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Section 9 – Financial Statements and Exhibits
Item 9.01. Financial Statements and Exhibits
(a) Financial Statements of Business Acquired.
The audited financial statements of Grassroots Hydroponics, Inc required by Item 9.01(a) of Form 8-K and accompanying notes are filed as Exhibit 99.1 to this
Current Report on Form 8-K/A and is incorporated herein by reference.
The unaudited financial statements of Grassroots Hydroponics, Inc required by Item 9.01(a) of Form 8-K and accompanying notes are filed as Exhibit 99.2 to this
Current Report on Form 8-K/A and is incorporated herein by reference.
(b) Pro Forma Financial Information.
The pro forma financial information required by Item 9.01(b) of Form 8-K in relation to the acquisition is filed as Exhibit 99.3 to this Current Report on Form 8-K/A
and is incorporated herein by reference.
(c) Exhibits
Exhibit No.
99.1
99.2

Description
Audited Historical Financial Statements and Related Footnotes of Grassroots Hydroponics, Inc as of December 31, 2019 and 2018 and for the years then
ended and the notes thereto
Unaudited Condensed Financial Statement of Grassroots Hydroponics, Inc as of September 30, 2020 and for the nine months September 30, 2020 and 2019
and the notes thereto

99.3

Unaudited Pro Forma Condensed Consolidated Balance Sheet as of December 31, 20119 and the Unaudited Pro Forma Condensed Consolidated Statement
of Income for the nine months ended September 30, 2020 and for the year ended December 31, 2019 and the notes thereto.
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Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, the Registrant has duly caused this report to be signed on its behalf by the undersigned
thereunto duly authorized.
Date: February 9, 2021

GrowGeneration Corp.
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Name: Darren Lampert
Title: Chief Executive Officer
2

EXHIBIT 99.1
GRASSROOTS HYDROPONICS, INC
TABLE OF CONTENTS
DECEMBER 31, 2019 AND 2018
Page No.
Independent Auditors’ Report

1

Financial Statements:
Balance Sheets
Statements of Income
Statements of Changes in Shareholders’ Equity
Statements of Cash Flows

2
3
4
5

Notes to Financial Statements

6 – 11

INDEPENDENT AUDITORS’ REPORT
To the Board of Directors and Shareholders
of Grassroots Hydroponics, Inc.
Report on the Financial Statements
We have audited the accompanying financial statements of Grassroots Hydroponics, Inc. (the “Company”), which comprise the balance sheets as of December 31, 2019 and
2018, and the related statements of income, changes in shareholders’ equity and cash flows for the years then ended, and the related notes to the financial statements.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in accordance with accounting principles generally accepted in the United
States of America; this includes the design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial statements that are
free from material misstatement, whether due to fraud or error.
Auditors’ Responsibility
Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our audits in accordance with auditing standards generally accepted
in the United States of America. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free from
material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The procedures selected depend on the auditors’
judgment, including the assessment of the risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by management, as well as evaluating the
overall presentation of the financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of Grassroots Hydroponics, Inc. as of December 31, 2019
and 2018, and the results of its operations and its cash flows for the years then ended in accordance with accounting principles generally accepted in the United States of
America.

Costa Mesa, CA
February 2, 2021
Marcum LLP | 600 Anton Boulevard | Suite 1600 | Costa Mesa, California 92626 | Phone 949.236.5600 | Fax 949.236.5601 | www.marcumllp.com

GRASSROOTS HYDROPNICS, INC
BALANCE SHEETS
AS OF DECEMBER 31,

2019

ASSETS
Current assets:
Cash and cash equivalents
Inventory
Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Other assets
Total assets
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:
Accounts payable
Accrued expenses and other current liabilities
Total current liabilities
Commitments and contingencies (Note 5)
Shareholders’ equity:
Common stock, $0.01 par value; 100 shares authorized, issued and outstanding
Retained earnings
Total shareholders’ equity
Total liabilities and shareholders’ equity

$

$

$

$

2018

1,938,003
2,140,625
96,621
4,175,249
277,407
14,830
4,467,486

$

72,622
154,582
227,204

$

1
4,240,281
4,240,282
4,467,486

$

$

1,271,365
2,567,486
98,175
3,937,026
314,337
14,830
4,266,193

198,317
93,075
291,392

1
3,974,800
3,974,801
4,266,193

See accompanying notes to financial statements.
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GRASSROOTS HYDROPNICS, INC
STATEMENTS OF INCOME, YEAR ENDED DECEMBER 31,
FOR THE YEARS ENDED DECEMBER 31,

2019

Net sales
Cost of goods sold
Gross profit
Operating expenses:
Selling, general and administrative
Depreciation of property and equipment
Total operating expenses
Income from operations
Other (income) expenses:
Interest income
Other expense
Total other income, net
Income before state income taxes
State income taxes
Net income

$

13,134,753
10,479,154
2,655,599

2018
$

1,815,641
53,658
1,869,299
786,300

$

(876)
133
(743)
787,043
11,274
775,769

10,822,411
8,102,471
2,719,940
1,778,387
46,970
1,825,357
894,583

$

(716)
791
75
894,508
5,545
888,963

See accompanying notes to financial statements.
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GRASSROOTS HYDROPONICS, INC.
STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

FOR THE YEARS ENDED DECEMBER 31, 2019 AND 2018
Balance as of December 31, 2017
Distributions to shareholders
Net income
Balance as of December 31, 2018
Contributions from shareholders
Distributions to shareholders
Net income
Balance as of December 31, 2019
See accompanying notes to financial statements.

Common Stock
Shares
Amount
100 $
—
—
100
—
—
—
100

$

1
—
—
1
—
—
—
1

$

$

Retained
Earnings
3,271,176
(185,339)
888,963
3,974,800
132,483
(642,771)
775,769
4,240,281

$

$

Total
3,271,177
(185,339)
888,963
3,974,801
132,483
(642,771)
775,769
4,240,282
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GRASSROOTS HYDROPONICS, INC.
STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31,
Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation of property and equipment
Change in operating assets and liabilities
Inventories
Prepaid expenses and other current assets
Accounts payable
Accrued expenses and other current liabilities
Net cash provided by operating activities

2019
$

Cash flows from financing activities:
Contributions from shareholders
Distributions to shareholders
Net cash used in financing activities

Supplemental disclosures of cash flow information:
Cash paid during the year for:
State income taxes

$

53,658

Cash flows from investing activities:
Purchases of property and equipment
Cash used in investing activities

Net change in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

775,769

2018
888,963
46,970

426,861
1,554
(125,695)
61,507
1,193,654

(237,379)
(51,787)
37,510
(54,306)
629,971

(16,728)
(16,728)

(72,349)
(72,349)

132,483
(642,771 )
(510,288 )

—
(185,339 )
(185,339 )

$

666,638
1,271,365
1,938,003

$

372,283
899,082
1,271,365

$

10,863

$

4,805

See accompanying notes to financial statements.
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GRASSROOTS HYDROPONICS
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2019 and 2018
1.

