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Introduction
This following Management’s Discussion and Analysis (this "MD&A") of the financial results of Inner Spirit Holdings
Ltd. ("Inner Spirit" or the "Company") should be read in conjunction with the interim condensed financial statements
of the Company for the three months ended March 31, 2021 and 2020 (the "Financial Statements"). and the audited
consolidated financial statements of the Company for the years ended December 31, 2020 and 2019. The Financial
Statements, including the comparative figures, were prepared in accordance with International Financial Reporting
Standards ("IFRS") as issued by the International Accounting Standards Board. Unless otherwise noted, all dollar
amounts are in Canadian dollars. The information in this MD&A is current as of May 28, 2021, unless otherwise
noted.
Additional information regarding the Company, including the Financial Statements, news releases, the Company's
annual information form for the financial year ended December 31, 2019 dated February 12, 2021 (the "AIF"), and
other disclosure items of the Company, is available under the Company's profile on SEDAR at www.sedar.com.
Proposed Transaction
On May 5, 2021, the Company announced that Sundial Growers Inc. (NASDAQ: SNDL) (“Sundial”) and Inner Spirit
entered into an arrangement agreement (the “Agreement”) pursuant to which Sundial will acquire all of the issued
and outstanding common shares of Inner Spirit for total consideration of approximately $131 million (the
“Transaction”). The combined company will continue to focus on providing quality cannabis to consumers through a
responsible and disciplined approach while creating enduring value for shareholders.
Under the terms of the Agreement, Inner Spirit’s shareholders will receive, for each Inner Spirit common share held,
(i) $0.30 in cash and (ii) 0.0835 of a Sundial common share (representing $0.09 per Inner Spirit common share based
on the 10-day volume-weighted average price (“VWAP”) of Sundial common shares on the Nasdaq Capital Market),
for total consideration of $0.39 per Inner Spirit common share. The purchase price of $0.39 per Inner Spirit common
share represents a premium of 54.8% to the 10-day VWAP of Inner Spirit common shares on the Canadian Securities
Exchange (the “CSE”) and a premium of 62.5% to the closing price of Inner Spirit common shares on the CSE on
May 4, 2021. The Transaction has been unanimously approved by the Boards of Directors of Sundial and Inner Spirit
and is expected to close early in the third quarter of 2021.
The Transaction is expected to provide modest synergies and economies of scale due to the different business
models of Sundial and Inner Spirit.
Transaction Details
The Transaction will be carried out by way of a court-approved plan of arrangement under the Business Corporations
Act (Alberta), pursuant to which Sundial will acquire all of the issued and outstanding common shares of Inner Spirit.
The implementation of the Transaction will be subject to the approval of at least two thirds of the shares voted by
Inner Spirit shareholders at a special meeting expected to be convened by Inner Spirit in July 2021 (the “Meeting”),
and the receipt of applicable orders from the Court of Queen's Bench of Alberta and applicable regulatory approvals.
The Agreement provides for, among other things, customary support and non-solicitation covenants from Inner Spirit,
including customary “fiduciary out” provisions that allow Inner Spirit to accept a superior proposal in certain
circumstances and a five-business day “right to match period” in favour of Sundial. The Agreement also provides for
the payment of a reciprocal termination fee of $4 million in the event the Transaction is terminated in certain specified
circumstances.
All directors and officers of Inner Spirit, as well as certain other shareholders, have entered into voting support
agreements with Sundial pursuant to which, among other things, the parties have agreed to vote their Inner Spirit
common shares in favour of the Transaction, representing 29.76% of the outstanding Inner Spirit common shares.
A full description of the Transaction will be set forth in the management information circular of Inner Spirit, which will
be mailed to Inner Spirit shareholders in connection with the Meeting, and filed on the System for Electronic Document
Analysis and Retrieval (SEDAR) under Inner Spirit’s profile at www.sedar.com.
Inner Spirit Board Approval
Inner Spirit’s Board of Directors has unanimously approved the Transaction and has resolved to recommend that
Inner Spirit shareholders vote in favour of the Transaction. Echelon Capital Markets, financial advisor to Inner Spirit,
has provided a fairness opinion to the Board of Directors of Inner Spirit that, subject to the assumptions, limitations
and qualifications set out in such fairness opinion, the consideration to be received by Inner Spirit shareholders
pursuant to the Transaction is fair from a financial point of view to Inner Spirit shareholders.
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Advisors
ATB Capital Markets is acting as financial advisor to Sundial. McCarthy Tétrault LLP is acting as legal counsel to
Sundial. Echelon Capital Markets is acting as financial advisor to Inner Spirit. Burstall LLP is acting as legal counsel
to Inner Spirit.
About Sundial Growers Inc.
Sundial is a public company with common shares traded on Nasdaq under the symbol "SNDL”. Sundial is a licensed
producer that crafts cannabis using state-of-the-art indoor facilities. Its ‘craft-at-scale’ modular growing approach,
award-winning genetics and experienced growers set it apart. Its Canadian operations cultivate small-batch
cannabis using an individualized “room” approach, with 448,000 square feet of total available space. Sundial’s brand
portfolio includes Top Leaf, Sundial Cannabis, Palmetto and Grasslands. Its consumer-packaged goods experience
enables it to not just grow quality cannabis, but also to create exceptional consumer and customer experiences.
Sundial is proudly Albertan, headquartered in Calgary, AB, with operations in Olds, AB, and Rocky View County,
AB. For more information on Sundial, please go to www.sndlgroup.com.
Corporate Overview
Inner Spirit was incorporated under the Business Corporations Act (Alberta) (the "ABCA") on March 16, 2017. The
Company was then amalgamated under the ABCA on August 31, 2017 with 2043246 Alberta Ltd., a private holding
company with no active business operations, with the intent of going public through an initial public offering. The
Company completed its initial public offering on July 31, 2018 and subsequently the Company's common shares
("Common Shares") started trading on the Canadian Securities Exchange on August 1, 2018 under the symbol
"ISH". The Company's head office is located at Suite 102, 5740 - 2nd Street S.W., Calgary, Alberta, T2H 1Y6, while
its registered office is located at Suite 1600, 333 - 7th Avenue S.W., Calgary, Alberta, T2P 2Z1.
As at the date of this MD&A, the Company has four operating subsidiaries: (i) Spirit Leaf Inc. ("Spirit Leaf"); (ii) Spirit
Leaf Macleod Inc. ("Spirit Leaf Macleod"), (iii) Spirit Leaf Corporate Inc. ("Spirit Leaf Corporate"), and (iv) Spirit
Leaf Ontario Inc. ("Spirit Leaf Ontario"), all of which are wholly-owned by the Company. The subsidiaries were
incorporated under the laws of the Province of Alberta (other than Spirit Leaf Ontario which was incorporated under
the laws of the Province of Ontario), are headquartered in Calgary, Alberta, and are extra-provincially registered in
the various jurisdictions in which they operate.
The organizational chart for the Company and its operating subsidiaries is as follows:
Inner Spirit Holdings Ltd.
(Alberta)

100%

Spirit Leaf Inc.
(Alberta)

100%

Spirit Leaf Corporate Inc.
(Alberta)

100%

Spirit Leaf Macleod Inc.
(Alberta)

100%

Spirit Leaf Ontario Inc.
(Ontario)

