,146 $ 1,668 $ 43 % — 3 6,933 § 28,790
Amortization expense — (435) (37) — (1,435) (1,907)
Balance, September 30, 2021 $ 20,146 $ 1,233 § 6 $ — $ 5498 § 26,883
(b) Goodwill
A summary of goodwill is as follows:

Balance, December 31, 2019 $ 40,283

Disposal of PHX/Greens Goddess (5,134)

Tax adjustment to Goodwill from Cannex acquisition 1,406

Impairment (13,400)

Balance, December 31, 2020 $ 23,155

Balance, September 30, 2021 $ 23,155

() Impairment of Intangible Assets and Goodwill

On an annual basis, the Company assesses the Company’s reporting unit’s (“RUs”) for indicators of impairment or when facts or
circumstances suggest that it is more likely than not that the carrying amount may exceed fair value. For the purpose of impairment testing,
goodwill is allocated to the Company’s RUs to which it relates.

Goodwill was not tested for impairment during the nine months ended September 30, 2021.



4FRONT VENTURES CORP.

Notes to Consolidated Interim Financial Statements

For the Nine Months Ended September 30, 2021 and 2020 (unaudited)
Amounts expressed in thousands of United States dollars unless otherwise stated

Year Ended December 31, 2020

Management identified negative trigger events regarding its online CBD business. Management has concluded that the overall financial
performance of Pure Ratio continued to be worse than expectations, including revenue growth, EBITDA/cash flows, and future growth
projections. The Pure Ratio’s business operates at a breakeven (i.e., zero) profit level and is not expected to improve in the near term.
As such, management had determined that the goodwill and remaining intangible assets associated with the Pure Ratio’s RU are
impaired. As such, the remaining goodwill of $13,400 and $3,348 in trademarks were written off as of December 31, 2020.

6. LEASES

All real estate leases are recorded on the balance sheet. Equipment and other non-real estate leases with an initial term of twelve months
or less are not recorded on the balance sheet. Balances related to operating leases are included in right-of-use (“ROU”) assets and
noncurrent lease liabilities on the consolidated balance sheet. Lease agreements for some locations provide for rent escalations and
renewal options. Many leases include one or more options to renew the lease at the end of the initial term. The Company considered
renewals in its ROU assets and operating lease liabilities. Certain real estate leases require payment for taxes, insurance and maintenance
which are considered non-lease components. The Company accounts for real estate leases and the related fixed non-lease components
together as a single component.

The Company determines if an arrangement is a lease at inception. The Company must consider whether the contract conveys the right
to control the use of an identified asset. Certain arrangements require significant judgment to determine if an asset is specified in the
contract and if the Company directs how and for what purpose the asset is used during the term of the contract.

Operating lease expense for the three and nine months ended September 30, 2021 and 2020 is $2,009 and $755 respectively and for the
nine months ended is $6,877 and $3,057 respectively.

(a) The Company as a Lessee

The following table summarizes the Company’s operating leases:

Classification - Consolidated Interim Balance Sheets September 30, 2021 December 31, 2020

Assets
Operating lease assets Operating lease assets $ 62,084 § 62,466
Liabilities
Current

Operating Current portion of operating lease liabilities 1,774 1,909
Non-Current

Operating Operating lease liabilities 52,407 51,545
Total lease liabilities S 54,181 $ 53,454

Maturities of lease liabilities for third-party operating leases as of September 30, 2021 were as follows:

Third-Party
Maturities of

Lease Liability
2021 $ 2,245
2022 9,184
2023 9,391
2024 9,605
2025 9,772
Thereafter 132,375
Total minimum lease payments $ 172,572



4FRONT VENTURES CORP.

Notes to Consolidated Interim Financial Statements

For the Nine Months Ended September 30, 2021 and 2020 (unaudited)
Amounts expressed in thousands of United States dollars unless otherwise stated

The Company has right-of-use assets and lease liabilities for leased real estate for dispensaries, cultivation facilities and office space.
The incremental borrowing rate for the Company on January 1, 2020 through September 30, 2021 was between 10.25% and 17%.

(b) The Company as a Lessor:

The Company leases a building in Elma, Washington that is subleased by the Company to a third party. This sublease is classified as a
finance lease with a lease receivable balance of $10,558 as of September 30, 2021. This lease generated $2,077 of the $8,374 in real
estate income for the nine months ending September 30, 2021.

