Cultivating a New Industry:
Expansion, Opportunities, Challenges
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About MNP

« MNP LLP is Canada’s 5™ largest national accounting and business
consulting firm, with more than 70 locations and 4,000 team members
across the country.

« MNP is the 2" [argest firm in BC with more than 900 team members
located in 20 communities.
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Some of MNP’s Cannabis Clients

)IXIC
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MNP’s Sample Engagements
« Trusted advisor to cannabis industry and public sector
e Supported numerous LPs with their IPOs
« Domestic, international, indirect and SR&ED tax advice
e Strategic advisor to First Nation communities

 Completed feasibility studies and business plans for cannabis
cultivation facilities, distribution centers and retail stores

* Due diligence and transaction advisory
* Internal control and business process implementation
« Technology selection
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THE CANADIAN CANNABIS LANDSCAPE
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Is it legal?
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Access to Cannabis for
Medical Purposes
Regulations (ACMPR)
replaces MMAR/MMPR

Cannabis as a medicine
ruled a constitutional right

|
)

1923 ; 2013 ; 2017
‘ 2000 | 2016

2018

Cannabis is added to the
Schedule of the Opium and
Narcotic Control Act

Marihuana Medical Access ACMPR licensing process
Regulations (MMAR) streamlined in hopes of
introduced increasing cannabis production
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]
Industry Statistics at a Glance

146 342,103 18,086
Licensed ACMPR AHPS
Producers * Patients * Prescribing *
102 tons
Dried Product & Oill as at September 30, 2018
4.9 million $5.7 billion 026 tons
Est. Canadian Est. Canadian Est. Cannabis
Cconsumers Cannabis market In Demand
in 2017 2017 in 2019
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Industry Statistics at a Glance

: * Note: Medical sales are direct from LP;
Stats Cannabis non-medical sales must go through
[ oredsa orewes [

Sales - medical 1,821 4,979 » Oilis being stock-piled by both LP’s and
provinces; estimating an increase in
demand or holding on for edibles?

Sales - non-medical 5431 2148

Sales 7,252 7,127 y
« “Shortages” are based on specific

Federal licence holders 8,873 27,478 products that are in-demand; provincial
distributors have finished inventory >

Provincial distributors/retailer 10,213 11,351
monthly sales
Finished inventory (end of month) 19,085 38,829
» Oil sells significantly more in medical
Federal licence holders 109 236 26,038 markets because combustible
Unfinished inventory (end of month) 109,236 26,038 concentrates are not yet legal in the adult-

use market
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Federal Regulator Provincial Regulator
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Provincial Cannabis Frameworks

Province [\)/i\/s;r'l(r)ilt?j;llc)en Retail Online Retail

British Columbia Public Hybrid Public
Alberta Public Private Public

@tchewan Private Private @
Manitoba Public Private Private
Ontario Public Private Public
Quebec Public Public Public
Newfoundland and Labrador Public Private Public
New Brunswick Public Public Public
Nova Scotia Public Public Public
Prince Edward Island Public Public Public
Northwest Territories Public Public Public
Yukon Public Public Public
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BC Cannabis Framework and Legislation

4 Minimum N /Wholesale\ /

Retall A /Online Retail\

Age of Distribution Framework Framework
Procession Framework
+19 Public Hybrid - LDB and Public
private stores online sales

\ NG N 2N J
" Possession ) " Placesof \ ([ personal ) [ Drug )

Limits Use Cultivation Impaired
Driving

Public places, but

Up to 30 grams 4 plants per Drug impaired
banned from household driving will
beaches, parks continue to be
N )\ @dplaygrounds J -\ /J \_illegalinB.C. /
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INDUSTRY BOTTLENECKS
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e
Retall licensing
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* Provincial cannabis retalil
regulations require windows in
cannabis storefronts to be
opaque

* “Victoria bylaws stipulate
downtown street-level windows
should be transparent to
enhance the pedestrian
experience, promote safety,
and help create a vibrant
downtown experience”
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« Bulk exports to Germany,
Australia, New Zealand,
Prague, Czech Republic,
Israel, Cyprus, Croatia

« Concentrate yields are
between 5-10% raw flower to
end product
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Production Methods and Outputs
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INDUSTRY OPPORTUNITIES
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Cannabis Segments

() l
( /
< O
Agriculture technology Ancillary products & services Biotechnology Consulting services
Consumption devices Products and extracts Industrial hemp Retail
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Miners & Merchants; who profited the most
from the California Gold Rush?

