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NOTICE OF NO AUDITOR REVIEW OF CONDENSED INTERIM CONSOLIDATED FINANCIAL
STATEMENTS

The accompanying unaudited condensed interim consolidated financial statements of the Company have
been prepared by and are the responsibility of the Company’s management.

The Company’s independent auditor has not performed a review of these condensed interim consolidated
financial statements, in accordance with standards established by CPA Canada for a review of interim
financial statements by an entity’s auditor.



XS Financial Inc.

Condensed consolidated statements of (loss) income and comprehensive (loss) income
For the three and six months ended September 30, 2020 and 2019

(Unaudited)
(Expressed in United States dollars)

Three months ended

Nine months ended

September 30, September 30,
Note 2020 2019 2020 2019

Revenue 7 $ 3858329 $ 663,468 $ 5451489 $ 1635493
Cost of sales 8 3,782,276 718,631 5,297,665 1,903,742
Gross profit (loss) 76,053 (55,163) 153,824 (268,249)
Administrative expenses 8 300,635 543,120 1,313,847 2,928,831
Sales and marketing expenses 8 63,399 82,389 338,822 168,036
Loss from operations (287,981) (680,672) (1,498,845) (3,365,116)
Financing expense, net 17 128,348 187,110 394,929 630,559
Accretion expense 17 89,656 606,056 241,462 1,518,850
Listing expense 6 - 363,095 - 363,095
Unrealized loss in fair value change

of investments 9 320,698 - 2,218,744 -
Change in fair value of derivative liabilities 17 - (3,706,506) - (889,229)
Loss on sale of property, plant and equipment

and servicing equipment 14,15 - 81,352 - 101,569
Other (income) expense (6,757) (17,723) (27,267) (17,723)
(Loss) income before income tax (819,926) 1,805,944 (4,326,713) (5,072,237)
Income tax expense 21 - - - 975
Net (loss) income $ (819,926) $ 1805944 $  (4326,713) $ (5073212)
Other comprehensive (loss) income
Items that will subsequently be reclassified to operations:
Unrealized gain (loss) loss on foreign currency translation 2,679 (27,938) (15,156) (27,938)
Comprehensive (loss) income $ (817,247) $ 1,778,006 $  (4,341,869) $  (5,101,150)
(Loss) income per share - basic and diluted $ (0.02) $ 0.05 $ (0.08) $ (0.15)
(Loss) income per share - diluted $ (0.02) $ 0.04 $ (0.08) $ (0.15)
Weighted average shares outstanding:

Basic and diluted 54,589,706 36,295,096 52,563,488 33,974,504

Diluted 54,589,706 49,984,444 52,563,488 33,974,504

Approved on behalf of the Board:

Gary Herman, Director

Stephen Christoffersen, Director

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



XS5Financial Ine.

Condenzed conzolidated ztatementz of financial pozition
Az of September 30, 2020 and December 31, 2019
{Exprezzed in United States dollars)

(Unaudited)
September 30, December 31,
Note 2020 2019
Azzets
Current assets
Cash 5 717,012 5 2487283
F.estricted cash 17 650,000 -
Lirvestm enitz 9 343,071 -
Trade recenables, net 10 195 463 124 713
Fmancing receivables, short-term 11 763,933 430 4566
Iiventories 2 - 36052
Prepaid and other cuwrrent azzets 13 145747 244 581
Tatal current assets 3317248 3.373.107
Non-current assets
Servic#lz e quEpm et 14 300 564 783195
Property, plant and equipment 13 0455 7306
Fmancins receivables, lons-term 11 2312 124 L0798
Tatal non-current assets 2,822,484 1,101 495
Total azzet= 5 6139 732 5 4 474 506
Sharehold er=" equity and liabilities
Current habilities
L oans and borrowinzs, short-term 17 5 GO0, (00 5 600 000
Trade and other pavables 19 698,973 119752
Accriued expenses 20 964,369 201317
Unearned reverme 7 17,000 -
Amounts due to related parties 23 38,087 -
Fedesemable common stock 17 650 000 630 000
Tatal current liabiliies 2,968 4049 1,571 065
Non-current habiliies
L oans and borrowinsa, longs-term 17 2257 436 1578544
Total iabilitie= 5,223,845 3.53495613
Sharehalders ' equaty
Share capital 16 14 359110 10,342 678
F ezarves 3,311 284 3,234 636
Cotrversion feature - debenhwes 16 006,668 938935
Accumulated other comprehensve lozs (35,841} (24 683)
Accumulated deficit (17.913 334} (13.586621)
Total shareholders ' eguity 913,887 924993
Total zhare holde =" equity and liabilitie = 5 6,139 732 5 4 474 606

MNature of operations and backzround sformation (M ote 1)
Goins concern (Mote 33
Subzsequent events (Note 23)
The accompanying notes are an integral part of these condensed consolidated financial statements.
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XS Financial Inc.

Condensed consolidated statements of changes in equity
For the nine months ended September 30, 2020 and 2019

(Unaudited)
(Expressed in United States dollars)

Balance at January 1, 2019
Issuance of Class A common stock
Fair value allocation of loan borrowing proceeds
Issuance of Proportionate Voting Shares
Shares issued to Caracara shareholders
Conversion of Series B and Series C debentures
to common stock
Conversion feature of Sub Receipt debentures,
net of tax
Conversion feature of convertible debentures
Conversion of Sub Receipt debentures
to common stock and warrants
Issuance of warrants for services
Share-based incentive compensation
Net loss and comprehensive loss
Balance at September 30, 2019

Balance at January 1, 2020
Conversion of Sub Receipt debentures
to common stock and warrants
Redeemable common stock held in escrow
Issuance of common shares to third party providers
Issuance of proportionate voting shares
Issuance of common shares for the purchase
of a lenders license
Share-based incentive compensation
Net loss and comprehensive loss
Balance at September 30, 2020

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

Number of Accumulated
Number of Proportionate Conversion other
Common Common Share feature for comprehensive Accumulated
Note Shares Shares Capital Reserves debentures loss deficit Total
32,501,238 - $ 4,737,813 $ 582670 $ - $ - $ (6,214,702) $  (894,219)
16 757,500 - - 626,874 - - - 626,874
17 - - - 263,587 - - - 263,587
16 (17,737,588) 17,737 - - - - - -

6 3,896,958 - 953,167 - - - - 953,167
16 10,050,378 359 4,498,139 1,101,800 - - - 5,599,939
17 - - - - 1,019,572 - - 1,019,572
17 - - - - 47,265 - - 47,265

16,18 363,636 - 151,217 79,512 (94,650) - - 136,079
18 - - - 649,341 - - - 649,341
22 - - - 463,983 - - - 463,983

- - - - - (27,938) (5,073,212) (5,101,150)
29,832,122 18,096 $ 10,340,336 $ 3,767,767 $ 972,187 $  (27,938) $(11,287,914) $ 3,764,438
29,986,764 12,507 $ 10,342,678 $ 3,234,686 $ 958,935 $  (24,685) $(13,586,621) $ 924,993
16 48,181 - 18,332 (37,733) 37,733 - - 18,332
17 - - 650,000 - - - - 650,000
16 1,069,047 - 190,047 - - - - 190,047
16 - 10,600 3,061,815 - - - - 3,061,815
16 450,671 - 96,238 - - - - 96,238
22 - - - 314,331 - - - 314,331
- - - - (15,156) (4,326,713) (4,341,869)
31,554,663 23,107 $ 14,359,110 $ 3,511,284 $ 996,668 $  (39,841) $(17,913,334) $ 913,887




X5 Financial Ine,

Condens ed conzobdated ztatements of caz b flows

For the mine month: ended September 30, 2020 and 2019
(Unaudited)

(E xprezzed in United States dollarz)