The Company owned buildings in Olympia, Washington that were leased to a third party. This lease was classified as a finance lease.
On December 17, 2020, the Company sold the Olympia building and other assets as part of a sale and leaseback transaction and this
lease was cancelled. The Company applied ASC 842 to a new sublease to the same third party and classified the new sublease as an
operating lease. The lease receivable was sold to the purchaser of the assets as part of the sale and leaseback transaction. This lease
generated $6,297 of the $8,374 in real estate income for the nine months ending September 2021.

The following table summarizes changes in the Company’s lease receivables:

September 30, December 31,

2021 2020
Balance, beginning of the year $ 11,045 $ 33,500
Sale of assets in sale leaseback — (22,508)
Interest 2,077 11,019
Lease payments received (2,564) (10,966)
Balance, end of the period $ 10,558 $ 11,045
Less current portion (3,585) (3,450)
Long term lease receivables $ 6,973 $ 7,595

Future minimum lease payments receivable (principal and interest) on the leases is as follows:

As of September 30,

2021
2021 $ 885
2022 3,630
2023 1,575
2024 —
2025 —
Thereafter —
Total minimum lease payments $ 6,090
Effect of discounting (1,419)
Present value of minimum lease payments 4,671
Present value of residual of leased property 5,887
Total lease receivable $ 10,558
Current portion lease receivable (3,585)
Long term lease receivable $ 6,973




4FRONT VENTURES CORP.

Notes to Consolidated Interim Financial Statements

For the Nine Months Ended September 30, 2021 and 2020 (unaudited)
Amounts expressed in thousands of United States dollars unless otherwise stated

7. NOTES PAYABLE AND CONVERTIBLE NOTES

The Company’s notes payable and convertible notes are as follows:

Gotham
Green May 2020 May 2020
Partners, LI Lending, Convertible Convertible
LLC LLC Notes Notes (Swap) Other Loans Total
Balance, December 31, 2019 $ 35607 $§ 44,289 § — § — 8,093 § 87,989
Loans advanced, net 2,810 — 5,827 — 509 9,146
Equity exchanged — — — 13,661 — 13,661
Equity component (692) — (3,982) — (1,168) (5,842)
Accretion income (643) — — — — (643)
Loan payments (39,855) (6,840) — — (685) (47,380)
Gain on extinguishment of debt (1,218) — — — — (1,218)
Converted to equity — — (145) (1,794) — (1,939)
Accrued interest 3,991 7,913 1,155 — 182 13,241
Balance, December 31, 2020 S — $ 45362 S 2855 § 11,867 $ 6,931 § 67,015
Loans advanced, net — — — — 930 930
Equity component — — — — — —
Loan payments — (3,096) — — (357) (3,453)
Converted to equity — — (5,852) (11,867) — (17,719)
Accrued interest — 5,322 2,997 — 1,125 9,444
Balance, September 30, 2021 $ — $ 47,588 $ — $ — 3 8,629 $ 56,217
Gotham
Green May 2020 May 2020
Partners, LI Lending, Convertible Convertible
LLC LLC Notes Notes (Swap) Other Loans Total
Balance, December 31, 2020 $ — $ 45362 $ 2,855 § 11,867 $§ 6,931 $ 67,015
Less current portion — — — — (5,024) (5,024)
Long term portion — 45,362 2,855 11,867 1,907 61,991
Balance, September 30, 2021 $ — $ 47588 $ — 3 — 8,629 § 56,217
Less current portion — — — — (6,817) (6,817)
Long term portion $ — $ 47588 $ — 3 — 3 1,812 § 49,400
Convertible Notes

On May 14, 2020, the Company issued $5,827 in convertible notes to existing investors in the Company (“May 2020 Convertible
Notes™). The notes pay interest of 5% per annum and have a maturity date of Feb 28, 2022. The notes can be converted into Class A
Subordinate Voting Shares of the Company for $0.25 per share at any time at the option of the holder. The Company can require
mandatory conversion at any time that the Company’s stock price remains above $0.50 for 45 consecutive days. During the first quarter
2021, the Company exercised the mandatory conversion feature and converted the May 2020 Convertible Note balance to subordinate
voting shares.

As part of issuing the convertible notes, the investors were given the right to exchange stock in the Company into separate convertible
notes (swap notes) (“May 2020 Convertible Notes (Swap)”). In total 29,448,468 shares with a value of $13,661 were exchanged for
$13,661 in convertible notes. These notes were effective May 28, 2020, have a maturity date of May 28, 2025, and can be converted
into Class A Subordinate Voting Shares of the Company for $0.46 per share at any time at the option of the holder. The notes pay no
interest if the Company’s annual revenue is greater than $15,000, and 3% annually otherwise. The Company can require mandatory
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conversion at any time that the Company’s stock price remains above $0.92 for 45 consecutive days. During April 2021, the Company
exercised the mandatory conversion feature and converted the May 2020 Convertible Note (Swap) balance to subordinate voting shares.

