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Stock Market Review & Outlook

LTB MARIJUANA INDEX: 1wk +2.9% 1 mo +5.0% 3 mo -12.1% 6 mo -26.0% 1 yr -52.0%

Last week, | pointed out that the Toronto Stock Exchange Composite had broken out to the
upside and the Dow had not. That remains the case today. | also warned it was a busy week with the
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which | describe in more detail below, will surely test the mettle of the FOMC at their next meeting on
March 215t and 22" which is a meeting at which the Fed its Summary of Economic Projections. By the
time of the March meeting, the Fed will have seen two additional Consumer Price Index reports and
one additional jobs report. It is going to be a very revealing meeting and speech by Chairman Powell.

In the meantime, here is a quick summary of last week’s events. The FOMC announced a 0.25% hike
in the Fed funds rate | indicated would produce a ‘meh’ response from investors and it did. The chart

Dow, S&P500, NASDAQ
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to the left shows a mixed response with the Dow down, the
S&P 500 flat to higher and the NASDAQ higher. Then on Fri-
day morning came a spectacularly strong and totally unex-
pected employment report with jobs created more than dou-
ble the consensus estimate and an unemployment rate the
went down instead of up, as generally anticipated. As regular
readers know, with employment, good is bad right now and
the markets headed lower. These two reports coming within

48 hours of each other puts the Fed in a tough spot. Just as they were beginning to acknowledge their
tight money policies are having an impact, this jobs report may force them to backtrack. More below.

The cannabis stocks rebounded last week and do seem to be gradually bottoming out. For many
investors, this is preferable to the sharp rallies that have been more common in this sector of late. The
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last the supply/demand fundamentals are coming into balance. A recent addition to the Cannabis Re-
port Model Portfolio and for coverage in the Let’'s Toke Business newsletter is Organigram Holdings
(NASDAQ: OGl) (TSX: OGI) which I look on as the leader of the pack in Canada. OGI has what is
likely the best operating record of the Canadian licensed producers with positive cashflow and a market
cap slightly below its book value. Longer time readers may remember | recommended OGI several
years ago in the earlier days of the cannabis industry and we did well by it. | recommend it as a repre-
sentative position in typical cannabis growth portfolios.

The U.S. cannabis operators had a strong week and outperformed their Canadian counterparts.
The Marijuana United States Index gained +6.7% compared to +2.5 for the Marijuana Canada
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group of Demo-
cratic senators to discuss how to move forward with pro-cannabis legislation believed to be following
the model of SAFE Banking Plus. The problem from my perspective is the same Senators (Schumer
and Booker) who worked so hard over the first two years of the Biden administration to stop pro-can-
nabis legislation from even reaching the Senate floor are the same people involved now. However, just
the possibility that we will be told the truth and see some pro-cannabis action is enough for investors.
See my additional comments below.

Conclusion: the star of the week was Khiron Life Sciences (TSXV: KHRN) (OTCOX: KHRNF)
(TSXV: KHRN-WT.V) (Frankfurt: A2JMZC) not because of any news but because the Khiron Life
Sciences (TSXV: KHRN-WT.V) warrants jumped from $0.01 per warrant to $0.04 per warrant on Jan-
uary 31, 2023. Subscribers to The Cannabis Report received a special email from me advising them
to take advantage of the large jump in the warrants by selling them at $0.04 per warrant and buying
Khiron Life Sciences (TSXV: KHRN) at $0.155 per share. | prefer the common over the warrants at
this time because the exercise price is $0.75 per share and | am concerned that if someone offered
$0.50 per share to acquire KHRN, shareholders might accept such an offer. | would not support such
an offer, that | would consider “low ball” but shareholders speak. Lexaria Bioscience (NASDAQ:
LEXX) (NASDAQ: LEXXW) had another positive week. As we now move into February and March, |
anticipate more news from the company that | think will maintain the positive momentum. My latest
addition for coverage in the letter is Organigram Holdings (NASDAQ: OGI) (TSX: OGl), a licensed
producer of cannabis and cannabis-derived products in Canada. OGI is a leader in cannabis sales in
Canada where it is gaining market share, recording strong revenue growth and positive cash flow while
trading at a slight discount to book value. Jushi Holdings Inc. (CSE: JUSH) (OTCOX JUSHF), my
U.S. multistate operator that recently announced the opening of its 37" dispensary nationwide and 5™
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in Arlington, Virginia. As a multistate operator, JUSH has lagged in market performance but as it con-
tinues to move forward with its business plan, it will be well positioned when their sector improves.
1933 Industries (CSE: TGIF) (OTCOQX: TGIEF) shares continue to show signs of accumulation. The
stock has been trading in the $0.02 to $0.025 range which | think is an excellent level to be a buyer.
Kiaro Holdings Corp. (TSXV: KO) continues to work through a change in ownership and senior man-
agement. Speakeasy Cannabis Club (CSE: EASY) looks worse and worse as my latest report on the
company shows. It appears Marc Geen is trying to scoop assets away from Speakeasy to his own
company RC Frontier. | trust the Court, the court appointed Monitor and the B.C. Securities Commis-
sion will stop him.

If you would benefit from additional input on timing your buys and sells, subscribe to the Cannabis
Report by InvestorsHub. For a monthly subscription, (Ctrl-Click here) For a discount on an annual
subscription (Ctrl-Click here).

Question of the Week

Thank you for sending in your questions and | hope you will keep them coming. It's your questions that
keep this feature interesting and useful. Send your questions to: Itbletter@q ail.com Include your initials
or a pen name we can use along with your city and country of residence. Questions will be edited for
clarity and brevity.

The objective of the ‘Question of the Week’ feature is to allow readers to ask questions about investing.
Things you are wondering about and not what | think you're thinking about. Here is this week’s question:

“Last fall | received shares in Skye Bioscience that acquired Emerald Health. | received 1.95 shares
of Skye for each share of Emerald Health | owned. Skye is now down over 95% with CEO Avtar Dhillon
in charge. Skye is pursuing approval from FDA for a new glaucoma treatment and recently got approval
for an Investigational New Drug (IND) study.

| only recently learned that Emerald Health Therapeutics’ CEO Avtar Dhillon is involved with Skye
Bioscience. My question to is: what is your opinion of Skye, the fact that Emerald Health’s former CEO
Avtar Dhillon is still involved and Skye’s ability to bring this new drug to market?

| hope I'm not being inappropriate but | have another question. Back in early 2020 when the COVID
pandemic had just begun | invested far too heavily in a DNA company called INOVIO (NASDAQ: INO)
that was pursuing approval for its vaccine. It has been a wretched investment and | am down over 95%.

My question is: should | take my meager remains from INO by selling them which is a little over $20,000
and invest in LEXX or KHRNF or both?

| need a stock winner, (a long shot?), with possible potentially great returns to try and recoup losses
from INO. While | realize you probably can’t give me financial advice- maybe you could tell me what
you would do? | desperately need help!
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| have recently purchased small positions in Lexaria Bioscience (NASDAQ: LEXX) (NASDAQ:
LEXXW) and Khiron Life Sciences (TSXV: KHRN) (OTCOX: KHRNF) (TSXV: KHRN-WT.V) (Frank-
furt: A2JMZC). With LEXX | averaged down from share price of $29! to $5.77. Both seem to be doing
OK but just thought of piling in my remaining money from INO into these two picks.

Please help!
L.S.

| am addressing your question because | sense an emotional overloading is driving your investment
decision making right now and | am concerned you will find yourself jumping out of the frying pan into
the fire. Let me emphasize a couple of points:

(a) You are correct in saying | will not be advising you on anything.

» | know nothing about Sky Bioscience

» | had a brief interaction with Emerald Health Therapeutics because | happened to visit
the facility of T-Bird Pharma back in 2014 or 2015.

» | terminated contact with Emerald Health because of the negative feedback and vibes
| had regarding Avtar Dhillon. | note that in 2022, Dhillon was charged by the U.S.
Securities and Exchange Commission (SEC) for involvement in a fraudulent scheme to
promote the securities of issuers. Regular readers know | start with quality of manage-
ment so anything Dhillon is associated with at this point is a hon-starter with me.

(b) Again, | remind you that | know almost nothing about INOVIO (NASDAQ: INO) except for
some quick Internet research and | note INO has a market cap of around $475 million. As
aresult, I should point out that INO compared to any of the other companies you mentioned
such as Emerald Health or Skye Bioscience including Lexaria Bioscience and Khiron Life
Sciences is not an apples to apples comparison.

(c) I am comfortable in telling you that | do know quite a lot about and Khiron Life Sciences
(TSXV: KHRN) (OTCOX: KHRNF) (TSXV: KHRN-WT.V) (Frankfurt: A2JMZC) and Lex-
aria Bioscience (NASDAQ: LEXX) (NASDAQ: LEXXW). If you are a reader of my Let’s
Toke Business newsletter or follow The Cannabis Report Model Portfolio that | run, you
will know | am in regular contact with both companies.

Here are a few things | think you should consider:

(a) I assume at one point you decided to invest/speculate in INO. You decided to take a flyer
and you are down something like -90%. | don’t know when this happened but if you are still
under the influence of negative emotions relating back to that activity, experience tells me
you might not be in the best frame of mind to make important financial decisions.
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(b) 1t is also clear that you are looking for a way to recover your previous losses. Again, as |
think back, this has not been a good reason to buy a stock. In desperately trying to get to
breakeven, you might tend to make poor decisions and lose even more.

(c) But here is something a little bit positive to think about. You have lost approximately 90%
that you are trying to recoup. To do that you need about a ten-fold return on your invest-
ment. You tell me you are considering staying in INO or buying Khiron Life Sciences
(TSXV: KHRN) (OTCOX: KHRNF) (TSXV: KHRN-WT.V) (Frankfurt: A2JMZC) and/or
Lexaria Bioscience (NASDAQ: LEXX) (NASDAQ: LEXXW). According to Yahoo Fi-
nance, INO is trading at a market cap valuation of $500 million. A tenfold return on INO
means it must trade at $5 billion and to do that, INO must create value of ($5 billion less
$500 million =) $4.5 billion. Both KHRN and LEXX are currently valued at around US $20
million. A tenfold return on either means they will trade at a market cap of around US $200
million meaning they have to create value of approximately US $180 million. In my estima-
tion, it is far easier to create US $180 million of value than it is to create US $4.5 billion in
value but you have to take into account the risk of investing in a smaller company might be
higher.

Conclusion: | hope | have been able to help you because, as you note, | cannot give you specific
advice and | have not. But | do have a specific recommendation for you. | think you should seek out
the counsel of a professionally trained and licensed investment advisor or financial planner in your area
who will be able to gather information from you and help you with your decisions.

The Cannabis Report Model Portfolio

Here’s the bottom line as far as I'm concerned and it shows up in the model portfolio which is down in
value in such a difficult market for cannabis stocks. The Cannabis Report Moel Portfolio is structured
and monitored to be as close to an actual portfolio as possible. Rules are in place so that changes to
the portfolio are first sent to the administrator who posts the changes on the Internet to subscribers.
Each change with my reasons is reported in writing to subscribers before the market opening on the
same day the trade is made.

The chart to the right shows this portfolio plotted relative to the MJ Canadian Marijuana Index. By rising
to the right, this chart shows the portfolio has consistently outperformed the MJCMI, good markets and
bad. The portfolio is benefitting from diversification as differ- ) )
The Cannabis Report Model Portfolio
ent holdings deliver at different times. The two largest hold- Relative to the Canadian Marijuana Index
ings are Khiron Life Sciences (TSXV: KHRN) (OTCOX: ™
KHRNF) (TSXV: KHRN-WT.V) (Frankfurt: A2IJMZC) and
Lexaria Bioscience (NASDAQ: LEXX) (NASDAQ: ™
LEXXW). The smallest positions are Kiaro Holdings Corp. .,
(TSXV: KO) that has undergone a major overhaul of owner-
ship and senior management and Speakeasy Cannabis
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Club (CSE: EASY) that is in court now trying to transfer ownership of assets to an individual member
of the Geen family. The most recent addition to the portfolio is Organigram Holdings (NASDAQ: OGI)
(TSX: OGI). Jushi Holdings Inc. (CSE: JUSH) (OTCOX JUSHF) remains on path toward their reve-
nue and income guidance numbers and 1933 Industries (CSE: TGIF) (OTCOB: TGIFF) is, in my view,
a turned around company. Cash is around 25%.

If you believe as | do that legal medical and recreational cannabis are here to stay and the industry will
continue to grow much faster than the economy as a whole, | recommend you subscribe to the model
portfolio report. (click here to subscribe)

Special Report

How will last week’s jobs report impact the FOMC’s plans and your portfolio?

| will start with a summary of Federal Reserve Board Chairman Jerome Powell's remarks following the
Federal Open Market Committee (FOMC) meetings last Tuesday and Wednesday, then I'll examine
the disruptive jobs report on Friday and close with the market’s response to all of this data. | said it was
going to be a busy week and it was.

e the FOMC raised the policy interest rate by 25 basis points. It continues to anticipate that
ongoing increases in interest rates will be appropriate in order to attain a stance of mone-
tary policy that is sufficiently restrictive to return inflation to 2% overtime.

e The Fed is continuing the process of significantly reducing the size of their balance sheet.
This is an important part of the Fed’s anti-inflationary policy. Restoring price stability will
likely require maintaining a restrictive stance for some time.

e The US economy slowed significantly last year with real GDP rising at a below trend pace
of 1%. Recent indicators point to:

» modest growth of spending and production this quarter. Consumer spending appears
to be expanding at a subdued pace in part reflecting tighter financial conditions over
the past year.

» activity in the housing sector continues to show weakness largely reflecting higher mort-
gage rates.

» higher interest rates and slower output growth also appear to be weighing on business
fixed investment.

» despite the slowdown in growth, the labour market continues to be out of balance. La-
bour demand substantially exceeds the supply of available workers.

» Over the 12 months ending December 2022, inflation remained well above the Fed’s
longer run goal of 2%. The total Personal Consumption Expenditures Price Index
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(PCE), the price index preferred by the Federal Reserve, rose 5.0%. Excluding the vol-
atile food and energy categories, core PCE prices rose 4.4%.

» the inflation data over the past three months shows a welcome reduction in the monthly
pace of increases but the Fed requires substantially more evidence to be confident that
inflation is on a sustained downward path.

- despite elevated inflation, longer term inflation expectations appear to remain well anchored which is
good but that's not grounds for complacency.

- although inflation has moderated recently it remains too high. The longer the current high inflation
continues, the greater the chance that expectations of higher inflation will become entrenched.

- Powell says his colleagues and | are acutely aware that high inflation imposes significant hardship as
it erodes purchasing power especially for those least able to meet the higher costs of essentials like
food housing and transportation.

- we are strongly committed to returning inflation to our 2% objective

- at today's meeting the FOMC raised the target range for the federal funds rate by 0.25% points bring-
ing the target range to 4.5% to 4.75%.

- with today's action the Fed has raised interest rates by 4.5% over the past year.

- the Fed continues to anticipate that ongoing increases in the target range for the federal funds rate
will be appropriate in order to return inflation to 2% over time.

- the Fed is continuing the process of significantly reducing the size of its balance sheet.

» The Fed sees the effects of its policy actions on demand in the most interest sensitive
sectors of the economy particularly housing. It will take time for the full effects of mon-
etary restraint to be realized especially on inflation.

My take on Chairman Powell's comments:

(a) Chairman Powell continues to emphasize these are early days in the effort to reduce long
term inflation to the 2% mark. He also repeats that the full effect of restrictive monetary
policy has not been felt in many parts of the economy although he did say, “We can say
for the first time, the disinflationary process has started.” He once again emphasized that
while some sectors of the economy are showing the effects of tighter monetary policy, the
labour markets have not. This would become an important issue in a couple of days.

