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Notice of Disclosure of Non-Auditor Review

Pursuant to subsection 4.3(3)(a) of National Instrument 51-102 - Continuous Disclosure Obligations, issued by the Canadian
Securities Administrators, if an auditor has not performed a review of the interim financial statements, they must be accompanied
by a notice indicating that the financial statements have not been reviewed by an auditor.

The accompanying unaudited condensed interim consolidated financial statements of Adastra Holdings Ltd. (the “Company”)
for the interim period ended March 31, 2024 and 2023, have been prepared in accordance with the International Accounting
Standard 34 Interim Financial Reporting, as issued by the International Accounting Standards Board, and are the responsibility
of the Company’s management.

The Company’s independent auditors have not performed a review of these condensed interim consolidated financial
statements.

May 31, 2024



ADASTRA HOLDINGS LTD.

Condensed Interim Consolidated Statements of Financial Position

As at March 31, 2024 and December 31, 2023

(Unaudited - Expressed in Canadian dollars)

March 31, December 31,
Note 2024 2023
$ $
ASSETS
Current assets
Cash 935,015 1,378,960
Amounts receivable 4 2,636,868 3,910,045
Prepaid expenses and deposits 5 946,744 1,277,699
Inventory 6 4,805,972 4,290,475
Income tax receivable 20,778 20,778
9,345,377 10,877,957
Long-term deposits 5 512,000 512,000
Property and equipment 7 9,073,858 9,011,417
Intangible assets 8 2,423,958 2,505,208
Goodwill 9 9,436,189 9,436,189
Total assets 30,791,382 32,342,771
LIABILITIES
Current liabilities
Accounts payable and accrued liabilities 10,15 13,175,370 13,421,342
Current portion of lease liability 11 17,292 16,714
Mortgage payable 12 3,487,844 3,479,054
16,680,506 16,917,110
Deferred tax liability 593,000 593,000
Lease liability 11 82,973 87,513
Government loan 60,000 60,000
Total liabilities 17,416,479 17,657,623
SHAREHOLDERS' EQUITY
Share capital 14 29,964,446 29,964,446
Reserves 14 6,474,732 6,474,732
Deficit (23,064,275) (21,754,030)
Total shareholders’ equity 13,374,903 14,685,148
Total liabilities and shareholders’ equity 30,791,382 32,342,771

Nature of operations and going concern (Note 1)

Commitments and contingencies (Note 18)

Approved on behalf of the Board of Directors on May 31, 2024:

“Andrew Hale”

Director

“Jon Edwards”

Director

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



ADASTRA HOLDINGS LTD.

Condensed Interim Consolidated Statements of Loss and Comprehensive Loss

For the three months ended March 31, 2024 and 2023

(Unaudited - Expressed in Canadian dollars, except number of shares)

Note 2024 2023

$ $

Revenue 10,936,594 9,479,828

Excise taxes (4,408,204) (3,708,029)

Net Revenue 6,528,390 5,771,799

Cost of sales 6,7 (4,700,366) (4,099,616)

Gross profit 1,827,937 1,672,183
Operating expenses

General and administrative 20 961,569 1,048,874

Sales and marketing 20 929,621 704,401

Depreciation and amortization 7,8 114,953 127,863

Provision for expected credit losses 4 791,617 -
Total operating expenses 2,797,760 1,881,138
Loss from operations (969,823) (208,955)
Other income (expense)

Interest expense 11,12,13 (340,422) (115,671)
Loss before income taxes (1,310,245) (324,626)
Deferred income tax recovery - 16,000
Net loss and comprehensive loss (1,310,245) (308,626)
Net loss per share

Basic and diluted (0.02) (0.01)
Weighted average number of common shares outstanding

Basic and diluted 55,970,547 55,970,547

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



ADASTRA HOLDINGS LTD.

Condensed Interim Consolidated Statements of Cash Flows
For the three months ended March 31, 2024 and 2023
(Unaudited - Expressed in Canadian dollars)

2023 2022
$ $
Operating activities
Net loss and comprehensive loss for the period (1,310,245) (308,626)
Adjustments for non-cash items:
Depreciation and amortization 303,666 336,604
Interest expense 340,422 115,671
Provision for expected credit losses 791,617 -
Deferred income tax recovery - (16,000)
Net change in non-cash working capital items:
Amounts receivable 481,560 (731,837)
Prepaid expenses and deposits 330,955 (106,019)
Inventory (515,497) (250,785)
Accounts payable and accrued liabilities (473,485) 2,736,635
Deferred revenue - (275,575)
Cash provided by (used in) operating activities (51,007) 1,500,068
Investing activity
Purchases of property and equipment (284,857) (476,650)
Cash used in investing activity (284,857) (476,650)
Financing activities
Interest paid - mortgage (100,538) (95,803)
Lease repayments (7,543) (5,802)
Cash used in financing activities (108,081) (101,605)
Net increase in cash (443,945) 921,813
Cash, beginning of the period 1,378,960 1,013,867
Cash, end of the period 935,015 1,935,680

