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($ in Thousands, except share and per share data) 
 
This management discussion and analysis (this “MD&A”) of the financial condition and results of operations of 
Verano Holdings Corp. (“Verano” or, the “Company”) is for the years ended December 31, 2021, 2020 and 
2019. It is supplemental to, and should be read in conjunction with, the Company’s audited consolidated financial 
statements and the accompanying notes for the years ended December 31, 2021, 2020 and 2019. The financial 
statements referenced in this MD&A are prepared in accordance with accounting principles generally accepted 
in the United States of America (“GAAP”).  Financial information presented in this MD&A is presented in United 
States dollars (“$” or “US$”) and expressed in thousands, unless otherwise indicated. This discussion contains 
involve forward-looking statements that involve risks and uncertainties. Our actual results could differ materially 
from those projected, forecasted, or expected in these forward-looking statements as a result of various factors, 
including, but not limited to, those discussed below and elsewhere in this Registration Statement. See “Cautionary 
Statement Regarding Forward-Looking Statements” and “Risk Factors” in this Registration Statement. Our 
management believes the assumptions underlying the Company’s financial statements and accompanying notes 
are reasonable. However, the Company’s financial statements and accompanying notes may not be an indication 
of our financial condition and results of operations in the future. 
 

OVERVIEW OF THE COMPANY 
 
Verano is a leading vertically-integrated multi-state cannabis operator in the United States. An operator of 
licensed cannabis cultivation, processing, wholesale distribution and retail facilities, our goal is the ongoing 
development of communal wellness by providing responsible access to regulated medical and adult-use cannabis 
products to discerning high-end customers. As of March 25, 2022 we operate businesses in 15 US states, including 
93 retail dispensaries, 12 cultivation facilities and 13 processing and manufacturing facilities with over 1,000,000 
square feet of cultivation. We produce a suite of premium, artisanal cannabis products sold under our portfolio of 
consumer brands, including Encore™, Avexia™, MÜV™ and Verano™. We also design, build and operate 
branded dispensary environments including Zen Leaf™ and MÜV™ that deliver a cannabis shopping experience 
in both medical and adult-use markets. 
 
Notwithstanding the permissive regulatory environment of medical, and in some cases, recreational marijuana, at 
the state level, it remains illegal under US federal law to cultivate, manufacture, distribute, sell or possess 
marijuana in the US.  Because federal law prohibits transporting any federally restricted substance across state 
lines, cannabis cannot be transported across state lines.  As a result of current federal law prohibitions, the US 
cannabis industry is conducted on a state-by-state basis. To date, in the United States 39 states plus the District 
of Columbia and the US territories of Puerto Rico, the US Virgin Islands, Guam and Commonwealth of Northern 
Marina Islands have authorized medical marijuana and 20 states plus the District of Columbia and the US 
territories of Guam, and the Commonwealth of Northern Marina Islands have authorized adult-use (i.e. 
recreational) marijuana. Verano operates within states where cannabis use, medical or adult-use or both, has been 
approved by state and local regulatory bodies.  Strict compliance with state and local laws with respect to cannabis 
may neither absolve the Company of liability under US federal law, nor may it provide a defense to any federal 
proceeding which may be brought against the Company or any of its subsidiaries.   
 
Our strategy is to vertically integrate as a single cohesive company in multiple states through the consolidation 
of seed-to-sale cultivating, manufacturing, distributing, and dispensing premium brands and products at scale. 
Our cultivation, processing and wholesale distribution of cannabis consumer packaged goods are designed to 
guarantee shelf-space in our national retail dispensary chain, as well as to develop and foster long term wholesale 
supply relationships with third-party retail operators though sales arrangements.  Our model includes geographic 
diversity by establishing a footprint that enables us to adapt to changes in both industry and market conditions 
seamlessly and profitably.  All of the Company’s business, operating results and financial condition relate to US 
cannabis-related activities.  
 



 

 

As part of the Go Public Transactions described in “Item 1. Business – History of the Company,” in February 
2021, the Company resulted from a reverse takeover transaction, and at such time Verano LLC and AltMed 
became subsidiaries of the Company with the other members of the AME Group and Plants of Ruskin becoming 
subsidiaries of AltMed. Prior to the Go Public Transactions, Verano LLC, AltMed and its subsidiaries (“AME”) 
and Plants of Ruskin were not consolidated and were not combined. 

 
SELECTED RESULTS OF OPERATIONS 

The following presents selected financial data derived from the audited consolidated financial statements for the 
years ended December 31, 2021, 2020 and 2019. The selected consolidated financial information below may not 
be indicative of the Company’s future performance. 
 