Gotham Green Partners LLC

Through the RTO, the Company assumed senior secured convertible notes issued to Gotham Green Partners LLC (“GGP”). The
convertible loan has a fair value on acquisition of $39,881 which was determined as the present value of the loan and the fair value of
the conversion feature. The fair value of the conversion feature was determined to be $4,874 based on theacquisition date intrinsic value
of the option. Upon acquisition, the Company reclassified the fair value of the conversion feature to equity. The Company used an
independent valuation company to value the notes using a 10.25% discount rate, which management determined was the rate for similar
notes with no conversion feature or warrants. The notes were repaid in full in December 2020.

On January 29, 2020, the Company issued convertible secured promissory notes for a total of $3,000 to entities associated with GGP.
These notes were due on July 29, 2020 and accrued interest at 15% per annum with no payments due until the maturity date. The notes
were convertible at the option of the holder into the Company’s stock for the equivalent of $0.65 per share. The notes were issued with
detachable stock warrants that gave the holders of the notes the option to purchase 2,230,080 shares of the Company’s stock for $0.67
per share. The notes were repaid in full in May 2020.

LI Lending LLC

On May 10, 2019, the Company entered into a loan agreement with LI Lending LLC, a related party, for $50,000. LI Lending LLC is
related because an officer of the Company serves as a principal of LI Lending LLC. As of September 30, 2021, the Company had drawn
$45,000 on the loan in two amounts, an initial $35,000 and a final $10,000, both bearing a 10.25% interest rate, with initial transaction
costs of $806.

In April 2020, the loan was amended. In exchange for consent to allow the sale of the Pennsylvania and Maryland assets and the release
of related collateral, the Company agreed to make prepayments of principal to LI Lending in the amount of $250 per month for an eight-
month period beginning on May 1, 2020. The $2,000 prepayment was applied to the initial $35,000 principal amount decreasing the
balance to $33,000. Additionally, the Company agreed to pay an increased interest rate of 12.25% on the final $10,000 of the loan until
such time as this amount has been paid down with the remaining $33,000 amount continuing to be subject to the original 10.25% interest
rate.

In December 2020, the loan was amended to allow for the release of collateral for the sale lease back transactions described in Note 6
above, which were entered into with Innovative Industrial Properties, Inc. (“IIPR”). The amendment increased both interest rates by
2.5% on the loan amounts but allowed the payments resulting from the incremental interest to be deferred until January 1, 2022. The
Company elected to defer payment, and the additional 2.5% interest is accrued each month and added to the balance of the loan. The
Company is still required to make interest-only payments monthly of 10.25% on the initial $33,000 and 12.25% on the final $10,000 of
the loan until January 1, 2022 when the interest rates of 12.75% for the initial $33,000 and 14.75% for the final $10,000 will take effect
for the remaining term.

The loan matures on May 10, 2024. An exit fee of 20% of the principal balance will be due as principal is repaid. Monthly interest-only
payments are required, and the Company has paid all interest due as of September 30, 2021.
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Other

Outstanding as of September 30, 2021 were other payables totaling $8,629 which include notes issued as part of the acquisition of
Healthy Pharms Inc. and Arkansas entities as follows:

September 30, December 31,
Subsidiary Terms 2021 2020
Healthy Pharms Inc. Unsecured convertible note at $0.50 per
share, due November 18, 2021 at 12% per
annum $ 2,858 $ 1,652
Healthy Pharms Inc. Unsecured promissory note, due November
18, 2021 at 12% per annum 3,073 2,823
Om of Medicine, LLC Membership interest purchase agreement
contingent payment due December 1, 2021
at 10% per annum 498 —
Arkansas Entities Unsecured promissory note, monthly
interest payments at 14% per annum 1,730 1,907
Equipment Loans Secured by equipment, monthly payments
beginning in 2021 at 15% per annum 367 512
Other Various 103 37
Total Notes Payable and Convertible Notes $ 8,629 $ 6,931
Future minimum payments on the notes payable and convertible debt are as follows:
September 30,
2021
2021 $ 6,034
2022 1,730
2023 —
2024 52,915
2025 —
Thereafter —
Total minimum payments 60,679
Effect of discounting (4,462)
Present value of minimum payments 56,217
Current portion (6,817)
Long-term portion $ 49,400