Nine months ended
September 30,
Note 020 019
Cazh flow= from operating activibes
Loss for the period 5 (4326713) g (307821
Adpstments to reconcile loss to net cash flow s:
Depreciation and amortization 1415 38,065 418654
Gan on sals of servicing equipment to 2 customer 14 - (348.307)
Leoss onsale of fmentory, servicing aquipment and property,
plant and aquipment to vendors and third party buyves 121415 146371 101 568
Noncash tramsachon costs 15 06,237 -
Noncazh fimanes lease meome 11 (366828) 18257
Incentive ¢ompensa bion expense 2 314331 463583
Common shares, w armants and debentures ssued for serices 161718 171000 303,597
Financs and accration expense 17 241463 1513850
Liting expense 6 - 363005
Chanee in fair valne of embedded denvatrve Babiitizs 17 - (380220)
Unrealizad pss i fakr vale change of imesbtments 3 221574 -
Purchazes of equipment for finance leases 2 (2824430 -
Procesds from finance l=aze receivables 11 2 300803 375040
(1.436,028) (2385304)
Chanse inw orlans capital tte ms:
Trade and other recemables 10 40 TED (35026)
Imventories 2 - 070
Prepayl and other current assets 13 03,834 1021856
Trade and other pavables 15 55,656) (56.803)
Accrued expemas 2 (1216200 506326
Unsarned revems 7 (B34.539) (11397}
Aamounts due torelated partias 23 35.067 547258
Netcaszh flows uzed in operating ac tivities (2081223) (1572683)
Cazh flow=s from inv esting ac v ities
Proceeds from the sale of sericine squipment and
property, plant and equipment 1415 522205 313380
Purchases of servicing equipment 14 (246547) (46015)
Purchaszes of property, plant and aquipment 15 (3,327) (L1113}
Cazh acquired as part of reverse acqusition 6 - 698,858
Netecash flows provided by investing ac tivities 210336 Sed 210
Cazh flow=z from finane ing activities
Procesds from loans and borrowimzs 17 55,762 1,100:000
Procesds from issvance of Sub Eeceipt debentures 16 - 4472083
Eepavment of dabt 17 - (45,664
Payment of debt sstance and deferred fmancing costs 17 - @T00N
Netecaszh flows provided by finane ing activities 35,762 SO45414
E ffect of exchange rate changes on cazh (15.156) (27538)
Netdecrease in cash (1,70231) 4408003
Cazh at beginning of the the period 2437203 534148
Cazh at end of the period g 17012 S 45843151

The accompanying notes are an integral part of these condensed consolidated financial statements.
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X5 Financial Ine,

Condens ed conzobdated ztatements of caz b flows

For the mine month: ended September 30, 2020 and 2019
(Unaudited)

(E xprezsed in United States dollars)

Supplemental dizelosure of ¢ azh flow information:

Cash paid for interest 3 361520 3 321
Non-cazh inv esting and finame ing activites
Purchasss of servicing equipment included i trade pavables, accrwed

swpenses and amounts due to related partiss 1823 § 1350314 5 381513
Issuance of proportiona t= common shares 16 3061815 -
Izsumance of common shares to a third party serace provder 16 19047 -
Discovnt on loan borrowing: procesds 17 - 228183
Izsuance of comvertble debt, net of dscount of 3163, 363 17 - 33306
Prepaid debt ssvance costs - warents ssved and commeon stock 161718 - 305,764

saned
Izsuance of wamants to service providers, consultants and

and S eries C debenture holders 18 - 1199373
Izsuance of embedded denvative labilites 17 - 133180
Comemion of Series B and Series C comerthle dabt to

common stock 16 - 5399030
Comemion of Subh Eeceipt convertible debt to common stock 1617 18,332 134,057
Sermicins equipment sold and reduction to defzored

ravenne 7 - 1006 542

The accompanying notes are an integral part of these condensed consolidated financial statements.
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XS Financial Inc.
Notes to the Unaudited Condensed Consolidated Financial Statements
(Unaudited)
(Expressed in United States Dollars)

Nature of operations and background information

XS Financial Inc. ("XSF", or "the Company"), which changed its name from Xtraction Services
Holdings Corp. on June 26, 2020 and formerly known as Caracara Silver Inc. ("Caracara") was
incorporated under the laws of the Province of British Columbia on December 3, 2009, and is
listed on the Canadian Securities Exchange ("CSE") under the symbol "XSF".

XSF, inclusive of it's wholly-owned subsidiary Xtraction Services, Inc ("XSI"), is a specialty
finance company that provides equipment leasing solutions in the United States to
owner/operators of cannabis and hemp companies including cultivators, oil processors,
manufacturers, testing laboratories, among others and operates in one business segment in one
geographic area. Its registered office is located at 1901 Avenue of The Stars, Suite 120, Los
Angeles, California 90067, USA.

Xtraction Services, Inc. ("XSI") was originally established as a Delaware limited liability
company on October 9, 2017. In July 2018, XSI filed with the Secretary of State of Delaware to
change its corporate status from a Delaware limited liability company to a Delaware corporation
and elected to be classified as a corporation. On July 19, 2018, XSI received a Certificate of
Conversion and Certificate of Incorporation from the Secretary of State of Delaware.

On March 22, 2019, XSl entered into a definitive merger agreement with Caracara pursuant to
which Caracara would acquire all of the issued and outstanding common shares of XSI. The
transaction was structured as a “reverse triangular merger” between XSI, Caracara and a wholly-
owned subsidiary of Caracara incorporated under the laws of Delaware. On September 11, 2019,
the merger became effective whereby Caracara's subsidiary acquired all of the issued and
outstanding Class A and Class B common shares, stock options and warrants of XSl and the
resulting issuer changed its name from Caracara Silver Inc. to Xtraction Services Holdings Corp.
and continued with the business of XSI.

The accompanying condensed consolidated financial statements have been approved by the
Company’s board of directors and are authorized for issuance as of November 25, 2020.

Basis of presentation

Statement of compliance

These condensed consolidated financial statements have been prepared in accordance with
International Financial Reporting Standards and International Accounting Standards and
Interpretations (collectively IFRSs) as issued by the International Accounting Standards Board
(IASB).

Basis of consolidation

Subsidiaries are entities over which the Company has control, where control is defined to exist
when the Company is exposed to variable returns from its involvement with the investee and has
the ability to affect those returns through its power over the investee. Subsidiaries are

8
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XS Financial Inc.
Notes to the Unaudited Condensed Consolidated Financial Statements
(Unaudited)
(Expressed in United States Dollars)

consolidated from the date control is transferred to the Company, and are de-consolidated from
the date control ceases.

The condensed consolidated financial statements incorporate the financial statements of the
Company and its wholly owned subsidiaries, Xtraction Services, Inc. incorporated in Delaware,
United States, and CSI Princesa Inc. incorporated in Ontario, Canada. The results of subsidiaries
acquired or disposed of during the year are included in the condensed consolidated financial
statements of loss and comprehensive loss from the effective date of acquisition up to the
effective date of disposal, as appropriate.

All intercompany transactions, balances, income and expenses are eliminated upon consolidation.

Functional and presentation currency

The condensed consolidated financial statements of the Company are presented in U.S. dollars
(USD). The functional currency of the Company and CSI Princesa Inc., its Canadian subsidiary,
is the Canadian dollar. The functional currency of Xtraction Services, Inc. is the U.S. dollar.

With the closing of the reverse acquisition on September 11, 2019, (note 6) the underlying
functional currency of the Company changed resulting in changes to previously reported results
in the three and nine months ended September 30, 2019.

Basis of measurement

The condensed consolidated financial statements have been prepared on a historical cost basis,
except for certain financial instruments measured at fair value through profit and loss. Historical
cost is generally based on the fair value of the consideration given in exchange for goods and
services. In addition, these consolidated financial statements have been prepared using the
accrual basis of accounting except for cash flow information.

Use of estimates and judgement

The preparation of financial statements in compliance with adopted IFRS requires the use of
certain critical accounting estimates. It also requires the management of the Company to exercise
judgment in applying the Company's accounting policies. The areas where significant judgments
and estimates have been made in preparing the condensed consolidated financial statements and
their effect are disclosed in note 5 below.

Going concern

The condensed consolidated financial statements have been prepared on a going concern basis,
which assumes that the Company will be able to realize its assets and discharge its liabilities in
the normal course of business for the foreseeable future. The Company has incurred losses and
negative cash flows from operations since inception and has an accumulated deficit of
$17,913,334 and $13,586,621 as of September 30, 2020 and December 31, 2019, respectively.
The Company's ability to continue as a going concern is dependent upon achieving a profitable
level of operations and obtaining additional financing, neither of which is assured. The Company

9
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XS Financial Inc.
Notes to the Unaudited Condensed Consolidated Financial Statements
(Unaudited)
(Expressed in United States Dollars)

anticipates incurring additional losses until such time that it can generate sufficient revenue from
its operations to cover its expenses. Historically, the Company has been successful in obtaining
enough funding for operating and capital requirements. The condensed consolidated financial
statements do not give effect to any adjustments which may be necessary should the Company be
unable to continue as a going concern and be required to realize its assets and discharge its
liabilities in other than the normal course of business and at amounts different from those
reflected in the accompanying condensed consolidated financial statements. These adjustments
could be material.

