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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

You should read the following discussion and analysis of our financial condition and results of operations together with
the financial information and the notes thereto included in Part II, Item 8 of this Annual Report on Form 10-K. Some of
the information contained in this discussion and analysis or set forth elsewhere in this Annual Report on Form 10-K,
including information with respect to our plans and strategy for our business and related financing, includes “forward-
looking statements” within the meaning of Section 274 of the Securities Act and Section 21E of the Securities Exchange
Act of 1934, as amended, or the Exchange Act, or ‘forward-looking information” within the meaning of Canadian
securities laws. These statements are often identified by the use of words such as “expect,” “plan,” “expected,”
“scheduled,” “estimates,” “estimated,” ‘'forecasts,” “‘continue,” “continued,” “anticipate,” “will,” “expectations,”
“cannot,” “could,” “believe,” “focused,” “intention,” “strategic,” “future,” “approach,” “strategy,” “efforts,’
“potential,” “potentially,” “possible,” “may,” “intend,” ‘“intended,” ‘“intent,” “should,” “might,” “would,”
“achieve,” “allowed to,” “over time,” “likely,” “remain,” “opportunities,” “seeking,” or the negative or plural of
these words or similar expressions or variations. Such forward-looking statements and forward-looking information are
subject to a number of risks, uncertainties, assumptions and other factors that could cause actual results and the timing
of certain events to differ materially from future results expressed or implied by the forward-looking statements or
Jforward-looking information. Factors that could cause or contribute to such differences include, but are not limited to,
those identified in this Annual Report on Form 10-K and those discussed in the section titled “Risk Factors” set forth in
Part I, Item 14 of this Annual Report on Form 10-K and in our other SEC and Canadian public filings. In addition,
statements that “we believe” and similar statements reflect our beliefs and opinions on the relevant subject. These
statements are based on information available to us as of the date of this Annual Report on Form 10-K and while we
believe that information provides a reasonable basis for these statements, that information may be limited or incomplete.
Our statements should not be read to indicate that we have conducted an exhaustive inquiry into, or review of, all
relevant information. These statements are inherently uncertain, and investors are cautioned not to unduly rely on these
statements. You should not rely upon forward-looking statements or forward-looking information as predictions of future
events. Furthermore, such forward-looking statements or forward-looking information speak only as of the date of this
report. Except as required by law, we undertake no obligation to update any forward-looking statements or forward-
looking information to reflect events or circumstances after the date of such statements.
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Amounts are presented in United States dollars, except as otherwise indicated.
Overview of the Company

Goodness Growth is a cannabis company whose mission is to provide safe access, quality products and value to its
customers while supporting its local communities through active participation and restorative justice programs. The
Company is evolving with the industry and is in the midst of a transformation to being significantly more customer-
centric across its operations, which include cultivation, manufacturing, wholesale and retail business lines. With our core
operations strategically located in four limited-license markets through our state-licensed subsidiaries, we cultivate and
manufacture cannabis products and distribute these products through our growing network of Green Goods” and other
retail dispensaries we own or operate as well as to third-party dispensaries in the markets in which our subsidiaries hold
operating licenses.

On January 31, 2022, we entered into an Arrangement Agreement (the “Arrangement Agreement”) with Verano
Holdings Corp. (“Verano”), pursuant to which Verano was to acquire all of the issued and outstanding shares of
Goodness Growth pursuant to a plan of arrangement (the “Plan of Arrangement’) under the Business Corporations Act
(British Columbia) (the “Arrangement”). Subject to the terms and conditions set forth in the Arrangement Agreement
and the Plan of Arrangement, holders of Goodness Growth Shares was to receive 0.22652 of a subordinate voting share
of Verano (each a “Verano Subordinate Voting Share”), subject to adjustment as described below, for each Subordinate
Voting Share held, and 22.652 Verano Subordinate Voting Shares for each Multiple Voting Share and Super Voting Share
held, immediately prior to the effective time of the Arrangement.

On October 13, 2022, we received a notice of purported termination of the Arrangement Agreement (the “Notice”) from
Verano. The Notice asserted certain breaches of the Arrangement Agreement, including claims our public filings and

64



Table of Contents

communications with respect to our business and ongoing operations were misleading and that we breached our
representations to Verano under the Arrangement Agreement. Verano also claimed, as a result of such breaches, it is
entitled to payment of the $14,875,000 termination fee and its transaction expenses of up to $3,000,000. We deny all of
Verano’s allegations and have complied with our obligations under the Arrangement Agreement in all material respects at
all times. Verano has no factual or legal basis to justify or support its purported grounds for termination of the
Arrangement Agreement.

On October 21, 2022, we commenced an action in the Supreme Court of British Columbia against Verano seeking
damages after Verano wrongfully terminated the Arrangement Agreement. We are seeking damages, costs and interest,
based on Verano's breach of contract and of its duty of good faith and honest performance. On November 14, 2022,
Verano filed counterclaims against the Company for the termination fee and transaction expenses described above. Due
to uncertainties inherent in litigation, it is not possible to predict the timing or final outcome of the legal proceedings
against Verano or to determine the amount of damages, if any, that may be awarded.

