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AFFIDAVIT NO. 1 OF SCOTT MORROW
SWORN JUNE 19, 2024

I, Scott Morrow, of the City of Calgary, in the Province of Alberta, MAKE OATH AND SAY:

1. | am the Chief Executive Officer (‘CEQ”) of 420 Investments Ltd. (“420 Parent”), 420 Premium
Markets Ltd. (“420 Premium”) and Green Rock Cannabis (EC 1) Limited (“GRC") (collectively,
“FOUR20” or the “Applicants”). | have been the CEO of FOUR20 since January 1, 2021, and a

member of the boards of directors since May 6, 2021.

2. | am responsible for overseeing the operations of the Applicants, their liquidity management and,

ultimately, for assisting in their restructuring process. Because of my involvement with the

Applicants, | have knowledge of the matters to which | hereinafter depose, except where otherwise
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stated. | have also reviewed the records and have spoken with certain of the directors, officers

and/or employees of the Applicants, as necessary. Where | have relied upon such information, | do

verily believe such information to be true.

3. This affidavit is sworn in support of an application (the “Application”) returnable before the Alberta
Court of King’s Bench (Commercial List) (the “Court”) on June 27, 2024, for an Order:

(a)

(b)

(c)

(d)
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abridging the time for service of the Application and the materials filed in support thereof,

and dispensing with further service thereof;

extending the time within which the Applicants are required to file a proposal to their
creditors for 45 days to August 12, 2024, pursuant to section 50.4(9) of the Bankruptcy and
Insolvency Act, RSC 1985, c. B-3, as amended (the “BIA”);

directing that the proposal proceedings and estates of the Applicants shall be procedurally
consolidated and shall continue under a single estate (each individual estate being an
“Estate”, and the consolidated estate being the “Consolidated Estate”), authorizing and
directing the Proposal Trustee (defined below) to administer the Estates making up the
Consolidated Estate on a consolidated basis and permitting the Applicants to file a joint
proposal to its creditors, and granting ancillary relief arising from the procedural

consolidation of the Estates;

authorizing and empowering the Applicants to obtain and borrow under an interim facility
loan agreement (such facility, the “Interim Facility” and such agreement, the “Interim
Facility Agreement”), the terms of which are still being negotiated and will be disclosed in

a supplemental affidavit if an agreement is reached;

granting the following super-priority charges on all the property, assets and undertaking of

the Applicants (the “Property”):

i. an Administration Charge (the “Administration Charge”) to KSV Restructuring
Inc. (“KSV"), in its capacity as Trustee under the Notices of Intention to Make a
Proposal filed by the Applicants (the “Proposal Trustee”), counsel to the Proposal
Trustee and the Applicants’ counsel, as security for their professional fees and

disbursements up to the maximum amount of $300,000;

ii. a charge (the “Interim Lender’s Charge”) to secure the Applicants’ obligations

under the Interim Facility Agreement;



.

ii. a directors’ and officers’ charge (the “D&O0 Charge”) in the amount of $721,000;

and

iv. a key employee retention plan (‘KERP”) described in the Confidential Exhibit (as
defined below) for certain key employees of the Applicants (‘KERP Employees”)
and granting a charge as security for payments under the KERP, up to the
maximum amount of $373,928.17 (‘KERP Charge”); and

(f) granting the following priority to the Court-ordered charges on the Property of the Applicants;
i. First — Administration Charge;
i. Second - Interim Lender’s Charge;
iii. Third — D&O Charge; and
iv. Fourth — KERP Charge,

(g) an Order (the “Sealing Order”) sealing Exhibit “Q” of this Affidavit (the “Confidential Exhibit")
on the Court record in relation to the KERP and KERP Charge; and

(h) such further and other relief as this Honourable Court may deem just.

4, All references to currency in this affidavit are references to Canadian dollars, unless otherwise
indicated.

5. | have been advised by the Proposal Trustee that the Proposal Trustee supports the Application.

