WIT

WATER TOWER
RESEARCH

May 20, 2024

Jesse Redmond
jesse@watertowerresearch.com
805-717-9327

STATISTICS

INDUSTRY REPORT
CANNABIS/NATURAL PRODUCTS

The Highlights
Cannabis News for the Week Ending May 17, 2024

KEY POINTS

¢ The US cannabis MSOS ETF inched 2.89% higher

this week, while the global YOLO ETF gained 3.77%.
MSOS had $13,308,500 in inflows this week, which

Top MSOs Weekly Performance

interestingly came before the big DEA news on Thursday. Company Symbol Change
Curaleaf (TSX: CURA, OTOOX: CURLF) 1.64%
On Thursday, the Justice Department officially T (CSE: GTII, OTCOX: GTBIF) 0.54%
proposed a new rule to reclassify cannabis from Trubewe (CSE: TRUL, OTCOX: TCNNF) 5 0%
Schedule to Schedule III. The notice of proposed Werano [NED: VRNG, OTCQX: VRNOF) 4 B4%
rulemaking sent to the Federal Register on Tuesday stated Cresco [CSE: CL, OTCQX: CRLBF) 3 BEY
the Attorney General “concurs with the HHS’ TerrAscend (TSX: TSND, OTCQX: TSNDF) 5.59%
recommendation, for purposes of initiation of these Cannabist [NED: CBST, OTCQX: CBSTF) -6.35%,
rulemaking proceedings, that marijuana has a potential Ascend [CSE: AAWH, OTCON: AAWH) 0.00%
for abuse less than the drugs or other substances in MariMed (CSE: MRMD, OTCQX: MRMD) -4.155%,
Schedules I and II1.” Jushi [CSE: JUSH, OTCQX: JUSHF) 1.17%
AYR (CSE: AYR, OTCQX: AYRWF) 16.88%

e This kicks off a 60-day comment period. After
receiving and assessing comments, officials will analyze
the input and make a final determination. Potentially, the
intent is to have the final rule in place ahead of the
Democratic National Convention, which begins on August
19.

e This would be consistent with our thinking that we
are seeing a coordinated democratic effort to
advance cannabis reform ahead of the elections to
mobilize and sway younger voters. The President and
Vice President both made social media posts promoting
the news this week.

Source: FactSet
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« Cresco (CSE: CL, OTCQX: CRLBF) CEO Charlie I |
Bachtell joined us on Higher Exchanges to discuss oo
politics and the company’s first-quarter results.

-10.00%

Bachtell shared his perspective on Schedule III’s next & 55 &S S
L . ’ . S <8 & S E
steps, timing, and impact on Cresco’s business. © & < =

e Last year was the year of the core and Bachtell
highlighted the tough decisions the company made
to cut costs and rationalize the footprint. He told us,
“Every year is now the year of the core. It is just who we
are.” Those interested can listen on Apple Podcasts,
Spotify, or X Spaces.

e Gold Flora (NEO: GRAM, OTCQX: GRAM) reported
1Q24 earnings on Wednesday. Cultivation expansion
drove revenue 13.2% higher sequentially, which exceeded MR )
our estimate of $29.2 million. Adjusted EBITDA of -$1.8 j -
million missed our estimate of $0.1 million. Higher Fa o fatead Pt
expenses associated with the expanded cultivation caused NI ’
the lower AEBITDA. We will revisit our estimates.

Source: FactSet
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Top 10 MSOs Earnings Review

With earnings season over, we assembled summary metrics on the top 10 MSOs by enterprise value. The top 10
MSOs beat consensus revenue by an average of 0.92% and consensus AEBITDA by an average of 9.19%. Trulieve
(CSE: TRUL, OTCQX: TCNNF) was the leader on both, beating AEBITDA by 4.20% and consensus revenue by 27.32%.

Figure 1: Top 10 MSOs vs. Consensus
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Quarter over quarter, revenue for the top 10 decreased by 1.82%, while AEBITDA grew by 2.13%. Trulieve (CSE:
TRUL, OTXQX: TCNNF) had the strongest quarterly revenue increase at 3.70%, while Cannabist (NEO: CBST,
OTCQX: CBSTF) had the biggest AEBITDA improvement at 22.40%.

Figure 2: Top 10 MSOs Q/Q Changes
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Year over year, revenue expanded 4.19% for the top 10, while AEBITDA jumped 28.76%. Ascend (CSE: AAWH,
OTCWX: AAWH) led the way on revenue at +23.87%, while Cresco’s (CSE: CL, OTCQX: CRLBF) +81.57% jump in
AEBITDA was at the top of the pack, followed by Jushi (CSE: JUSH, OTCQX: JUSHF) at +75.00%.