The termination of the Arrangement Agreement gives rise to substantial doubt about the Company’s ability to meet its
obligations over the next twelve months. Company management is working with the Company’s lenders, counsel, and
other applicable parties to implement a plan to effectively mitigate the conditions giving rise to substantial doubt.
Elements of this plan may include, but are not limited to, asset sales, debt restructuring, and capital raises. The
accompanying consolidated financial statements have been prepared on a going concern basis, which contemplates the
realization of assets and the satisfaction of liabilities in the normal course of business. However, the Company’s
continuance as going concern is dependent on its future profitability and implementation of the aforementioned plan.
The Company may not be successful in these efforts.

Operating Segments

We report our operating results in one business segment: the cultivation, production, and sale of cannabis. We cultivate,
manufacture, and distribute cannabis products to third parties in wholesale markets and cultivate, manufacture, and sell
cannabis products directly to approved patients and adult-use-customers in our owned or operated retail stores.

During the year ended December 31, 2022, the Company had operating revenue in five states: Arizona, Maryland,
Minnesota, New Mexico, and New York. Retail revenues were derived from sales in eighteen dispensaries throughout
four states. We had eight operational dispensaries in Minnesota, four in New Mexico, four in New York, and two in
Maryland. Wholesale revenues were derived from sales of products to third parties in the states of Arizona, Maryland,
Minnesota, and New York. During the year ended December 31, 2022, we ceased all operations in Arizona. During
the year ended December 31, 2021, we divested our retail operation in Arizona, and the Ohio business.

Year ended December 31, 2022 Compared to the Year Ended December 31, 2021
Revenue

We derived our revenue from cultivating, processing, and distributing cannabis products through our nineteen
dispensaries in five states and our wholesale sales to third parties in four states. For the year ended December 31, 2022,
83% of the revenue was generated from retail dispensaries and 17% from wholesale business. For the year ended
December 31, 2021, 82% of the revenue was generated from retail business and 18% from wholesale business.

For the year ended December 31, 2022, Minnesota operations contributed approximately 51% of revenues, New York
contributed 20%, Arizona contributed 3%, New Mexico contributed 8%, and Maryland contributed 18%. For the year
ended December 31, 2021, Minnesota operations contributed approximately 40% of revenues, New York contributed
25%, Arizona contributed 16%, New Mexico contributed 6%, and Maryland contributed 13%.

Revenue for the year ended December 31, 2022, was $74,625,867, an increase of $20,179,699 or 37% compared to
revenue of $54,446,168 for year ended December 31, 2021. The increase is primarily attributable to revenue
contributions from the retail business in Minnesota of $15.7 million, the retail business in Maryland of $4.7 million, and
the retail business in New Mexico of $2.9 million, partially offset by the lack of revenues from the Arizona retail
business, which was divested
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in 2021. Key revenue drivers are the increased patient demand in Minnesota driven by the addition of cannabis flower to
the Minnesota medical program in March of 2022, the commencement of recreational marijuana sales in New Mexico on
April 1, 2022, and the acquisition of Charm City Medicus, LLC in the fourth quarter of 2021.

Retail revenue for the year ended December 31, 2022, was $62,123,357, an increase of $17,430,972 or 39% compared to
retail revenue of $44,692,385 for the year ended December 31, 2021, primarily due to increased revenue contributions
from Minnesota, Maryland, and New Mexico.

Wholesale revenue for the year ended December 31, 2022, was $12,502,510, an increase of $2,748,727 compared to
wholesale revenue of $9,753,783 for year ended December 31, 2021. The increase was primarily due to increased
wholesale demand in Maryland and New York.

Year Ended
December 31,
2022 2021 $ Change % Change

Retail:

MN $37,461,646 $21,795,356 $ 15,666,290 72 %
NY 10,676,424 11,473,918 (797,494) (N%
AZ — 5,053,669 (5,053,669) (100)%
NM 6,040,847 3,100,803 2,940,044 95 %
MD 7,944,440 3,268,639 4,675,801 143 %
Total Retail $62,123,357 $44,692,385 $17,430,972 39 %
Wholesale:

AZ $ 2,361,233 $ 3,519,835 $ (1,158,602) (33)%
MD 5,474,824 3,688,359 1,786,465 48 %
NY 3,994,313 2,478,906 1,515,407 61 %
MN 672,140 — 672,140 100 %
OH — 66,683 (66,683) (100)%
Total Wholesale $12,502,510 $ 9,753,783 § 2,748,727 28 %
Total Revenue $ 74,625,867 $ 54,446,168 $ 20,179,699 37 %
AZ and OH Revenue $ (2,361,233) $ (8,640,187) $ 6,278,954 (73)%
Total Revenue excluding AZ Retail and OH $72,264,634 $ 45,805,981 $ 26,458,653 58 2%

Cost of Goods Sold and Gross Profit

Cost of goods sold are determined from costs related to the cultivation and processing of cannabis and cannabis-derived
products as well as the cost of finished goods inventory purchased from third parties.