Description of the Business
The Company is an Alberta-based, retail cannabis company focused on the retail sale of cannabis products and
cannabis accessories in Canadian jurisdictions where the private retail distribution of cannabis is legal. The Company
is executing on its vision of becoming a premier retailer and the trusted destination for cannabis in Canada. Since
the legalization of recreational cannabis on October 17, 2018, the Company has built a strategic portfolio of 82
corporate and franchise Spiritleaf retail cannabis stores in strategic locations in five provinces across Canada.
Management continues to focus on growing the Company's business organically while executing on strategic
opportunities within the cannabis sector, including accretive strategic acquisitions, partnerships and/or other
ventures. With a strong balance sheet, extensive franchise and relationship network and experienced management
team, the Company is well positioned to withstand short-term challenges and capitalize on any opportunities that may
arise.
Inner Spirit has a world class corporate culture driven by local entrepreneurs and cannabis enthusiasts that are
invested and cultivate deep connections in their communities. With an extensive sales and marketing plan, and a
customer-focused approach, the Company plans to continue to action its strategies through a purpose-drive path
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while providing a seamless customer experience whether the guest is shopping online from a mobile device, a laptop
or in a brick-and-mortar store.
The Company's business strategy is to:
• Build an iconic Canadian retail brand and a network of retail cannabis stores across Canadian jurisdictions where
the private distribution of cannabis is legal.
• Sell select premium cannabis brands together with proprietary accessories and licensed brands (in Canadian
jurisdictions, where doing so is legal) through the Spiritleaf retail store network and related distribution channels.
• Engage local communities to educate and share knowledge with consumers on the cannabis experience.
• Utilize a low capital expenditure franchise model to accelerate expansion, maximize return on investment, and
achieve scalability and speed to market.
• Enable local entrepreneurs to enter the cannabis retail business and apply their capital to grow the Spiritleaf
network.
For additional information regarding the business of the Company, please refer to the "General Development of the
Business" and "Description of the Business" sections in the AIF.
Retail Cannabis Operations
The Company's main operations consist of:
• Corporate Retail Cannabis Operations: The Company, through Spirit Leaf Corporate and Spirit Leaf Ontario,
opens and operates wholly owned corporate Spiritleaf retail cannabis stores in strategic locations across Canada
in such jurisdictions where the private retail distribution of cannabis is legal and where it is not prohibited from
opening retail cannabis stores. The Company, through Spirit Leaf Macleod, also operates a Spiritleaf retail
cannabis store in Calgary, Alberta. The Company intends to continue to seek and secure real-estate locations
for potential wholly owned corporate Spiritleaf retail cannabis stores in such jurisdictions of Canada where the
private retail distribution of cannabis is legal and where it is not prohibited from opening retail cannabis stores.
• Franchise Retail Cannabis Operations: The Company, through Spirit Leaf, opens and supports a chain of
franchised Spiritleaf retail cannabis stores in such jurisdictions of Canada where the private retail distribution of
cannabis is legal. Such franchise operations consist of the current operation, planned opening and ongoing
support of Spiritleaf franchise partners by providing a turn-key operation which leverages the benefits of the
Company’s expertise in cannabis retail including store design, training, the proprietary Spirithub education
program, industry leading point of sale and accounting systems, standard operating procedures, as well as
ongoing support from the Spiritleaf support centre. Spirit Leaf collects initial franchise fees, royalties and also
generates revenue through the sale of millwork, supplies and Spiritleaf accessories to Spiritleaf franchise retail
cannabis stores.
The Company started 2021 with 13 corporate Spiritleaf retail cannabis stores open and operating across Alberta and
ended the March 31, 2021 quarter with 18 corporate Spiritleaf retail cannabis stores open and operating across
Alberta and Ontario. Franchise partners of Spirit Leaf started 2021 with 55 franchise Spiritleaf retail cannabis stores
open and operating across British Columbia, Alberta, Saskatchewan and Ontario and ended the quarter with 64
franchise Spiritleaf retail cannabis stores open and operating across British Columbia, Alberta, Saskatchewan,
Ontario and Newfoundland and Labrador.
The following table sets out the current and planned retail operations across Canada as at March 31, 2021.
Province
Corporate
Franchise
Corporate
Franchise
Total
Stores Open(1)
Stores Open(1)
Stores
Stores
Pending(2)
Pending(2)
British Columbia
Nil
6
Nil
Nil
6
Alberta
12
33
2
6
53
Saskatchewan
1
1
2
Nil
4
Manitoba
Nil
Nil
2
2
4
Ontario
5
20
Nil
18
43
Newfoundland and
Nil
4
Nil
1
5
Labrador
Total
18
64
6
27
115
Notes:
1. The number of stores operating during the COVID-19 pandemic may vary as the Company and its franchisees continue to respond to the
applicable legal requirements and guidelines from federal, provincial and municipal governments, and public health authorities.
2. Premises currently held for Spiritleaf cannabis retail stores at various stages of licensing approvals and development. There is no
assurance that these locations will obtain final licensing approvals or that they will open, and if they do, what the timing thereof will be.
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Market Intelligence
In addition to its corporate and franchise retail cannabis operations, the Company has an arrangement with Headset,
Inc. and ACNielsen Company of Canada (together, "Headset-Nielsen"), both leading data and analytics service
providers to the cannabis industry, to provide point-of-sale data, market intelligence and consumer buying trends that
enable a real-time view of sales and store inventory, enhanced purchasing decisions and data collaboration with
suppliers. By capturing and analyzing user behaviour data, the Company can more quickly adjust its operations to
respond to changing consumer sentiments and demands. This allows Spiritleaf retail cannabis stores to inventory
the products that customers want and to optimize inventory turns. The Company, through the arrangement with
Headset-Nielsen, also licenses certain of its data analytics to allow third parties to better understand customer
preferences and behavior and market dynamics. This provides the Company with opportunities for additional highmargin revenue streams.
Spiritleaf Collective
The Company's member benefits program, Spiritleaf Collective, launched in December of 2019 and has since grown
to over 280,000 members. The program is a direct way that the Company can contact registered guests by text
message marketing. Spiritleaf Collective members are offered a point every time they visit a Spiritleaf retail cannabis
store and points may be redeemed for Spiritleaf branded items shipped directly to their door.
Competitive Landscape
The private retail cannabis industry in Canada is very competitive, and the Company anticipates increased levels of
competition in the industry as new participants enter the market and established retails consolidate. The principal
aspects of competition include, among other things, obtaining retail cannabis store licences and regulatory approvals,
the availability of cannabis products and cannabis accessories, securing optimal real estate locations and the ability
to attract and retain key personnel and customers. The Company faces competition from vertically integrated
cannabis companies, existing retailers, government retailers, and the illegal market. The recent consolidation of retail
companies in the market is also anticipated to increase competition in the industry, as larger consolidated companies
generally have better access to capital and other necessary resources. To remain competitive, the Company and its
subsidiaries will require a continued high level of investment in marketing, sales and client support. The Company
believes that its product knowledge, experience operating retail outlets under the Watch It! and Spiritleaf brands, and
strategic partnerships with larger, established companies in the cannabis, has and will continue to be a competitive
advantage in navigating the highly regulated marketplace.
COVID-19
The current COVID-19 pandemic has created an unprecedented operating environment for many businesses,
including client-facing retail business like the Company. Cannabis retail has been deemed, and currently remains,
an essential service and an allowable business service by provincial governments in Canada. As at the date hereof,
substantially all of the corporate and franchise Spiritleaf retail cannabis stores remain open, subject to certain
operating adjustments such as reduced operating hours or operating through curbside pickup or delivery, and the
Company's operations have not been materially disrupted on a macro level, although there are certain Spiritleaf retail
cannabis stores that have experienced reduced sales performance. Notwithstanding the above, there can be no
assurance that cannabis retail will remain an essential service and an allowable business service in provinces where
corporate and franchise Spiritleaf retail cannabis stores operate. Any governmental changes that require the
Company or its franchisees to temporarily suspend their operations would negatively impact the Company's business,
financial condition and results of operations, and could result in a Material Adverse Effect (as defined herein). See
"Risk Factors – COVID-19 Pandemic".
The Company is closely monitoring the evolution of the COVID-19 pandemic, with a focus on the jurisdictions in which
the Company operates, and will continue to follow the direction of federal, provincial and municipal governments, and
public health authorities.
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Operational Highlights
Operational highlights during and subsequent to the three months ended March 31, 2021 include:
•
•
•
•
•
•
•

•

Positioned as Canada’s leading retail cannabis brand with 82 corporate and franchise locations across the
country as at March 31, 2021.
Low-cost and highly scalable franchising model to maximize return on investment - more than 100 franchise and
corporate locations either in operation or being developed in jurisdictions where permitted in Canada.
Highly experienced team and proven business model with significant expertise in cannabis, branding, consumer
retail, franchising, and real estate.
Proven ability to license, open and operate retail cannabis store locations in an efficient manner in British
Columbia, Alberta, Saskatchewan, Ontario and Newfoundland and Labrador with plans for additional stores in
these markets as well as in Manitoba.
Superb retail experience for consumers including the proprietary Collective customer "rewards" program and
Spiritleaf Select & Collect online shopping and pick-up program.
Aligned with strategic partnerships and collaborations with premium producers, industry suppliers and strategic
investors.
During the period ended, the Company closed a bought deal offering (the "Offering") of 41,078,000 units
("Units") at a price of $0.28 per Unit (the "Offering Price") for aggregate gross proceeds of approximately
$11,501,840. Each Unit consisted of one Common Share and one-half of a common share purchase warrant
(each full warrant, a "Unit Warrant"). Each Unit Warrant will entitle the holder thereof to purchase one Common
Share at an exercise price of $0.34, until March 31, 2024.
The Spiritleaf Collective members’ program currently has over 230,000 members enrolled.

Q1 2021 Highlights
•
•

•
•
•
(1)

Total revenue for the three months ended March 31, 2021 increased 113% to $8.8 million, versus $4.1 million in
2020.
System-wide retail sales(1) for the three months ended March 31, 2021 increased 109% to $35.9 million, versus
$17.2 million in 2020. System-wide retail sales represent the aggregate revenue earned by franchise Spiritleaf
retail cannabis stores and Company owned Spiritleaf retail cannabis stores, and do not solely represent the
Company's revenue. The Company only receives royalties and advertising fees in respect of franchise Spiritleaf
retail cannabis store revenue forming part of the system-wide retail sales.
Operating loss for the three months ended March 31, 2021 was $0.3 million versus $0.7 million in 2020.
Net and comprehensive loss for the three months ended March 31, 2021 was $2.4 million, or $0.01 per share,
compared with $1.6 million, or $0.01 per share, in 2020.
Adjusted EBITDA(1) for the three months ended March 31, 2021 increased to a positive $0.5 million from a
negative $0.1 million in 2020.
See Non-IFRS Financial Measures section below for the definition and reconciliation of the non-IFRS financial measure.

Non-IFRS Financial Measures
This MD&A makes reference to "system-wide retail sales" and "Adjusted EBITDA", financial measures that are not
determined or defined in accordance with IFRS. Such non-IFRS financial measures do not have a standardized
meaning prescribed by IFRS and Inner Spirit's methods of calculating these financial measures may differ from
methods used by other companies. Accordingly, such non-IFRS financial measures may not be comparable to
similarly titled measures presented by other companies. These measures are provided as additional information to
complement IFRS by providing a further understanding of operations from management’s perspective and should not
be considered in isolation or as a substitute for measures of performance prepared in accordance with IFRS.
System-Wide Retail Sales
"System-wide retail sales" represents the sum of the revenue reported to the Company by franchisees of Spiritleaf
retail cannabis stores and by Company-owned Spiritleaf retail cannabis stores. System-wide retail sales represent
the aggregate revenue earned by franchise Spiritleaf retail cannabis stores and Company owned Spiritleaf retail
cannabis stores, and do not solely represent the Company's revenue. The Company only receives royalties and
advertising fees in respect of the franchise Spiritleaf retail cannabis store revenue forming part of the system-wide
retail sales. This measure is useful to management and the investment community in evaluating brand scale and
market penetration and is used by management of Inner Spirit to assess the financial and operational performance
of the Company and the strength of the Company's market position relative to its competitors.
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The following table reconciles the Company’s system-wide retail sales to revenue, being the most directly comparable
measure calculated in accordance with IFRS.

System-Wide Retail Sales
Less:
Franchise store sales
Add back:
Royalties
Advertising
Millwork
Franchise fee
Supply
Revenue

Three months ended
March 31, 2021
March 31, 2020
$
35,944,985
$
17,163,247

$

(30,023,463)

(14,522,184)

1,356,588
304,609
616,661
158,750
447,759
8,805,889

738,125
147,949
327,459
73,750
205,406
4,133,752

$

Adjusted EBITDA
Management defines "Adjusted EBITDA" as the net and comprehensive income (loss) for the period, as reported,
adjusted for right-of-use asset depreciation, depreciation and amortization, unrealized and realized gain (loss) on
marketable securities, gain (loss) on lease derecognition, gain (loss) on sublease arrangement, financial guarantee
liability expense, finance income, interest expense (accretion) - leases, impairment loss on intangible assets, interest
expense, convertible debenture accretion, share-based compensation, taxes, and other non-cash and non-recurring
items. Management believes Adjusted EBITDA is a useful financial metric to assess its operating performance prior
to consideration of how operations are financed, how the results are taxed, and how the results are impacted by noncash charges and charges that are irregular in nature or not reflective of the Company's core operations.
The following table reconciles the Company’s net loss and comprehensive loss, being the most directly comparable
measure calculated in accordance with IFRS, to Adjusted EBITDA.