(b) As far as the Fed funds rate goes, the FOMC raised the rate 0.25% to a range of 4.50% to
4.75%. This was the eighth straight increase. The actual Fed funds rate being used in the
market is 4.3% while the projected midpoint target rate for 2023 is 5.1%. This leads the
Fed room for one or two more increases of 0.25% and Powell indicated strongly that a
0.25% increase can be expected in early March. But indications are that in December
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2022, the FOMC was discussing how high interest rates should go and in January/Febru-
ary 2023, they are talking about how long interest rates will keep rising.

(c) The Fed seems comfortable with progress in the anti-inflationary progress to date. Chair-

man Powell said most of the FOMC members were expected subdued economic growth
in 2023 but not a recession. Powell said they see disinflation in the “goods” side of “goods
and services” but that is more a function of clearing up infrastructure blockages. The most
telling description was that inflation has “eased somewhat but remains elevated.”

Chairman Powell did discuss the jobs sector and the fact that it was much stronger than expected at
this point. He has done this routinely over his past several reports to the point where | concluded the
monthly jobs report was likely to be more meaningful than the inflation report. I’'m going to skip most of
that discussion because in less than two days, the markets would be hit by a stunningly positive jobs
report for January 2023.

Here are some highlights from the Friday jobs report:

The US unemployment rate dropped to 3.4% in
January compared to 3.5% in December. This
is the lowest level since May 1969 or over 50
years ago. The consensus forecast was the
unemployment rate would increase to 3.6%.

ey r U.S. Unemployment Rate

517,000 jobs were created in January on top of /«’a’lfa’fa‘fffffw‘“f.—*ff?ffffffr’«"f!f}f;fe“x"fw’
an upward revision by the Labour Department that the economy added 500,000 more jobs
in 2022 than had been reported. The consensus

.....

U.S. New Jobs Monthly estimate for jobs growth in January was

(Department of Labor Statistics)

600K

187,000.

e 12 million jobs added in the US in the last two
years is still mostly a pandemic/recession recov-
ery but it's a higher than expected growth rate
s hor J“‘ oc # for this stage. There are still approximately two

2022 2023

jobs available for every one person looking.

The jobs gains came in restaurants and bars, retail stores, healthcare facilities, professional
and business offices, construction and government. This seems to contradict high profile
layoffs announced by Google, Microsoft, Amazon, Salesforce and IBM.

The Consumer Price Index dropped from a high of 9.1% in June 2022 to 6.5% in January
2023. It is highly unusual for inflation to decline while unemployment also declines.

The jobs report also indicated that average hourly earnings have increased by 4.4% in
January which is down from 4.6% in December.



I's hard to imagine a more perfect jobs report: job creation up strongly, unemployment down, two jobs
available for every one person looking, wage growth slowing and inflation declining while unemploy-
ment is declining, But from the market’s point of view, with the labour numbers right now, good is bad
and better is worse. As | will show below, the market sold-off on Friday and that negative momentum
will most likely continue into next week.

This labour report might force the Fed to almost immediately reverse it's expectation that the rate of
interest rate increases in 2023 would slow down and in fact they may be required to re-accelerate the
rate of interest rate hikes.

The market absorbed this news about as expected. Last week, | said that if the Fed funds rate is raised
by 0.25% this week, it will be in line with investor expectations and the markets will likely stay flatish. |

Dow, S&P500, NASDAQ also alerted you to the fact that the jobs report was due

LI e on Friday and this could have an significant impact de-

Rate +0035%__ e pending on the report. As a result, when the Fed funds

was reported on Wednesday, February 1%, the investor

39 we2 response was “meh.” The Dow dipped, the S&P 500

98.96

we Was up a tiny bit and the NASDAQ was up the most.

Jedi3  Jemm3  Jeas Pz Feb223 Febya But when the jobs report was published on Friday, Feb-

T Dowones ——SEFS00 ——NASDAQ ruary 3'Y, the markets headed lower. This was a case

of good news is bad news. The jobs report was so unexpectedly strong that it rekindled the possibility

that the March Fed funds rate increase might not be a comfortable 0.25%. It might turn the Fed more
hawkish.

Conclusion: based on last week’s news, it would be normal to expect the market to move flat to lower
at least until February 14" when the U.S. reports the Consumer Price Index for January. These con-
fusing times for stock prices highlights an advantage of the Let’'s Toke Business approach to the mar-
ket. Instead of trying to forecast the direction of the market, we wait for the market to tell us what stage
of the cycle we are in.

Marijuana Matters

Senate Majority Leader Charles Schumer met with Sens. Cory Booker (D-NJ), Jeff Merkley (D-OR)
and Jacky Rosen (D-NV), along with Senate Banking Committee Chairman Sherrod Brown (D-OH).
Finance Committee Chairman Ron Wyden (D-OR) was invited but had “an unavoidable scheduling
conflict” and sent a senior staffer. No Republicans were invited to attend.

After the meeting, Booker said the senators are e senators are “all pretty hopeful” that some cannabis
reform can advance this Congress. Booker who, in my opinion, is emerging as the biggest pro-cannabis
phony of the bunch added, “We were realistic. You know, we’ve got a divided Congress, but we’ve got
to work on something that can get done.” In the last Congress, the Democrats controlled the White
House, the House and the Senate and didn’t get anything done. Now Booker realizes a split in the
House and Senate makes it harder to pass calling it a “cannabis crisis” that he helped to create.
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Schumer is almost as bad blaming Republican senators for blocking attempts to approve the SAFE
Banking Act in December 2022 lame duck session. This was the bill that would have already been
passed by the Senate if Schumer had not personally blocked it passing as part of the National Defense
Authorization Act (NDAA) in the previous Congress. This is the SAFE Banking bill that the House ap-
proved six times and was blocked in the Senate each time. As pro-cannabis proponents, with friends
like that, who needs enemies? When it’s reported this group met to “ponder the path” for moving pro-
cannabis legislation forward, it doesn’t exactly fill me with confidence.

But the market is always practical. It doesn’t care about the process that brought us here. If SAFE
Banking or SAFE Banking Plus can pass, it will give the investors all the motivation they need to get
excited. These two charts give us some indication of what that enthusiasm can mean for the markets

as they show the "
The Marijuana United States Index y The Marijuana Canada Index
(September 25, 2020 - February 19, 2020) StOCk pe rfor- (September 25, 2020 - February 19, 2020 )
200

+160% mance of the Ma- +52%
o rjuana  United

0 States and Mari- ™°
juana Canada In-

; CHED gnd  after  the | <SSl
election of Democrats in November 2020. This was when investors were convinced the Democrats
would follow through on their campaign promises to legalize cannabis. Here are some takeaways from
what happened at that time:

(a)Having a pro-cannabis government (the Democrats) was viewed as very positive for the
US - based operators.

(b) A spillover effect was expected to benefit the Canadian companies as well.

(c) The market differentiated the impact of pro-cannabis legislation in the U.S., that is, it would
obviously favour American operator and their shares rose +160% while the impact on Ca-
nadian companies would be less so that index was up only +52%.

(d)1 think these general principles can be applied to the next time this situation arises.
Applications Watch

Health Canada issued one new license this week for an adjusted total number of licenses of 948.
This week, a license was issued to Pharmaflorx Inc. of Quebec for cultivation and sale. Over 40
public companies are LPs or own an interest in one or more LPs. For a complete list of LPs and
related information, Ctrl-Click (here)

Selected Archived Articles

January 13, 2023: Is there something happening with Lexaria Bio? In the investment business, so
much of the activity is reaction. We react to economic news, acquisitions, earnings reports and so on. The
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nice thing about an extended holiday period such as Christmas to New Years is the time it gives you to
think and act; not react.

It was during one of these pensive moments over the holidays that | realized there was something to think
about with respect to Lexaria Bioscience (NASDAQ: LEXX) (NASDAQ: LEXXW). As regular readers
know, | have continuously followed LEXX the longest of any cannabis related company in The Cannabis
Report model portfolio and the Let's Toke Business newsletter. | have been through the many market
disappointments over the past six years as LEXX reported very significant accomplishments that investors
basically ignored. | remember so well in 2020 when | learned that LEXX was going to go for a NASDAQ
listing and saying at the time this was a brave decision that might prove to be the pivotal event in the
history of LEXX. Despite a US $11 million financing, by far the largest in LEXX’s history and the research
this capital financed, the market continued to disappoint even as LEXX did not.

The one thing | did know from my many decades looking investment opportunities is that small companies
on the road to becoming large companies must, in the collective wisdom of the market, attain a critical
mass. Once that happens, the response of the market is totally different. Before critical mass, investors
don’t seem to care. Good news is ignored and bad news triggers an overblown sell off. After critical mass,
investors jump on good news sometimes giving too much incremental valuation; overestimating the pos-
itives while ignoring bad news. Attaining critical mass is an important milestone in the history of any public
growth company.

| have gotten to know Chief Executive Officer Chris Bunka very well during this time. | have also gained
an appreciation for President John Docherty’s role and skills but Chris Bunka has been my major contact.
| have learned, for example, when Bunka issues a Press Release it is for a specific reason. Also, | abso-
lutely know Bunka is very skilled in managing and publicizing small cap companies having an extensive
background in venture capital. Bunka knows news releases from microcap companies published in the
second haff of December have less impact because investor minds are focused elsewhere. In fact, one
popular strategy is to “save” news from late December for publication in the initial trading days of the new
year. With all of that in mind, | ask myself, why did LEXX issue Press Releases on:

> December 20t - Lexaria’s Human Oral Nicotine Study Begins Dosing (read here)

» December 215 - Lexaria's DehydraTECH-CBD Achieves Superior Human Blood Absorption Lev-
els (read here)

> December 29t - Lexaria Receives First Granted Patent in Canada (read here)

Nothing | mused about was new. In fact, | have reported on all of these issues since LEXX’s NASDAQ
listing in early 2021 ranging from the facts of the press releases in December to my qualitative assessment
of Chris Bunka and other non-quantitative matters. What | am doing is taking each little factoid and a few
non-factoids as if they were beads and | put them on a string in the order of my choosing. Someone else
might take the same beads and end up with a different necklace.
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Bead #1 — | thought LEXX attained critical mass in early 2021 when the NASDAQ listing and financing
were completed. | speculate that Bunka has reached the same conclusion and consciously or subcon-
sciously, he is delivering that message. Despite the lackluster markets keeping LEXX stock depressed
while even while on the verge of making its hypertension investigational new drug (IND) application, don’t
forget LEXX has many other important things going for it. The hypertension IND application is not the end
of the story, it's the beginning.

Beads #2, #3 and #4 — the December 2022 press releases covered the start of human dosing for NIC-
H22-1 that was important but not critical for publication on December 20, 2022; the December 21, 2022
release “announced” superior CBD absorption using DehydraTECH-CBD™ something that had been gen-
erally known for three or four; and the receipt of the first patent in Canada on December 29, 2022, again
important news it was not mission critical on December 29, 2022. However, for some reason, Bunka
chose to make these releases in December although it seems to me they could have been put out in
January. | suggest Bunka feels he is running out of time. We know their hypertension IND application is
coming up in the near future and | have been pounding home the point for at least 3 — 6 months. This is
a major milestone for LEXX. It's going to attract eyes to their technology and the other potential applica-
tions. This could be critical mass time.

Bead #5 — If these press releases did not contain factual, mission critical information in the last two weeks
of December, then why would a market savvy guy like Bunka put them out? If you assume | am correct
and the messages wouldn’t reach a news hungry retail investor market, they must have been directed to
the biopharmaceutical scientific community or institutional investors as a reminder that DehydraTECH™
has this and other significant, potential applications. Whatever market result they get out of hypertension,
and | am sticking to my expectation of an “explosive” result, there are at least one or two more possible
uses, such as nicotine delivery, where they have very strong evidence of a potential application.

Bead #6 — Why is it worth the time and effort for LEXX to publish those press releases over the Christmas
holidays? | think the events surrounding Kala Pharmaceutical (NASDAQ: KALA), that happened about
this time, might have been a factor. KALA is a clinical-stage biopharmaceutical operator dedicated to the
research, development and commercialization of therapies for rare eye diseases. On December 27, 2022,
just a little over two weeks ago, KALA announced the receipt of approval for their IND application from
the U.S. Food and Drug Administration (FDA) for the treatment of Persistent Corneal Epithelial Defect
(PCED).

As these two charts show, when Kala received its IND approval, the response in the market was explosive.
Kala shares

Kala Pharmaceuticals Kala Pharmceuticals
$45.00 Went from $392 (cumulative % change from IND approval)
— per share the =
$35.00 1000% : 985%
$30.00 day before the BE3%) 845%

800% 723% "

a0 announcement )
$20.00 600% 3 oo 511%
15,00 to over $40 per .o
$10.00 . . . 222%
$5.00 share injust five 2 I I

A
o

%o
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trading days. It was a five-day, ten-bagger. And eleven days after the news was released and some of
the emotion was washed out of the market, the chart on the right shows KALA was still holding on to a
five-fold gain. It should be noted that Kala announced the submission of its FDA IND application on No-
vember 28, 2022, less than a month before FDA acceptance.

KALA and LEXX are reasonably comparable. KALA is a recent example of a company that did what LEXX
IS in the process of doing, that is, submitting an Investigational New Drug (IND) application to the FDA
and having it approved. From a market cap perspective, the two were similar. Before the news broke
KALA was actually a little smaller than LEXX and is now a little over double. | would argue the commercial
potential for hypertension is much larger but it might be more competitive so I'm not going to argue the
point. Let’s just say they are similar. Finally, | conclude that KALA is running some six months ahead of
LEXX right now based on the IND application and approval time. In any case, | think the two are close
enough to take the KALA example as general guidance to what might be possible in the case of LEXX.

Bead 7 - | always try to have my brain tuned to the investment opportunity and with LEXX, this is the
most exciting time in their history and it is also the scariest time. Scary in a good way. In the six years |
have been following LEXX, about 90% of the time, | thought the shares were greatly undervalued. Today,
| think they are the most undervalued they have ever been. | also know that LEXX’s original plan was to
take the hypertension application to FDA phase 2 and look for a bigger pharma company to carry it through
to final approval. | expect them to be at that point in the next 3 to 6 months.

» Most exciting: within the next few months, | expect LEXX to submit its IND application When this is
done, the stock should respond positively. KALA rose 20% when this was announced. Then within a
month or two of submission, | anticipate LEXX will receive FDA approval. In KALA’s case, the gain
has been in the range of 5X to 10X. For LEXX that would mean a stock price in the US $13.50 — US
$27.00 range using the example of KALA. LEXX is sticking to its six-month approval time but based
on KALA, it could be as little as a month. My own forecast would lean toward the KALA experience
because LEXX spent extra time and money in preparation for this event and the initial response from
the FDA was excellent.

» Scariest: what is frightening to me is that the cannabis sector has been in a bear market for approxi-
mately four years that has pushed LEXX to what | judge to be its most undervalued position in all six
years | have been following the company. LEXX’s market cap is just shy of US $20 million. In the
biopharmaceutical sector, $20 million is a pittance. Pharma licensing deals are often $20 million to
$80 million or more in combined upfront and milestone payments. Assuming LEXX makes its IND
application to the FDA in the next six months or so, a number of large, biopharmaceutical companies
will look at LEXX, or may already be looking and think why bother with licensing a DehydraTECH™
application when we can buy the whole the company for, say, $40 million. In the kind of market we
have been through, an offer for the company at double its recent market price would tend to be looked
on as attractive and acceptable to many shareholders. But | think a successful acquisition of LEXX in
the $40 - $50 million market cap range would be tragic. Equivalent to highway robbery with patient
and loyal investors the losers..
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Conclusion: if | string my beads together, here is the bracelet | end up with.