Cost of goods sold for the year ended December 31, 2022, was $43,717,706, an increase of $9,070,223 compared to
the year ended December 31, 2021 of $34,647,483, driven most significantly by the product costs associated with the
increase in revenues year over year.

Gross profit for the year ended December 31, 2022, was $30,908,161, representing a gross margin of 41%. This is
compared to gross profit for the year ended December 31, 2021, of $19,798,685 or a 36% gross margin. The increase in
margin and gross profit was driven primarily by increased retail revenues, specifically increased Minnesota retail
contributions as a percentage of overall revenue, which carry higher margins.
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Total Operating Expenses

Total operating expenses for the year ended December 31, 2022, were $37,847,526, a decrease of $2,432,723 compared
to total expenses of $40,280,249 for the year ended December 31, 2021. The decrease in total expenses was attributable
to a decrease in share-based compensation of $2,488,444.

Operating Loss before Income Taxes and Other Income (Expense)

Operating loss before other income (expense) and provision for income taxes for the year ended December 31, 2022, was
$(6,939,365), a decrease of $13,542,199 compared to an operating loss before other income (expense) and provision for
income taxes of $(20,481,564) for the year ended December 31, 2021.

Total Other Income (Expense)

Total other expense for the year ended December 31, 2022, was ($29,625,079), an increase of $20,538,168 compared to
other expense of ($9,086,911) or the year ended December 31, 2021. The increase in other expense is primarily
attributable to increased interest expense of $12,018,182 in 2022 driven by the issuance of promissory notes, increased
impairment charges of $3,426,250 related to long-lived assets, and a decrease of $6,734,680 in asset disposal gains due
to a lack of asset divestitures in 2022.

Provision for Income Taxes

Income tax expense is recognized based on the expected tax payable on the taxable income for the year, using tax rates
enacted or substantively enacted at year-end. For the year ended December 31, 2022, Federal and State income tax
expense totaled $5,893,000 compared to tax expense of $4,122,000 for the year ended December 31, 2021. The increase
in tax expense is primarily attributable to the increase in gross profit relative to the prior year.

Year ended December 31, 2021 Compared to the Year Ended December 31, 2020
Revenue

We derived our revenue from cultivating, processing, and distributing cannabis products through our nineteen
dispensaries in five states and our wholesale sales to third parties in four states. For the year ended December 31, 2021,
82% of the revenue was generated from retail dispensaries and 18% from wholesale business. For the year ended
December 31, 2020, 76% of the revenue was generated from retail business and 24% from wholesale business.

For the year ended December 31, 2021, Minnesota operations contributed approximately 40% of revenues, New York
contributed 25%, Arizona contributed 16%, New Mexico contributed 6%, and Maryland contributed 13%. For the year
ended December 31, 2020, Minnesota operations contributed approximately 34% of revenues, New York contributed
23%, Arizona contributed 15%, New Mexico contributed 5%, Maryland contributed 8%, Ohio contributed 1%, and
Pennsylvania contributed 14%.

Revenue for the year ended December 31, 2021, was $54,446,168, an increase of $5,234,839 or 11% compared to
revenue of $49,211,329 for year ended December 31, 2020. The increase is primarily attributable to revenue
contributions from the retail business in Minnesota of $5.3 million, the retail business in Maryland of $3.3 million, and
the wholesale business in New York of $1.8 million, partially offset by the lack of revenues from the Pennsylvania retail
and wholesale businesses, which were divested in 2020. Key revenue drivers were the opening of the Fredrick
dispensary in Maryland in the first quarter of 2021, increased patient demand in Minnesota, which is primarily the result
of four new dispensary openings that occurred in the fourth quarter of 2020, and a large New York bulk oil sale that
occurred during 2021.

Retail revenue for the year ended December 31, 2021, was $44,692,385, an increase of $7,456,084 or 20% compared to

retail revenue of $37,236,301 for the year ended December 31, 2020, primarily due to revenue contributions from
Minnesota and Maryland.
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Wholesale revenue for the year ended December 31, 2021, was $9,753,783, a decrease of $2,218,531 compared to
wholesale revenue of $11,972,314 for year ended December 31, 2020. The decrease was primarily due to the divestiture
of the Pennsylvania wholesale business in 2020.

Year Ended
December 31,

2021 2020 $ Change % Change
Retail:
MN $21,795,356 $ 16,506,418 $ 5,288,938 32 %
NY 11,473,918 10,890,084 583,834 5%
AZ 5,053,669 4,018,613 1,035,056 26 %
NM 3,100,803 2,349,826 750,977 32 %
MD 3,268,639 — 3,268,639 N.M.
PA — 3,471,360 (3,471,360) (100)%
Total Retail $44,692,385 § 37,236,301 $ 7,456,084 20 %
Wholesale:
AZ $ 3,519,835 $ 3,555,184 $ (35,349) (D)%
MD 3,688,359 3,797,655 (109,296) 3)%
NY 2,478,906 630,277 1,848,629 293 %
PA — 3,521,867 (3,521,867) 100 %
OH 66,683 467,331 (400,648) (86)%
Total Wholesale $ 9,753,783 § 11,972,314 $ (2,218,531) 19)%
Other:
RI Royalty $ — 3 2,714 $ (2,714) N.M.
Total Revenue $ 54,446,168 $ 49,211,329 § 5,234,839 11 %
PA, OH, and AZ Retail Revenue $ (5,120,352) $(11,479,171) $ 6,358,819 (55)%
Total Revenue excluding AZ and OH $ 49,325,816 $ 37,732,158 $ 11,593,658 31 %