ORGANIZATION

Nature of Business Grassroots Hydroponics, Inc. (the “Company”), is a California-based S- corporation formed on December 30, 2012. The Company has three retail locations
in Southern California, which sell hydroponic equipment and supplies.
2.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation The financial statements have been prepared in accordance with accounting principles generally accepted in the United States of America (“US GAAP”).
The Company maintains its accounting records under the accrual method of accounting in conformity with US GAAP, where revenues and expenses are recorded as earned and
incurred, respectively.
Use of Estimates The preparation of financial statements in conformity with US GAAP requires management to make estimates and assumptions that affect the reported
amounts of certain assets and liabilities, certain disclosures at the date of the financial statements, as well as the reported amounts of revenues and expenses during the reporting
period. Significant estimates affecting the financial statements have been prepared on the basis of the most current and best available information. However, actual results from
the resolution of such estimates and assumptions may vary from those used in the preparation of the financial statements.
Cash and Cash Equivalents The Company considers all short-term, highly liquid, unrestricted investments with original maturities of three months or less, to be cash
equivalents. The Company did not have any cash equivalents as of December 31, 2019 and 2018.
Inventories The Company records its inventory at the lower of cost or net realizable value using the first-in first-out cost flow assumption. At each balance sheet date, the
Company evaluates its ending inventory for excess quantities and obsolescence. This evaluation includes an analysis of sales levels by product type. Among other factors, the
Company considers current product configurations, historical and forecasted demand, market conditions, and product life cycles when determining the net realizable value of
the inventory. Provisions are made to reduce excess or obsolete inventory to their estimated net realizable values. Once established, write-downs are considered permanent
adjustments to the cost basis of the excess or obsolete inventory. No inventory reserve was established by the Company as of December 31, 2019 and 2018.
Financial Instruments and Concentrations of Business and Credit Risk Financial instruments that potentially subject the Company to concentrations of business and credit
risks consist of cash and cash equivalents and accounts payable.
The Company maintains cash balances that can, at times, exceed amounts insured by the Federal Deposit Insurance Corporation. The Company has not experienced any losses
in these accounts and believes it is not exposed to any significant credit risk in this area.

The Company’s accounts payable can expose the Company to business risks such as supplier concentrations, which the Company mitigates by attempting to diversify its supply
chain. Supplier concentrations for the years ended December 31, 2019 and 2018 consisted of two suppliers that accounted for $6,636,541 and $6,249,116, respectively, or
67.6% and 71.4%, respectively, of total purchases.
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GRASSROOTS HYDROPONICS
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2019 and 2018
Property and Equipment Property and equipment are stated at cost, net of accumulated depreciation and amortization. Depreciation and amortization expense is calculated
using the straight-line method over the estimated useful lives of the related assets, ranging from 5 to 10 years. Leasehold improvements are amortized on a straight-line basis
over the shorter of their lease term or the estimated useful life of the leased asset.
Betterments, renewals, and extraordinary repairs that materially extend the useful life of the asset are capitalized; other repairs and maintenance charges are expensed as
incurred. The cost and related accumulated depreciation and amortization applicable to assets retired are removed from the accounts and the gain or loss on disposition, if any,
is recognized in the statements of income.
Impairment of Long-Lived Assets In accordance with Financial Accounting Standards Board (“FASB”) Accounting Standards Codification (“ASC”) Topic 360, Property,
Plant, and Equipment, long-lived assets such as property and equipment are reviewed for impairment whenever events or changes in circumstances indicate that the carrying
amount of an asset may not be recoverable. An impairment loss is recognized on long-lived assets when indicators of impairment are present and the undiscounted cash flows
estimated to be generated by those assets are less than the carrying amount of the assets. In such cases, the carrying value of these assets are adjusted to their estimated fair
value and assets held for sale are adjusted to their estimated fair value less estimated selling expenses. No impairment losses of long-lived assets were recognized for the years
ended December 31, 2019 and 2018.
Revenue Recognition In accordance with FASB ASC Topic 606, Revenue from Contracts with Customers (“ASC 606”), the Company recognizes revenue at a point in time,
when the goods are provided to the consumer at the retail location in exchange for cash consideration. The amount of revenue recognized reflects the consideration to which the
Company expects to be entitled to receive in exchange for these products, using the five-step method required by ASC 606:
Step 1: Identification of the customer contracts
Step 2: Identification of the performance obligations in the contracts Step 3: Determination of the transaction price
Step 4: Allocation of the transaction price to each of the performance obligations in the contracts Step 5: Recognition of revenue when, or as, each of the identified performance
obligations is satisfied.
The Company elected to early adopt this standard on January 1, 2018 with no material impact to its financial position or results of operations, using the retrospective method.
For the Company, the contract is established when the consumer submits payment at its retail locations, which is done simultaneously upon the transfer of the product to the
consumer.
Performance obligations in a contract are determined based on each individual order and the respective quantities of each product transferred to the consumer, with revenue
being recognized at a point in time when obligations under the terms of the agreement are satisfied. This generally occurs with the transfer of control when the product is
purchased by the consumer, which provides immediate benefit to the consumer.
Any taxes collected on behalf of government authorities are excluded from net sales. There is no variable consideration between the Company and the consumer. The Company
does not receive noncash consideration for the sale of goods nor does the Company grant payment financing terms greater than one year.
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GRASSROOTS HYDROPONICS
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2019 and 2018
The Company has determined that it has one reportable segment based on how the shareholders manage the business and in a manner consistent with the Company’s internal
reporting. Management consistently analyzes product sales based on the following major geographical locations:
For the years ended December 31,
Anza, CA
Lake Elsinore, CA
Murrieta, CA
Net sales

$

$

2019
5,552,920
4,690,407
2,891,426
13,134,753

$

$

2018
4,421,790
3,851,565
2,549,056
10,822,411

Shipping and Handling Costs Shipping and handling costs associated with the selection and delivery of products to customers are included in cost of goods sold, and amounted
to $10,038 and $22,114 for the year ended December 31, 2019 and 2018. Shipping and handling costs billed to customers are included in net sales.
Advertising Advertising costs are expensed as incurred and amounted to $18,058 and $40,335 for the years ended December 31, 2019 and 2018, respectively, and are included
in selling, general and administrative expenses on the accompanying statements of income for the years ended December 31, 2019 and 2018.
Income Taxes The Company is a California corporation and has elected to be treated as a S- corporation for federal income tax purposes. Pursuant to these elections, the
taxable income or loss of the Company is included in the tax return of the shareholders and is not subjected to federal income taxes. The Company files income tax returns in the
U.S. federal jurisdiction and various state jurisdictions. The Company is subject to examination by U.S. federal tax authorities for returns filed for the prior three years and by
state tax authorities for returns filed for the prior four years.
The Company follows the provisions for uncertain tax positions as addressed in FASB ASC Subtopic 740-10,Income Taxes. As of December 31, 2019 and 2018, the Company
had no liabilities for unrecognized tax benefits, or tax positions for which the ultimate deductibility is highly certain but for which there is uncertainty about the timing of such
deductibility. The Company recognizes interest accrued related to unrecognized tax benefits in interest expense and penalties in operating expenses. No such interest or
penalties, and their related accruals, were recognized as of and for the years ended December 31, 2019 and 2018.