» First, an IND application in the first half of 2023, most likely toward mid-year and FDA approval within
a month or two after based on the Kala Pharma example last month around Christmas. This not only
= promises a sig- ‘
L | NASDAQ: LEXX *nificantreturnon | | NASDAQ: LEXXW

LEXX for inves-

| @ tors, | think it will W
/ be the tipping v e
point at which
time Lexaria Bi-
oscience
(NASDAQ: LEXX) (NASDAQ: LEXXW) bursts into the consciousness of the international pharma-
ceutical industry. I’'m not ruling out the possibility that it has already begun which is why | have been
urging readers to make sure they have LEXX in their portfolios. In the Cannabis Report for ADVFN
that | produce, LEXX is always in spirited competition to be the largest position in the portfolio.

» Second, the December press releases | discussed above might have been management’s response
to pharmaceutical industry interest and intended as a heads up that LEXX is reaching critical mass.
When | put my investment hat on, stop thinking as a retail investor and imagine | am a multi-billion
dollar pharmaceutical company, here is what comes to mind. Why waste my time and an amount of
money that doesn’t represent a decimal point of my balance sheet to formulate an offer for a licensing
agreement that involves negotiating an upfront cash payment, milestone payments, the need to pub-
lish a news flow for a microcap company and if it all works out, an ongoing royalty payment? The
licensor’s (eg. LEXX) market cap is under $20 million. We could offer them double their current stock
price and given the depressed level of the markets, their shareholders might jump at the chance to
have a winner in their portfolio after such a discouraging time. For us, it would be a steal. Absolute
highway robbery.

This is a scenario that | said above, scares me. Great opportunities like LEXX are hard to find and | don’t
want readers to miss out on this opportunity.

Outlook for the large cap and cannabis stocks in 2023 (December 30, 2022)

Historical Review — when COVID hit and was accepted as a serious problem, the Dow Jones Industrials
dropped 13.7% in March 2020, the worst month in over 30 years and dropped -23.2% in the first quarter
of 2020, the worst first quarter for the Dow on record. At that time, most inexperienced investors were in
a state of shock and many professionals were not much better. As often happens, the market then began
an extended advance starting from the bear market low in March 2020 and running until December 2021.

This set up 2022 as an extension of the bull market or a transition from the bull market to a bear market.
As the table below shows, 2022 was a bad stock market year. It was not quite as bad in Canada. In 2022,
the Dow Jones Average was down -8.8%, the Standard & Poor’s 500 was down -19.4% and the NASDAQ
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Recent  Composite dropped -33.1%. In so doing, each of the indexes

2022  Hilo )

Large Cap Stocks Return Return alSO met the -20% threshold used to define a bear market alt-
United States hough the Dow and S&P 500 are just barely across the line.
Dow Jones Industrial Average -88% -215% The Toronto Stock Exchange has not yet produced a correc-
Standard & Poor's 500 -19.4% -24.8% . . . .

NASDAQ Composite 331% -364% tion of bear market proportions primarily due to the fact that
Canada high inflation goes hand in hand with higher commaodity prices
Toronto Stock Exchange Composite 87% -183% and Canada is a resource-oriented economy.

The cannabis sector experienced a fourth consecutive dismal year. The various cannabis stock indexes
produced by either Let’'s Toke Business or New Cannabis Ventures show 2022 returns of between a
s, decline of -57.8% and a drop of -65.7%. As explained in the

2022 Market  {oninotes, the cannabis sector has been in a sharp decline for

Cannabis Sector Return Return

Canada up to five years. The 2022 decline relates, in my opinion, to
OV G B e LB Index ey easv the fact that the Democrats went into the Biden administra-
United States tion’s first midterm without passing any pro-cannabis legisla-
NGV American Cannabls Operaterindex  -65.2% 853% {ion. In fact, Senators Schumer, Booker and Wyden blocked
e o e e e every attempt by the Democrat controlled House to pass

*** NCV = New Cannabis Ventures

SAFE Banking plus or minus the Harnessing Opportunities by
Pursuing Expungement Act (HOPE) Act late in the session. | said over a year ago, when Schumer et al
promised to bring forward their Cannabis Administration and Opportunity Act (CAOA) it wouldn’t pass.
When they missed deadlines and didn’t bring forward the bill until just before the June 2022 summer
break, | said it had no chance to pass. And when Booker said they could pass some pro-cannabis legis-
lation during the lame duck session after the midterms, | expressed the strong opinion that wouldn’t hap-
pen. As each of these expectations failed to come through, the cannabis indexes continued to decline.

The Let’s Toke Business Stock Market Model — is a hypothetical model for a complete stock market
cycle | have developed over time. It breaks a complete stock market cycle into three parts: (1) The Dy-
namic Phase of a Bull Market, (2) the Trading Phase of a Bull Market and (3) the Bear Market. This is not
a predictive model, that is, | am not trying to forecast where the market is going. Over the years, it has
been established that market forecasting does not add value to the portfolio management process. In my
approach, I try to identify the phase | am in. Since each leg has some duration, if | can identify the stage
I am in, | can set up portfolios for what is likely to prevail over the immediate future. The most difficult
parts to identify are the transition points where the market is moving from one phase to the next.
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e Three Phase Market Cycle: as shown in the chart below left, the typical cycle moves from the

Dynamic Phase of a bull market, to the Trading Phase of the bull market, to the bear market

Hypothetical Stock Market Cycle and back to the Dynamic Hypothetical Stock Market Cycle
Phase. The chart to the right
breaks the cycle into a clearer
three parts. The bull market that
includes both the Dynamic and
Trading phases last longer
while Bear markets are shorter. _
Bull Market Since 1928, the average stock g Bul Market

Dynamic Phase Trading | Bear Dynamic Phase Trading | Bear

oftheBulMarker - Phase [Matket!  market cycle from the start of a oftheBullMarket  Phase | Market
bull market to the end of a bear market has been 3.5 year. Bull markets have averaged 32.6
months or 2.7 years while bear markets have averaged 9.5 months or 0.8 years. This means,
on average, we are a bull market 77% of the time and we are in a bear market 23% of the
time. On a rule of thumb basis, a typical stock market cycle is 4 years long made up of a 3-
year bull market and a 1-year bear market. Or put another way, the stock market is three
steps forward and one step back.

e The average bull market has seen stock prices rise +114% on average while the average
bear market has witnessed a -36% decline in stock prices. Because bull markets last longer
and rise faster than bear markets that are shorter and decline less, the stock market as meas-
ured by the Standard & Poor's 500 Index has risen, on average, by 10% per annum with
dividends included.

e The next chart illustrates some of the different characteristics of the three phases. The Dy-
namic Phase is a more rapidly advancing period with corrections averaging between 3% and
Hypothetical Stock Market Cycle Volatiity 2%0. The Trading Phase will generally have corrections in the 5% to 15%
range. Bear markets are of-
. . . Standard & Poor’s 500
ten defined by a correctionin  ** (187 - current)
excess of 20%. Here is hOW .o
that looks on a long-term ™"
chart of the Standard & uw
Poor’s 500 index.

Bull Market

S e P As the chart above left —

_——-—»—‘-7——""/4

of the Bull Market Phase Market

shows, the main difference
between the Dynamic and Trading Phases of a bull market is in the volatility and size of corrections in
stock prices both up and down during each phase. In the Dynamic Phase of a bull market, stock prices
are generally rising strongly. Because the Dynamic Phase is the longest of the three phases, there may
be more corrections but, as | explained above, they tend to be smaller, typically in the 3% to 5% range.
As the cycle transitions from the Dynamic to the Trading Phase, the volatility increases. In fact, this is the
defining characteristic of a Trading Phase compared to the Dynamic Phase. In the Trading Phase, the
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corrections become much larger; generally, in the 5% to 10% range which tends to moderate the rate of
increase in stock prices.

Finally, as we move into the Bear Market, the pattern changes again and becomes almost the direct
opposite of the Dynamic Phase. In other words, in a Bear Market stock prices tend to decline relentlessly
with very minor and occasional rallies of 3% to 5%. But bear markets are volatile as half of the best one
day returns on the S&P 500 have happened during bear markets. A sign of the end of a bear market is
an unexpected disaster such as a high-profile bankruptcy. At some point, investors capitulate by first
ignoring good news then ignoring bad news.

The summary looking forward from August 2022, was that it seemed too soon to call the bear market
ended and | suggested we might be heading for a double bottom which now appears much clearer. | said
then and | reiterate now, “This makes sense if we also assume the economy recovers in the third quarter
and falls into a clear recession in 2023 as many economists expected. Based on the economic data,
however, | think weakness will be drawn out. After two lackluster quarters, (Q1 and Q2 of 2022) the third
quarter could be better. After that, however, | would not be surprised to see the economy moved into an
uncontested recession and the market make a double bottom. If this happens, we will be looking at stag-
flation that is very difficult to deal with because if you raise interest rates to fight inflation, the economy
will suffer even more. On the other hand, if you reduce interest rates to stimulate the economy, you will
also be promoting higher inflation.”

| was also waiting for the market to confirm its direction. “The characteristic to watch for now is whether
the next correction makes a higher or lower low. A lower low will confirm we are still in a Bear Market. A
higher low will indicate a change in trend from down to up.”

As often happens the message from the market is unclear. In the intervening months, the market made a
high low that suggests a change in trend from down to up but that was followed by a lower high which is
indicative of a continuation of a downtrend.

e A factor that become of specific interest today is the relationship between bear markets and reces-
sions. Based on the data we are looking at, there have been 26 bear markets but only 15 recessions.
This prompted economist Paul Samuelson to say, “The market has predicted nine of the past five
recessions.” Samuelson’s point was over the past 100 years, roughly two out of three bear markets
followed by a recession while one out of three has not. Therefore, it is also possible and to have a
bear market in stocks and not an economic recession.
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At the end of my previous review, here is where | thought we were. At the time of our last market update,
two out of the three major
U.S. indexes had declined
more than the bear market
defining decline of -20%.

Both the Standard and o~ — 8P 500
Poor's and NASDAQ Com-
posite had exceeded the -

Where We are in the Hypothetical Cycle?

Cannabis?

Al 20% hurdle but the Dow DymamioFase Fread e

ormeBtiat e | Mart Jones Industrial Average had not. So, we were very close to being in a
bear market as far as the Dow and S&P were concerned while the NASDAQ were well into bear market
territory as were the cannabis stocks. | thought this might lead to a double bottom in the stock market and

a recession 2023.

The Cannabis Sector — 2022

For the cannabis group, it was a fourth consecutive year of dismal results. Here is a smattering of indexes
that show just how bad it has been.

This chart is the LTB Marijuana Composite Index from December 2013 to December 2022. It shows in

the first four years, this sector increased 12.5-fold and has vir-

LTE Marijuana Composite Index tually given it all back in the ensuing five years. This is a broadly

based index having representation of between 50 — 100 com-

panies at different points along the way. In addition, it includes

representatives of the very largest and smallest cap cannabis
companies. It is very indicative of the sector.

. This chart is the New Cannabis Ventures Canadian Licensed
gi:'dﬁi'::':g'i l‘s’i';t::lf:esx Producer’s Index. It has a shorter time frame starting in January

2016 and its content is probably higher cap on average than
the LTB Marijuana Composite above. However, the indicated
price moves are alike. This index rose 11.8-fold in the first two
years followed by an ensuing almost five years in which it gave
it all up plus a little. Each index confirms the other’s results as
weoamommeme e mm @ yery similar.

I think it is fair to conclude that the cannabis sector is depressed. In both Canada and the U.S., the
cannabis industry has its problems. From an operating point of view, the underground market remains a
major negative for operators. lllegal operators do not have the costs of staying within the government
mandated regulations and do not have to pay taxes, which means legitimate operators have a difficult
time competing. From a regulatory point of view, governments have ignored cannabis operator needs,
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have been slow to enact regulations and, in some cases, are handicapping those companies trying to
comply with the law. With leftist governments in both the U.S. and Canada, politicians seem more con-
cerned with correcting historical wrongs than they are with correcting current issues. But there is hope for
improvement on the regulatory front.

Looking Ahead to 2023 — The larger cap, blue chip sector

Several things were clarified in 2022, particularly later in the year. | expect these will have an impact on
the markets moving forward.

e Interest rates: are going to continue to rise in 2023 although the pace might be slower. On the back
of five consecutive months of declines in the Consumer Price Index, the Federal Reserve Board re-
duced the rate of increase in the Federal Funds rate to 0.5% from a series of 0.75% hikes. Chairman
Jerome Powell said unequivocally that interest rates may not rise as fast in 2023 but the Fed’s forecast
showed no interest rate declines next year and 17 of 19 officials believe rates will go above 5%.

¢ Inflation: the Fed funds rate reached a 15-year high last year but inflation reached a 40-year high.
Powell stated that the 2% target for inflation would not change so despite recent improvements, there
is still a long way to go. Consumers in the economy know inflationary pressures still exist. Investors
remain skittish which suggests there will be financial volatility moving ahead.

e Labor markets: Chairman Powell also made it clear that persistent strength in the labor market is a
problem. In fact, economists enter 2023 with the sense that the labor market has become the key to
shaping Fed policy moving ahead.

e Recession: economists and investors remain focussed on the economy and the ability of the Fed to
bring down inflation without producing a recession, the so-called “soft landing.” The Fed’s record with
soft landings is not particularly good. In fact, it is terrible. The best Powell can point to is that in the
case of a recession, it will be short and shallow. But that reminds me of the Fed statement just over a
year ago that the rise in inflation will be transitory implying it will go away on its own. That didn’t happen
with inflation and | doubt a short and shallow recession is in the future either.

Conclusion: looking ahead to 2023, I think we will have a year in which the economy gradually weakens.
The Fed will be watching the labor data and inflation to determine their response. If this data remains as
strong as it is, interest will continue to rise. As we see these numbers in the months ahead, we must keep
two factors in mind:

1. The current labor numbers, such as the unemployment rate, is still at the levels that prevailed in the
full employment days just prior to the pandemic. A bump up in the unemployment rate to 4.2% from
its current 3.7% simply represents a return to the rate that prevailed one year ago. Again, we must
avoid the temptation of becoming overly optimistic over relatively small changes in the labor market
statistics.

2. Even if the Consumer Price Index continues to decline, the Fed’s target growth rate is 2% and that will
not change. | think it would be a mistake to get too excited because inflation has dipped below, say,
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5% or 6%. This is still 2% - 3 times higher than the target range and the Fed has emphasized inflation
must provide evidence of staying at 2%. This is not likely to be attained during 2023.

The stock market during 2022 painted a fairly accurate picture of what was going on. In the first half
of the year as the Fed began to ramp up its battle with inflation and interest rates started to rise, stock
Dow Jones Industrial Average prices trended lower. Then investors turned their attention

37000 - (Traiing 12 months) to when the Fed would begin to ease back on interest rate
oo | hikes, the stock market made a higher, high shown on the
000 | chart as point “A” indicating a possible change in trend from
o down to up. But the Fed not only persisted with higher rates,
oo it indicated this was not going to change and the market fell
2000 Ly ST :; to alower, low indicated as “B” on the chart. This meant the
i ‘ i * stock market trend was not going to changing to up but the
previous downtrend was going to continue. But then investors moved to a position that interest rates
would peak, perhaps by mid-2023 and this created enough optimism to drive stock prices up to a
higher, high shown as “C” on the chart. This indicated the possibility that interest rates would be de-
clining by the second half of 2023. “Just a minute,” said the Fed in their December report that showed
no declines in the Fed Funds rate in 2023. This triggered a sell-off in stocks that continues into 2023.