Supplemental cash flow information (Note 16)

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



ADASTRA HOLDINGS LTD.
Condensed Interim Consolidated Statements of Changes in Shareholder’s Equity
(Unaudited - Expressed in Canadian dollars, except number of shares)

Common

shares Share capital Reserves Deficit Total

# $ $ $ $

Balance, December 31, 2022 55,970,547 29,964,446 6,474,732 (18,209,388) 18,229,790
Loss for the period - - - (308,626) (308,626)
Balance, March 31, 2023 55,970,547 29,964,446 6,474,732 (18,518,014) 17,921,164
Balance, December 31, 2023 55,970,547 29,964,446 6,474,732 (21,754,030) 14,685,148
Loss for the period - - - (1,310,245) (1,310,245)
Balance, March 31, 2024 55,970,547 29,964,446 6,474,732 (23,064,275) 13,374,903

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



ADASTRA HOLDINGS LTD.

Notes to the Condensed Interim Consolidated Financial Statements
For the three months ended March 31, 2024 and 2023

(Expressed in Canadian dollars, except number of shares)

NOTE 1 - NATURE OF OPERATIONS AND GOING CONCERN

Adastra Holdings Ltd. (the “Company”) was incorporated under the laws of the province of British Columbia on October
14, 1987. The Company extracts and processes cannabis for sale to the recreational and medical markets in Canada.
The Company is listed on the Canadian Securities Exchange (“CSE”) under the symbol “XTRX”. The Company’s
registered and records office is located at 5451 275th Street, Langley City, British Columbia, V4W 3X8.

These condensed interim consolidated financial statements are prepared on the basis that the Company will continue
as a going concern, which assumes that the Company will be able to continue its operations for the foreseeable future
and will be able to realize its assets and discharge its liabilities and commitments in the normal course of operations.
These condensed interim consolidated financial statements do not include any adjustments relating to the recoverability
and classification of assets and liabilities that might be necessary should the Company be unable to continue in
existence. The Company’s ability to continue as a going concern is dependent on its ability to generate positive cash
flows from operations, complete additional financings, and/or extend or modify its mortgage payable (Note 12).

As at March 31, 2024, the Company had a working capital deficiency of $7,335,129 (December 31, 2023 - $6,039,153)
and a deficit of $23,064,275 (December 31, 2023 - $21,754,030). During the three months ended March 31, 2024, the
Company incurred a net loss and comprehensive loss of $1,310,245 (2023 - $308,626). These events and conditions
indicate a material uncertainty exists that may cast significant doubt on the Company’s ability to continue as a going
concern. If the going concern assumption were not appropriate for these condensed interim consolidated financial
statements, it could be necessary to restate the Company’s assets and liabilities on a liquidation basis.

NOTE 2 - BASIS OF PRESENTATION
(@) Statement of compliance

These condensed interim consolidated financial statements have been prepared in accordance with International
Accounting Standard 34 - Interim Financial Reporting using accounting policies consistent with International
Financial Reporting Standards (“IFRS”) as issued by the International Accounting Standards Board (“IASB”) and
interpretations of the International Financial Reporting Interpretations Committee (“IFRIC”). As such, these
condensed interim consolidated financial statements do not contain all the disclosures required by IFRS for annual
financial statements and should be read in conjunction with the Company’s audited annual consolidated financial
statements for the years ended December 31, 2023 and 2022.

These condensed interim consolidated financial statements were approved by the Board of Directors and
authorized for issue on May 31, 2024.

(b) Basis of measurement

These condensed interim consolidated financial statements have been prepared on a historical cost basis except
for those financial instruments which have been classified at fair value through profit or loss. In addition, except
for cash flow information, these condensed interim consolidated financial statements have been prepared using
the accrual method of accounting.

All amounts on these condensed interim consolidated financial statements are presented in Canadian dollars
which is the functional currency of the Company and its subsidiaries.

(c) Principles of consolidation

These condensed interim consolidated financial statements include the financial information of the Company and
entities controlled by the Company. Control exists where the parent entity has power over the investee and is
exposed, or has rights, to variable returns from its involvement with the investee and has the ability to affect those
returns through its power over the investee. Subsidiaries are included in the condensed interim consolidated
financial statements from the date control commences until the date control ceases. All intercompany transactions
and balances are eliminated on consolidation. The accounting policies of subsidiaries are changed where
necessary to align them with the policies adopted by the Company.



ADASTRA HOLDINGS LTD.

Notes to the Condensed Interim Consolidated Financial Statements
For the three months ended March 31, 2024 and 2023

(Expressed in Canadian dollars, except number of shares)

NOTE 2 - BASIS OF PRESENTATION (continued)

These condensed interim consolidated financial statements incorporate the accounts of the Company and the
following Canadian subsidiaries:

Functional Ownership

currency percentage

Adastra Labs Holdings (2019) Ltd. (formerly Adastra Labs Holdings Ltd.) CAD 100%
Adastra Labs Inc. CAD 100%
1178562 B.C. Ltd. CAD 100%
Adastra Brands Inc. CAD 100%
Chemia Analytics Inc. CAD 100%
1225140 B.C. Ltd (“PerceiveMD”) CAD 100%
1204581 B.C. Ltd. (“Phyto BrandCo”) CAD 100%

NOTE 3 - MATERIAL ACCOUNTING POLICIES

The accounting policies applied in the preparation of these condensed interim consolidated financial statements
are consistent with those applied and disclosed in Note 3 of the consolidated financial statements for the years
ended December 31, 2023 and 2022.

