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RIOT BLOCKCHAIN, INC.
As used in this Quarterly Report on Form 10-Q (this “Quarterly Report”), the terms “we,” “us,” “our,” the “Company,” the “Registrant,” “Riot Blockchain, Inc.,” and “Riot”
mean Riot Blockchain, Inc. and its consolidated subsidiaries, unless otherwise indicated.
CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS
This Quarterly Report contains forward-looking statements that involve risks and uncertainties, as well as assumptions that may not materialize or prove to be correct, which
could cause our results to differ materially from those expressed in or implied by such forward-looking statements. All statements other than statements of historical fact,
including those set forth under Part I, Item 2. “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” are statements that could be
deemed forward-looking statements, including, but not limited to, statements concerning: our plans, strategies and objectives for future operations; new equipment, systems,
technologies, services or developments; future economic conditions, performance or outlook; future political conditions; the outcome of contingencies; potential acquisitions
or divestitures; the value of Bitcoin awards in our mining operation; expected cash flows or capital expenditures; our beliefs or expectations; activities, events or developments
that we intend, expect, project, believe or anticipate will or may occur in the future, including expected COVID-related impacts on our business; and assumptions underlying
any of the foregoing. Forward-looking statements may be identified by their use of forward-looking terminology, such as “believes,” “expects,” “may,” “should,” “would,”
“will,” “intends,” “plans,” “estimates,” “anticipates,” “projects” and similar words or expressions. You should not place undue reliance on these forward-looking statements,
which reflect our management’s opinions only as of the date of filing of this Quarterly Report and are not guarantees of future performance or actual results. Forward-looking
statements are made in reliance on the safe harbor provisions of Section 27A of the Securities Act of 1933, as amended (the “Securities Act”), Section 21E of the Securities
Exchange Act of 1934, as amended (the “Exchange Act”), and the U.S. Private Securities Litigation Reform Act of 1995. The following are some of the factors we believe
could cause our actual results to differ materially from our historical results or our current expectations or projections:
i

•

our strategic decision to concentrate on and make capital investments in cryptocurrency mining ties the success of our business to the success of the major
cryptocurrencies we mine, particularly Bitcoin, as well as the success of cryptocurrencies, generally;

•

our cryptocurrency mining operations are subject to unique industry risks, including, among others, risks associated with the need for significant electrical power, intense
competition for new miners, cybersecurity and increased world-wide competition for a fixed supply of Bitcoin rewards, which could have a material adverse effect on our
business;

•

our mining operations could be materially and adversely impacted by a natural disaster or other significant disruption;

•

our present use of a third-party co-location arrangement for our mining operations;

•

we depend on our ability to mine cryptocurrencies, particularly Bitcoin, at a value above our cost to mine them; however, the historical volatility in the market prices of
these cryptocurrencies significantly impairs our ability to accurately predict their future prices and, therefore, our future revenues;

•

strategic transactions, including mergers, acquisitions, investments and divestitures in other cryptocurrency- and blockchain-focused companies, involve significant risks
and uncertainties that could adversely affect our business, financial condition, results of operations, cash flows and equity;

•

we may fail to realize the anticipated benefits of our acquisition of Whinstone US, Inc. (“Whinstone”), or those benefits may take longer to realize than expected, as we
encounter unforeseen difficulties integrating its operations into our own;

•

we may be unable to attract and retain senior management and other qualified personnel necessary to effectively integrate Whinstone’s operations into our own;

•

we may be required to record a significant charge to earnings if our goodwill or amortizable intangible assets become impaired. We may not realize all the economic
benefit from our acquisitions, which could cause an impairment of goodwill or intangibles. Factors that may be a change in circumstances, indicating that the carrying
value of our goodwill or amortizable intangible assets may not be recoverable, include a decline in our stock price and market capitalization, reduced future cash flow
estimates, and slower growth rates in industry segments in which we participate;

•

the Whinstone Facility (as defined herein) requires consistent access to a considerable amount of electricity and consistent high-speed Internet connectivity, which we
may not be able to guarantee as a result of various factors outside of our control;

•

negative media attention and public perception surrounding energy consumption by cryptocurrency mining may adversely affect our ability to successfully integrate
Whinstone and realize the anticipated benefits of the Whinstone Acquisition (as defined herein);

•

the anticipated increased demand in electrical power capacity at the Whinstone Facility may not be sustainably consistent with any increase in cost to supply that demand,
which may affect the financial outcomes associated with the Whinstone Acquisition;

•

we have made significant investments in our development of our liquid immersion-cooled Bitcoin mining technology, which may expose us to new risks and
uncertainties, and if we are unable to effectively implement this innovative technology, we may not realize the benefits we anticipate from our investment on the schedule
we anticipate, if at all;

•

we will need to raise additional capital to fund our business objectives, goals and strategies; however, volatility in the trading price of shares of our common stock may
jeopardize our ability to maintain the Nasdaq listing of our common stock and/or make it difficult or impossible for us to raise the necessary capital;
ii

•

our reputation and ability to do business may be impacted by the improper conduct of our employees, agents or business partners;

•

we have a small executive management team and board of directors, and it may be difficult for us to replace a departing member of our management team or board;

•

we have a history of operating losses and we may be unable to achieve or sustain profitability;

•

we participate in markets that are often subject to uncertain economic conditions, which makes it difficult to estimate growth in our markets and, as a result, future income
and expenditures;

•

we cannot predict the consequences of future geo-political events, but they may adversely affect the markets in which we operate, our ability to insure against risks, our
operations or our profitability;

•

we could be negatively impacted by a security breach, through cyber attack, cyber intrusion, insider threats or otherwise, or other significant disruption of our IT
networks and related systems;

•

disputes with our suppliers, or their inability to perform or timely deliver new miners, parts or services, could adversely affect our expectations regarding future
deployment of our miners;

•

we face certain significant risk exposures and potential liabilities that may not be covered adequately by insurance or indemnity;

•

unforeseen environmental issues could have a material adverse effect on our business, financial condition, results of operations, cash flows and equity;

•

the outcome of litigation or arbitration in which we are involved from time to time is unpredictable, and an adverse decision in any such matter could have a material
adverse effect on our financial condition, results of operations, cash flows and equity; and

•

COVID-19 and ongoing attempts to contain and reduce its spread could have a material adverse effect on our business operations, financial condition, results of
operations, cash flows and equity, as well as those of our transaction partners, including the overseas manufacturers of our miners.

Additional details and discussions concerning some of the various risks, factors and uncertainties that could cause future results to differ materially from those expressed or
implied in our forward-looking statements are set forth in Part II, Item 1A. “Risk Factors” in this Quarterly Report and Part I, Item 1A. “Risk Factors” in our Annual Report
on Form 10-K for the year ended December 31, 2020, as amended (the “2020 Annual Report”), and the additional risk factors set forth in Exhibit 99.3 of our Form 8-K dated
May 26, 2021, as well as those which may be disclosed in current reports on Form 8-K and other subsequent filings we make with the SEC. The foregoing list of factors and
the factors set forth in Item 1A. “Risk Factors” included in our 2020 Annual Report, this Quarterly Report, and our other filings are not exhaustive. Additional risks and
uncertainties not known to us or that we currently believe not to be material may adversely impact our business, financial condition, results of operations and cash flows. It is
not possible for our management to predict all risks, nor can we assess the impact of all factors on our business or the extent to which any factor, or combination of factors,
may cause actual results to differ materially from those contained in any forward-looking statements we may make. Should any risks or uncertainties develop into actual
events, these developments could have a material adverse effect on our business, financial condition, results of operations and cash flows.
Accordingly, you should read this Quarterly Report completely and with the understanding that our actual future results may be materially different from what we expect. The
forward-looking statements contained in this Quarterly Report speak only as of the date of filing of this Quarterly Report and, unless otherwise required by applicable
securities laws, the Company disclaims any intention or obligation to update or revise any forward-looking statements, whether as a result of new information, future events or
otherwise. All forward-looking statements attributable to us are expressly qualified by these cautionary statements.
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PART I — FINANCIAL INFORMATION
Item 1. Condensed Interim Consolidated Financial Statements (Unaudited)
Riot Blockchain, Inc. and Subsidiaries
Condensed Consolidated Balance Sheets
(in thousands, except for share and per share amounts)
September 30, 2021
(Unaudited)
ASSETS
Current assets
Cash and cash equivalents
Accounts receivable
Prepaid expenses and other current assets
Cryptocurrencies
Investments in marketable equity securities, at fair value
Total current assets
Property and equipment, net
Deposits
Long-term investments
Right of use assets
Derivative asset
Intangible assets, net
Goodwill
Future power credits
Total assets

$

$

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities
Accounts payable
Accrued expenses
Deferred revenue, current portion
Operating lease liability, current portion
Total current liabilities

$

Deferred revenue, less current portion
Operating lease liability, less current portion
Contingent consideration liability - future power credits
Deferred tax liability
Other long-term liabilities
Total liabilities

December 31, 2020

57,880
3,632
1,552
102,313
13,647
179,024
200,751
94,416
310
6,692
37,773
84,807
267,237
83,397
954,407

$

14,651
7,252
2,546
1,125
25,574

$

$

223,382
1,257
11,626
236,265
10,143
33,093
310
336
280,147

718
1,582
97
2,397

20,256
7,254
83,397
41,491
6,120
184,092

679
3,076

-

-

11

22

Commitments and contingencies - Note 15
Stockholders' equity
Preferred stock, no par value, 15,000,000 shares authorized:
2% Series A Convertible stock, 2,000,000 shares authorized; no shares issued and outstanding as of
September 30, 2021 and December 31, 2020
0% Series B Convertible stock, 1,750,001 shares authorized; 2,199 and 4,199 shares issued and outstanding
as of September 30, 2021 and December 31, 2020, respectively, liquidation preference over common
stock, equal to carrying value
Common stock, no par value; 170,000,000 shares authorized; 97,206,590 and 78,523,517 shares issued and
outstanding as of September 30, 2021 and December 31, 2020, respectively
Accumulated deficit
Total stockholders' equity
Total liabilities and stockholders' equity

$

988,692
(218,388 )
770,315
954,407

See Accompanying Notes to Unaudited Condensed Interim Consolidated Financial Statements
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$

506,961
(229,912 )
277,071
280,147

Riot Blockchain, Inc. and Subsidiaries
Condensed Interim Consolidated Statements of Operations
(in thousands, except for share and per share amounts)
(Unaudited)
Three Months Ended September 30,
2021
2020
Revenue:
Revenue, net - cryptocurrency mining
Revenue, net - data center hosting
Other revenue
Total revenue

$

53,590
11,193
25
64,808

Costs and expenses:
Cost of revenues, cryptocurrency mining (exclusive of
depreciation and amortization shown below)
Cost of revenues, data center hosting (exclusive of depreciation
and amortization shown below)
Acquisition-related costs
Selling, general and administrative
Depreciation and amortization
Change in fair value of derivative asset
Change in fair value of contingent consideration
Impairment of long-term investment
Impairment of cryptocurrencies
Total costs and expenses
Operating loss

$

Nine Months Ended September 30,
2021
2020

2,437
25
2,462

$

108,213
14,067
73
122,353

$

6,717
73
6,790

13,034

1,302

29,893

4,149

12,581
552
40,307
12,207
(9,920 )
259
69,020
(4,212 )

2,000
1,267
4,569
(2,107 )

16,317
18,894
47,971
20,791
(27,456 )
444
17,507
124,361
(2,008 )

7,964
2,761
9,413
989
25,276
(18,486 )

Other income (expense):
Reversal of registration rights penalty
Gain (loss) on sale of equipment
Interest income
Other income (expense)
Realized gain on sale/exchange of long-term investment
Realized gain on sale/exchange of cryptocurrencies
Unrealized loss on marketable equity securities
Total other income (expense)

40
(85 )
65
(11,151 )
(11,131 )

(5 )
12
(2 )
385
390

295
1,425
26,260
94
(10,812 )
17,262

1,358
31
27
(5 )
491
1,902

Net income (loss) before taxes

(15,343 )

(1,717 )

Deferred income tax expense

-

15,254

(16,584 )

(3,730 )

-

-

Net income (loss)

$

(15,343 )

$

(1,717 )

$

11,524

$

(16,584 )

Basic net income (loss) per share
Diluted net income (loss) per share

$
$

(0.16 )
(0.16 )

$
$

(0.04 )
(0.04 )

$
$

0.13
0.13

$
$

(0.46 )
(0.46 )

Basic weighted average number of shares outstanding
Diluted weighted average number of shares outstanding

96,064,036
96,064,036

44,773,870
44,773,870

See Accompanying Notes to Unaudited Condensed Interim Consolidated Financial Statements
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89,350,180
89,896,374

36,017,927
36,017,927

Riot Blockchain, Inc. and Subsidiaries
Condensed Interim Consolidated Statements of Stockholders’ Equity
Three and Nine Months Ended September 30, 2021 and 2020
(in thousands, except for share and per share amounts)
(Unaudited)

Balance as of July 1, 2021
Delivery of common stock underlying
restricted stock units, net of shares
settled for tax withholding settlement
Issuance of common stock/At-the-market
offering, net of offering costs of $0.9
million
Issuance of common stock warrant for
settlement of advisory fees
Stock-based compensation
Net loss
Balance as of September 30, 2021

Balance as of July 1, 2020
Delivery of common stock underlying
restricted stock units, net of tax
withholding settlement
Delivery of common stock underlying
restricted stock units for consulting
and advisory services
Issuance of common stock, net of
offering costs/At-the-market
offering
Issuance of common stock related to
exercise of warrant
Stock-based compensation
Net loss
Balance as of September 30, 2020

Preferred Stock
Shares
Amount
2,199 $
11

Common Stock
Shares
Amount
95,948,232
$
917,197

-

-

30,367

-

-

1,227,991

34,790

2,199

11

97,206,590

1,157
36,023
988,692

$

Preferred Stock
Shares
Amount
4,199 $
22

Common Stock
Shares
Amount
36,559,279 $ 259,899

(475 )

$

Accumulated
deficit
$
(232,105)

-

(475 )

(15,343 )
(218,388)

$

Total Riot
Blockchain
stockholders'
equity
$
27,816

-

Total
stockholders'
equity
$
714,163

34,790

$

Noncontrolling
interest
$

(7 )

Total
stockholders'
equity
$
27,809

-

93,913

-

-

40,634

-

-

-

-

-

-

-

12,028,964

33,851

-

33,851

-

33,851

4,199

22

200,000
48,922,790

388
467
$ 294,475

388
467
(1,717)
60,675

(7 )

388
467
(1,717 )
60,668

$

(1,717)
(233,822)

(130 )

1,157
36,023
(15,343 )
770,315

-

$

(130 )

Accumulated
deficit
$
(203,045)

$

See Accompanying Notes to Unaudited Condensed Interim Consolidated Financial Statements
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-

$

(130 )

$

Riot Blockchain, Inc. and Subsidiaries
Condensed Interim Consolidated Statements of Stockholders’ Equity
Three and Nine Months Ended September 30, 2021 and 2020
(in thousands, except for share and per share amounts)
(Unaudited)

Balance as of January 1, 2021
Delivery of common stock underlying
restricted stock units, net of shares
settled for tax withholding settlement
Issuance of common stock related to
exercise of warrants
Issuance of common stock for settlement
of 1,257,235 warrants on a cashless
basis
Issuance of common stock in connection
with the acquisition of Whinstone
Issuance of common stock/At-the-market
offering, net of offering costs of $3.0
million
Issuance of common stock warrant for
settlement of advisory fees
Conversion of preferred stock to common
stock
Stock-based compensation
Net income
Balance as of September 30, 2021

Balance as of January 1, 2020
Issuance of common stock to settle
executive compensation
Delivery of common stock underlying
restricted stock units to settle
executive compensation
Delivery of common stock underlying
restricted stock units, net of tax
withholding settlement
Delivery of common stock underlying
restricted stock units for consulting
and advisory services
Issuance of common stock, net of
offering costs/At-the-market
offering
Issuance of common stock related to
exercise of warrant
Cancellation of Prive Escrow shares
Stock-based compensation
Net loss
Balance as of September 30, 2020

Preferred Stock
Shares
Amount
4,199 $
22

Common Stock
Shares
Amount
78,523,517
$
506,961

Accumulated
deficit
$
(229,912)

Total
stockholders'
equity
$
277,071

-

-

260,271

(1,794)

-

(1,794)

-

-

415,657

806

-

806

-

-

543,686

-

-

-

-

-

11,800,000

326,152

-

326,152

-

-

5,661,459

117,471

-

117,471

-

-

-

1,157

-

1,157

2,000
97,206,590

11
37,928
988,692

(2,000)
2,199

$

Preferred Stock
Shares
Amount
4,199 $
22

(11)
11

Common Stock
Shares
Amount
25,082,872 $ 243,458

$

Accumulated
deficit
$
(217,238)

11,524
(218,388)

$

Total Riot
Blockchain
stockholders'
equity
$
26,242

$

37,928
11,524
770,315

(7 )

Total
stockholders'
equity
$
26,235

Noncontrolling
interest
$

-

-

122,377

175

-

175

-

175

-

-

5,000

-

-

-

-

-

-

-

1,461,812

-

-

40,634

-

-

-

-

-

-

-

22,210,095

47,958

-

47,958

-

47,958

4,199

22

388
2,848
(16,584 )
60,675

(7 )

388
2,848
(16,584 )
60,668

$

(352 )

200,000
388
(200,000)
2,848
48,922,790 $ 294,475

-

$

(16,584 )
(233,822)

(352 )

$

See Accompanying Notes to Unaudited Condensed Interim Consolidated Financial Statements
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-

$

(352 )

$

Riot Blockchain, Inc. and Subsidiaries
Condensed Interim Consolidated Statements of Cash Flows
(in thousands)
(Unaudited)
Nine Months Ended September 30,
2021
2020
Cash flows from operating activities
Net income (loss)
Adjustments to reconcile net income (loss) to net cash used in operating activities:
Stock-based compensation
Depreciation and amortization
Amortization of license fee revenue
Amortization of right of use assets
Deferred income tax expense
Issuance of common stock warrant for settlement of advisory fees
Impairment of long-term investment
Impairment of cryptocurrencies
Reversal of registration rights penalty
Change in fair value of derivative asset
Change in fair value of contingent consideration
Realized gain on sale/exchange of long-term investment
Realized gain on sale/exchange of cryptocurrencies
Unrealized loss on marketable equity securities
Gain on sale of equipment
Changes in assets and liabilities:
Accounts receivable
Prepaid expenses and other current assets
Cryptocurrencies - mining
Security deposits
Future power credits
Accounts payable
Accrued expenses
Customer deposits
Deferred revenue
Lease liability
Net cash used in operating activities

$

11,524

$

(16,584 )

37,928
20,791
(73 )
(25 )
3,730
1,157
17,507
(23,806 )
444
(26,260 )
(94 )
10,812
-

2,848
2,761
(73 )
367
9,413
989
(1,358 )
(491 )
(31 )

(2,559 )
1,881
(108,213 )
(3,101 )
(444 )
1,080
3,380
6,120
(12,757 )
(9 )
(60,987 )

536
(6,623 )
63
(271 )
(368 )
(8,822 )

Cash flows from investing activities
Acquisition of Whinstone, net of cash acquired
Proceeds from the sale of long-term investments
Proceeds from sale of cryptocurrencies
Proceeds from the sale of equipment
Deposits on equipment
Purchases of property and equipment, including construction in progress
Patent costs incurred
Net cash used in investing activities

(40,879 )
1,800
113
(103,158 )
(78,858 )
(16 )
(220,998 )