The operations of the Company are subject to certain risks and uncertainties including, among
others: uncertainty of product development; technological uncertainty; commercial acceptance of
any developed products; dependence on collaborative partners; uncertainty regarding patents and
proprietary rights; comprehensive government regulations; market risk; and dependence on key
personnel.

In March 2020, the World Health Organization declared the outbreak of a novel coronavirus
(COVID-19) as a pandemic, which continues to spread throughout Canada and the United States.
The spread of COVID-19 has caused significant volatility in Canadian, U.S. and international
markets. There is significant uncertainty around the breadth and duration of business disruptions
related to COVID-19, as well as its impact on the Canadian, U.S. and international economies
and, although the Company has not experienced any material impact on its operations to date, the
Company is unable to determine if it will have a future material impact to its operations or ability
to raise funds.

Significant accounting policies

The Company has applied the same accounting policies and methods of computation in its interim
condensed consolidated financial statements as in its 2019 and 2018 annual financial statements
except for adoption of IAS 1 — Presentation of Financial Statements and IAS 8 — Accounting
Policies, Changes in Accounting Estimates and Errors and IFRS 3 Business Combinations on
January 1, 2020.

Fair value of financial instruments

As at September 30, 2020, the Company had the following financial instruments measured at fair
value:

Fair Value Meazurement at Reporting Date Uzing

Quoted Prices
I Active Siznificant

Marketz for Other Sienificant
Identical Ohzervable Unobzerrable

Aszats Inputz Input:
(Levell) (Leveld) (Level 3) Taotal
As of Beptember 30, 2020
Assats:
Investments {note O) 343.071 g g g 343071

10
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XS Financial Inc.
Notes to the Unaudited Condensed Consolidated Financial Statements
(Unaudited)
(Expressed in United States Dollars)

As at December 31, 2019, the Company did not have any financial instruments measured at fair
value.

Transfers between levels are considered to occur on the date that the fair valuation methodology
changes. There were no transfers between levels during the current or comparative periods. There
were no liabilities at fair value as at September 30, 2020 and December 31, 2019.

New standards and interpretations recently adopted

Effective January 1, 2020 the Company has adopted I1AS 1 — Presentation of Financial Statements
(“IAS 1) and IAS 8 — Accounting Policies, Changes in Accounting Estimates and Errors (“IAS
8”), which were amended in October 2018 to refine the definition of materiality and clarify its
characteristics. The revised definition focuses on the idea that information is material if omitting,
misstating or obscuring it could reasonably be expected to influence decisions that the primary
users of general purpose financial statements make on the basis of those financial statements. The
Company has concluded there was no impact on its financial statements and related disclosures
upon the adoption of the amended standards for IAS 1 and IAS 8.

Effective January 1, 2020 the Company has adopted IFRS 3 — Business Combinations (“IFRS
3”), which was amended in October 2018 to clarify the definition of a business. This amended
definition states that a business must include inputs and a process and clarified that the process
must be substantive and the inputs and process must together significantly contribute to operating
outputs. In addition it narrows the definitions of a business by focusing the definition of outputs
on goods and services provided to customers and other income from ordinary activities, rather
than on providing dividends or other economic benefits directly to investors or lowering costs and
added a test that makes it easier to conclude that a company has acquired a group of assets, rather
than a business, if the value of the assets acquired is substantially all concentrated in a single asset
or group of similar assets. The Company has concluded there was no impact on its financial
statements and related disclosures upon the adoption of the amended standard for IFRS 3.

The Company had no additional new standards adopted that resulted in changes to the Company’s
accounting policies for the nine months ended September 30, 2020.

Critical accounting estimates and judgements

In the application of the Company’s accounting policies, which are described in note 4 above, the
Company’s management are required to make judgments, estimates and assumptions about the
carrying amounts of assets and liabilities that are not readily apparent from other sources. The
estimates and associated assumptions are based on historical experience and other factors that are
considered to be relevant. Actual results may differ from these assumptions.

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. Significant judgments, estimates and assumptions that have the
most significant effect on the amounts recognized in the condensed consolidated financial
statements are described below.

11



XS Financial Inc.
Notes to the Unaudited Condensed Consolidated Financial Statements
(Unaudited)
(Expressed in United States Dollars)

Depreciation and Amortization of Servicing Equipment, Property, Plant and Equipment, and
Intangible Assets and Estimate of Useful Lives

Depreciation and amortization of servicing equipment, property, plant and equipment and
intangible asset is dependent upon estimates of useful lives. The Company estimates the useful
lives of these assets based on the period over which the assets are expected to be available for
use. The estimated useful lives are reviewed periodically and are updated if expectations differ
from previous estimates due to physical wear and tear, technical or commercial obsolescence and
legal or other limits on the use of the relevant assets.

Long-Lived Assets and Impairment

Long-lived assets, such as servicing equipment, property, plant and equipment and finite
intangible assets, are reviewed for impairment whenever events or changes in circumstances
indicate the carrying amount of an asset may not be recoverable. If circumstances require a long-
lived asset or asset group be tested for possible impairment, the Company estimates its
recoverable amount. An impairment loss is recognized to the extent the carrying value exceeds its
recoverable amount. Fair value is determined using various valuation techniques, including
discounted cash flow models, quoted market values, and third-party independent appraisals, as
considered necessary.

Share-based Incentive Compensation

The Company uses the Black-Scholes option pricing model to determine the fair value of share-
based awards granted. In estimating fair value, management is required to make certain
assumptions and estimates such as the expected term, volatility of the Company’s future share
price, risk free interest rates, future dividend yields and estimated forfeitures at the initial grant
date. Changes in assumptions used to estimate fair value could result in materially different
results.

Derivative Liabilities

Derivative liabilities are initially recognized at fair value on the date entered into and are
subsequently remeasured to their fair value at the end of each reporting period. Changes in the
fair value of any derivative instrument are recognized immediately as a component of other
expense (income) in the consolidated statements of loss and comprehensive loss. The fair value of
the derivative liabilities are subject to measurement uncertainty due to the assumptions made for
the inputs in the Black-Scholes option valuation. See note 17.

Compound Financial Instruments
The initial recognition of the compound financial instruments requires that the liability
component and the conversion feature are recognized separately. Judgement is required to

determine whether the conversion feature meets the definition of equity or a derivative liability.
The fair values at initial recognition is subject to measurement uncertainty. See note 17.

12



XS Financial Inc.
Notes to the Unaudited Condensed Consolidated Financial Statements
(Unaudited)
(Expressed in United States Dollars)

Functional Currency Determination

The functional currency for the Company and its subsidiaries is the currency of the primary
economic environment in which the entity operates.

Determination of functional currency is conducted through an analysis of the consideration
factors identified in 1AS 21. The Effects of Changes in Foreign Exchange Rates and may involve
certain judgments to determine the primary economic environment. The Company reconsiders the
functional currency of its entities if there is a change in events and conditions which determine
the primary economic environment. Significant changes to those underlying factors could cause a
change to the functional currency.

Determination of Discount Rates

Determination of the discount rate for term loans and convertible debentures is based on
comparison to similar interest bearing debt instruments of a group of comparative companies.

Determination of Financing Lease or Operating Lease

In making the determination of whether an arrangement should be accounted for as a financing
lease or an operating lease, the Company makes certain assumptions including the fair value of
the equipment under lease, the interest implicit in the lease and the residual value of the
equipment at the end of the lease.

Expected Credit Losses

See notes 10 and 11.

Definition of a Business

Determination of whether a set of assets acquired, and liabilities assumed constitute a business
under IFRS 3 requires the Company to make certain judgments, taking into account all facts and
circumstances. See note 6.

Contingencies

See note 23.

13
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XS Financial Inc.
Notes to the Unaudited Condensed Consolidated Financial Statements
(Unaudited)
(Expressed in United States Dollars)

Reverse acquisition

The following table presents the Company’s purchase price allocation for the reverse acquisition.