N.M. Not Meaningful
Cost of Goods Sold and Gross Profit

Cost of goods sold are determined from costs related to the cultivation and processing of cannabis and cannabis-derived
products as well as the cost of finished goods inventory purchased from third parties.

Cost of goods sold for the year ended December 31, 2021, was $34,647,483, an increase of $2,563,875 compared to
the year ended December 31, 2020 of $32,083,608, driven most significantly by the product costs associated with the
increase in revenues year over year, and an increase in inventory valuation adjustments driven by a significant and
unusual weather period in Arizona.

Gross profit for the year ended December 31, 2021, was $19,798,685, representing a gross margin of 36%. This is
compared to gross profit for the year ended December 31, 2020, of $17,127,721 or a 35% gross margin. The increase in
margin was driven by increased retail revenue, which carries a higher margin, as a percentage of total revenue in 2021,
partially offset by an increase in inventory valuation adjustments of $1,666,696. The increase in inventory valuation
adjustments was driven by a significant and unusual weather period in Arizona, which lead to increased obsolete
mventory.

Total Operating Expenses
Total operating expenses for the year ended December 31, 2021, were $40,280,249, an increase of $109,406 compared to
total expenses of $40,170,843 for the year ended December 31, 2020. The increase in total expenses was attributable to

an increase in salaries and wages, professional fees, and general and administrative expenses of $7.3 million, an increase
in amortization and depreciation of $0.4 million, offset by a decrease in share-based compensation of $7.6 million. The
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increase in salaries and wages, and general and administrative expenses was driven by significant operational buildout in
existing markets, and the decrease in share-based compensation was driven by the lack of share-based compensation
expense affiliated with warrant vesting in 2021.

Operating Loss before Income Taxes and Other Income (Expense)

Operating loss before other income (expense) and provision for income taxes for the year ended December 31, 2021, was
$(20,481,564), a decrease of $2,561,558 compared to operating income before other income (expense) and provision for
income taxes of $(23,043,122) for the year ended December 31, 2020.

Total Other Income (Expense)

Total other expense for the year ended December 31, 2021, was ($9,086,911), an increase of $17,977,839 compared to
other income of $8,890,928 for the year ended December 31, 2020. The increase in other expense is primarily
attributable to increased interest expense of $5,479,522 in 2021 driven by the issuance of promissory notes, the
impairment charge of $5,169,951 related to long-lived assets, as well as the decrease in the gain on disposal of assets of
$13,350,138, partially offset by the 2020 derivative loss of $6,260,480.

Provision for Income Taxes

Income tax expense is recognized based on the expected tax payable on the taxable income for the year, using tax rates
enacted or substantively enacted at year-end. For the year ended December 31, 2021, Federal and State income tax
expense totaled $4,122,000 compared to a tax expense of $8,790,000 for the year ended December 31, 2020. The 2020
expense is significantly impacted by the $20.3 million gain affiliated with the divestiture of various subsidiaries.

Non-GAAP Measures

EBITDA and Adjusted EBITDA are non-GAAP measures and do not have standardized definitions under GAAP. The
following information provides reconciliations of the supplemental non-GAAP financial measures presented herein to
the most directly comparable financial measures calculated and presented in accordance with GAAP. The Company has
provided the non-GAAP financial measures, which are not calculated or presented in accordance with GAAP, as
supplemental information and in addition to the financial measures that are calculated and presented in accordance with
GAAP. Management occasionally elects to provide supplemental non-GAAP financial measures in circumstances which
it believes provide additional perspective and insights when analyzing the core operating performance of the business.
These supplemental non-GAAP financial measures should not be considered superior to, as a substitute for, or as an
alternative to, and should be considered in conjunction with, the GAAP financial measures presented. During fiscal year
2022, management discussed and provided reconocilations of quarterly EBITDA and Adjusted EBITDA to directly
comparable GAAP financial measures. As a result, references and reconciliations to these measures have been provided
for the full year. However, management does not undertake any responsibility to provide similar disclosures in future
periods.

Our calculation of EBITDA and Adjusted EBITDA excludes “depreciation included in the cost of goods sold.” We

believe excluding these additional items better represents EBITDA by excluding all depreciation.Our calculation of
EBITDA and
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Adjusted EBITDA now excludes “depreciation included in the cost of goods sold.” We believe excluding these
additional items better represents EBITDA by excluding all depreciation.