1,029
96
(11,354 )
(6,265 )
(31 )
(16,525 )

Cash flows from financing activities
Proceeds from the issuance of common stock / At-the-market offering
Offering costs for the issuance of common stock / At-the-market offering
Proceeds from exercise of common stock warrants
Repurchase of common shares to pay employee withholding taxes
Net cash provided by financing activities

120,516
(3,045 )
806
(1,794 )
116,483

49,551
(1,594 )
388
(352 )
47,993

(165,502 )
223,382
57,880

$

22,646
7,440
30,086

Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

$

Supplemental disclosure of cash flow information:
Cash paid for interest
Cash paid for taxes

$
$

-

$
$

-

Supplemental disclosure of noncash investing and financing activities:
Issuance of common stock for business combination
Issuance of common stock to settle previously accrued executive compensation
Reclassification of deposits to property and equipment
Construction in progress included in accrued expenses
Cryptocurrencies received from sale of equipment
Conversion of preferred stock to common stock

$
$
$
$
$
$

326,152
46,711
1,787
11

$
$
$
$
$
$

175
52
-

See Accompanying Notes to Unaudited Condensed Interim Consolidated Financial Statements
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Riot Blockchain, Inc. and Subsidiaries
Notes to the Condensed Interim Consolidated Financial Statements
(Unaudited)
Note 1. Organization and Operation of Our Business
Nature of Operations:
Riot Blockchain, Inc. operates a cryptocurrency mining operation using specialized computers equipped with application-specific integrated circuit (ASIC) chips (known as
“miners”) to solve complex cryptographic algorithms in support of the Bitcoin blockchain (in a process known as “solving a block”) in exchange for cryptocurrency rewards
(primarily Bitcoin). The Company has also historically mined Bitcoin cash and litecoin; however, the Company has focused its efforts on mining Bitcoin.
The Company participates in “mining pools” organized by “mining pool operators” in which we share our mining power (known as “hashrate”) with the hashrate generated by
other miners participating in the pool to earn cryptocurrency rewards. The mining pool operator provides a service that coordinates the computing power of the independent
mining enterprises participating in the mining pool. Fees are paid to the mining pool operator to cover the costs of maintaining the pool. The pool uses software that
coordinates the pool members’ mining power, identifies new block rewards, records how much hashrate each participant contributes to the pool, and assigns cryptocurrency
rewards earned by the pool among its participants in proportion to the hashrate each participant contributed to the pool in connection with solving a block.
The Company generates substantially all its revenue through two business segments, its Cryptocurrency Mining segment and its Data Center Hosting segment.
Cryptocurrency Mining:
Generally speaking, mining operators with greater hashing power relative to other miners attempting to solve a block have a higher chance of solving the block and receiving
a cryptocurrency award. Further, as the market price for Bitcoin has increased, we have observed generally that the relative number of miners and the total hashing power
deployed on the Bitcoin blockchain has also increased. Accordingly, we seek to increase our hashing power capacity relative to the total hashing power devoted to the Bitcoin
blockchain by acquiring and deploying increasing numbers of the latest generation of more powerful and energy-efficient miners.
As of September 30, 2021, the Company exclusively operated the Antminer series of miners manufactured by Bitmain Technologies Limited (“Bitmain”), which use ASIC
chips designed around the 256-bit secure hashing algorithm (SHA-256) used by the Bitcoin blockchain and, therefore, the primary cryptocurrency the Company seeks to mine
is Bitcoin.
During the nine months ended September 30, 2021, the Company continued to expand its quantity of miners and the scope of its mining operations, and the acquisition of
Whinstone provided the Company with the necessary infrastructure to increase its operational efficiency and performance.
As of September 30, 2021, the Company had deployed a total of 25,646 miners in its mining operations.
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Data Center Hosting:
On May 26, 2021, the Company completed its previously announced strategic acquisition (the “Whinstone Acquisition”) of Whinstone US, Inc. (“Whinstone”) from Northern
Data AG, a German stock corporation (the “Seller”).
Whinstone’s data center facility is believed to be the largest single facility, as measured by developed capacity, in North America for Bitcoin mining (the “Whinstone
Facility”). The Whinstone Facility provides critical capacity for Riot to deploy its future shipments of Bitcoin mining hardware, in addition to providing an opportunity to
expand Whinstone’s hosting business for third-party Bitcoin miners.
In pursuit of achieving the most efficient power strategy, Whinstone combines fixed low-cost power agreements, real-time spot power procurement and income from
ancillary power services revenue. Riot benefits from this low-cost energy to maximize its production margins. The combination of Riot and Whinstone allows the Company to
rapidly scale its self-mining business at one of the world’s largest mining facilities with power costs among the lowest in the industry.
Whinstone currently hosts Bitcoin mining operations for institutional customers. In addition to hosting revenue, Whinstone also generates engineering and construction
services revenue from hosting customers on site, including revenue derived from the fabrication, installation and maintenance services and deployment assistance on
immersion cooling technology for Bitcoin mining.
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Note 2. Liquidity and Financial Condition
At September 30, 2021, the Company had approximate balances of cash and cash equivalents of $57.9 million, working capital of $153.5 million, total stockholders’ equity of
$770.3 million and an accumulated deficit of $218.4 million. To date, the Company has, in large part, relied on equity financings to fund its operations. The Company
believes its current cash on hand is sufficient to meet its operating and capital requirements for at least the next one-year from the date these financial statements are issued.
During the nine months ended September 30, 2021, the Company paid approximately $103.2 million as deposits primarily for miners and as of September 30, 2021,
reclassified $46.7 million to property and equipment in connection with the receipt of 18,603 miners received at the Coinmint Facility or the Whinstone Facility.
2021 ATM Offering
As disclosed in Note 12, “Stockholders’ Equity”, the Company entered into a Sales Agreement with Cantor Fitzgerald & Co., B. Riley FBR, Inc., BTIG, LLC, Compass Point
Research & Trading, LLC and Roth Capital Partners, LLC (the “Sales Agents”) dated August 31, 2021 (the “Sales Agreement”), pursuant to which the Company may, from
time to time, sell up to $600 million in shares of the Company’s common stock through the Sales Agents, acting as the Company’s sales agent and/or principal, in a
continuous at-the-market offering (the “2021 ATM Offering”). All sales of the shares in connection with the 2021 ATM Offering have been made pursuant to an effective
shelf registration statement on Form S-3 (Registration No. 333-259212) filed with the SEC on August 31, 2021. The Company pays the Sales Agents a commission of up to
3.0% of the aggregate gross proceeds the Company receives from all sales of the Company's common stock under the Sales Agreement. The Company received net proceeds
on sales of 1,227,991 shares of common stock under the Sales Agreement of approximately $34.8 million (after deducting $0.9 million in commissions and expenses) at a
weighted average price of $29.07 from August 31, 2021 to September 30, 2021.
Subsequent to September 30, 2021, in connection with the Company’s 2021 ATM Offering, the Company received gross proceeds of approximately $564.3 million from the
sale of 18.7 million shares of common stock, which completed the 2021 ATM Offering.
2020 ATM Offering
In January 2021, the Company received net proceeds of approximately $82.7 million (after deducting $2.1 million in commissions and expenses) from sales of 4,433,468
shares of its common stock, no par value, at a weighted average gross sales price of $19.13 per share, which were sold in the Company’s December 2020 at-the-market
offering of up to $200 million in shares of our common stock, no par value (the “December 2020 ATM Offering”) by H.C. Wainwright & Co., LLC (“H.C. Wainwright”), as
the Company’s sales agent, pursuant to the terms of the Second Amendment to the At-the-Market Sales Agreement between the Company and H.C. Wainwright. All shares of
the Company’s common stock, no par value, sold under the December 2020 ATM Offering were issued pursuant to the Company’s shelf registration statement on Form S-3
(Registration No. 333-251149), filed with the SEC on December 4, 2020 (the “December 2020 Registration Statement”).
COVID-19:
The COVID-19 global pandemic has been unprecedented and unpredictable and its impact is likely to continue to result in significant national and global economic
disruption, which may adversely affect our business. Although the Company has experienced some changes to its miner shipments due to disruptions in the global supply
chain, the Company however does not expect any material impact on its long-term strategic plans, its operations, or its liquidity due to the impacts of COVID-19. However,
the Company is actively monitoring this situation and the possible effects on its financial condition, liquidity, operations, suppliers, and the industry.
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Note 3. Basis of Presentation, Summary of Significant Accounting Policies and Recent Accounting Pronouncements
Basis of Presentation and Principles of Consolidation:
The accompanying unaudited condensed interim consolidated financial statements have been prepared in accordance with the accounting principles generally accepted in the
United States of America (“U.S. GAAP”) for interim financial information and pursuant to the instructions to Form 10-Q and Article 8 of Regulation S-X of the SEC. In the
opinion of management, the accompanying unaudited condensed interim consolidated financial statements reflect all adjustments, consisting of normal recurring adjustments,
considered necessary for a fair presentation of such interim results. Amounts are in thousands except for share, per share and miner amounts.
The results for the unaudited condensed interim consolidated statements of operations are not necessarily indicative of results to be expected for the year ending December 31,
2021 or for any future interim period. The unaudited condensed interim consolidated financial statements do not include all of the information and notes required by U.S.
GAAP for complete financial statements. The accompanying unaudited condensed interim consolidated financial statements should be read in conjunction with the
consolidated financial statements for the year ended December 31, 2020 and notes thereto included in the Company’s 2020 Annual Report on Form 10-K filed with the SEC
on March 31, 2021.
The accompanying unaudited condensed interim consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries. They include the
results of operations and financial condition of Whinstone beginning on May 26, 2021. See Note 4, “Acquisitions”, for additional information on our acquisition of
Whinstone. All intercompany balances and transactions have been eliminated in consolidation.
Reclassifications:
Certain prior period amounts have been reclassified to conform to the current period presentation. The reclassifications did not have a material impact on the Company's
condensed interim consolidated financial statements and related disclosures. The impact on any prior period disclosures was immaterial.
Use of Estimates:
The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions that affect reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the balance sheet and the reported amounts of revenue and expenses during the reporting periods.
Actual results could differ significantly from those estimates. The most significant accounting estimates inherent in the preparation of the Company’s financial statements
include estimates associated with valuing contingent consideration for a business combination and periodic reassessment of its fair value, allocating the fair value of purchase
consideration to assets acquired and liabilities assumed in business acquisitions, revenue recognition, valuing the derivative asset classified under Level 3 fair value hierarchy,
determining the useful lives and recoverability of long-lived assets, impairment analysis of goodwill and finite-lived intangibles, stock-based compensation, and the valuation
allowance associated with the Company’s deferred tax assets.
Significant Accounting Policies:
For a detailed discussion about the Company’s significant accounting policies, see the Company’s December 31, 2020 consolidated financial statements included in its 2020
Annual Report.
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Revenue Recognition
Cryptocurrency mining
The Company recognizes revenue under Accounting Standards Codification (“ASC”) 606, Revenue from Contracts with Customers, (“ASC 606”). The core principle of the
revenue standard is that a company should recognize revenue to depict the transfer of promised goods or services to customers in an amount that reflects the consideration to
which the company expects to be entitled in exchange for those goods or services. The following five steps are applied to achieve that core principle:

•
•
•
•
•

Step 1: Identify the contract with the customer
Step 2: Identify the performance obligations in the contract
Step 3: Determine the transaction price
Step 4: Allocate the transaction price to the performance obligations in the contract
Step 5: Recognize revenue when the Company satisfies a performance obligation

In order to identify the performance obligations in a contract with a customer, a company must assess the promised goods or services in the contract and identify each
promised good or service that is distinct. A performance obligation meets ASC 606’s definition of a “distinct” good or service (or bundle of goods or services) if both of the
following criteria are met: The customer can benefit from the good or service either on its own or together with other resources that are readily available to the customer (i.e.,
the good or service is capable of being distinct), and the entity’s promise to transfer the good or service to the customer is separately identifiable from other promises in the
contract (i.e., the promise to transfer the good or service is distinct within the context of the contract).
If a good or service is not distinct, the good or service is combined with other promised goods or services until a bundle of goods or services is identified that is distinct.
The transaction price is the amount of consideration to which an entity expects to be entitled in exchange for transferring promised goods or services to a customer. The
consideration promised in a contract with a customer may include fixed amounts, variable amounts, or both. When determining the transaction price, an entity must consider
the effects of all of the following:

•
•
•
•
•

Variable consideration
Constraining estimates of variable consideration
The existence of a significant financing component in the contract
Noncash consideration
Consideration payable to a customer