Recently Issued Accounting Pronouncements In February 2016, the FASB issued Accounting Standards Update (“ASU”) 2016-02, Leases. The new standard establishes a
right-of-use (“ROU”) model that requires a lessee to record a ROU asset and a lease liability, measured on a discounted basis, on the balance sheets for all leases with terms
greater than 12 months. Leases will be classified as either finance or operating, with classification affecting the pattern of expense recognition in the statements of income. A
modified retrospective transition approach is required for capital and operating leases existing at the date of adoption, with certain practical expedients available. In June 2020,
the FASB issued ASU 2020-05, Leases (Topic 842): Effective Date for Certain Entities (“ASU 2020-05”). The amendments of ASU 2020-05 defer the effective date of ASU
2016-02 for certain entities by one year. Private companies should apply the guidance in ASU 2016- 02 to annual reporting periods beginning after December 15, 2021. The
Company is currently in the process of evaluating the potential impact of this new accounting guidance, which is effective for the Company beginning on January 1, 2022,
although early adoption is permitted.
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GRASSROOTS HYDROPONICS
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2019 and 2018
In June 2016, the FASB issued ASU 2016-13 Topic 326, Financial Instruments - Credit Losses (“ASU 2016-13”), which in conjunction with subsequent amendments issued by
FASB amends the FASB’s guidance on the impairment of financial instruments. The ASU adds to US GAAP an impairment model (known as the “current expected credit loss
model”) that is based on expected losses rather than incurred losses. For private companies, ASU 2016-13 is effective for annual reporting periods beginning after December
15, 2021. In November 2019, the FASB issued ASU 2019-10, Financial Instruments – Credit Losses (Topic 326): Effective Date for Certain Entities (“ASU 2019-10”). The
amendments of ASU 2019-10 defer the effective date of ASU 2016-13 for certain entities by one year. Private companies should apply the guidance in ASU 2016-13 to annual
reporting periods beginning after December 15, 2022. Early adoption is permitted. The Company is currently in the process of evaluating the potential impact of this new
accounting guidance, which is effective for the Company beginning on January 1, 2023, although early adoption is permitted.
3.

INVENTORIES

As of December 31, 2019 and 2018, inventories consisted of finished goods. The Company believes all inventories on hand are sellable at a normal gross profit margin, and
accordingly, did not record an inventory reserve.
4.

PROPERTY AND EQUIPMENT

Property and equipment consisted of the following:
As of December 31:
Leasehold improvements
Vehicles
Machinery and equipment
Furniture and equipment

$

Less: accumulated depreciation and amortization
Property and equipment, net

$

2019
284,431
129,141
65,783
46,803
526,158
(248,751 )
277,407

$

$

2018
276,906
129,141
65,783
37,600
509,430
(195,093 )
314,337

Depreciation and amortization expense related to property and equipment amounted to $53,658 and$46,970 for the years ended December 31, 2019 and 2018, respectively.
5.

COMMITMENTS AND CONTINGENCIES

Operating Leases The Company is obligated under non-cancellable operating leases with third parties and a related party (see note 7) for its facilities that expire on various
dates through March 2041. For the years ended December 31, 2019 and 2018, rent expense amounted to $409,715 and $392,782, respectively, and is included in selling, general
and administrative expenses on the accompanying statements of income.
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GRASSROOTS HYDROPONICS
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2019 and 2018
Future minimum lease payments under the non-cancellable operating leases are as follows:
Years Ending December 31:
2020
2021
2022
2023
2024
Thereafter
Totals

Related Party
258,600
258,600
258,600
258,600
258,600
4,202,250
$
5,495,250
$

Third Parties
195,834
167,484
13,957
—
—
—
$
377,275
$

$

$

Total
454,434
426,084
272,557
258,600
258,600
4,202,250
5,872,525

Litigation The Company is subject to certain legal proceedings and claims that arise in the normal course of business. The Company does not believe that the amount of
liability, if any, as a result of these proceedings and claims will have a materially adverse effect on the Company’s financial position, results of operations, and cash flows.
6.

SHAREHOLDERS’ EQUITY

As of December 31, 2019 and 2018, the Company is authorized to issue 100 shares of common stock at a par value of $0.01 per share, with 100 shares issued and outstanding.
Each shareholder of common stock shall be entitled to one vote for each matter submitted to a vote of shareholders, with dividends distributed pro rata.
7.

RELATED PARTY TRANSACTIONS

The Company leases its Murrieta, CA facility from an affiliate under common ownership (see note 5). Additionally, the Company purchases inventory from an affiliate under
common ownership. Inventory purchases from the affiliate amounted to $22,106 and $155,945 for the year ended December 31, 2019 and 2018, respectively.
8.

