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INTRODUCTION

Cannabis stocks experienced another roller-coaster year in 2020, commencing with a steady decline into February,
a sharp decline after the onset of COVID-19 in March, and then a recovery aligned with the broader market in the
latter half of the year. The industry benefitted overall from cannabis being deemed an “essential good” in most North
American regions during COVID-19 lockdowns as well as from positive US political developments later in 2020.

Change in Canadian LPs, US MSOs, and S&P 500 share prices — January to December 20201
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1Shares prices are the twelve largest public Canadian Licensed Producers and US Multi-State Operators by market capitalization, rebased to 100, sourced from Capital 1Q.

In Canada, many cannabis companies continued their focus to cut costs, divest non-core operations, and right size
operations. In June, Aurora Cannabis announced 25% and 30% reductions to its administrative and production staff
respectively and ceased operations in five production facilities. In December, Canopy Growth followed suit by
announcing similar workforce reductions and ceasing operations at multiple production facilities. Other licensed
producers (“LPs”) in Canada such as Tilray, Sundial, and Zenabis announced similar reductions and production
facility closures in 2020.
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It wasn’t all bad news however, as sales of adult-use cannabis in Canada continued to see steady monthly growth

to $260M-$270M by the end of the year. This represents an annualized adult-use industry of approximately $3.5B,
which is approaching industry size estimates prior to recreational legalization in Canada of approximately $6B. The
increase in monthly sales came as Ontario, Canada’s most populated province, reached ~300 stores open by end

of the year (compared to ~500 in Alberta) and is estimated to control ~40% of the recreational (including illicit) market.

Adult-Use Cannabis Sales by Month in Canada
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Meanwhile in the US, many cannabis companies are thriving, and generating significant revenue growth, profit, and
cash flow from operations all while operating in a federally illegal market. To-date, US multi-state operators (“MSOs”)
have been successful by focusing on their core markets and selectively expanding into new states as legislature
permits. Additionally, 2020 saw an increase in the number of ancillary cannabis companies whose operations are
not plant-touching but are anticipated to participate in — and benefit from — the growth predicted for the adult-use US
market in the coming years.

It remains to be seen how prolonged COVID-19 lockdowns will impact the cannabis industry in 2021; but before
discussing what may come next, let's dive deeper into 2020.
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2020 HIGHLIGHTS

DECREASE IN CAPITAL MARKETS ACTIVITY

In both Canada and the US, equity raises decreased sharply compared to 2019, likely a result of continued
underperformance by most cannabis companies (compared to forecast expectations) and the economic uncertainty
caused by COVID-19. This situation slightly improved in the latter half of 2020 as markets recovered from the March
COVID-19 contraction, highlighted by US MSOs such as Harvest Health and Ascend Wellness raising approximately
US$35M and US$68M, respectively, through private placements.

While there were limited equity raises in 2020, lenders became increasingly willing to issue traditional debt instruments
to cannabis companies which allowed for increased access to capital that was not available in prior years. The
following are a few noteworthy debt raises in 2020:

Company Business Description Amount ($USD M) Key Terms

Curaleaf Us MSO 300 13% interest rate; maturity in 48 months

LeafLink Ancillary Market 250 Senior secured facility

TerrAscend US MSO 120 12.875% interest rate; matures in 48 months

Ayr Strategies Us MSO 110 12.5% interest rate; matures in 48 months

Cresco Labs US MSO 100 Increase in existing debt facility; maturity extended to January 2023 at

reduced interest rate of 12%

Jushi Holdings US MSO 35 10% senior secured notes; matures January 2023

The key takeaway from 2020 capital raises is that despite the volatility and short-term dips, institutional lenders are
increasingly entering the industry through debt and equity issuances and in some instances, lenders are now willing
to lend based on future cash flow and not just capital assets (i.e., production facilities). These are positive
developments for cannabis companies seeking growth capital in 2021.
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DECREASE IN M&A TRANSACTIONS