Figure 3: Top 10 MSOs Y/Y Changes
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As credit markets remain tight and expensive, cash flow and the ability to self-fund are important. Eight of the top
10 MSOs generated operational cash flow last quarter and seven of 10 had free cash flow (FCF). Trulieve (CSE:
TRUL, OTCQX: TCNNF) was the leader, followed by Green Thumb Industries (CSE: GTII, OTCQX: GTBIF).

Figure 4: Top 10 MSOs 1Q24 OCF and FCF
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FCF vyield divides FCF by market cap. Using first-quarter numbers, Trulieve (CSE: TRUL, OTCQX: TCNNF) is the
leader, with Jushi (CSE: JUSH, OTCQX: JUSHF) and Cresco (CSE: CL, OTCQX: CRLBF) not far behind. Figures are
as reported and not tax adjusted.

Figure 5: Top 10 MSOs 1Q24 FCF Yield
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ABOUT THE ANALYST

Jesse Redmond
Head of Cannabis

Jesse is the former co-founder of two hedge funds and a rising retail California cannabis
collective. He began his career at Franklin Templeton, was an early employee of Fisher
Investments, and spent a decade co-managing multiple hedge funds. In this role, he allocated
more than $1 billion to hedge fund strategies and conducted more than 1,000 due diligence
visits around the world.

In 2016, he founded a dispensary outside of Santa Barbara, California, that went on to become
number one in its region. In 2020, he founded Higher Calling Consulting, where he helped
investors find the best cannabis investments. Through these experiences, Jesse brings a
unique perspective on investing in cannabis.

Jesse holds a bachelor's degree in business economics from the University of California, Santa
Barbara.
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DISCLOSURES

Water Tower Research ("WTR") is a professional publisher of investment research reports on public companies and,
to a lesser extent, private firms (“the Companies”). WTR provides investor-focused content and digital distribution
strategies designed to help companies communicate with investors.

WTR is not a registered investment adviser or a broker/dealer nor does WTR provide investment banking services.
WTR operates as an exempt investment adviser under the so called “publishers’ exemption” from the definition of
investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940. WTR does not provide
investment ratings / recommendations or price targets on the companies it reports on. Readers are advised that the
research reports are published and provided solely for informational purposes and should not be construed as an offer
to sell or the solicitation of an offer to buy securities or the rendering of investment advice. The information provided
in this report should not be construed in any manner whatsoever as personalized advice. All users and readers of
WTR'’s reports are cautioned to consult their own independent financial, tax and legal advisors prior to purchasing or
selling securities.

The analyst who is principally responsible for the content of this report has represented that neither he/she nor
members of his/her household have personal or business-related relationships to the subject company other than
providing digital content and any ancillary services that WTR may offer.

Unless otherwise indicated, WTR intends to provide continuing coverage of the covered companies. WTR will notify its
readers through website postings or other appropriate means if WTR determines to terminate coverage of any of the
companies covered.

In certain instances, including this report, WTR will write research covering non-clients. Readers should assume that
WTR may seek to turn these non-paying companies into paying clients. Likewise, WTR may seek to transform these
non-clients into paying clients of it or of its affiliate, which provides services such as presenting at sponsored investor
conferences, distributing press releases, advising on investor relations and broader corporate communications and
public relations strategies as well as performing certain other related services (“Ancillary Services”). The companies
that WTR covers in our research are not required to purchase or use Ancillary Services of WTR or an affiliate might
offer to clients.

The manner of WTR'’s potential research compensation and Ancillary Services to covered companies raise actual and
perceived conflicts of interest. WTR is committed to manage those conflicts to protect its reputation and the objectivity
of employees/analysts by adhering to strictly written compliance guidelines.

The views and analyses included in our research reports are based on current public information that we consider to
be reliable, but no representation or warranty, expressed or implied, is made as to their accuracy, completeness,
timeliness, or correctness. Neither we nor our analysts, directors, officers, employees, representatives, independent
contractors, or agents shall be liable for any omissions, errors, or inaccuracies, regardless of cause, foreseeability, or
the lack of timeliness of, or any delay or interruptions in the transmission of our reports to content users. This lack of
liability extends to direct, indirect, incidental, exemplary, compensatory, punitive, special, or consequential damages,
costs, expenses, legal fees, losses, lost income, lost profit, or opportunity costs.

All investment information contained herein should be independently verified by the reader or user of this report. For
additional information, all readers of this report are encouraged to visit WTR's website www.watertowerresearch.com.
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