SUBSEQUENT EVENTS

The Company has evaluated subsequent events that have occurred from January 1, 2020 through February 2, 2021, the independent auditors’ report date, which is the date that
the financial statements were available to be issued, and determined that there were no subsequent events or transactions that required recognition or disclosure in the financial
statements, except for the following.
Acquisition by GrowGeneration Corporation Pursuant to the Asset Purchase Agreement, GrowGeneration California Corporation (“Buyer”) acquired the net assets of the
Company effective December 2, 2020 (the “Acquisition” or “Closing”). As consideration for the Acquisition, the Buyer provisionally agreed to pay $7,450,000 in cash, 50% of
the actual cost of the Company’s Obsolete Inventory, as defined, and $1,750,000 in common stock issuances of the Buyer at Closing.
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GRASSROOTS HYDROPONICS
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2019 and 2018
Effects of the COVID-19 Outbreak Subsequent to December 31, 2019, there was a global outbreak of a new strain of coronavirus, COVID-19. The global and domestic
response to the COVID-19 outbreak continues to rapidly evolve. To date, certain responses to the COVID-19 outbreak have included mandates from federal, state and/or local
authorities to mitigate the spread of the virus, which have adversely impacted global commercial activity and have contributed to significant volatility in financial markets. The
COVID-19 outbreak and associated responses could result in a material impact to the Company’s future results of operations, cash flows and financial condition; however, at
this time the extent to which COVID-19 may impact the Company’s financial condition or results of operations is uncertain.
On March 27, 2020, the Coronavirus Aid, Relief, and Economic Security Act (“CARES Act”) was signed into law. The CARES Act provides numerous tax provisions and other
stimulus measures, including temporary changes regarding the prior and future utilization of net operating losses, temporary changes to the prior and future limitations on
interest deductions, temporary suspension of certain payment requirements for the employer portion of Social Security taxes, the creation of certain refundable employee
retention credits, and technical corrections from prior tax legislation for tax depreciation of certain qualified improvement property. The provisions of the CARES Act will be
applicable to the Company in fiscal year 2020 and therefore, the Company has not yet recorded the estimated impact to the financial statements that may result from the CARES
Act.
On April 7, 2020, the Company was granted a SBA loan from Chase Bank in the aggregate amount of $177,030, pursuant to the PPP under Division A, Title I of the CARES
Act. The loan, which was in the form of a note, matures on April 7, 2022 and bears interest at a rate of 1.0% per annum. The note may be prepaid at any time prior to maturity
with no prepayment penalties. Under the terms of the PPP, certain amounts of the loan may be forgiven if they are used for qualifying expenses and if the Company maintains
its payroll levels. Funds from the loan may only be used for qualifying expenses which include payroll, benefits, rent, utilities, and interest on other debt obligations. The
Company intends to use the entire loan amount for qualifying expenses.
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GRASSROOTS HYDROPONICS, INC.
UNAUDITED CONDENSED BALANCE SHEETS
September 31,
2020
ASSETS
Current assets:
Cash and cash equivalents
Inventory
Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Other assets
Total assets
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
Accounts payable
Accrued expenses and other current liabilities
Current portion of PPP loan
Total current liabilities

$

$

$

PPP loan, net of current portions
Total Liabilities
Commitments and contingencies (Note 5)
Shareholders' equity:
Common stock, $0.01 par value; 100 shares authorized, issued and outstanding
Retained earnings
Total shareholders' equity
Total liabilities and shareholders' equity

$

December 31,
2019

3,079,537
2,286,535
53,761
5,419,833
369,430
14,830
5,804,093

$

395,775
197,552
107,876
701,203

$

$

1,938,003
2,140,625
96,621
4,175,249
277,407
14,830
4,467,486

72,622
154,582
—
227,204

69,154
770,357

—
227,204

1
5,033,735
5,033,736
5,804,093

1
4,240,281
4,240,282
4,467,486

$

See accompanying notes to unaudited condensed financial statements.
F-2

GRASSROOTS HYDROPONICS, INC.
UNAUDITED CONDENSED STATEMENTS OF INCOME

Net sales
Cost of goods sold
Gross profit
Operating expenses:
Selling, general and administrative
Depreciation of property and equipment
Total operating expenses
Income from operations
Other (income) expenses:
Interest income
Other expense
Total other income, net
Income before state income taxes
State income taxes
Net income

Nine Months
Ended
September 30,
2019
$
14,654,751
11,523,593
3,131,158

Nine Months
Ended
September 30,
2018
$
10,650,458
8,455,288
2,195,170

1,556,008
41,904
1,597,912
1,533,246

1,305,253
40,504
1,345,757
849,413

$

(379)
294
(85)
1,533,331
17,948
1,515,383

$

(639)
—
(639)
850,052
11,249
838,803

See accompanying notes to unaudited condensed financial statements.
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GRASSROOTS HYDROPONICS, INC.
UNAUDITED CONDENSED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQITY
Common Stock
Shares
Amount
100 $
—
—
—
100 $
—
100 $

FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2020 AND 2019
Balance as of December 31, 2018
Distributions to shareholders
Contributions from shareholders
Net income
Balance as of September 30, 2019
Balance as of December 31, 2019
Contributions from shareholders
Distributions to shareholders
Net income
Balance as of September 30, 2020

—
—
100

$

1
—
—
—
1
—
1
—
—
1

$

$
$

$

Retained
Earnings
3,974,800
(442,793)
122,483
838,803
4,493,323
4,240,281
58,860
(780,789)
1,515,383
5,033,735

$

$
$

$

Total
3,974,801
(442,763)
122,483
838,803
4,493,324
4,240,282
58,860
(780,789)
1,515,383
5,033,736

See accompanying notes to unaudited condensed financial statements.
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GRASSROOTS HYDROPONICS, INC.
UNAUDITED CONDENSED STATEMENTS OF CASH FLOWS
FOR THE NINE MONTHS ENDED SEPTEMBER 30,
Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation of property and equipment
Change in operating assets and liabilities
Inventories
Prepaid expenses and other current assets
Accounts payable
Accrued expenses and other current liabilities
Net cash provided by operating activities
Cash flows from investing activities:
Purchases of property and equipment
Cash used in investing activities
Cash flows from financing activities:
Proceeds from PPP loan

2020
$

1,515,383

2019
$

41,904

Contributions from shareholders
Distributions to shareholders
Net cash used in financing activities
Net change in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

$

Supplemental disclosures of cash flow information:
Cash paid for state income taxes

$

838,803
40,504

(145,910)
42,860
323,153
42,970
1,820,360

97,431
(32,756)
(45,325)
103,155
1,001,812

(133,927 )
(133,927 )

(16,728)
(16,728)

177,030
58,860

—
122,483

(780,789 )
(544,899 )
1,141,534
1,938,003
3,079,537

(442,763 )
(320,280 )
664,804
1,271,365
1,936,169

17,898

$

$

10,863

See accompanying notes to unaudited condensed financial statements.
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GRASSROOTS HYDROPONICS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
1.

ORGANIZATION

Nature of Business Grassroots Hydroponics, Inc. (the “Company”), is a California-based S-corporation formed on December 30, 2012. The Company has three retail locations
in Southern California, which sell hydroponic equipment and supplies.
2.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation The financial statements have been prepared in accordance with accounting principles generally accepted in the United States of America (“US GAAP”).