8. SHARE CAPITAL AND EQUITY

The Company has authorized an unlimited number of Class A Subordinate Voting Shares (“SVS”), and Class C Multiple Voting Shares
(“MVS?), all with no par value. All share classes are included within share capital in the consolidated statements of shareholder’s equity
on an as converted basis. Each share class is entitled to notice of and to attend at any meeting of the shareholders, except a meeting of
which only holders of another particular class of shares will have the right to vote. All share classes are entitled to receive dividends as,
and when declared by the Company, on an as-converted basis, and no dividends will be declared by the Company on any individual
class unless the Company simultaneously declares or pays dividends on all share classes. No subdivision or consolidation of any share
class shall be made without simultaneously subdividing or consolidating all share classes in the same manner.

Class A Subordinate Voting Shares

Holders of Class A Subordinate Voting Shares are entitled to one vote in respect of each SVS.
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Class C Multiple Voting Shares

Holders of MVS are entitled to 800 votes in respect of each MVS. MVS will not be convertible into SVS until prior to the later of the
date (i) the aggregate number of SVS and MVS held by the Initial Holders (being the MVS holders on their initial issuance) on are
reduced to a number which is less than 50% of the aggregate number of SVS and MVS held by the Initial Holders on the date of
completion of the RTO with Cannex, and (ii) 3 years following the date of the business combination with Cannex.

Shares
outstanding as
of
September 30, As converted
Series 2021 to SVS Shares
Class A — Subordinate Voting Shares 592,644,240 592,644,240
Class C — Multiple Voting Shares 1,276,208 1,276,208

593,920,448 593,920,448

On November 23, 2020, the Company closed a bought deal prospectus offering of 24,644,500 Units at a price of C$ 0.70 per Unit. Each
Unit is comprised of one SVS of the Company and one-half of a SVS purchase warrant. Each whole warrant entitles the holder to
purchase one SVS for a period of two years from the date of issuance at an exercise price of C$ 0.90 per subordinate voting share. Net
proceeds from this transaction were $11,557 net of share issuance costs of $690.

Because of the Canadian dollar denominated exercise price, these warrants do not qualify to be classified within equity and are therefore
classified as derivative liabilities at fair value through profit or loss “FVTPL”. On November 23, 2020, the warrants were valued using
the Black Scholes option pricing model at $4,229 using the following assumptions: Share Price: C$0.94; Exercise Price: C$0.90;
Expected Life: 2 years; Annualized Volatility: 87.73%; Dividend yield: 0%; Discount Rate: 0.16%; C$ Exchange Rate: 1.31.

On September 30, 2021, the warrants were revalued using the Black Scholes option pricing model, using the following assumptions:
Share Price: C$1.56; Expected Life: 1.15 years, Annualized Volatility: 37.42%; Dividend yield: 0%; Discount Rate: 0.07%; C$

Exchange Rate: 1.27. The increase in the value of the derivative liability is reflected in the statement of comprehensive loss as a $502
gain on the change in fair value of the derivative liability for the nine months ended September 30, 2021.

9. WARRANTS

As of September 30, 2021, there were share purchase warrants outstanding to purchase up to 39,779,765 SVS:

Weighted

average

Number of exercise

Series warrants price

Balance, December 31, 2020 42,772,992 $ 0.90
Issued — —
Exercised (2,993,227) 0.68
Balance, September 30, 2021 39,779,765 $ 0.92
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As of September 30, 2021, the Company has the following warrants outstanding and exercisable.

Warrants Outstanding

Exercise Price

Expiry Date

7,000,000
4,511,278
2,010,050
10,469,350
298,085
12,135,922
2,230,080
625,000
500,000

39,779,765

10. SHARE-BASED COMPENSATION

The Company grants stock options under the Company’s Amended and Restated Stock Option Plan. Under the terms of the plan, the
maximum number of stock options which maybe granted are a total of ten percent of the number of shares outstanding assuming
conversion of all shares to SVS. The exercise price for stock options issued under the plan will be set by the compensation committee
of the board of directors but will not be less than 100% of the fair market value of the Company’s shares on the grant date. Stock options

L= CRR R i R A ]

1.00
1.33
1.99
C0.90
C0.70
0.82
0.67
C0.80
C0.80

November 21, 2021
November 21, 2021
November 21, 2021
November 23, 2022
November 23, 2022
December 17, 2022
January 29, 2023
October 6, 2024
October 6, 2025

have a maximum term of 5 years from the date of grant. Stock options vest at the discretion of the Board.