Cash § 698858
Other receivable 6,048
Accounts pavable and accrued expenses (114834
Net assets acquired 590072
Purchase price paid

3,806,958 common shares 3 0531467

Excess of purchase price paid over net assefz acquired
allocated to listing expense § 363005

On March 22, 2019, XSI entered into a definitive merger agreement with Caracara pursuant to
which Caracara, through a whole-owned subsidiary incorporated in the State of Delaware, would
acquire all of the issued and outstanding common shares of XSI.

On September 11, 2019, the merger became effective via a “reverse triangular merger”, pursuant
to which Caracara acquired all of the issued and outstanding class A and class B common shares,
stock options and warrants of XSI by way of a merger between XSI and Caracara’s wholly-
owned subsidiary. As a result of the transaction, the former shareholders of XSI held greater than
50% of the issued and outstanding shares of the resulting issuer. The substance of the transaction
is a reverse acquisition of a non-operating company, as Caracara did not meet the definition of a
business under IFRS 3. As a result, the transactions has been accounted for as a capital
transaction with XSI being identified as the accounting acquirer and the equity consideration
being measured at fair value under IFRS 2, using the acquisition method of accounting. The
resulting issuer changed its name from Caracara to Xtraction Services Holdings Corp. and
continued with the business of XSI.

The issued and outstanding common shares of Caracara were consolidated on the basis of 1 post-
consolidation Caracara common share for every 6.262 outstanding Caracara common shares
existing immediately before the consolidation. The fair value of the acquisition of 3,896,958 post-
consolidation shares of Caracara at a fair value per share of $0.24, based on the quoted price of
the shares on the date of the transaction, was $953,167. The purchase price allocation of the
merger includes net assets acquired of $590,072, resulting in a listing expense of $363,095
reflected in the condensed consolidated statements of (loss) income and comprehensive (l0ss)
income for the three and nine month ended September 30, 2019.
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XS Financial Inc.
Notes to the Unaudited Condensed Consolidated Financial Statements
(Unaudited)
(Expressed in United States Dollars)

Revenue

The following table presents a disaggregation of revenue by source and timing of revenue
recognition:

Three nonths ended Nine monthe ended
Septenaber 3, Septendver 3.,
2020 209 2020 2019
Beveme source
Finareing leases (oot 113 53447280 5 383573 5 4725 5 406545

Equipment sales 388,335 165831 521935 1,015,529
Rovalty sales - 72247 - 173,302
Opemting lases - 39122 143250 39122
Other s=verms 22,505 583 32.070 595

$3858325 S 663468 S 5451480 § 1633493

Timnz of revermse recoention vnder IFRS 15
from contracts with costomers:
Products and services tensfemred ata pointin e
Rervices trams femed over time

388533
3.460.754

163.931
457337

321953
4.625.554

L0135 520
615.064

[Tl [Fa)
L i

<
o
<
o

At September 30, 2020 the Company had unsatisfied performance obligations of $17,000, related
to proposal fees received for financing lease transactions under evaluation, which is reflected as
unearned revenue in the condensed consolidated statements of financial position.

The Company’s largest revenue transaction in the three and nine months ended September 30,
2019 resulted from the sale of equipment to a single customer that was fully paid in October 2018
with delivery and installation completed in November 2019.

The Company had $nil and $426,316 of servicing equipment (note 14) subject to revenue
generated from operating lease arrangements as of September 30, 2020 and December 31, 2019,
respectively.

Revenue concentration

All of the Company’s revenue is derived from customers in the United States with one customer
representing 67% and 66% of the Company’s recognized revenue in the three and nine months
ended September 30, 2020, respectively, and another two customers representing 64% and 24%
of the Company’s recognized revenue in the three months ended September 30, 2019 and 62%
and 27% of the Company’s recognized revenue in the nine months ended September 30, 2019.
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(Unaudited)
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Expenses by nature

The following tables presents an analysis of expense by nature:

Cost of sales:
Compensation and bensfits
Diepraciation expenss
Amortzabion of mtansble
Equipment smentory perchases
Equipment smentory costs
Svppliss and materials
hamntenance and repair cosk
Other axpensas

Ad s tra thve expenses:
Compensation and bensfits
Incentive compersation
Contractors and outside services
hlanzzement fz=
Professional fees
Offce rent, vhilities and expenses
Tmvel meak and entertainment
Insurance
Other axpersas

Sales and markstine expenses:
Compensation and benzfts
Contractors and ovtsade seraces
Comsmissions
Professiomal faes
Advertizing and marketing
Trzdz shows
Orther experees

XS Financial Inc.

Three month: ended

Nine montls emded

September 30, September 3,
020 019 2020 019
3 36.501 5 £ 854 5 126286 5 210822
18.088 37241 20005 303,820
- 35201 - 114,874
- 67200 - 684,128
3246 060 432401 4306260 432401
- 24050 351 31622
- 4500 - 25,836
480427 45 634564 50,230
% 3782276 3 T1as31 % 5207665 % 1005742
g - 5 3870 g 2331 g 53,256
28 820 64553 314331 463,083
5117 91151 113158 220553
- 36,000 146200 260400
160 272 234185 440817 1,651,605
{1,357} G063 23834 46,057
1.120 31 0616 30,003
45151 (1206475 152451 -
15 beo 166768 111085 162 580
300635 S M3 1315847 5 25628831
3 647 s 47122 5 30382 3 67,287
- - ILTEED -
13 535 - 126,205 -
43 208 3250 71076 40,083
5591 31,704 o083 42 857
- - - 7208
417 313 1966 1600
g £3 300 3 22380 $ 338322 % 168.086
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Investments

In January 2020, the Company entered into a strategic partnership and cooperation agreement
with KushCo Holdings Co. Inc. (“KushCo”) whereby the Company issued 10,600.3 proportionate
voting shares at a share price of $0.38CAD ($0.29) (note 16) for total consideration of $3,061,815
in exchange for 1,653,081 shares of KushCo valued at an amount equal to the consideration given
up by the Company.

The Company recorded the shares received from KushCo as investments on the condensed
consolidated statement of financial position. Investments are classified at fair value through profit
or loss (FVPL). At September 30, 2020, the investment in KushCo was re-valued at $843,071,
with the change in fair value of $320,698 and $2,218,744 reflected at FVVPL in the condensed
consolidated statements of comprehensive loss for the three and nine months ended September
30, 2020, respectively.

Trade receivables

The carrying value of trade receivables as of September 30, 2020 and December 31, 2019 was
$195,463 and $124,715, respectively.

Trade receivables are measured at amortized cost net of allowance for uncollectible amounts. The
Company determines its expected credit loss based on a number of factors, including length of
time an account is past due, the customer’s previous loss history, and the ability of the customer
to pay its obligation to the Company. The Company writes off receivables when they become
uncollectible. Allowance for uncollectible accounts is included in general and administration
expenses within the condensed consolidated statements of (loss) income and comprehensive
(loss) income.

The following table presents the movement in the allowance on trade receivables from January 1,
2020 through September 30, 2020:

Balance at Jamary 1, 2020 5 -
Bad debt provision 40,000
Receivables written-o ff as uncollectible (40,000}

Balance at September 30, 2020 $ -
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(11) Financing receivables

The following table presents financing receivables:

September 30, December 31,
2020 2019
Financing receivables, short-term 5 765935 $ 480 466
Financing receivables, long-temm 2512124 310,798

$ 3278079 $ 701,264

The Company has entered into lease arrangements as a lessor that are considered to be finance
leases. All of the risks and rewards of ownership of the service equipment assets underlying the
finance leases are substantially transferred to the lessee.

The following table presents a maturity analysis of lease receivables, including the undiscounted
lease payments to be received as at September 30, 2020:

2020 5 369,149
2021 1,291 080
2022 1.239.099
2023 1,021,096
2024 666,846
Total undiscounted lease pavments receivable 4 587.270
Uneamed finance income (1,309,192}
Net investment in lease 5 3,278,079

Allowance for credit losses

The Company measures loss allowances based on an expected credit loss ("ECL") impairment
model for all financial instruments except those measured at fair value through profit and loss.
Application of the model depends on the following credit stages of the financial assets:

(i) Stage 1 - for new leases recognized and for existing leases that have not experienced a
significant increase in credit risk since initial recognition, a loss allowance is recognized equal to
the credit losses expected to result from defaults occurring in the next 12 months;

(i) Stage 2 - for those leases that have experienced a significant increase in credit risk since
initial recognition, a loss allowance is recognized equal to the credit losses expected over the
remaining life of the lease; and

(iii) Stage 3 - for leases that are considered to be credit-impaired, a loss allowance equal to full
life time ECLs is recognized.