The preparation of the condensed interim consolidated financial statements requires management to make
judgments, estimates and assumptions that affect the application of accounting policies and the reported amounts
of assets and liabilities, revenues and expenses. Management continually evaluates these judgments, estimates
and assumptions based on experience and other factors, including expectations of future events that are believed
to be reasonable under the circumstances. Actual results may differ from these estimates and judgments which
may cause a material adjustment to the carrying amounts of assets and liabilities. The Company’s interim results
are not necessarily indicative of its results for a full year. The critical judgements and estimates applied in the
preparation of these interim financial statements are consistent with those applied and disclosed in Note 3 to the
consolidated financial statements for the years ended December 31, 2023 and 2022.

(a) Standards issued but not yet effective

Certain pronouncements have been issued by the IASB or IFRIC that are effective for accounting periods
beginning on or after April 1, 2024. The Company has reviewed these updates and determined that many of these
updates are not applicable or consequential to the Company and have been excluded from discussion within
these significant accounting policies.



ADASTRA HOLDINGS LTD.

Notes to the Condensed Interim Consolidated Financial Statements
For the three months ended March 31, 2024 and 2023

(Expressed in Canadian dollars, except number of shares)

NOTE 4 - AMOUNTS RECEIVABLE

As at March 31, 2024 and December 31, 2023, amounts receivables consisted of the following:

March 31, December 31,

2024 2023

$ $

Trade receivables, net of expected credit losses (Note 17) 2,636,868 3,910,045
2,636,868 3,910,045

During the three months ended March 31, 2024, the Company recorded a provision for expected credit losses against
trade receivables of $791,617 (2023 - $nil) related to overdue trade receivables.

NOTE 5 - PREPAID EXPENSES AND DEPOSITS

As at March 31, 2024 and December 31, 2023, prepaid expenses and deposits consisted of the following:

March 31, December 31,

2024 2023

$ $

Prepaid expenses 192,581 179,883
Deposits 754,163 1,097,816
946,744 1,277,699

As at March 31, 2024, deposits of $754,163 (December 31, 2023 - $1,097,816) consist of $613,983 in deposits for
inventory ordered, $28,411 in deposits for equipment that has been ordered and $111,769 in other deposits.

Long-term deposits of $512,000 (December 31, 2023 - $512,000) consist of deposits held in trust with the Canadian
Revenue Agency (“CRA”) for excise bond.

NOTE 6 - INVENTORY

As at March 31, 2024 and December 31, 2023, inventory consisted of the following:

March 31, December 31,

2024 2023

$ $

Dried cannabis, hemp biomass and terpenes 539,435 675,400
Packaging 1,256,020 1,138,676
Production work in process 1,018,696 1,216,893
Finished goods 1,991,821 1,259,506
4,805,972 4,290,475

Inventory expensed to cost of sales during the three months ended March 31, 2024 was $4,081,437 (2023 -
$2,960,604).

During the three months ended March 31, 2024, the Company allocated $502,527 in wages and salaries to inventory
(2023 - $484,772).



ADASTRA HOLDINGS LTD.

Notes to the Condensed Interim Consolidated Financial Statements
For the three months ended March 31, 2024 and 2023
(Expressed in Canadian dollars, except number of shares)

NOTE 7 - PROPERTY AND EQUIPMENT

The following table summarizes the continuity of property and equipment as at March 31, 2024 and December 31, 2023:

Furniture
and Computer Laboratory Extraction Building  Right-of-
Land Building equipment software equipment equipment improvements use asset Total
$ $ $ $ $ $ $ $

Cost
Balance, December 31, 2022 1,592,232 1,999,328 179,145 12,105 1,242,171 3,299,640 3,958,408 90,344 12,373,373
Additions - - 263,067 - 158,807 259,173 - 82,333 763,380
Impairment - - - - - (1,022,586) - - (1,022,586)
Disposals - - - - - - - (40,376) (40,376)
Balance, December 31, 2023 1,592,232 1,999,328 442,212 12,105 1,400,978 2,536,227 3,958,408 132,301 12,073,791
Additions - - 115,350 - 55,853 113,654 - - 284,857
Balance, March 31, 2024 1,592,232 1,999,328 557,562 12,105 1,456,831 2,649,881 3,958,408 132,301 12,358,648
Accumulated depreciation
Balance, December 31, 2022 - 416,446 67,350 5,521 242,910 1,354,778 540,056 19,490 2,646,551
Depreciation - 99,964 51,482 1,316 222,188 406,470 197,923 23,042 1,002,385
Impairment - - - - - (563,009) - - (563,009)
Disposal - - - - - - - (23,553) (23,553)
Balance, December 31, 2023 - 516,410 118,832 6,837 465,098 1,198,239 737,979 18,979 3,062,374
Depreciation - 24,992 21,570 263 47,965 72,582 49,480 5,564 222,416
Balance, March 31, 2024 - 541,402 140,402 7,100 513,063 1,270,821 787,459 24,543 3,284,790
Carrying value
Balance, December 31, 2023 1,592,232 1,482,918 323,380 5,268 935,880 1,337,988 3,220,429 113,322 9,011,417
Balance, March 31, 2024 1,592,232 1,457,926 417,160 5,005 943,768 1,379,060 3,170,949 107,758 9,073,858