Verano - Year Ended December 31, 2021, As Compared to Year Ended December 31, 2020 

 
Revenue, net of discounts 
 
Revenue for the year ended December 31, 2021 was $737,850 an increase of $509,320 or 222.9%, compared to 
revenue of $228,530 for the year ended December 31, 2020. The increase in revenue was primarily driven by 
significant retail and cultivation expansion into the Arizona, Connecticut, Florida, and Pennsylvania markets. In 
addition, production output and sales of flower expanded in the Illinois, Maryland, New Jersey, and Ohio markets, 
further increasing revenue. 

 
Gross Profit 
 
Gross profit for the year ended December 31, 2021 was $334,563 representing a gross margin on the sale of 
cannabis, cannabis extractions and edibles and from related accessories of  45.3%. This is compared to gross 
profit for the year ended December 31, 2020 of $135,569, which represented a 59.3% gross margin. The increase 
in gross profit is primarily due to top-line growth catalyzed by strong market growth in Illinois and expansion 
into the Arizona, Connecticut, Florida, and Pennsylvania markets. 

 
Net Income (Loss) 
 
Net loss attributable to Verano Holdings Corp. for the year ended December 31, 2021 was $(14,676) a decrease 
of $(53,077), compared to a net income of $38,401 for the year ended December 31, 2020. The decrease in net 
income was driven by an increase in income tax expense.  

  
As of and for the year ended   

December 31,    

 ($ in thousands) 2021 
 

2020   
2021 – 2020 
$ Change 

Revenue, net of discounts $             737,850  $            228,530    $        509,320  
Gross Profit                334,563               135,569            198,994           
Net Income (Loss) attributable to Verano Holdings Corp. (14,676)                 38,401  (53,077) 
      
Net Income (Loss) per share – basic (0.05)  0.15  (0.20) 
Net Income (Loss) per share - diluted (0.05)  0.14  (0.19) 

  
As of and for the year ended   

December 31,   2021 – 2020 
 ($ in thousands) 2021  2020   $ Change 
Cost of goods sold, net $            403,287  $              92,961      $      310,326 
      
     General and Administrative 100,903  23,838  77,065 
     Sales and Marketing Expense 8,644  919  7,725 



 

 

 
 

Cost of Goods Sold, net 
 
Cost of goods sold includes the costs directly attributable to cultivating and processing cannabis and for retail 
purchases of finished goods, such as flower, edibles, and concentrates. Cost of goods sold for the year ended 
December 31, 2021 was $403,287, an increase of $310,326 or 333.8%, from the year ended December 31, 
2020. The increase was primarily driven by the acquisitions of the AltMed cultivation facilities in Arizona and 
Florida, the Territory cultivation facility in Arizona, the Agri-Kind cultivation facility in Pennsylvania and 
continued expansion at existing facilities. On the retail side, the increase is due to expansion of sales and 
continued store openings. 
 
Total Operating Expenses 

Total operating expenses for year the ended December 31, 2021 were $229,965, an increase of $186,702 or 
431.6%, compared to total operating expenses of $43,263 for the year ended December 31, 2020. Total operating 
expenses as a percentage of revenue was 33.3% and 24.4% for the years ended December 31, 2021 and 2020, 
respectively. The increase was primarily due to a $62,406 increase in salaries and benefits and a $77,065 increase 
in general and administrative expenses driven by the expansion into four new markets and continued growth in 
existing markets which lead to an increase in employee headcount and fixed assets.  

The Company expects to continue to invest organically and in new markets to support expansion plans and adapt 
to the increasing complexity of the cannabis business. Furthermore, the Company expects to continue to incur 
acquisition and transaction costs related to expansion. 
 
Total Other Expense 
 
Total other expense for the year ended December 31, 2021 was $15,723, an increase of $3,177 or 25.3% as 
compared to the year ended December 31, 2020. The increase was due to amortization of debt issuance costs for 
warrants and convertible debt, amortization of the present value discount for acquisitions with deferred 
consideration, and interest accrued on outstanding debt.  
 
Provision for Income Taxes 
 
Income tax expense for the year ended December 31, 2021 was $104,127, an increase of $61,831 or 146.2% as 
compared to the year ended December 31, 2020. The increase in income taxes was due the increase in top line 
revenues year over year. 
 