The Company maintains its accounting records under the accrual method of accounting in conformity with US GAAP, where revenues and expenses are recorded as earned and
incurred, respectively.
Use of Estimates The preparation of financial statements in conformity with US GAAP requires management to make estimates and assumptions that affect the reported
amounts of certain assets and liabilities, certain disclosures at the date of the financial statements, as well as the reported amounts of revenues and expenses during the reporting
period. Significant estimates affecting the financial statements have been prepared on the basis of the most current and best available information. However, actual results from
the resolution of such estimates and assumptions may vary from those used in the preparation of the financial statements.
Cash and Cash Equivalents The Company considers all short-term, highly liquid, unrestricted investments with original maturities of three months or less, to be cash
equivalents. The Company did not have any cash equivalents as of September 30, 2020 and 2019.
Inventories The Company records its inventory at the lower of cost or net realizable value using the first-in first-out cost flow assumption. At each balance sheet date, the
Company evaluates its ending inventory for excess quantities and obsolescence. This evaluation includes an analysis of sales levels by product type. Among other factors, the
Company considers current product configurations, historical and forecasted demand, market conditions, and product life cycles when determining the net realizable value of
the inventory. Provisions are made to reduce excess or obsolete inventory to their estimated net realizable values. Once established, write-downs are considered permanent
adjustments to the cost basis of the excess or obsolete inventory. No inventory reserve was established by the Company as of September 30, 2020 and 2019.
Financial Instruments and Concentrations of Business and Credit Risk Financial instruments that potentially subject the Company to concentrations of business and credit
risks consist of cash and cash equivalents and accounts payable.
The Company maintains cash balances that can, at times, exceed amounts insured by the Federal Deposit Insurance Corporation. The Company has not experienced any losses
in these accounts and believes it is not exposed to any significant credit risk in this area.
The Company’s accounts payable can expose the Company to business risks such as supplier concentrations, which the Company mitigates by attempting to diversify its supply
chain. Supplier concentrations for the 9-months ended September 30, 2020 and 2019 consisted of two suppliers that accounted for $6,140,594 and $5,663,943, respectively, or
64.2% and 69.9%, respectively, of total purchases.
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GRASSROOTS HYDROPONICS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Property and Equipment Property and equipment are stated at cost, net of accumulated depreciation and amortization. Depreciation and amortization expense is calculated
using the straight-line method over the estimated useful lives of the related assets, ranging from 5 to 10 years. Leasehold improvements are amortized on a straight-line basis
over the shorter of their lease term or the estimated useful life of the leased asset.
Betterments, renewals, and extraordinary repairs that materially extend the useful life of the asset are capitalized; other repairs and maintenance charges are expensed as
incurred. The cost and related accumulated depreciation and amortization applicable to assets retired are removed from the accounts and the gain or loss on disposition, if any,
is recognized in the statements of income.
Impairment of Long-Lived Assets In accordance with Financial Accounting Standards Board (“FASB”) Accounting Standards Codification (“ASC”) Topic 360, Property,
Plant, and Equipment, long-lived assets such as property and equipment are reviewed for impairment whenever events or changes in circumstances indicate that the carrying
amount of an asset may not be recoverable. An impairment loss is recognized on long-lived assets when indicators of impairment are present and the undiscounted cash flows
estimated to be generated by those assets are less than the carrying amount of the assets. In such cases, the carrying value of these assets are adjusted to their estimated fair
value and assets held for sale are adjusted to their estimated fair value less estimated selling expenses.
No impairment losses of long-lived assets were recognized for the years ended September 30, 2020 and 2019.
Revenue Recognition In accordance with FASB ASC Topic 606, Revenue from Contracts with Customers (“ASC 606”), the Company recognizes revenue at a point in time,
when the goods are provided to the consumer at the retail location in exchange for cash consideration. The amount of revenue recognized reflects the consideration to which the
Company expects to be entitled to receive in exchange for these products, using the five-step method required by ASC 606:
Step 1: Identification of the customer contracts
Step 2: Identification of the performance obligations in the contracts
Step 3: Determination of the transaction price
Step 4: Allocation of the transaction price to each of the performance obligations in the contracts
Step 5: Recognition of revenue when, or as, each of the identified performance obligations is satisfied
The Company adopted this standard at the beginning of the year, January 1, 2019, with no material impact to its financial position or results of operations, using the
retrospective method.
For the Company, the contract is established when the consumer submits payment at its retail locations, which is done simultaneously upon the transfer of the product to the
consumer.
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GRASSROOTS HYDROPONICS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Performance obligations in a contract are determined based on each individual order and the respective quantities of each product transferred to the consumer, with revenue
being recognized at a point in time when obligations under the terms of the agreement are satisfied. This generally occurs with the transfer of control when the product is
purchased by the consumer, which provides immediate benefit to the consumer.

Any taxes collected on behalf of government authorities are excluded from net sales. There is no variable consideration between the Company and the consumer. The Company
does not receive noncash consideration for the sale of goods nor does the Company grant payment financing terms greater than one year.
The Company has determined that it has one reportable segment based on how the shareholders manage the business and in a manner consistent with the Company’s internal
reporting. Management consistently analyzes product sales based on the following major geographical locations:
For the 9-months ended September 30,
Anza, CA
Lake Elsinore, CA
Murrieta, CA
Net sales