. For most people, inflation and rising interest rates are a slow and relatively painless process. In com-
parison, unemployment is quick and painful. So far, the U.S. recession has been a financial recession
emphasizing in-
flation and inter-
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. The following two charts show the history of the Federal Funds rate and the Dow Jones Industrials
compared to recessions. Here | am focussed on the timing. The charts below show that the Fed Funds
rate tends to turn up and down ahead of the economy while the Dow Jones is a recognized leading
economic indicator. The Fed Funds rate has been rising for some six months, it has been pointing
toward a slowdown in economic activity. Similarly with stock prices and depending on which index you
choose, a bear market has already been identified.

. The Conference Board of the United States has assembled The Conference Board Leading Economic
Index® (LEI) to help forecast economic conditions. This is a diffusion index that combines the impact
of each of the ten leading indicators which are are:
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9.

. The United States Department of Labor’s monthly report on the unemployment rate, average hourly

earnings and the average workweek hours from the Employment Situation report

The United States Department of Labor’s weekly report on first-time claims for state unemployment
insurance

The United States Census Bureau’s monthly consumer goods and materials report from the Pre-
liminary Report on Manufacturers' Shipments, Inventories, and Orders

The United States Census Bureau’s monthly non-defense capital goods report from the Preliminary
Report on Manufacturers' Shipments, Inventories, and Orders

The United States Census Bureau’s monthly report on building permits from the Housing Starts
and Building Permits report

The spread between the interest rates of 10-year United States Treasury notes and the federal
funds rate

The Federal Reserve's inflation-adjusted measure of the M2 money supply

The Institute for Supply Management’s monthly ISM Index of Manufacturing including: supplier de-
liveries, imports, production, inventories, new orders, new export orders, order backlogs, prices
and employment.

The S&P 500

10.The University of Michigan Consumer Sentiment Index's consumer expectations.

Here is the message has been delivering in recent months. The LEI recorded a sharp decline of -1.0% for
November following a drop of 10.9% in October. In November, nine of the ten leading indicators declined.

Leading Economic Indicators Index OnIy stock prices, as measured by the Standard & Poor’s 500

M e index rose. Over the preceding six months, the LEI has
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dropped -3.7%. The Conference Board concludes t. The de-
cline in the LEI in recent months indicates the tightening by the
Federal Reserve Board is having an impact on the U.S. econ-
omy. This leads to the conclusion that a “...U.S. recession is
likely to start around the beginning of 2023 and last through
mid-year.”

Of course, the LEI, like any other forecasting tool, is not perfect. One reason is the relationship between
each leading indicator is not perfect. Any individual indicators may not produce the expected result in a
given cycle. Another consideration is that economic data is always subject to revisions which the Confer-
ence Board does monthly if the source data is revised. An annual revision is done with the report published
in January that will be the case with next month’s report.

22


https://en.m.wikipedia.org/wiki/United_States_Department_of_Labor
https://en.m.wikipedia.org/wiki/United_States_Department_of_Labor
https://en.m.wikipedia.org/wiki/United_States_Census_Bureau
https://en.m.wikipedia.org/wiki/United_States_Census_Bureau
https://en.m.wikipedia.org/wiki/United_States_Census_Bureau
https://en.m.wikipedia.org/wiki/United_States_Treasury_note
https://en.m.wikipedia.org/wiki/Federal_funds_rate
https://en.m.wikipedia.org/wiki/Federal_funds_rate
https://en.m.wikipedia.org/wiki/Money_supply
https://en.m.wikipedia.org/wiki/Institute_for_Supply_Management
https://en.m.wikipedia.org/wiki/S%26P_500
https://en.m.wikipedia.org/wiki/University_of_Michigan_Consumer_Sentiment_Index

My conclusion is the larger cap, blue chip stocks will face some strong headwinds in 2023. Certainly, the
Federal Reserve Board seems to be intent on keeping interest rates high all year and, at this point in time,
there is no sign that interest will decline in the next twelve months. At best, rates might plateau at a
historically high level. This pressure will remain until the last holdout in the economy, the labor sector,
gives in. The process will be a difficult one for the Democrats who count labor as an important part of their
support. But with the railway workers, Biden was forced to step in and when he thought he had a settle-
ment, four out of twelve unions rejected it. This forced Biden and the Democrats to impose a settlement
on the union. This will be a contentious issue in 2023. As | have said, interest rates look to remain high in
2023 and the Fed has said the problem of inflation will not be beaten until it returns to a permanent level
near the 2% per annum target level.

The midterm elections did not go as well for the Republicans as they hoped. However, they did reclaim
control of the House and that will make it much harder for the White House to pass their inflationary borrow
and spend projects. This promises a little more fiscal stability and less inflationary pressures on the U.S.
economy.

What does that mean for the large cap sector in 20237

(1) Although Federal Reserve policies have triggered many recessions, rarely has the Fed provided such
clear guidance of their intentions. At this point we can expect higher interest rates in 2023, no declines
in interest rates in 2023 and the Fed intends to keep upward pressure on interest rates until they are
convinced inflation is likely to hold at the 2% per annum level.

(2) Clearly, we are headed for an economic slowdown and quite likely a recession. Bearing in mind that
the stock market has forecast 9 of the past 5 recessions, there is a chance that a recession can be
avoided. The Fed is focussed on labor markets so we can expect increases in the unemployment rate
in 2023.

(3) Looking at the major indexes such as the Dow Jones, Standard & Poor’s 500 and NASDAQ Compo-
site, the Dow and S&P have met the lower end of the -20% definition of a bear market while the
NASDAQ has fallen well into bear market territory. There is still downside for stock prices but the
decline has already started. Expect markets to be choppy to lower as they have been recently.

(4) At some point ahead, perhaps in the second half of 2023, there will be strong evidence that the econ-
omy is weakening and might be entering a recession, the prevailing sentiment will be negative and
stock prices will begin to rise. Meanwhile, pundits will be predominantly bearish and question how the
market can rise when the economy is so soft. At that time, it will be important for investors to remember
the stock market is a leading indicator of the economy and it should turn up before the general econ-
omy is in recovery.
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Conclusion: my expectations for the blue chip sector are little changed from early August 2022. | think
we have already experience some downside in stock prices and there may be more to come. However,

as investors we are always looking ahead but my model is not based on
forecasts that are normally inac-
curate at best and wrong at
worst. Instead, | focus on where
we are in the market cycle and

Where We are in the Hypothetical Cycle?

Dow Jones?

use that to determine what we F — S&P 5007
. . . / NASDAQ?
should be doing with portfolios. Cannabis?
Bull Market As the chart to the left showswe o
Dynamic Phase Tradin Bear . ¢ rading | Bear
of the Bl Mackat Phaso“ Market are Currently in a bear market Dynamic Phase Phase Market

but we are not at the beginning but nearer the end. The chart above right shows the Dow has barely
penetrated the definition of a bear market while the cannabis sector is beyond almost any level of decline
that anyone might have reasonably expected.

On the cannabis side, the markets were let down by the regulators/politicians. In fact, if | think
the greatest mistake that was made by investors in the cannabis sector would be overlooking the
regulated nature of the business that would evolve and the ineptitude that politicians would demon-
strate in putting regulations in place. Not only that, the Senate has refused to consider any pro-can-
nabis legislation sent to them by the House because of Charles Schumer, Cory Booker and Ron Wy-
den’s desire to jam through their Cannabis Administration and Opportunity Act. (CAOA) They did this
with the knowledge that CAOA had virtually no chance to pass before the midterm election.

In 2023 and into 2024, this might prove to have an unintended positive consequence of helping can-
nabis investors by helping the cannabis industry. There are some pieces of legislation that failed to
pass in the last Congress because Schumer, Booker and Wyden that have a much better chance in
the new setting. These would include:

(a) The Safe and Fair Enforcement Act (SAFE Banking Act): In the U.S. at the present time, 39 states

and the District of Columbia have legalized the medical use of cannabis and 21 states and the District
of Columbia have legalized recreational or adult-use cannabis. Federally, however, marijuana is still
listed as a Schedule 1 drug which is defined as a drug or other substance that has a high chance of
being abused or causing addiction and has no Food & Drug Administration (FDA) approved medical
use in the United States. While you can argue parts of the definition, in June 2018, the FDA approved
Epidiolex® as a cannabidiol (CBD) based prescription drug used to treat certain seizures. So marijuana
does not even fit the definition of a Schedule 1 drug. However, a Schedule 1 drug is illegal under U.S.
federal law and most U.S. banks are federally regulated so bankers have been reluctant to offer ser-
vices to state-legal cannabis companies. SAFE Banking does nothing more than pave the way for
federal banks to offer the normal banking services that are available to any other legal business oper-
ating in the United States. But Schumer, Booker and Wyden have blocked SAFE Banking from reach-
ing the floor of the Senate for consideration.
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(b) Section 280E of the U.S. Internal Revenue Code: over 40 years ago when Ronald Reagan was
President, a convicted cocaine, amphetamines and marijuana trafficker argued in tax court that under
Federal tax law, he should be allowed to deduct ordinary business expenses such as rent, packaging,
telephone and car expenses for his illicit drug business. This was the well-known Edmondson v. Com-
missioner case which the trafficker won. In 1982, Congress enacted Section 280E to prevent busi-
nesses engaged in certain illegal activities from recovering costs or claiming related business deduc-
tions in calculating taxable income. Section 162(a) allows taxpayers to deduct ordinary and necessary
expense incurred to carry on business in arriving at a taxable income. Section 280E specifically pre-
vents a business that involves trafficking in Section 1 and Section 2 drugs from Section 162(a). Sched-
ule 1 drugs are marijuana, heroin, lysergic acid diethylamide (LSD), ecstasy and magic mushrooms
while Section 2 includes cocaine, methamphetamine and oxycodone. Marijuana, as a Schedule 1
drug, is federally illegal and since the Internal Revenue Service (IRS) is federal jurisdiction, it taxes
state-legal cannabis businesses as if Section 280E applies. The result is that state-legal cannabis
businesses pay effective taxes of 70% up to 100% in cases where the business is not properly tax
structured. Although SAFE Banking has a much higher public profile, U.S. operators will tell you that
Section 280E is the more important problem.

(c) SAFE Banking Plus is a reference to passing SAFE Banking with some provisions appended for
dealing with social issues such as the release of people in prison for minor, non-violent cannabis
charges. The idea has strong support but the “Plus” side of such an act haven’t been specified.

e Even if legislation is passed, can the cannabis sector ignore bear-ish trends in the major mar-
kets? | think so. As the charts below suggest, the cannabis sector has strongly outperformed and

underperformed the Marijuana U.S. Index/Dow Jones Industrials

(January 2015 -)

MJ Canada Index Relative to the Dow Jones Industrials

(danuary 2015 -) large cap sector in
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dex relative to the °% ...
Dow and the chart
above right shows the Marijuana U.S. Index relative to the Dow. Both charts show there have been
notable periods of outperformance in the past by the cannabis sector. The other factor that comes into
play is the fact that the prime driver | expect will move the cannabis stocks upwards in the first half of
2023 is not dependent on a strong economy or lower inflation and interest rates. Finally, SAFE Banking
simply levels the playing field for state-legal industries giving cannabis operators access to the same
level of banking services as any other legal business. Similarly, correcting the application of Section
280E again simply taxes state-the punitive 70% to 100% rates that could apply. After all, the impact of
Section 280E is tax your gross income instead of your net income.
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My general expectation is that pro-cannabis legislation will be enacted by the middle of 2023. This
means the market will begin to discount such an event around the middle of the first quarter. My best
guess is that it will be a form of SAFE Banking Plus.

As a result, | expect the cannabis sector to experience the first up year following five down years. If
the cannabis market improvement is prompted by pro-cannabis legislation passing through Congress,
| think the multistate operators (MSO) will be the market leaders but the sector in general will improve.

Khiron’s problems in Colombia resolved very much in their favour — January 6, 2023

Last week, | alerted you to the fact that the Colombian Government had approved medical cannabis
products for approval under the national health care plan and the positive impact this would have on
Khiron Life Sciences (TSXV: KHRN) (OTCOX: KHRNF) (TSXV: KHRN-WT.V) (Frankfurt: A2JMZC).
That information was acknowledged in a Press Release by KHRN on Thursday January 5, 2023. The
market responded favorably but | think it was a reaction to some additional information KHRN included in
their press release.

On January 5, 2023, KHRN highlighted these four points and | have shown in bold italics the news | think
was most important to investors. As there was no public information prior to this release, it constitutes a
“positive surprise” from an investment point of view.

(a) On December 30, 2022, the Ministry of Health of Colombia reaffirmed the inclusion of plant-
based medical cannabis products, i.e., Khiron products, in the mandatory insurance coverage
system

(b) Starting January 1st, 2023, every insurance provider in Colombia, is mandated to cover
the costs of medical cannabis prescriptions for patients

(c) Khiron will immediately start filling backlogged orders of insurance-covered prescriptions
in Colombia

(d) New Contract Awarded: Additionally, in December 2022, Zerenia™ Colombia entered
into a contract with the largest Government-owned insurance company in the city
of Bogota with over one million people under coverage, to provide healthcare services
with medical cannabis for its patient population

Here are my comments on (a) to (d) above:

(a) In a market driven by a high degree of pessimism, anything that might raised the possibility
of medical cannabis being dropped by from the health insurance plan by a new government
would attract an overly negative market response. But | don'’t think this was a likelihood. New
President of Colombia, Gustavo Petro, is more pro-cannabis than his predecessor. What was
important is how long it would take for things to return to normal. For KHRN, the timing of
events in Colombia and Germany was unfortunate as it overlapped the planned switchover
to Pharmadrug in Germany meaning there has been a period of time when revenue from two
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major markets were at near zero levels. The fact that both Germany and Colombia are
back to “normalized” conditions at the beginning of KHRN'’s first quarter of 2023 is
very important.

(b) The insurance coverage for medical marijuana in Colombia was not a question of “if’ but
“‘when.” With a new government, it was hard to estimate but most went from weeks to months.
Resolution 2808 of 2022 was signed by the Ministry of Health on December 30, 2022. clearing
the way for it to be in effect on January 1, 2023. This was a positive outcome that continued
the practice of the former government. Furthermore, there had been some ambiguities
whether plant-based magistral preparations from medical cannabis were included in the in-
surance coverage. This is now once and for all clearly confirmed. The new government is
fully committed with the use of medical cannabis as a covered treatment under the Colombian
health system.

(c) In addition, it was not known if past prescriptions would be honored but Torres has said KHRN
will tackle the backlog of orders. | estimate the revenue loss was between two and four
months of revenue. With CEO Alvaro Torres saying that KHRN would attempt to deal with
the backlog means there will likely be some recovery of lost business carried forward
from the third and fourth quarters of 2022 into the first quarter of 2023. Certainly not
all but some.

(d) Additionally, in December 2022, Zerenia™ Colombia entered into a contract with the largest
Government-owned insurance company in the city of Bogota with over one million people
under coverage, to provide healthcare services with medical cannabis for its patient popula-
tion. In addition, Zerenia™ Colombia (Khiron’s wholly owned medical cannabis clinic net-
work), has entered into a contract to provide "Integrative Health Services and Pharmacother-
apeutic Treatment with Medical Cannabis" with the largest Government-owned insurance
company in the city of Bogota, with more than 1.2 million insured individuals. This is the first
time an insurance company in Latin America is contracting medical cannabis specific services
and products. This represents an opportunity for Khiron and Zerenia to expand its client and
patient base within Colombia, while continuing to differentiate itself with its unparalleled ex-
pertise in medical cannabis and proprietary scientific evidence.