Year Ended
December 31,
2022 2021
Net income (loss) $ (42,457,444) $ (33,690,475)
Interest expense, net 22,593,552 10,575,370
Income taxes 5,893,000 4,122,000
Depreciation & Amortization 1,329,643 1,441,828
Depreciation included in cost of goods sold 2,682,818 2,404,711
EBITDA (non-GAAP) $ (9,958,431) $(15,146,566)
Inventory adjustment 4,293,788 2,641,080
Loss on impairment of long-lived assets 8,596,201 5,169,951
Stock-based compensation 2,694,197 5,182,641
Other income (1,190,863) —
Gain on disposal of assets (322,181) (6,903,039)
Adjusted EBITDA (non-GAAP) $ 4,112,711 $ (9,055,933)

Liquidity and Capital Resources

As of December 31, 2022 and 2021, the Company had working capital of $17,019,820 and $25,233,518 respectively,
reflecting a decrease in working capital of $8,213,698 for the year ended December 31, 2022.

The Company is an early-stage growth company. It is generating cash from sales and is deploying its capital reserves to
acquire and develop assets capable of producing additional revenues and earnings over both the immediate and near
term. Capital reserves are being utilized for capital expenditures and improvements in existing facilities, product
development and marketing, as well as customer, supplier and investor and industry relations.

Credit Facility

During the year ended December 31, 2017, the Company signed a promissory note payable in the amount of $1,010,000.
The note bears interest at a rate of 15% per annum with interest payments required on a monthly basis. Effective
November 13, 2019, the Company’s promissory note payable in the amount of $1,010,000 was modified to increase the
amount payable to $1,110,000 and extend the maturity date to December 31, 2021. On December 28, 2021, the
Company’s promissory note payable in the amount of $1,110,000 was modified to extend the maturity date
to December 31, 2023, and the Company paid off $60,000 in principal.

On March 25, 2021, the Company entered into a credit agreement for a senior secured delayed draw term loan with an
aggregate principal amount of up to $46,000,000 (the “Credit Facility”), and executed a draw of $26,000,000 in
principal. Net of fees and closing costs of $1,971,705, the Company received $24,028,295 of the first tranche on March
25, 2021. Additionally, the Company incurred fees and closing costs of $1,083,422 which were paid in cash. The unpaid
principal amounts outstanding under the Credit Facility bear interest at a rate of (a) the U.S. prime rate plus 10.375% per
annum payable monthly in cash, and (b) 2.75% per annum paid in kind interest payable monthly. The Credit Facility
matures on March 31, 2024.

On March 25, 2021, in connection with closing the Credit Facility, Goodness Growth issued (a) five year warrants to the
agent and each lender to purchase an aggregate of 2,803,984 subordinate voting shares at an exercise price of C$3.50 per
share, and (b) a five year warrant to the broker to purchase 233,665 subordinate voting shares at an exercise price of
C$3.50 per share. Each warrant provides customary anti-dilution provisions. The fair value of these warrants at the time
of issuance was $5,395,759 which is treated as a deferred financing cost.

On November 18, 2021, the Company and lenders amended the Credit Facility to provide for an additional loan of
$4,200,000 with a cash interest rate of 15% per annum and PIK interest of 2% per annum and no warrants were issued in
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connection with this loan. Cash received net of $156,900 in financing costs was $4,043,100. Obligations under the
Credit Facility are secured by substantially all the assets of the Company.

On January 31, 2022, Goodness Growth and certain of its subsidiaries, as borrowers (collectively, “Borrowers”), entered
into a Third Amendment to the Credit Facility (the “Third Amendment”) providing for additional delayed draw term
loans of up to $55 million (the “Delayed Draw Loans”). Subject to certain conditions to be satisfied prior to the initial
funding thereunder, Goodness Growth may borrow a portion of the $55 million for working capital and other general
corporate purposes and may borrow the remainder for other specific purposes, including relating to its ongoing
expansion in New York. The Delayed Draw Loans have a maturity date of April 30, 2023 with an option to extend
another 12 months for an additional fee of $1,375,000. The cash interest rate on the Delayed Draw Loans under the Third
Amendment is equal to the U.S. prime rate plus 10.375%, with a minimum required rate of 13.375% per annum, in
addition to paid-in-kind interest of 2.75% per annum. Pursuant to the Arrangement Agreement, Verano reimbursed
Goodness Growth for all interest expenses related to the Third Amendment in excess of 10% per annum through the
purported termination of the Arrangement Agreement on October 13, 2022.

During the year ended December 31, 2022, the Company drew $28,000,000 in principal debt from the Delayed Draw
Loans. Proceeds received, net of deferred financing fees of $2,236,919 were $25,763,081. The Company was
reimbursed by Verano for $1,190,863 of these deferred financing fees pursuant to the Arrangement Agreement. These
fees are included as other income in the unaudited statement of loss and comprehensive loss for the year ended
December 31, 2022.

Unless otherwise specified, all deferred financing costs are treated as a contra-liability, to be netted against the
outstanding loan balance and amortized over the remaining life of the loan.