During the three months ended March 31, 2024, the Company allocated $188,712 (2023 - $208,741) of depreciation to the production of inventory and $33,703
(2023 - $25,912) to operating expenses.



ADASTRA HOLDINGS LTD.

Notes to the Condensed Interim Consolidated Financial Statements
For the three months ended March 31, 2024 and 2023

(Expressed in Canadian dollars, except number of shares)

NOTE 8 - INTANGIBLE ASSETS

The following table summarizes the continuity of intangible assets as at December 31, 2023 and 2022:

Patient
Trademarks relationships Total
$ $ $

Cost
Balance, December 31, 2022 3,250,000 414,000 3,664,000
Impairment - (414,000) (414,000)
Balance, March 31, 2024 and December 31, 2023 3,250,000 - 3,250,000
Accumulated depreciation
Balance, December 31, 2022 419,792 110,400 530,192
Amortization 325,000 82,800 407,800
Impairment - (193,200) (193,200)
Balance, December 31, 2023 744,792 - 744,792
Amortization 81,250 - 81,250
Balance, March 31, 2024 826,042 - 826,042
Carrying value
Balance, December 31, 2023 2,505,208 - 2,505,208
Balance, March 31, 2024 2,423,958 - 2,423,958

During the year ended December 31, 2021, the Company acquired a total of $3,250,000 in Trademarks. These
Trademarks have a useful life of 10 years and are measured at cost less accumulated amortization and impairment
losses. These Trademarks are amortized on a straight-line basis over their estimated useful lives. Useful lives, residual
values, and amortization methods for intangible assets with finite useful lives are reviewed at least annually.

On October 3, 2022, the Company terminated the license agreement with the previous Trademark licensee who had
sole use of the Trademarks acquired pursuant to the Phyto BrandCo acquisition. As a result, the Company now retains
all rights to the Trademarks and sells the related cannabis consumer packaged goods directly to provincial distributors
and retailers.

During the year ended December 31, 2021, the Company acquired a total of $414,000 in Patient Relationships. These
relationships have a useful life of 5 years and are measured at cost less accumulated amortization and impairment
losses. These relationships are amortized on a straight-line basis over their estimated useful lives. Useful lives, residual
values, and amortization methods for intangible assets with finite useful lives are reviewed at least annually. During the
year ended December 31, 2023, the Company impaired Patient Relationships by $220,800 due to the Company’s
inability to hire enough doctors to leverage the Patient Relationships.

NOTE 9 - GOODWILL

The following table summarizes the continuity of goodwill as at March 31, 2024 and December 31, 2023:

March 31, December 31,

2024 2023

$ $

Opening balance 9,436,189 9,436,189
Impairment - -
Closing balance 9,436,189 9,436,189




ADASTRA HOLDINGS LTD.

Notes to the Condensed Interim Consolidated Financial Statements
For the three months ended March 31, 2024 and 2023

(Expressed in Canadian dollars, except number of shares)

NOTE 9 — GOODWILL (continued)

Annual impairment testing involves determining the recoverable amount of the CGU groups to which goodwill is
allocated and comparing this to the carrying value of the CGU groups. To estimate the recoverable amount of each
CGU, management calculated the value in use using an income approach over a five-year projection period, which is
a Level 3 measurement within the fair value hierarchy.

The Company has two CGUs, PerceiveMD operations and manufacturing operations, in which Phyto BrandCo
operates. The Company used the following key assumptions to calculate the recoverable amounts for the CGUs.
Included in management’s projection of future cash flows were based on consideration of economic, industry and entity-
specific risks and incorporated external information sources.

PerceiveMD CGU
During the year ended December 31, 2022, the Company recognized an impairment expense of $1,672,233 related to
the PerceiveMD goodwill. The Company had been delayed in its ability to realize the business synergies and allow

sales directly to clinical patients and therefore management believed the carrying value was no longer supportable.

Manufacturing CGU

The manufacturing CGU contains the Phyto BrandCo goodwill of $9,436,189. The following key assumptions were
used for the Manufacturing CGU as outlined below. The values assigned to the key assumptions represent
management’s assessment of the future trends in the industry and have been based on historical data from both
external and internal resources.