Verano LLC - Year Ended December 31, 2020, As Compared to Year Ended December 31, 2019 

     Salaries and Benefits 78,634  16,228  62,406 
     Depreciation and Amortization 41,784  2,278  39,506 
Total Operating Expense 229,965  43,263  186,702 
      
Other Expenses  15,723  12,546  3,177 
      
Provision for Income Taxes 104,127  42,296  61,831 

  
As of and for the year ended   

December 31,    

 ($ in thousands) 2020 
 

2019   
2020 – 2019 
$ Change 

Revenues, net of discounts $             228,530  $              65,968      $       162,562 
Gross Profit              135,569  36,040  99,529 
Net Income (Loss) attributable to Verano Holdings, LLC                38,401  (18,273)  56,674 
      
Net Income (Loss) per share – basic 0.15  (0.07)  0.22 
Net Income (Loss) per share - diluted 0.14  (0.07)  0.21 



 

 

Revenue, net of discounts 
 
Revenue for the year ended December 31, 2020 was $228,530, an increase of $162,562 or 246.4%, compared to 
revenue of $65,968 for the year ended December 31, 2019. The increase was primarily due to increased supply 
capacity and demand in Illinois, along with expansion into Arkansas, Maryland, Massachusetts, New Jersey, 
Ohio, and Pennsylvania leading to the opening of 15 dispensaries in these markets. 
 
Gross Profit 
 
Gross profit for the year ended December 31, 2020 was $135,569, representing a gross margin on the sale of 
cannabis, cannabis extractions and edibles and from related accessories of 59.3%. This is compared to gross profit 
for the year ended December 31, 2019 of $36,040, which represented a 54.6% gross margin. The increase in gross 
profit margin is primarily due to top-line growth in the Illinois market as well as the opening of 15 dispensaries. 
 
Net Income (Loss) 
 
Net income attributable to Verano Holdings, LLC for the year ended December 31, 2020 was $38,401, an 
increase of $56,674, compared to a net loss of ($18,273) for the year ended December 31, 2019. The increase in 
net income was primarily due to increased supply capacity and demand in Illinois, along with expansion into 
Arkansas, Maryland, Massachusetts, New Jersey, Ohio, and Pennsylvania leading to the opening of 15 
dispensaries in these markets. 

 

 
Cost of Goods Sold, net  
 
Cost of goods sold includes the costs directly attributable to cultivating and processing cannabis and for retail 
purchases of finished goods, such as flower, edibles, and concentrates. Cost of goods sold for the year ended 
December 31, 2020 was $92,961, an increase of $63,033 or 210.6%, from the year ended December 31, 2019. 
This increase is primarily due to production costs of cannabis in the Illinois cultivation facility, along with start-
up costs in New Jersey and Ohio. On the retail side, this increase is due to expansion of sales and continued store 
openings. 

 
Total Operating Expenses 

Total operating expenses for the year ended December 31, 2020 were $43,263, an increase of $4,127 or 10.5%, 
compared to total operating expenses of $39,137 for fiscal year ended December 31, 2019. Total operating 
expenses as a percentage of revenue, net of discounts, was 24.4% and 66.8% for the years ended December 31, 
2020 and 2019, respectively. The increase in total operating expenses was primarily due to a $9,997 or 160.4% 
increase in salaries and benefits, which was driven by an increase in headcount from the Company’s primary 
operating markets, start-up costs in new markets, and transaction costs relating to the RTO of $2,764.  

  
As of and for the year ended   

December 31,    

 ($ in thousands) 2020 
 

2019   
2020 – 2019 
$ Change 

Cost of goods sold $              92,961   $               29,928     $         63,033 
      
     General and Administrative 23,838  29,692  (5,854) 
     Sales and Marketing Expense 919  926  (7) 
     Salaries and Benefits 16,228  6,231  9,997 
     Depreciation and Amortization 2,278  2,288  (10) 
Total Operating Expense 43,263  39,137  4,126 
      
Other Expenses  12,546  4,938  7,608 
      
Provision for Income Taxes 42,296  10,333  31,963 



 

 

 
Total Other Expense 
 
Total other expense for the year ended December 31, 2020 was $12,546, an increase of $7,608 or 154.1% as 
compared to the year ended December 31, 2019. The increase is due to amortization of debt issuance costs for 
warrants and convertible debt. 
 
Provision for Income Taxes 
 
Income tax expense is recognized based on the expected tax payable on the taxable income for the year, using tax 
rates enacted or substantively enacted at year-end. For the year ended December 31, 2020, provision for income 
taxes totaled $42,296 compared to $10,333 for the year ended December 31, 2019. The increased income tax 
expense was primarily driven by greater taxable income in the year ended December 31, 2020. 