Consistent with the decline in equity raises, M&A activity also experienced a significant decline in 2020, although this
was partially offset by an increase in activity in the latter half of the year. The largest transactions announced in 2020
were the following:

e Aphria’s acquisition of SweetWater Brewing, an alcohol and cannabis beverage company.
e Aphria and Tilray merger, creating the world’s largest cannabis company (based on revenue).
e Silver Spike Acquisition Corp. (cannabis SPAC) acquisition of Weedmaps, a US cannabis ancillary
company that owns and operates a consumer cannabis products review platform.
e Ayr Strategies acquisition of Liberty Health Sciences, a medical cannabis company with operations in Florida.
¢ Columbia Care acquisition of Green Leaf Medical, a medical cannabis company with operations in Maryland.
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Most of these transactions were announced in the latter half of the year and have yet to be completed. With stock
prices continuing to rise in the first month of 2021 there remains some risk that shareholders do not approve these
transactions. Regardless, 2020 will be remembered as a down year for M&A in the cannabis industry.
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US MSO’S CONTINUE TO TRADE AT A PREMIUM TO CANADIAN LP’S

We have summarized in the appendix key financial metrics and trading multiples for the ten largest cannabis
companies in Canada and the US (based on market capitalization) as at December 31, 2020.

As evidenced in the data, US MSOs continued their trend from 2019 and traded at a premium to Canadian LPs
based on current and expected revenue. Canadian LPs continue to generate significant losses and are mostly
forecasting this to continue into 2021 whereas in the US, the top 10 MSOs have combined to generate approximately
$500M in EBITDA based on last-twelve months results and this is expected to increase to $1B for fiscal 2020 once
year-end results are released. We also note the largest MSOs are trading at a premium to small-to-mid cap MSOs,
which may represent a value play for investors seeking to enter the US cannabis industry.

Overall, Canadian and US trading multiples should converge with adjacent industries (i.e., tobacco, alcohol, and
pharmaceuticals) and approach reasonability in the coming years (based on 2021 and 2022 revenue). However,
this will only occur if companies are able to execute on their forecasts, which prompts the question: will companies
capitalize on the current tailwinds supporting the industry and maintain their focus to finally meet or

exceed expectations?

Another perhaps overlooked but reasonably priced investment strategy which may benefit from the growing cannabis
industry is the ancillary cannabis sector. This sector represents non-plant touching companies outside of the core
value chain (i.e., cultivation, processing / manufacturing, retail), which has seen increased investment activity in 2020
(i.e., Silver Spike acquisition of Weedmaps) and is not subject to the same federal restrictions as plant touching
operators. The appendix tables highlight the discount to which ancillary cannabis companies trade in relation to the
overall industry despite likely participating in the expected forthcoming growth.

RISE OF CANNABIS SPAC’S

No article can discuss 2020 capital markets activity without mention of the emergence of Special Purpose Acquisition
Corporations (“SPACs”) focused on the cannabis industry. SPACs are companies formed to raise capital in an initial
public offering (“IPO”) with the purpose of using proceeds to acquire businesses or assets. SPACs are required to
deploy most of their capital in a busines combination within a set period after the IPO (usually within 24 months) or
return the capital raised to shareholders.

Our analysis indicates SPACs focused on the cannabis industry have raised approximately US$1B in cash that will
need to be deployed in 2021 which should help fuel M&A activity in the coming year.
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WHAT IS IN STORE FOR 2021
AND BEYOND?

FEDERAL PERMISSIBILITY: LEGALIZATION OR DECRIMINALIZATION?

All eyes are now on US Congress. On February 15t three leading champions of marijuana reform announced that

the issue will be prioritized in the new Democratic Senate this year and that there are plans to release draft legislation
in the coming weeks to begin a conversation about how federal policy will change and evolve. How this legislation
advances will be critical to how the industry develops. While most people use legalization and decriminalization
interchangeably, they are quite different:

e Legalization: A customer can purchase and consume cannabis products provided they meet the legal
requirements, similar to purchasing tobacco or alcohol.

e Decriminalization: Cannabis maintains its illegal status; yet those found in possession or consuming
will not be prosecuted, instead the user may face potential fines or other sanctions (or nothing).