Variable consideration is included in the transaction price only to the extent that it is probable that a significant reversal in the amount of cumulative revenue recognized will
not occur when the uncertainty associated with the variable consideration is subsequently resolved. The transaction price is allocated to each performance obligation on a
relative standalone selling price basis. The transaction price allocated to each performance obligation is recognized when that performance obligation is satisfied, at a point in
time or over time as appropriate.
The Company has entered into digital asset mining pools by executing contracts, as amended from time to time, with the mining pool operators to provide computing power to
the mining pool. The contracts are terminable at any time by either party and the Company’s enforceable right to compensation only begins when the Company provides
computing power to the mining pool operator. In exchange for providing computing power, the Company is entitled to a fractional share of the fixed cryptocurrency award the
mining pool operator receives (less digital asset transaction fees to the mining pool operator which are immaterial and are recorded as a deduction from revenue), for
successfully adding a block to the blockchain. The terms of the agreement provide that neither party can dispute settlement terms after thirty-five days following settlement.
The Company’s fractional share is based on the proportion of computing power the Company contributed to the mining pool operator to the total computing power contributed
by all mining pool participants in solving the current algorithm.
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Providing computing power to solve complex cryptographic algorithms in support of the Bitcoin blockchain (in a process known as “solving a block”) is an output of the
Company’s ordinary activities. The provision of providing such computing power is the only performance obligation in the Company’s contracts with mining pool operators.
The transaction consideration the Company receives, if any, is noncash consideration, which the Company measures at fair value on the date received, which is not materially
different than the fair value at contract inception or the time the Company has earned the award from the pools. The consideration is all variable. Because it is not probable
that a significant reversal of cumulative revenue will not occur, the consideration is constrained until the mining pool operator successfully places a block (by being the first to
solve an algorithm) and the Company receives confirmation of the consideration it will receive, at which time revenue is recognized. There is no significant financing
component in these transactions.
Fair value of the cryptocurrency award received is determined using the quoted price of the related cryptocurrency at the time of receipt. Each individual unit of
cryptocurrency held by the Company is a separate unit of account. There is currently no specific definitive guidance under GAAP or alternative accounting framework for the
accounting for cryptocurrencies recognized as revenue or held, and management has exercised significant judgment in determining the appropriate accounting treatment. In
the event authoritative guidance is enacted by the Financial Accounting Standards Board (“FASB”), the Company may be required to change its policies, which could have an
effect on the Company’s consolidated financial position and results from operations.
Data center hosting
In general, we provide power for our data center customers on a variable (sub-metered) basis. A customer pays us variable monthly fees for the specific amount of power
utilized at rates specified in each contract, subject to certain minimums. We recognize variable power revenue each month as the uncertainty related to the consideration is
resolved, power is provided to our customers, and our customers utilize the power (the customer simultaneously receives and consumes the benefits of the Company’s
performance).
We have determined that our contracts contain a series of performance obligations which qualify to be recognized under a practical expedient available known as the “right to
invoice.” This determination allows variable consideration in such contracts to be allocated to and recognized in the period to which the consideration relates, which is
typically the period in which it is billed, rather than requiring estimation of variable consideration at the inception of the contract. We have also determined that the contracts
contain a significant financing component because the timing of revenue recognition differs from the timing of invoicing by a period, exceeding one year.
The Company also installs certain hosted customers’ mining equipment and bills the customer at a fixed fee per piece of equipment or at an hourly rate. Revenue is
recognized upon completion of the installation.
We generate engineering and construction services revenue from the fabrication and deployment of immersion cooling technology for Bitcoin mining customers. We bill the
customer at a fixed monthly fee or at an hourly rate. For the construction of customer-owned equipment, revenue is recognized upon completion of each phase of the
construction project, as defined in each contract. For construction of assets owned by Whinstone but paid for and used by the customer during the term of their hosting
contract, revenue is recognized on a straight-line basis over the remaining life of the contract.
Maintenance services include cleaning, cabling and other services to maintain the customers’ equipment. We bill the customer at a fixed monthly fee or at an hourly rate.
Revenue is recognized as these services are provided.
Deferred revenue is primarily from advance payments received and is recognized on a straight-line basis over the remaining life of the contract or upon completion of the
installation of the customers’ equipment.
Our primary hosting contracts contain Service Level Agreement clauses, which guarantee a certain percentage of time the power will be available to our customer. In the rare
case that we may incur penalties under these clauses, we account for payments made to customers in accordance with ASC 606-10-32-25, Consideration Payable to a
Customer, which requires the payment be recognized as variable consideration and a reduction of the transaction price and, therefore, of revenue, when not in exchange for a
good or service from the customer.
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Other revenue
Other revenue is revenue recognized from an upfront license fee generated from our legacy animal health business. The upfront fee was recorded as deferred revenue and is
being amortized into revenue over the term of the License Agreement.
Power Supply Contract and Demand Response Services
In May 2020, Whinstone entered into a Power Supply Agreement with TXU Energy Retail Company LLC (“TXU”) to provide the delivery of a fixed amount of electricity by
TXU to Whinstone (via the facility owned by Oncor Electric Delivery Company, LLC (“Oncor”)) for a fixed price through April 30, 2030. The Power Supply Agreement
provides a consistent and sufficient supply of electricity at the Whinstone Facility. If Whinstone uses more electricity than contracted, the cost of the excess is incurred at the
current spot rate. Concurrently, Whinstone entered into a contract with Oncor for the extension of delivery system transmission/substation facilities to facilitate delivery of the
electricity to the Whinstone Facility (the “Facilities Agreement”). Power costs incurred under this contract are determined on an hourly basis using settlement information
provided by the Electric Reliability Council of Texas (“ERCOT”) and are recorded in cost of revenues, data center hosting in our unaudited condensed interim consolidated
statements of operations.
The demand response services program (“Demand Response Service”) provides the ERCOT market with valuable reliability and economic services by helping to preserve
system reliability, enhancing competition, mitigating price spikes, and encouraging the demand side of the market to respond better to wholesale price signals. In collaboration
with market participants such as the Company, ERCOT has developed demand response products and services for customers that have the ability to reduce or modify
electricity use in response to instructions or signals. Market participants with electrical loads like Whinstone may participate in the Demand Response Service program
directly by offering their electrical loads into the ERCOT markets, or indirectly by voluntarily reducing their energy usage in response to increasing wholesale prices.
Depending on the spot market price of electricity, under this program, we opportunistically sell electricity back to ERCOT in exchange for cash payments, rather than
providing the power to our customers during these peak times in order to most efficiently manage our operating costs. We sold approximately $3.7 million in electricity back
to ERCOT during the period from May 26, 2021 (the “Acquisition Date”) through September 30, 2021. These sales back to ERCOT are recorded as part of the change in fair
value of derivative asset in our unaudited condensed interim consolidated statements of operations.
While we manage operating costs at the Whinstone Facility in part by periodically selling unused or uneconomical power in the market back to ERCOT, we do not consider
such actions trading activities. That is, we do not engage in speculation in the power market as part of our ordinary activities. Because the Demand Response Services
programs allow for net settlement, we have determined the Power Supply Agreement meets the definition of a derivative under ASC 815, Derivatives and Hedging, (“ASC
815”). However, because we have the ability to sell the power back to the grid rather than take physical delivery, physical delivery is not probable through the entirety of the
contract and therefore, we do not believe the normal purchases and normal sales scope exception applies to the Power Supply Agreement. Accordingly, the Power Supply
Agreement (the non-hedging derivative contract) is recorded at estimated fair value each reporting period with the change in the fair value recorded in change in fair value of
derivative asset in our unaudited condensed interim consolidated statements of operations.
In February 2021, the State of Texas experienced an extreme and unprecedented winter weather event that resulted in prolonged freezing temperatures and caused an
electricity generation shortage that was severely disruptive to the whole state. While demand for electricity reached extraordinary levels due to the extreme cold, the supply of
electricity significantly decreased in part because of the inability of certain power generation facilities to supply electric power to the grid. Due to the extreme market price of
electricity during this time, at the request of ERCOT, Whinstone stopped supplying power to its customers and instead sold power back to the grid.
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In April 2021, under the provisions of the TXU Power Supply Agreement, and as a result of the weather event, Whinstone entered into a Qualified Scheduling Entity (“QSE”)
Letter Agreement, which resulted in Whinstone being entitled to receive approximately $125.1 million for its power sales during the February winter storm, all under the terms
and conditions of the QSE Letter Agreement. Whinstone received cash of $ 29.0 million in April 2021 (after deducting $10.0 million in power management fees owed by
Whinstone), approximately $59.7 million is scheduled to be credited against future power bills of Whinstone beginning in 2022 and the remaining $26.3 million is contingent
upon ERCOT’s future remittance. These amounts are gross before fair value adjustments and expenses incurred by Whinstone for power management fees noted above and
customer settlements. The fair value of the settlement agreement was estimated and recognized as an asset as part of acquisition accounting. Additionally, pursuant to the
Northern Data stock purchase agreement, the Company agreed to pay Seller additional consideration in cash in the amount of the future power credits, net of income taxes,
when and if realized by Whinstone. See Note 4, “Acquisitions”.
Fair Value Measurement
The Company follows the accounting guidance in ASC 820, Fair Value Measurement, (“ASC 820”) for its fair value measurements of financial assets and liabilities
measured at fair value on a recurring basis. Under this accounting guidance, fair value is defined as an exit price, representing the amount that would be received to sell an
asset or paid to transfer a liability in an orderly transaction between market participants at the measurement date. As such, fair value is a market-based measurement that
should be determined based on assumptions that market participants would use in pricing an asset or a liability.
The accounting guidance requires fair value measurements be classified and disclosed in one of the following three categories:
Level 1: Quoted prices in active markets for identical assets or liabilities.
Level 2: Observable inputs other than Level 1 prices, for similar assets or liabilities that are directly or indirectly observable in the marketplace.
Level 3: Unobservable inputs which are supported by little or no market activity and that are financial instruments whose values are determined using pricing models,
discounted cash flow methodologies, or similar techniques, as well as instruments for which the determination of fair value requires significant judgment or estimation.
The fair value hierarchy also requires an entity to maximize the use of observable inputs and minimize the use of unobservable inputs when measuring fair value. Assets and
liabilities measured at fair value are classified in their entirety based on the lowest level of input that is significant to the fair value measurement.
The Company’s derivative asset related to its Power Supply Agreement is classified within Level 3 of the fair value hierarchy because the fair value is estimated by utilizing
valuation models and significant unobservable inputs. The Company’s only financial liability based on Level 3 inputs is a contingent consideration arrangement related to its
acquisition of Whinstone. The Company is contractually obligated to pay contingent consideration payments to the Seller if Whinstone realizes certain power credits. (See
Note 14, “Fair Value Measurement”)
The Company will update its assumptions each reporting period based on new developments and record such amounts at fair value based on the revised assumptions until the
agreements expire or contingency is resolved, as applicable.
Segment and Reporting Unit Information
Operating segments are defined as components of an entity for which discrete financial information is available that is regularly reviewed by the Chief Operating Decision
Maker (“CODM”) in deciding how to allocate resources to an individual segment and in assessing performance. A committee consisting of the Company’s executives is
determined to be the CODM. The CODM reviews financial information and makes resource allocation decisions at the consolidated group level. The Company has two
operating segments as of September 30, 2021. See Note 16, “Segment Information”.
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Business Combinations
The Company applies the provisions of ASC Topic 805, Business Combinations, (“ASC 805”) in the accounting for acquisitions of businesses. ASC 805 requires us to use the
acquisition method of accounting by recognizing the identifiable tangible and intangible assets acquired and liabilities assumed, and any non-controlling interest in the
acquired business, measured at their acquisition date fair values. Goodwill as of the acquisition date is measured as the excess of consideration transferred over the
aforementioned amounts. Contingent consideration is included within the purchase price and is recognized at its fair value on the acquisition date. A liability resulting from
contingent consideration is remeasured to fair value as of each reporting date until the contingency is resolved, and subsequent changes in fair value are recognized in
earnings. Contingent consideration is recorded in long-term liabilities in our unaudited condensed interim consolidated balance sheets.
While we use our best estimates and assumptions to accurately apply preliminary values to assets acquired and liabilities assumed at the acquisition date as well as contingent
consideration, where applicable, these estimates are inherently uncertain and subject to refinement. As a result, during the measurement period, which may be up to one year
from the acquisition date, we record adjustments to the assets acquired and liabilities assumed with the corresponding offset to goodwill. Upon the conclusion of the
measurement period or final determination of the values of the assets acquired or liabilities assumed, whichever comes first, any subsequent adjustments are recorded in our
consolidated statements of operations.
Accounting for business combinations requires management to make significant estimates and assumptions, especially at the acquisition date, including estimates for
intangible assets, contractual obligations assumed, pre-acquisition contingencies, and contingent consideration, where applicable. Although we believe the assumptions and
estimates we have made have been reasonable and appropriate, they are based in part on historical experience and information obtained from management of the acquired
companies and are inherently uncertain. Critical estimates in valuing certain of the intangible assets we have acquired include; future expected cash flows from customer
contracts, discount rates, and estimated market changes in the value of the Power Supply Agreement, which is accounted for as a nonhedged derivative contract. Unanticipated
events and circumstances may occur that may affect the accuracy or validity of such assumptions, estimates, or actual results.
Acquisition-related expenses are recognized separately from the business combination and are expensed as incurred.
Goodwill and Other Intangible Assets
Goodwill represents the cost of a business acquisition in excess of the fair value of the net assets acquired. The Company determined that it has two reporting units for
goodwill impairment testing purposes, Cryptocurrency Mining and Data Center Hosting, which is consistent with internal management reporting and management’s oversight
of operations. Goodwill is not amortized and is reviewed for impairment annually as of December 31 or more frequently if facts and circumstances indicate that it is more
likely than not that the fair value of a reporting unit is less than its carrying amount, including goodwill. We use both qualitative and quantitative analyses in making this
determination. Our analyses require significant assumptions and judgments, including assumptions about future economic conditions, revenue growth, and operating margins,
among other factors. Example events or changes in circumstances considered in the qualitative analysis, many of which are subjective in nature, include: a significant negative
trend in our industry or overall economic trends, a significant change in how we use the acquired assets, a significant change in or our business strategy, a significant decrease
in the market value of the asset, a significant change in regulations or in the industry that could affect the value of the asset, and a change in segments. If it is more likely than
not that the fair value of a reporting unit is less than its carrying amount, the Company performs the quantitative test to identify and measure the amount of goodwill
impairment loss. The Company compares the fair value of the reporting unit with its carrying amount. If the carrying amount exceeds the fair value, goodwill of the reporting
unit is considered impaired and that excess is recognized as a goodwill impairment loss.
Intangible assets with finite lives are comprised of customer contracts that are amortized on a straight-line basis over their expected useful lives, which is their contractual
term. The Company performs assessments to determine whether finite-lived classification is still appropriate at least annually. The carrying value of finite-lived assets and
their remaining useful lives are also reviewed at least annually to determine if circumstances exist which may indicate a potential impairment or revision to the amortization
period. A finite-lived intangible asset is considered to be impaired if its carrying value exceeds the estimated future undiscounted cash flows to be derived from it. We
exercise judgment in selecting the assumptions used in the estimated future undiscounted cash flows analysis. Impairment is measured by the amount that the carrying value
exceeds fair value.
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The use of different estimates or assumptions could result in significantly different fair values for our reporting units and intangible assets.
We did not identify any impairment during the three or nine months ended September 30, 2021 and 2020.
Investment in marketable equity securities
Our investment in marketable equity securities consists entirely of common shares of Mogo, Inc. (NASDAQ: MOGO), resulting from the April and May 2021 transactions.
(See Note 7, “Investments in Marketable Equity Securities”). The Company accounted for this investment in accordance with ASC 321, Investments-Equity Securities, (“ASC
321”) due to the shares having a readily determinable fair value since they are traded on NASDAQ and have significant average daily volume traded. As a result, the
investment is required to be measured at fair value at each balance sheet date with unrealized holding gains and losses recorded in other income (expense).
Lease Accounting
The Company accounts for its leases under ASC 842, Leases (“ASC 842”). Accordingly, the Company determines whether an arrangement contains a lease at the inception of
the arrangement. If a lease is determined to exist, the term of such lease is assessed based on the date on which the underlying asset is made available for the Company’s use
by the lessor. The Company’s assessment of the lease term reflects the non-cancelable term of the lease, inclusive of any rent-free periods and/or periods covered by earlytermination options which the Company is reasonably certain of not exercising, as well as periods covered by renewal options which the Company is reasonably certain of
exercising. The Company also determines lease classification as either operating or finance at lease commencement, which governs the pattern of expense recognition and the
presentation reflected in the consolidated statements of operations over the lease term.
For leases with a term exceeding 12 months, a lease liability is recorded on the Company’s consolidated balance sheet at lease commencement reflecting the present value of
its fixed minimum payment obligations over the lease term. A corresponding right-of-use (“ROU”) asset equal to the initial lease liability is also recorded, adjusted for any
prepaid rent and/or initial direct costs incurred in connection with execution of the lease and reduced by any lease incentives received. For purposes of measuring the present
value of its fixed payment obligations for a given lease, the Company uses its incremental borrowing rate, determined based on information available at lease commencement,
as rates implicit in its leasing arrangements are typically not readily determinable. The Company's incremental borrowing rate reflects the rate it would pay to borrow on a
secured basis and incorporates the term and economic environment of the associated lease.
For the Company’s operating leases, fixed lease payments are recognized as lease expense on a straight-line basis over the lease term. For leases with a term of 12 months or
less, any fixed lease payments are recognized on a straight-line basis over the lease term and are not recognized on the Company's consolidated balance sheet as an accounting
policy election. Leases qualifying for the short-term lease exception were insignificant. Variable lease costs are recognized as incurred.
Income Taxes
The Company accounts for income taxes under the asset and liability method, in which deferred tax assets and liabilities are recognized for the future tax consequences
attributable to differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases and operating loss and tax credit
carry forwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in which those temporary differences
are expected to be recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in operations in the period that includes the
enactment date. A valuation allowance is required to the extent any deferred tax assets may not be realizable.
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ASC Topic 740, Income Taxes, (“ASC 740”), also clarifies the accounting for uncertainty in income taxes recognized in an enterprise’s financial statements and prescribes a
recognition threshold and measurement process for financial statement recognition and measurement of a tax position taken or expected to be taken in a tax return. For those
benefits to be recognized, a tax position must be more-likely-than-not to be sustained upon examination by taxing authorities. ASC 740 also provides guidance on
derecognition, classification, interest and penalties, accounting in interim periods, disclosure and transition. Based on the Company’s evaluation, it has been concluded that
there are no significant uncertain tax positions requiring recognition in the Company’s consolidated financial statements. The Company believes that its income tax positions
and deductions would be sustained on audit and does not anticipate any adjustments that would result in material changes to its financial position.
Deferred Tax Liability
Upon the acquisition of Whinstone, the Company recognized a deferred tax liability of approximately $37.8 million consisting of the tax basis differences of derivative related
assets acquired, totaling $18.8 million in deferred income tax liability and acquisition fair value adjustments for fixed assets and non-deductible intangible assets totaling
$19.0 million in deferred income taxes, on acquired fair value of such assets, using a blended federal and state statutory rate of21%. Deferred income tax expense for the
period ended September 30, 2021, relates to the tax effect of the post-acquisition change in derivative related assets. The following is a summary of the deferred tax liability
during the nine months ended September 30, 2021:
Beginning balance at January 1, 2021
Acquisition of Whinstone
Deferred income tax expense
Ending balance at September 30, 2021

$
$

37,761
3,730
41,491

Income (loss) Per Share
Basic net income (loss) per share (“EPS”) of common stock is computed by dividing net income (loss) by the weighted average number of shares of common stock
outstanding during the period. Diluted EPS reflects the potential dilution that could occur if securities or other contracts to issue common stock were exercised or converted
into common stock or resulted in the issuance of common stock that then shared in the earnings of the entity. The Company excludes its unvested restricted share units
(“RSUs”) from the net loss per share calculation.
For the nine months ended September 30, 2021, the Company recorded net income and therefore, earnings per share was calculated using the treasury stock method. Dilutive
potential common shares include outstanding stock options, restricted stock shares, warrants and Series B Preferred Stock. Potentially dilutive shares are determined by
applying the treasury stock method to the assumed exercise of outstanding stock options, restricted stock awards and warrants. Potentially dilutive shares issuable upon
conversion of our Series B Preferred Stock are calculated using the if-converted method.
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The following is a reconciliation of the numerator and denominator of the diluted net income (loss) per share computations for the periods presented below (in thousands
except for share and per share amounts):
Three Months Ended
September 30,
2021
2020
Basic and diluted income (loss) per share:
Net income (loss)

$

Basic weighted average number of shares outstanding
Add:
Options to purchase common stock
Unvested restricted stock awards
Convertible Series B preferred shares
Diluted weighted average number of shares outstanding

(15,343 )

$

96,064,036

Nine Months Ended
September 30,
2021
2020
(1,717)

$

44,773,870
44,773,870

96,064,036

11,524

$

89,350,180

(16,584 )
36,017,927
36,017,927

10,640
533,220
2,334
89,896,374

Basic net income (loss) per share

$

(0.16 )

$

(0.04 )

$

0.13

$

(0.46 )

Diluted net income (loss) per share

$

(0.16 )

$

(0.04 )

$

0.13

$

(0.46 )

Securities that could potentially dilute income (loss) per share in the future were not included in the computation of diluted income (loss) per share at September 30, 2021 and
2020 because their inclusion would be anti-dilutive are as follows:
September 30,
2021
63,000
12,000
4,224,016
2,199
4,301,215

Warrants to purchase common stock
Options to purchase common stock
Unvested restricted stock awards
Convertible Series B preferred shares
Total

September 30,
2020
3,354,257
12,000
1,217,893
4,199
4,588,349

Recently Issued and Adopted Accounting Pronouncements:
In May 2021, the FASB issued Accounting Standards Update (“ASU”) 2021-04, Earnings Per Share (Topic 260), Debt-Modifications and Extinguishments (Subtopic 47050), Compensation-Stock Compensation (Topic 718), and Derivatives and Hedging-Contracts in Entity’s Own Equity (Subtopic 815-40), (“ASU 2021-04”). This ASU reduces
diversity in an issuer’s accounting for modifications or exchanges of freestanding equity-classified written call options (for example, warrants) that remain equity classified
after modification or exchange. This ASU provides guidance for a modification or an exchange of a freestanding equity-classified written call option that is not within the
scope of another Topic. It specifically addresses: (1) how an entity should treat a modification of the terms or conditions or an exchange of a freestanding equity-classified
written call option that remains equity classified after modification or exchange; (2) how an entity should measure the effect of a modification or an exchange of a
freestanding equity-classified written call option that remains equity classified after modification or exchange; and (3) how an entity should recognize the effect of a
modification or an exchange of a freestanding equity-classified written call option that remains equity classified after modification or exchange. This ASU will be effective for
all entities for fiscal years beginning after December 15, 2021. An entity should apply the amendments prospectively to modifications or exchanges occurring on or after the
effective date of the amendments. Early adoption is permitted, including adoption in an interim period. The adoption of ASU 2021-04 is not expected to have a material
impact on the Company’s financial statements or disclosures.
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The Company continually assesses any new accounting pronouncements to determine their applicability. When it is determined that a new accounting pronouncement affects
the Company’s financial reporting, the Company undertakes a study to determine the consequences of the change to its consolidated financial statements and assures that
there are proper controls in place to ascertain that the Company’s unaudited condensed interim consolidated financial statements properly reflect the change.
Note 4. Acquisitions
Acquisition of Whinstone US, Inc.
On May 26, 2021, the Company acquired 100% of the equity interests of Whinstone US, Inc., the owner and operator of what is believed to be North America’s largest
Bitcoin mining and hosting facility, for approximately $460 million. The acquisition of Whinstone diversifies Riot’s revenues and catapults Riot into a market-leading position
in the Bitcoin mining and hosting business. The assets and operations of Whinstone increases the scale and scope of Riot’s operations, which is a foundational element in the
Company’s strategy to become an industry-leading Bitcoin mining platform on a global scale.
The acquisition-date fair value of the total consideration transferred was comprised of $80 million of cash, adjusted for net working capital and other items, and 11.8 million
shares of the Company’s common stock, no par value, with a fair value of approximately $326 million. As part of cash at closing, net debt outstanding from Whinstone to its
parent (Seller) totaling approximately $38 million was repaid as part of cash paid and certain seller transaction costs were paid. The Company also agreed to pay Seller up to
approximately $86 million (undiscounted) in additional consideration if certain future power credits are realized by Whinstone.
The purchase price was funded through a combination of existing cash and issuance of equity securities.
The Whinstone Acquisition was accounted for using the acquisition method of accounting in accordance with ASC 805, which requires recognition of assets acquired and
liabilities assumed at their respective fair values on the date of acquisition. As of September 30, 2021, the Company has completed a preliminary allocation of the purchase
consideration. Therefore, the allocation of the purchase price to assets acquired and liabilities assumed is based on provisional estimates and is subject to continuing
management analysis, with assistance from third party valuation advisors. The Company expects to finalize the valuation of these assets and liabilities, and consideration
transferred, as soon as practicable, but not later than one year from the Acquisition Date. 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.
During the period ended September 30, 2021, the Company continued reviewing its valuations of the assets acquired and liabilities assumed in the May 26, 2021 acquisition
of Whinstone based on new information obtained about facts and circumstances that existed as of the acquisition date. During the three months ended September 30, 2021,
the Company recorded a preliminary measurement period adjustment of approximately $0.2 million to increase its acquisition date right of use asset, with the corresponding
adjustment to goodwill.
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Any necessary adjustments will be finalized within one year from the date of acquisition (in thousands):
Cash and cash equivalents
Accounts receivable
Prepaid expenses and other current assets
Property and equipment
Intangible assets
Derivative asset
Right of use asset
Security deposits
Future power credits(1)
Accounts payable
Accrued expenses
Deferred revenues and customer deposits
Operating lease liabilities
Deferred tax liabilities
Total identifiable assets and liabilities acquired
Goodwill(2)
Total purchase consideration

$

$

10,400
1,072
2,176
78,207
90,291
13,967
6,464
1,775
82,953
(12,853 )
(504 )
(34,856 )
(8,184 )
(37,761 )
193,147
267,237
460,384

The $460.4 million total purchase price consideration consisted of $326.2 million fair value of Riot common shares issued, a $53.0 million cash payment (including $38.1
million of debt payoff and certain Seller transaction costs), an $83.0 million contingent purchase price payable to the Seller and other net items of $(1.7 million).
(1)

(2)


Future power credits of $83.0 million are associated with the contingent purchase price payable.
Goodwill represents the excess of total purchase consideration over the preliminary fair value of the underlying assets acquired and liabilities assumed. Goodwill is
attributable to the assembled workforce of experienced personnel at Whinstone and synergies expected to be achieved from the combined operations of Riot and
Whinstone. None of the goodwill recognized is expected to be deductible for tax purposes. We assigned the goodwill to our data center hosting segment. See Note 16,
“Segment Information”.