I hope this announcement is not lost in the positive response to the news that the government has reaf-
firmed medical cannabis for inclusion in the medical insurance plan but, in this version, coverage is man-
dated. With this agreement, Khiron and Zerenia™ has contracted with the largest Government-owned
insurance company in Bogota with 1.2 million insured individuals to provide "Integrative Health Services
and Pharmacotherapeutic Treatment with Medical Cannabis." This provides Khiron and Zerenia™ a mar-
keting and branding advantage and opportunity to a extremely large number of people.
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Conclusion: this was certainly good news that | reported last week was on the way. While the news did
not reach the broader international markets until the January 5, 2023, it was widely publicized in Colombia
earlier in the week. Here is a screenshot of a Spanish-language
news report on the leading news channel in Colombia on January
4, 2023. You will note that the background shot is of Khiron/Zere-
nia™ products. You can’t buy that sort of publicity. In my opinion,
_ the Khiron/Zerenia™ brand for medical cannabis is already well
established in Bogota and Colombia but the recently announced
agreement with the largest government-owned health insurer in
' Bogota will solidify its standing.

These charts show the share price of Khiron Life Sciences (TSXV: KHRN) (OTCOX: KHRNF) (TSXV:
KHRN-WT.V) (Frankfurt: A2JMZC) responded well to the positive news which hasn’t always been the
e case. In my opinion,
My * this means KHRN |
TSXV: KHRN “  had reached a rock |-/, ‘ TSXV: KHRNW
bottom price and I\
& KHRNW the stock
have developed a
small but growing
o - market following
that is watching them and will respond to good news. This has not always been the case.

As regular readers know, in the financial markets there is always the next issue to think about. What
worries me at this time is investors will see the recent jump in the stock price as an opportunity to sell. |
think this would be a tragic error. Although the recent bump up in the price of the shares and warrants
looks substantial (and it was in terms of recent stock prices), it
lﬁd‘:\_‘ XV KHRN ; is really nothing in the context of the longer term. Here is the
' (Trading History) = four-year chart of KHRN. From this perspective, last week’s
. market was very important in the short term but almost imma-
*terial in the long term. As | like to remind people, to recover a
@ 50% decline, you need a 100% advance. | first brought KHRN
“ to the attention of readers on the other side of that early 2019
peak so | am looking for a lot more than $0.10 per share on the
stock. Certainly a dime is better than a nickle but it is far short of a dollar or two.

| certainly think you should hold on to Khiron Life Sciences (TSXV: KHRN) (OTCOX: KHRNF) (TSXV:
KHRN-WT.V) (Frankfurt: A2JMZC), following its recovery move last week. In fact, | think it is still a hot
buy. KHRN is not out of the woods yet but | believe the risk/reward ratio is very attractive. As founder and
Chief Executive Officer, Alvaro Torres said with respect to the affirmation of medical cannabis for Colom-
bia’s health insurance plan and the agreement with the largest government-owned insurer in Bogota,
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“These two achievements, will allow us to revert to predictable recurring revenues, shorter col-
lection periods and improved cashflow.”

Special Report: May 2, 2022
Khiron Life Sciences Shareholder Conference Call

Khiron Life Sciences (TSXV: KHRN) (OTCOX: KHRNF) (TSXV: KHRN-WT.V) (Frankfurt: A2JMZC)
had their conference call recently to review fiscal 2021 annual and fourth quarter results. As usual, it made
me realize once again what an amazing job Alvaro Torres and his team have done and are doing. This is
my summary of a one-hour call. | have identified some added observations that confirm KHRN’s success
added at the end. Enjoy!

Alvaro Torres, CEO, Khiron Life Sciences:

The results for 2022 so far begin to show how unique and strong we are. We are growing in each market
we are in. We have a unique way of capturing and retaining patients in Latin America and Europe. We
have very high margins.

2021 Milestones:
e Revenue was $12.8 million up 60% in 2021
e 3$4.6 million in cannabis revenue or 36% of total 2021 revenue
e 79% growth rate over past five quarters.
e |t appears medical cannabis revenue will exceed health services revenue in 2022
e Gross margins from the medical cannabis revenue stream of over 73% for the year
e Colombian gross margins of 85% and European gross margins of 55%.
e Gross margins in the health services division increased to 20.5% In 2021.
e Gross profits reached $4.9 million, up 230% YoY
e Europe now accounts for over 30% of our cannabis sales
e Europe will be an increasingly important driver of our growth in 2022
e These overall results were accomplished under very difficult circumstances
e We are looking at revenue of $4.5 million in Q1 2022.
e In March we exceeded $1 million in cannabis sales worldwide which is just getting started
e We had 140,000 patient interactions in 2021, an increase of over 40%.

¢ In the first quarter of 2022, patient interactions were already at 41,000
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e In March and April we were running around 16,000 per month

e Directors and Officers Insurance costs will decline from $2.2 million to $350,000 in 2022.

e In 2021, general and administrative expenses declined 15% YoY

e We do not need a cultivation license and operation in Uruguay. We export from Colombia
e Similarly, we stopped selling the Kuida wellness line so we took at write-off there as well

e Expect to be cash neutral by the end of the current fiscal year (December 2022) due to ex-
pense reductions and high margins.

We are selling medical cannabis in Colombia, Peru, the U.K., Germany and Brazil and have high expec-
tations that we will be selling in Mexico very soon. We are just completing construction our first clinic in
Rio de Janeiro, Brazil. We have shown we can grow during very difficult circumstances. Our brand is one
of the leaders in Latin America and the U.K. Our revenue stream is made up of:

1. Health services: we offer medical services to people with chronic pain, mental pain, sleep
disorders and other health conditions. This is a funnel that enables us to introduce sales of
high margin medical cannabis products.

2. Medical cannabis: focus is on educating doctors, producing and sourcing high quality med-
ical cannabis products and creating brand loyalty. In Q1 of 2022, medical cannabis sales
exceeded the revenue to our health services division and represented 55% of sales.

In 2022, we expect leading markets to be Colombia and the U.K. and total sales of medical cannabis to
exceed revenue from health services.

Medical insurance coverage is an important factor and we operate in two countries that have health plans
covering medical cannabis: Colombia and Germany. In 2021, we sold 52,000 oil-based cannabis units
and over 68% of those were covered by insurance. Today, over 80% of units sold are covered by insur-
ance. Also in 2021, 60% of all patients with medical cannabis were returning patients and in March 2022,
75% were returning patients. The key toward building sustainable growth is having a brand and returning
patients because they see the value of using medical cannabis. Also, the cost of retaining a patient is less
than acquiring a new one. We have strong patient flow and high conversion rates to medical cannabis
and we’re just getting started. This is also helping us develop a lot of data that we are now taking to other
countries and regions to help us there. With the right data and product mix, doctors are assured we can
help them treat their patients.

Peru accounts for around 5% of medical cannabis sales but it is even more important because it is the
first country where we have been able to register a finished CBD medical cannabis product and very soon
we will have our first registered THC medical cannabis product. Our next step is to export those products
for sale throughout the rest of Latin America. We are also working on being able to import high THC
product into Peru. All of this will become increasingly important in the second half of 2022.
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In Mexico, we have always had a major opportunity and we are about to realize on this potential. We have
already been educating doctors and medical professionals, so we have people who are ready to prescribe.
We have made a partnership with Teleton that has 24 clinics and 600,000 patients. We have to deal with
regulatory matters in Mexico that are out of our control but we are ready to get started.

Franziska (Franzi) Katterbach, President Khiron Europe:

Khiron entered the European market in 2019 with a strategy combining our clinics and a high quality and
agile supply chain allowing us to make an impact on the European cannabis market as well as diversifying
our revenue stream and providing more growth opportunities. In 2021, we made an important contribution
to Khiron’s operating results. In the fourth quarter of 2021, we were 40% of Khiron’s medical cannabis
revenues and in 2022 we will continue to grow. We have an understanding of medical cannabis based on
our knowledge gained in Latin America plus the incredible amount of historical evidence from our clinics
that we add to every day combined with our strong local team.

2021 was a challenging year for everyone but we were able to build a presence in the U.K. and Germany
that are two of the largest markets in Europe. Our Khiron 20/1 flower (18% — 22% THC and <1% CBD by
weight) is the most prescribed in the U.K. and our Khiron 114 is the most popular CBD dominant flower
in the German market. We can take advantage of this momentum to increase our market share and ex-
pand our medical sales with additional flower and extracts.

Germany has a progressive medical cannabis law that includes coverage by statutory health insurance
and is undoubtedly the largest and most mature cannabis market in Europe. But the true potential for
cannabis patients remains untapped and that is opportunity for us. In 2021, we launched Khiron 114 that
enjoyed great popularity among prescribers and patients and that allowed us to positively influence the
discussion in the German public on the topic of medical cannabis. We also have a strong focus on con-
stantly educating medical prescribers on our product. This will continue in 2022.

Khiron has a comparatively long history in the U.K. market that we entered in 2019 as a founding member
and exclusive Latin American supplier for Project 2021. As we have in Germany, Khiron has a focus on
educating doctors and we continue to build out our medical training for health care professionals using
our fully digital education platform — Khiron Academy. We opened the first Zerenia™ clinic there in No-
vember 2021 which was a major milestone. With the popularity of our Khiron 20/1 product and our growing
team of experts there, the outlook remains very positive.

Question: Margins: Answer Torres: We made some changes with our auditors on the way we record
our revenue in certain regions as principals and not agents which had an impact. But in the first quarter
of 2022, our Latin America gross margin was 85% and our European gross margin was between 55%
and 65%. We are currently negotiating with suppliers on price and we are not seeing any price decreases
in our top line sales.

Question: Patients/Retention: Answer Torres: Our patient interactions will always have a slight sea-
sonal effect because in the fourth quarter a lot of people are on holiday. In the first quarter of 2022, we
had 41,000 patient interactions but in March and April we were already running around 16,000 per month.

31



Our patient interactions will grow with new clinics and the expansion of the number of services for patients
in the clinics. As these figures show we are already seeing this happen. It is always cheaper for us to be
able to retain a patient than get a new one but our cost of attracting a new patient is also declining as we
make it easier for the patients to get to our clinics. Also, as more insurance companies are available to
our patients in the 2" and 3 quarters, | think we will see that number continue to grow.

Question: Costs: Answer Torres: one of the big issues was our Directors and Officers insurance costs
that were around $2.2 million last year where we have been able to negotiate a much better rate of around
$350,000 this year. Also, we did have some sales and marketing expenses for the Kuida line which we
have stopped, at least for now.

Question: Europe — U.K. or Germany: Answer Katterbach: Germany was our largest European market
in 2021 but by the fourth quarter we could see a trend developing with the U.K. picking up. In the fourth
quarter | would say the clinic opening and the popularity of our high THC flower drove sales. | would
describe our position in the U.K. as dominant. In Germany we are seeing a pickup in health insurance
reimbursements which is a good sign. It means our internal group educating doctors is starting to have
an effect. This should continue in 2022 and beyond. For the year, | think we will probably see a close to
50/50 sales relationship continue.

Question: Growth vs Capital: Answer Torres: We are not looking at much more capex in Colombia
because we have just had a couple of major openings. The other thing we are working on is to shorten
the 90-day period it takes to get reimbursements from the insurance companies in Colombia. We are also
looking for ways to fund our working capital needs without creating dilution. The more we can point out to
finance companies that we are an international operator and not just a small, Colombian company, the
better our chances. If we are able to make an agreement, it will help us greatly.

Question: How long to reach potential in Germany: Answer Katterbach: Cannabis is not self-selling.
Sales depend on educating the doctors and this takes some time and money. We see the results every
day. Looking at the pharmacies and the insurance reimbursements, there is constant growth. The key is
to “own” the doctors with our training and our data. Once you do that, you end up with a very loyal pre-
scriber base. We are currently around 100,000 patients in Germany and the potential is in the millions if
you project from the experience with the number of medical cannabis users in a legalized jurisdiction like
Canada.

Question: Other countries in Europe: Answer Katterbach: There are other open markets that we are
watching very closely like Poland or Czechoslovakia. There is also France which launched a trial over the
next couple of years. Italy could be interesting. For Khiron, we first look at revenue potential. For example,
the French pilot project requires the dispensation of cannabis for free so this is not a fit for us at this time.
Another market with great potential is the United States. They have an unusual model because you can
cultivate medical cannabis but you can’t sell it. However, they are looking at changing their regulatory
framework.
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Question: Sales guidance: Answer Torres: We are looking at $22 to $28 million of revenue this year
driven mostly by cannabis sales in Colombia, Germany and the U.K. with Mexico projected to make a top
line contribution in November. We are seeing growth continue so there is nothing exceptional that has to
happen to achieve these levels. We are very comfortable with that kind of top line expectation.

Katterbach added the coalition government in Germany has already said they plan to legalize adult use
cannabis. We don’t know how and when this is going to happen but it would be a major opportunity for
us. We have the product and we have the supply chain so this could be very important for Khiron.

Here are a couple of questions | asked Alvaro Torres after the conference call.

Can your cash last until you break even? We face the challenge of continuous growth and to have the
working capital that is required. In Colombia and Germany, most of our sales are covered by government
health insurance and it takes 90 — 120 days to get reimbursed. We have to be able to reduce that time or
finance our receivables for that period of time. I've been working on this for three months or so and it is
taking time to get it done. We are actually creating our own problem because of our high growth. If our
sales through government health plans in Colombia and Germany double, the amount we have to finance
for 90 days or more also doubles.

How is the clinic in Brazil coming along? We have to coordinate getting our product into Brazil when
the clinic opens. Right now we can meet the sales guidance from Colombia, the U.K. and Germany. So
the Zerenia™ clinic in Rio is under construction and we will try to time the completion for when we are able
to have the product ready.

But we are in such a unique position. We have the number one selling brand of medical cannabis in
Colombia where we have a really, really dominant market share. We have the top selling brand in the
U.K. Who would have thought that we would ever be in this position? And we are in a very good place in
Germany. So that is our real focus right now because these markets produce revenue and a high gross
margin. That is why it is so important to get that cash flow in.

In this quarter, sales in Europe will exceed sales in Latin America which is unbelievable if you were looking
ahead from 2 — 3 years ago. Of course, things will swing back in 2023 when we expect to be operating in
Mexico and Brazil but no one is doing what we are doing.

We are like all investors and shareholders. | am disappointed in the stock and the financial markets. But
Khiron is not the stock and the stock is not Khiron. Cannabis is not going to go away any time soon. The
Colombian people want more medical cannabis. The German people want more medical cannabis and
so do the people in the United Kingdom. We are a small company based in Colombia that has been able
to dominate these three markets and we will keep doing it. Every day we sell more medical cannabis than
the day before. Nobody else can make such a claim. No one can do what we are doing the way we are
doing it. When we publish our first quarter report, everyone will see our growth continued and this is still
early days for the industry so the growth will keep going. Our challenge is getting our receivables turned
into cash faster. Don’t forget we have no debt. We don’t owe anyone, anything.
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Conclusion: For the umpteenth time in a row, Khiron Life Sciences (TSXV: KHRN) (OTCOX: KHRNF)
(TSXV: KHRN-WT.V) (Frankfurt: A2JMZC) Chief Executive Officer Alvaro Torres explained how the
company is able to execute its business plan over and over. Franzi Katterbach expressed it in a slightly
different way when she said, “Medical cannabis isn’t self-selling.” Time after time, both Torres and Katter-
bach reiterated how important it was to educate doctors or prescribers to be successful in selling medical
cannabis. With their evidence-based model, KHRN continues to demonstrate high rates of sales growth
coupled with high gross margin on medical cannabis sales.