There is no consensus of what the future holds on the legalization or decriminalization debate when speaking to
industry insiders. While the majority of Americans believe that cannabis should be legalized, it remains a highly
political issue with a partisan divide. This is driven by the many issues that need to be addressed through various
pathways including but not limited to: taxation regimes and overall economic impact at the municipal, state and
federal levels; expungement of prior criminal charges for minor cannabis offenses; racial equality in future industry
participation; and, potential risk of increased usage, particularly amongst youth.
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Views on Cannabis Legalization in the US
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While a blend of political, social, and economic demands will drive Congress’ actions, current industry operators must
critically analyze the impact of either scenario on their businesses. Without a doubt, legalization will be a boon to the
industry and remove impediments such as the punitive 280E tax rule as well as the ability to conduct interstate trade.
However, many MSOs have built similar assets across legal states, which will likely become redundant after
legalization and may result in fire sales or write-downs which may have a material, albeit short-term, impact on
financial results.

THE M&A WAVE DRIVING INDUSTRY CONSOLIDATION

Despite the slowdown in 2020 — certainly exacerbated by the uncertainty caused by the COVID-19 pandemic — 2021
has started off on a major “high” note with several large M&A deals and capital raises announced in January.

e Cresco Labs plans to acquire Bluma Wellness, a medical cannabis company in Florida, for approximately
US$200M (32x LTM revenue).

e Jazz Pharmaceuticals announced its acquisition of GW Pharma for US$7.2B (13x LTM revenue).

e Aurora Cannabis, Ayr Strategies, Columbia Care, Cresco Labs, Curaleaf, and TerrAscend, among others,
have taken advantage of recent share price appreciation and raised a combined ~$1B in cash through equity
raises, which are amongst the largest equity raises by cannabis companies in recent years and included
participation from a number of institutional investors.
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Additionally, 2021 M&A activity should continue to increase driven by other factors such as SPACs deploying their
capital, companies with strong balance sheets consolidating the market by acquiring distressed and underperforming
companies, and small-to-mid cap companies merging to compete against large players.

INDUSTRY MATURITY AND SOPHISTICATION

The emerging cannabis industry is quite different from other emergent industries in recent history. The advent of social
media and smartphones created entirely new industries, sectors, adjacencies, services, and user experiences that we
didn’t know we needed until it was available. Unlike these, cannabis has existed for centuries and only in the last
century went underground as an illegal substance. This means the growth, evolution and maturity curve of the industry
is highly accelerated and, in response, executives must superimpose a start-up and mature company mentality to have
both the agility to rapidly respond to industry changes as well as drive performance akin to adjacent industries.

Ultimately this means that operators must quickly professionalize their businesses or risk failure and obsolescence.
Earlier we discussed how Canadian LPs are rationalizing both their facilities and headcounts to improve performance
and stem future financial impairments / losses. While the US MSOs have avoided some of the missteps of Canadian
LPs and are arguably being more thoughtful on how they keep pace and capture their share of the rapid market
growth, there are a few areas that will likely separate the winners and losers as the industry’s legal and regulatory
structures are finalized.

Sector Specialization

Due to regulatory evolution and differences, cannabis operators often continue to try to service multiple sectors within
the cannabis industry — adult-use, medicinal and health and wellness — often predicated on an operating asset base
that blends cannabis and hemp cultivation activities. In addition to the regulatory differences across these sectors, the
core competencies of the underlying businesses are fundamentally different and should not be blended into a uniform
business model. Future winners will be those that pick their desired sector and develop a coherent and reinforcing
business model built upon the required foundational capabilities.