Three months ended
Net loss and comprehensive loss
Add back:
Right of use asset depreciation
Depreciation and amortization
Share-based compensation
Loss on marketable securities
Net gain on leases
Financial guarantee liability expense
Finance income
Interest expense (accretion) - leases
Interest expense
Revaluation loss on derivative
Convertible debenture accretion
Adjusted EBITDA

$

March 31, 2021
(2,382,409)

$

231,284
445,149
99,818
86,378
(480,384)
679,028
272,119
1,319,422
242,709
513,114

$

March 31, 2020
(1,592,021)

$

172,013
367,331
45,498
354,166
(210,005)
43,882
(259,459)
461,081
303,333
179,934
(134,247)
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Results of Operations
The results of operations as discussed in this section refers to continuing operations, unless otherwise disclosed as
discontinued operations. The following table summarizes the consolidated results of operations of the for the three
months ended March 31, 2021 and 2020.
Restated
Three months ended
March 31, 2021
March 31, 2020
System-Wide Retail Sales (1)
$
35,944,985
$
17,163,247
Revenue
Cost of sales
Gross profit
Operating expenses
Salaries, wages, and benefits
Sales and marketing
General and administrative
Occupancy costs
Right of use asset depreciation
Depreciation and amortization
Impairment loss on intangible assets
Share-based compensation
Total operating expenses
Operating loss
Loss on marketable securities
Net gain on leases
Financial guarantee liability expense
Finance income
Interest expense (accretion) - leases
Interest expense
Revaluation loss on derivative
Convertible debenture accretion

$

Net loss and comprehensive loss for period

$

8,805,889
4,669,737
4,136,152
1,703,080
299,187
1,486,065
134,706
231,284
445,149
99,818
4,399,289
(263,137)
86,378
(480,384)
679,028
272,119
1,319,422
242,709
2,119,272
(2,382,409)

$

$

4,133,752
2,166,683
1,967,069
1,104,594
195,403
635,724
165,595
172,013
367,331
45,498
2,686,158
(719,089)
354,166
(210,005)
43,882
(259,459)
461,081
303,333
179,934
872,932
(1,592,021)

Note:
(1) System-w ide retail sale is a non-IFRS measure that does not have a standardized meaning prescribed by IFRS.
See the “Non-IFRS Financial Measures” section of this MD&A.

Revenue
Total revenue for the three months ended March 31, 2021 was $8.8 million (2020 - $4.1 million), representing an
increase of $4.7 million or 113% from the 2020 quarter. The growth in total revenue is primarily attributable to the
following:
• Growth in retail revenue from corporate Spiritleaf retail cannabis stores as the number of open and operating
Spiritleaf retail cannabis stores grew from 10 corporate stores at March 31, 2020 to 18 corporate stores at March
31, 2021. Retail revenue increased from $2.6 million in the 2020 quarter to $5.9 million in 2021;
• Growth in royalties revenue from franchise Spiritleaf retail cannabis stores as the number of open and operating
Spiritleaf retail cannabis stores grew from 35 franchise stores as at March 31, 2020 to 64 franchise stores as at
March 31, 2021. Royalties revenue increased from an aggregate of $0.7 million in the 2020 quarter to $1.4
million in the 2021 quarter;
• Advertising revenue increased as well from the increased number of franchise stores. Advertising revenue
increase from an aggregate of $0.1 million in the 2020 quarter to $0.3 million in the 2021 quarter;
• Prior to opening, Spiritleaf franchised retail cannabis stores purchase millwork (store fixtures) from the Company,
which resulted in revenues of $0.3 million in 2020 versus $0.6 million in 2021 due to more franchise stores.
• Franchise fees deposits that are received by Spirit Leaf for new franchise sales and recorded as a liability on the
balance sheet of the Company when a franchise agreement is fully signed are recognized as revenue and earned
when a franchise store opens. The fees earned were $0.1 million in 2020 versus $0.2 million in 2021.
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Once a franchise Spiritleaf retail cannabis store is open and operating, it purchases supplies and Spiritleaf
accessories from Spirit Leaf to sell to customers. These sales generated 0.2 million in revenue during the 2021
quarter versus $0.4 million in 2021.

Gross Profit
Gross profit for the quarter ended March 31, 2021 was $4.1 million (2020 - $2.0 million) or 47.0% (2020 – 47.6%)
margin. Gross profit increased by $2.1 million, representing a 110% increase over 2020. The increase in gross profit
was driven primarily by the growth in total revenue, which is discussed in the section above.
Operating Expenses
Total operating expenses for the quarter ended March 31, 2021 were $4.4 million (2020 - $2.7 million). For the for
the quarter ended March 31, 2021 as compared to the 2020 quarter operating expenses increased mainly as a result
of the following:
•
General and administrative expenses increased by $0.9 million or 134% mainly as a result of higher
professional fees for the current quarter due to the prospectus offering and store acquisitions;
•
Salaries, wages, and benefits expenses increased by $0.6 million or 54% primarily as a result of the increase
in the number of corporate Spiritleaf retail cannabis stores from the prior year’s quarter and the staffing
expenses associated with such stores and the Company's support centre; and
•
Sales and marketing expenses increased by $0.1 million or 53% due to increased number of franchise stores
and increased funds from the 1% advertising royalty fee charged to the franchisees.
Operating Loss
The operating loss was $0.3 million for the quarter ended March 31, 2021 versus $0.7 million in 2020, as a result of
the factors outlined above.
Other Expenses
Total other expenses for for the quarter ended March 31, 2021 were $2.1 million versus $0.9 million in 2020. The
increase in expenses from the prior year relates primarily to the following:
• Revaluation loss on the derivative liability for was $1.3 million for 2021 versus $nil in 2020, due to the Company’s
share price increasing, making the convertible debentures more likely be to converted to common shares;
• Interest expense (accretion) on leases of $0.7 million (2020 - $0.5 million), offset by finance income of $0.5 million
(2020 - $0.3 million).
Net loss and comprehensive loss
For the quarter ended March 31, 2021, the Company reported a net loss and comprehensive loss of $2.4 million
(2020 - $1.6 million). The increase in net loss and comprehensive loss in the current period was the result of the
factors outlined above.
Income Taxes
Presently, the Company does not expect to pay current taxes into the foreseeable future based on existing tax pools,
planned capital activities and current forecasts of taxable income. However, the current tax horizon will ultimately
depend on several factors including future operations, corporate expenses, and both the type and amount of capital
expenditures incurred in future reporting periods.
Performance Evaluation
Management of the Company evaluates the performance of the Company's business and operations by reviewing
the following key performance metrics. Certain of these metrics are non-IFRS financial measures. See the "NonIFRS Financial Measures" section for the definitions and reconciliations of such non-IFRS financial measures.
Revenue and System-Wide Retail Sales
Revenue for the quarter ended March 31, 2021 was $8.8 million, representing an increase of $4.7 million or 113%
from the three months ended March 31, 2020. Over the same period, system-wide retail sales increased from $17.2
million to $35.9 million. The increase in revenue and system-wide retail sales for the quarter ended March 31, 2021
versus 2020 was a result of the increase in the number of corporate and franchise Spiritleaf retail locations.
Management uses revenue and system-wide-retail sales to evaluate brand scale and market penetration and to
assess the financial and operational performance of the Company and the strength of the Company's market position
relative to its competitors.
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The following chart illustrates the growth in quarterly revenue and system-wide retail sales over the two most recently
completed financial years.

SYSTEM WIDE RETAIL SALES
VS
REVENUE
40,000,000
35,000,000
30,000,000
25,000,000
20,000,000
15,000,000
10,000,000
5,000,000
Q2 2019

Q3 2019

Q4 2019

Q1 2020

Q2 2020

Q3 2020

Q4 2020

Q1 2021

Readers should note that system-wide retail sales represent the aggregate revenue earned by franchise Spiritleaf
retail cannabis stores and Company owned Spiritleaf retail cannabis stores, and do not solely represent the
Company's revenue. The Company only receives royalties and advertising fees in respect of franchise Spiritleaf
retail cannabis store revenue forming part of the system-wide retail sales.
Adjusted EBITDA
Adjusted EBITDA for the quarter ended March 31, 2021 was a positive $0.5 million versus a negative $0.1 million for
the 2020 quarter, representing an improvement of $0.6 million. The improved operating performance of the Company
and the move to positive Adjusted EBITDA are a result of the Company generating larger revenues from and
increasing number of corporate and franchise Spiritleaf retail cannabis stores while simultaneously controlling cash
costs.
Management uses Adjusted EBITDA to assess its operating performance prior to consideration of how its operations
are financed, how its results are taxed, and how its results are impacted by non-cash charges and charges that are
irregular in nature or not reflective of the Company's core operations.
Summary of Quarterly Results
The following table sets out certain selected financial information for the eight most recently completed quarters. The
historical quarterly information for the December 31, 209 quarter has been restated due to a prior period error and
the prior quarters in 2019 have been restated as a result of the discontinued operations in 2019.
Three months ended
Revenue - Continuing operations
Revenue - Discontinued operations
Net income (loss) - Continuing operations
Net loss - Discontinued operations
Net and comprehensive loss
Basic loss per share
Diluted loss per share

$
$
$
$
$
$
$

31-Mar-21
8,805,889
(2,382,409)
(2,382,409)
(0.01)
(0.01)

$
$
$
$
$
$
$

Restated
31-Dec-20
9,151,099
1,188,837
1,188,837
0.00
0.00

$
$
$
$
$
$
$

30-Sep-20
8,092,147
(1,009,210)
(1,009,210)
(0.00)
(0.00)

$
$
$
$
$
$
$

30-Jun-20
5,422,050
(1,229,588)
(1,229,588)
(0.01)
(0.01)

$
$
$
$
$
$
$

Restated
31-Mar-20
4,133,752
(1,592,021)
(1,592,021)
(0.01)
(0.01)

$
$
$
$
$
$
$

Restated
31-Dec-19
3,335,320
1,656,137
(3,296,826)
(164,328)
(3,276,403)
(0.02)
(0.02)

30-Sep-19
$ 3,217,186
$
924,972
$ (2,321,886)
$ (168,437)
$ (2,490,323)
$
(0.01)
$
(0.01)

30-Jun-19
$
802,743
$
973,138
$ (2,483,193)
$ (326,420)
$ (2,809,613)
$
(0.02)
$
(0.02)