The markets have always had a problem fairly reflecting KHRN'’s achievements, in my opinion. However,
| see the major reduction in D&O insurance costs as a third party upgrading and re-evaluation of KHRN
and its business. Travellers Insurance says, “Directors and Officers (D&O) liability insurance protects your
organization's directors and officers from personal financial loss that may result from allegations and law-
suits of wrongful acts or mismanagement carried out in their appointed capacity. Wrongful acts may in-
clude...misrepresentation to shareholders, creditors and others....”

Many small cap companies cannot attract qualified Directors or Officers without such protection. Clearly,
the liability insurance companies have sharply upgraded their view of Khiron; their business and risks. |
suggest the markets will be next.

KHRN also makes the more difficult decisions. During the pandemic, KHRN moved their Kuida line of
CBD infused skin products to the back burner. Now they have turned off the heat. Kuida will still be there
but for the foreseeable future they will not be spending any money on the project. In addition, they no
longer need their cultivation license and assets in Uruguay because they can outsource product. KHRN
has taken steps to clean up the balance sheet by writing off items related to the above.

Torres also provided sales guidance for fiscal 2022 of between $22 - $28 million assuming business as
usual in existing markets and revenue from Mexico starting in November. The number is not a great
revelation. If first quarter sales are approximately $4.5 million, that's $18 million annualized without any
growth. Annual sales of $22 million is a growth of 22% in the final three quarters and $28 million is growth
of 55% over the balance of the year. These targets are comfortably in range.

What is important to me is that up until now, management has not considered it prudent to provide revenue
guidance and now they do. This means in management’s eyes the revenue streams are large enough,
strong enough and assured enough to make a revenue projection. Again, this is another indication of how
KHRN’s business is changing and becoming more sustainable and, therefore, more predictable. They are
not generating one-off sales. Their revenue stream has become reproduceable with a 75% patient reten-
tion rate. To me, this is an important sign of positive growth in the business.

With a market cap of $31 million based on Yahoo Finance, KHRN looks very undervalued trading at
around 1.1 to 1.4 times a conservative estimate of 2022 sales.
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As an analyst/investment advisor/portfolio manager for many years, in my eyes Khiron Life Sciences
(TSXV: KHRN) (OTCOX: KHRNF) (TSXV KHRN-WT.V) (Frankfurt: A2JMZC) is a large cap company
in small cap cloth-
ing. They have a
well  thought out
business plan that is
working. They have
a data base that is a
. - . .. valuable intelecwal - o
e property that is cur- == == s e e -
rently adding 16,000 patient interactions per month and growing. They have substantial growth potential
in the markets they are in and they expect to add Mexico later this year with other new markets available
if they choose. Management is telling us in an indirect manner that their business has matured to the point
where they can issue sales guidance for investors. Their Directors and Officers insurer has made a major
upgrade in their assessment of certain risks involving KHRN leading to a substantial reduction in insur-
ance premiums this year. The market assessment will catch on eventually and when it does, in my view
the results will be spectacularly rewarding. The beating handed out by the markets last week carried
KHRN to price levels that make current prices seem like an extremely attractive buying opportunity.

TSXV: KHRN H TSXV: KHRN-WTV

Alvaro Torres has put together an excellent team to carry out the plan they have developed over time.
KHRN is a stock you can buy for your grandchildren and they will thank you.

Khiron Life Sciences (TSXV: KHRN) (OTCOX: KHRNF) (TSXV: KHRN-WT.V) (Frankfurt: A2JMZC)

announced it has formed a partnership with Fundacion Teleton, the world’s largest non-profit or-
ganization for children with physical disabilities, cancer and autism. In Mexico, Teleton has 22 Re-
habilitation Centers, 1 Autism Center and 1 Children’s Hospital for Cancer and has treated 454,000 peo-
ple since 1999. According to a March 9, 2021 article by Emilia Acevedo in Winter 2021 Digital Print —
Sana Sana titled ‘Fundacién Teleton: A Makeshift Mexican Hero During COVID,’ “Fundacion Teletén has
been a national hero in Mexico and a source of pride for Mexican society, earning recognition from many
Latin American countries since its foundation in 1997.”

The partnership between Khiron Life Sciences and Fundacién Teletdn includes:

e Establishment of Khiron’s Zerenia™ medical cannabis clinics within Teleton’s network in Mexico.
e Distribution of Khiron’s medical cannabis products in Teletén’s pharmacies.

e Training of Teletén’s Health Care Practitioners on delivery of medical cannabis.

The news was well received and when you read and appreciate the backstory, you will understand why
KHRN is able to accomplish things beyond the reach of most other cannabis companies.

To put those times into perspective, cannabis had been illegal in Mexico since 1920 but personal posses-
sion of small amounts was decriminalized in 2009 and low THC cannabis was legalized for medical
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purposes in 2017. This was back when the recently minted cannabis stocks were still soaring high. Li-
censed producers such as Canopy Growth, Aphria and Aurora Cannabis were drowning in cash. Mexico
was touted as the next big thing in cannabis with a population over three times as large as Canada that
made it prospectively the largest cannabis market in the world.

As a result, when KHRN announced the appointment of Mr. Vicente Fox, former President of Mexico, as
a director on July 17, 2018, it was a real feather in their cap. President Fox was an internationally recog-
nized cannabis advocate and the word on the street was there had been other major cannabis companies
recruiting him. Three months later, on October 31, 2018 when the Supreme Court of Mexico declared the
prohibition of cannabis was unconstitutional and ordered the Congress of Mexico to formally legalize can-
nabis within 90 days, it appeared there were no hurdles left.

Then we learned lessons about the Mexican government as they missed the Supreme Court deadline
several times with the court extending its deadline each time. As 2018 turned into 2019 that became 2020
and eventually 2021, the Chamber of Deputies, effectively the lower house of the Mexican government,
passed a bill legalizing adult use marijuana on March 10, 2021 but when it was not voted on by the Senate
(upper house), the Supreme Court legalized adult use cannabis on June 28, 2021.

Early on as these delays continued, KHRN remained interested in Mexico and President Fox stayed com-
mitted to KHRN but everyone realized there might be a delay. KHRN maintained an interest in Mexico but
focussed on other regions and we now know. However, with the Mexican Supreme Court action, in July
2021, KHRN CEO Alvaro Torres travelled to Mexico and held several days of meetings with the largest
hospitals in Mexico City. Torres and the team still had to do the work but President Fox made introductions
at the highest levels to people that Torres refers to as “the decision makers.” In fact, Fundacion Teletén
was their first meeting of that week.

Since that time, KHRN’s Mexico team has been working quietly but steadily with the people at Teleton.
Of course, it helped that KHRN had their proprietary data to show how much cannabis had benefitted
patients in Colombia and how. But it should be no surprise that it was also very important to Teletén to be
sure they weren’t going to be embarrassed by this entry into the emerging medical cannabis field and
partnership with KHRN. The cherry on top was the statement by Arturo Pichardo, Corporate Medical
Director of Teletdon who said, " Teleton and Khiron's Zerenia™ clinic network complement each other
perfectly with our strong patient focus, as we share the same values about our common mission. This
partnership is good news for patients with various medical conditions throughout Mexico." As a result,
when the partnership was announced, KHRN'’s stature in Mexico was immediately and dramatically ele-
vated and that can only lead to additional acquisitions/agreements to come.

As Torres said in our earlier interview, KHRN is still waiting for a license to import their medical cannabis
products into Mexico. When that happens, KHRN will probably be the first or at least one of the first
granted the necessary approvals. In the meantime, they will have been busy educating doctors. It
shouldn’t be overlooked that the press release reminded everyone, “Khiron has also partnered with Mex-
ico's top university Tecnologico de Monterrey to provide medical cannabis training to doctors across the
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country, based on Khiron's education programs and real-world evidence from its Zerenia™ clinics across
Latin America.”

Summary: | have spoken to CEO Alvaro Torres and been in touch with Board Chair Chris Naprawa and |
could sense their excitement. Of course, | am also very optimistic about the partnership with Fundacion
Teletdn that has 24 centres in Mexico compared to the 16 clinics currently operated by KHRN globally. If
by the end of 2023, KHRN has added a Zerenia™ clinic associated with each Teletén centre, that will not
only keep KHRN extremely busy in Latin America, it could also mean half of KHRN’s Zerenia™ clinics will
be in Mexico in some 21 months. This probably won’t happen, not because Mexico this growth wasn’t
accomplished in Mexico but because KHRN plans to open a Zerenia™ clinic in Brazil next month which
has a population over 60% larger again than Mexico.

The growth potential of Brazil is also exciting.

As | think about what KHRN has accomplished in Mexico, | feel confident in saying no one else could
have done it as well in that timeframe. Not only that | don’t think anyone else can do it starting today. No
one else has the intellectual property in the form of real-world data on cannabis. No one else has the
ability to educate doctors on prescribing cannabis. Finally, no one else has the team of people with the
leadership abilities of Alvaro Torres supported by senior management including Chris Naprawa and Juan
Diego Alvarez, to name a couple and a strong team with boots on the ground to work with.

If I look back over the previous two years and see what KHRN has accomplished in Mexico from a medical
cannabis perspective, | think their accomplishments over the next two years will be just as impressive
because | understand KHRN plans to expand rapidly in Mexico. Even without taking into account Brazil
that is coming up next, Mexico converts KHRN’s hold on Latin America into a stranglehold. And at the
same time as Torres told us in the previous interview, things are going extremely well in Europe.

Conclusion: the news on Mexico appears to have gained some traction with investors as both the stock
price and the warrants moved strongly higher as shown and not only held but continued to build on those
gains. Perhaps it is because Mexico is one of the largest Latin American markets. If that is so, you will be
interested to know that the first Zerenia™ clinic is expected to open in Brazil next month. By population,
Brazil is the largest addressable market in Latin America with a 60% larger population than Mexico. On
the other hand, it might be because KHRN Director Vicente Fox is a former President of Mexico and has
played in active role in KHRN’s activities there.

Although it is difficult to match being a former country President, let’s not forget Dr. Eduardo Faveret has
been the Medical Director for KHRN in Brazil since July 2021. In 2013, Dr. Faveret was one of the first
Brazilian physicians to prescribe medical cannabis and has treated over 3,000 patients since.

Dr. Faveret’s introduction said he “...will lead patient prescriptions, physician outreach and education, and
data-driven product development for Khiron in Brazil, leveraging relationships and deep medical cannabis
expertise developed throughout 30-year career.” In discussions with KHRN CEO Torres, | know the com-
pany is will positioned to expand Zerenia™ clinics in key cities following the addition of Dr. Faveret and
initial sales in Brazil in July 2021.
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This means in the very near term, Khiron (TSXV: KHRN) (OTCOX: KHRNF) (TSXV: KHRN-WT.V) will
be expanding its |

(TSXV: KHRN) y F:olomblan base " (TSXV: KHRN.WT)

« into two of the larg- )

est markets in

“‘Kf LatAm, that is, Mex- L A
. ico and Brazil. In |

T 2 addition, the Com-
pany is enjoying
strong growth in Europe in the U.K. and German markets. | think the financial markets are about to give
KHRN the respect that has been lacking for several years and shareholders will be the winner. | believe
a reappraisal of KHRN is just getting started so it's not too late to establish a new position or to add to
existing holdings.

April 1, 2022: How might the market value Lexaria Bioscience (NASDAQ: LEXX) (NASDAQ:
LEXXW)? I think | can give you some guidance toward an answer to your question.

I will do this by explaining the FDA drug approval process, indicate where LEXX is on that timeline and
what its prospective valuations might be.

A company seeking FDA approval to sell a new prescription drug must complete a five-step process:
discovery/development, preclinical research, clinical research, FDA review and FDA post-market safety
monitoring.

1. Discovery and development:

(a) Discovery: there are many ways a new drug is discovered. There may be thousands of
compounds that are potential candidates but only a small number are promising and warrant
further study.

(b) Development: the promising compounds are experimented on to gather information about:
e How it is absorbed, distributed, metabolized, and excreted.

e |ts potential benefits and mechanisms of action.

e The best dosage and delivery such as orally or by injection.

o Side effects or adverse events that is often referred to as toxicity.

e How it affects different groups of people such as by gender, race, or ethnicity.

e How it interacts with other drugs and treatments.

o Its effectiveness as compared with similar drugs.

2. Preclinical Research
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Before testing a drug on people, researchers must find out whether it has the potential to
cause serious harm, also called toxicity. The two types of preclinical research are In Vitro,
that is, tests done with molecules sometimes referred to as test-tube experiments, and In
Vivo which is in living biological entities such as animals or humans.

FDA requires researchers to use good laboratory practices (GLP) as defined.

Usually, preclinical studies are not very large but these studies must provide detailed infor-
mation on dosing and toxicity levels.

Researchers review their findings and decide whether the drug should be tested on people.

Drug developers, or sponsors, must submit an Investigational New Drug (IND) application
to FDA before beginning clinical research. In the IND application, developers must include:
animal study data and toxicity data, manufacturing information, clinical protocols for studies
to be conducted, data from any prior human research and Information about the investigator.

. Clinical Research

Clinical research refers to studies or trials done on people.

Developers design the clinical study starting the Investigational New Drug Process (IND)
that involves each of the different Clinical Research Phases.

Phase 1: The first stage in clinical trials. The main goal of phase 1 is to establish the new
drug’s side effects as well as its metabolic and pharmacologic action. Researchers perform
detailed research and analysis on various aspects of the drug, including the body’s response
to it, the method of absorption, how it is metabolized and excreted, and safe dosage levels.
A Phase 1 study is frequently done with 20 — 100 healthy volunteers over several months to
establish safety and dosage. Approximately 70% of cases move to Phase 2.

Phase 2: the focus of this phase is drug effectiveness, that is, does the drug actually work
in treating a disease or condition. These trials typically involve hundreds of patients who
have the disease or condition. Testing is done over several months to test the efficacy and
side effects. Approximately 33% of drugs advance to Phase 3.

Phase 3: These trials are used to obtain additional information about the new drug’s effec-
tiveness and safety to assess the benefit versus risk of the therapy and to use this infor-
mation in the drug’s labeling, if it is approved by the FDA. These trials are large-scale studies
involving 300 to 3,000 or more volunteers who have the disease or condition in various
locations over a period of 1 to 4 years. Some 25% to 30% of tested medications make it
through this final stage of testing.

Phase 4: Several thousand volunteers with the disease/condition to test for safety and effi-
cacy.
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4. FDA Drug Review
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If a drug developer has evidence from its early tests and preclinical and clinical research
that a drug is safe and effective for its intended use, an application to market the drug can
be filed.

The FDA review team thoroughly examines all submitted data on the drug and makes a
decision to approve or not to approve it.

New Drug Application (NDA) tells the full story of a drug. Its purpose is to demonstrate that
a drug is safe and effective for its intended use in the population studied. A drug developer
must include everything about a drug—from preclinical data to Phase 3 trial data. Develop-
ers must include reports on all studies, data, and analyses. Along with clinical results, de-
velopers must include:

Proposed labeling

Safety updates

Drug abuse information

Patent information

Any data from studies that may have been conducted outside the United States
Institutional review board compliance information

Directions for use

Once the FDA receives an NDA, the review team decides if it is complete. If it is not complete,
the review team can refuse to file the NDA. If it is complete, the review team has 6 to 10
months to decide whether to approve the drug.