A. NOTICE OF INTENTION TO MAKE A PROPOSAL

6. For the reasons described below, on May 29, 2024 (the “Filing Date”), each of the Applicants filed

Notices of Intention to Make a Proposal with the Office of the Superintendent of Bankruptcy Canada
under Part |1l of the BIA in Estate numbers 25-3086318, 25-3086304 and 25-3086302 (the “NOIs”).
KSV was appointed Proposal Trustee in each of the Applicants’ proposal proceedings. Attached

and marked as Exhibit “A” are copies of the NOls.

7. For efficiency and due to the related nature of the Applicants’ business, the Applicants request the
authorization of this Court to consolidate the three proposal proceedings in action nos. 25-3086318,
25-3086304 and 25-3086302 into a single proceeding. | believe this will allow for a more efficient

restructuring and will benefit the Applicants’ stakeholders.
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FOUR20’S BUSINESS

(a) Corporate Structure

FOUR20 operates through a group of companies comprising the ‘FOUR20” brand. The

organizational chart showing the corporate structure of FOUR20 is as follows:

420 Investments Ltd.
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Each of the Applicants are private corporations existing under the laws of the Province of Alberta,
with their registered offices located in Calgary, Alberta. Copies of Alberta corporate searches for

each of the Applicants are attached and marked as Exhibit “B”.

420 Parent is the ultimate parent company of a group of companies that includes the Applicants,
420 Clinic Ltd. (“420 Clinic”) and 420 Dispensaries Ltd. (420 Dispensaries”). The group carries

on business as a cannabis retailer in Western Canada and Ontario.

420 Parent has five directors: Freida Butcher; Gordon Cameron; Geoff Gobert; Scott Morrow; and

Aaron Serruya. 420 Parent is owned by a small group of privately held individuals and corporations.

420 Premium and GRC each have three directors: Freida Butcher; Geoff Gobert; and Scott Morrow.
420 Premium’s sole shareholder is 420 Dispensaries, a wholly owned subsidiary of 420 Parent.
GRC'’s sole shareholder is 420 Parent. 420 Dispensaries is a holding company and has no

operations or assets other than its holding 420 Premium.

420 Clinic was historically in the business of providing cannabinoid education and introducing
patients to medical cannabis treatments through education and referring patients to authorized

producers. 420 Clinic is no longer in operations.
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All of the financial statements of FOUR20 are prepared on a consolidated basis with 420
Dispensaries and 420 Clinic. 420 Dispensaries and 420 Clinic have no material assets or liabilities

(excluding the shares of 420 Premium held by 420 Dispensaries).

(b) FOUR20’s Operations

FOURZ20 is in the business of direct-to-consumer sales of cannabis and cannabis accessories
through its retail locations. Prior to the filing of the NOIs, 420 Premium operated 33 licensed
cannabis retail stores under the banner name of “FOUR20” in Alberta. GRC operates one licensed

cannabis retail store in Ontario under the banner name “FOUR20".

FOUR20 operates in a highly regulated environment, in accordance with the Cannabis Act
(Canada) and applicable provincial and municipal legislation. Each province and territory is
responsible for determining the regime for the sale and distribution of cannabis within its jurisdiction.
Among other things, these governments establish rules regarding how cannabis can be sold, how
retail stores must be operated, where such stores can be located and who is allowed to sell
cannabis. Adult-use recreational cannabis products are only permitted to be sold through retailers

authorized by provincial and territorial governments.

As set out below, each provincial and territorial government has established its own rules and
criteria for obtaining and maintaining a private cannabis retail licence. In general, all provinces and

territories require:

(a) that a licence be obtained and maintained prior to the commencement of any activities with
cannabis. The licensing application process considers the physical location of the proposed
retail outlet, as well as the financial and personal backgrounds of key persons associated
with the proposed licensed operation, including directors and officers of a corporation,

investors, retail store managers and security personnel;

(b) that a licence is required for each cannabis retail store, and that the location of all cannabis

stores is subject to municipal oversight/approval;

(c) that specified physical security measures be in place at the retail store location (including
physical security requirements around locks, as well as visual monitoring and protection
by way of a third-party monitored alarm system) to ensure that there is no unauthorized

entry and/or unauthorized access to cannabis;

(d) certain requirements for employees of the proposed cannabis retail store, including
background and/or criminal record checks and requirements for employee training prior to

beginning their employment at the store; and

119324407 v8



18.