2023 2022
After-tax discount rate 20.5% 20%
Budgeted earnings growth rate (average of next 5 years) 18% 10%
Year 1 growth rate 56% 17%
Gross margin 46% 51%

As at December 31, 2023, Management has performed an assessment to determine whether an impairment would
have been recognized if there was a change in any of the key assumptions identified above. Management determined
no impairment charge would have resulted if the following reasonable changes in key assumptions were used in
isolation:

e After-tax discount rate increased by 1.5%.

e A decrease of 5% of the first-year growth rate, which decreases the budgeted earnings growth rate for the

next 5 years by 1%.
e Gross margin decreased by 1%.

NOTE 10 - ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

As at March 31, 2024 and December 31,2023, accounts payable and accrued liabilities consisted of the following:

March 31, December 31,

2024 2023

$ $

Accounts payable 2,004,864 2,113,918
Accrued liabilities 328,394 371,351
Excise tax payable 10,292,343 10,461,096
Sales tax payable 549,682 474,977
13,175,370 13,421,342

Effective October 17, 2018, Canada Revenue Agency ("CRA") began levying an excise tax on the sale of medical and
consumer cannabis products. The Company becomes liable for these excise duties when cannabis products are
delivered to the customer.

10



ADASTRA HOLDINGS LTD.

Notes to the Condensed Interim Consolidated Financial Statements
For the three months ended March 31, 2024 and 2023

(Expressed in Canadian dollars, except number of shares)

NOTE 11 - LEASE LIABILITY

A summary of the Company’s lease liabilities for the three months ended March 31, 2024 and the year ended December
31, 2023 is as follows:

March 31, December 31,

2024 2023

$ $

Opening balance 104,227 63,588
Additions - equipment - 82,333
Disposal - (25,516)
Interest 3,581 10,557
Repayments (7,543) (26,735)
Closing balance 100,265 104,227
Less: current portion (17,292) (16,714)
Long-term portion 82,973 87,513

On October 15, 2020, prior to being acquired by the Company, Phyto BrandCo entered into a four-year lease agreement
for a promotional vehicle. The base monthly payment is $1,119 with an initial payment of $9,732. The incremental
borrowing rate used to discount the lease liability was 10%. During the year ended December 31, 2023, the vehicle
was traded in for another promotional vehicle and the remaining lease liability of $25,516 was removed.

On August 15, 2022, the Company entered into a five-year lease agreement for a forklift. The base monthly payment
is $815 with an initial payment of $6,477. The incremental borrowing rate used to discount the lease liability was 10%.

On June 15, 2023, the Company entered into a four-year lease for a promotional vehicle. The base monthly payment
is $1,188 with an initial payment of $9,806. The incremental borrowing rate used to discount the lease liability was 16%.

NOTE 12 - MORTGAGE PAYABLE

Fifth Sixth

Mortgage Mortgage Total

$ $ $

Balance, December 31, 2022 3,507,389 - 3,507,389
New mortgage (refinancing) (3,500,000) 3,500,000 -
Transaction costs - (35,000) (35,000)
Finance expense 216,859 181,616 398,475
Repayments (224,248) (167,562) (391,810)
Balance, December 31, 2023 - 3,479,054 3,479,054
Finance expense - 109,328 109,328
Repayments - (100,538) (100,538)
Balance, March 31, 2024 - 3,487,844 3,487,844

11



ADASTRA HOLDINGS LTD.

Notes to the Condensed Interim Consolidated Financial Statements
For the three months ended March 31, 2024 and 2023

(Expressed in Canadian dollars, except number of shares)

NOTE 12 - MORTGAGE PAYABLE (continued)

a)

b)

On September 28, 2022, the Company refinanced the fourth mortgage (the “Fifth Mortgage”) which bears interest
at the greater of 9.75% or the prime rate plus 4.30% per annum, calculated monthly, for one year. The Fifth
Mortgage has a maturity date of November 1, 2023 and is secured by the mortgage property and building
improvements.

The Fifth Mortgage payable was recorded at amortized cost (principal value less $35,000 transaction costs). The
Company maintained minimum interest-only payments of $28,438 per month. On July 26, 2023, the Fourth
Mortgage was refinanced.

On July 26, 2023, the Company refinanced the Fifth Mortgage (the “Sixth Mortgage”) which bears interest at the
greater of 11.49% or the prime rate plus 4.29% per annum, calculated monthly, for one year. The interest rate will
increase to 15.99% or the prime rate plus 8.79% for the remainder of the term. The Sixth Mortgage has a maturity
date of November 1, 2024 and is secured by the mortgage property and building improvements. The Sixth
Mortgage payable was recorded at amortized cost (principal value less $35,000 transaction costs). At March 31,
2024, the carrying value of the Sixth Mortgage was $3,487,844 (December 31, 2023 - $3,479,054).

At March 31, 2024, The Company maintains minimum interest-only payments of $33,513 per month. As at March
31, 2024, the total non-discounted remaining scheduled payments related to the mortgage including interest
payments totaled $3,773,962. Total interest expense during the three months ended March 31, 2024 was $100,538
(2023 - $100,590).