The Company has incurred losses over the last eight quarters, except in the fourth quarter of 2020, as it implemented
and executed its strategy of building an iconic Canadian retail brand and opening a chain of corporate and franchise
Spiritleaf retail cannabis stores across Canadian jurisdictions where the private distribution of cannabis is legal.
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Results have varied between these fiscal quarters principally because of the following:
• The increase in number of corporate and franchise Spiritleaf retail cannabis stores which started from zero at the
beginning of the fourth quarter of 2018 and has since increased to 82 by the end of the first quarter of 2021;
• Net loss for the quarter ended March 31, 2021 of $2.4 million was a mainly a result of a $1.3 million revaluation
of derivative liability loss, as a result of increasing share prices, and also due prospectus offering costs. Additional
expenses incurred in connection with the prospectus offering in March 2021, including associated professional
fees incurred in the months leading up to it were over $0.6 million.
• Net income for the quarter ended December 31, 2020 of $1.5 million due to increasing revenue from the
increasing number of Spiritleaf retail cannabis stores, as well as due to year end audit adjustments;
• Lower loss in the second and third quarters of 2020 due to increasing revenue from the increasing number of
Spiritleaf retail cannabis stores;
• Lower loss in the first quarter of 2020 due to higher revenue from the increasing number of Spiritleaf retail
cannabis stores and lower expenses from no longer having the Watch It! operations, which were discontinued in
2019;
• Increased loss in the fourth quarter of 2019 due to significant expenses incurred from share-based compensation,
accretion of right of use assets, financial guarantee liability expense, convertible debenture accretion, and interest
expense (accretion) on leases;
• Increased loss in the June 30, 2019 quarter due to expenses incurred in connection with the prospectus offering
of convertible debentures in May 2019, including associated professional fees incurred in the months leading up
to it.
• Increased salaries and wages through the quarters as the Company grew and commercialized the operations of
its Spiritleaf corporate retail cannabis stores and supported the opening of Spiritleaf franchised retail cannabis
stores;
• Increased marketing and branding expenses related to building and growing the Company’s Spiritleaf brand;
• Swings in unrealized losses or gains on marketable securities that were acquired pursuant to its transactions with
strategic partners; and
• Share-based compensation expenses for stock options and warrants that were issued through the various
quarters to various directors, officers, consultants, and service providers and pursuant to transactions with
strategic partners.
It is anticipated that certain of the above expenses are non-recurring and/or will normalize over time.
Liquidity and Capital Resources
The Financial Statements are prepared by management in accordance with IFRS on a going concern basis, which
assumes that the Company will be able to continue to operate for the foreseeable future. However, the Company is
exposed in varying degrees to a variety of financial risks, including liquidity risk and market risks with respect to its
ability to raise capital through equity markets under acceptable terms and conditions.
The Company has incurred losses since incorporation, and as of March 31, 2021 had an accumulated deficit of $28.3
million (December 31, 2020 - $25.9 million). The Company is in the growth stage of expanding by opening corporate
Spiritleaf retail cannabis stores and supporting the opening of franchised Spiritleaf retail cannabis stores across
Canada. During for the quarter ended March 31, 2021 the Company's operating activities provided positive cash
flow, as compared to the quarter ended March 31, 2020 when the Company's operating activities used cash flows.
See the "Cash Flow Statement" section below.
Liquidity
The Company believes it has sufficient liquidity to support continued operations and meet its short-term liabilities and
commitments as they become due. Liquidity is primarily influenced by the operational performance of franchise and
corporate Spiritleaf retail cannabis stores, the level of spending on branding and marketing initiatives, the level of
spending on building-out and starting operations of corporate Spiritleaf retail cannabis stores, the ability to obtain
external sources of financing, and sales of the Company's products. The Company’s objectives when managing its
liquidity and capital resources are to safeguard its ability to continue as a going concern and to maintain a flexible
capital structure which optimizes the cost of capital within a framework of acceptable risk.
The Company monitors its liquidity on a continuous basis to ensure there is sufficient capital to meet business
requirements and to provide shareholder value. As at March 31, 2021, the Company had sufficient cash on hand to
meet its short-term liabilities and commitments as they become due (see the "Statement of Financial Position" section
below). In the longer term, the Company’s ability to continue as a going concern is dependent upon its ability to
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continue generating positive cash flow and generate net income or raise additional capital and then continue
generating positive cash flow and generate net income. If the Company requires additional capital, there can be no
assurance that equity or debt financings will be available to it in the future on terms satisfactory to the Company or
at all. Circumstances that could impair the Company’s ability to raise additional funds include general economic
conditions and its ability to expand operations within the recreational cannabis industry in Canada.
Capital Resources
The Company does not currently have any commitments for capital expenditures; however, it has plans to build-out
and open up to 14 additional corporate Spiritleaf retail cannabis stores in select provinces in Canada during the
financial year ending December 31, 2021. The total planned capital expenditures for building out these stores will be
approximately up to $5,700,000 before the end of the year.
In the quarter ended March 31, 2021, the Company closed the Offering for aggregate gross proceeds of over $11
million. The Company anticipates using the proceeds from the Offering to fund the planned build-out of
aforementioned corporate Spiritleaf retail cannabis stores as well as for strategic, general corporate and working
capital purposes. However, in the event that the Offering does not close as anticipated, management believes that
the Company will be able to fund the build-out of the stores from existing cash balances and cash generated from
operating activities. The Company may also defer the build-out of all or some of the proposed Spiritleaf retail cannabis
stores until such time as it has the required funds, if any.
With approximately $12.3 million in working capital, as well as no current commitments for capital expenditures, the
Company is expected to have adequate capital resources for the 2021 financial year. In addition, as the trading price
of the Common Shares on the Canadian Securities Exchange has generally risen to date in 2021, many of the of the
Company’s outstanding options and warrants have been exercised during the quarter ended, and these may continue
to be exercised, providing the Company with additional capital. As well, a significant portion convertible debentures
have been converted to common shares during the quarter ended, and these may continue to be converted, reducing
the debt of the Company.
Cash Flow Statement
For the three months ended
Cash provided by (used in) the following activities:
Operating activities before working capital changes
Changes in non-cash working capital
Operating activities
Financing activities
Investing activities
Change in cash
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

Restated
March 31, 2020

March 31, 2021
$

$

430,607
(187,270)
243,337
9,896,312
(1,509,785)
8,629,864
4,675,324
13,305,188

$

$

(219,505)
(1,314,238)
(1,533,743)
1,382,124
712,618
560,999
2,026,054
2,587,053

Operating Activities
For the quarter ended March 31, 2021, cash flows provided by operating activities were $0.2 million versus cash
used of $1.5 million in 2020. The increase in cash provided from operations is primarily due to increased retail
revenue from more corporate Spiritleaf retail cannabis stores and higher royalty revenue from more franchise stores.
For the quarter ended March 31, 2021, operating activities were affected by a net decrease in non-cash working
capital balances of $0.2 million (2020 –$1.3 million) mainly as a result of the following items:
• An increase in accounts receivables of $0.2 million (2020 - $0.6 million), due to increased revenue;
• An increase in prepaid expenses and deposits of $0.3 million (2020 – $0.5 million), due to increased operations
and increased number of Spiritleaf retail cannabis stores;
• An increase in inventory of $0.3 million (2020 - decrease of $0.2 million) due to requiring more inventory for the
additional corporate stores;
• An increase in accounts payable of $0.7 million (2020 – decrease of $0.4 million) due increased expenditures
during the year from the increased size of operations;
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Financing Activities
For the quarter ended March 31, 2021, cash provided by financing activities was $9.9 million (2020 – $1.3 million).
The Company issued share capital of $10.3 million (2020 - $1.7 million) in the quarter. The Company expended $0.4
million (2020 - $0.3 million) of cash for lease payments.
Investing Activities
For the quarter ended March 31, 2021, total cash used in investing activities was $1.5 million (2020 – provided by
$0.7 million). The Company acquired $1.3 million (2020 – disposed of $0.05 million) of property and equipment, net
of dispositions. The Company acquired $0.2 million (2020 – disposed of $nil) of intangible assets. The Company
made lease deposits of $nil (2020 - $0.6 million).
Statement of Financial Position
The following table sets out certain selected financial position data as at March 31, 2021 and December 31, 2020:
As at
Total Current Assets
Total Non-Current Assets
Total Assets
Total Current Liabilities
Total Non-Current Liabilities
Total Liabilities
Equity attributable to owners of the company
Non-Controlling Interest
Total Shareholders' Equity
Total Liabilities and Equity

Restated
March 31, 2021 December 31, 2020
$
20,234,574
$
10,003,419
26,007,278
21,739,004
$
46,241,852
$
31,742,423
$
8,048,708 $
5,573,635
24,985,617
22,923,990
33,034,325
28,497,625
13,207,527
3,581,986
(337,188)
13,207,527
3,244,798
$
46,241,852
$
31,742,423

As at March 31, 2021, the Company had total assets of $46.3 million (December 31, 2020 - $31.7 million), an increase
of $14.5 million. The increase in total assets resulted primarily from the increase in cash, accounts receivable, prepaid
expenditures, inventory, net investment in subleases, right of use assets, and property and equipment.
As at March 31, 2021, the Company had total liabilities of $33.0 million (December 31, 2020 - $28.5 million), an
increase of $4.5 million. The increase in total liabilities resulted from increased accounts payable, accrued debenture
interest payable, derivative liability, and lease liabilities.
Off-Balance Sheet Arrangements
As of the date of this MD&A, the Company does not have any off-balance sheet arrangements that have, or are
reasonably likely to have, a current or future effect on the financial performance or financial condition of the Company,
including, and without limitation, such considerations as liquidity and capital resources.
Commitments
The Company entered into 9 retail store leases during the period ended March 31, 2021, but the commencement
date of these did not begin until after the year end, and as such these retail stores were not available for use during
the year; therefore, they do not form a part of the leases disclosed in Note 7.
The lease obligations on these leases (undiscounted) are outlined below.
2021
2022
2023
2024
Thereafter

March 31, 2021
247,282
768,670
770,617
778,743
5,033,881
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Related Parties

Key Management
The Company’s key management personnel have authority and responsibility for overseeing, planning, directing and
controlling the activities of the Company. Key management personnel include members of the board of directors,
and executive officers. Compensation of key management personnel may include short-term and long-term benefits.
Short-term benefits include salaries and consulting fees, while long-term benefits include stock options.
Compensation provided to current key management and directors during the three months ended March 31, 2021
and 2020 are as follows.
March 31, 2021
$
237,646
50,949
$
288,594

Short-term benefits
Long-term benefits (*)

March 31, 2020
$
152,698
15,293
$
167,991

(*) Consists of share-based payments as the fair value of options granted to key management personnel of the Company under the Company’s
stock option plan.