As of September 30, 2021, the Company had the following options outstanding and exercisable on an as-converted basis:

Life

Strike Price Options Exercisable Remaining
Grant Date in C$ Outstanding Options (years)

July 31, 2019 1.00 7,983,332 7,983,332 1.20
July 31, 2019 1.00 1,166,667 1,166,667 2.01
July 31, 2019 1.50 441,666 441,666 2.70
July 31, 2019 1.50 800,000 333,334 2.72
July 31, 2019 0.10 6,245,840 6,245,840 2.96
August 22,2019 1.00 6,148,750 1,881,450 2.90
August 22,2019 0.80 5,748,854 2,814,575 2.90
November 1, 2019 0.80 1,200,000 400,000 3.09
February 3, 2020 0.80 358,332 158,333 3.35
June 8, 2020 0.80 25,000 8,333 3.35
July 31, 2020 0.80 1,200,000 1,200,000 3.84
September 15, 2020 0.86 7,915,860 7,315,860 3.96
October 2, 2020 0.77 3,000,000 1,500,000 4.01
November 24, 2020 0.94 1,775,000 1,775,000 4.15
December 2, 2020 1.11 2,900,000 1,450,000 4.18
December 21, 2020 1.06 1,200,000 — 4.23
March 18, 2021 1.63 6,650,000 2,216,667 4.47
April 2, 2021 1.36 200,000 66,667 4.47
April 21, 2021 1.58 175,000 58,333 4.47
June 23, 2021 1.56 450,000 — 4.73

55,584,301 37,016,058 3.22

Stock option activity is summarized as follows:
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Number of Weighted Average Weighted Average
Options Price CADS Years
Balance, December 31, 2019 40,028,465 0.86 4.12
Granted 19,190,960 0.90 —
Exercised — — —
Forfeited (8,792,360) 1.04 —
Balance, December 31, 2020 50,427,065 0.84 3.72
Granted 7,875,000 1.63 4.37
Exercised (2,032,983) 0.93 4.97
Forfeited (684,781) 1.45 —
Balance, September 30, 2021 55,584,301 0.94 3.22

The Company recognized share-based compensation expense of $2,603 and $1,517 during the third quarter of 2021 and 2020 and $7,978
and $3,792 during the respective year-to-date periods.

In determining the amount of equity-based compensation during the period, the Company used the Black-Scholes option pricing model
to establish fair value of options granted during the period with the following key assumption:

September 30, 2021
Risk-Free Interest Rate 0.87% to 0.92%
Expected Life of Options (years) 5.00
Expected Annualized Volatility 86.2% t0 93.53%
Expected Dividend Yield nil

11. RELATED PARTY TRANSACTIONS

Related party transactions

Roman Tkachenko, a director and Leonid Gontmakher, the Company’s Chief Executive Officer and a director, each hold a 14.28%
ownership interest in LI Lending LLC, which extended the Company a real estate improvement/development loan of $50,000 of which
$47,588 was outstanding as of September 30, 2021.

Leonid Gontmakher, Chief Executive Officer of the Company, holds an interest in an entity related to iWolf Management, LLC, an
online marketing company serving the online CBD market which provided online marketing services during 2020 and 2019 for the
Company’s Pure Ratios division. Pure Ratios paid $313 and (2020 — $4,301) for the nine months ended September 30, 2021 to this
vendor for management fees, pass through marketing costs and customer service.

Certain subsidiaries which were acquired in the Company’s business combination with Cannex Capital Holdings Inc. have a contractual
relationship with a licensed Washington cannabis producer, 7Point Holdings LLC (““7Point”). The sole owner of 7Point, Mr. Gerald
Derevyanny, was an executive of the Company during 2019 and the first half of 2020. As a result of his departure on June 30, 2020
from 4Front, 7Point is no longer considered a related party.

7Point and the Company are parties to a commercial sublease expiring May 31, 2023 with one five-year renewal option. The Company
recognized as interest revenue for the nine months ended September 30, 2021 is $2,077 (2020 — $2,254) on the lease receivable for this
lease.

12. CONTINGENCIES
(a) Cannabis Industry

Cannabis is still considered a Schedule 1 substance under the Controlled Substance Act. As such, there is an inherent risk related to the
federal government’s position on cannabis; additionally, the risk exists, due to the Company’s business in cannabis, that third party
service providers could suspend or withdraw services and as well as the risk that regulatory bodies could impose certain restrictions on
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the issuer’s ability to operate in the U.S.; however, the Company has deemed it not reasonable to estimate a potential liability related to
the possible enforcement of laws against the medical cannabis industry.