Thus, the evaluation of the allowance for credit losses is performed on a lease by lease basis.
Definitions of default have been selected to eliminate the judgement that may otherwise be
necessary, given the diversity within the finance receivable portfolio, the lack of individual
drivers of changes in credit risk across assets and over time, and the resulting inability to assess
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which specific assets will be rectified. For the purposes of measuring ECL, a default is defined as
leases and loans that have missed one payment and are not subsequently rectified within 30 days.

The Company is entitled to repossess financed equipment if the borrower defaults on their lease
obligations. Any amounts recovered from the sale of repossessed equipment are credited to the
allowance for credit losses when received.

The process of estimating ECLs uses the following inputs and assumptions to reflect information
about past events, current conditions and forecasts of future conditions that are not already
captured in the inputs:

*  Security deposits held;

»  Recoveries of amounts previously written off in the last 12 months, as an estimate of
recoveries for the next 12 months;

»  Anestimate of the effects of natural disasters and economic shocks that have occurred on
credit losses in the next 12 months;

»  The stage of the business cycle for the industry, which considers: the competitive
environment, GDP growth, prevailing interest rates and expectations of future rates, fiscal
policy and inflation rates; and

»  Current delinquency trends of non-accrual and greater than 30 days delinquency rates.

Determining the inputs listed and ECLSs requires significant estimation uncertainty. The
estimation and application of forward-looking information requires significant judgement.

As of September 30, 2020, there are no finance receivables past due or impaired and all leases are
considered to be Stage 1.

Inventories

Inventories primarily consist of equipment and spare parts that the Company intends to either sell
to customers as part of the installation of servicing equipment for customers or for repair orders.

The carrying value of spare parts inventory as of September 30, 2020 and December 31, 2019
was $nil and $36,052, respectively. The spare parts inventory is being carried at cost, as it is the
lower of cost or net realizable value.

The following table presents a continuity of inventory from January 1, 2020 through September
30, 2020:

Balance at Tamary 1, 2020 %t 360352
Purchaszes of servicng equipment for finance leases 4361303
Cost of goods sold - inance leases (4361305)
Sale of spare parts inventory (36,052)

Balance at September 30, 2020 5 -
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In the third quarter of 2020, the Company sold spare parts inventory to a third party buyer
resulting in the Company receiving gross proceeds of $3,000 with a recognized loss of $33,052
included in cost of sales within the consolidated statements of (loss) income and comprehensive
(loss) income for the three and nine months ended September 30, 2020.

(13) Prepaid and other current assets

The following table presents prepaid and other current assets:

September 30, December 31.
2020 2019
Prepaid insurance § 44275 § 197313
Prepaid consulting sernvices - 6,250
Other 101472 41018

$ 145,747 $ 244 581

(14) Servicing equipment

The following table below presents the change in carrying value of the Company's servicing
equipment from January 1, 2020 through September 30, 2020:

Extraction and
ancillary Posi- Anlytical and
exiraction PreProceszine Proceszing othear
_ equipment _ equipment | eyuipment  equipment _ Total
Coat:

Balaree at Jamuary 1, 2020 3 638,637 3 14,433 3 230 246 3 36381 3 031,717
Ad ditions - - 246 5342 - 246542
Equipment zales (285079 (12,203) (383 ,531) (30381} (7202040
Finarre lzaze sales (notz 100 - - (8.195) - (8.155)

Balaree at Septamber 30, 2020 5 353358 5 2.250 3 03 062 3 0 5 446770

Arounmlated Deprechtion

Balaree at Jamwary 1, 2020 5 (108287) 5 (1,759 5 30602 5 (78 5 (148320
Depreciation {37845 (1.431) (40,914 (6364} (36.658)
Equipment zales 32588 2547 35380 14,248 Mumn
Finarre lzaze sales (notz 100 - - 1502 - 1502

Balaree at Septamber 30, 2020 5 (113643 S (638) S 34625 5 - 5 (148.508)

Net bookey alues
Balaree at Decamber 31, 2015 5 530355 3 12,699 3 854 5 31457 5 783,153
Balarre at September 30, 2020 230015 1.612 38337 0 300864

All of the servicing equipment is located in the United States.

Equipment sales

In January 2020, the Company sold extraction and ancillary extraction equipment back to the
original supplier of the equipment, Khrysos Global Inc. (“Khrysos”), and throughout the second
and third quarter of 2020, the Company sold other servicing equipment to third party buyers. The
total of these transactions resulted in the Company receiving gross proceeds of $519,205 with
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recognized losses of $84,517 and $116,319 included in cost of sales within the consolidated
statements of (loss) income and comprehensive (loss) income for three and nine months ended
September 30, 2020, respectively.

In February 2020, the Company received a refund on sales taxes on previously purchased
servicing equipment resulting in a net gain of $(10,999), included in other (income) expense in
the condensed consolidated statements of (loss) income and comprehensive (loss) income for the
nine months ended September 30, 2020.

Customer equipment sale

Throughout 2019, the Company delivered servicing equipment associated with a customer
equipment sale (note 7). During the nine months ended September 30, 2019 the Company sold
equipment with a net book value of $657,735 of which $97,597 was servicing equipment and
$560,138 was transferred from prepaid servicing equipment. The Company recorded the proceeds
in revenues and recognized a gross margin on the sale of the servicing equipment of $102,104
and $351,558 in the condensed consolidated statements of (loss) income and comprehensive
(loss) income for the three and nine months ended September 30, 2019, respectively.

Finance lease sales

The Company is a lessor for lease arrangements considered to be finance leases (note 11). As a
result of substantially all of the risks and rewards of ownership of the servicing equipment
transferring to the lessee, the Company transfers the net book value of the servicing equipment to
inventories.

Prepaid servicing equipment

Prepaid servicing equipment represents servicing equipment purchased but not yet installed or
delivered at a customer site, and servicing equipment that has yet to be allocated to a specific
customer site. The carrying value of prepaid service equipment at September 30, 2020 and
December 31, 2019 was $Nil. This reflects the Company's recent leasing protocols which require
a signed lease agreement in order to initiate a new equipment purchase. All equipment purchases
are delivered directly to customer sites.

Depreciation expense related to servicing equipment is included in cost of sales within the
condensed consolidated statements of (loss) income and comprehensive (loss) income.
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Property, plant and equipment

The following table below presents the change in carrying value of the Company's property plant
and equipment from January 1, 2020 through September 30, 2020:

Machinery and
Computers £ uip etk Total
Cost:
Balance at JTarwary 1, 2020 5 8204 5 3490 5 11,784
Addifions 5327 - 5327
Balance at September 30, 2020 5 13,621 5 3490 5 17111
Accunmlated Depreciation:
Balance at Jarwary 1, 2020 5 (3280} % @80) % 4.278)
Diepreciafion (2,813) (524) (3337
Balance at September 30, 2020 § 6,102y § (1511 § (7.6135)
Net book value:
Balance at December 31, 2019 .S 5,005 5 250 5 7.306
Balance at Septemrber 30, 2020 7519 1977 8494

All of the property, plant and equipment is located in the United States.

Depreciation expense related to property, plant and equipment is included in cost of sales
expenses within the condensed consolidated statements of (loss) income and comprehensive
(loss) income.

Share capital

As at September 30, 2020 and December 31, 2019, the Company has an unlimited number of
authorized common and proportionate voting shares with no par value. Proportionate voting
shares can be converted into common shares at the option of the holders at a ratio of 1,000 to 1
upon approval of the Company’s Resulting Issuer Board and satisfaction of the condition that
greater than 40% of common and proportionate shareholders are US residents. On all voting
matters, common shareholders are entitled to one vote and proportionate voting shareholders are
entitled to 1,000 votes per proportionate voting share. Generally, in all other matters the
proportionate voting shareholders have the same rights as the common shareholders and will be
treated as if they were one class of shares. At September 30, 2020 and December 31, 2019, the
Company had 31,554,663 and 29,986,764 issued and outstanding common shares and 23,107 and
12,207 issued and outstanding proportionate voting shares, respectively.