Other Related Party Transactions
During the period ended March 31, 2021, the Company paid $33,146 (March 31, 2020 - $27,732) in total rent and
operating costs to a company related to an executive officer and director. The yearly rent was based on a fair value
assessment completed by an independent appraiser.
As at March 31, 2021, there was $59,250 (December 31, 2020 - $99) of outstanding payables to related parties, that
is included in accounts payable and accrued liabilities.
Outstanding Share Data
The authorized share capital of the Company consists of an unlimited number of Common Shares without par value
and an unlimited number of preferred shares without par value, issuable in series. As at March 31, 2021, the
Company had 285,164,533 Common Shares and no preferred shares issued and outstanding.
The following table sets out the share capital structure of the Company as of the date of this MD&A.
Securities
Outstanding

Common Shares
12% Senior Secured
Convertible Debentures
Stock Options
Service Warrants
Acquisition Warrants
Prospectus Warrants
Broker Warrants
Fully Diluted

Num ber or
Principal
Am ount
Outstanding

Expiry Date

289,451,783
$7,422,000

June 30, 2022

19,738,750 February 28, 2023 to September 14, 2025
1,000,000
November 22, 2021 to April 3, 2023
712,553
March 31, 2023
20,539,000
March 31, 2024
2,875,460
March 31, 2024

Num ber of Com m on
Shares Outstanding or
Exercise Price
Issuable Upon
Conversion or
Exercise
289,451,783
$0.25

29,688,000

$0.10 to $0.20
$0.10 to $0.11
$0.35
$0.34
$0.28

19,738,750
1,000,000
712,553
20,539,000
2,875,460
364,005,546

Recently Adopted Accounting Pronouncements
New standards that have been adopted in the annual financial statements for the quarter ended March 31, 2021:
•

Definition of a Business (Amendments to IFRS 3)
Amendments to IFRS 3 were mandatorily effective for reporting periods beginning on or after 1 January 2020.
The Group has applied the revised definition of a business for acquisitions occurring on or after 1 January 2020
in determining whether an acquisition is accounted for in accordance with IFRS 3 Business Combinations. The
amendments do not permit the Group to reassess whether acquisitions occurring prior to 1 January 2020 met
the revised definition of a business.

Page | 15

Inner Spirit Holdings Ltd.

Management’s Discussion & Analysis
For the three months ended March 31, 2021

Critical Accounting Estimates
A summary of the Company’s significant accounting judgements and estimates is contained in Note 2 to the Financial
Statements. These accounting policies are subject to estimates and key judgments about future events, many of
which are beyond the Company’s control.
The following is a discussion of the accounting estimates that are critical to the Financial Statements.
Use of estimates and judgments
The preparation of these Financial Statements requires management to make judgments, estimates and assumptions
that affect the application of accounting policies and reported amounts of assets and liabilities, and revenue and
expenses. The estimates and associated assumptions are based on historical experience and various other factors
that are believed to be reasonable under the circumstances, the results of which form the basis of making the
judgments about carrying values of assets and liabilities that are not readily apparent from other sources. Actual
results may differ from these estimates.
The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates
are recognized in the period in which the estimate is revised if the revision affects only that period or in the period of
the revision and future periods if the review affects both current and future periods. Significant judgments, estimates
and assumptions that management has made that could result in a material adjustment to the carrying amounts of
assets and liabilities, in the event that actual results differ from assumptions made, relate to, but are not limited to,
the following:
Going concern
Determining if the Company has the ability to continue as a going concern is dependent on its ability to achieve
profitable operations. Certain judgments are made when determining if the Company will achieve profitable
operations.
Expected credit losses
The Company’s accounts receivables are typically short-term in nature and the Company recognizes an amount
equal to the lifetime expected credit losses ("ECLs"). The Company measures ECLs based on historical experience
and including forecasted economic conditions. The amount of ECLs is sensitive to changes in circumstances of
forecast economic conditions.
Investments
Investments are shares in a private company measured at fair value with unrealized gains or losses recorded in profit
and loss. Fair values for investments are assessed by management on a quarterly basis to determine if there has
been any impairment or appreciation in value. At the time securities are sold or otherwise disposed of, realized gains
or losses are included in profit and loss.
Impairment testing of property and equipment ("P&E"), goodwill, and indefinite life intangible assets
Goodwill and indefinite life intangible assets are assessed for impairment at least annually, and for P&E whenever
there is an indication that the asset may be impaired. The Company determines the fair value less cost of disposal
of its CGU groupings and indefinite life intangible assets using discounted cash flow models. Recoverable amounts
are determined by comparing the higher of value in use and fair value less cost of disposal amounts.
The process of determining the value in use or the fair values less cost of disposal requires the Company to make
estimates and assumptions of a long-term nature regarding discount rates, projected revenues, margins, as
applicable, derived from past experience, actual operating results and budgets. These estimates and assumptions
may change in the future due to uncertain competitive and economic market conditions or changes in business
strategies. Recoverable amounts are determined by comparing the higher of value in use and fair value less cost of
disposal amounts.
Determination of lease liability
The Financial Statements include estimates of the lease liability, the net investment in leases, and incremental
borrowing rates. These are based on management’s best estimate and in this regard may be significantly different
from those determined based on future operational results.
Expected credit losses ("ECL") on financial guarantee liability
The Financial Statements include estimates of the expected credit losses on the financial guarantee liability. These
are based on management’s best estimate and in this regard may be significantly different from those determined
based on future operational results.
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Financial instruments
The Company issues convertible debentures, which may be comprised of embedded derivatives, debt and equity
components. The identification of convertible debenture components is based on interpretations of the substance of
the contractual arrangement and therefore requires judgment from management.
In determining the fair value of the Company’s debentures and derivative liability on the date of issuance, and at the
date of the consolidated statement of financial position, management uses internally developed models. This method
requires the input of a number of assumptions including estimated market rate of interest and volatility. These
assumptions are determined using management’s best estimates and involve inherent uncertainties. They are
reviewed quarterly and may have a significant impact on the estimates of fair value of the embedded derivatives.
Deferred revenue
The Financial Statements include estimates in determining the period of recognizing amounts recorded as deferred
revenue. There are based on management’s best estimate and in this regard may be significantly different based on
future operational results.
Estimate on share-based compensation and warrants
The Company issues warrants and stock options to directors, officers and other consultants. The Company employs
the fair value method of accounting for stock options and warrants. The determination of the share-based
compensation expense for stock options and warrants requires the use of judgment as to the appropriate valuation
model and the inputs for the model require assumptions including the rate of forfeiture of options and warrants
granted, the expected life of the option or warrant, the expected volatility of the Company’s share price, the risk-free
interest rate and expected dividends.
Revenue recognition - Franchise Fees
Management reviews the Company’s recognition of initial franchise fees and revenue relating to the grant of
franchisees. The Company evaluates the timing of the satisfaction of performance obligations, the transaction price,
and amounts allocated to performance obligations.
Business combinations
On business combinations an assessment is made of the fair value of the consideration paid and of the assets and
liabilities acquired. This principally requires management to assess the value of the acquired property and to identify
whether there are any separately intangible assets on acquisition. Where an intangible asset has been identified,
brand, customer relationships or re-acquired franchise rights, the value of the intangible asset is calculated using
valuation techniques requiring certain assumptions including discount rates, royalty rates and future cash flows.
Intangible asset amortized over managements' estimate of its expected useful life.
Financial Instruments and Risk Management
Fair Values
At March 31, 2021, the Company's financial instruments consist of cash, short-term deposits, accounts receivable,
marketable securities, investments, loans to franchise partners, accounts payable, convertible debenture interest
payable, payable to non-controlling interest, financial guarantee liability, derivative liability and convertible debenture.
The fair values of cash, short-term deposits, accounts receivable, accounts payable and convertible debenture
interest approximate their carrying values due to the relatively short-term maturity of these instruments.
Loans to franchise partners which are classified as current approximate their fair value due to their short-term nature.
The non-current loan to franchise partners and the convertible debenture approximate their fair value as they have
been discounted using a market rate of interest. Financial guarantee liability, classified as non-current liability, is
determined based on management’s assessment of the timing and the amount of expected credit losses the
Company may incur. The fair value of the derivative liability is determined using an option pricing model.
Fair Value Hierarchy
Financial instruments recorded at fair value are classified using a fair value hierarchy that reflects the significance of
the inputs used in making the measurements.
The fair value hierarchy has the following levels:
• Level 1 - valuation based on quoted prices (unadjusted) in active markets for identical assets or liabilities.
• Level 2 - valuation techniques based on inputs other than quoted prices included in Level 1 that are observable
for the asset or liability, either directly (i.e., as prices) or indirectly (i.e., derived from prices).
• Level 3 - valuation techniques using inputs for the asset or liability that are not based on observable market data
(unobservable inputs).
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The fair value hierarchy requires the use of observable market inputs whenever such inputs exist. A financial
instrument is classified to the lowest level of the hierarchy for which a significant input has been considered in
measuring fair value.
Marketable securities are classified as level 1, and the warrants included in marketable securities are classified as
level 2. Investments are classified as level 2. During the quarter ended March 31, 2021 and 2020, there were no
transfers of amounts between levels.
The Company has exposure to the following risks from its use of financial instruments:
• Credit risk;
• Liquidity risk;
• Market risk;
• Interest rate risk; and
• Foreign currency risk.
Credit Risk
Credit risk is the risk of loss associated with the counterparty's inability to fulfil its payment obligations. Financial
instruments that potentially subject the Company to concentrations of credit risks consist principally of cash, short
term deposits, loan to franchise partners and accounts receivable.
All of the Company’s cash includes petty cash, store cash floats, and cash held at two financial institutions, one being
a Canadian Chartered Bank and the other being a Crown corporation owned by the Province of Alberta. Management
believes that the risk of loss held at the banks is minimal.
The accounts receivable balances totaling $1.5 million is net of provision for expected credit losses of $nil. The
balance consists of: (i) receivables from Spirit Leaf’s franchisees for franchisee fees, royalty and advertisement
charges and for millwork sold, and (ii) an ongoing account held with PayPal. A large portion of the accounts receivable
at March 31, 2021 were collected subsequent to the period ended; accordingly, no provision for expected credit
losses was determined for these balances. The net carrying value of accounts receivable as at the period ended
represents the Company’s maximum exposure to credit risk.
Below is a breakdown of the aged receivable balance:
Current
31 – 60 days
61 – 90 days
Greater than 90 days
Accounts receivable