(b) Contingent consideration payable

As part of the acquisition of Om of Medicine, LLC the Company is subject to contingent consideration payable to the original sellers.
The fair value of the contingent consideration, which is based on specific revenue levels achieved over a two year period, is as follows:

Om of
Medicine
Balance, December 31, 2020 $ 5,496
Additions —
Accretion 228
Payments (1,201)
Notes issued (see Note 7) (485)
Shares issued (722)
Balance, September 30, 2021 $ 3,316

The contingent consideration payable is measured at fair value based on unobservable inputs and is considered a Level 3 financial
instrument. The determination of the fair value of these liabilities is primarily driven by the Company’s expectations of the respective
subsidiaries achieving certain milestones. The expected milestones were assigned probabilities and the expected related cash flows were
discounted to derive the fair value of the contingent consideration.

OM of Medicine: The contingent consideration payable is determined as the amount in excess of gross sales of $3,400 (for fiscal 2020 and
2021) to a maximum payable of $6,000.

(¢) Legal Matters

From time to time, the Company may be involved in certain disputes arising in the ordinary course of business. Such disputes, taken in
the aggregate, are not expected to have a material adverse effecton the Company. Except as disclosed under the heading “Legal
Proceedings” below as of September 30, 2021, there were no pending or threatened lawsuits that could reasonably be expected to have
a material effect on the results of the Company’s operations. There are also no proceedings in which any of the Company’s directors,
officers, or affiliates is an adverse party or has a material interest adverse to the Company’s interest.

13. FINANCIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT

The Company’s financial instruments consist of cash, accounts receivable, other receivables, notes receivable, accounts payable and
accrued expenses, contingent consideration payable, notes payable, and derivative liabilities. The carrying values of these financial
instruments approximate their fair values as of September 30, 2021 and December 31, 2020.

Financial instruments recorded at fair value are classified using a fair value hierarchy that reflects the significance of the inputs to fair
value measurements. The three levels of hierarchy are:
Level 1 quoted prices (unadjusted) in active markets for identical assets or liabilities.

Level 2 inputs other than quoted prices included in Level 1 that are observable for the asset or liability, either directly (i.e., as
prices) or indirectly (i.e., derived from prices); and

Level 3 inputs for the asset or liability that are not based on observable market data(unobservable inputs).
The fair value of the Company’s cash, accounts receivable, other receivables, accounts payable and accrued expenses approximate the
carrying value due to their short-term nature. The Company’s notes receivable, convertible notes payable, and notes payable approximate

fair value due to the instruments bearing market rate of interest.

There were no transfers between fair value levels during the nine months ended September 30, 2021 and the year ending December 31,
2020.
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(a)  Financial Risk Management

The Company is exposed in varying degrees to a variety of financial instruments related risks. The Board mitigates these risks by
assessing, monitoring, and approving the Company’s risk management processes.

(b)  Credit Risk

Credit risk is the risk of loss associated with counterparty’s inability to fulfill its payment obligations. The Company’s credit risk is
primarily attributable to cash, lease receivables, other receivables, and notes receivable. The Company’s maximum credit risk exposure
is equivalent to the carrying value of these instruments.

The risk exposure is limited to the carrying amounts at the statement of financial position date. The risk to cash deposits is mitigated by
holding these instruments with regulated financial institutions. Lease receivables, notes receivables and other receivables credit risk
arises from the possibility that principal and interest due may become uncollectible. The Company mitigates this risk by managing and
monitoring the underlying business relationships.

The Company maintains cash with federally insured financial institutions. As of September 30, 2021 and December 31, 2020, the
Company exceeded federally insured limits by approximately $3,000 and $5,000 respectively. The Company has historically not
experienced any losses in such accounts. As of September 30, 2021, the Company held approximately $633 in a Canadian account that
is denominated in CS$.

As of September 30, 2021, the maximum credit exposure related to the carrying amounts of accounts receivable, other receivables, notes
receivable and lease receivables was $12,363.

(c¢)  Liquidity Risk

Liquidity risk is the risk that the Company will not be able to meet its financial obligations associated with financial liabilities. The
Company manages liquidity risk through the management of its capital structure. The Company’s approach to managing liquidity is to
raise sufficient capital to settle obligations and liabilities when due.

(d)  Interest Rate Risk

Interest rate risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate because of changes in market
interest rates. The Company’s secured convertible notes with GGP (Note 7) had variable interest rates and were paid in full in December
2020.