On November 19, 2021, the Company signed a promissory note payable in the amount of $2,000,000 in connection with
the acquisition of Charm City Medicus, LLC. The note bears an interest rate of 8% per annum with interest payments
due on the last day of each calendar quarter. The maturity date of the note is November 19, 2023, and the note is secured
by 25% of the membership interests in Vireo Health of Charm City, LLC.

Cash Used in Operating Activities

Net cash used in operating activities was $18.1 million for the year ended December 31, 2022, a decrease of $12.4
million as compared to the year ended December 31, 2021. The decrease is due to more favorable changes in working
capital relative to 2021, increased gross profit, and decreased operating expenses.

Cash Flow from Investing Activities

Net cash used in investing activities was $5.6 million for the year ended December 31, 2022, compared to net cash used
of $7.2 million for the year ended December 31, 2021. The decrease in cash used is primarily attributable to decreased
capital expenditures of $12.5 million, partially offset by the lack of asset disposals in 2022.

Cash Flow from Financing Activities

Net cash provided by financing activities was $23.7 million for the year ended December 31, 2022, an decrease of $2.1
million as compared to the year ended December 31, 2021. The decrease was principally due to fewer net proceeds
received from the Credit Facility in 2022.

Lease Transactions

As of December 31, 2022, we have entered into lease agreements for the use of buildings used in cultivation, production
and sales of cannabis products in Maryland, Minnesota, Nevada, New Mexico, New York, and Puerto Rico.

The lease agreements for all retail space used for our dispensary operations are with third-party landlords and remaining
duration ranges from 1 to 6 years. These agreements are short-term facility leases that require the Company to
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make monthly rent payments as well as to fund common area costs, utilities and maintenance. In some cases, we have
received tenant improvement funds to assist in the buildout of the space to meet our operating needs. As of December 31,
2022, the Company had 18 retail locations secured under these agreements.

We have also entered into sale and leaseback arrangements for our cultivation and processing facilities in Minnesota and
New York with a special-purpose real estate investment trust. These leases are long-term agreements that provide, among
other things, funds to make certain improvements to the property to increase production capacity and operational
efficiency of the facility.

Excluding any contracts under one year in duration, the future minimum lease payments (principal and interest) on all
our leases are as follows:

Operating Leases

Finance Leases

December 31, 2022 December 31, 2022 Total
2023 $ 2,534,207 $ 10,346,743 $§ 12,880,950
2024 2,243,050 10,448,698 12,691,748
2025 2,030,129 10,531,127 12,561,256
2026 1,609,276 10,844,372 12,453,648
2027 1,384,646 11,167,059 12,551,705
Thereafter 1,271,640 174,401,638 175,673,278
Total minimum lease payments $ 11,072,948 $ 227,739,637 $ 238,812,585
Less discount to net present value (3,447,503) (152,606,947)  (156,054,450)
Less liabilities held for sale (1,319,847) — (1,319,847)
Present value of lease liability $ 6,305,598 $ 75,132,690 $ 81,438,288

Outstanding Share Data

As of March 27, 2023, we had 87,135,083 shares issued and outstanding, consisting of the following:

(a) Subordinate Voting Shares

86,721,030 shares issued and outstanding. The holders of Subordinate Voting Shares are entitled to receive
dividends which may be declared from time to time and are entitled to one vote per share at all shareholder
meetings. All Subordinate Voting Shares are ranked equally with regards to the Company’s residual assets. The

Company is authorized to issue an unlimited number of no-par value Subordinate Voting Shares.

(b) Multiple Voting Shares

348,642 shares issued and outstanding. The holders of Multiple Voting Shares are entitled to one hundred votes
per share at all shareholder meetings. Each Multiple Voting Share is exchangeable for one hundred Subordinate
Voting Shares. The Company is authorized to issue an unlimited number of Multiple Voting Shares.

(c) Super Voting Shares

65,411 shares issued and outstanding. The holders of Super Voting Shares are entitled to one thousand votes per
share at all shareholder meetings. Each Super Voting Share is exchangeable for one hundred Subordinate Voting
Shares. The Company is authorized to issue an unlimited number of Super Voting Shares.

Options, Warrants, and Convertible Promissory Notes

As of December 31, 2022, we had 23,547,558 employee stock options outstanding, 3,037,649 Subordinate
Voting Share compensation warrants denominated in C$ related to financing activities, and 150,000 Subordinate

Voting Share compensation warrants outstanding.
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Off-Balance Sheet Arrangements

As of the date of this filing, we do not have any off-balance-sheet arrangements that have, or are reasonably likely to
have, a current or future effect on our results of operations or financial condition, including, and without limitation, such
considerations as liquidity and capital resources.

Summary of Significant Accounting Policies

The critical accounting estimates, assumptions, and judgments that we believe to have the most significant impact on our
consolidated financial statements are described below. Note 2, “Summary of Significant Accounting Policies” of the
Notes to the Consolidated Financial Statements in Part II, Item 8 of this Annual Report on Form 10-K describes the
significant accounting policies and methods used in the preparation of our Consolidated Financial Statements.