$

$

March 31, 2021
1,003,400
58,327
29,175
559,229
1,650,131

December 31, 2020
$
820,135
92,864
42,992
488,811
$
1,444,802

Management believes that the risk of loss on the loan to franchise partners is minimal, as the Company has vetted
the franchise partners prior to entering into the franchise agreement and has entered into a General Security
Agreement with all loans extended. In the event of default, the Company has various remedies available to it including
the ability to acquire the franchise in case of non-repayment of the loan and operate the franchise as a corporate
store.
The Company assessed the credit loss risk to be nominal. The maximum credit risk exposure associated with cash,
short-term deposits, loan to franchise partners and accounts receivable is the total carrying value.
Liquidity Risk
Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall due. The
Company currently settles its financial obligations with cash.
As the Company has historically treated a portion of the franchise fee deposits as refundable, these deposits may
become financial obligations at the discretion of the Company and are accordingly held in a segregated bank account.
The Company manages its liquidity risk by reviewing its capital requirements on an ongoing basis. There have been
no changes in the Company's strategy with respect to credit/liquidity risk in the year.
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The maturity profile of the Company’s financial liabilities is provided below:

As at March 31, 2021
Accounts payables and accrued liabilities
Accrued debenture interest payable
Refundable franchise fee deposits
Lease liabilities (undiscounted cash flows)
Financial guarantee liability
Convertible debenture

$

$
As at December 31 2020
Accounts payables and accrued liabilities
Payable to non-controlling interest
Refundable franchise fee deposits
Lease liabilities (undiscounted cash flows)
Financial guarantee liability
Convertible debenture

$

$

Maturity
Within
Greater than
1 year
1-5 years
5 years
2,208,754 $
$
$
242,000
133,750
196,250
4,401,137
16,187,397
13,694,581
342,765
8,401,000
6,985,641 $ 25,127,412 $ 13,694,581 $

Total
2,208,754
242,000
330,000
34,283,115
342,765
8,401,000
45,807,634

1 year
1-5 years
1,459,525 $
$
313,523
178,750
202,500
3,493,595
15,092,981
256,387
10,000,000
5,445,393 $ 25,551,868 $