In cases where FDA determines a drug has been shown to be safe and effective for its in-
tended use, it is then necessary to work with the applicant to develop and refine prescribing
information. This is referred to as “labeling” that accurately and objectively describes the basis
for approval and how best to use the drug.

Around 80% of drugs that reach the NDA stage are approved.

5. FDA Post-Market Drug Safety Monitoring

The true picture of a product’s safety evolves over the months and years that make up a
product’s lifetime in the marketplace. FDA reviews reports of problems with prescription and
over-the-counter drugs, and can decide to add cautions to the dosage or usage information,
as well as other measures for more serious issues.

How does a public company’s shares respond?
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A successful example of a company going through this process is GW Pharmaceuticals. From start to
finish, the GW Pharma story took over ten years but if you consider the investment value went from $0 to
$7.6 billion that Jazz Pharmaceuticals paid for it, it was well worthwhile.

Where does Lexaria Bioscience (NASDAQ: LEXX) (NASDAQ: LEXXW) sit on this timeline? Here are
the steps in the FDA approval process above (1) discovery/development (2) preclinical research (3) clin-
ical research (4) FDA review and (5) FDA post-market safety monitoring.

LEXX is looking at several ways to commercialize its DehydraTECH™ technology. One is to use the tech-
nology in an application that does not require FDA approval. This could be the case for a cannabis infused
edible or for an alternative to smoking, for example. Another is to interest other companies into using the
LEXX technology in applications that do not require additional FDA approval. For example, the owner of
a drug that is already FDA approved that delivers improved bioavailability or speed of delivery into the
bloodstream using DehydraTECH™ without creating a new molecular entity (NME) might be able to re-
ceive an extension of its FDA granted exclusive period which would be very valuable. A third might be to
interest companies into using DehydraTECH™ to pursue a new FDA drug approval.

The most exciting opportunity for LEXX right now is in the application of DehydraTECH™ with cannabis
and its impact on hypertension and possibly heart disease. In this case, LEXX is preparing to advance an
FDA application to Phase 1/Phase 2. Today, LEXX has not entered the FDA process but | am confident
that LEXX believes they have the information to substantially complete Phase 1 and as Bunka said in his
recent interview with me, they are proceeding with all the analysis that would be required for Phase 2 of
an FDA registered clinical study. The next step is to assure themselves that their findings are conclusively
positive for this stage and then to make a New Drug Application (NDA) with the FDA. At this time, | believe
LEXX will pass off the FDA approval process to a larger company with the scientific and medical people
needed to follow though.

According to a report by Biomedtracker titled (Clinical Development Success Rates 2006-2015) “Once a
drug reaches the NDA stage, the probability of it receiving FDA approval and being marketed in the U.S.
exceeds 80%.”

LEXX is intends to take hypertension development further into the FDA approval process on its own ac-
count because the indications that have been shown to date from the combination of CBD and Dehy-
draTECH™ are unique and promising and hypertension is a huge market. In addition, the further into the
process they can advance the potential drug, the easier it will be to interest a much larger company into
developing it and the more it would be worth.

For an investor the question is what will it be worth at each step along the way?

To help us in this case, | will refer to an article by 2019 Bay Bridge Bilo, LLC entitled (How to calculate
the value of drugs and biotech companies) and their drug valuation calculator. It is important to re-
member this calculation provides an approximate estimate of the values involved. In FDA drug approval
there are so many variables that the projection can easily be off by 100% or more. Of course, in statistical
analysis such as this errors will tend to offset each other as well.
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It is important to also bear in mind as this article says, in other industries investment value is often driven
by revenue and profit growth. In drug development, value is driven by de-risking that is accomplished by
science and clinical experiments. “The more rigorous the experiment, the more value is created if the
experiment is successful.”

This report goes on to say that risk is often ‘binary,’ that is, value is linked to risk reduction that is accom-
plished through experimentation and study. As a result, a company’s value can change substantially when
data from a successful experiment is released. Because experiments are often blinded, information from
a study must be withheld from volunteer/participants so as to avoid influencing the outcome. As a result,
all the information tends to be released at the end of the experiment. To quote from this report, “So big
swings in value can happen literally overnight.”

Finally, drugs really gain value at around Phase 2. This report states that venture capitalists prefer to fund
companies that develop their own drugs rather than generate new hits or targets. LEXX has been gener-
ating hits but it makes more sense in their case because all of the hits are generated from their proprietary
and multi-patented technology DehydraTECH™ at the base.

With hypertension, however, LEXX is replicating an FDA Phase 1 and Phase 2 in a non-FDA setting. This
Is part of the de-risking process described above. Each bit of scientific data collected de-risks the devel-
opment and increases the value to LEXX. As Bunka has said, in the non-FDA setting they are currently
in, LEXX is trying to minimize the risk by the time they apply for a New Drug Application (NDA) with the
FDA and are positioned to embark on the three-phase process. Depending on what happens between
now and then will determine how LEXX proceeds.

Here are the values indicated by the Drug Valuation Calculator
on a theoretical case:

Theoretical Value of Drug Developer
( )

millions;

$1,200 $1,119

s:: Value at start of program - $ 0
- Value at start of Phase 1 -$ 88,000,000
$400 P
= see Value at start of Phase 2 -$ 248,000,000

$-

Start Start of Phase 1 Start of Phase 2 Start of Phase 3

Value at start of Phase 3 - $1,119,000,000

Conclusion: The market cap of Lexaria Bioscience (NASDAQ: LEXX) (NASDAQ: LEXXW) is currently
around $20 million. What this valuation indicates is if LEXX is able to attain a milestone such as a New
Drug Application for
hypertension that is

" ~/" \/.\/"\J\»\,\vy\ ’,vJ\ f\’/\\m\

T \ £ \/ V7 * essentially the start !
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W . of Phase 1, the re- :
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warn against simply
dividing $88 million
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by $20 million and projecting a 4.4 times return or if they get to the end of an FDA Phase 1 and the start
of a Phase 2 that the potential is $248 million divided by $20 is a 12.4 times return. But | do advocate a
less precise, generalized conclusion that when it comes to hypertension, the potential returns are enor-
mous and LEXX has the potential to achieve somewhere between a value at the start of a program which
| think they have already achieved to possibly a start of Phase 2 position which | think is attainable.

| think the Khiron Life Sciences (TSXV: KHRN) (OTCOX: KHRNF) (TSXV: KHRN-WT.V) (Frankfurt:
A2JMZC) recent announcement elevates the Company to an entirely new level in terms of investment
potential. The announcement is that effective January 1, 2022, high and low THC medical cannabis to its
list of mandated covered medications for every health insurance provider in the country. It resulted from
the Colombian government including all concentrations and pharmaceutical forms of THC and CBD as
part of adding 654 medical procedures and 564 medicines to the list. The inclusion of medical cannabis
is the result of many, many months of hard work on the part of KHRN people with the insurance companies
and the government.

Here are some things to think about:

(o) Colombia is a country of over 50 million people. For comparative purposes, Canada
has a population of under 40 million. Of course, Canada is a developed country and member
of the G7 and is the ninth largest economy in the world. Colombia, on the other hand, is a
developing country that ranks near the top of the list of its peers. So you can’t make a one-
on-one comparison but you can be very successful being in a dominant role in Colombia and
Latin America and if you can transfer the intellectual property from Colombia and Latin Amer-
ica to Europe as KHRN is in the process of doing, so much the better.

o Based on IMS Quintiles, Colombia has some 6 million potential medical cannabis pa-
tients and now 97% of them are covered by health insurance. Last year, KHRN had 16,000
patients and wrote 52,000 medical cannabis prescriptions of which 60% were insured making
KHRN the unchallenged leader in medical cannabis in Colombia, in my opinion.

(@) The benefits of this development for KHRN include:

1. It makes medical cannabis treatment immediately more affordable for virtually all Co-
lombians.

2. It helps to break down any remaining stigmas toward cannabis as an authentic medi-
cine.

3. It continues to add to the credibility of KHRN’s business plan, that is, the medical clinic
approach.

>  The average salary in Colombia is around US $1,200 per month or US $14,400 per year. Here are
a couple of things to consider:
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1. The average medical cannabis patient spends around US $55 to US $60 per month. Having
health insurance coverage makes a significant difference for the average Colombian when it comes
to ability to pay for cannabis treatment.

2. From a financial point of view, KHRN has raised equity mainly in Canadian dollars through
the Toronto Stock Exchange Venture Exchange. This means all of their operating costs, including
salaries are also very low in Canadian dollars. This is a natural currency hedge and works well.

(o) Colombia is not one of the largest opportunities in Latin America. For example, two markets
that KHRN will likely enter in 2022 are Mexico (population almost 130 million) and Brazil (population
over 210 million). There is also the potential for Europe where KHRN already has a presence. The
U.K., where KHRN opened their first European clinic, has a population of 67 million and Germany
has 83 million people and universal health insurance coverage.

o In Colombia and Latin America, there is no one approaching the medical cannabis market in
the same way as KHRN. Opening and staffing clinics, educating doctors, the 50,000 points of data
to analyse to help them improve what medical cannabis product has provided the best results for a
particular ailment and branding the medical cannabis products are all significant barriers to entry
that grow stronger with each passing day. Each development such as covering medical cannabis
under the Colombian health insurance companies cements the approach Khiron has developed.

o Khiron started in Colombia and it is the country in which they are furthest advanced. But the
clinic model is being expanded in Latin America and Europe. The first European clinic located in the
U.K. is now gaining traction.

o Using the average numbers of patients spending CA$75 per month of medical cannabis in
2021, Colombia represents a CA$4.5 billion market opportunity. Based on population, the other
markets listed above have up to 10X the potential of Colombia.

o) High quality cannabis is obviously important to the proof of Khiron’s medical cannabis clinics
concept in the same way that coffee beans are important to Starbucks and tobacco quality is im-
portant to Philip Morris. But in most agricultural industries, the farmer is the low man on the totem
pole. That will be true for cannabis cultivators in my opinion. From Day One, KHRN Chief Executive
Alvaro Torres told me that instead of being a seller of coffee beans for $4 a pound, his goal is to be
like a seller of coffee for $4 a cup. That is how he is positioning KHRN in the cannabis industry — not
as a cultivator but a seller of value added, higher margin branded medical products.

o This week’s questioner, D. F., makes the additional point of the potential for legalization of
adult use cannabis in Germany. Here are a couple of points:

1. Medical cannabis is already legal in Germany and it is covered under their national heath
care plan. Adult use cannabis is of interest to KHRN but not in the near term when their focus is
expected to remain on their clinical model for medical cannabis.
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2. In Canada, cannabis was legalized on October 17, 2018. Germany will have the benefit of
learning from those coming before but legalization doesn’t happen overnight. It takes time to write
the legislation and to balance the interests of all parties. Canada is over three years into it and we
are still working out issues.

Conclusion: | believe this is a milestone outcome for Khiron Life Sciences (TSXV: KHRN) (OTCOX:

KHRNEF) (TSXV: KHRN-WT.V) (Frankfurt: A2JMZC). In recent years, management has been criticized

regularly, unfairly in
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nanced in February @
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the year, KHRN was one of few small cap cannabis companies that was able to continue its growth while
competitors struggled to keep their doors open. When KHRN started a program to educate doctors on the
benefits of prescribing medical cannabis, one analyst went so far as to say it would never make money
when the point of it was to educate doctors. Now that the important role of doctors in the prescription of
medical cannabis is clear, it is evident that KHRN has always been one or two steps ahead of the pack.

| think this latest development is important for many reasons:

> At a time the markets are emphasizing revenue and margins, covering medical cannabis through
the Colombian health insurance plans should accelerate revenue growth because:

1. A Colombian citizen’s personal financial circumstance is no longer a factor in the decision to
receive medical cannabis treatment. This will produce improved health care for the population. By
the way, | believe in the medium term, the government will also be a financial beneficiary as medical
cannabis often replaces other conventional forms of treatment that are far more costly.

2. Colombia is now one of the largest, fully insured medical cannabis markets in the world and
KHRN is well positioned to service the market with the dominant distribution network staffed by fully
trained and experienced medical professionals.

3. There is virtually no competition for KHRN in Colombia and Latin America. KHRN is the mar-
ket leader in medical cannabis and whoever is in second place is not even close. Their advantage

grows daily. > At the same time, KHRN has expansion plans utilizing their strategy of opening
clinics:

1. In Colombia with additional clinics

2. In Latin America including Mexico and Brazil.
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3. In the U.K. and Germany

> As KHRN becomes established in Latin America, it strengthens their foothold in Europe and grows its
revenues and margins, the door to finding a strategic partner or takeover offer increases in probability.
Although this might not be a preferred route, any such arrangement should be very profitable for investors.

| believe KHRN shares are edging toward a breakout and investors should not delay buying.

One of the reasons | am so enthusiastic about the prospects for Lexaria Bioscience (NASDAQ:
LEXX) (NASDAQ: LEXXW) is they are conducting a wide range of tests of its DehydraTECH™ tech-
nology. In the six years or so that | have been following LEXX, DehydraTECH™ has proven to be a very
robust technology and has consistently returned positive results. In the past year, with LEXX listed on the
NASDAQ, we have seen the market respond with some vigor to positive results from testing. However,
as the market assessed the incremental increase in market cap with each result, it was not able to accu-
mulate that value over time. As a result, since the NASDAQ listing, the shares have been up until the
stock price dropped during tax loss selling at year end.

Looking ahead, | think as each prospective application is supported by more data, the market will place
a cumulative valuation on the shares. In addition, we shouldn’t ignore the possibility of a significant break-
through result that might come at any time.

Here is a summary of the tests completed in 2021 and scheduled for 2022.
2021/2022 Study Program

HYPER-A21-1 - Rodent study completed (n=10) demonstrating significant enhancement in CBD delivery
using DehydraTECH - Up to 2,178% more CBD delivered into bloodstream and up to 1,737% more CBD
delivered into brain tissue.

o HYPER-A21-2 - Rodent study completed (n=10) demonstrating strongest CBD absorption
results ever recorded using DehydraTECH - New formulation delivers up to 2,708% more CBD into
bloodstream

o HYPER-H21-1 — Human clinical study (n=24) evidencing a rapid and sustained drop in blood
pressure with DehydraTECH-CBD and excellent tolerability

(o) HYPER-H21-2 - Human clinical study (n=16) Hypoxic Pulmonary Vasoconstriction study; ev-
idences up to a remarkable 23% decrease in blood pressure with patented DehydraTECH-CBD
relative to placebo and confirms DehydraTECH-CBD reduces arterial stiffness

o) VIRAL-C21-3 - In vitro screening assay completed using a primate cell line, VERO-E®, de-
termined remdesivir and ebastine processed with DehydraTECH were effective at inhibiting the
COVID-19 SARSCoV-2 virus

o VIRAL-A20-2 - Rodent study completed (n=40) DehydraTECH enables up to three-fold in-
crease in oral delivery of antiviral drugs, Remdesivir and Ebastine
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(@) VIRAL-MC21-1 - Successfully confirmed Lexaria's molecular characterization study objec-
tives, demonstrating DehydraTECH processing and formulation technology does not create a cova-
lently bonded new molecular entity (NME) and that each drug tested remained stable and did not
undergo change in chemical structure. These findings are strongly supportive of accelerated regu-
latory filings such as the 505(b)(2) pathway permitted by the Food and Drug Administration (FDA)
and other international regulators > VIRAL-A20-3 - Rodent PK study completed (n=20) demon-
strating significant enhancement in antiviral drug delivery using DehydraTECH-enabled Colchicine.
Possible benefits for treating SARS-CoV-

2/COVID-19 and mRNA vaccine side effects

o) NIC-A21-1 - DehydraTECH-oral nicotine delivery peaked in bloodstream 10x to 20x faster
than controls and peak levels achieved were up to 10x higher than controls

The following studies are part of approximately 12 applied R&D programs planned for 2022 (tentative start
dates are included):

HOR-A22-1: April 2022. This PK study will evaluate the ability of DehydraTECH to enhance the delivery
characteristics of estrogen._Estrogen helps to control the menstrual cycle but also controls cholesterol
and protects bone health. The hormone replacement market is estimated at $46.5 billion in 2027.

o DEM-A22-1: July 2022. This efficacy study will evaluate DehydraTECH-CBD with and without
nicotine for the potential treatment of dementia. Alzheimer's disease is the most common form of
dementia and accounts for at least 60% of all cases, and nicotine is already showing promising
results related to_Alzheimer's treatment. An estimated 55 million people worldwide are currently af-
fected by dementia, with 78 million expected to be living with some form of dementia by 2030. The
dementia drug treatment market is estimated at $19.6 billion in 2026.