As part of the share purchase agreement Riot entered into with the Seller in connection with the Whinstone Acquisition, Riot is obligated to Seller to pay up to a maximum
amount of $86 million, net of income taxes as defined under the stock purchase agreement (undiscounted) of additional consideration if certain power credits are received or
realized by Whinstone. Those power credits arose from the February weather event. The purchase price included the estimated fair value of the contingent consideration at the
Whinstone Acquisition Date of approximately $83 million. The fair value measurement is based on significant inputs not observable in the market and thus represents a Level
3 measurement as defined in ASC 820. The significant assumptions used to estimate the fair value are described in Note 14, “Fair Value Measurements”. These assumptions
for the power credits whose utilization by Whinstone is contingent on ERCOT’s future power billings, include the timing of receipt or realization of the power credits,
estimates of future power consumption, the discount rate and credit risk of the Company and the owing party (ERCOT).
The fair value of the acquired trade receivables was determined to be the net realizable amount of the closing date book value of $1.0 million.
The fair value of the acquired long-term other asset of approximately $83 million relates to the estimated amount of power credits due Whinstone from the February weather
event. We estimated the fair value of the power credits to be the same as that of the contingent consideration arrangement because the Company is required to remit to the
Seller in cash as additional consideration the amount of such power credits received or realized by Whinstone. See discussion above on contingent consideration.
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Intangible assets acquired consist of customer contracts, with an estimated useful average life of approximately8.5 years based on the then remaining lives of the customer
contracts. Fair value of the contracts was estimated by applying an income approach – multi period excess earnings method. The fair value was determined by calculating the
present value of estimated future operating cash flows generated from the existing customers less costs to realize the revenue. The Company applied a discount rate of 21%,
which reflected the nature of the assets as they relate to the risk and uncertainty of the estimated future operating cash flows. Other significant assumptions used to estimate
the fair value of the customer contracts include an assumed income tax rate of 21% and for expiring contracts an estimated renewal probability of 80%. The future quarterly
straight-line amortization of the identified intangible assets is estimated to be approximately $2.6 million.
The derivative asset acquired pertains to Whinstone’s Power Supply Agreement. Fair value of the contract of approximately $14 million was estimated by applying a
discounted debt-free cash flow approach. This fair value measurement is based on significant inputs not observable in the market and thus represents a Level 3 measurement
as defined in ASC 820. The significant assumptions used to estimate fair value of the derivative contract include a discount rate of 21%, which reflected the nature of the
contract as it relates to the risk and uncertainty of the estimated future mark-to-market adjustments, forward price curves of the power supply, broker/dealer quotes and other
similar data obtained from quoted market prices or independent pricing vendors.
The fair value of property and equipment was estimated by applying the cost approach. The cost approach uses the replacement or reproduction cost as an indicator of fair
value. The assumptions of the cost approach include replacement cost new, projected capital expenditures, and physical deterioration factors including economic useful life,
remaining useful life, age, and effective age.
The operating results of Whinstone have been included in the Company's unaudited condensed interim consolidated statements of operations since the Acquisition Date.
During the three and nine months ended September 30, 2021, the Company recognized $0.6 million and $18.9 million, respectively, of acquisition-related costs that were
expensed as incurred.
The financial results of the acquisition have been included in the Company’s consolidated financial statements from the closing of the acquisition. From the May 26, 2021
acquisition date through September 30, 2021, Whinstone’s total revenue and net income was approximately $14.1 million and $13.8 million, respectively. Amortization
expense amounted to approximately $4.9 million and $5.8 million for the three and nine months ended September 30, 2021, respectively.
Pro Forma Information (Unaudited)
The following unaudited pro forma financial information summarizes the combined results of operations for Riot and Whinstone as if the companies were combined as of
January 1, 2020. The unaudited pro forma information does not reflect the effect of costs or synergies that may result from the acquisition. The pro forma information
excludes acquisition-related costs of $0.6 million and $18.9 million during the three and nine months ended September 30, 2021, respectively. The pro forma information
does not purport to be indicative of the results of operations that actually would have resulted had the combination occurred on January 1, 2020, or of future results of the
consolidated entities. This unaudited pro forma information is presented for informational purposes only and is not necessarily indicative of future operating results of the
combined company.

Total revenue
Net income (loss)

$
$
20

Three Months
Ended September 30,
2021
2020
64,807
$
5,847
(14,791 ) $
(8,229)

$
$

Nine Months
Ended September 30,
2021
2020
132,693 $
11,828
107,360 $
(53,025 )
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Note 5. Revenue from Contracts with Customers
We recognize revenue when we transfer promised services to customers in an amount that reflects the consideration to which we expect to be entitled in exchange for those
services.
Disaggregated revenue
The following table presents the Company’s revenues disaggregated into categories based on the nature of such revenues (in thousands):
Schedule of Disaggregated Revenue

Cryptocurrency Mining
Data Center Hosting
Other
Total revenue

$
$

Three Months Ended
September 30,
2021
2020
53,590 $
2,437
11,193
25
25
64,808 $
2,462

$
$

Nine Months Ended
September 30,
2021
2020
108,213 $
6,717
14,067
73
73
122,353 $
6,790

Cryptocurrency Mining
Providing computing power to solve complex cryptographic algorithms in support of the Bitcoin blockchain (in a process known as “solving a block”) is an output of the
Company’s ordinary activities. The provision of providing such computing power is the only performance obligation in the Company’s contracts with mining pool operators,
its customers. The contracts are terminable at any time by either party and the Company’s enforceable right to compensation only begins when the Company provides
computing power to the mining pool operator. The transaction consideration the Company receives, if any, is noncash consideration, which the Company measures at fair
value on the date received, which is not materially different than the fair value at the contract inception or the time the Company has earned the award from the pools. The
consideration is all variable. Because it is not probable that a significant reversal of cumulative revenue will not occur, the consideration is constrained until the mining pool
operator successfully places a block (by being the first to solve an algorithm) and the Company receives confirmation of the consideration it will receive, at which time
revenue is recognized. There is no significant financing component in these transactions.
Fair value of the cryptocurrency award received is determined using the quoted price on the Company’s primary exchange of the related cryptocurrency at the time of receipt.
Data Center Hosting
The Company provides energized space and operating and maintenance services to third-party mining companies who locate their mining hardware at its Rockdale, Texas
facility. The Company accounts for these agreements as a single performance obligation for services being delivered in a series with delivery being measured by daily
successful operation of the mining hardware. As such, the Company recognizes revenue over the life of the contract as its series of performance obligations are met. The
contracts are recognized in the amount for which the Company has the right to invoice because the Company elected the “right to invoice” practical expedient.
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Hosting contracts typically require payment in advance of the service delivery. The Company recognizes such payments as deferred revenue until its performance obligations
are met, at which time the Company recognizes the revenue. The Company does not have any significant warranty obligations. We have determined that the contracts contain
a significant financing component because of the expected length of time between the transfer of services and receipt of consideration and the prevailing market interest rates.
Because the customer makes a payment in advance for the hosting services, the promised amount of consideration is adjusted (increased) over the financing term. Until
services have been transferred, the Company adjusts the promised amount of consideration and accretes the contract liability (deferred revenue) by recognizing interest
expense. The discount rate applied is that which would be reflected in a separate financing transaction between us and the customer at contract inception. This rate reflects the
credit characteristics of the customer.
Revenue from the provision of installation services of certain hosted customers’ mining equipment is also included in data center hosting revenue. We bill the customer at a
fixed fee per piece of equipment or at an hourly rate. The Company applies the “right to invoice” practical expedient to fees billed at an hourly rate. Revenue is recognized
upon completion of the installation.
We generate engineering and construction services revenue from the fabrication and deployment of immersion cooling technology for Bitcoin mining customers. We bill the
customer a total fixed fee or at an hourly rate, which is billed monthly as the project is completed. For the construction of customer-owned equipment, revenue is recognized
upon completion of each phase of the construction project, as defined in each contract. For construction of assets owned by Whinstone but used by the customer during the
term of their hosting contract, revenue is recognized on a straight-line basis over the remaining life of the contract.
Maintenance services include cleaning, cabling and other services to maintain the customers’ equipment. We bill the customer at a fixed monthly fee or at an hourly rate. The
Company applies the “right to invoice” practical expedient to fees billed at an hourly rate. Revenue is recognized as these services are provided.
Other revenue
Other revenue is revenue recognized from an upfront license fee generated from our legacy animal health business. The upfront fee was recorded as deferred revenue and is
being amortized into revenue over the term of the License Agreement.
Contract balances
For the nine months ended September 30, 2021 and 2020, the Company did not recognize material bad-debt expense and there were no material contract assets recorded on
the accompanying condensed interim consolidated balance sheets as of September 30, 2021 and December 31, 2020.
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The Company’s contract liabilities primarily relate to upfront payments and consideration received from customers for data center hosting and the upfront license fee
generated from our legacy animal health business. The table below presents changes in the total deferred revenue liability, for the three and nine months ended September 30,
2021 and 2020:

Beginning balance
Acquisition, net of revenue recognized
Revenue recognized that was included in the beginning balance
Ending balance

$
$

Three Months Ended
September 30,
2021
2020
728
$
22,099
(25)
22,802 $

825
(25)
800

$
$

Nine Months Ended
September 30,
2021
2020
776
$
22,099
(73)
22,802 $

873
(73)
800

Transaction price allocated to remaining performance obligations
Remaining performance obligations represent the transaction price of contracts for work that has not yet been performed. Amounts related to cryptocurrency mining are not
included because the Company elected the practical expedient to not disclose amounts related to contracts with a duration of one year or less.
Data center hosting revenue – remaining performance obligation
The table below presents estimated data center hosting revenue expected to be recognized in the future related to the unsatisfied portion of the performance obligation at
September 30, 2021:
(in thousands)
Data center hosting(1)(2)
(1)

(2)


Remainder of
2021
$
845

$

2022
2,362

2023
2,362

$

$

2024
2,362

$

2025
2,362

$

Thereafter
11,806

$

Total
22,099

Data center hosting revenue primarily includes upfront payments which the Company generally recognizes as services are provided.
The Company elected the “right to invoice” practical expedient and therefore does not include amounts related to (1) the satisfaction of performance obligations
recognized in the amount invoiced, and (2) variable consideration related to future services.

Other revenue – remaining performance obligation
As of September 30, 2021 and 2020, the aggregate amount remaining of the upfront license fee, for the right to access certain intellectual property relating to the Company’s
Animal Health assets, was approximately $0.7 million and $0.8 million, respectively. The fee is being recognized ratably over the license term, which ends in 2028.
Additionally, we have elected to use the practical expedient to not adjust the transaction price for the existence of a significant financing component if the timing difference
between a customer’s payment and our performance is one year or less.
Note 6. Cryptocurrencies
The following table presents additional information about cryptocurrencies:
Beginning balance - January 1, 2021
Revenue recognized from cryptocurrencies mined
Proceeds from sale of cryptocurrencies
Realized gain on sale/exchange of cryptocurrencies
Impairment of cryptocurrencies
Ending balance - September 30, 2021

$

$

11,626
108,213
(113 )
94
(17,507 )
102,313

Note 7. Investments in Marketable Equity Securities
In September 2017 and February 2018, the Company acquired a minority interest for $9.4 million in Coinsquare Ltd. (“Coinsquare”), which operates a digital crypto currency
exchange platform in Canada. The investment resulted in an ownership in Coinsquare by the Company of approximately 11.7%, on a fully diluted basis. In 2020, the Company
determined there were indicators that would cause a 100% impairment of the Coinsquare investment, resulting in the Company recording an impairment expense of $9.4
million in 2020. The Company elected under ASU 2016-01, Recognition and Measurement of Financial Assets and Liabilities, (“ASU 2016-01”) to account for the
Coinsquare investment using the measurement alternative at cost, less any impairment, plus or minus changes resulting from observable price changes.
During the nine months ended September 30, 2021, under agreements generally between Coinsquare, Coinsquare’s shareholders (including Riot) and Mogo Inc. (NASDAQ:
MOGO) (“Mogo Agreement”), a digital payments and financial technology company (“Mogo”), Riot sold its 3.4 million common shares of Coinsquare (the “Coinsquare
Shares”) in exchange for approximately 3.2 million common shares of Mogo (the “Mogo Shares”) and approximately US $1.8 million in cash.
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During the nine months ended September 30, 2021, the Company recorded a gain on sale/exchange of long-term investments of $26.3 million for the sale of its shares of
Coinsquare. Concurrently, in accordance with ASC 321, we recorded the fair value of the MOGO shares, received in the exchange of $24.8 million in investments in
marketable equity securities within current assets on our unaudited condensed interim consolidated balance sheets. The fair value was calculated as 3.2 million shares of
Mogo common stock multiplied by the fair value of the Mogo shares received. On September 30, 2021, we recorded an unrealized loss on the shares of approximately $11.2
million based on the closing price per share of Mogo common stock on NASDAQ on September 30, 2021 of $4.32. The daily share price is extremely volatile and may be
more or less than the amount recorded as of September 30, 2021.
Note 8. Property and Equipment
Property and equipment:
Property and equipment consisted of the following as of September 30, 2021 and December 31, 2020:
September 30, 2021
75,608
67,466
7,819
239
68,920
220,052
(19,301 )
$
200,751

Buildings and improvements
Miners and mining equipment
Machinery and facility equipment
Office and computer equipment
Construction in progress
Total cost of property and equipment
Less accumulated depreciation
Property and equipment, net

$

December 31, 2020
$

$

14,406
83
14,489
(4,346 )
10,143

During the nine months ended September 30, 2021, the Company received 18,603 miners related to its current purchase contracts with Bitmain and, as of September 30,
2021, the Company had cumulatively received and deployed a total of 25,646 new Antminer model S17-Pro or newer miners.
During the nine months ended September 30, 2021, the Company paid approximately $103.2 million as deposits, primarily for miners, including $86.9 million paid to
Bitmain as refundable deposits for the acquisition of 55,500 Antminer S19j (90 TH/s) miners for an aggregate purchase price of $172.0 million, which are scheduled to be
delivered, on a monthly basis, between October 2021 and December 2022, with the remainder of the payments due in advance of deliveries. As of September 30, 2021, the
Company reclassified $46.7 million to property and equipment in connection with the receipt of 18,603 miners at the Coinmint Facility or at the Whinstone Facility.
In December 2020, the Company entered into a pilot project with a dual focus of evaluating next-generation immersion technology to increase mining productivity, in addition
to evaluating software to reduce energy costs. These technologies have the potential to reduce the Company’s Bitcoin production costs, increase hashrate capacity and
significantly extend the life of the Company’s Bitcoin mining ASICs. During June 2021, this pilot project had commenced full operation and the approximate $ 2.7 million in
equipment costs for this project previously not yet operational and included in “Miners and mining equipment” in the table above, commenced being depreciated.
Depreciation and amortization expense related to property and equipment totaled approximately $7.3 million and $1.3 million for the three months ended September 30, 2021
and 2020, respectively. Depreciation and amortization expense related to property and equipment totaled approximately $15.0 million and $2.7 million for the nine months
ended September 30, 2021 and 2020, respectively.
Depreciation is computed on the straight-line basis for the periods the assets are in service.
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Construction in progress:
Upon completion of the Whinstone Acquisition, the Company commenced expansion of the Whinstone Facility from its existing 300 MW developed capacity to 750 MW.
This expanded Bitcoin mining infrastructure is expected to comprise four new buildings totaling approximately 240,000 square feet, with the capacity to support an estimated
112,000 S19j Antminers based upon current configurations. It is expected that the first portion of this expansion will be completed by Q1 2022 and the balance during Q2
2022. Two of these four buildings are being developed utilizing air-cooling infrastructure, with the optionality to upgrade to immersion-cooling. The other two of these
buildings are being developed utilizing immersion-cooling technology, a technique that offers improved cooling performance as compared to air-cooling infrastructure. The
expansion of Bitcoin mining infrastructure at Whinstone provides critical capacity for Riot to deploy its future shipments of Bitcoin mining hardware, in addition to providing
an opportunity to expand Whinstone’s hosting business for third-party Bitcoin miners.
As of September 30, 2021, the Company had outstanding executed purchase agreements for the purchase of miners from Bitmain for a total of 13,500 new S19j-Pro model
miners, scheduled to be delivered through October 2021, and had paid a deposit of 20% of the total purchase price for the acquisition of an additional 42,000 model S19j
miners pursuant to a purchase agreement entered into by the Company and Bitmain, dated effective as of April 5, 2021. A summary of the purchase agreement commitments,
deposits paid and expected delivery timing (remaining balances are payable in advance of shipping) is summarized as follows:
Agreement Date*
December 18, 2020 (1 of 2)
March 11, 2021

$

April 5, 2021**
Total

$

Original Purchase
Commitment
26,308 $
7,224

Open Purchase
Commitment

138,506
172,038 $

- $
-

Deposit Balance
26,308
7,224

82,498
82,498 $

56,008
89,540

Expected Shipping
Fourth Quarter 2021
Fourth Quarter 2021
Fourth Quarter 2021 - Fourth
Quarter 2022

* Pursuant to the Company’s agreements with Bitmain, the Company is responsible for all shipping charges incurred in connection with the delivery of the miners.
** The Company paid approximately $29 million as a deposit for the miners to be acquired under the purchase agreement, dated effective as of April 5, 2021, with Bitmain to
acquire approximately 42,000 Antminer model S19j Miners, which are scheduled to be shipped in 12 batches of approximately3,500 miners each, on a monthly basis,
between November 2021 and October 2022.
Subsequent to September 30, 2021, in October 2021, the Company entered into a purchase agreement with Bitmain to acquire 9,000 S19j Pro (100 TH/s) miners, for a total
purchase price of approximately $54 million, with an anticipated delivery and deployment schedule set for May 2022 through October 2022.
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Note 9. Long-Term Assets
Deposits:
Deposits consisted of the following as of September 30, 2021:
Deposits on equipment
Balance at January 1, 2021
Additions
Reclassification to property and equipment
Balance at September 30, 2021
Security deposits
Deposits at September 30, 2021

$

$

33,093
103,158
(46,711 )
89,540
4,876
94,416

During the nine months ended September 30, 2021, the Company paid approximately $103.2 million as deposits, primarily for miners, and, as of September 30, 2021, had
reclassified $46.7 million to property and equipment in connection with the receipt of 18,603 miners at the Coinmint Facility and the Whinstone Facility. See Note 5,
“Revenue from Contracts with Customers”.
Security Deposits:
During the nine months ended September 30, 2021, the Company paid approximately $3.1 million in connection with an amended and restated Transmission/Substation
Facility Extension Agreement for the construction of the Oncor-owned Delivery System facilities to serve the expansion of the Whinstone Facility. The deposit can be
returned in two tranches: 1) upon verification by Oncor that the load demand meets or exceeds 394 MW, approximately $1.3 million can be returned, and 2) upon verification
by Oncor that the load demand meets or exceeds 725 MW, the remaining $1.8 million can be returned. As of September 30, 2021, the Company has security deposits totaling
$4.9 million, including its ground lease of $1.8 million.
Right of Use Assets:
See Note 11, “Leases”.
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Note 10. Accrued Expenses
As of September 30, 2021 and December 31, 2020, the Company’s accrued expenses consisted of the following:
Sales and use tax
Construction in progress
Payroll and payroll taxes
Shipping costs
Professional fees
Other
Total accrued expenses

$

$

September 30, 2021
2,437
1,787
2,172
333
221
302
7,252

December 31, 2020
$

$

791
415
120
256
1,582

Note 11. Leases
At September 30, 2021, the Company had operating lease liabilities and right of use assets for its offices and data center hosting facilities, and for a ground lease at the
Whinstone Facility that expires in December 2030, inclusive of extension options the Company is reasonably certain will be exercised. At December 31, 2020, the Company
did not have any significant operating lease balances.
Rental expense for lease payments related to the Company’s operating leases is recognized on a straight-line basis over the remaining lease term. The Company currently does
not hold any finance leases. The Company elected to use the practical expedient of not separating lease components for its real estate leases. The Company has elected the
short-term lease exception provided, and therefore only recognizes right of use assets and lease liabilities for leases with a term greater than one year. Leases qualifying for
the short-term lease exception were insignificant.
As of September 30, 2021 and December 31, 2020, the right of use assets were $6.7 million andzero, respectively, and the operating lease liabilities were $8.4 million and
zero, respectively, in the accompanying unaudited condensed interim consolidated balance sheets related to our ground lease and office leases. The value of the right of use
assets exceeds the value of the operating lease liabilities primarily due to certain office and other leases being abandoned. Operating lease right of use assets are included
within long-term assets on the condensed interim consolidated balance sheets. Subsequent to September 30, 2021, in November 2021, the Company entered into a lease
termination agreement with the landlord of the abandoned leases for approximately $0.9 million. After eliminating the associated operating lease liability of approximately
$1.5 million, we anticipate recognizing other income of approximately $0.6 million during the three months ending December 31, 2021.
The calculation of the right of use assets and lease liabilities include minimum lease payments over the remaining lease term. Variable lease payments are excluded from the
amounts and are recognized in earnings in the period in which the obligation for those payments is incurred. To determine the present value of future minimum lease
payments, the Company utilized its incremental borrowing rate adjusted for the remaining lease term and the form of underlying collateral. The discount rate implicit in the
leases was not readily determinable.
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The components of lease expense for the three and nine months ended September 30, 2021 and 2020 were as follows (in thousands):

Lease cost
Operating lease cost
Variable lease cost(1)
Operating lease expense
Short-term lease rent expense
Total rent expense
(1)


$

$

Three Months Ended
September 30,
2021
2020
321
$
11
332
15
347
$

-

$

$

Nine Months Ended
September 30,
2021
2020
430
$
19
449
15
464
$

1,240
1,040
2,280
9
2,289

Amounts primarily include common area maintenance and utility charges not included in the measurement of right of use assets and operating lease liabilities.