Share and member unit issuances

In January 2020, the Company issued 10,600.3 proportionate voting shares at a share price of
$0.38CAD ($0.29) to KushCo for total consideration of $3,061,815 in exchange for 1,653,081
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shares of KushCo valued at an amount equal to the consideration given up by the Company (note
9). On completion of the share swap, KushCo became a 19.9% shareholder of the Company.

In January and March 2020, the Company issued 22,727 and 25,454 shares of common shares,
respectively, on the conversion of Sub Receipt debentures (note 17). Total shareholders’ equity
increased $18,332 as a result of this conversion.

In May 2020, the Company issued a combined 950,000 common shares at a share prices ranging
between $0.26CAD ($0.18) and $0.30CAD ($0.18) to two separate service providers as
consideration for a finder’s fee earned on a new customer lease transaction and marketing
services provided. The Company recorded $171,000 as sales and marketing expense within the
condensed consolidated statements of (loss) income and comprehensive (loss) income for the nine
months ended September 30, 2020.

In July 2020, the Company issued 450,761 common shares at a share price of $0.29CAD ($0.21)
as consideration for the purchase of a California lenders license from CA Licensed Lenders LLC.
The Company recorded $96,237 as professional fee transaction expense within the condensed
consolidated statements of (loss) income and comprehensive (loss) income for the three and nine
months ended September 30, 2020. Additionally, in July 2020, the Company issued 119,047
common shares at a share price of $0.21CAD ($0.16) to a third party service provider for
settlement of an obligation for services provided. The Company recorded $19,047 against
accounts payable within the condensed consolidated statements of financial position.

Loans and borrowings

The following table presents loans and borrowings outstanding:

Interest September 30, December 31,
Description Maturity date rate 2020 2019
Temn loans:

Arclrtaz MNowvember 7, 2020 129 -18% "  § 600,000 § 600,000
Cusztomers Bank Apnl 20 2022 1.0% 33,762 -
Comvertible debenturas March 22, 2024 10.0%: 218,869 218 869

Sub Receipt comvertible
debentures September 11, 2024 10.0%% 4107 816 4126.148
4082 447 4945017
Less:
Unamortized dizcounts, debtizsuance costz
and prepaid ofering costs (2.125.011) 2366.473)
5 2.857.436 5 2578 544
MNon-current 5 2257436 5 1078 544
Curent 5 GO0 000 5 600,000

Notes to the table:

(1) In May 2020, the Company amended the term loan agreement to lower the per annum interest rate
from 18% to 12% starting on May 1, 2020 through maturity.

(2) The carrying value of the $600,000 term loan was adjusted using a discount rate of 50% to reflect the
prevailing borrowing rates associated with debt acquired by companies with a similar credit risk profile
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as the Company. The carrying value of the convertible debentures and Sub Receipt convertible
debentures issued in 2019 were adjusted using a discount rate of 25% to reflect the prevailing
borrowing rates associated with debt acquired by companies with a similar credit risk profile as the
Company. The debt discount is accreted over the life of the respective debt instruments using the
effective interest method.

The following table below shows the change in carrying value of the Company’s loans and
borrowings from January 1, 2020 through September 30, 2020:

Dbt
dizcounts and
Term Convertible and prepaid
Loans debentures Costs Total
Ealance at Jamuary 1, 2020 5 600,000 5 4345017 § (2366473 "7 §257854
Borrovans=s 35762 - - 33762
Cotwerzion of Sub Receipt comvertible
debenture - (18.330) - (18.332)
Amortization and accretion of debt
dizcounts and debt izsuance costs - - 241 462 241 462
Ealance at September 30, 2020 § 633,762 5 4326685 § (21235.011) § 2857436

Notes to the table:
(1) Represents debt discounts for the discount on loan borrowing proceeds and convertible debt issuances,
and debt issuance costs netted against the gross proceeds of the Sub Receipt debenture issuance.

Term loans

The $600,000 term loan is due on or before the maturity date of November 2020 and bears
interest at a rate of 12% per annum, payable monthly. Prior to May 2020 the term loan bore an
interest rate of 18% per annum. The Company incurred interest expense of $18,000 and $66,000
in the three and nine months ended September 30, 2020, respectively, and $27,000 and $81,000 in
the three and nine months ended September 30, 2019, respectively, related to this loan.

In January, February March and April 2019, the Company received additional funding of
$1,100,000 in the form of term loans (“2019 term loans™) from Archytas with maturity dates
ranging from September 2019 to February 2020. The 2019 term loans bore interest at a rate of
18% per annum, payable monthly. In November 2019, the Company repaid Archytas the 2019
term loans in full. The Company incurred interest expense of $49,500 and $126,244 in the three
and nine months ended September 30, 2019, respectively, in relation to these term loans.

In April 2020, the Company entered into a promissory note with a third-party lender to borrow
$55,762 under the U.S. government’s Paycheck Protection Program (“PPP”) via the Coronavirus
Aid, Relief, and Economic Security (“CARES”) Act. Under the provisions of the PPP, loan
proceeds are expected to be used for payroll costs, rent and utilities. The promissory note is
unsecured, with a maturity date of April 29, 2022, accrues interest at 1.00% and requires eighteen
fixed scheduled monthly amortization payments commencing in November 2020. PPP borrowers
may apply for loan forgiveness in an amount equal to the sum of payroll costs, rent and utilities
incurred during the 24 week period following the receipt of loan proceeds, whereby not more
40% of the amount forgiven can be attributable to non-payroll costs.
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Convertible debentures

In March and April 2019, the Company issued $294,000CAD ($218,869) of convertible
debentures to investment advisors and brokers for services rendered in raising debt subscriptions.
The convertible debentures mature after 5 years and bear interest at a rate of 10% per annum
payable in cash in equal quarterly installments. The convertible debentures convert into common
shares and warrants at a conversion price of $1.10CAD ($0.82) at the holders’ option prior to
maturity or upon a change of control. The warrants to be received have an exercise price of a
$1.50CAD ($1.12) and have a five-year term. Upon a change in control, the Company is required
to purchase the convertible debentures at a price of 105% of the principal balance plus accrued,
unpaid interest. The Company has accounted for the fair value of the convertible debt at issuance
of $218,869 as debt issuance costs, within the condensed consolidated statements of financial
position and is being amortized to interest expense over the term of the Sub Receipt debentures
under the effective interest rate method within the condensed consolidated statements of (loss)
income and comprehensive (loss) income. The debt discount of $160,499 is being amortized to
interest expense over the term of the convertible debentures under the effective interest rate
method within the condensed consolidated statements of (loss) income and comprehensive (l1oss)
income. As of September 11, 2019, with the completion of the reverse acquisition, the
debentures were re-issued through the legal parent entity and the underlying functional currency
change triggered a reclassification of the debenture liability to equity. The fair value of the
debenture liability as at September 11, 2019 immediately prior to the reclassification was
$145,989.

In March and April 2019, the Company completed a private placement of 5,882 subscription
receipts for aggregate gross proceeds of approximately $5,882,000CAD ($4,500,000) and closing
costs of approximately $560,000 CAD ($426,000). The subscription receipts were held in escrow,
until satisfaction of the escrow release conditions, at which time each subscription receipt would
be convertible into one 10% unsecured convertible debenture of the Company in the principal
amount of $1,000CAD (“Sub Receipt debenture”). On September 11, 2019, the escrow conditions
were met, and the Company issued $5,882,000CAD ($4,472,085) of Sub Receipt debentures to
various investors. The Sub Receipt debentures mature after 5 years and bear interest at a rate of
10% per annum payable in cash in equal quarterly installments. The Sub Receipt debentures
convert into common shares and warrants at a conversion price of $1.10CAD ($0.82) at the
holders’ option prior to maturity or upon a change of control. The warrants to be received have an
exercise price of a $1.50CAD ($1.12) and have a five-year term. Upon a change in control the
Company is required to purchase the Sub Receipt debentures at a price of 105% of the principal
balance plus accrued, unpaid interest.