(e)  Foreign Exchange Risk

The Company is exposed to exchange rate fluctuations between United States and Canadian dollars. The Company’s share price is
denominated in Canadian dollars. If the Canadian dollar declines against the United States dollar, the United States dollar amounts
available to fund the Company through the exercise of stock options or warrants will be less. The Company also has bank accounts with
balances in Canadian dollars. The value of these bank balances if converted to U.S. dollars will fluctuate. While the Company maintains
a head office in Canada where it incurs expenses primarily denominated in Canadian dollars, such expenses are a small portion of overall
expenses incurred by the Company. The Company does not have a practice of trading derivatives and does not engage in “natural
hedging” for funds held in Canada.

()  Other Price Risk

Price risk is the risk of variability in fair value due to movements in equity or market prices. The Company is subject to risk of prices to
its products due to competitive or regulatory pressures.
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14. SEGMENT INFORMATION

Operating segments are components of the Company that combine similar business activities, with activities grouped to facilitate the
evaluation of business units and allocation of resources by the Company’s board and management. As of September 30, 2021, the
Company had two reportable segments:

*  THC Cannabis — Production and cultivation of THC cannabis, manufacturing, and distribution of cannabis products to own
dispensaries and third-party retail customers, ancillary services supporting wholesale operations, and retail sales direct to end
consumers

*  CBD Wellness — Pure Ratios which encompasses the production and sale of CBD products to third-party customers

All revenues are derived from customers domiciled in the United States and all assets are located in the United States.

September 30, September 30,
2021 2020
Net Revenues
THC Cannabis $ 74,073 $ 34,556
CBD Wellness 1,959 6,090
Corporate — —
Total Net Revenues $ 76,032 40,646
Depreciation and Amortization
THC Cannabis $ 2,444 2,343
CBD Wellness 16 325
Corporate 6 —
Total Depreciation and Amortization $ 2,466 2,668
September 30, December 31,
2021 2020
Assets
THC Cannabis $ 206,131  $ 186,899
CBD Wellness 1,399 2,198
Corporate 4,582 15,659
Total Assets $ 212,112  $ 204,756

Goodwill assigned to the THC Cannabis segment as of September 30, 2021 and December 31, 2020 was $23,155. Intangible assets, net
assigned to the THC Cannabis segment as of September 30, 2021 and December 31, 2020 was $26,883 and $28,790, respectively.

Goodwill and Intangible Assets assigned to the CBD Wellness segment as of September 30, 2021 and December 31, 2020 were $nil.
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15. SUPPLEMENTARY CASH FLOW INFORMATION

Changes in non-cash working capital for nine months ended September 30,

Changes in operating assets and liabilities 2021 2020
Accounts receivable and other receivables $ (663) $ 325
Deposits 55 —
Inventory (8,969) (5,769)
Prepaid expenses (118) 530
Accounts payable and other liabilities 2,196 (3,433)
Taxes payable 10,032 5,759

$ 2,533 § (2,588)

. Cash paid for interest in for nine months ended September 30, 2021 and 2020 was $1,751 and $6,260, respectively.
. Cash paid for income taxes for the nine months ended September 30, 2021 and 2020 was $224 and $1,849, respectively.

16. INCOME TAXES

The following table summarizes the Company’s income tax expense and effective tax rates:

For the Nine Months

Ended September 30,
2021 2020
Net loss before income taxes $§ (11,351) $§ (22,446)
Income tax expense (10,545) (5,427)
Effective tax rate 93% 24%
Net loss without discontinued operations before income taxes $  (11,351) § (6,561)
Income tax expense (10,545) (5,839)
Effective tax rate 93% 89%

The Company has computed its provision for income taxes under the discrete method which treats the year-to-date period as if it were
the annual period and determines the income tax expense or benefit on that basis. The discrete method is applied when application of
the estimated annual effective tax rate is impractical because it is not possible to reliably estimate the annual effective tax rate. The
Company believes the use of this discrete method is more appropriate than the annual effective tax rate method due to the early growth
stage of the business. At this time, there is a high degree of uncertainty in estimating the Company’s annual pre-tax income and
significant non-deductible expenses so the Company cannot reliably estimate the annual effective tax rate.

Internal Revenue Code (“IRC”) Section 280E denies, at the U.S. federal level, deductions, and credits attributable to a trade or business
trafficking in controlled substances. Because the Company is subject to IRC Section 280E, the Company has computed its U.S. tax
based on gross receipts less cost of goods sold. The tax provisions for the nine months ended September 30, 2021 and 2020, have been
prepared based on the assumption that cost of goods sold is a valid expense for income tax purposes.