Other Information

Operating cash flows from operating leases
Right of use assets exchanged for new operating lease liabilities
Weighted-average remaining lease term – operating leases
Weighted-average discount rate – operating leases

$
$

Three Months Ended
September 30,
2021
2020
322
$
$
7.0
7.5%

-

$
$

Nine Months Ended
September 30,
2021
2020
463
$
1,207
8,387
$
7.0
7.5%
-

The following table represents our future minimum operating lease payments as of, and subsequent to, September 30, 2021 under ASC 842 (in thousands):
Ground lease
2021 (excluding the nine months ended September 30, 2021)
2022
2023
2024
2025
Thereafter
Total undiscounted lease payments
Less present value discount
Present value of lease liabilities

$

$

229
942
970
999
1,029
4,433
8,602
(2,281 )
6,321

Office and other
leases
$
151
836
839
218
73
235
2,352
(294 )
$
2,058

Total
$

$

380
1,778
1,809
1,217
1,102
4,668
10,954
(2,575 )
8,379

We recognize ground lease expense in cost of revenues, data center hosting, and office and other lease expense in selling, general and administrative expenses, respectively, in
the accompanying unaudited condensed interim consolidated statements of operations.
Note 12. Stockholders’ Equity
At-the-Market Equity Offerings:
2021 ATM Offering
For the period August 31, 2021 to September 30, 2021, in connection with the At-the-Market Sales Agreement between the Company and its sales agent, Cantor Fitzgerald &
Co., B. Riley FBR, Inc., BTIG, LLC, Compass Point Research & Trading, LLC and Roth Capital Partners, LLC (the “Sales Agents”) the Company received gross proceeds of
approximately $35.7 million ($34.8 million, net of $0.9 million in commissions and expenses) from the sale of 1,227,991 shares of common stock, with an average fair value
of $29.07 per share, in the 2021 ATM Offering.
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December 2020 ATM Offering
During January 2021, in connection with the Second Amendment to the At-the-Market Sales Agreement between the Company and its sales agent, H.C. Wainwright, the
Company received gross proceeds of approximately $84.8 million ($82.7 million, net of $2.1 million in expenses) from the sale of 4,433,468 shares of common stock, with an
average fair value of $19.13 per share, in the December 2020 ATM Offering. With the sale and issuance of these shares, all $200 million in shares of the Company’s common
stock registered under the December 2020 Registration Statement had been issued and the Company completed the December 2020 ATM Offering. Under the terms of the
December 2020 ATM Offering, the Company only issued shares of its common stock.
Common Stock:
During the nine months ended September 30, 2021, the Company issued11,800,000 shares of its common stock in connection with its acquisition of Whinstone. See Note 4,
“Acquisitions”.
During the nine months ended September 30, 2021, 316,920 shares of common stock were issued to members of the Company’s board of directors, officers, employees and
advisors of the Company in settlement of an equal number of fully vested restricted stock units awarded to such individuals by the Company pursuant to grants made under
the Company’s 2019 Equity Plan, as amended (the “2019 Equity Plan”). The Company withheld 56,649 of these shares, at a fair value of approximately $1.8 million, to cover
the withholding taxes related to the settlement of these vested restricted stock units, as permitted by the 2019 Equity Plan.
During the nine months ended September 30, 2021, the Company issued415,657 shares of its common stock in connection with the exercise of415,657 common stock
warrants issued to investors in connection with the Company’s January 2019 private placement transaction, for net proceeds of approximately $0.8 million.
During the nine months ended September 30, 2021, the Company issued543,686 shares of its common stock in connection with the cashless exercise of warrants to purchase
1,257,235 shares of common stock, which were issued to investors in connection with private placement transactions in December 2017.
During the nine months ended September 30, 2021, 2,000 shares of the Company’s Series B preferred stock were converted into 2,000 shares of its common stock, leaving
2,199 shares outstanding.
Note 13. Restricted Common Stock, Stock Options, Restricted Stock Units (“RSUs”) and Warrants
Stock-Based Compensation:
The Company’s stock-based compensation expenses recognized during the three and nine months ended September 30, 2021 and 2020 were primarily attributable to selling,
general and administrative expenses, which are included in the accompanying unaudited condensed interim consolidated statements of operations. During the three and nine
months ended September 30, 2021, $0.6 million of stock-based compensation expense was recorded in cost of revenues, data center hosting. All stock-based compensation
expense recognized during 2020 was recognized in selling, general and administrative expenses.
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The Company recognized stock-based compensation expense during the three and nine months ended September 30, 2021 and 2020 as follows:

Time-based restricted stock awards
Performance-based restricted stock awards
Total stock-based compensation

$
$

Three Months Ended
September 30,
2021
2020
1,518 $
34,505
36,023 $

467
467

$
$

Nine Months Ended
September 30,
2021
2020
3,423 $
2,848
34,505
37,928 $
2,848

Restricted Common Stock Awards:
During the nine months ended September 30, 2021, the Company granted performance-based and time-based restricted stock units (RSUs) to its directors, employees and
advisors.
Performance-based RSUs
On August 12, 2021, the Compensation Committee of the Board of Directors of the Company approved a new performance-based restricted stock unit performance plan (the
“Performance RSU Plan”) for all executive officers and eligible employees of the Company and its consolidated subsidiaries. In connection with the Performance RSU Plan,
the Compensation Committee approved a form of performance-based restricted stock unit award agreement under the 2019 Equity Plan in relation to granting Performance
RSUs. The Performance RSUs vest upon the successful completion of specified milestones related to added infrastructure capacity and also adjusted Earnings Before Income
Taxes, Depreciation and Amortization (“EBITDA”) targets over a three-year performance period beginning in 2021 and ending on December 31, 2023. The value of the RSUs
awarded is established as the fair market value of the Company’s common stock at the time of the grant. The Company recognizes compensation cost when achievement of the
milestones and targets are probable, and recognizes the cost over the performance period. The Performance RSUs are settled in shares of the Company’s common stock upon
vesting.
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A summary of the Company’s unvested performance-based restricted common stock units for the nine months ended September 30, 2021 is presented here:

Number of Shares
Unvested at January 1, 2021
Granted
Vested
Unvested at September 30, 2021

3,925,000
(319,027)
3,605,973

Weighted Average GrantDate
Fair Value
$
$
36.83
$
36.83
$
36.83

During the nine months ended September 30, 2021, the Company awarded 3,925,000 performance-based restricted shares of common stock under the 2019 Equity Plan to
employees, which are generally eligible to vest upon the successful completion of specified milestones related to added infrastructure capacity and also adjusted EBITDA
targets over a three-year performance period beginning in 2021 and ending on December 31, 2023.
As of September 30, 2021, a total of 319,027 Performance RSU Awards for officers and employees were determined by the Compensation Committee to have vested for the
successful completion of specified milestones.
The value of performance-based restricted common stock grants is measured based on their fair market value on the date of grant and amortized over their respective
estimated implicit service periods. During the nine months ended September 30, 2021, the fair value of awards granted totaled $144.6 million and as of September 30, 2021,
there was approximately $110.1 million of total unrecognized compensation cost related to restricted common stock awards, which is expected to be recognized over a
remaining weighted-average vesting period of approximately 8.4 months.
Time-based RSUs
A summary of the Company’s unvested time-based restricted common stock units for the nine months ended September 30, 2021 is presented here:

Number of Shares
633,305
(188,849)
173,737
(150)
618,043

Unvested at January 1, 2021
Vested
Granted
Forfeited
Unvested at September 30, 2021

Weighted Average GrantDate
Fair Value
$
1.27
$
14.44
$
33.33
$
44.64
$
6.31

During the nine months ended September 30, 2021, the Company awarded 173,737 restricted shares of time-based common stock under the 2019 Equity Plan to directors,
employees and advisors, which are generally eligible to vest over a one-year period.
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The value of time-based restricted common stock grants is measured based on their fair market value on the date of grant and amortized over their respective vesting periods.
During the nine months ended September 30, 2021, the fair value of awards granted totaled $5.8 million and as of September 30, 2021, there was approximately $2.6 million
of total unrecognized compensation cost related to unvested time-based restricted common stock rights, which is expected to be recognized over a remaining weightedaverage vesting period of approximately 5 months.
Other Common Stock Purchase Warrants:
During the three months ended September 30, 2021, 63,000 warrants were issued to XMS as partial payment for its advisory services in connection with the Whinstone
Acquisition. The warrant entitles XMS to purchase from the Company up to 63,000 shares of the Company’s common stock, no par value per share, at a purchase price of
$48.37 per share at any time through August 12, 2026. All warrants issued to prior investors in connection with previously disclosed private placement transactions in 2019
and 2017, had either been exercised or forfeited. The following is a summary of outstanding warrants for the nine months ended September 30, 2021:

Outstanding and exercisable at January 1, 2021
Granted
Exercised
Forfeited
Outstanding and exercisable at September 30, 2021

Shares
Underlying
Options/Warrants
2,061,770
63,000
(1,672,892 )
(388,878)
63,000

Weighted
Average
Exercise
Price
$
$
$
$
$

32.33
48.37
1.94
40.00
48.37

Weighted
Average
Remaining
Contractual
Term (Years)
1.1
4.9
4.9

Aggregate
Intrinsic Value
$
6,256
$
-

Note 14. Fair Value Measurements
Assets and liabilities measured at fair value on a recurring basis
The Company’s assets and liabilities measured at fair value on a recurring basis consisted of the following as of the Acquisition Date of May 26, 2021, and September 30,
2021:

Derivative asset
Contingent consideration liability

Total carrying value at
May 26, 2021
$
13,967
$
82,953

Fair value measured at May 26, 2021
Quoted prices in active
Significant other
markets
observable inputs
(Level 1)
(Level 2)
$
$
$
$
32

-

Significant
unobservable inputs
(Level 3)
$
13,967
$
82,953
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Derivative asset
Contingent consideration liability

Total carrying value at
September 30, 2021
$
37,773
$
83,397

Fair value measured at September 30, 2021
Quoted prices in active
Significant other
markets
observable inputs
(Level 1)
(Level 2)
$
$
$
$

-

Significant
unobservable inputs
(Level 3)
$
37,773
$
83,397

Level 3 Assets
Power Supply Agreement
During the nine months ended September 30, 2021, the Company recorded a derivative asset related to its Power Supply Agreement. The Power Supply Agreement was
classified as a derivative asset and measured at fair value on the date of the Company’s acquisition of Whinstone, with changes in fair value recognized in change in fair value
of derivative asset in operating income or loss on the accompanying unaudited condensed interim consolidated statements of operations. The contract was not designated as a
hedging instrument. Prior to the Whinstone Acquisition, the Company did not have any derivative contracts. The estimated fair value of the Company’s derivate asset is
classified in Level 3 of the fair value hierarchy due to the significant unobservable inputs utilized in the valuation. Specifically, our discounted cash flow estimation models
contain quoted commodity exchange spot and forward prices and are adjusted for basis spreads for load zone-to-hub differentials through the term of the Power Supply
Agreement, which ends in December 2030. The discount rate utilized of approximately 21% includes observable market inputs, but also includes unobservable inputs based
on qualitative judgment related to company-specific risk factors.
The terms of the Power Supply Agreement require margin-based collateral, calculated as exposure resulting from fluctuations in the market cost rate of electricity versus the
fixed price stated in the contract. The margin-based collateral requirement to the Company is zero as of September 30, 2021.
Level 3 Liabilities
Business Combination Contingent Consideration
The Company recorded a Level 3 financial liability during the nine months ended September 30, 2021, relating to the contingent consideration arrangement arising from the
acquisition of Whinstone. Contingent consideration represents an obligation of the Company to transfer cash to the Seller when Whinstone realizes or receives a benefit from
utilization of certain defined power credits. See Note 4, “Acquisitions”. The Company estimated the fair value of the contingent consideration using a discounted cash flow
analysis, which includes estimates of both the timing and amounts of potential future power credits. These estimates were determined using the Company’s historical
consumption quantities and patterns combined with management’s expectations of its future consumption requirements, which require significant judgment and depend on
various factors outside the Company’s control, such as construction delays. The discount rate of approximately 2.5% includes observable market inputs, such as TXU’s parent
company’s Standard & Poor’s credit rating of BB, but also includes unobservable inputs such as interest rate spreads, which were estimated based on qualitative judgment
related to company-specific risk factors. Specifically, due to the power credits being subordinated obligations for TXU’s parent, we used one credit rating lower than BB in
our yield curve to estimate a reasonable interest rate spread to determine the cost of debt input. The significant assumptions used to estimate fair value of the derivative
contract include a discount rate of 21%, which reflected the nature of the contract as it relates to the risk and uncertainty of the estimated future mark-to-market adjustments,
forward price curves of the power supply, broker/dealer quotes and other similar data obtained from quoted market prices or independent pricing vendors. Although these
estimates are based on management’s best knowledge of current events, the estimates could change significantly from period to period. Actual results that differ from the
assumptions used and any changes to the significant assumptions and unobservable inputs used could have a material impact on future results of operations.
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Changes in Level 3 assets and liabilities measured at fair value on a recurring basis
Unobservable inputs were used to determine the fair value of positions that the Company has classified within the Level 3 category. Unrealized gains and losses associated
with the asset within the Level 3 category includes changes in fair value that were attributable to unobservable (e.g., changes in unobservable long-dated volatilities) inputs.
The following table presents the changes in the estimated fair value of the derivative asset measured using significant unobservable inputs (Level 3) for the nine months ended
September 30, 2021:
Derivative Asset
Balance as of January 1, 2021
Acquisition of Whinstone
Change in fair value
Balance as of September 30, 2021

$
$

13,967
23,806
37,773

For the nine months ended September 30, 2021 there was a change of approximately $23.8 million in Level 3 assets measured at fair value. Additionally, during the nine
months ended September 30, 2021, power sales back to ERCOT through its demand response programs of $3.7 million were recorded in change in fair value of derivative
asset in the condensed interim consolidated statements of operations. There were no Level 3 assets for the nine months ended September 30, 2020.
The following table presents the changes in the estimated fair value of our liability for contingent consideration measured using significant unobservable inputs (Level 3) for
the nine months ended September 30, 2021:
Contingent
Consideration Liability
Balance as of January 1, 2021
Acquisition of Whinstone
Change in fair value
Balance as of September 30, 2021