NOTE 13 — LOAN PAYABLE

During the year ended December 31, 2022, the Company received a short-term loan of $300,000 with an interest
rate of 1.5% per month. The loan is unsecured and is due on demand. Total interest expense related to the loan
during the three months ended March 31, 2023 was $13,500. On July 19, 2023, the Company fully repaid the loan
balance and the accrued interest.

NOTE 14 - SHARE CAPITAL

@

(b)

(©

Authorized

Unlimited number of voting common shares without par value.

Issued share capital

As at March 31, 2024, 55,970,547 common shares were issued and outstanding.

Share issuances

During the three months ended March 31, 2024, the Company had no share transactions.

During the year ended December 31, 2023, the Company had no share transactions:

12



ADASTRA HOLDINGS LTD.

Notes to the Condensed Interim Consolidated Financial Statements
For the three months ended March 31, 2024 and 2023

(Expressed in Canadian dollars, except number of shares)

NOTE 14 - SHARE CAPITAL (continued)
(d) Stock options

The Company has an incentive stock option plan (the “Plan”) which provides for the granting of options. Under
the Plan the maximum number of stock options issued cannot exceed 10% of the Company’s currently issued
and outstanding common shares. Options granted under the Plan may have a maximum term of ten years. A
participant, who is not a consultant conducting investor relations activities, who is granted an option that is
exercisable at the market price at the date of grant, will have their options vest immediately, unless otherwise
determined by the Board of Directors. Options granted at below market prices will vest one-sixth every three
months.

Options belonging to a participant who is a consultant conducting investor relations activities who is granted an
option under the Plan will become vested with the right to exercise one-quarter of the option upon conclusion of
every three months subsequent to the grant date. All options are to be settled by physical delivery of shares.

During the three months ended March 31, 2024 and the year ended December 31, 2023, the Company had no
stock option grants.

A summary of the changes in the Company’s stock options outstanding and exercisable is as follows:

Stock options

outstanding Weight

and average

exercisable exercise price

# $

As at December 31, 2022 3,665,000 1.35
Forfeited (795,000) 1.38
As at December 31, 2023 and March 31, 2024 2,870,000 1.38

As at March 31, 2024, the Company had stock options outstanding and exercisable as follows:

Options outstanding Weighted average Weighted average

Expiry date and exercisable exercise price remaining life
# $ Years

January 30, 2025 1,333,334 1.35 0.84
August 5, 2025 483,333 2.34 1.35
August 5, 2026 33,333 1.35 2.35
October 25, 2026 600,000 1.06 2.57
October 28, 2026 120,000 0.95 2.58
August 19, 2027 300,000 0.75 3.39
2,870,000 1.38 1.64

(e) Warrants
As an incentive to complete a private placement the Company may issue units which include common shares and
common share purchase warrants. Finders’ warrants may be issued as a private placement share issue cost and
are valued using the Black-Scholes option pricing model.

A summary of the changes in the Company’s warrants outstanding and exercisable is as follows:

Warrants
outstanding Weight
and average
exercisable exercise price
# $
As at December 31, 2022 122,727 1.75

Expired (122,757) 1.75
As at December 31, 2023 and March 31, 2024 -

13



ADASTRA HOLDINGS LTD.

Notes to the Condensed Interim Consolidated Financial Statements
For the three months ended March 31, 2024 and 2023

(Expressed in Canadian dollars, except number of shares)

NOTE 15 - RELATED PARTY TRANSACTIONS

Key management personnel are those having the authority and responsibility for planning, directing, and controlling the
Company. There were no loans to key management personnel or directors, or entities over which they have control or
significant influence during the three months ended March 31, 2024 and the year ended December 31, 2023.

The following related parties transacted with the Company or Company-controlled entities during the three months
ended March 31, 2024 and the year ended December 31, 2023:

a) Michael Forbes was a Director and the Company’s President and CEO. He was appointed on April 29, 2021 and
is the owner of MDC Forbes, which provides CEO services to the Company. He resigned on March 29, 2024.

b) Oliver Foeste is the former CFO of the Company until January 1, 2023. He is the Managing Partner of Invictus
Accounting Group LLP which provided the Company with CFO, accounting and tax services.

¢) Paul Morgan is a Director of the Company. He was appointed on July 14, 2021.

d) Smoke Wallin is a Director of the Company. He was appointed on May 16, 2022 and subsequently resigned on
April 12, 2024

e) Lachlan McLeod was appointed CFO of the Company on January 1, 2023 and was an employee of Fehr &
Associates CPA (“F&A”), which provided accounting services to the Company. On June 2, 2023, the Company
hired Mr. McLeod as an employee and the F&A agreement was subsequently terminated. Mr. McLeod was
appointed as Corporate Secretary on April 2, 2024 and Interim CEO on April 12, 2024.