Use of estimates and significant judgments

The preparation of our financial statements requires management to make estimates, assumptions and judgments that
affect the reported amounts of revenue, expenses, assets, liabilities, accompanying disclosures and the disclosure of
contingent liabilities. These estimates and judgments are subject to change based on experience and new information
which could result in outcomes that require a material adjustment to the carrying amounts of assets or liabilities affecting
future periods. Estimates and judgments are assessed on an ongoing basis. Revisions to estimates are recognized
prospectively.

Examples of key estimates in these financial statements include cash flows and discount rates used in accounting for
business combinations including contingent consideration, asset impairment including estimated future cash flows and
fair values, the allowance for doubtful accounts receivable and trade receivables, inventory valuation adjustments that
contemplate the market value of, and demand for inventory, estimated useful lives of property and equipment and
intangible assets, valuation allowance on deferred income tax assets, determining the fair value of financial instruments,
fair value of stock-based compensation, estimated variable consideration on contracts with customers, sales return
estimates, the fair value of the convertible notes and equity component and the classification, incremental borrowing
rates and lease terms applicable to lease contracts. We believe that the estimates, judgments, and assumptions used to
determine certain amounts that affect the financial statements are reasonable, based on information available at the time
they are made. To the extent there are differences between these estimates and actual results, our consolidated financial
statements may be materially affected.

Revenue Recognition

The Company’s primary source of revenue is from wholesale of cannabis products to dispensary locations and direct
retail sales to eligible customers at the Company-owned dispensaries. Substantially all of the Company’s retail revenue is
from the direct sale of cannabis products to medical customers.

Revenue is recognized when control of the promised goods or services, through performance obligations by the
Company, is transferred to the customer in an amount that reflects the consideration it expects to be entitled to in
exchange for the performance obligations. More specifically, wholesale revenues are recognized upon delivery and
acceptance by wholesale customers. Retail revenues are recognized at the point of sale. Discounts are recorded at the
time of revenue recognition. Returns were not material during the years ended December 31, 2022 and 2021, but are
recognized when the customer is refunded. Revenues are presented net of discounts and returns.

Sales taxes collected from customers are remitted to the appropriate taxing jurisdictions and are excluded from sales
revenue as the Company considers itself a pass-through conduit for collecting and remitting sales taxes. Excise duties
that are both imposed on and concurrent with a specific revenue-producing transaction, that are collected by the
Company from a customer are included in revenue. Freight revenues on all product sales, when applicable, are also
recognized, on a consistent manner, at a point in time. The term between invoicing and when payment is due is not
significant and the period between when the entity transfers the promised good or service to the customer and when the
customer pays for that good or service is one year or less.
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Cost of sales

Cost of sales represents costs directly related to manufacturing and distribution of our products. Primary costs include
raw materials, packaging, direct labor, overhead, shipping and handling and the depreciation of manufacturing
equipment and production facilities. Manufacturing overhead and related expenses include salaries, wages, employee
benefits, utilities, maintenance, and property taxes. Cost of sales also includes inventory valuation adjustments. We
recognize the cost of sales as the associated revenues are recognized.

Inventory

Inventory is comprised of cannabis work-in-process, cannabis finished goods and other inventory. Work-in-process
inventory includes cannabis plants, bulk harvested material, and various bulk oils and extracts. Finished goods include
packaged flower and extracts. Other inventory includes product packaging, hemp derived CBD, apparel, and
paraphernalia.

Inventory cost includes pre-harvest, post-harvest and shipment and fulfillment, as well as related accessories. Pre-harvest
costs include labor and direct materials to grow cannabis, which includes water, electricity, nutrients, integrated pest
management, growing supplies and allocated overhead. Post-harvest costs include costs associated with drying,
trimming, blending, extraction, purification, quality testing and allocated overhead. Shipment and fulfillment costs
include the costs of packaging, labelling, courier services and allocated overhead.

Inventory is stated at the lower of cost or net realizable value, determined using weighted average cost. Net realizable
value is defined as the estimated selling price in the ordinary course of business, less reasonably predictable costs of
completion, disposal, and transportation. At the end of each reporting period, we perform an assessment of inventory and
records write-downs for excess and obsolete inventories based on our estimated forecast of product demand, production
requirements, market conditions, regulatory environment, and spoilage. Factors considered in the determination of
obsolescence include slow-moving or non-marketable items. Actual inventory losses may differ from management’s
estimates and such differences could be material our consolidated balance sheets, statements of net loss and
comprehensive loss and statements of cash flows. In calculating the value of the inventory, management is required to
make a number of estimates, including estimating the stage of growth of the cannabis plant up to the point of harvest,
harvesting costs, selling costs, sales price, wastage and expected yields of the cannabis plant. In calculating final
inventory values, management is required to determine an estimated fail rate and compare the inventory cost to estimated
net realizable value. If the assumptions around future demand for our inventory are more optimistic than actual future
results, then the excess and obsolete inventory provision may not be sufficient, resulting in our inventory being valued in
excess of its net realizable value.