Total
1,459,525
313,523
381,250
26,581,967
256,387
10,000,000
38,992,652

5 years
$
7,995,391
7,995,391 $

Market Risk
Market risk is the risk that changes in market prices will affect the Company’s earnings or the value of its financial
instruments. The objective of market risk management is to manage and control exposures within acceptable limits,
while maximizing returns. The Company is exposed to equity price risk, which arises from marketable securities and
investments measured at FVTPL. For marketable securities and investments classified as FVTPL, the impact of a
10% increase or decrease in the share price would have $0.01 million change in equity. In addition, the Company
has foreign currency exposure on its investments as those shares are denominated in US dollars.
Interest Rate Risk
Interest rate risk is the risk that changes in interest rates will affect the Company’s earnings or the value of its financial
instruments. The objective of interest rate risk management is to manage and control exposures within acceptable
limits, while maximizing returns. The Company is not exposed to significant interest rate risk as its interest-bearing
financial instruments carry a fixed rate of interest.
Foreign Currency Risk
The Company has foreign currency risk exposure in respect of the marketable securities as noted above. Where
possible, the Company avoids transacting in foreign currencies thereby mitigating the risk of loss arising from foreign
currency translation or exchange.
Risk Factors
Due to the nature of Inner Spirit’s business, the legal and economic climate in which it operates and its present stage
of development, Inner Spirit is subject to significant risks. The following are some of the material specific and general
risks that could affect the Company and its business. Additional risks and uncertainties not presently known to the
Company or that the Company does not currently anticipate will be material, may impair the Company's business
operations and its operating results and as a result could materially impact its business, results of operations,
prospects and financial condition. Readers should additionally refer to the risk factors set out in the AIF, which,
together with the risk factors below, do not necessarily constitute an exhaustive list.
COVID-19 Pandemic
Since December 31, 2019, the outbreak of COVID-19 has led governments worldwide to enact emergency measures
to combat the spread of the virus. These measures, which include, among other things, the implementation of travel
bans, self-imposed quarantine periods and social distancing, have caused material disruption to businesses globally,
resulting in an economic slowdown. As of the date of this MD&A, the duration and the immediate and eventual impact
of the COVID-19 pandemic remains unknown. In particular, it is not possible to reliably estimate the length and
severity of these developments and the impact on the financial results and condition of the Company and its industry
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partners. To date, a number of businesses have suspended or scaled back their operations and development as
cases of COVID-19 have been confirmed, for precautionary purposes or as governments have declared a state of
emergency or taken other actions. The extent to which COVID-19 impacts the Company's business, including its
operations and the market for its securities, will depend on future developments, which are highly uncertain and
cannot be predicted at this time, and include the duration, severity and scope of the pandemic and the actions taken
to contain or treat the COVID-19 pandemic (including recommendations from public health officials). In particular,
the continued spread of COVID-19 globally could materially and adversely impact the Company's business including
without limitation, store closures or reduced operational hours or service methods, employee health, workforce
productivity, reduced access to supply, increased insurance premiums, limitations on travel, the availability of experts
and personnel and other factors that will depend on future developments beyond the Company's control, which could
result in a material adverse effect on the Company, which means any change, event, effect, occurrence or state of
facts that has, or could reasonably be expected to constitute a material adverse change in respect of or to have an
effect that is materially adverse to the business, assets, liabilities (including contingent liabilities), conditions (financial
or otherwise), prospects or results of operations of the Company and its subsidiaries, as applicable, taken as a whole
("Material Adverse Effect"). There can be no assurance that the Company's personnel will not be impacted by these
pandemic diseases and ultimately see its workforce productivity reduced or incur increased costs as a result of these
health risks. In addition, the COVID-19 pandemic represents a widespread global health crisis that could adversely
affect global economies and financial markets resulting in an economic downturn that could result in a Material
Adverse Effect.
Licences and Permits
The ability of the Company to continue its retail cannabis business is dependent on the good standing of various
licences, permits and authorizations from time to time possessed by the Company and adherence to all regulatory
requirements related to such activities. The Company will incur ongoing costs and obligations related to regulatory
compliance, and any failure to comply with the terms of such licences, permits or authorizations, or to renew the
licences, permits and authorizations after their expiry dates, could have a Material Adverse Effect on the Company.
Although management believes that the Company will meet the requirements of applicable laws for future extensions
or renewals of the applicable licences, permits and authorizations, there can be no assurance that applicable
governmental bodies will extend or renew the applicable licences, permits and authorizations, or if extended or
renewed, that they will be extended or renewed on the same or similar terms. In the event that the applicable
governmental bodies do not extend or renew the applicable licences, permits and authorizations, or should they
renew the applicable licences, permits or authorizations on different terms, any such event or occurrence could have
a Material Adverse Effect on the Company.
The Company remains committed to regulatory compliance. However, any failure to comply with applicable laws
may result in additional costs for corrective measures, penalties, or restrictions on the operations of the Company.
In addition, changes in applicable laws or other unanticipated events could require changes to the operations of the
Company, increased compliance costs or give rise to material liabilities, which could have a Material Adverse Effect
on the Company.
Changes in Laws, Regulations and Guidelines
The Company's business is subject to a variety of applicable laws, including those relating to the marketing,
acquisition, manufacturing, management, transportation, storage, sale, packaging and labeling, and disposal of
cannabis and cannabis products. The Company is also subject to applicable laws relating to health and safety, the
conduct of operations, taxation of products and the protection of the environment. As applicable laws pertaining to
the cannabis industry are relatively new, it is possible that significant legislative amendments may still be enacted either provincially or federally - that address current or future regulatory issues or perceived inadequacies in the
regulatory framework. Changes to applicable laws could have a Material Adverse Effect on the Company. The
legislative framework pertaining to the Canadian adult-use cannabis market is subject to significant provincial and
territorial regulation. The legal framework varies across provinces and territories and results in asymmetric regulatory
and market environments, different competitive pressures and additional compliance and other costs and/or
limitations on the Company's ability to participate in such market.
Additionally, differences in provincial and territorial regulatory frameworks result in the Company's franchise model
being financially prohibitive or unfeasible. In particular, some provinces do not allow private retailers of cannabis
products, and in provinces that allow private retailers of cannabis products, the number of provincial licenses available
to any one retailer for such sales of cannabis may be limited or obtaining a provincial license may be unduly expensive
or burdensome. Municipal and regional governments may also choose to impose additional requirements and
regulations on the sale of recreational cannabis, adding further uncertainty and risk to the Company's proposed
cannabis franchise and retail model. Municipal by-laws could prohibit entirely or restrict the number of recreational
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cannabis retail outlets that are permitted in a certain geographical area, or restrict the geographical locations wherein
such retail outlets may be operated.
There is no assurance that all, or any, of the Spiritleaf retail cannabis stores that are currently proposed to
be opened by the Company (through its subsidiaries) or by franchise partners of Spirit Leaf will be permitted
to open.
Compliance with Laws
The Company's and many of its suppliers' operations are subject to various laws, regulations and guidelines. The
Company intends to comply with all relevant laws, regulations and guidelines. However, there is a risk that the
Company's interpretation of laws, regulations and guidelines, including, but not limited to the Cannabis Act, the
regulations thereunder (the "Cannabis Regulations"), the various provincial regimes governing the sale of adult-use
recreational cannabis (the "Provincial Regimes") and applicable stock exchange rules and regulations may differ
from those of others, and the Company's and its suppliers' operations may not be in compliance with such laws,
regulations and guidelines. In addition, achievement of the Company's business objectives is contingent, in part,
upon compliance with regulatory requirements enacted by Governmental Authorities and, where necessary, obtaining
regulatory approvals. The impact of regulatory compliance regimes, any delays in obtaining, or failure to obtain
regulatory approvals required by the Company may significantly delay or impact the development and operations of
the Company's business, and could have a Material Adverse Effect on the Company. Any potential non-compliance
could cause the business, financial condition and results of the operations of the Company to be adversely affected.
Furthermore, any amendment to or replacement of the Cannabis Regulations, the Cannabis Act, the Provincial
Regimes or other applicable rules and regulations governing the activities of the Company and its suppliers may
cause adverse effects to the Company's operations. The risks to the business of the Company or its suppliers
associated with the decision to amend or replace the Cannabis Regulations, the Cannabis Act, any Provincial Regime
and subsequent regulatory changes could reduce the potential customers of the Company and could materially and
adversely affect the business, financial condition and results of operations of the Company.
It is unclear how certain regulatory bodies will interpret commercial, strategic or licensing agreements with respect to
retail cannabis operations. The Company intends to enter into such agreements in compliance with all applicable
law, however, provincial regulators are continuing to provide guidance on how cannabis retailers should interpret
certain Provincial Regimes. In the event provincial regulators indicate that they shall interpret certain Provincial
Regimes in a manner inconsistent with that of cannabis retailers, including, but not limited to the Company, this could
result in the Company being unable to enter into certain commercial agreements or provide certain services which
could have a Material Adverse Effect on the Company.
The Company will incur ongoing costs and obligations related to regulatory compliance. Failure to comply with
applicable laws and regulations may result in enforcement actions thereunder, including orders issued by regulatory
or judicial authorities causing operations to cease or be curtailed, and may include corrective measures requiring
capital expenditures or remedial actions. Parties may be liable for civil or criminal fines or penalties imposed for
violations of applicable laws or regulations. Amendments to current laws, regulations and permitting requirements,
or more stringent application of existing laws or regulations may have a material adverse impact on the Company or
its suppliers, resulting in increased capital expenditures or production costs, reduced levels of cannabis production
or abandonment or delays in the development of facilities which could have a Material Adverse Effect on the
Company.
The introduction of new tax laws, regulations or rules, or changes to, or differing interpretation of, or application of
existing tax laws, regulations or rules could result in an increase in the Company's taxes, or other governmental
charges, duties or impositions. No assurance can be given that new tax laws, regulations or rules will not be enacted
or that existing tax laws, regulations or rules will not be changed, interpreted or applied in a manner which could
result in the Company's profits, if any, being subject to additional taxation or which could otherwise have a Material
Adverse Effect on the Company.
Due to the nature of the Company's operations, various legal and tax matters may be outstanding from time to time.
If the Company is unable to resolve any of these matters favourably, there may be a Material Adverse Effect on the
Company. There are also risks to the business of the Company represented by court rulings or legislative changes.
Suppliers
Cannabis retailers are dependent on the supply of cannabis products from licensed producers that are authorized by
a licence issued under the Cannabis Act (Canada) to produce cannabis for commercial purposes ("Licensed
Producers"). There can be no assurance that there will be a sufficient supply of cannabis available to the Company
to purchase and to operate its retail cannabis business or satisfy demand (whether generally or for specific products).
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Licensed Producers' growing operations are dependent on a number of key inputs and their related costs, including
raw materials and supplies. Any significant interruption or negative change in the availability or economics of the
supply chain for key inputs could materially impact Licensed Producers and, in turn, could have a Material Adverse
Effect on the Company. Any inability of Licensed Producers to secure required supplies and services or to do so on
appropriate terms could also have a Material Adverse Effect on the Company. The facilities of the Licensed
Producers could be subject to adverse changes or developments, including but not limited to a breach of security,
which could have a Material Adverse Effect on the Company. Any breach of the security measures and other facility
requirements, including any failure to comply with recommendations or requirements arising from inspections by
Health Canada or other legal or regulatory requirements could also have an impact on the ability of Licensed
Producers supplying the Company to continue operating under their licences or the prospect of renewing their
licences or on the ability or willingness of the Company to sell product sourced from one or more Licensed Producers,
which could have a Material Adverse Effect on the Company.
In addition to the foregoing, one or more of the risk factors contemplated herein may also directly apply to, and impact,
the business, operations and financial condition of the Licensed Producers supplying the Company, resulting in such
Licensed Producers to experience operational slowdowns or other barriers to operations (including as a result of
protective measures associated with the COVID-19 pandemic) which may affect the ability of the Company to obtain
and sell product sourced from such Licensed Producer. In turn, such events could have an indirect Material Adverse
Effect on the Company.
Product Recalls
Manufacturers and distributors of products are sometimes subject to the recall or return of their products for a variety
of reasons, including product defects, such as contamination, unintended harmful side effects or interactions with
other substances, packaging safety and inadequate or inaccurate labeling disclosure. If any of the products produced
by the Company's suppliers are recalled due to an alleged product defect or for any other reason, the Company could
be required to incur the unexpected expense of the recall and potentially any legal proceedings that might arise in
connection with the recall. In addition, a product recall may require significant attention of the management of the
Company. Additionally, if one of the products produced or distributed by the Company were subject to recall, the
image of that product and the Company could be harmed. A recall for any of the foregoing reasons could lead to
decreased demand for products sold by the Company and could have a Material Adverse Effect on the Company.
Additionally, product recalls may lead to increased scrutiny of the Company's operations by Health Canada or other
regulatory agencies, requiring further management attention and potential legal fees and other expenses, which could
have a Material Adverse Effect on the Company.
Product Liability
As a distributor of products designed to be ingested by humans, the Company faces an inherent risk of exposure to
product liability claims, regulatory action and litigation if its products are alleged to have caused significant loss or
injury. In addition, the manufacture and sale of cannabis products involve the risk of injury to consumers due to
tampering by unauthorized third parties or product contamination. Previously unknown adverse reactions resulting
from human consumption of cannabis products alone or in combination with other medications or substances could
also occur. The Company may be subject to various product liability claims, including, among others, that the
products sold by the Company caused injury or illness, include inadequate instructions for use or include inadequate
warnings concerning possible side effects or interactions with other substances.
A product liability claim or regulatory action against the Company could result in increased costs, could adversely
affect the Company's reputation with its clients and consumers generally, and could have a Material Adverse Effect
on the Company. There can be no assurances that the Company will be able to obtain or maintain product liability
insurance on acceptable terms or with adequate coverage against potential liabilities. Such insurance is expensive
and may not be available in the future on acceptable terms, or at all. The inability to obtain sufficient insurance
coverage on reasonable terms or to otherwise protect against potential product liability claims could prevent or inhibit
the commercialization of the products of the Company.
Cannabis Prices
The revenues of the Company are in large part derived from the sale and distribution of cannabis, and as such, the
profitability of the Company may be regarded as being directly related to the price of cannabis. The cost of production,
sale, and distribution of cannabis is dependent on a number of key inputs and their related costs, including equipment
and supplies, labour and raw materials related to the growing operations of cannabis suppliers, as well other overhead
costs such as electricity, water, and utilities. Any significant interruption or negative change in the availability or
economics of the supply chain for key inputs could have a Material Adverse Effect on the Company. Further, any
inability to secure required supplies and services or to do so on favourable terms could have a Material Adverse
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Effect on the Company. This includes, among other things, changes in the selling price of cannabis and cannabis