The aggregate value of transactions with key management personnel and directors and entities over which they have
control or significant influence during the three months ended March 31, 2024 and 2023 were as follows:

2024 2023

$ $

Fehr & Associates CPA - 40,231
Lachlan McLeod 37,644 -
MDC Forbes Inc. 74,642 127,350
Smoke Wallin - 138,713
112,286 306,294

As at March 31, 2024 and December 31, 2023, the Company had an outstanding accounts payable balance with related
parties as follows:

March 31, December 31,

2024 2023

$ $

Fehr & Associates CPA - 24,754
Invictus Accounting Group LLP 12,915 12,915
MDC Forbes Inc. 25,554 115,338
38,469 153,007

All related party balances are unsecured and are due within thirty days without interest and incurred in the normal
course of business.

The transactions with the key management personnel and directors are included in operating expenses as follows:
(@) Consulting fees and professional fees
Included CEO services by Michael Forbes, charged to the Company via MDC Forbes Inc., and accounting
services of the Company’s CFO, Lachlan McLeod, charged to the Company via F&A. During the year ended

December 31, 2023, the Company incurred a placement fee of $52,500 to employ Lachlan McLeod directly and
terminate the F&A agreement.
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ADASTRA HOLDINGS LTD.

Notes to the Condensed Interim Consolidated Financial Statements
For the three months ended March 31, 2024 and 2023

(Expressed in Canadian dollars, except number of shares)

NOTE 15 - RELATED PARTY TRANSACTIONS (continued)
(b) Wages and salaries
Included services provided by Lachlan McLeod as CFO, Corporate Secretary and Interim CEO.
(c) Office expenses
Included rent of $36,750 paid to MDC Forbes Inc. for the PerceiveMD operations during the year ended December

31, 2023.

NOTE 16 - SUPPLEMENTAL CASH FLOW INFORMATION

2024 2023

Non-cash investing activities
Equipment purchases included in accounts payable and accrued liabilities - -

Total income tax paid in the three months ended March 31, 2024 was $nil (2023 - $nil).

NOTE 17 - FINANCIAL RISK MANAGEMENT

(@) Capital management
The Company's capital structure consists of all components of shareholders' equity. The Company's objective
when managing capital is to maintain adequate levels of funding to support the current operations including
corporate and administrative functions and to support operations. The Company obtains funding primarily through
issuing common stock and through its mortgage payable. Future financings are dependent on market conditions
and there can be no assurance the Company will be able to raise funds in the future.

There were no changes in the Company’s approach to capital management during the three months ended March
31, 2024. The Company is not subject to externally imposed capital requirements.

(b) Financial instruments - fair value

The Company’s financial instruments consist of cash, trade receivables, deposits, accounts payable, mortgage
payable, and government loan, all of which are classified as and measured at amortized cost.

As at March 31, 2024, the carrying values of cash, trade receivables, deposits and accounts payable approximate
their fair value because of the short-term nature of these instruments.

(c) Financial instruments - risk

The Company’s financial instruments are exposed to certain financial risks, including credit risk, liquidity risk and
interest rate risk.

Credit risk

Credit risk is the risk of financial loss to the Company if a customer or counterparty to a financial instrument fails
to fulfill its contractual obligations.

The Company is exposed to credit risk through its cash balances held in financial institutions and trade
receivables. The maximum exposure to credit risk is equal to the carrying value of such financial assets.
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ADASTRA HOLDINGS LTD.

Notes to the Condensed Interim Consolidated Financial Statements
For the three months ended March 31, 2024 and 2023

(Expressed in Canadian dollars, except number of shares)

NOTE 17 - FINANCIAL RISK MANAGEMENT (continued)

The aging of the Company’s accounts receivable as at March 31, 2024 and December 31, 2023 was as follows:

March 31, December 31,

2024 2023

$ $

Current 2,306,645 3,206,312
1 - 30days 299,035 224,585
31- 60 days 230,780 183,676
61 — 90 days 144,641 -
Over 90 days 652,547 484,091
Total accounts receivable 3,633,648 4,098,664
Provision for expected credit losses (996,780) (188,619)
Balance, December 31, 2023 2,636,868 3,910,045

Accounts receivable for cannabis sales are paid by most provinces in less than 60 days from receipt of goods.

The objective of managing credit risk is to minimize potential losses on financial assets. The Company assesses
the quality of its counterparties, taking into account their credit worthiness and reputation, past performance and
other factors. The Company has recognized a provision for expected credit losses on its trade receivables. At
March 31, 2024, 89% (December 31, 2023 — 74%) of the Company’s amounts receivable are held with provincial
governments with low credit risk.

Cash is only deposited with or held by institutions of high credit worthiness.

Liquidity risk

Liquidity risk is the risk that the Company will encounter difficulty in meeting obligations associated with its financial
liabilities. The Company manages its liquidity risk by reviewing on an ongoing basis its cash position and if required

raises funding through additional share capital issuances or debt financing.