19.

20.

21.

22,

23.

-6-

(e) that the licensee maintain and submit certain records, and be subject to inspection by the

provincial or territorial regulator.

As of the date of filing NOls, 420 Premium and GRC held all required permits and licences to sell

cannabis at all then operated stores as follows:

(a) In Alberta, 420 Premium holds 33 licences to operate cannabis retail stores, issued by the

Alberta Gaming, Liquor and Cannabis Commission;1 and

(b) In Ontario, GRC held one licence to operate a cannabis retail store, issued by the Alcohol

and Gaming Commission of Ontario.

(c) Employees

As of the Filing Date, the Applicants employed a total of 175 active employees and 10 employees
on leave. Of those 175 active employees, 127 were paid hourly and 48 were paid by salary. The

Applicants also engaged three part time contractors.

As of the Filing Date, the Applicants employed approximately 168 active employees in Alberta, and
seven active employees in Ontario. The majority of the Applicants’ employees work in retail

operations.

None of the Applicants’ employees are subject to a collective bargaining agreement. The Applicants

do not have a pension plan in place.

(d) Leased Locations

All of 420 Premium’s retail stores are operated from leased premises. 420 Premium also has a
leased property in Calgary, Alberta, which it used as a corporate office. As of the date of filing the
NOls, 420 Premium was party to 44 leases. GRC operates from one leased premises in Ontario.

Attached and marked as Exhibit “C” is a chart showing all FOUR20 leases as of the date of filing
the NOls.

After filing the NOIs, 420 Premium disclaimed 16 leases to preserve liquidity and facilitate the
making of a viable proposal: seven operating locations, three subleased locations and four non-
operating locations, including its head office (collectively, the “Disclaimed Leases”). Attached and
marked as Exhibit “D” is a chart summarizing the Disclaimed Leases and copies of the notices of

disclaimer (the “Notices of Disclaimer”) sent with respect to each of those leased locations.

1 This figure excludes licences that may still be held by the Applicants in connection with closed stores.
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The Notices of Disclaimer in respect of the disclaimed locations were issued by FOUR20, in
consultation with the Proposal Trustee, after it was determined that they were in the best interests
of the respective companies, creditors, employees and other stakeholders, and necessary for the

making of a viable proposal.

The Proposal Trustee supported the issuance of the Notices of Disclaimer for each of the

Disclaimed Leases.

FINANCIAL POSITION OF FOUR20

A copy of FOUR20’s unaudited consolidated financial statements for the fiscal year ended
December 31, 2023, is attached as Exhibit “E”.

(a) Assets

As appears in FOUR20’'s Q4 2023 Financial Statement as at December 31, 2023, FOUR20 had

assets with an unaudited book value of approximately $32,449,000, which consisted of the

following:
Asset Type Value ($)
Current Assets
Cash 1,378,000
Trade and other receivables 515,000
Merchandise inventories 2,167,000
Prepaid and other assets 432,000
Non-Current Assets
Deposits 552,000
Property and equipment, net 6,514,000
Right-of-use assets, net 17,207,000
Goodwill (inc. Intangibles) 3,684,000
Total Assets 32,449,000

(b) Liabilities

As appears in FOUR20’s Q4 2023 Financial Statement as at December 31, 2023, FOUR20 has
liabilities with an unaudited book value of approximately $30,720,000, which consisted of the

following:
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Liability Type Value ($)
Current Liabilities
Accounts payable and accrued liabilities 2,411,000
Debentures and loans’ 8,452,000
Other current liabilities 82,000
Non-Current Liabilities
Lease liabilities 19,775,000
Total Liabilities 30,720,000

29. FOURZ20 lacks adequate working capital, with $4,492,000 in current assets and $10,945,000 in
current liabilities as of December 31, 2023 (if the HP Loan (as defined below) is excluded from
FOUR20’s current liabilities, then the current liabilities are $3,945,000). Even if FOUR20 could
realize on the full book value of its current assets, then it would still be unable to satisfy its current

liabilities in the immediate term.