The effective tax rate for the nine months ended September 30, 2021 varies widely from the nine months ended September 30, 2020,
primarily due to the increase in non-deductible expenses as a proportion of total expenses in the current year. The Company incurs
expenses that are not deductible due to IRC Section 280E limitations which results in significant income tax expense.

The federal statute of limitation remains open for the 2017 tax year to the present. The state income tax returns generally remain open

for the 2016 tax year through the present. Net operating losses arising prior to these years are also open to examination if and when
utilized.
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17. DISPOSALS AND DISCONTINUED OPERATIONS

On January 21, 2020, the Company sold two management companies that controlled two Arkansas cannabis licenses to a third party for
$2,000. A gain of $2,000 is included in net income from discontinued operations in the Consolidated Statements of Operations and
Comprehensive Loss. The entities sold had no operation through the sale date.

On March 20, 2020, the Company completed the divestiture of PHX Interactive LLC and Greens Goddess Inc. through a sale to a third
party for $6,000 in cash. The Company paid a $348 fee to a lender in exchange for allowing the Company to sell the dispensary. This fee
is recorded as a disposal cost and is netted with gains as part of net income from discontinued operations in the Consolidated Statements
of Operations and Comprehensive Loss. Revenue and expenses, gains or losses relating to the discontinuation of these operations have
been eliminated from the profit or loss from th e Company’s continuing operations and are shown as part net income from
discontinued operations in the condensed consolidated interim statements of operations and comprehensive loss.

Between April 1, 2020 and September 30, 2020, the Company completed the sale of dispensaries in Pennsylvania, Maryland, and
Arkansas, and of management companies that control three additional dispensaries in Maryland. Revenue and expenses from these
operations have been eliminated from the loss from the Company’s continuing operations for the three months ended March 31, 2020
and are shown as part of net income from discontinued operations in the condensed consolidated interim statements of operations and
comprehensive loss.

The entities that were sold during the nine months ended September 30, 2021 and 2020 were part of the THC Cannabis segment (Note
14). Below is a summary of the net income or loss from discontinued operations that is shown as a single line item for the three and nine
months ended September 30, 2021 and 2020:

Three Months Ended Nine Months Ended
September 30, September 30,
2021 2020 2021 2020

REVENUE $ — $ 3,061 $ — $ 12,482
Cost of goods sold — (1,950) — (8,057)
Gross profit — 1,111 — 4,425
OPERATING EXPENSES

Selling and marketing expenses — 892 — 3,899
Depreciation and amortization — 119 — 472
Gain on sale of subsidiary — (4,729) —  (15,940)
Total operating (income) expenses — (3,718) —  (11,569)
Income from operations — 4,829 — 15,994
Interest expense — (68) — (109)
Net income before income taxes — 4,761 — 15,885
Income tax expense — — — (412)
Net income after income tax expense $ — $ 4,761 $ — § 15473

Cash flows generated by the discontinued operations are reported as a single line item in each section of the condensed consolidated
interim statements of cash flows and are summarized as follows:

Nine Months Ended
September 30,
2021 2020
Net cash used in operating activities $ — 12,888
Net cash used in investing activities — (14)
Net cash provided by financing activities — —
Cash flows from discontinued operations $ — 8 12,874
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Notes to Consolidated Interim Financial Statements

For the Nine Months Ended September 30, 2021 and 2020 (unaudited)
Amounts expressed in thousands of United States dollars unless otherwise stated

18. SUBSEQUENT EVENTS
(a) Acquisition of New England Cannabis Corporation

On October 6, 2021, the Company has entered into an agreement to acquire 100% interest of New England Cannabis Corporation
(“NECC”) for a total consideration of $55 million. The purchase price will be funded through the issuance to the seller of 25 million
subordinate voting shares of the Company ("SVS") and $25 million of cash. The cash portion will be funded through proceeds raised
from a $15 million convertible notes offering.

e  The convertible notes have a maturity date of 36 months following their date of issuance and bear interest at a rate of 6.0% per
annum, payable annually.

e Investors can elect at any time to convert their outstanding balance into SVS at a conversion price equal to US$1.03.

Subject to receipt of regulatory approval and the satisfaction or waiver of customary closing conditions, the transaction is expected to
close in the fourth quarter of 2021.

(b) Commerce, California Manufacturing Commences

The Company was awarded a temporary cannabis business license for its 170,000 Sq. Ft. Cannabis Manufacturing Facility (the
“Facility”) in Commerce, California on October 27, 2021. The Facility will manufacture both in-house and partner brands.
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