The principal amount of the debenture was estimated at its fair value of $2,630,804 based on a
discount rate of 25%. The Company incurred debt issuance costs, netted against the gross
proceeds of the issuance, of $1,398,268CAD ($1,060,821) in connection with the issuance of the
Sub Receipt debentures, of which $821,332CAD ($623,112) was allocated to the debenture
liability. The debt issuance costs were recorded as a discount on the Sub Receipt debentures
carrying value, and are being amortized to interest expense over the life of the sub receipts
convertible debentures under the effective interest rate method. The residual value of the
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debenture of $1,841,281 was allocated to the conversion feature and recorded as a component of
equity, net of issuance costs of $437,709 and deferred tax impact of $384,000.

In January and March 2020, investors exercised their conversion feature on $25,000CAD
($8,941) and $28,000CAD ($9,391) of the Sub Receipt debentures and received 22,727 and
25,454 common shares, respectively.

Embedded derivative liabilities

The conversion feature of the Series C debentures issued in September, October and December of
2018 and subsequently converted to equity upon the merger of XSI and Caracara was considered
an embedded derivative liability as the conversion price was not fixed. The Company performed
a Black-Scholes model while probability weighting various expected conversion prices, resulting
in a fair value of $1,341,557 determined at issuance, and accounted for the embedded derivative
liabilities as a long-term liability within the condensed consolidated statements of financial
position. In March 2019, the Company amended the conversion feature of the Series C debentures
pursuant to which each holder of such debentures will receive upon conversion at price of
$0.94CAD, thereof one share of common shares and a warrant, which has a $1.50CAD ($1.12)
exercise price and a five year term, upon conversion. On date of modification, the embedded
derivative relating to the Series C debentures was revalued using Black-Scholes valuation model
with the following assumptions: risk free rate — 1.77%, expected volatility — 90% and exercise
price of $0.94CAD ($0.71).

The conversion feature of the $294,000CAD ($218,869) issued to investment advisors and
brokers in March and April 2019 was considered an embedded derivative liability as the
conversion price was denominated in a currency that was different from the functional currency at
the time of issuance. On issuance date, the fair value of the embedded derivative liability was
determined using the Black-Scholes option valuation model as $135,180 with the following
assumptions: risk free rate — 1.48%, expected volatility — 90% and exercise price of $1.10CAD
($0.82). On September 11, 2019, with the completion of the reverse acquisition the debentures
were transferred to the legal parent entity and the underlying functional currency change triggered
a re-valuation of the embedded derivative liability. The fair value of the embedded derivative
liability as at September 11, 2019 of $47,265 was reclassified as a component of equity. Prior to
the re-valuation of the embedded derivative liability the Company had reflected changes in the
fair market value of the embedded derivative liabilities of $87,915 in the condensed consolidated
statements of (loss) income and comprehensive (loss) income for the nine months ended
September 30, 2019.

In September 2019, the embedded derivative liabilities associated with the Series C conversion
feature were reclassified to shareholders’ equity within the consolidated statements of financial
position in conjunction with the conversion of the Series C debentures. Prior to the Series C
debenture conversion, the Company had reflected changes in the fair market value of the
embedded derivative liabilities of $801,314 in the condensed consolidated statements of (loss)
income and comprehensive (loss) income for the nine months ended September 30, 2019.
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Redeemable common stock

In July 2018, Archytas and another member exercised the conversion feature of term loans held
with the Company and received a combined 6,737,588 shares of Class A common shares. The
Company classified $650,000 of the amount converted as redeemable common shares and a
liability within the condensed consolidated statements of financial position as this represents
amounts subject to rescission due to an ongoing governmental investigation of the Member’s
finances. An escrow balance of $650,000 was maintained by Archytas on behalf of the Company
to satisfy the obligation. In third quarter of 2020, the terms of the escrow agreement were
amended such that the escrowed funds would require the approval of the Company’s audit
committee to be transferred or utilized. As these funds are held in escrow for the Company and
are now under the control and oversight of the Company’s audit committee, the Company has
reflected these funds as restricted cash on the condensed consolidated statements of financial
position at September 30, 2020.

Warrants

The following table summarizes warrant activity from January 1, 2020 through September 30,
2020:

Weighted

average
Number of exercise price

warranis per share
Outstanding at January 1, 2020 8,466,908 3 1.13
Granted 43,181 @ § 1.10
Expired (840.250) 3 0.80
Outstanding at September 30, 2020 7.674.839 5 1.05

Note to the table:
(1) All of the warrants granted in the nine months ended September 30, 2020 were accounted for as a
component of shareholders’ equity.

Warrant issuances

In January and March 2020, the Company issued 48,181 of warrants related to the conversion of
Sub Receipt debentures (note 17). The warrants have a term of five years and exercise price of
$1.50CAD ($1.13 - $1.14) per share. The warrants had a value of $18,332 on the date of issue
based on the allocation of the total carrying value of the debenture liability and conversion feature
using the Black-Scholes option pricing model.

The fair value of the warrants was determined using the Black-Scholes option pricing model with
the following assumptions:
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2020 issuances

Expected dividend yield -
Expected volatility 90.0%
Risk-free interest rate 0.8-1.6%
Expected term 4.5 - 4.7 years
Conversion price $ 1.05-1.16

The following table presents warrants outstanding at September 30, 2020:

Number of Number of

E xpiration Term W arrants Warrants Exercise E xercise

date {vears) outstanding exercisahle price US § prce CAD §
17-0ct-20 2 17,647 17,647 5 0.85 5 1.11
17-0ct-20 2 17,647 17,647 5 0.85 5 1.11
30-0Oct-20 2 30,000 30,000 5 0.85 5 1.11
30-0ct-20 2 2,118 2,118 5 0.85 5 1.11
28-Now-20 2 31,763 31,763 5 0.85 5 1.11
3-Dec-20 2 26,470 26,470 5 0.85 5 1.11
31-Dec-20 2 174,115 174,115 5 0.85 5 1.11
22-Mar-21 2 400,000 400,000 5 0.82 5 1.10
12-Apr-24 3 300,000 300,000 5 0.82 5 1.10
15-May-21 2 36,818 36,818 5 0.82 5 1.10
17-Jul-21 2 130,000 130,000 5 0.84 5 1.10
11-Sep-24 3 374,308 374,308 5 0.82 5 1.10
11-Sep-24 3 3,432,134 3,432,134 5 1.12 5 1.50
11-Sep-24 3 363,636 363,636 5 1.13 5 1.50
11-Sep-24 3 50,000 50,000 5 1.14 5 1.50
11-Sep-24 3 22727 22,727 5 1.16 5 1.50
11-Sep-24 3 25,454 25454 5 1.05 5 1.50

Total 2 -3 wears 7.674 839 7.674 839 5 1.05 5 1.41

The weighted average remaining time to expiry for the outstanding warrants is 3.52 years.
(19) Trade and other payables

The following table presents trade and other payables:

September 30. December 31,
2020 2019
Trade payables 5 691,725 $ 119452
Credit card pavable 7248 300

$ G098 073 $ 119752
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(20) Other current liabilities

(21)

(22)

The following table presents accrued expenses:

September 30, December 31,

2020 2019
Accrued insumance 5 20,176 % 152205
Acorued professional fees - 30,756
Accrued compensation, commissions, bensfis and
melated taxes 0346 0212
Accrued servicing equipment purchases Q03,719 -
Accrued other 31.128 0054

$ 064 369 $ 201317

Income taxes

The Company recognized a deferred income tax provision of $Nil and $975 for the three and nine
months ended September 30, 2020 and 2019, respectively.

Income tax expense is recognized based on management’s estimate of the weighted average
effective annual income tax rate expected for the full financial year. The estimated average
annual tax rate was 26.5%, for the three and nine months ended September 30, 2020 and 2019.

Share-based compensation

In September 2019, in connection with the Caracara merger, the Company established the
Omnibus Incentive Plan (“Incentive Plan) which replaced and governs all options under the
Company’s previously issued 2018 Stock Option Plan. The Incentive Plan provides for the
granting of up 15% of outstanding common shares and is not to exceed a maximum of 10,000,000
share-based equity incentive compensation awards such as stock options and restricted stock
awards to directors, officers, employees, contractors, and advisors, as determined by the
Company’s board of directors.