 
Verano - Results of Operations – Segments 
 
The Company has two reportable segments: (i) Cultivation (Wholesale) and (ii) Retail. The following tables 
summarize revenues net of sales discounts by segment for the years ended December 31, 2021 and 2020: 
 
 Year Ended December 31, 
($ in thousands) 2021  2020  % Change 
Revenues, net of discounts      

Cultivation (Wholesale) $        217,739  $         156,223  39.4% 
Retail 591,591  88,470  568.7% 
Intersegment Eliminations (71,480)  (16,163)  (342.2) % 

Total Revenues, net of discounts  $        737,850     228,530  222.9 % 
 
Revenues, net of discounts for the wholesale segment were $217,739 for the year ended December 31, 2021, an 
increase of $61,516 or 39.4%, excluding intersegment eliminations, compared to the year ended December 31, 
2020.  The increase in wholesale revenues net of discounts, was primarily driven by acquisitions in new markets 
and increases in revenues in established markets.  
 
Revenues, net of discounts for the retail segment were $591,591 for the year ended December 31, 2021, an 
increase of $503,121 or 568.7%, excluding intersegment eliminations, compared to the year ended December 31, 
2020. The increase in retail revenues, net of discounts, was primarily driven by the Company’s Florida operations, 
which are treated exclusively as retail income due to the vertical nature of the Florida business. The change was 
also driven by additional retail store openings in addition to the retail locations obtained through acquisitions 
entered into during the second half of 2020 and throughout 2021. 
 
Due to the vertically integrated nature of business, the Company reviews its revenue at the wholesale and retail 
level while reviewing its operating results on a consolidated basis. 
 
The following tables summarize revenues net of sales discounts by segment for the years ended December 31, 
2020 and 2019: 
 
 Year Ended December 31, 
($ in thousands) 2020  2019  % Change 
Revenues, net of discounts      

Cultivation (Wholesale) $        156,223  $         46,068  239.1 % 
Retail 88,470  22,925  285.9 % 
Intersegment Eliminations (16,163)  (3,025)  (434.3) % 

Total Revenues, net of discounts 228,530  65,968  246.4 % 
 
 



 

 

Revenues, net of discounts for the wholesale segment were $156,223 for the year ended December 31, 2020, an 
increase of $110,155 or 239.1%, excluding intersegment eliminations, compared to the year ended December 31, 
2019.  The increase in wholesale revenues net of discounts, was primarily driven by growth in the Illinois market, 
which included the adult-use launch.  
 
Revenues, net of discounts for the retail segment were $88,470 for the year ended December 31, 2020, an increase 
of $65,545 or 285.9%, excluding intersegment eliminations, compared to the year ended December 31, 2019.  
The increase in retail revenues, net of discounts, was primarily driven by sales in Illinois, supported by continued 
growth in Maryland, Ohio, and Nevada. New retail expansion in Arkansas, Massachusetts, New Jersey, and 
Pennsylvania helped contribute to overall growth. 
 
Due to the vertically integrated nature of business, the Company reviews its revenue at the wholesale and retail 
level while reviewing its operating results on a consolidated basis. 
 
Drivers of Operational Performance 
 
Revenue 
 
The Company derives its revenue from both its cultivation (wholesale) in which it manufactures, sells and 
distributes cannabis products to third-party retail customers, and its retail business, in which it directly sells 
cannabis products to retail patients and consumers. For the year ended December 31, 2021, approximately 26.9% 
of revenue was generated from the wholesale business and approximately 73.1% from the retail business, 
respectively. For the year ended December 31, 2020, approximately 63.8% of revenue was generated from the 
wholesale business and approximately 36.2% from the retail business, respectively. For the year ended December 
31, 2019, approximately 66.8% of revenue was generated from the wholesale business and approximately 33.2% 
from the retail business, respectively. This change in mix was largely driven by the opening and acquisition of 
additional retail stores throughout the years ended December 31, 2020 and 2021. 
 
On a standalone basis, the Company’s wholesale-based revenue decreased gradually throughout the year ended 
December 31, 2021 as the Company fully realizes the new stores that opened in 2020 and opening of additional 
retail dispensaries in 2021.  
 
Gross Profit 
 
Gross profit is revenue less cost of goods sold. Cost of goods sold includes the costs directly attributable to product 
sales and includes amounts paid for finished goods, such as flower, edibles, and concentrates, as well as packaging 
and other supplies, fees for services and processing, rent, utilities, and related costs. Cannabis costs are affected 
by various state regulations that limits the sourcing and procurement of cannabis product, which may create 
fluctuations in gross profit over comparative periods as the regulatory environment changes. Gross margin 
measures the Company’s gross profit as a percentage of revenue. Furthermore, during 2021, the Company 
recorded an increase to cost of goods sold, net, of $80,988 that is attributable to acquired inventory that was 
stepped-up to fair value, and subsequently recognized through cost of goods sold.  
 