A summary of undiscounted liabilities and future operating commitments as at March 31, 2024, are as follows:

Total Within 1 1-3years 3 -5years

year
Maturity analysis of financial liabilities $ $ $ $
Accounts payable and accrued liabilities 13,175,370 13,175,370 - -
Lease liability 97,254 30,197 62,910 4,147
Mortgage payable 3,773,962 3,773,962 - -
Government loan 69,458 - 69,458 -
17,116,044 16,979,529 132,368 4,147

As at March 31, 2024, the Company had a cash balance of $935,015 and current liabilities of $16,680,506
(December 31, 2023 - $1,378,960 and $16,917,110 respectively).

Interest rate risk
Interest rate risk is the risk that future cash flows will fluctuate as a result of changes in market interest rates. The

Company’s mortgage payable and lease liabilities carry fixed interest rates and as such, the Company is not
exposed to interest rate risk.
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ADASTRA HOLDINGS LTD.

Notes to the Condensed Interim Consolidated Financial Statements
For the three months ended March 31, 2024 and 2023

(Expressed in Canadian dollars, except number of shares)

NOTE 17 - FINANCIAL RISK MANAGEMENT (continued)
(d) Economic dependence
Economic dependence risk is the risk of reliance upon a select number of customers which significantly impact

the financial performance of the Company. The Company had the following breakdown of customers with greater
than 10% of overall revenue for the three months ended March 31, 2024 and 2023.

2024 2023
Customer A 35% 33%
Customer B 34% 28%
Customer C 20% 21%

NOTE 18 - COMMITMENTS AND CONTINGENCIES
Contingencies

On March 15, 2023, the Company was served with a civil claim filed in the Supreme Court of British Columbia pursuant
to the Class Proceedings Act, R.S.B.C. 1996, c. 50 alleging that the Company’s press release of February 22, 2023
misstated certain material facts which mislead the plaintiff in the claim. The suit also names the Company’s subsidiary
ALI. and the Company’s Chief Executive Officer. The Company denies the allegations in the claim and specifically that
the press release was misleading. No specific amount of damages is claimed.

NOTE 19 - SEGMENTED INFORMATION

Reportable segments are defined as components of an enterprise about which separate financial information is
available that is evaluated regularly by the chief operating decision maker in deciding how to allocate resources, and
in assessing performance.

The Company’s chief operating decision makers are the Chief Executive Officer and the Chief Financial Officer. They
review the operating performance of the Company by two segments comprised of manufacturing and non-
manufacturing operations. The manufacturing operations includes the manufacturing, sale and distribution of cannabis
related products. The non-manufacturing operations include PerceiveMD. The accounting policies of the segments are
the same as those described in the summary of significant accounting policies. The chief operating decision makers
utilize gross profit as a key measure in making operating decisions and assessing performance. The non-manufacturing
segment is immaterial and, accordingly, segmented figures are not presented.

NOTE 20 — EXPENSES
The Company presents its Condensed Interim Consolidated Statements of Net Income and Comprehensive Income

on a functional basis in which expenditures are aggregated to the function to which they relate. The Company has
identified the major functions as general and administrative and sales and marketing.

General and Sales and Total

administrative marketing
Three months ended March 31, 2024 $ $ $
Advertising and promotion - 328,826 328,826
Data program expenses - 428,983 428,983
Insurance 22,598 - 22,598
Office expenses 217,755 - 217,755
Professional fees and consulting 260,695 - 260,695
Repair and maintenance expenses 50,510 - 50,510
Travel - 15,045 15,045
Wages and salaries 410,011 156,767 566,778
961,569 929,621 1,891,190
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ADASTRA HOLDINGS LTD.

Notes to the Condensed Interim Consolidated Financial Statements
For the three months ended March 31, 2024 and 2023

(Expressed in Canadian dollars, except number of shares)

NOTE 20 — EXPENSES (continued)

General and Sales and Total

administrative marketing
Three months ended March 31, 2023 $ $ $
Advertising and promotion - 342,875 342,875
Data program expenses - 205,173 205,173
Insurance 44,957 - 44,957
Office expenses 274,659 - 274,659
Professional fees and consulting 292,778 - 292,778
Repair and maintenance expenses 74,447 - 74,447
Travel - 24,810 24,810
Wages and salaries 362,033 131,543 493,576
1,048,874 704,401 1,753,275

NOTE 21 — CANCELLATION OF LICENSE AGREEMENT

On October 3, 2022, the Company terminated the license agreement with the previous Trademark licensee who had
sole use of the Trademarks acquired pursuant to the Phyto BrandCo acquisition. As a result, the Company now retains
all rights to the Trademarks and is selling the related cannabis consumer packaged goods directly to provincial
distributors and retailers.

In exchange for the cancellation of the license agreement, the Company issued a $1,542,492 credit note to the former
Trademark licensee. In addition, the Company offset $705,301 of the Company’s accounts payable due to the former
Trademark licensee with accounts receivable owing from them. Lastly, the Company bought back inventory at a cost
of $1,776,589 by issuing another credit memo to the former Trademark licensee, less $600,000 which was prepaid
during the year ended December 31, 2022.

During the year ended December 31, 2023, the Company recorded a loss on termination of license agreement totalling
$442,668 to write off the remaining accounts receivable owed from the former Trademark licensee.
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