* Tools & technology
 Materials

 Waste management

e Service providers
 Banking & finance
 Real estate & construction
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Examples of Support and Auxiliary
Products and Services

. Cultivation equipment and
technology (e.g., climate control,
lightning systems, fertilizer

systems)

. Utility services (e.g., water,
electricity)

. Compliance services

. Professional services (e.g., (e.g.

legal, accounting, consulting,
marketing, architecture,
engineering)

. Financing /capital

. R&D services

. Lab testing services
. Security services

. Software
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Processing

Extraction technology
Packaging

Marketing services

Lab testing services

Utility services (e.g., water,
electricity)

Professional services (e.g.,
(e.g. legal, accounting,
consulting, marketing,
architecture, engineering)

=5 Distribution

. Transportation services
. Consulting services
. Security services

Inventory control
Consumption devices
Apparel manufacturing
Retail design services
Graphic design services

Professional services (e.g.,
(e.g. legal, accounting,
consulting, marketing,
architecture, engineering)

Security services

MNP.ca




Examples of Spin-Off Industries

« Consumption products and devices
manufacturing ]

e Cannabis extraction technology
manufacturing

« Hemp-based product manufacturing
« Cannabis related media/events
e Cannabis security services

« Consumer apps related to cannabis
consumption
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-]
Craft Cultivation

* Micro-cultivation (<200m?) licenses
available a year early to meet
demand

 Lower capital costs may lead to
Increased ROI

e Time to license — 18 months
...0or more!
e Costs are escalating
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-]
Craft Cultivation
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e
Product Categories

Bill Schedule Product Types Timeline

Schedule 4 (related to Section 33, ; : gzcneg;ggrﬁbls _ _ _
Subsection 151(3) refers to Classes of Leglslatlon came Into

Cannabis that an Authorized Person May ?1:(F:fnsr?a%?sng;br:fs effect Oct. 17, 2018

Sell 5 — Cannabis plant seeds
Added in the most recent amendmentsto 6 — Edibles containing cannabis Fall 2019
Schedule 4 7 — Cannabis concentrates

The only stated prohibitions at this point are combinations with nicotine, caffeine or alcohol.

Green Text Indicates High Market Growth Predicted
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Launching an Edibles Business

Edibles = new market full of new opportunities

Challenges for business entering edibles market...
Strict laws and regulations!
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]
he Edibles Pantry

Dixie Elixirs Kiva chocolates  Infused olive oil Vegan protein bars
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Edibles in Canada

« (Canada has a very sophisticated and complex food regulatory
system

 This is why edibles are a second-stage process in legalization —
Canada wants to have diversity in using existing lawful products

 The only stated prohibitions at this point are combinations with
nicotine, caffeine or alcohol

* Apply the learning from US states (incl. CO) to the Canadian market
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]
Canadian Expansion

= - [
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]
Launching an Edibles Business

Here are some considerations before launching an edibles
business

1. Thorough market research
2. Solid business model
3. Consider the impact on your current brand

4. Stay informed about the changing cannabis landscape and
legislation

5. Collaborate
6. Get knowledgeable advice
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Innovation & Tech Boom

« Vertical growing
* boosts canopy space 8x, 80% water
reductions
« Automated crop monitoring systems
« Al systems monitor and adjust water,
fertilizer, light inputs to push plants to
the next level
« Specific wavelength light & adjustment
« Cameras above crops monitor light wavelengths reflected from the
plants and adjust the wavelength of LEDs emitted to match plants needs
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Innovation & Tech Boom

« Off-grid grow ops
« Self-sufficient infrastructure
harnessing solar and wind,
rainwater, water recapture to
reduce cost and impact

o« Compost & fertilizer mixtures
 Different species, different stages
of plant life have specific nutrient requirements. Goal is to push plants
past natural boundaries
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Innovation & Tech Boom

* The future looks Organic
* Integrated pest management, natural
fertilizers
« Hemp-based bio-plastics
« Hemp contains 70% cellulose, the key
component in bioplastics, and is a more
sustainable and low impact source than
most others
« THC/CBD high-potency crystals
« Better extraction technology increases yield and concentration
without chemical contamination
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Thank you!

Peter Guo

BC Leader, Cannabis Industry Services
BC Leader, Enterprise Risk Services
(604) 637-1513

Peter.Guo@MNP.ca
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