30. The Applicants sought creditor protection primarily as a result of the adverse outcome in the Tilray
Proceeding (defined below). Additionally, as a result of unprofitable store locations and non-

operating leases, the Applicants have experienced some ongoing financial liquidity issues.
(c) Shareholder Loans
31. As of the date of filing the NOls, the shareholder loans of 420 Parent totaled $340,000, plus interest.
There are no shareholder loans to 420 Premium and GRC.
(d) Secured Debt
32. Attached and marked as Exhibit “F” are copies of the personal property registry searches of 420
Parent, 420 Premium and GRC.
(i) Nomos Litigation Funding Agreement

33. On September 24, 2020, 420 Parent, as borrower, and Nomos Capital I-A LP (“Nomos”), as lender,
entered into a litigation funding agreement (the “Funding Agreement”) related to the Tilray

Proceeding (as defined and described below).

34. Pursuant to the terms of the Funding Agreement, Nomos agreed to provide 420 Parent funding of

legal fees and disbursements up to a maximum amount of $1,000,000 incurred in relation to the

2 |ncludes the HP Loan of $7,000,000. As discussed below, the HP Loan was the subject of a summary judgment on February 7,
2024, which resulted in the HP Judgment being awarded against 420 Parent in the amount of $9,810,364.12.
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Tilray Proceeding. The Funding Agreement provided Nomos with a priority secured interest in any

proceeds arising from the Tilray Proceeding and Property of 420 Parent.

On the Filing Date, in accordance with Section 13 of the Funding Agreement, Nomos terminated
the Funding Agreement, and the parties waived the ten-day notice requirement thereunder.
Attached and marked as Exhibit “G” is a copy of the email evidencing the termination of the

Funding Agreement.

Nomos elected to receiving the “Investment Repayment Amount” under the Funding Agreement,
which means the aggregate amount of funds advanced by Nomos in respect of legal fees,
disbursements and expenses, together with interest calculated at a rate of 12% per annum,

compounded monthly.

As of the Filing Date, $1,062,660.57 was due and owing to Nomos under the terms of the Nomos

Funding Agreement (the “Nomos Loan”).

(i) High Park Loan Agreement

On August 28, 2019, 420 Parent, High Park Shops Inc. (‘High Park”) and Tilray, Inc. (“Tilray”)
each entered into an arrangement agreement (the “Arrangement Agreement’) relating to the
purchase of outstanding shares in 420 Parent by High Park and Tilray (the “Tilray Transaction”).

High Park was formed for the purpose of the acquisition of 420 Parent and is a subsidiary of Tilray.

In connection with the Tilray Transaction, 420 Parent, as borrower, and High Park, as lender,
entered into a Loan Agreement (the “HP Loan Agreement”) whereby High Park agreed to advance
$7,000,000 to 420 Parent (the “HP Loan”). In accordance with the terms of the HP Loan
Agreement, High Park advanced $5,000,000 to 420 Parent on August 29, 2019, and a further
$2,000,000 on November 29, 2019. Attached and marked as Exhibit “H” is a copy of the HP Loan

Agreement.

420 Parent's obligations under the HP Loan Agreement are secured by a general security
agreement dated August 28, 2019, executed by 420 Parent (the “HP GSA”). Pursuant to the GSA,
the Applicants granted a charge on all 420 Parent’s Property in favour of High Park. Due to the
expiry of the registration of the HP GSA, the HP Loan ranks in second priority to the Nomos Loan.
A copy of the HP GSA is attached as Exhibit “I”.

In late January and February of 2020, High Park and Tilray delivered a series of breach notices
and notices that purported to terminate the Arrangement Agreement. Attached and marked as

Exhibit “J” is a copy of the Notice of Termination of the Arrangement Agreement.
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