The Company’s expansion strategy and revenue growth have taken priority and will continue to do so for the 
foreseeable future as it expands its footprint within new markets through acquisition and scales production in 
current markets. In the core markets in which the Company is already operational, it does not expect price 
compression in the near-term. However, as the state markets mature, the Company anticipates that there will be 
pressure on margins in the wholesale and retail channels. The Company’s current production capacity has not 
been fully realized and it is expected that price compression at the wholesale level will be more than offset by 
increased production volume. As a result, the Company expects overall consolidated gross margins to increase in 
the near-term future. 

 
 
 
 



 

 

Total Expenses 
 
Total expenses other than the cost of goods sold consist of selling costs to support customer relationships and to 
deliver product to the Company’s retail stores. It also includes a significant investment in the corporate 
infrastructure required to support ongoing business. 
 
Selling costs generally correlate to revenue. As a percentage of sales, selling costs are expected to increase slightly 
in currently operational markets (Arizona, Arkansas, Connecticut, Florida, Illinois, Maryland, Massachusetts, 
Michigan, Missouri, Nevada, New Jersey, Ohio, Pennsylvania, and West Virginia) as facility and market 
expansion occurs. The increase is expected to be driven primarily by the growth of the Company’s retail and 
wholesale channels and the ramp up from pre-revenue to sustainable market share.  
 
General and administrative (“G&A”) expenses represent costs incurred at the Company’s corporate offices, 
primarily related to personnel costs, including salaries, benefits, and other professional service costs, including 
legal and accounting. Going forward, G&A expenses are expected to continue in line with the Company’s 
expansion plans. Furthermore, the Company expects to continue to incur acquisition and transaction costs related 
to these expansion plans and anticipates an increase in stock compensation expenses related to recruiting and 
hiring talent, along with legal and professional fees associated with being a publicly traded company. 
 
Provision for Income Taxes 
 
The Company is subject to income taxes in the jurisdictions in which it operates and, consequently, income tax 
expense is a function of the allocation of taxable income by jurisdiction and the various activities that impact the 
timing of taxable events. As the Company operates in the cannabis industry, it is subject to the limits of IRC 
Section 280E under which the Company is only allowed to deduct expenses directly related to the sale of products. 
This results in permanent differences between ordinary and necessary business expenses deemed non-allowable 
under IRC Section 280E and a higher effective tax rate than most industries. While our revenue, gross profit and 
operating income were not materially impacted by COVID-19 and we maintained the consistency of our 
operations during the year ended December 31, 2021, the uncertain nature of the spread of COVID-19 may impact 
our business operations for reasons including the potential quarantine of our employees or those of our supply 
chain partners. Our ability to continue to operate without any significant negative operational impact from the 
COVID-19 pandemic will in part depend on our ability to protect our employees, customers and supply chain 
partners. The Company takes a cautious approach in allocating its capital to maximize its returns while ensuring 
appropriate liquidity. Given the current uncertainty of the future economic environment, the Company has taken 
additional measures in monitoring and deploying its capital to minimize the negative impact on its current 
operations and expansion plans. 

 
LIQUIDITY, FINANCING ACTIVITIES AND CAPITAL RESOURCES 
 
As of December 31, 2021 and December 31, 2020 the Company had total current liabilities of $469,855 and  
$116,289, respectively. As of December 31, 2021 and December 31, 2020, the Company had cash and cash 
equivalents of $99,118 and $16,402, respectively, to meet its current obligations. As of December 31, 2021 and 
December 31, 2020, the Company had working capital of ($195,880) and ($45,041), respectively. This significant 
change in working capital is due to the large-scale capital investments and acquisitions made, including in 
Arizona, Connecticut, Florida, Illinois, New Jersey, Ohio, and Maryland. 

 
The Company is an early-stage growth company, generating cash from revenues deploying its capital reserves to 
acquire and develop assets capable of producing additional revenues and earnings over both the immediate and 
near term. Capital reserves are primarily being utilized for capital expenditures, facility improvements, strategic 
investment opportunities, product development and marketing, as well as customer, supplier, and investor and 
industry relations.  
 
Our short-term liquidity requirements consist primarily of funds necessary to pay for our ongoing acquisitions, to 
repay borrowings, maintain our operations and other general business needs. We believe that internally generated 
funds and other sources of liquidity discussed below will be sufficient to meet working capital needs, capital 



 

 

expenditures, and other business requirements for at least the next 12 months. We believe we will meet known or 
reasonably likely future cash requirements through the combination of cash generated from operating activities, 
available cash balances and available borrowings. If these sources of liquidity need to be augmented, additional 
cash requirements would likely be financed through the issuance of equity securities or additional borrowings; 
however, there can be no assurances that we will be able to obtain additional equity financing or debt financing 
on acceptable terms in the future.  
 