$

$

2020
5,616,951
5,895,651
3,142,149
14,654,751

$

$

2019
5,251,791
3,383,837
2,014,830
10,650,458

Shipping and Handling Costs Shipping and handling costs associated with the selection and delivery of products to customers are included in cost of goods sold, and amounted
to $6,628 and $10,253 for the 9-months ended September 30, 2020 and 2019. Shipping and handling costs billed to customers are included in net sales.
Advertising Advertising costs are expensed as incurred and amounted to $23,583 and $12,698 for the 9-months ended September 30, 2020 and 2019, respectively, and are
included in selling, general and administrative expenses on the accompanying statements of income for the 9-months ended September 30, 2020 and 2019.
Income Taxes The Company is a California corporation and has elected to be treated as an S-corporation for federal income tax purposes. Pursuant to these elections, the
taxable income or loss of the Company is included in the tax return of the shareholders and is not subjected to federal income taxes. The Company files income tax returns in the
U.S federal jurisdiction and various state jurisdictions. The Company is subject to examination by U.S. federal tax authorities for returns filed for the prior three years and by
state tax authorities for returns filed for the prior four years.
The Company follows the provisions for uncertain tax positions as addressed in FASB ASC Subtopic 740-10,Income Taxes. As of September 30, 2020 and 2019, the Company
had no liabilities for unrecognized tax benefits, or tax positions for which the ultimate deductibility is highly certain but for which there is uncertainty about the timing of such
deductibility. The Company recognizes interest accrued related to unrecognized tax benefits in interest expense and penalties in operating expenses. No such interest or
penalties, and their related accruals, were recognized as of and for the 9-months ended September 30, 2020 and 2019.
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GRASSROOTS HYDROPONICS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Recently Issued Accounting Pronouncements In February 2016, the FASB issued Accounting Standards Update (“ASU”) 2016-02, Leases. The new standard establishes a
right-of-use ("ROU") model that requires a lessee to record a ROU asset and a lease liability, measured on a discounted basis, on the balance sheets for all leases with terms
greater than 12 months. Leases will be classified as either finance or operating, with classification affecting the pattern of expense recognition in the statements of income. A
modified retrospective transition approach is required for capital and operating leases existing at the date of adoption, with certain practical expedients available. In June 2020,
the FASB issued ASU 2020-05, Leases (Topic 842): Effective Date for Certain Entities (“ASU 2020-05”). The amendments of ASU 2020-15 defer the effective date of ASU
2016-02 for certain entities by one year. Private companies should apply the guidance in ASU 2016-02 to annual reporting periods beginning after January 1, 2022. The
Company is currently in the process of evaluating the potential impact of this new accounting guidance, which is effective for the Company beginning on January 1, 2022,
although early adoption is permitted.
In June 2016, the FASB issued ASU 2016-13 Topic 326, Financial Instruments - Credit Losses (“ASU 2016-13”), which in conjunction with subsequent amendments issued by
FASB amends the FASB’s guidance on the impairment of financial instruments. The ASU adds to US GAAP an impairment model (known as the “current expected credit loss
model”) that is based on expected losses rather than incurred losses. For private companies, ASU 2016-13 is effective for annual reporting periods beginning after December
15, 2021. In November 2019, the FASB issued ASU 2019-10, Financial Instruments – Credit Losses (Topic 326): Effective Date for Certain Entities (“ASU 2019-10”). The
amendments of ASU 2019-10 defer the effective date of ASU 2016-13 for certain entities by one year. Private companies should apply the guidance in ASU 2016-13 to annual
reporting periods beginning after December 15, 2022. Early adoption is permitted. The Company is currently in the process of evaluating the potential impact of this new
accounting guidance, which is effective for the Company beginning on January 1, 2023, although early adoption is permitted.
3.

INVENTORIES

As of September 30, 2020 and 2019, inventories consisted of finished goods. The Company believes all inventories on hand are sellable at a normal gross profit margin, and
accordingly, did not record an inventory reserve.
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GRASSROOTS HYDROPONICS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
4.

PROPERTY AND EQUIPMENT

Property and equipment consisted of the following:
As of September 30:
Leasehold improvements
Vehicles
Machinery and equipment
Furniture and equipment
Less: accumulated depreciation and amortization
Property and equipment, net

$

$

2020
386,216
129,141
69,663
46,803
631,823
(262,393 )
369,430

$

$

2019
284,430
129,141
65,783
46,803
526,157
(235,596 )
290,561

Depreciation and amortization expense related to property and equipment amounted to $41,904 and $40,504 for the 9-months ended September 30, 2020 and 2019, respectively.

5.

PPP Loan

In March 2020, the Coronavirus Aid, Relief, and Economic Security Act (“CARES Act”) was signed into law. The CARES Act authorized the Small Business Administration to
establish the Paycheck Protection Program (“PPP”) to issue loans to qualified businesses; these loans can be used for qualified expenses, including payroll, rent, and other
related costs. On April 7, 2020, the Company applied and received a PPP loan for $177,030 at an interest rate of 1.0% per annum. Subsequent to a six-month deferral period,
payments are due over a two-year period. All or portions of the principal and interest payments may be forgiven if used to cover qualified expenses. The Company intends to use
the entire loan amount for qualifying expenses. As of January 15, 2021, the Company has not filed the PPP loan forgiveness application. Any amounts not forgiven will be due
upon maturity.
Future minimum PPP loan payments are as follows as of September 30, 2020:
Years Ending December 31:
2020 (for the 3-months ended)
2021
2022
Totals

$

$

Amount
19,542
117,923
39,565
177,030
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GRASSROOTS HYDROPONICS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
6.

COMMITMENTS AND CONTINGENCIES

Operating Leases The Company is obligated under non-cancellable operating leases with third parties and a related party (see Note 8) for its facilities that expire on various
dates through March 2041. For the 9-months ended September 30, 2020 and 2019, rent expense amounted to $374,349 and $308,556, respectively, and is included in selling,
general and administrative expenses on the accompanying statements of income.
Future minimum lease payments under the non-cancellable operating leases are as follows as of September 30, 2020:
Years Ending December 31:
2020 (for the 3-months ended)
2021
2022
2023
2024
Thereafter
Totals

Related Party
64,650
258,600
258,600
258,600
258,600
4,202,250
$
5,301,300
$

Third Parties
48,959
167,484
13,957
—
—
—
$
230,400
$

$

$

Total
113,609
426,084
272,557
258,600
258,600
4,202,250
5,531,700

Litigation The Company is subject to certain legal proceedings and claims that arise in the normal course of business. The Company does not believe that the amount of
liability, if any, as a result of these proceedings and claims will have a materially adverse effect on the Company’s financial position, results of operations, and cash flows.
7.

SHAREHOLDERS’ EQUITY

As of September 30, 2020, the Company is authorized to issue 100 shares of common stock at a par value of $0.01 per share, with 100 shares issued and outstanding. Each
stockholder of common stock shall be entitled to one vote for each matter submitted to a vote of shareholders, with dividends distributed pro rata.
8.

RELATED PARTY TRANSACTIONS

The Company leases its Murrieta, CA facility from an affiliate under common ownership (see Note 6). Additionally, the Company purchases inventory from an affiliate under
common ownership. Inventory purchases from the affiliate amounted to $22,106 for the 9-months ended September 30, 2019. The Company did not purchase inventory from
the affiliate for the 9-months ended September 30, 2020.
F-11

GRASSROOTS HYDROPONICS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
9.