The following table summarizes stock option activity under the Option Plan from January 1, 2020
through September 30, 2020:

Weighted Weighted
v erage average
Numberof exercise price remaining contrac tual
shares per share term (vears)
Outstanding at Jarmeary 1, 2020 3010028 S 0.38 6.2
Granted 1808332 % .16
Cancelled! forfeited (1300000 S 026
Outstanding at September 30, 2020 4660018 5 0.30 3l

Exercizable and vested at Sevtember 30. 2020 JAT78. 480

[
=]
[

1
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As of September 30, 2020 there was approximately $73,000 of unrecognized compensation
expense related to unvested stock options, which is expected to be recognized over a weighted
average period of 0.6 years.

The Company recorded compensation expense for stock options of $28,829 and $64,553 for the
three months ended September 30, 2020 and 2019, respectively, and $314,331 and $463,983 for
the nine months ended September 30, 2020 and 2019, respectively.

The following table summarizes the stock options outstanding as at September 30, 2020:

Weighted Average

Exercise Exemise R emaining Number of Numberof
Expiry Price Price  Contractual Life Orptions Op tions
Date Uss CADS (vears) QOutstanding Vested
Juby 2028 5 060 5 078 1.30 1,055,129 613031
November 2024 5 026 5 034 415 1,803,000 1053660
Aprd 2025 § 016 5§ 022 435 1,808,880 1,808,880
5 030 5 039 510 4660018 3478489

Related party transactions

The following presents balances and transactions between the Company and other related parties
as of September 30, 2020 and December 31, 2019, and for the three and nine months ended
September 30, 2020 and 2019, respectively.

Key management personnel

Key employees include executive management with the authority and responsibility for planning,
directing and controlling the activities of the Company. The following table presents
compensation and benefit expenses of key employees:

Three months ended Mine months end ed
September 30, September 3,
2020 19 2020 2019
Salanez contractor costs. manage ment
fees and benedlis 5 j1in 5 138435 5 270807 5 378199
Incentive compensa tion (non-cash) 13 830 0751 56.80°7 324060

5 10,060 5 148136 5 3704 5 703168

See also notes 16, 18 and 22.

Related party transactions and amounts due to related parties

The following table presents expenses incurred on behalf of the Company and assets purchased
from related parties:
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Archytas Khrvsos Total
Amounts due to related parties at January 1. 2019 5 13000 5 105654 5 118.654
Intersst expense 218957 - 218937
MNamrement &e 260400 - 260400
Operating exyenses - 36614 86,614
Prepaid equipment purchazes - 236083 286,083
Conversion of accrued inferest fo comon stock (13.713) - (13.713)
Less payiments torehited parties - (30007 (3.000%
Amounts due to related parties at Sepember 30, 2019 476644 5 4735331 5 851 885
Amountz due to related parties at Jamuary 1. 2020 & - § - § -
Interest expense 66000 - 66.000
MNamgement e 146200 - 146200
Less payments torelizd parties (174133 - (174.133)
Amountz due to related parties at Sepember 30, 2020 38067 5 - 5 38067

Effective January 2019, the Company entered into a management services agreement with
Archytas at a monthly rate of $28,667 and a term of five years, with one year automatic renewals,
whereby Archytas will provide day-to-day executive management and support to the Company.
Archytas is a shareholder of the Company, having been involved in the initial formation of XSI.
In May and June 2020, the Company lowered the monthly rate to $20,067 as part of a 30% cost
reduction to the Company’s management team, employees and external consultants. In June 2020
the management services agreement was amended to reduce the monthly rate to $nil for July,
August, and September 2020. In addition, two officers and directors of the Company are partners
of Archytas. The agreement cannot be terminated until Archytas holds less than 5% of the fully
diluted capital stock of the Company. As at September 30, 2020, Archytas held 19.8% of
outstanding voting shares of the Company.

Related party loans and borrowings

The following table presents the Company’s loans and borrowings, and related interest, from

related parties:
September 30, December 31,

2020 2019
Archytas:
Term loan{note 17) 5 600,000 5 600,000
Accrued interest 18.000 -

5 618.000 5 600,000

The carrying value of the above loans and borrowings were reduced by discounts as of September
30, 2020 and December 31, 2019, respectively (note 17). In January, February, March and April
2019, the Company received additional funding of $1,100,000 in the form of the 2019 term loans
from Archytas with maturity dates ranging from September 2019 to February 2020 (note 17). In
November 2019, the Company repaid Archytas the 2019 term loans in full.
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Related party sales

In March and April 2019, the Company entered into rental lease agreements to lease extraction
machines and other ancillary processing equipment to Carolina Botanical Development, LLC
(“CBD LLC”). CBD LLC is a related party to the Company as a result of a shareholder of the
Company also being an owner of CBD LLC. As part of the March 2019 lease agreement, CBD
LLC paid $100,000 owed to a related party of the Company, on behalf of the Company.

Financial instrument risk exposures

Financial risk management

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

Credit risk

Credit risk is the risk of a potential loss to the Company if a customer or third party to a financial
instrument fails to meet its contractual obligations. The maximum credit exposure is the carrying
amount of cash, trade and other receivables and financing receivables. The Company does not
have significant credit risk with respect to customers. All cash is placed with recognized U.S.
financial institutions. The Company provides credit to its customers in the normal course of
business and has established credit evaluation and monitoring processes to mitigate credit risk.
The Company has not recognized any loss allowance for expected credit losses on the trade and
other receivables and financing receivables as of September 30, 2020. See also notes 10 and 11.

The Company’s financing receivables are originated with various customers, some are smaller,
often owner-operated businesses, some of whom have limited access to traditional financing. A
portion of the Company's lessees are either start-up businesses that have not established business
credit or more tenured businesses that have experienced some business credit difficulty at some
time in their history ("non-prime™). As a result, such leases entail higher credit risk, (reflected in
higher than expected levels of delinquencies and loss) relative to the prime commercial
equipment finance market.

The Company is entitled to repossess financed equipment if the lessee defaults on their contract in
order to minimize any credit losses.

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 ensure
that it will have sufficient liquidity to settle obligations and liabilities when due.
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At September 30, 2020, the Company had current assets of $3,317,248 and current liabilities of
$2,968,409. All current liabilities are due within one year.

At September 30, 2020, the Company also has undiscounted loans and borrowings of $4,982,447
of which $600,000 are due in 2020, $55,762 are due in 2022 if not forgiven (note 17) and
$4,326,685 are due in 2024, as follows:

Lezs than 6 6 momths o 1
mionthz vears 1to dvears Over 3 vearz
Trade and other pavables 5 698573 8 5 5
Accrued enpensss S64.365 - - -
Loans and borowings BO0L000 - 53,782 4326685
Babnes at Seplember 30, 2020 5 2263342 S 5 35762 8 4376685

Market risk
Currency risk

The Company has determined its functional currency to be the Canadian dollar and U.S. dollar.
The operating results and financial position of the Company are reported in U.S. dollars. The
Company has minimal financial transactions denominated in currencies other than the Canadian
and U.S. dollar. The Company has no hedging agreements in place with respect to foreign
exchange rates. The Company believes its exposure to currency risk is not significant.

Interest rate risk

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will
fluctuate because of changes in market interest rates. The Company’s financial debt have fixed
rates of interest and therefore expose the Company to a limited interest rate fair value risk.

Events after the reporting date
Line of credit

In November 2020, the Company closed a $2,000,000 senior secured revolving credit facility,
with an FDIC insured bank, which has a term of two years, expiring in November 2022. Loans
made under the revolving facility will bear interest at an annual rate equal to the greater of (i)
8.0% per annum or (ii) the Wall Street Journal Prime plus 4.0% and may be prepaid with no
penalty at any time. The Company intends to use such loan proceeds, together with cash on hand,
to fund additional equipment leases with new and existing customers.

New leases

In October 2020, the Company announced it had entered into lease agreement with Skymint
Brands (formerly known as Green Peak Innovations), Michigan’s leading vertically integrated
cannabis operator. Skymint Brands was approved for an equipment lease facility of up to
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$5,000,000 for new equipment, to be deployed in multiple tranches on a pro-rata basis and based
on 48-month terms.

In November 2020, the Company announced that it had entered into a lease agreement with a
large scale, vertically integrated publicly traded company with operations in Nevada and
Massachusetts. The customer was approved for an equipment lease facility of up to $5,000,000,
which can be drawn upon in multiple tranches as needed, with 48-month terms.
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