$
$

82,953
444
83,397

For the nine months ended September 30, 2021 the change in Level 3 liabilities measured at fair value was $0.4 million. There were no Level 3 liabilities for the nine months
ended September 30, 2020. Our estimated liability for contingent consideration represents potential payments of additional consideration for the Whinstone Acquisition,
payable if Whinstone realizes or receives a benefit from utilization of certain defined power credits. Changes in the fair value of contingent consideration are recorded in the
condensed interim consolidated statements of operations within change in fair value of contingent consideration.
There were no transfers of financial instruments between Level 1, Level 2 and Level 3 during the period presented.
Assets and Liabilities Not Measured at Fair Value on a Recurring Basis
In addition to assets and liabilities that are measured at fair value on a recurring basis, we also measure certain assets and liabilities at fair value on a nonrecurring basis. Our
non-financial assets, including goodwill, intangible assets, operating lease right of use assets, and property, plant and equipment, are measured at fair value when there is an
indication of impairment and the carrying amount exceeds the asset’s projected undiscounted cash flows. These assets are recorded at fair value only when an impairment
charge is recognized. Further details regarding our regular impairment reviews appear in Note 3, “Summary of Significant Accounting Policies”.
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Note 15. Commitments and Contingencies
Commitments:
Operating Leases:
The Company leases its primary office locations and data center hosting facilities, as well as a ground lease, under noncancelable lease agreements that expire on varying
dates through 2030. See Note 11, “Leases”.
Water Reservation Agreement:
Whinstone executed a water reservation agreement in April 2021 with the lessor of the ground lease to obtain a certain quantity of water from a nearby lake to be used by the
Company for commercial purposes. We use the water for evaporative cooling in our data center facility. The initial term of the agreement runs through December 2027 and
requires annual payments of approximately $1.0 million.
Contingencies:
Contingent Payments Related to Business Acquisitions:
In connection with the Whinstone Acquisition, the Company is required to make contingent payments subject to the acquired business realizing or receiving a benefit from
utilization of certain defined power credits resulting from the February weather event in Texas, subsequent to the Acquisition Date. See Note 4, “Acquisitions”.
The fair value of the remaining aggregate contingent payments at September 30, 2021 is included in long-term liabilities in the unaudited interim condensed consolidated
balance sheet.
Legal Proceedings:
The Company, and its subsidiaries, are subject at times to various claims, lawsuits and governmental proceedings relating to the Company’s business and transactions arising
in the ordinary course of business. The Company cannot predict the final outcome of such proceedings. Where appropriate, the Company vigorously defends such claims,
lawsuits and proceedings. Some of these claims, lawsuits and proceedings seek damages, including, consequential, exemplary or punitive damages, in amounts that could, if
awarded, be significant. Certain of the claims, lawsuits and proceedings arising in ordinary course of business are covered by the Company’s insurance program. The
Company maintains property and various types of liability insurance in an effort to protect the Company from such claims. In terms of any matters where there is no insurance
coverage available to the Company, or where coverage is available and the Company maintains a retention or deductible associated with such insurance, the Company may
establish an accrual for such loss, retention or deductible based on current available information. In accordance with accounting guidance, if it is probable that an asset has
been impaired or a liability has been incurred as of the date of the financial statements, and the amount of loss is reasonably estimable, then an accrual for the cost to resolve
or settle these claims is recorded by the Company in the accompanying consolidated balance sheets. If it is reasonably possible that an asset may be impaired as of the date of
the financial statement, then the Company discloses the range of possible loss. Expenses related to the defense of such claims are recorded by the Company as incurred and
included in the accompanying consolidated statements of operations. Management, with the assistance of outside counsel, may from time to time adjust such accruals
according to new developments in the matter, court rulings, or changes in the strategy affecting the Company’s defense of such matters. On the basis of current information,
the Company does not believe there is a reasonable possibility that, other than with regard to the Class Action described below, any material loss, if any, will result from any
claims, lawsuits and proceedings to which the Company is subject to either individually, or in the aggregate.
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Shareholder Class Action Suit:
On February 17, 2018, Creighton Takata filed an action asserting putative class action claims on behalf of the Company’s stockholders in the United District Court for the
District of New Jersey, Takata v. Riot Blockchain Inc., et al., Case No. 3: 18-cv-02293. The complaint asserts violations of federal securities laws under Section 10(b) and
Section 20(a) of the Securities Exchange Act of 1934 on behalf of a putative class of stockholders that purchased stock from November 13, 2017 through February 15, 2018.
The complaint alleges that the Company and certain of its officers and directors made, caused to be made, or failed to correct false and/or misleading statements in press
releases and public filings regarding its business plan in connection with its cryptocurrency business. The complaint requests damages in unspecified amounts, costs and fees
of bringing the action, and other unspecified relief.
On April 18, 2018, Joseph J. Klapper, Jr., filed a complaint against Riot Blockchain, Inc., and certain of its officers and directors in the United District Court for the District
of New Jersey (Klapper v. Riot Blockchain Inc., et al., Case No. 3: 18-cv-8031). The complaint contained substantially similar allegations and the same claims as those filed
by Mr. Takata, and requests damages in unspecified amounts, costs and fees of bringing the action, and other unspecified relief. On November 6, 2018, the court in the Takata
action issued an order consolidating Takata with Klapper into a single putative class action. The court also appointed Dr. Golovac as Lead Plaintiff and Motely Rice as Lead
Counsel of the consolidated class action.
Lead Plaintiff filed a consolidated complaint on January 15, 2019. Defendants filed motions to dismiss on March 18, 2019. In lieu of opposing defendants’ motions to dismiss,
Lead Plaintiff filed another amended complaint on May 9, 2019. Defendants filed multiple motions to dismiss the amended complaint starting on September 3, 2019.
On April 30, 2020, the court granted the motions to dismiss, which resulted in the dismissal of all claims without prejudice. On December 24, 2020, Lead Plaintiff filed
another amended complaint. Defendants filed multiple motions to dismiss the amended complaint starting on February 8, 2021, which have been fully briefed. Because this
litigation is still at this early stage, we cannot reasonably estimate the likelihood of an unfavorable outcome or the magnitude of such an outcome, if any.
Shareholder Derivative Cases:
On April 5, 2018, Michael Jackson filed a shareholder derivative complaint on behalf of the Company in the Supreme Court of the State of New York, County of Nassau,
against certain of the Company’s officers and directors, as well as against an investor ( Jackson v. Riot Blockchain, Inc., et al., Case No. 604520/18). The complaint contains
similar allegations to those contained in the shareholder class action complaints and seeks recovery for alleged breaches of fiduciary duty, unjust enrichment, waste of
corporate assets, abuse of control and gross mismanagement. The complaint seeks unspecified monetary damages and corporate governance changes. At the last preliminary
conference, the court adjourned the conference until March 15, 2022 in lieu of staying the action. Defendants do not anticipate any other activity on this case until the next
preliminary conference.
On May 22, 2018, two additional shareholder derivative complaints were filed on behalf of the Company in the Eighth Judicial District Court of the State of Nevada in and for
the County of Clark (Kish v. O’Rourke, et al., Case No. A-18-774890-B & Gaft v. O’Rourke, et al., Case No. A-18-774896-8). The two complaints make identical allegations,
which are similar to the allegations contained in the shareholder class action complaints. The shareholder derivative plaintiffs also seek recovery for alleged breaches of
fiduciary duty, unjust enrichment, waste of corporate assets, and aiding abetting a breach of fiduciary duty. The complaints seek unspecific monetary damages and corporate
governance changes.
On September 24, 2018, the court entered an order consolidating theGaft and Kish actions, which is now styled as In re Riot BlockChain, Inc. Shareholder Derivative
Litigation, Case No. A-18-774890-B. The plaintiffs filed a consolidated complaint on March 15, 2019. The consolidated action has been temporarily stayed until the resolution
of the motion(s) to dismiss in the securities class action pending in the United District Court for the District of New Jersey.
36

Riot Blockchain, Inc. and Subsidiaries
Notes to the Condensed Interim Consolidated Financial Statements
(Unaudited)
On October 9, 2018, another shareholder derivative complaint was filed on behalf of the Company in the United District Court for the Eastern District of New York
(Rotkowitz v. O’Rourke, et al., Case No. 2:18-cv-05632). As with the other shareholder derivative actions, the shareholder plaintiff alleges breach of fiduciary duty, waste of
corporate assets, and unjust enrichment against certain of the Company’s officers, directors, and an investor. The complaint’s allegations are substantially similar to those
made in the other securities class action and shareholder derivative complaints filed in 2018. The complaint seeks unspecific monetary damages and corporate governance
changes. The parties filed a motion with the court to temporarily stay this action until the resolution of the motion(s) to dismiss in the securities class action pending in the
United District Court for the District of New Jersey. In response, the court dismissed the action without prejudice with leave to refile a complaint following the resolution of
the motion(s) to dismiss in the securities class action pending in the United District Court for the District of New Jersey.
On October 22, 2018, another shareholder derivative complaint was filed on behalf of the Company in the United District Court for the Southern District of New York F
( initz
v. O’Rourke, et al., Case No. 1:18-cv-09640). The shareholder plaintiffs allege breach of fiduciary duty, waste of corporate assets, and unjust enrichment against certain of the
Company’s officers, directors, and an investor. The complaint’s allegations are substantially similar to those made in the other securities class action and shareholder
derivative complaints filed in 2018. The complaint seeks unspecific monetary damages and corporate governance changes. Upon the parties’ stipulation, the court issued an
order temporarily staying this action until the resolution of the motion(s) to dismiss in the securities class action pending in the United District Court for the District of New
Jersey.
On December 13, 2018, another shareholder derivative complaint was filed on behalf of the Company in the United District Court for the Northern District of New York
(Monts v. O’Rourke, et al., Case No. 1:18-cv-01443). The shareholder plaintiffs allege claims for violation of Section 14(a) of the Securities Exchange Act of 1934, breach of
fiduciary duties, unjust enrichment, waste of corporate assets, and aiding and abetting against certain of the Company’s officers, directors, and an investor. The complaint’s
allegations are substantially similar to those made in the other securities class action and shareholder derivative complaints filed in 2018. The complaint seeks unspecific
monetary damages and corporate governance changes. Upon the parties’ stipulation, the court issued an order temporarily staying this action until the resolution of the
motion(s) to dismiss in the securities class action pending in the United District Court for the District of New Jersey.
Defendants intend to vigorously contest plaintiffs’ allegations in the shareholder derivative actions and plaintiffs’ right to bring the action in the name of Riot Blockchain. But
because this litigation is still at this early stage, we cannot reasonably estimate the likelihood of an unfavorable outcome or the magnitude of such an outcome, if any.
Kashwise Demand:
On February 18, 2020, the Company received a demand letter from Kashwise Global Funding, Inc. (“Kashwise”) for the payment of fees pursuant to an alleged arrangement
between the Company and Kashwise in connection with the January 2019 private exempt offering of the Company’s securities to a group of accredited investors (the
“Kashwise Demand”). The Company timely responded to the Kashwise Demand; however, on April 13, 2020, Kashwise Global Funding Solutions, Inc. filed suit against the
Company in the Circuit Court of the 17th Judicial Circuit in and for Broward County, Florida (the “Kashwise Suit”) alleging substantially similar claims as in the Kashwise
Demand. The Company removed the Kashwise Suit to Federal District Court in and for the Southern District of Florida and vigorously disputed the allegations made in the
Kashwise Suit. On August 12, 2021, the Court entered an order granting the Company’s motion for summary judgment on all claims in the Kashwise Suit, and the next day it
entered Final Judgment in favor of the Company.
Note 16. Segment Information
The Company applies ASC 280, Segment Reporting, in determining its reportable segments. The Company has two reportable segments: Cryptocurrency Mining and Data
Center Hosting. The guidance requires that segment disclosures present the measure(s) used by the Chief Operating Decision Maker (“CODM”) to decide how to allocate
resources and for purposes of assessing such segments’ performance. The Company's CODM is comprised of several members of its executive management team who use
revenue and cost of revenues of both reporting segments to assess the performance of the business of our reportable operating segments.
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No operating segments have been aggregated to form the reportable segments. The Company does not allocate all assets to the reporting segments as these are managed on an
entity-wide basis. Therefore, the Company does not separately disclose the total assets of its reportable operating segments.
The Cryptocurrency Mining segment generates revenue from the cryptocurrency the Company earns through its mining activities. The Data Center Hosting segment generates
revenue from long-term customer contracts for the provision/consumption of electricity, construction of infrastructure, operation of data centers and maintenance/management
of computing capacity from the Company’s high performance computing facility in Rockdale, Texas.
All revenues are from external customers and no single customer or related group of customers contributed 10% or more of the Company's total revenue during the three and
nine months ended September 30, 2021 and 2020.
Through September 30, 2021, approximately 90% of the Company’s cryptocurrency mining revenue was generated from the Coinmint Facility in New York, and 100% of the
Company’s data center hosting revenue was generated from the Whinstone Facility in Rockdale, Texas.
The following table details revenue and cost of revenues for the Company's reportable segments for the three and nine months ended September 30, 2021 and 2020, and
reconciles to net income (loss) on the condensed interim consolidated statements of operations:
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Riot Blockchain, Inc. and Subsidiaries
Notes to the Condensed Interim Consolidated Financial Statements
(Unaudited)
Three Months Ended
September 30,
2021
2020
Reportable segment revenue:
Revenue, net - cryptocurrency mining
Revenue, net - data center hosting
Other revenue
Total segment and consolidated revenue
Reportable segment cost of revenue (exclusive of depreciation and amortization
shown below):
Cost of revenues - cryptocurrency mining
Cost of revenues - data center hosting
Total segment and consolidated cost of revenues (exclusive of depreciation and
amortization shown below)
Reconciling Items:
Acquisition-related costs
Selling, general and administrative
Depreciation and amortization
Change in fair value of derivative asset
Change in fair value of contingent consideration
Impairment of long-term investment
Impairment of cryptocurrencies
Reversal of registration rights penalty
Gain (loss) on sale of equipment
Interest income
Other income (expense)
Realized gain on sale/exchange of long-term investment
Realized gain on sale/exchange of cryptocurrencies
Unrealized loss on marketable equity securities
Deferred income tax expense
Net income (loss)

$

$

53,590
11,193
25
64,808

$

Nine Months Ended
September 30,
2021
2020
2,437
25
2,462

$

108,213
14,067
73
122,353

$

6,717
73
6,790

13,034
12,581

1,302
-

29,893
16,317

4,149
-

25,615

1,302

46,210

4,149

(552 )
(40,307 )
(12,207 )
9,920
(259 )
40
(85)
65
(11,151 )
(15,343 )

(2,000)
(1,267)
(5 )
12
(2 )
385
(1,717)

(18,894 )
(47,971 )
(20,791 )
27,456
(444 )
(17,507 )
295
1,425
26,260
94
(10,812 )
(3,730)
11,524

(7,964)
(2,761)
(9,413)
(989 )
1,358
31
27
(5 )
491
(16,584 )

$

$

$

Note 17. Subsequent Events
Common Stock
Subsequent to September 30, 2021, the Company’s shareholders approved the second amendment to its 2019 Equity Plan, which increases the number of shares of the
Company’s common stock reserved for issuance by 4,400,000 shares.
ATM Activity
Subsequent to September 30, 2021, in connection with the Company’s 2021 ATM Offering, the Company received gross proceeds of approximately $564.3 million from the
sale of 18.7 million shares of common stock, which completed the 2021 ATM Offering.
Restricted Stock
Subsequent to September 30, 2021, the Company granted 9,131 time-based restricted stock units with a fair value of approximately $0.3 million and 118,805 performancebased restricted stock units with a fair value of approximately $3.7 million.
Subsequent to September 30, 2021, 69,948 shares of common stock were issued to officers of the Company in settlement of an equal number of fully vested restricted stock
units awarded to such individuals by the Company pursuant to grants made under the Company’s 2019 Equity Plan. The Company withheld 20,984 of these shares at a fair
value of approximately $0.5 million, to cover the withholding taxes related to the settlement of these vested restricted stock units.
In October 2021, the Company entered into an agreement to issue180,000 restricted share rights to XMS for its continued advisory services on potential strategic matters.
These restricted share rights vest quarterly in equal tranches over three years, beginning in October 2021.
Miners
In October 2021, the Company entered into a purchase agreement with Bitmain to acquire9,000 S19j Pro (100 TH/s) miners, for a total purchase price of approximately $54
million, with an anticipated delivery and deployment schedule set for May 2022 through October 2022.
Leases
In November 2021, the Company entered into a lease termination agreement with the landlord of certain Whinstone abandoned leases for approximately $0.9 million. After
eliminating the associated operating lease liability of approximately $1.5 million, we anticipate recognizing other income of approximately $0.6 million during the three
months ending December 31, 2021.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
The following discussion and analysis should be read in conjunction with our consolidated financial statements and the related notes and other financial information included
elsewhere in this Quarterly Report and with our audited consolidated financial statements for the fiscal year ended December 31, 2020, as included in our 2020 Annual
Report on Form 10-K. In addition to historical consolidated financial information, the following discussion includes forward-looking statements about our business, financial
condition and results of operations, including discussions about management’s expectations for our business. These statements represent projections, beliefs and expectations
based on current circumstances and conditions and our actual results could differ materially from those discussed in these forward-looking statements. Further, these
forward-looking statements should not be construed either as assurances of performance or as promises of a given course of action. You should review the sections entitled

“Cautionary Note Regarding Forward-Looking Statements” and “Item 1A. Risk Factors” of this Quarterly Report for a discussion of factors that could cause actual results
to differ materially - and potentially adversely - from the results described in or implied by the forward-looking statements contained in the following discussion and analysis
and elsewhere in this Quarterly Report.
Overview:
The Company’s current focus is on growing its cryptocurrency mining operation, primarily with the goal of mining Bitcoin utilizing specialized ASIC miners manufactured
by Bitmain, known as Antminers. During 2020 and into 2021, the Company continued an ongoing process of upgrading and expanding its existing miner fleet and evaluating
its mining operations, with the objective to increase the Company’s operational efficiency and performance. With the May 2021 acquisition of Whinstone, the Company
expanded its operations into hosting services for Bitcoin miners and providing expanded capacity for Riot’s self-mining operations.
Cryptocurrency Mining:
The Company’s current focus is on its cryptocurrency mining operation, and during the nine months ended September 30, 2021, it continued to expand its quantity of miners
with the objective of increasing the Company’s operational efficiency and performance.
During the nine months ended September 30, 2021, the Company received 18,603 additional Antminer model S19-Pro miners related to its 2020 purchase contracts with
Bitmain and, as of September 30, 2021, had deployed a total of 25,646 miners in its mining operation.
During the nine months ended September 30, 2021, the Company entered into two additional purchase agreements with Bitmain to acquire 43,500 Antminer model S19j (90
Terahash per second) (“TH/s”) miners, for a total purchase price of approximately $145.7 million. Pursuant to these agreements, approximately $56.0 million of the total
purchase price was initially paid by the Company to Bitmain as refundable deposits, with the remainder payable in installments in advance of shipment of the miners, which is
scheduled to occur on a monthly basis between October 2021 and October 2022.
Subsequent to September 30, 2021, in October 2021, the Company entered into a purchase agreement with Bitmain to acquire 9,000 S19j Pro (100 TH/s) miners, for a total
purchase price of approximately $54 million, with an anticipated delivery and deployment schedule set for May 2022 through October 2022.
During the year ended December 31, 2020, the Company purchased 33,646 Antminer series of miners from Bitmain, including 12,000 model S19j-Pro miners, 20,606 model
S19-Pro miners and 1,040 model S19 miners. As of December 31, 2020, the Company had received and deployed 7,043 total miners at the Company’s mining operation at
the Coinmint Facility in New York, including 4,000 model S17-Pro miners purchased from Bitmain in 2019, as well as 3,043 of the miners purchased from Bitmain in 2020,
consisting of 2,003 model S19-Pro miners and 1,040 model S19 miners.
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Data Center Hosting:
On May 26, 2021, we completed the Whinstone Acquisition, our wholly owned subsidiary, which owns and operates the Whinstone Facility, a commercial data center
located in Rockdale, Texas, which is among the largest Bitcoin mining and hosting facilities in North America. The Whinstone Facility provides third-party hosting services
to other companies, including other cryptocurrency mining companies, through co-location services agreements, and also provides us with a self-owned facility where we can
deploy our miners and carry out future strategic expansion initiatives.
Upon completion of the Whinstone Acquisition, we commenced an expansion of the Whinstone facility to 750 megawatts (“MW”), from its existing 300 MW developed
capacity. We expect the expanded Whinstone Facility to be completed during 2022, including four new buildings totaling approximately 240,000 square feet of finished
space, with sufficient developed electricity power capacity to support an estimated 112,000 Antminer model S19j miners based upon current configurations. We believe this
expansion of the Whinstone Facility will provide sufficient capacity to enable us to deploy a significant quantity of our miners (including our current deployed fleet and those
expected to be delivered in future shipments) in a self-hosted facility, while allowing Whinstone to continue to operate and grow its existing data center hosting business. We
believe deploying our miners at the expanded Whinstone Facility has many advantages for our mining operations, including allowing us to operate our miners without
incurring third-party co-location services fees and to do so at the fixed low energy costs available to the Whinstone Facility under its long-term power supply agreement. We
also anticipate this expansion of the Whinstone Facility will provide space for third-party Miner co-location services and for other enterprise-level data center hosting
services.
Whinstone currently hosts Bitcoin mining operations for institutional customers. In addition to hosting revenue, Whinstone also generates engineering and construction
services revenue from hosting customers on site, including revenue derived from the fabrication and deployment of immersion cooling technology for Bitcoin mining.
From the May 26, 2021 acquisition date through September 30, 2021, Whinstone’s total revenue and net income was approximately $14.1 million and $13.8 million,
respectively. Additionally, the majority of our $22.8 million of deferred revenue as of September 30, 2021 is related to advance payments made by Whinstone customers,
which will be primarily recognized over the remaining lives of the underlying contracts, or approximately eight years.
Strategic Opportunities:
The Company engaged XMS to assist with evaluating strategic growth opportunities. XMS is an independent global financial services firm with expertise in M&A and
strategic advisory. The Company engaged XMS to help with navigating the dynamic Bitcoin landscape and advise the Company on potential strategic transactions in Bitcoin
mining related operations. XMS acted as exclusive financial advisor to the Company in connection with the Whinstone Acquisition. The Company does not have a defined
timeline for any future transactions and cannot provide any assurance whether or when future transactions may be announced or consummated.
Investments in Marketable Equity Securities:
In September 2017 and February 2018, the Company acquired a minority interest for $9.4 million in Coinsquare Ltd. (“Coinsquare”), which operates a digital crypto currency
exchange platform in Canada. The investment resulted in an ownership in Coinsquare by the Company of approximately 11.7%, on a fully diluted basis. In 2020, the Company
determined there were indicators that would cause a 100% impairment of the Coinsquare investment, resulting in the Company recording an impairment expense of $9.4
million in 2020. The Company elected under ASU 2016-01 to account for the Coinsquare investment using the measurement alternative at cost, less any impairment, plus or
minus changes resulting from observable price changes.
During the nine months ended September 30, 2021, under agreements generally between Coinsquare, Coinsquare’s shareholders (including Riot) and Mogo Inc. (NASDAQ:
MOGO) (“Mogo Agreement”), a digital payments and financial technology company (“Mogo”), Riot sold its 3.4 million common shares of Coinsquare (the “Coinsquare
Shares”) in exchange for approximately 3.2 million common shares of Mogo (the “Mogo Shares”) and approximately US $1.8 million in cash.
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During the nine months ended September 30, 2021, the Company recorded a gain on sale/exchange of long-term investments of $26.3 million for the sale of its shares of
Coinsquare. Concurrently, in accordance with ASC 321, we recorded the fair value of the MOGO shares, received in the exchange of $24.8 million in investments in
marketable equity securities within current assets on our unaudited condensed interim consolidated balance sheets. The fair value was calculated as 3.2 million shares of
Mogo common stock multiplied by the fair value of the Mogo shares received. During the three and nine months ended September 30, 2021, we recorded unrealized losses on
the shares of approximately $11.2 million and $10.8 million, respectively, based on the closing price per share of Mogo common stock on NASDAQ on September 30, 2021
of $4.32. The daily share price is extremely volatile and may be more or less than the amount recorded as of September 30, 2021.
COVID-19:
The COVID-19 global pandemic has been unpredictable and unprecedented and is likely to continue to result in significant national and global economic disruption, which
may adversely affect our business. Based on the Company’s current assessment, however, the Company does not expect any material impact on its long-term development, its
operations, or its liquidity due to the worldwide spread of COVID-19. However, the Company is actively monitoring this situation and the possible effects on its financial
condition, liquidity, operations, suppliers, and industry.
Summary of Cryptocurrency Mining Results:
The following table presents additional information about our cryptocurrency mining activities of Bitcoin (“BTC”), Bitcoin Cash (“BCH”) and Litecoin (“LTC”) in coins and
amounts ($ in thousands) during the nine months ended September 30, 2021 and 2020:
Quantities (in coins)
BTC
BCH
1,078
2,458
(3)
—
—
3,533