Our long-term liquidity requirements consist primarily of completing additional acquisitions, scheduled debt 
payments, maintaining and expanding our operations and other general business needs. We expect to meet our 
long-term liquidity requirements through various sources of capital, which may include future debt or equity 
issuances, net cash provided by operations and other secured and unsecured borrowings. We believe that the 
foregoing sources of capital will provide sufficient funds for our operations, anticipated expansion and scheduled 
debt payments for the long-term. Our ability to fund our operating needs will depend on our future ability to 
continue to generate positive cash flow from operations and obtain debt or equity financing on acceptable terms. 
 
Credit Agreement  
 
On March 1, 2022, we entered into a fourth amendment to our amended and restated credit agreement by and 
among Verano and certain of our subsidiaries, as co-borrowers and joint guarantors, and the agent and the lenders 
named therein, which was originally entered into on May 10, 2021 and previously amended by the parties on May 
20, 2021 September 23, 2021 and October 20, 2021 (as amended, the “Credit Agreement”).  An additional 
$100,000,000 was funded pursuant to the fourth amendment, resulting in a total of $350,000,000 in fully funded 
term loan commitments being outstanding under the Credit Agreement, with an option for the Company to request 
up to an additional $175,000,000 in funding on terms to be decided by Verano and the lenders if we exercise such 
option.  
 
The Credit Agreement provides for, among other things, (i) the term loans being secured by a first priority lien 
on specified assets of Verano and our subsidiaries that are parties to the Credit Agreement, including ownership 
interests, inventory, licenses and designated real estate, (ii) the original $30,000,000 loan bearing interest at a rate 
of 15.25% per annum, the incremental $100,000,000 loan funded in May 2021 bearing interest at a rate of 9.75% 
per annum and the remaining $220,000,000 bearing interest at a rate of 8.50% per annum; (iii) no principal 
amortization with $120,000,000 plus applicable interest being due in full on the stated maturity date of April 28, 
2023, $130,000,000 plus applicable interest being due in full on the stated maturity date of May 30, 2023 and the 
balance of the last funding of $100,000,000 being due in full on the stated maturity date of August 31, 2023; (iv) 
prepayment fees generally of 1% of any principal amount being prepaid during a specified period after funding; 
(v) restrictive covenants which apply to the operations of the Company and our subsidiaries that are parties to the 
Credit Agreement, including limitations on the ability to incur additional debt, grant liens on assets, advance or 
contribute funds to non-credit parties and enter into acquisitions; and (vi) financial covenants requiring Verano 
to maintain on a consolidated basis specified levels of liquidity, a minimum quarterly amount of earnings before 
interest, taxes, depreciation and amortization and a minimum fixed charge coverage ratio. 
 
Sources and Uses of Cash 
 
Cash Used in Operating Activities, Investing and Financing Activities  

 
Net cash provided by (used in) operating, investing, and financing activities for the years ended December 31, 
2021, 2020, 2019, were as follows:  
 

             Years ended December 31, 
      2021      2020       2019 
Net Cash Provided by (Used in) Operating Activities $             181,197  $              71,627  $            (6,660)  
Net Cash (Used in) Investing Activities (454,157)  (86,908)  (84,118) 
Net Cash Provided by Financing Activities 355,676  25,266  24,108 

 



 

 

Our capital expenditures plan for 2022 is expected to be in the range of $185,000 to $250,000. Approximately 
90% of our capital expenditures in 2022 are focused on growth initiatives including projects to expand current 
cultivation and processing capacity in existing markets, automate our consumer package goods business, expand 
our retail footprint and improve our technology systems infrastructure. In addition, the Company intends to 
continue to invest in growth through acquisitions and expects to incur acquisition and transaction costs related to 
expansion. 
 
Contractual Obligations 
 
The Company’s contractual obligations primarily consist of lease liabilities related to real estate used for dispensaries 
as well as promissory notes to fund business activity such as acquisitions and capital expenditures.  

 
 
Contractual 
Obligations 

Payments Due by Period 

Total Less than 1 
year 1-2 years 3-4 years 5 years and 

after 
Long Term Debt1 $289,924 $13,771 $265,867  $2,108  $8,178  
Operating Leases $89,541  $11,457  $21,372  $18,534  $38,178  
Purchase Obligations2 - - - - - 
Other Long Term 
Obligations3 - - - - - 

Total Contractual 
Obligations $379,465  $25,228  $287,239 $20,642  $46,356  
1   Long Term Debt generally includes the Credit Agreement, mortgages and other long term debt included on the Company’s consolidated balance sheet. 
2 “Purchase Obligations” means an agreement to purchase goods or services that is enforceable and legally binding on the Company that specifies all significant terms, 

including: fixed or minimum quantities to be purchased; fixed, minimum or variable price considerations; and the approximate timing of the transaction (Purchase 
Obligations do not include current acquisition agreements). 