products set by the applicable province or territory. There is currently no established market price for cannabis and
the price of cannabis is affected by numerous factors beyond the Company's control. Any price decline could have
a Material Adverse Effect on the Company. The operations of the Company may be sensitive to changes in the price
of cannabis and the overall condition of the cannabis industry.
Failure or Significant Delays in Obtaining Regulatory Approvals
The ability of the Company to achieve its business objectives are contingent, in part, upon compliance with the
regulatory requirements enacted by applicable governmental bodies, including those imposed by applicable cannabis
regulatory authorities, and obtaining and maintaining all necessary licences, permits and authorizations, where
necessary. The Company cannot predict the time required to secure all appropriate licences, permits and
authorizations to open the retail cannabis stores intended to be opened by the Company and Spirit Leaf's franchise
partners. The impact of regulatory compliance regimes and any delays in obtaining, or failure to obtain, the required
licences, permits or authorizations may significantly delay or impact the development of the business and operations
of the Company. Non-compliance could also have a Material Adverse Effect on the Company.
Reliance on Management
The success of the Company is dependent upon the ability, expertise, judgment, discretion and good faith of its senior
management as well as certain consultants (collectively, the "Key Personnel"). The Company's future success
depends on its continuing ability to attract, develop, motivate, and retain the Key Personnel. Qualified individuals for
Key Personnel positions are in high demand, and the Company may incur significant costs to attract and retain them.
The loss of the services of Key Personnel, or an inability to attract other suitably qualified persons when needed,
could have a material adverse effect on the Company's ability to execute on its business plan and strategy, and the
Company may be unable to find adequate replacements on a timely basis, or at all. While employment and consulting
agreements are customarily used as a primary method of retaining the services of Key Personnel, these agreements
cannot assure the continued services of such individuals and consultants.
Reliance on Franchisees
The Company receives a significant portion of its operating revenue in the form of franchise royalty payments. Failure
to achieve adequate levels of collection from Spirit Leaf's franchisees, suppliers, landlords and other customers,
including by reason of disputes or litigation, could have a serious negative effect on the Company's results of
operations and financial condition in particular. It is intended that Spirit Leaf's franchisees will be independent
operators and as such will be subject to many factors which the Company cannot control. Should economic
conditions worsen, some franchisees could become unable to pay royalties and rent.
The Company's proposed business and results of operation will be significantly dependent upon the success of Spirit
Leaf's franchisees' retail cannabis stores. The Company's franchisees' stores may be adversely affected by: (a)
declining economic conditions; (b) increased competition in the retail cannabis market; (c) changes in consumer
preferences; (d) demographic trends; (e) changes in consumer sentiments towards the use of cannabis-based
products; (f) customers' budgeting constraints; (g) customers' willingness to accept product price increases; (h)
adverse weather conditions; (i) the Company's reputation and consumer perception of its market position and
offerings in terms of quality, price, value and service; (j) customers' experiences in Spiritleaf retail cannabis stores;
(k) and other risk factors discussed in this Risk Factors section in respect of the Company which may apply to such
franchisees.
The Company's franchisees may also be susceptible to increases in certain key operating expenses that are either
wholly or partially beyond its control, including: (a) labour costs, including wages, workers' compensation, minimum
wage requirements, health care and other benefits expenses; (b) rent expenses and construction, remodeling,
maintenance and other costs under leases; (c) compliance costs as a result of changes in legal, regulatory or industry
standards; (d) energy, water and other utility costs; (e) insurance costs; (f) information technology and other logistical
costs; and (g) expenses associated with legal proceedings, if any.
Competition
The Company faces, and will continue to face, intense competition from other companies, some of which can be
expected to have longer operating histories and greater financial resources (including technical, marketing, and other
resources compared to the Company). Such companies may be able to devote greater resources to the
development, promotion, sale and support of their respective products and services. Such companies may also have
more extensive customer bases and broader customer relationships, and may make it increasingly difficult for the
Company to, among other things, enter into favorable business agreements, negotiate favourable prices, recruit or
retain qualified employees, and acquire the capital necessary to fund capital investments by the Company.
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In addition, management estimates that, as of the date of this MD&A, there may be currently hundreds of applications
for retail cannabis store licences, permits and authorizations being processed by applicable cannabis regulatory
authorities. The number of licences, permits and authorizations granted, and the number of retail cannabis store
operators ultimately authorized by applicable cannabis regulatory authorities, could have an adverse impact on the
ability of the Company to compete for market share in the cannabis market within various jurisdictions in Canada.
The Company also faces competition from illegal cannabis dispensaries, engaged in the sale and distribution of
cannabis to individuals without valid licences, permits or authorizations.
As the cannabis market continues to mature, both domestically and internationally, the overall demand for products
and the number of competitors may be expected to increase significantly. Such increases may also be accompanied
by shifts in market demand, and other factors that management cannot currently anticipate, and which could
potentially reduce the market for the products of the Company, and ultimately have a Material Adverse Effect on the
Company.
In order to remain competitive in the evolving cannabis market, the Company will need to invest significantly in,
among other things, research and development, market development, marketing, production expansion, new client
identification, distribution channels, and client support. In the event that the Company is not successful in obtaining
sufficient resources to invest in these areas, the ability of the Company to compete in the cannabis market may be
adversely affected, which could have a Material Adverse Effect on the Company.
Opening of Franchise Stores
The opening of additional franchise Spiritleaf retail cannabis stores depends, in part, upon the availability of
prospective franchisees who meet Spirit Leaf's criteria. Spirit Leaf may not be able to identify, recruit or contract with
suitable franchisees in its target markets on a timely basis or at all. In addition, the Company's potential franchisees
may not ultimately be able to access the financial or management resources that they need to open the stores
contemplated by their agreements with Spirit Leaf, or they may elect to cease store development for other reasons
or they may be limited to the number of licenses available in a particular province or municipality. If Spirit Leaf is
unable to recruit suitable franchisees or if franchisees are unable or unwilling to open new stores as planned, the
Company's growth may be slower than anticipated, or cease, which could materially adversely affect its ability to
increase its revenue and materially adversely affect its business, financial condition and results of operations. In
addition, franchise Spiritleaf retail cannabis stores are subject to various laws, regulations and guidelines relating to
the management, packaging/labelling, advertising, sale, transportation, storage and disposal of cannabis. While the
Company intends to comply with all such laws and to ensure that its franchisees comply with all such laws, there is
a risk that franchises will fail to do so.
Limited Operating History
The Company, specifically its cannabis business, has a very limited history of operations. As such, the Company is
subject to many risks common to earl-stage enterprises, including under-capitalization, cash shortages, limitations
with respect to personnel, financial and other resources and lack of revenues. There is no assurance that the
Company will be successful in achieving a return on shareholders' investment and the likelihood of success must be
considered in light of its expected early stage of operations. The limited operating history may also make it difficult
for investors to evaluate the Company's prospects for success. There is no assurance that the Company will be
successful and the likelihood of success must be considered in light of its early stage of operations.
Because the Company has a limited operating history in an emerging area of business, its operating prospects should
be considered and evaluated in light of the risks and uncertainties frequently encountered by early-stage companies
in rapidly evolving markets. These risks may include, but are not limited to: (a) risks that it may not have sufficient
capital to achieve its growth strategy; (b) risks that it may not develop its product and service offerings in a manner
that enables it to be profitable and meet its customers' requirements; (c) risks that its growth strategy may not be
successful; (d) risks that fluctuations in its operating results will be significant relative to its revenues; and (e) risks
relating to an evolving regulatory regime.
General Economic Risks
The Company's operations could be affected by the economic context should interest rates, inflation or the
unemployment level reach levels that influence consumer trends and spending and, consequently, impact the
Company's sales and profitability.
Any investors should further consider, among other factors, the Company's prospects for success in light of the risks
and uncertainties encountered by companies that, like the Company, are in their early stages. For example,
unanticipated expenses and problems or technical difficulties may occur, which may result in material delays in the
operation of the Company's business. The Company may not successfully address these risks and uncertainties or
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successfully implement its operating strategies to mitigate the impact of such risks and uncertainties. In the event
that the Company fails to do so, such failure could materially harm the Company's business and could result in a
Material Adverse Effect on the Company.
Management of Growth
To manage growth effectively and continue the sale and distribution of cannabis and cannabis products at the same
pace as currently undertaken, or at all, the Company will need to continue to implement and improve its operational
and financial systems and to expand, train and manage its larger employee base. The ability of the Company to
manage growth effectively may be affected by a number of factors, including, among other things, non-performance
by third party contractors and suppliers, increases in materials or labour costs, and labour disputes. The inability of
the Company to manage or deal with growth could have a Material Adverse Effect on the Company.
Additional Financing
The continued development of the Company may require additional financing such as the Offering. The failure to
raise such capital could result in the delay or indefinite postponement of current business strategies or the Company
ceasing to carry on business. There can be no assurance that additional capital or other types of financing will be
available if needed or that, if available, the terms of such financing will be favourable to the Company. If additional
funds are raised through issuances of equity or convertible debt securities, existing shareholders could suffer
significant dilution, and any new equity securities issued could have rights, preferences and privileges superior to
those of holders of Common Shares.
In addition, from time to time, the Company may enter into transactions to acquire assets or the shares of other
companies. These transactions may be financed wholly or partially with debt, which may temporarily increase the
Company's debt levels above industry standards. Any debt financing secured in the future could involve restrictive
covenants relating to capital raising activities and other financial and operational matters, which may make it more
difficult for the Company to obtain additional capital and to pursue business opportunities, including potential
acquisitions. Debt financings may contain provisions, which, if breached, may entitle lenders to accelerate repayment
of loans and there is no assurance that the Company would be able to repay such loans in such an event or prevent
the enforcement of security granted pursuant to such debt financing.
Forward-Looking Information
Certain statements and information contained in this MD&A may constitute forward-looking information under
applicable securities laws. Such forward-looking information is used in this MD&A for the purpose of providing
information about management’s current expectations and plans relating to the future development of Inner Spirit’s
business. All statements and information other than statements of historical fact or historical information may be
forward-looking information. Readers are cautioned that reliance on such forward-looking information may not be
appropriate for other purposes, such as making investment decisions. Forward-looking information typically contains
statements with words such as "expect", "intend", "estimate", "will", "anticipated", "possible", "potential" or similar
words, including negatives thereof, suggesting future outcomes or statements regarding an outlook. Forward-looking
information in this MD&A includes, but is not limited to, statements or information with respect to: the Company's
strategies and objectives, both generally and in respect of its existing business and planned businesses; the planned
opening of corporate and franchise Spiritleaf retail cannabis stores in select Canadian provinces, including expected
store openings in 2021; the arrangement with Headset-Nielsen providing the Company with opportunities for
additional high-margin revenue streams; the Company's planned retail operations across Canada as of the date of
this MD&A; the intention of the Company to continue to seek and secure real-estate locations for potential corporate
Spiritleaf retail cannabis stores in certain Canadian jurisdictions; the anticipation that certain of the Company's
historical expenses are non-recurring and/or will normalize over time; the anticipated build-out cost of proposed
corporate Spiritleaf retail cannabis stores; the closing of the Offering and the use of proceeds thereof; the expectation
that the Company will have adequate capital resources for the 2021 financial year; the Company’s expectation to not
pay current taxes into the foreseeable future; the estimated future contractual obligations of the Company; the future
liquidity and financial capacity of the Company; the ability of the Company to fund its working capital and forecasted
capital expenditures; and certain other statements herein with respect to other expectations, beliefs, plans, objectives,
assumptions and intentions, or statements about future events or performance.
The forward-looking information is based on a number of factors, expectations and assumptions which have been
used to develop such information, and which may prove to be incorrect. Such material factors, expectations and
assumptions include, but are not limited to: the ability of the Company to successfully implement its strategic plans
and initiatives and whether such strategic plans and initiatives will yield the expected benefits; the receipt by the
Company and its franchise partners of necessary licences, permits and authorizations from regulatory authorities,
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and the timing thereof; applicable tax laws; the sufficiency of budgeted capital expenditures in carrying out planned
activities; assumptions of costs associated with business plans; consistency of laws and regulation relating to the
retail cannabis industry; the timely receipt of any required regulatory approvals for the business plans of Inner Spirit;
the ability of Inner Spirit to obtain qualified staff and necessary products in a timely and cost efficient manner; the
ability of the Company to complete the Offering on acceptable terms or at all, and the timing thereof; the general
stability of the economic and political environment in which Inner Spirit operates; and the ability of Inner Spirit to
obtain financing on acceptable terms when and if needed. Although Inner Spirit believes that the factors, expectations
and assumptions on which the forward-looking information is based are reasonable, undue reliance should not be
placed on the forward-looking information because Inner Spirit can give no assurances that they will prove to be
correct.
Since forward-looking information addresses future events and conditions, by its very nature it involves inherent
known and unknown risks and uncertainties which are beyond the control of Inner Spirit. Actual results could differ
materially from those currently anticipated due to a number of factors and risks. These factors and risks include,
without limitation: the risk that the Company and its franchisees do not receive the necessary retail cannabis licences
or that they are not able to open additional retail cannabis stores as anticipated or at all; the ability of management
to execute its business strategy, objectives and plans; the availability of capital to fund the build-out and opening of
corporate and franchise Spiritleaf retail cannabis stores; the risk that the Offering does not close as anticipated or at
all; the impact of general economic conditions and the COVID-19 pandemic in Canada; changes in industry
conditions; changes in laws and regulations and changes in how they are interpreted and enforced; increased
competition; the lack of availability of qualified personnel or management; the ability of the Company to effectively
manage its growth and operations; the development and growth of the recreational cannabis retail industry in general;
the competition within the cannabis industry in general, which involves companies with higher capitalization, more
experienced management or which may be more mature as a business; the ability to capitalize on changes to the
marketplace; and the factors and risks identified under the "Risk Factors" section of this MD&A and the AIF. Readers
are cautioned that the foregoing list of factors and risks is not exhaustive. Inner Spirit's actual results, performance
or achievement could differ materially from those expressed in, or implied by, the forward-looking information and,
accordingly, no assurance can be given that any of the events anticipated by the forward-looking information will
transpire or occur, or if any of them do so, what benefits that Inner Spirit will derive therefrom.
The forward-looking information included in this MD&A is made as of the date hereof and the Company does not
undertake an obligation to publicly update such forward-looking information to reflect new information, subsequent
events or otherwise, except as required by applicable law.

Additional Information
Additional information pertaining to the Company is available on the SEDAR website at www.sedar.com
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