Balance at January 1, 2021
Revenue recognized from cryptocurrencies mined
Proceeds from sale of cryptocurrencies
Realized gain on sale/exchange of cryptocurrencies
Impairment of cryptocurrencies
Balance at September 30, 2021

BTC
Balance at January 1, 2020
Revenue recognized from cryptocurrencies mined
Mining pool operating fees
Proceeds from sale of cryptocurrencies
Realized gain on sale/exchange of cryptocurrencies
Impairment of cryptocurrencies
Cryptocurrencies received from sale of equipment
Balance at September 30, 2020

514
730
—
(100)
26
—
5
1,175

Quantities (in coins)
LTC
3,449
21
—
—
(3,470)
—
—
—

1
—
—
—
—
1

BCH
1
—
—
—
—
—
—
1

Cryptocurrencies
Amounts
$
11,626
108,213
(113)
94
(17,507)
$
102,313
Cryptocurrencies
Amounts
$
3,839
6,717
(94)
(1,029)
491
(989)
52
$
8,987
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Results of Operations Comparative Results for the Three Months Ended September 30, 2021 and 2020:
Revenue:
Total revenue for the three months ended September 30, 2021 and 2020, was $64.8 million and $2.5 million, respectively, and consisted of our cryptocurrency mining
revenue, data center hosting revenue and other revenue.
For the three months ended September 30, 2021 and 2020, cryptocurrency mining revenue was $53.6 million, and $2.4 million, respectively. The increase of $51.2 million in
mining revenue was due to higher Bitcoin values in the 2021 period, averaging $41,837 per coin as compared to $10,823 per coin in the 2020 period, combined with a higher
number of Bitcoin mined in 2021, which totaled 1,292 as compared to 222 in the 2020 period.
For the three months ended September 30, 2021, data center hosting revenue was $11.2 million, and there was no data center hosting revenue for the three months ended
September 30, 2020. Data center hosting revenue includes upfront payments which we record as deferred revenue and generally recognize as services are provided. We
provide energized space and operating and maintenance services to third-party mining companies who locate their mining hardware at our Whinstone Facility under longterm contracts. We account for these agreements as a single performance obligation for services being delivered in a series with delivery being measured by daily successful
operation of the mining hardware. As such, we recognize revenue over the life of the contract as its series of performance obligations are met. The contracts are recognized in
the amount for which we have the right to invoice because we elected the “right to invoice” practical expedient.
Other revenue consisting of license fees was not significant in either period.
Costs and expenses:
Cost of revenues for cryptocurrency mining for the three months ended September 30, 2021 and 2020 was $13.0 million and $1.3 million, respectively, representing an
increase of approximately $11.7 million. As a percentage of cryptocurrency mining revenue, cost of revenues totaled 24.3% and 53.4% for each of the three month periods
ended September 30, 2021 and 2020, respectively. Cost of revenues consists primarily of direct production costs of mining operations, including electricity, labor, insurance
and the variable Coinmint hosting fee, but excluding depreciation and amortization, which are separately stated. The increase of $11.7 million in cost of revenues is primarily
due to the increases in variable mining costs, including the variable hosting fees, associated with increases in mining revenues.
Cost of revenues for data center hosting for the three months ended September 30, 2021, was $12.6 million and there were no data center hosting costs for the three months
ended September 30, 2020. The 2021 costs consisted primarily of $9.4 million for direct power costs, with the balance primarily incurred for rent and compensation costs.
Acquisition-related costs for the three months ended September 30, 2021 totaled $0.6 million, and consisted of expenses incurred in connection with our acquisition of
Whinstone. There were no acquisition-related costs for the three months ended September 30, 2020.

Selling, general and administrative expenses during the three months ended September 30, 2021 and 2020 totaled $40.3 million and $2.0 million, respectively. Selling, general
and administrative expenses consist of stock-based compensation, legal and professional fees and other personnel and related costs. The increase of $38.3 million is primarily
due to an increase in stock-compensation expense of $35.6 million resulting from additional awards (including the performance-based plan announce in August 2021),
compensation expense, which increased by $1.8 million due to additional employees to support the Company’s growth, and an increase in consulting fees of $0.7 million
resulting primarily from assistance on internal control systems and procedures.
Depreciation and amortization expenses during the three months ended September 30, 2021 totaled $12.2 million, which is an increase of approximately $10.9 million, as
compared to $1.3 million for the three months ended September 30, 2020. The increase is primarily due to the amortization of the customer contract intangible asset and
higher depreciation expense recognized for the Whinstone Facility and our recently acquired miners.
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Change in fair value of our derivative asset for the three months ended September 30, 2021, was $9.9 million, including $7.2 million recorded to adjust the fair value of our
Power Supply Agreement, which was classified as a derivative asset and measured at fair value on the date of our acquisition of Whinstone, and $2.7 million from power sales
to ERCOT through its demand response program.
Other income and expenses:
Other expense for the three months ended September 30, 2021 was $11.1 million and other income for the three months ended September 30, 2020 was $0.4 million. The
increase of $11.5 million is primarily related to an $11.2 million unrealized loss on the decline in fair value of our marketable equity securities.
Results of Operations Comparative Results for the Nine Months Ended September 30, 2021 and 2020:
Revenue:
Total revenue for the nine months ended September 30, 2021 and 2020, was $122.4 million and $6.8 million, respectively, and consisted of our cryptocurrency mining
revenue, data center hosting revenue and other revenue.
For the nine months ended September 30, 2021 and 2020, cryptocurrency mining revenue was $108.2 million, and $6.7 million, respectively. The increase of $101.5 million
in mining revenue was due to higher Bitcoin values in the 2021 period, averaging $44,591 per coin as compared to $9,064 per coin in the 2020 period, combined with a higher
number of Bitcoin mined in 2021, which totaled 2,458 as compared to 730 in the 2020 period.
For the period from acquisition to September 30, 2021, data center hosting revenue was $14.1 million, and there was no data center hosting revenue for the nine months ended
September 30, 2020. Data center hosting revenue includes upfront payments, which we record as deferred revenue and generally recognize as services are provided. We
provide energized space and operating and maintenance services to third-party mining companies who locate their mining hardware at our Rockdale, Texas facility under
long-term contracts. We account for these agreements as a single performance obligation for services being delivered in a series with delivery being measured by daily
successful operation of the mining hardware. As such, we recognize revenue over the life of the contract as its series of performance obligations are met. The contracts are
recognized in the amount for which we have the right to invoice because we elected the “right to invoice” practical expedient.
Other revenue consisting of license fees was not significant in either period.
Costs and expenses:
Cost of revenues for cryptocurrency mining for the nine months ended September 30, 2021 and 2020 was $29.9 million and $4.1 million, respectively, representing an
increase of approximately $25.8 million. As a percentage of cryptocurrency mining revenue, cost of revenues totaled 27.6% and 61.8% for each of the nine-month periods
ended September 30, 2021 and 2020, respectively. Cost of revenues consist primarily of direct production costs of mining operations, including electricity, labor, insurance
and, in 2020, rent for the Oklahoma City facility and, in 2021, the variable Coinmint hosting fee, but excluding depreciation and amortization which are separately stated. The
increase of $25.8 million in cost of revenues is primarily due to the increases in variable mining costs, including the variable hosting fees associated with increases in mining
revenues.
Cost of revenues for data center hosting for the period from acquisition to September 30, 2021, was $16.3 million and there were no data center hosting costs for the nine
months ended September 30, 2020. The 2021 costs consisted primarily of $12.5 million for direct power costs, with the balance primarily incurred for rent and compensation
costs.
Acquisition-related costs for the nine months ended September 30, 2021, totaled $18.9 million, and consisted of expenses incurred in connection with our acquisition of
Whinstone. There were no acquisition-related costs for the nine months ended September 30, 2020.
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Selling, general and administrative expenses during the nine months ended September 30, 2021 and 2020 totaled $48.0 million and $8.0 million, respectively. Selling, general
and administrative expenses consist of stock-based compensation, legal and professional fees and other personnel and related costs. The increase of $40.0 million is primarily
due to an increase in stock-compensation expense of $35.1 million resulting from additional awards (including the performance-based plan announce in August 2021),
compensation expense, which increased by $3.2 million due to additional employees to support the Company’s growth, and an increase in consulting fees of $1.3 million
resulting primarily from assistance on internal control systems and procedures.
Depreciation and amortization expense during the nine months ended September 30, 2021 totaled $20.8 million, which is an increase of approximately $18.0 million, as
compared to $2.8 million for the nine months ended September 30, 2020. The increase is primarily due to the amortization of the customer contract intangible asset and higher
depreciation expense recognized for the Whinstone Facility and our recently acquired miners.
Change in fair value of our derivative asset for the nine months ended September 30, 2021, was $27.5 million, including $23.8 million recorded to adjust the fair value of our
Power Supply Agreement, which was classified as a derivative asset and measured at fair value on the date of our acquisition of Whinstone, and $3.7 million from power sales
to ERCOT through its demand response programs.

Impairment of long-term investments of $9.4 million recognized during the nine months ended September 30, 2020 was recorded in connection with the impairment of our
investment in Coinsquare.
Impairment of cryptocurrencies for the nine months ended September 30, 2021 and 2020, was $17.5 million and $1.0 million respectively, arising from the decline in Bitcoin
prices during the periods.
Other income:
Other income for the nine months ended September 30, 2021 and 2020 was $17.3 million and $1.9 million, respectively. The increase of $15.4 million is primarily related to
a $26.3 million realized gain on the exchange of marketable equity securities recognized in connection with the exchange of our shares of Coinsquare, partially offset by a
$10.8 million unrealized loss on our marketable equity securities.
Liquidity and Capital Resources:
At September 30, 2021, we had working capital of approximately $153.5 million, which included cash and cash equivalents of $57.9 million. We reported net income of
$11.5 million during the nine months ended September 30, 2021. Net income included $42.1 million in non-cash items consisting primarily of a realized gain on the sale of
marketable equity securities of $26.3 million and the change in fair value of our derivative asset of $23.8 million, offset by stock-based compensation expense of $37.9
million, the impairment of cryptocurrencies of $17.5 million, depreciation and amortization of $20.8 million, an unrealized loss on marketable securities of $10.8 million,
deferred income tax expense of $3.7 million and the issuance of common stock warrants of $1.2 million.
Coinmint Co-location Mining Services Agreement:
On April 8, 2020, the Company entered into a co-location agreement (the “Coinmint Agreement”) with Coinmint, LLC (“Coinmint), pursuant to which Coinmint agreed to
provide up to approximately 9.5 MW of electrical power and to perform all maintenance necessary to operate Riot’s miners deployed at Coinmint’s data center facility in
Massena NY (the “Coinmint Facility”). In exchange, Coinmint is reimbursed for direct production expenses and receives a performance fee based on the net cryptocurrencies
generated by Riot’s miners deployed at the Coinmint Facility. The amount of electrical power supplied to Riot’s miners at the Coinmint Facility has subsequently been
increased to accommodate Riot’s expanding miner fleet. However, the Company has not entered into a formal written amendment to the Coinmint Agreement and there is no
assurance that the Company will have continued use of the Coinmint Facility. The initial term of the Coinmint Agreement was six (6) months, with automatic renewals for
subsequent three (3) month terms until terminated as provided in the Coinmint Agreement.
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Miners:
As of September 30, 2021, the Company had outstanding executed purchase agreements for the purchase of miners from Bitmain for a total of 13,500 new S19j-Pro model
miners, scheduled to be delivered through October 2021, and had paid a deposit of 20% of the total purchase price for the acquisition of an additional 42,000 model S19j
miners pursuant to a purchase agreement entered into by the Company and Bitmain, dated effective as of April 5, 2021.
On April 5, 2021, the Company entered into a purchase agreement with Bitmain to acquire approximately 42,000 Antminer model S19j miners, which are scheduled to be
delivered, on a monthly basis, between November 2021 and October 2022. As of September 30, 2021 a deposit of $56.0 million had been paid against the approximate
$138.5 million purchase price, payable as follows: (i) 20% of the purchase price paid as a refundable down payment in connection with the execution of the agreement; (ii)
30% of the purchase price per batch due 6 months in advance of the shipment date for such batch; and (iii) the remaining 50% per batch due 30 days in advance of the
shipment date for such batch.
Revenue from Operations:
Funding our operations on a go-forward basis will rely significantly on our ability to continue to mine cryptocurrency and the spot or market price of the cryptocurrency we
mine and our data center hosted customers. We expect to generate ongoing revenues from the production of cryptocurrencies, primarily Bitcoin currency rewards, for
example, in our mining facilities and our ability to liquidate Bitcoin currency rewards at future values will be evaluated from time to time to generate cash for operations.
Generating Bitcoin currency rewards, for example, which exceed our production and overhead costs will determine our ability to report profit margins related to such mining
operations, although accounting for our reported profitability is significantly complex. Furthermore, regardless of our ability to generate revenue from the sale of our
cryptocurrency assets or our data center hosting facility, we may need to raise additional capital in the form of equity or debt to fund our operations and pursue our business
strategy.
The ability to raise funds as equity, debt or conversion of cryptocurrency to maintain our operations is subject to many risks and uncertainties and, even if we were successful,
future equity issuances would result in dilution to our existing stockholders and any future debt or debt securities may contain covenants that limit our operations or ability to
enter into certain transactions. Our ability to realize revenue through Bitcoin production and successfully convert Bitcoin into cash or fund overhead with Bitcoin is subject to
a number of risks, including regulatory, financial and business risks, many of which are beyond our control. Additionally, we have observed significant historical volatility in
the market price of Bitcoin and, as such, future prices cannot be predicted.
If we are unable to generate sufficient revenue from our Bitcoin production or hosting operations when needed or secure additional sources of funding, it may be necessary to
significantly reduce our current rate of spending or explore other strategic alternatives.
At-the-Market Equity Offerings:
2021 ATM Offering
In August 2021, the Company entered into a Sales Agreement with Cantor Fitzgerald & Co., B. Riley FBR, Inc., BTIG, LLC, Compass Point Research & Trading, LLC and
Roth Capital Partners, LLC (the “Sales Agents”) dated August 31, 2021 (the “Sales Agreement”), pursuant to which the Company may, from time to time, sell up to $600.0
million in shares of the Company’s common stock through the Sales Agents, acting as the Company’s sales agent and/or principal, in a continuous at-the-market offering (the
“2021 ATM Offering”). All sales of the shares in connection with the ATM Offering have been made pursuant to an effective shelf registration statement on Form S-3
(Registration No. 333-259212) filed with the SEC. The Company pays the Sales Agents a commission of up to 3.0% of the aggregate gross proceeds the Company receives
from all sales of the Company's common stock under the Sales Agreement. During the period August 31, 2021 to September 30, 2021, the Company received gross proceeds
of approximately $35.7 million ($34.8 million, net of $0.9 million in commissions and expenses) from the sale of 1,227,991 shares of common stock, with an average fair
value of $29.07 per share, in the 2021 ATM Offering.
Subsequent to September 30, 2021, in connection with the Company’s 2021 ATM Offering, the Company received gross proceeds of approximately $564.3 million from the
sale of 18.7 million shares of common stock, which completed the 2021 ATM Offering.
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2020 ATM Offering
During January 2021, in connection with the Second Amendment to the At-the-Market Sales Agreement, as amended, between the Company and its sales agent, H.C.
Wainwright, the Company received gross proceeds of approximately $84.8 million ($82.7 million net, after $2.1 million in expenses) from the sale of 4,433,468 shares of
common stock, with an average fair value of $19.13 per share, in the December 2020 ATM Offering. With the sale and issuance of these shares, all $200 million in shares of
the Company’s common stock registered under the December 2020 Registration Statement had been issued and the Company completed the December 2020 ATM Offering.
Under the terms of the December 2020 ATM Offering, the Company only issued shares of its common stock.
Operating Activities:
Net cash used in operating activities was $61.0 million during the nine months ended September 30, 2021. Cash was generated from operations by income of $11.5 million,
less non-cash items of $42.1 million, consisting primarily of a realized gain on the sale of marketable equity securities of $26.3 million and the change in fair value of our
derivative asset of $23.8 million, offset by stock-based compensation expense of $37.9 million, the impairment of cryptocurrencies of $17.5 million, depreciation and
amortization of $20.8 million, an unrealized loss on marketable securities of $10.8 million, deferred income tax expense of $3.7 million and the issuance of common stock
warrants of $1.2 million, net of other immaterial items. The change in assets and liabilities of $114.6 million consisted primarily of increased cryptocurrencies of $108.2
million, increased security deposits of $3.1 million, increased accounts receivable of $2.6 million, decreased prepaid expenses and other current assets of $1.9 million,
increased accounts payable and accrued expenses of $4.5 million, change in fair value of future power credits of $0.4 million, increased customer deposits of $6.1 million, and
decreased deferred revenue of $12.8 million.
Net cash used in operating activities was $8.8 million during the nine months ended September 30, 2020. Cash was consumed from continuing operations by the loss of $16.6
million, less non-cash items of $14.4 million, consisting of the impairment of our investment in Coinsquare totaling $9.4 million, stock-based compensation totaling $2.8
million, impairment to our cryptocurrencies of $1.0 million, depreciation and amortization totaling $2.8 million, and amortization of our right of use assets of $0.4 million,
offset by, $1.4 million for the reversal of our accrual for the registration rights penalty and $0.5 million related to the gain from the exchange of cryptocurrencies, net of other
immaterial items. Cryptocurrencies increased by $6.6 million and prepaid expenses and other current assets decreased $0.5 million, offset by, a decrease in our lease liability
of $0.4 million and a decrease in accounts payable and accrued expenses of $0.2 million.
Investing Activities:
Net cash used in investing activities during the nine months ended September 30, 2021 was $221.0 million, primarily consisting of deposits on equipment of $103.2 million,
our acquisition of Whinstone of $40.9 million, net and purchases of property and equipment of $78.9 million, offset by proceeds of $1.8 million received for our Mogo
investment.
Net cash used in investing activities during the nine months ended September 30, 2020 was $16.5 million, consisting of deposits on equipment of $11.4 million, purchases of
property and equipment of $6.3 million, offset by proceeds received from the sale of cryptocurrencies of $1.0 million and proceeds received from the sale of property and
equipment of $0.1 million.
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Financing Activities:
Net cash provided by financing activities was $116.5 million during the nine months ended September 30, 2021, which consisted of net proceeds from the issuance of our
common stock in connection with our ATM Offerings of $117.5 million and proceeds received from the exercise of common stock warrants of $0.8 million, offset by the
repurchase of common stock to pay employee withholding taxes of $1.8 million.
Net cash provided by financing activities was $48.0 million during the nine months ended September 30, 2020, which consisted of net proceeds from the issuance of our
common stock in connection with our At-The-Market Sales Agreement, dated effective as of May 24, 2019, as amended, (“2019 ATM Offering”) of $48.0 million and
proceeds received from the exercise of common stock warrants of $0.4 million, offset by the repurchase of common stock to pay director and employee withholding taxes of
$0.4 million.
Critical Accounting Policies and Significant Judgments and Estimates:
Our critical accounting policies and significant estimates are detailed in our 2020 Annual Report. Our critical accounting policies and significant estimates have not changed
from those previously disclosed in our 2020 Annual Report, except for those accounting subjects mentioned in the section of the notes to the unaudited condensed interim
consolidated financial statements titled “Recently Issued and Adopted Accounting Pronouncements.”
Recently Issued and Adopted Accounting Pronouncements:
The Company has evaluated all recently issued accounting pronouncements and believes such pronouncements do not have a material effect on the Company’s financial
statements. See Note 3 of the unaudited condensed interim consolidated financial statements at September 30, 2021.
Item 3.