SUBSEQUENT EVENTS

The Company has evaluated subsequent events that have occurred from October 1, 2020 through February 5, 2021, which is the date that the financial statements were available
to be issued, and determined that there were no subsequent events or transactions that required recognition or disclosure in the financial statements, except for the following.
Acquisition by GrowGeneration Corporation Pursuant to the Asset Purchase Agreement, GrowGeneration California Corporation (“Buyer”) acquired the net assets of the
Company effective December 2, 2020 (the “Acquisition” or “Closing”). As consideration for the Acquisition, the Buyer provisionally agreed to pay $7,450,000 in cash, 50% of
the actual cost of the Company’s Obsolete Inventory, as defined, and $1,750,000 in common stock issuances of the Buyer at Closing.
Effects of the COVID-19 Outbreak Subsequent to December 31, 2019, there was a global outbreak of a new strain of coronavirus, COVID-19. The global and domestic
response to the COVID-19 outbreak continues to rapidly evolve. To date, certain responses to the COVID-19 outbreak have included mandates from federal, state and/or local
authorities to mitigate the spread of the virus, which have adversely impacted global commercial activity and have contributed to significant volatility in financial markets. The
COVID-19 outbreak and associated responses could result in a material impact to the Company’s future results of operations, cash flows and financial condition; however, at
this time the extent to which COVID-19 may impact the Company’s financial condition or results of operations is uncertain.
On March 27, 2020, the Coronavirus Aid, Relief, and Economic Security Act (“CARES Act”) was signed into law. The CARES Act provides numerous tax provisions and other
stimulus measures, including temporary changes regarding the prior and future utilization of net operating losses, temporary changes to the prior and future limitations on

interest deductions, temporary suspension of certain payment requirements for the employer portion of Social Security taxes, the creation of certain refundable employee
retention credits, and technical corrections from prior tax legislation for tax depreciation of certain qualified improvement property. The provisions of the CARES Act will be
applicable to the Company in fiscal year 2020 and therefore, the Company has not yet recorded the estimated impact to the financial statements that may result from the CARES
Act.
On April 7, 2020, the Company was granted a SBA loan from Chase Bank in the aggregate amount of $177,030, pursuant to the PPP under Division A, Title I of the CARES
Act. The loan, which was in the form of a note, matures on April 7, 2022 and bears interest at a rate of 1.0% per annum. The note may be prepaid at any time prior to maturity
with no prepayment penalties. Under the terms of the PPP, certain amounts of the loan may be forgiven if they are used for qualifying expenses and if the Company maintains
its payroll levels. Funds from the loan may only be used for qualifying expenses which include payroll, benefits, rent, utilities, and interest on other debt obligations. The
Company intends to use the entire loan amount for qualifying expenses.
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EXHIBIT 99.3
GROWGENERATION CORP AND SUBSIDIARIES
UNAUDITED PRO FORMA CONDENSED AND COMBINED FINANCIAL STATEMENTS
The following unaudited pro forma condensed and combined financial information and related notes present the historical condensed combined financial information of
GrowGeneration Corp and Subsidiaries (hereinafter referred to as “GrowGeneration”, “we,” “our,” “us” and similar terms unless the context indicates otherwise) and Grassroots
Hydroponics Inc. (hereinafter referred to as “Grassroots”), after giving effect to GrowGeneration’s acquisition of certain assets of Grassroots that was completed on December
14, 2020 (the “Acquisition Date”). The unaudited pro forma condensed combined financial information gives effect to our acquisition of Santa Rosa Hydro based on the
assumptions, reclassifications and adjustments described in the accompanying notes to the unaudited pro forma condensed combined financial information.
The unaudited pro forma condensed combined balance sheet as of September 30, 2020 reflects the acquisition of certain assets of Grassroots as if the acquisition had occurred
on September 30, 2020. The unaudited pro forma condensed combined statement of operations for the year ended December 31, 2019 and the nine months ended September
30, 2020 combines GrowGeneration’s and Grassroots’s historical results and are presented as if the acquisition had occurred on January 1, 2019 and 2020, respectively.
The condensed combined financial statements include pro forma adjustments for preliminary valuations of certain tangible and intangible assets by GrowGeneration’s
management as of the acquisition date of November 17, 2020. These adjustments are subject to further revision upon finalization of the transaction, the related intangible asset
valuations and fair value determinations. The determination and preliminary allocation of the purchase consideration used in the unaudited pro forma condensed combined
financial information are based upon preliminary estimates, which are subject to change during the measurement period as we finalize the valuations of the net tangible and
intangible assets acquired.
The unaudited pro forma adjustments are not necessarily indicative of or intended to represent the results that would have been achieved had the transaction been consummated
as of the dates indicated or that may be achieved in the future. The actual results reported by the combined company in periods following the acquisition may differ significantly
from those reflected in these unaudited pro forma condensed combined financial information for a number of reasons, including cost saving synergies from operating
efficiencies and the effect of the incremental costs incurred to integrate the two companies.
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GrowGeneration Corp
Unaudited Pro Forma Condensed Combined Balance Sheet
September 30, 2020
GrowGeneration
ASSETS
Current assets:
Cash
Accounts receivable, net
Inventory, net
Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Operating leases right-of-use assets, net
Goodwill
Intangible assets, net
Other assets
TOTAL ASSETS
LIABILITIES & STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable
Accrued liabilities
Payroll and payroll tax liabilities
Deferred revenue/Customer deposits
Sales tax payable
Income tax payable
Current maturities of operating leases liability
Long-term debt, current maturities
Total current liabilities
Operating leases liability, net of current maturities
Long-term debt, net of current portion
Total liabilities

$

$

$

55,347,450
5,246,521
37,847,421
5,537,083
103,978,475
4,488,922
8,109,184
21,925,084
864,219
336,149
139,702,033

11,452,252
119,810
1,943,328
2,469,581

Grassroots

$

$

$

3,079,537
—
2,286,535
53,761
5,419,833
369,430
—
—
—
14,830
5,804,093

395,775
197,552
—
—

Adjustments

$

$

$

(3,079,537)
(7,498,920)
—
(53,761)
(10,632,218)
1,436,800
7,421,890
—
(14,830)
(1,788,358)

(395,775)
(197,552)
—
—

Combined

$

$

$

47,848,530
5,246,521
40,133,956
5,537,083
98,766,090
4,858,352
9,545,984
29,346,974
864,219
336,149
143,717,768

11,452,252
119,810
1,943,328
2,469,581

901,900
1,927,805
2,037,537
88,049
20,940,262

—
—
—
107,876
701,203

—
—
360,000
(107,876 )
(341,203)

901,900
1,927,805
2,397,537
88,049
21,300,262

6,307,463
189,333
27,437,058

—
69,154
770,357

1,076,800
(69,154)
666,443

7,384,263
189,333
28,873,858

Stockholders’ Equity
Common Stock, $.001 par value
Additional paid in capital
Accumulated deficit
Total Stockholders’ Equity
Total liabilities and Stockholders’ Equity

$

48,412
115,285,993
(3,069,430)
112,264,975
139,702,033

$

1
—
5,033,735
5,033,736
5,804,093

$

(1 76 )
2,578,859
(5,033,735
(2,454,801)
(1,788,358)

$

48,488
117,864,852
(3,069,430)
114,843,910
143,717,768

See accompanying notes to Unaudited Pro Forma Condensed Combined Financial Statements
F-3