3 “Other Long-Term Obligations” means other long-term liabilities reflected on the Company’s balance sheet, excluding deferred income taxes. 
 

Off-Balance Sheet Arrangements 
 
As of the date of this filing, 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 results of operations or financial condition of the 
Company, including, and without limitation, such considerations as liquidity and capital resources. 

 
Changes in or Adoption of Accounting Practices 
 
Refer to the discussion of recently adopted/issued accounting pronouncements, Notes to the Consolidated 
Financial Statements Note 2 — Basis of Presentation. 
 
CRITICAL ACCOUNTING ESTIMATES, JUDGMENTS, AND ASSUMPTIONS 
 
The preparation of the Company’s consolidated financial statements requires management to make judgments, 
estimates and assumptions that affect the application of policies and reported amounts of assets and liabilities, 
and revenue and expenses. Actual results may differ from these estimates. The estimates and underlying 
assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognized in the period in 
which the estimate is revised if the revision affects only that period or in the period of the revision and future 
periods if the review affects both current and future periods. Significant judgments, estimates, and assumptions 
that have the most significant effect on the amounts recognized in the consolidated financial statements are 
described below. 
 
Estimated Useful Lives and Amortization of Intangible Assets 
 
Amortization of intangible assets is recorded on a straight-line basis over their estimated useful lives, which do 
not exceed the contractual period, if any. Intangible assets that have indefinite lives are not subject to amortization 



 

 

and are tested annually for impairment, or more frequently if events or changes in circumstances indicate that 
they may impaired. 
 
Inventories 
 
The net realizable value of inventories represents the estimated selling price for inventories in the ordinary course 
of business, less all estimated costs of completion and costs necessary to make the sale. The determination of net 
realizable value requires significant judgment, including consideration of factors such as shrinkage, the aging of 
and future demand for inventory, expected future selling price the Company expects to realize by selling the 
inventory, and any contractual arrangements with customers. Reserves for excess and obsolete inventory are based 
upon quantities on hand, projected volumes from demand forecasts and net realizable value. The estimates are 
judgmental in nature and are made at a point in time, using available information, expected business plans, and 
expected market conditions. As a result, the actual amount received on sale could differ from the estimated value 
of inventory. Periodic reviews are performed on the inventory balance. The impact of changes in inventory 
reserves is reflected in cost of goods sold. 

 
Determination of Reporting Units 
 
The Company’s assets are aggregated into two reportable segments: Cultivation (Wholesale) and Retail). For the 
purposes of testing impairment of goodwill, the Company has identified 12 reporting units. The Company 
analyzed its reporting units by first reviewing the operating segments based on the geographic areas in which the 
Company conducts business (or each market).  The markets were then further divided into reporting units based 
on the market operations (retail and cultivation) which were primarily determined based on the licenses each 
market holds.  The following represents the markets in which the Company operates as of December 31, 2021: 
Arizona, Arkansas, California, Connecticut, Florida, Illinois, Maryland, Massachusetts, Michigan, Missouri, 
Nevada, New Jersey, Ohio, Pennsylvania and West Virginia.    

 
Business Combinations  
 
In a business combination, all identifiable assets, liabilities and contingent liabilities acquired are recorded at their 
fair values. One of the most significant estimates relates to the determination of the fair value of these assets and 
liabilities. Contingent consideration is measured at its transaction-date fair value and included as part of the 
consideration transferred in a business combination. Contingent consideration that is classified as equity is not 
remeasured at subsequent reporting dates and its subsequent settlement is accounted for within equity. Contingent 
consideration that is classified as an asset or a liability is remeasured at subsequent reporting dates in accordance 
with ASC 450, Contingencies, as appropriate, with the corresponding gain or loss being recognized in profit or 
loss. For any intangible asset identified, depending on the type of intangible asset and the complexity of 
determining its fair value, an independent valuation expert or management may develop the fair value, using 
appropriate valuation techniques, which are generally based on a forecast of the total expected future net cash 
flows. The evaluations are linked closely to the assumptions made by management regarding the future 
performance of the assets concerned and any changes in the discount rate applied. Certain fair values may be 
estimated at the transaction date pending confirmation or completion of the valuation process. Where provisional 
values are used in accounting for a business combination, they may be adjusted retrospectively in subsequent 
periods. However, the measurement period will last for one year from the transaction date. 
 