Consumer Segmentation and Targeting

Many operators treat cannabis as a monolith consumer category, when in reality, it is a commaodity input for products
that should be designed to satisfy and delight consumers across a spectrum of unigue moments and experiences.
Often compared to alcohol, it is seemingly more complicated to segment cannabis consumers and develop unique
experiences due to the differences across strains, cannabinoid and terpene profiles and consumption form factors.
Future winners will be those who proactively invest in sector and consumer research and create focused brands and
products for their target consumers and their consumption habits.
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Purposeful M&A and Capital Deployment

As mentioned, an M&A wave is building and many executives are watching with great interest for opportunities
to leverage this tool to build their businesses. But M&A is simply that: a tool and a tactic, not a strategy.

As we have learned from the Canadian experience, mergers and acquisitions to reach a critical mass invites the
(often false) belief that size matters and that owning and operating all segments of the value chain is the key to
success. Although the future is uncertain, there are small-to-mid-sized Canadian LPs that have realized they will not
win against the biggest players by trying to reach their perceived scale, but have instead implemented cost controls
dovetailed with consumer and product focus to improve financial performance. Future winners will be those who use
their equity and capital reserves to execute a purposeful corporate strategy that leverages M&A to acquire and / or
enhance their foundational capabilities tied to their prudent selection of sector and consumer focus.
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FINAL THOUGHTS

The cannabis industry will remain exciting yet volatile for the foreseeable future. While nobody knows definitively
what 2021 will bring, COVID-19 has forced the recognition of cannabis as an essential good, which will likely
contribute to continued industry growth and capital markets activity. With strong growth forecasts comes increased
investment and the rapid rise and fall of industry operators leading to an inevitable industry shake-out. We expect
the winners to emerge from the shake-out to be those who invested time and resources into developing coherent
corporate, market, and consumer strategies supplemented by pragmatic capital deployment that reinforce the
underlying critical capabilities and systems that are required to execute.
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APPENDIX

PUBLIC CANNABIS COMPANY MULTIPLES AT DECEMBER 31, 2020

(Source: Capital 1Q, in $CAD millions)

Revenue EBITDA EV/Revenue
Company Name Market Cap Debt Cash LT™M FY2020 FY2021 FY2022 LT™M FY2020 FY2021 FY2022 LT™M 2020 2021 2022
Canadian LPs
Canopy Growth 11,705 676 673 477 421 561 796 (666) (431) (308) (140) 22.8x 25.8x 19.4x 13.7x
Cronos 3,145 13 1,463 49 54 118 211 (236) (157) (105) (58) 28.9x 26.2x 12.0x 6.7x
Aphria 2,787 548 188 602 542 680 906 64 17 71 156 4.7 5.3x 4.2x 3.2x
Aurora 1,947 507 134 273 281 305 424 (354) (198) (32) 42 8.4x 8.2x 7.5x 5.4x
Tilray 1,405 691 207 244 266 373 503 (287) (42) 17 51 7.6x 6.9x 5.0x 3.7x
HEXO 570 87 150 96 80 136 168 (102) (40) 4 14 5.3x 6.4x 3.8x 3.0x
Organigram 392 120 104 81 87 109 145 (109) (18) 6 22 5.4x 5.0x 4.0x 3.0x
Auxly 176 115 14 35 44 85 137 (46) (31) (6) 15 7.8x 6.1x 3.2x 2.0x
TGOD 114 47 4 15 21 63 95 (42) (30) 1 6 10.1x 7.4x 2.5x 1.6x
Flowr 94 64 3 6 9 48 103 (50) (17) 0) 14 30.9x 19.5x 3.9x 1.8x
Supreme 78 81 20 40 41 57 78 (61) (29) 4 10 3.4x 3.4x 2.4x 1.8x
High 602 542 680 906 64 17 71 156 28.9x 26.2x 19.4x 13.7x
Low 6 9 48 78 (666) (431) (308) (140) 3.4x 5.0x 2.5x 1.6x
Median 81 80 118 168 (102) (31) 6 22 7.8x 6.9x 4.0x 3.0x
Mean (excl.low and figh) 174 168 230 324 (183) (91) (50) 48 12.3x 10.9x 6.2x 4.2x