Quantitative and Qualitative Disclosures About Market Risk

Not required for smaller reporting companies.
Item 4.

Controls and Procedures

Evaluation of Disclosure Controls and Procedures:
We maintain disclosure controls and procedures (as such term is defined in Rule 13a-15(e) of the Exchange Act that are designed to ensure that information required to be
disclosed in our reports filed or submitted to the SEC under the Exchange Act is recorded, processed, summarized and reported within the time periods specified by the SEC's
rules and forms, and that information is accumulated and communicated to management, including our Chief Executive Officer (principal executive officer) and Chief
Financial Officer (principal financial and accounting officer) as appropriate, to allow timely decisions regarding required disclosures. Our management evaluated the
effectiveness of our disclosure controls and procedures as of September 30, 2021, pursuant to Rule 13a-15(b) under the Exchange Act. Based on that evaluation, our Chief
Executive Officer and Chief Financial Officer concluded that, as of the end of the period covered by this Quarterly Report, the Company's disclosure controls and procedures

were not effective due to material weaknesses in internal control over financial reporting as described below.
Management’s Report on Internal Control over Financial Reporting:
Management is responsible for establishing and maintaining adequate internal control over financial reporting as defined in Rules 13a-15(f) and 15d-15(f) under the Exchange
Act. The Exchange Act defines internal control over financial reporting as a process designed by, or under the supervision of, our principal executive and principal financial
and accounting officers and effected by our board of directors, management and other personnel, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with U.S. GAAP and includes those policies and procedures that:
· Pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the transactions and dispositions of our assets;
· Provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance with U.S. GAAP, and that our
receipts and expenditures are being made only in accordance with authorizations of our management and our directors; and
· Provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of our assets that could have a material effect on
the financial statements.
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A system of controls, no matter how well designed and operated, cannot provide absolute assurance that the objectives of the system of controls are met, and no evaluation of
controls can provide absolute assurance that all control issues and instances of fraud, if any, within a company have been detected. Therefore, even those systems determined
to be effective can provide only reasonable assurance with respect to financial statement preparation and presentation. Also, projections of any evaluation of effectiveness to
future periods are subject to the risk that controls may become inadequate because of changes in conditions or that the degree of compliance with the policies or procedures
may deteriorate.
Management assessed the design and operating effectiveness of the Company’s internal controls over financial reporting as of September 30, 2021. In making this assessment,
we used the criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission (COSO) in Internal Control - Integrated Framework (2013).
A material weakness is a deficiency, or a combination of deficiencies, in internal control over financial reporting, such that there is a reasonable possibility that a material
misstatement of our annual or interim financial statements will not be prevented or detected on a timely basis. Based on our assessment, as of September 30, 2021, we
concluded that our internal control over financial reporting is not effective due to the following material weaknesses identified:
1)

The Company did not design and/or implement user access controls to ensure appropriate segregation of duties that would adequately restrict user and privileged
access to the financially relevant systems and data to the appropriate Company personnel.

2)

The Company did not design and implement program change management controls for certain financially relevant systems to ensure that IT program and data changes
affecting the Company’s (i) financial IT applications, (ii) digital currency mining equipment, (iii) digital currency hardware wallets, and (iv) underlying accounting
records, are identified, tested, authorized and implemented appropriately to validate that data produced by its relevant IT system(s) were complete and accurate. Such
data is relied on by the Company in recording amounts pertaining to revenue and cryptocurrency assets.

3)

The Company did not properly design or implement controls to ensure that data received from third parties is complete and accurate. Such data is relied on by the
Company in determining that amounts pertaining to revenue and cryptocurrency assets are complete and accurate.

Remediation:
Management has been implementing and continues to implement measures designed to ensure that control deficiencies contributing to the material weaknesses are
remediated, such that these controls are designed, implemented, and operating effectively. The remediation actions include: (i) creating and filling an information technology
compliance oversight function; (ii) developing a training program addressing Information Technology General Controls (“ITGC”) and policies, including educating control
owners concerning the principles and requirements of each control, with a focus on those related to user access and change-management over information technology systems
impacting financial reporting; (iii) developing and maintaining documentation underlying ITGCs to enhance control knowledge across the entire IT organization; (iv)
developing enhanced risk assessment procedures and controls related to changes in information technology systems; (v) implementing an information technology
management review and testing plan to monitor ITGCs with a specific focus on systems supporting our financial reporting processes; and (vi) enhanced quarterly reporting on
the remediation measures to the Audit Committee of the Company’s Board of Directors.
We believe that the above actions, once fully implemented, will remediate the material weaknesses noted above. The weaknesses will not be considered remediated, however,
until the applicable controls operate for a sufficient period of time and our management has concluded, through testing, that these controls were designed to and are operating
effectively.
Changes in Internal Control over Financial Reporting:
No changes were made to our internal control over financial reporting during our most recently completed fiscal quarter that have materially affected, or are reasonably likely
to materially affect, our internal control over financial reporting. We are taking the remedial actions described above and expect to implement them over the next three to four
quarters.
On May 26, 2021, Riot Blockchain, Inc. completed its business combination transaction of Whinstone US, Inc. (“Whinstone”). The Company has not yet completed an
assessment of the design and/or operating effectiveness of Whinstone’s internal control over financial reporting.
PART II - OTHER INFORMATION
Item 1. Legal Proceedings
Disclosure under this Item is incorporated by reference to the disclosure provided in this Quarterly Report under Part I, Item 1., Financial Statements in Note 15 titled
“Commitments and Contingencies.”
Item 1A. Risk Factors
In addition to the other information set forth in this Quarterly Report, you should carefully consider the detailed discussion of risk factors affecting the Company included in
Part I, Item 1A. of our 2020 Annual Report under the heading “Risk Factors” and Exhibit 99.3 to our Form 8-K filed on May 26, 2021. For the period ended September 30,
2021, there have been no material changes to those risk factors discussed therein, except for those mentioned below relating to our development of immersion-cooling
technology at the Whinstone Facility as discussed in Note 1. “Organization and Operation of Our Business”, within this Quarterly Report.

We may experience delays or unforeseen difficulties in completing the development of our 200 MW of liquid immersion-cooled Bitcoin mining infrastructure and
hardware we have previously announced.
Scalable liquid immersion-cooling technology for our ASIC miners is capital-intensive to develop. We have devoted significant capital resources to the development of 200
MW of scalable liquid immersion-cooled Bitcoin mining hardware, as well as the infrastructure to support its operation. However, our ability to roll-out liquid immersioncooled Bitcoin mining technology on the scale or timeline we anticipate has not been proven, nor do we believe such a large-scale implementation of such technology has
ever been attempted.
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Additionally, we are aware that other miners have experienced significant setbacks and cost overruns in their attempts to implement other liquid-cooling techniques different
from our own at scale. Because of the unprecedented scale and timeline of our development and implementation of our liquid immersion-cooled Bitcoin mining technology,
we may encounter unforeseen difficulties, delays or cost overruns in our roll-out of this innovative technology. As a result, we may be required to devote significantly greater
capital resources to its completion than presently anticipated, which we may not have access to in the amount and at the time we need to meet our projections. Further, even if
we deploy or secure such additional capital for the project, we may not be able to complete its implementation on schedule, if at all, due to further unforeseen and/or
uncontrollable contingencies. If we are unable to complete our implementation of this 200 MW liquid immersion-cooled Bitcoin mining project on schedule or at the scale we
anticipate, we may not realize the benefits of our substantial investment in this innovative technology that we anticipate, and our business and financial results could suffer as
a result.
We may not realize the anticipated benefits of our significant investment in our proprietary liquid immersion-cooled Bitcoin mining technology.
We have observed marked increases in the operational efficiency of our miners during our testing of our liquid immersion-cooled Bitcoin mining hardware due to the superior
heat dissipation resulting from liquid immersion and production improvements; however, we have not fully tested it at the scale we are currently developing. Therefore, we
may encounter unforeseen technological hurdles or barriers relating to the deployment of this unprecedented scale of 200 MW of liquid immersion-cooling, and we may not
realize the anticipated benefits of our significant investment in this innovative technology on the schedule we anticipate, if at all. If we are unable to realize the significant
operational benefits we anticipate from the large-scale deployment of our proprietary liquid immersion-cooled Bitcoin mining technology, we may never recover our
significant capital investment in this innovative technology. If this occurs, our business and operations could suffer, and the market price of our common stock could be
materially and adversely affected.
We depend on a limited number of suppliers and partners for our immersion-cooling technology which can be vulnerable to supply disruption and price fluctuation.
Reliance on single or a limited number of suppliers and partners could result in delays and reduce our control over pricing and quality. Though in some cases, we may prefer
to have multiple sources to procure certain key items used in our operations, in some cases it is not practical or feasible to do so, particularly in our industry.
There are limited manufacturers who can produce the key materials used in our liquid-cooling systems, and even fewer who can produce it on the scale we anticipate needing
in connection with the 200 MW of liquid immersion-cooled Bitcoin mining hardware and infrastructure we are currently developing. Additionally, the proliferation of liquid
immersion-cooling technology in the cryptocurrency mining business or in the computing industry more generally could increase demand for the materials we use in our
liquid immersion-cooling operations, which could increase our costs of operation and therefore could materially and adversely affect our business and results of operations.
We may be negatively impacted by any early obsolescence of our immersion-cooling equipment.
We depreciate the cost of our immersion-cooling equipment over their expected useful lives. However, manufacturing technology may change periodically, and we may
decide to update our manufacturing processes more quickly than expected. Moreover, improvements in engineering and manufacturing expertise and efficiency may result in
our ability operate our miners more efficiently using less of our installed equipment. Alternatively, we may develop or implement more efficient or cost-effective cooling
technologies, including improvements to our liquid immersion-cooling technology, and, as a result, we may discontinue the use of our present liquid immersion-cooling
equipment in favor of different or additional equipment. The useful life of any equipment that would be retired early as a result would be shortened, causing the depreciation
on such equipment to be accelerated, and our results of operations may be harmed.
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.
As discussed in the Note 12., Stockholders’ Equity, to the Notes to the Condensed Interim Consolidated Financial Statements (Unaudited) contained in this Quarterly Report,
on August 12, 2021, the Company entered into an agreement with XMS regarding payment of the fees owed by the Company for the advisory services performed by XMS in
connection with the Whinstone Acquisition. As partial payment for the fees agreed by the Company under its agreement with XMS, the Company agreed to issue XMS a
warrant to purchase up to 63,000 shares of the Company’s common stock in a private placement pursuant to an exemption from registration provided by Section 4(a)(2) of the
Securities Act. The warrant, once issued, will grant XMS the right to purchase these 63,000 shares at any time prior to their expiration on August 12, 2026, in exchange for
payment of the purchase price of $48.37 per share, subject to certain redemption rights of the Company to be specified in the warrant when issued. A final warrant agreement
has yet to be entered into with XMS and the warrant to purchase these 63,000 shares was not exercisable during the three and nine months covered by this Quarterly Report.
The Company will furnish the information required by Item 701 of Regulation S-K with respect to this warrant via current report on Form 8-K or prospectus supplement filed
with the SEC upon execution of the final warrant agreement with XMS
Item 3. Defaults Upon Senior Securities
N/A - none.
Item 4. Mine Safety Disclosures
N/A - none.
Item 5. Other Information

N/A - none.
Item 6. Exhibits
Exhibit
Number
3.
3.1
3.2
3.3
3.4

Description of Document

Certificate of Incorporation and Bylaws.
Articles of Incorporation filed September 20, 2017 (Incorporated by reference to Exhibit 3.1 of the Current Report on Form 8-K filed September 25, 2017).
Bylaws effective September 20, 2017 (Incorporated by reference to Exhibit 3.2 of the Current Report on Form 8-K filed September 25, 2017).
Amendment to Bylaws effective March 9, 2018 (Incorporated by reference to Exhibit 3.1 of the Current Report on Form 8-K filed March 12, 2018).
Articles of Merger between Bioptix, Inc. and Riot Blockchain, Inc. (Incorporated by reference to Exhibit 3.1 of the Current Report on Form 8-K filed October 4,
2017).
Instruments Affecting the Rights of Security Holders
4.
Form of XMS Warrant Agreement. †
4.1
10.
Material Contracts.
10.01
Form of Riot Blockchain, Inc. Performance-Based Restricted Stock Unit Agreement (Incorporated by Reference to Exhibit 10.1 of the Current Report on Form 8K filed August 16, 2021).
31.
Rule 13a-14(a)/15d-14(a) Certifications.
31.1
Rule 13a-14(a)/15d-14(a) - Certification of Chief Executive Officer (principal executive officer). *
31.2
Rule 13a-14(a)/15d-14(a) - Certification of Chief Financial Officer (principal financial officer). *
32.
Section 1350 Certification
32.1
Section 1350 Certification of Chief Executive Officer furnished herewith Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002. *
32.2
Section 1350 Certification of Chief Financial Officer furnished herewith Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the SarbanesOxley Act of 2002. *
101
The following financial statements from this Quarterly Report, formatted in iXBRL (inline eXtensible Business Reporting Language) includes: (i) the Condensed
Consolidated Balance Sheets as of September 30, 2021 and December 31, 2020 (Interim and Unaudited); (ii) the Condensed Interim Consolidated Statements of
Operations for the Three and Nine Months Ended September 30, 2021 and 2020 (Unaudited); (iii) the Condensed Interim Consolidated Statements of
Stockholders’ Equity for the Three and Nine Months Ended September 30, 2021 and 2020 (Unaudited); (iv) the Condensed Interim Consolidated Statements of
Cash Flows for the Nine Months Ended September 30, 2021 and 2020 (Unaudited); and (v) the Notes to Unaudited Condensed Interim Consolidated Financial
Statements*
104
Cover Page Interactive Data File (formatted as Inline XBRL and contained in Exhibit 101).*
* Filed herewith.
† To be filed by a Current Report on Form 8-K and incorporated by reference herein.
51

SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this Quarterly Report on Form 10-Q to be signed on its behalf by the
undersigned thereunto duly authorized on November 15, 2021.
Riot Blockchain, Inc.
(Registrant)

Dated: November 15, 2021

/s/ Jason Les
Jason Les
Chief Executive Officer
(Principal Executive Officer)
/s/ Jeffrey G. McGonegal
Jeffrey G. McGonegal
Chief Financial Officer
(Principal Financial and Accounting Officer)
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EXHIBIT 31.1
CERTIFICATION
I, Jason Les, certify that:
1. I have reviewed this Quarterly Report on Form 10-Q of Riot Blockchain, Inc. for the quarter ended September 30, 2021;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of
the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results
of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e)
and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material
information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this
report is being prepared;
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure
controls and procedures, as of the end of the period covered by this report based on such evaluation; and
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over
financial reporting; and
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and
the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect
the registrant’s ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial
reporting.

Dated: November 15, 2021

/s/ Jason Les
Jason Les
Chief Executive Officer
(Principal Executive Officer)

EXHIBIT 31.2
CERTIFICATION
I, Jeffrey G. McGonegal, certify that:
1. I have reviewed this Quarterly Report on Form 10-Q of Riot Blockchain, Inc. for the quarter ended September 30, 2021;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of
the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results
of operations and cash flows of the registrant as of, and
for, the periods presented in this report;
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e)
and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material
information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this
report is being prepared;
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure
controls and procedures, as of the end of the period covered by this report based on such evaluation; and
(d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over
financial reporting; and
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and
the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect
the registrant’s ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial
reporting.

Dated: November 15, 2021

/s/ Jeffrey G. McGonegal
Jeffrey G. McGonegal, Chief Financial Officer
(Principal Financial and Accounting Officer)

EXHIBIT 32.1
CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with this Quarterly Report on Form 10-Q, (the “Report”) of Riot Blockchain, Inc. (the “Company”) for the quarter ended September 30, 2021, the undersigned,
Jason Les, hereby certifies pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to the best of the undersigned’s
knowledge and belief:
(1) the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

November 15, 2021
/s/ Jason Les
Jason Les, Chief Executive Officer
(Principal Executive Officer)

EXHIBIT 32.2
CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with this Quarterly Report on Form 10-Q, (the “Report”) of Riot Blockchain, Inc. (the “Company”) for the quarter ended September 30, 2021, the undersigned,
Jeffrey G. McGonegal, hereby certifies pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to the best of the
undersigned’s knowledge and belief:
(1) the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

November 15, 2021
/s/ Jeffrey G. McGonegal
Jeffrey G. McGonegal, Chief Financial Officer
(Principal Financial and Accounting Officer)