GrowGeneration Corp
Unaudited Pro Forma Condensed Combined Statement of Operations
For the Nine Months Ended September 30, 2020
GrowGeneration
Sales
Cost of sales
Gross Profit

$

Operating expenses
Income from Operations
Other income (expense):
Interest expense
Interest income
Other expense
Total non-operating income (expense), net

131,440,820
96,338,467
35,102,353

Grassroots
$

14,654,751
11,523,593
3,131,158

Adjustments
$

Combined
—
—
—

$

146,095,571
107,862,060
38,233,511

29,307,210

1,597,912

—

30,905,122

5,795,143

1,533,246

—

7,328,389

(19,728)
72,605
(75,149)
(22,272)
5,772,871
(1,995,113)
3,817,758

379
(294)
85
1,533,331
(17,948)

—
—
—
—

(19,728)
72,984
(75,443)
(22,187)

—
—
—

7,306,202
(2,013,061)
5,333,141

Net income, before taxes
Provision for income taxes
Net income

$

Net income per shares, basic

$

.09

$

Net income per shares, diluted

$

.09

$

$

1,515,383

$

$

.13
.12

Weighted average shares outstanding, basic

41,477,438

41,553,721

Weighted average shares outstanding, diluted

44,223,683

44,299,966

See accompanying notes to Unaudited Pro Forma Condensed Combined Financial Statements
F-4

GrowGeneration Corp
Unaudited Pro Forma Condensed Combined Statement of Operations
For the Year Ended December 31, 2019
GrowGeneration
Sales
Cost of sales
Gross Profit

$

Operating expenses
Income from Operations
Other income (expense):
Interest expense
Other expense
Other income
Total non-operating income (expense), net

79,733,568
57,171,721
22,561,847

Grassroots
$

13,134,753
10,479,154
2,655,599

Adjustments
$

Combined
—
—

$

92,868,321
67,650,875
25,217,446

20,421,726

1,825,357

—

22,247,086

2,140,121

894,583

—

3,034,704

(401,497)
(4,545)
144,725
(261,317)

—
(791)
716
(75)

(401,497)
(5,336)
145,441
(261,392)

894,508
(5,545 )

2,773,312
(5,545 )
2,767,770

Net income, before taxes
Provision for income taxes
Net income (loss)

$

1,878,804
—
1,878,807

Net income per shares, basic

$

.06

$

.08

Net income per shares, diluted

$

.06

$

.07

$

888,963

$

Weighted average shares outstanding, basic

32,833,594

32,909,877

Weighted average shares outstanding, diluted

39,228,696

39,304,979

See accompanying notes to Unaudited Pro Forma Condensed Combined Financial Statements
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GROWGENERATION CORP
NOTES TO UNAUDITED PRO FORMA
CONDENSED AND COMBINED FINANCIAL STATEMENTS
1.

BASIS OF PRO FORMA PRESENTATION

The unaudited pro forma condensed and combined balance sheet as of September 30, 2020 combines GrowGeneration’s historical condensed consolidated balance sheet with
the historical balance sheet of Grassroots and has been prepared as if our acquisition of certain assets of Grassroots occurred on September 30, 2020. The unaudited pro forma
condensed and combined statements of operations for the year ended December 31, 2019 and for the nine months ended September 30, 2020 combine our historical condensed
consolidated statements of operations with Grassroots historical statements of operations and have been prepared as if the acquisition occurred on January 1, 2019 and January
1, 2020, respectively. The historical financial information is adjusted in the unaudited pro forma condensed combined financial information to give effect to pro forma events
that are (1) directly attributable to the proposed acquisition, (2) factually supportable, and (3) with respect to the condensed combined statements of operations and
comprehensive income, expected to have a continuing impact on the combined results.
We have accounted for the asset acquisition in this unaudited pro forma condensed combined financial information using the acquisition method of accounting in accordance
with Financial Accounting Standards Board Accounting Standards Codification Topic 805 “Business Combinations” (“ASC 805”). In accordance with ASC 805, we use our
best estimates and assumptions to assign fair value to the tangible and intangible assets acquired and liabilities assumed at the Acquisition Date. Goodwill as of the Acquisition
Date is measured as the excess of purchase consideration over the fair value of net tangible and identifiable intangible assets acquired.
The pro forma adjustments described below were developed based on GrowGeneration management’s assumptions and estimates, including assumptions relating to the
consideration paid and the allocation thereof to the assets acquired from Grassroots based on preliminary estimates of fair value. The final purchase consideration and the
allocation of the purchase consideration will differ from that reflected in the unaudited pro forma condensed combined financial information after final valuation procedures are
performed and amounts are finalized following the completion of the acquisition.
The unaudited pro forma condensed combined financial information is provided for illustrative purposes only and does not purport to represent what the actual consolidated
results of operations or the consolidated financial position of the combined company would have been had the acquisition occurred on the dates assumed, nor are they
necessarily indicative of future consolidated results of operations or financial position.
The unaudited pro forma condensed and combined financial information does not reflect any integration activities or cost savings from operating efficiencies, synergies, asset
dispositions or other restructurings that could result from the acquisition.
2.

PRELIMINARY PURCHASE CONSIDERATION AND RELATED ALLOCATION

The assets subject to the sale under the Purchase Agreement included inventories, fixed assets, tangible personal property, intangible personal property and contracts. The
Company agreed to pay the sellers a total of $7,498,920 and 76,283shares of common stock of the Company as consideration for the assets.
Cash at closing
Fair value of common stock issued
Total purchase consideration

$
$

7,498,920
2,501,320
10,000,240
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2.

PRELIMINARY PURCHASE CONSIDERATION AND RELATED ALLOCATION, continued

The following table summarizes the preliminary allocation of the assets acquired based on their fair values on the acquisition date.
Inventory
Property and equipment
Operating leases right-of-use assets
Goodwill
Operating leases liability
Total

$

2,428,350
150,000
1,436,800
7,421,890
(1,436,800)

$

10,000,240

Upon completion of the fair value assessment, it is anticipated that the final purchase price allocation will differ from the preliminary assessment outlined above. The final
allocation could differ materially from the preliminary allocation used in the pro forma adjustments. Any changes to the preliminary estimates of the fair value of the assets
acquired and liabilities assumed will be recorded as adjustments to those assets and liabilities and residual amounts will be allocated to goodwill.
3.

PRO FORMA ADJUSTMENTS

The pro forma adjustments included in the unaudited pro forma condensed and combined financial statements are as follows:
a)

Eliminate assets and liabilities not acquired in the asset purchase.

b)

Record cash issued at closing and fair market value of common stock issued.

c)

Adjust provision for income taxes.

d)

Assumption of operating leases in the asset purchase
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