Consolidation 
 
Judgment is applied in assessing whether the Company exercises control and has significant influence over 
entities in which the Company directly or indirectly owns an interest. The Company has control when it has the 
power over the entity, has exposure or rights to variable returns, and has the ability to use its power to affect the 
returns. Significant influence is defined as the power to participate in the financial and operating decisions of the 
entities. Where the Company is determined to have control, these entities are consolidated. Additionally, 
judgment is applied in determining the effective date on which control was obtained. See Note 18 – Variable 
Interest Entities for further details. 



 

 

Income Tax 
 
Provisions for taxes are made using the best estimate of the amount expected to be paid based on a qualitative 
assessment of all relevant factors. The Company reviews the adequacy of these provisions at the end of the 
reporting period. However, it is possible that at some future date an additional liability could result from audits 
by taxing authorities. Where the final outcome of these tax related matters is different from the amounts that were 
initially recorded, such differences will affect the tax provisions in the period in which such determination is 
made. 

 
Financial Risk Management 
 
The Company is exposed in varying degrees to a variety of financial instrument related risks. The board of 
directors of the Company mitigates these risks by assessing, monitoring and approving the Company’s risk 
management processes: 
 
Credit Risk 
 
Credit risk is the risk of a potential loss to the Company if a customer or third party to a financial instrument fails 
to meet its contractual obligations. The maximum credit exposure at December 31, 2021, 2020 and 2019 is the 
carrying amount of cash. The Company does not have significant credit risk with respect to its customers. All 
cash is placed with major U.S. financial institutions with the exception of  its Nevada operations. 
 
The Company provides credit to its customers in the normal course of business and has established credit 
evaluation and monitoring processes to mitigate credit risk but has limited risk as the majority of its sales are 
transacted with cash. 

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

 
Market Risk – Interest Rate Risk 
 
Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because 
of changes in market interest rates. The Company’s financial debts have fixed rates of interest and therefore 
expose the Company to a limited interest rate risk. 
 
Market Risk – Price Risk 
 
Price risk is the risk of variability in fair value due to movements in equity or market prices. See Note 6 for the 
Company’s assessment of certain changes in the fair value assumption used in the calculation of biological asset 
values. 

 
Banking Risk 
 
Notwithstanding that a majority of states have legalized medical and/or adult-use cannabis, there has been no 
change in U.S. federal banking laws related to the deposit and holding of funds derived from activities related to 
the cannabis industry. Given that U.S. federal law provides that the production and possession of cannabis is 
illegal, there is a strong argument that banks cannot accept for deposit, funds from businesses involved with the 
cannabis industry. Consequently, businesses involved in the cannabis industry often have difficulty accessing the 
U.S. banking system and traditional financing sources. The inability to open bank accounts with certain 



 

 

institutions may make it difficult to operate the businesses of the Company and leaves their cash holdings 
vulnerable. 
 
Asset Forfeiture Risk 
 
Because the cannabis industry remains illegal under U.S. federal law, any property owned by participants in the 
cannabis industry, which either are used in the course of conducting such business, or are the proceeds of such 
business, could be subject to seizure by law enforcement and subsequent civil asset forfeiture. Even if the owner 
of the property was never charged with a crime, the property in question could still be seized and subject to an 
administrative proceeding by which, with minimal due process, it could be subject to forfeiture. 
 
Regulatory Risk 
 
Regulatory risk pertains to the risk that the Company’s business objectives are contingent, in part, upon the 
compliance of regulatory requirements. Due to the nature of the industry, the company recognizes that regulatory 
requirements are more stringent and punitive in nature. Any delays in obtaining, or failure to obtain regulatory 
approvals can significantly delay operational and product development and can have a material adverse effect on 
the Company’s business, results of operation, and financial condition. 
  
The Company is cognizant of the advent of regulatory changes occurring in the cannabis industry on the city, 
state, and national levels. Although regulatory outlook on the cannabis industry has been moving in a positive 
trend, the Company is aware of the effect of unforeseen regulatory changes can have on the goals and operations 
of the business as a whole. 
 
Tax Risk 
 
Tax risk is the risk of changes in the tax environment that would have a material adverse effect on the Company’s 
business, results of operations, and financial condition. Currently, state licensed marijuana businesses are assessed 
a comparatively high effective federal tax rate due to section 280E which bars businesses from deducting all 
expenses except their cost of sales when calculating federal tax liability. Any increase in tax levies resulting from 
additional tax measures may have a further adverse effect on the operations of the Company, while any decrease 
in such tax levies will be beneficial to future operations. 