Assessing Recoverability of long-lived assets

We review long-lived assets, including property and equipment and definite life intangible assets, for impairment
whenever events or changes in circumstances indicate that the carrying value of an asset may not be recoverable. Asset
impairment tests require the allocation of assets to asset groups, where appropriate, which requires significant judgment
and interpretation with respect to the integration between the assets and shared resources. In order to determine if assets
have been impaired, assets are grouped and tested at the lowest level for which identifiable independent cash flows are
available (“asset group”). Asset impairment tests require the determination of whether there is an indication of
impairment. The assessment of whether an indication of impairment exists is performed at the end of each reporting
period and requires the application of judgment, historical experience, and external and internal sources of information.
An impairment loss is recognized when the sum of projected undiscounted cash flows is less than the carrying value of
the asset group. The measurement of the impairment loss to be recognized is based on the difference between the fair
value and the carrying value of the asset group. Fair value can be determined using a market approach, income approach
or cost approach. The reversal of impairment losses is prohibited. In assessing value in use, the estimated future cash
flows are discounted to their present value using a discount rate that reflects current market assessments of the time
value of money and the risks specific to the asset. If impairment indicators exist and are not identified, or judgment and
assumptions used in assessing the recoverable amount change, the carrying value of long-lived assets can exceed the
recoverable amount.
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Impairment of goodwill and indefinite life intangible assets

Goodwill and indefinite life intangible assets are tested for impairment annually, or more frequently when events or
circumstances indicate that impairment may have occurred. As part of the impairment evaluation, the Company may
elect to perform an assessment of qualitative factors. If this qualitative assessment indicates that it is more likely than not
that the fair value of the indefinite-lived intangible asset or the reporting unit (for goodwill) is less than its carrying
value, a quantitative impairment test to compare the fair value to the carrying value. An impairment charge is recorded if
the carrying value exceeds the fair value. If the judgments relating to the qualitative or quantitative assessments
performed differ from actual results, or if assumptions are different, the values of the indefinite life intangible assets and
goodwill can differ from the amounts recorded.

Estimating the fair value of Stock-based compensation

In January 2019, the Company adopted the 2019 Equity Incentive Plan under which the Company may grant incentive
stock option, restricted shares, restricted share units, or other awards. The exercise price for incentive stock options
issued under the plan will be set by the Administrator (as defined under the plan) but will not be less 100% of the fair
market value of the Company’s shares on the date of grant. The Company measures and recognizes compensation
expense for stock options to employees and non-employees on a straight-line basis over the vesting period based on their
grant date fair values. The Company estimates the fair value of stock options on the date of grant using the Black-
Scholes option pricing model. Estimates in our stock-based compensation valuations are highly complex and subjective.
Determining the estimated fair value of at the grant date requires judgment in determining the appropriate valuation
model and assumptions, including the fair value of common shares on the grant date, risk-free rate, volatility rate, annual
dividend yield and the expected term. The volatility rate is based on historical volatilities of public companies operating
in a similar industry to the Company. Stock options have a maximum term of 10 years from the date of grant. The stock
options vest at the discretion of the Board. The risk-free rate is based on the U.S. Treasury yield curve in effect at the
time of grant.

For stock options granted, the fair value of common stock at the date of grant was determined by the Board of Directors
with assistance from third-party valuation specialists. The Company estimates forfeitures at the time of grant and revises
these estimates in subsequent periods if actual forfeitures differ from those estimates.

For performance-based stock options and RSUs, the Company records compensation expense over the estimated service
period adjusted for a probability factor of achieving the performance-based milestones. At each reporting date, the
Company assesses the probability factor and records compensation expense accordingly, net of estimated forfeitures.

Fully vested, non-forfeitable equity instruments issued to parties other than employees are measured on the date they are
issued where there is no specific performance required by the grantee to retain those equity instruments. Stock-based
payment transactions with non-employees are measured at the fair value of the consideration received or the fair value of
the equity instruments issued, whichever is more reliably measurable. Where fully vested, non-forfeitable equity
instruments are granted to parties other than employees in exchange for notes or financing receivable, the note or
receivable is presented in additional paid-in capital on the balance sheets.

Assessing the realizability of deferred tax assets

The Company uses the asset and liability method of accounting for income taxes. Under this method, deferred tax assets
and liabilities are determined based on the differences between the financial reporting and the tax bases of assets and
liabilities and are measured using the enacted tax rates and laws that will be in effect when the differences are expected
to reverse. Management assesses the likelihood that the resulting deferred tax assets will be realized. A valuation
allowance is provided when it is more likely than not that some portion or all of a deferred tax asset will not be realized.

The Company recognizes uncertain income tax positions at the largest amount that is more likely than not to be sustained
upon audit by the relevant taxing authority. An uncertain income tax position will not be recognized if it has less than a
50% likelihood of being sustained. Changes in recognition or measurement are reflected in the period in which judgment
occurs.
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Recently Issued Accounting Standards

For a discussion of recent accounting pronouncements, please see Note 2, Summary of Significant Accounting
Policies to our financial statements included elsewhere in this prospectus.
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