Revenue EBITDA EV/Revenue
Company Name Market Cap Debt Cash LT™ FY2020 FY2021 FY2022 LT™M FY2020 FYfOZ FYZZOZ LT™M 2020 2021 2022
US MSO’s
Curaleaf 10,104 771 113 629 811 1,608 2,220 173 187 502 737 17.1x 13.3x 6.7x 4.8x
GreenThumb 6,738 272 104 606 698 1,066 1,323 141 221 374 475 11.4x 9.9x 6.5x 5.2x
TerrAscend 4,607 354 258 577 653 1,003 1,254 276 320 455 588 8.5x 7.5x 4.9x 3.9x
Cresco Labs 2,984 372 77 460 609 1,025 1,241 70 144 332 406 7.5x 5.7x 3.4x 2.8x
Columbia Care 2,244 349 56 169 234 585 808 (58) ) 99 215 15.0x 10.8x 4.3x 3.1x
Trulieve 1,973 113 41 159 197 370 517 16 57 151 226 13.2x 10.7x 5.7x 4.1x
Planet 13 1,286 28 76 89 93 181 241 8 18 54 80 13.9x 13.3x 6.9x 5.1x
AYR 1,128 73 31 186 199 536 929 25 73 214 395 6.3x 5.9x 2.2x 1.3x
Harvest Health 614 485 88 266 292 455 548 (26) 27 97 129 3.8x 3.5x 2.2x 1.9x
Charlotte’s Web 585 32 88 121 122 177 260 (77) 27 7 20 4.4% 4.3x 3.0x 2.0x
Acreage 367 255 62 139 185 295 245 (206 (35) 35 20 4.2x 3.2x 2.0x 2.4x
Liberty Health 356 34 11 67 - - - 36 - - - 5.5x na na na
High 629 811 1,608 2,220 276 320 502 737 17.1 13.3x 6.9x 5.2x
Low 67 - - - (206 (35) - - 3.8x 3.2x 2.0x 1.3x
Median 177 216 495 678 21 42 125 221 8.0x 7.5x 4.3x 3.1x
Mean (exci. low and high) 277 328 569 737 31 69 182 255 9.0x 8.0x 4.3x 3.4x
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Revenue EBITDA EV/Revenue

Company Name Market Cap Debt Cash LT™M FY2020 FY2021 FY2022 LT™M FY202 FY2021 FY2022 LT™M 2020 2021 2022
Cannabis Ancillary
GrowGeneration Corp. 2,766 11 74 209 244 401 491 9 26 49 66 13.0x 11.1x 6.7x 5.5x
MariMed Inc. 183 62 3 48 - - - (47) - - - 5.4x na na na
KushCo Holding, Inc. 135 37 7 137 148 177 239 (64) (38) 10 33 1.1x 1.1x 0.9x 0.6x
TILT Holdings Inc. 120 116 6 206 210 344 - 2 13 59 - 1.1x 1.1x 0.7x na
Akerna Corp. 81 21 19 17 18 21 29 (26) (21) (14) (8) 6.2x 6.2x 5.1x 3.8x
Helix Technologies, Inc. 80 6 2 22 - - - 4) - - - 3.8x na na na
Medicine M

edicine Man 80 2 4 26 31 128 - (26) - - - 3.0 25 0.6x na
Technologies
Greelane Holdings, Inc. 66 16 53 186 177 214 - (44) (25) (@] - 0.6x 0.6x 0.5x na
Namaste Technologies 65 1 14 22 24 35 54 (26) (23) (22) - 2.4x 2.2x 1.5x 1.0x
High 209 244 401 491 20 26 59! 66 13.0x 11.1x 6.7x 5.5x
Low 17 - - -1 (168) (118) (34) (8) 0.6x 0.6x 0.5x 0.6x
Median 93 54 125 41 (26) (12) = = 2.2x 2.2x 1.3x 1.0x
Mean (excl. low and high) 106 100 131 103 (37) (18) 1 13 2.8x 2.4x 1.6x 1.4x
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