(o) RHEUM-A22-1: October 2022. This efficacy study will focus on the ability of DehydraTECH-
CBD to potentially affect treatment of rheumatoid disease. Given CBD's postulated _efficacy related
to inflammation, Lexaria will explore a possible role for CBD in this_area of investigation. Rheumatic
diseases are autoimmune and inflammatory diseases that cause the immune system to attack joints,
bones, muscles and organs. There are over 100 rheumatic diseases including Fibromyalgia, Lupus,
Osteoarthritis, Rheumatoid Arthritis and more. The Rheumatoid Arthritis therapeutics market alone
is expected to be over $30 billion per year by 2025.

o DIAB-A22-1: November, 2022. This efficacy study will explore the ability of DehydraTECH-
CBD to potentially affect treatment of diabetes. Diabetes prevents the body from making enough
insulin, r esulting in abnormal blood sugar levels. Diabetes is the 7" largest cause of death in the
US and there is currently no cure. Investigation of CBD related to diabetes is in early stages, though
there are some areas of ongoing investigation. CBD has shown some ability to reduce the incidence
of diabetes in mice. The prescription drug market used to treat diabetes is expected to be a $77.9
billion global market in 2024.
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Conclusion: with a patented technology that improves the way active pharmaceutical ingredients enter
the bloodstream and its listing on the NASDAQ early this year, Lexaria Bioscience (NASDAQ: LEXX,

LEXXW) has suc- )
cessfully disassoci-  [| [ )
ated itself from the | L/ CMERAL )
cannabis  industry. | .
NASDAQ: LEXX "% Thus, while the can- '
.. nhabis group is down
sharply since Febru-
ary 2021, LEXX has
been able to maintain its value in that time frame. Of course, cannabinoids remain important to LEXX but
now as an active pharmaceutical ingredient. To give you a sense of the breadth of areas being investi-
gated, consider the following list: dementia (Alzheimer’s), diabetes, heart disease, hormone replacement,
hypertension, Lupus, oral nicotine, Osteoarthritis, and rheumatoid diseases (Fibromyalgia, Rheumatoid
Arthritis). The work is fully funded through all of 2022 and the first half of 2023. As a result, | believe LEXX
and LEXXW holders will have several event related positive moves in the market in 2022. | suggest every

growth portfolio should earn LEXX and/or LEXXW.

a-

NASDAQ: LEXXW

6:30AM 21

This week | spoke with Chris Bunka, Chief Executive Officer of Lexaria Bioscience (CSE: LXX)

(NASDAQ: LEXX) (NASDAQ: LEXXW). This was my first extended conversation with Bunka since the
Company was listed on the NASDAQ exchange. There are three points | suggest
you watch for in the interview:

1. LEXX never was a cannabis company. But it is clear
.“g) today, LEXX is a biotech business and their current work exploring DehydraTECH™
‘ technology to treat hypertension is important and exciting.
2. LEXX has only traded on the NASDAQ for some nine
weeks but overall liquidity has increased significantly and trading and ownership of Lexaria by American
investors has risen dramatically.

3. The combination of potentially positive results from hy-

pertension testing that should start flowing before the end of Q2 with many new American investor eyes
on the prize could result in astronomical returns for investors.

After you've read the interview, I'm sure you will be as excited as | am about the prospects for LEXX and
LEXXW over the balance of the year and starting soon.

Ohashi: Tell me about the change in your business philosophy from a year ago.
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Bunka: | think what has changed the most is our ability to carry out our business. We still do not want to
become a drug manufacturing company. We want to hand off our technology to Fortune 500-type com-
panies to run with. We know that the more evidence we are able to supply to regulators, corporate partners
or even our public shareholders, lowers the risk and improves the chances of getting a positive start
toward a business relationship. This means we must engage in lots of laboratory work, extensive animal
studies testing primarily for toxicity and other adverse effects and smaller, early stage human laboratory
studies. I'm talking 20 — 30 people in size.

Ohashi: That all takes money....?

Bunka: Yes, it was the financing we did in January 2021 that enables us, for the first time in our history,
to do several projects at one time. If you think back, our previous human study was in May 2018 and that
was the last time we had the money to do it. Now we have three human studies starting in the next 30 —

90 days. It’s really unprecedented for us to be able to do this amount of work in a short period of time.
That will prospectively give us the kind of data we need but were often lacking. When we knock on the
door of a giant pharmaceutical company and say we want to work with them on hypertension, they say,
show us your clinical data, what are your toxicology results and efficacy? This is the type of information
and more we need it we are going to have a meaningful conversation with them. Otherwise, in almost all
cases, they are going to say come back with this information and we’ll talk.

In the old days, it would have taken us two or three years to be able to afford to gather this data. Now we
have five studies for hypertension underway. By May and June we should have all the animal data and
by September, October and December we should have the human data. That means, assuming the find-
ings are good, we can have this data much sooner with a significantly higher level of confidence that we’ll
need to be able to start a meaningful relationship. We feel we’ve cut 2 -3 years off our development time
because we have the money to do this work. Finally, because of the relationships we’ve built with univer-
sities and laboratories around the world, these human tests that might cost on average $2.5 million each
in Canada we are doing for roughly one-tenth of that cost.

Our philosophy remains to spend as little was we can to gather as much data as we can to meet the
minimum thresholds to work with Fortune 500 pharma.

Ohashi: Now let’'s move ahead a step. Assume it’s later this year or early 2022 and you have a positive
from someone. Is it the royalty model you’re still after?

Bunka: For the most part. There is one area we have been thinking about and we don’t have an answer
ourselves and that is the hypertension market. If we think back to the 2018 human study we did, we were
surprised to find we dropped blood pressure by around 5% with a 90 milligram dose of the DehydraTECH™
CBD. In the medical and pharmaceutical markets there are a couple of dozen hypertension products and
almost all of them produce a 10% - 20% reduction in blood pressure and most of them are in the lower
end of that range. In the three human studies coming up, we are dosing at 300 milligrams in two and 450
milligrams in the third. The 5% reduction we got in 2018 was basically just something that happened. Now
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we are upping the dosage by three to five times and we are looking to attain that 10% threshold. If we got
15%, we'd be ecstatic.

Consider that GW Pharma received FDA approval for their generic CBD treatment for seizures in children.
Anyone can look up the data that is available and they were dosing 1,000 to 1,200 to as much 1,400
milligrams per day in children. Even at those levels there were no serious adverse side effects reported.
Put another way, GW Pharma were dosing a dozen times more than our 2018 study and three or four
times stronger than our studies for this year and we already know from GW Pharma'’s data, there were no
serious side effects.

Hypertension is a $28 billion market in four classes, one of which is ‘vasodilator’ that covers CBD so it fits
that way. Equally as important, in our 2018 study, CBD alone did not reduce blood pressure. It was only
CBD plus DehydraTECH™ that produced this result. We also know all of the other approved medications
have serious side effects and from other people’s work and anecdotally from the millions of people around
the world that have been using CBD, there may be no side effects. Finally, in the European Union and
Australia we are already patented and in the U.S. patent pending to use CBD/DehydraTECH™ to treat
heart disease. In the U.S. there are 3 or 4 hypertension drugs that each sell $1 - $3 billion a year. If all
this comes together, as speculative as it may be, the response even before we consider a partner, might
give us a path to competing in this market that might mean we will want to keep it ourselves.

Ohashi: We can use GW Pharama as a very rough gauge of the potential here. GW Pharma’s potential
market for treating two rare forms of epilepsy, Lennox-Gastaut syndrome and Dravet syndrome is only
around $1 billion in total and that supported a takeover offer of $7.2 billion. In your case, the hypertension
market is a $28 billion market and you are at a $35 million market cap. That means a 200X increase in
LEXX to get to the same market cap and 28X more to adjust for the difference in size of the hypertension
market....

Bunka: Let’s start with all the acknowledgements. Recognize that GW Pharma broke new ground, they
have FDA approval, they expect to generate $500 million in sales this year and they have all the intellec-
tual property and experience gained in the process. All of that and more is perfectly understood and puts
them three years ahead of where we might hope to be and maybe never will be. We expect to get our
animal trials data back in May and June and the final results from our human trials data in September,
October and December with preliminary data from the human trials three months before that schedule.
Assuming it indicates a 10% to 15% reduction in blood pressure which | think is at least possible, then
your arithmetic shows the upside is astronomical and some of that could be reflected in our stock price in
the near future.

Ohashi: | don’t want to get off track but do you have any comment on the British American Tobacco
(BAT) investment in Organigram since you’ve been working with BAT as well?

Bunka: Nothing factual about the Organigram. | mean they touch the plant which we don’t in that sense
and for the same $220 million BAT could have bought us five or six times over. That kind of transaction
would be impossible with us and it isn’t what we are expecting. In terms of our relationship with BAT, the
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work is proceeding but it has been really slowed down by COVID. The U.K. got hit harder than many
regions and there have been times when their scientists haven’t even been able to get into their labs. So
the work is ongoing and we are in regular communication with them but that’s about all | can report at this
time.

Ohashi: I'd like to talk about the stock and trading since the NASDAAQ listing. I've observed what seems
like a turnover in the stock because there seem to be days of buying regardless of what the market is
doing and some consecutive days of selling even though the cannabis group might be strong. What have
you seen?

Bunka: I've noticed a few things | can share and | know some things that | must keep confidential. For
example, in the process of making the application to list on NASDAQ, preparing certain filings to the
Securities and Exchange Commission (SEC) and in dealing with the investment bankers, Lexaria had to
acquire shareholder lists to gather the information we were asked to provide. Also | have had conversa-
tions with various investors and investor groups since then. There’s a lot | can’t disclose due to confiden-
tiality but there are certainly some things | can share.

First and most obvious, the liquidity has improved by an order of magnitude. In the U.S. we are trading
20 — 40 times more value on the NASDAQ than we were on the OTC. Liquidity in Canada has stayed
about the same. When we did the NASDAQ listing and relating financing, some people were unhappy
about the dilution. I'm still the largest shareholder and | didn’t like it either. But one of the things the
increase in liquidity facilitated was it enabled anyone who wanted to sell, to sell without overly depressing
the market.

Second | have observations along the lines you mentioned. | always upset people when | say this but
Lexaria is not a cannabis company. Certainly we are connected to the cannabis industry but in the same
way that most people would say GW Pharma is not a cannabis company, neither is Lexaria. The message
we will continue to deliver is Lexaria is a biotech company or perhaps a tech company. We’re not a phar-
maceutical company because we don’t manufacture drugs. We’re not a cannabis company because we
don’t grow and sell the plant. GW Pharma is not a cannabis company even though its only product is
derived from the cannabis plant and we work with other molecules such as nicotine as well.

The American investment audience is far more receptive to this message. This is a fact. Since we’ve listed
on NASDAQ, the number of Canadian shareholders and the amount of stock they own is roughly un-
changed. At the same time, the number of American shareholders and the amount of stock they own has
skyrocketed. For most of the previous two or three years, we were 45% owned by Canadians, 45% owned
by Americans and maybe 10% internationally. Today, Canadian ownership of Lexaria has dropped to
maybe 25% to 35%, international ownership is about the same but ownership by U.S. investors is up to
around 65% or a bit more.

In total our number of shareholders has increased. | am sure | recall when you dropped by last summer,
| stated this was a strategic goal of pursuing a NASDAQ listing. We wanted to nurture a new investment
audience of American investors.
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Third, since listing on NASDAQ the investment capacity of our investors and the people | am talking to
now as compared to 6 — 12 months ago is much greater. They are simply much larger investors. As a
general observation | can say | am now talking to and Lexaria is receiving investment from individual
American investors that are buying the equivalent of 1,000 Canadian shareholders. It is a profoundly
different audience that is beginning to acknowledge us than ever before.

Ohashi: Are you making any headway with institutional investors?

Bunka: Absolutely. Our offering coincident with up-listing to the NASDAQ was almost exclusively institu-
tional. | would say 90% was institutional. On my call log, | would say | am now speaking to approximately
one institution a day, certainly three or four a week. Interesting to note, many of the institutions that par-
ticipated in that January 2021 offering have sold some or all of their position, they are very pleased and |
heard from one of them recently who said they were more than willing to participate in our next offering.
This has happened more than once and each time | thank them for their interest but tell them quite clearly
we are not interested in issuing more equity at anywhere near current levels. We are well funded for the
next two years and | have no plans to raise even $1 at the current market cap.

Ohashi: At what point might you be open to taking in more money?
Bunka: | would say at a market cap of $100 million at the soonest. As our market cap is currently around
$35 million give or take, that’s roughly a triple from here.

The data is justifying our decision to go for a NASDAQ listing. We have tapped into a new investor audi-
ence; we have completed for us a significant capital raise; we have attracted new shareholders; and so
on. Remember we have only been on the NASDAQ for nine weeks! What we have seen is the institutions
came in and provided around 90% of the capital we raised in January as part of our listing on NASDAQ
process. These institutions have been taking profits and are very pleased. The new American retail in-
vestors have been able to buy up all that stock and the supply is running dry. All the while our share price
has risen +50% or so since our funding. So we’re feeling very good about our decision to do this.

Ohashi: From my point of view, combing the NASDAQ listing and the capital raise, if you can produce
some positive results from your animal and human trials on hypertension and deliver those findings to this
new, American investor audience, the impact on your market cap could be astronomical.

Bunka: | couldn’t agree more. All the evidence I've seen, some of which | discussed with you today, points
to this. If we deliver positive results from our trials over the next few months and communicate that to our
new American investing audience, | believe there is reason for optimism with respect to our market valu-
ation moving forward.

Let me add one final point. In May 2020 we did a small financing with around 50% institutional participation
that also participated in the January 2021 funding. In conversation with some of those institutional inves-
tors, they say Lexaria is one of the few companies that they have invested in over the past two years who
has done what they said they were going to do.

52



Ohashi: Here’s what | like. When we look back at Lexaria with the benefit of time, say in five years, we
will see the NASDAQ listing was a key element in your success. It will be much easier for people to
recognize what an important step this was being able to look back rather than by looking ahead..

Bunka: | agree. In fact, | can tell you that had we not been able to do that financing in January 2021, we’d
be out of money right now. We would have still been on that treadmill of doing small equity offerings one
after the other that didn’t really give us a chance to break out operationally. As you have seen from the
numbers we discussed earlier, our shareholder base wasn'’t really growing. We were able to maintain it
but it was stagnating. Looking back at 2020 from an operating point of view, the only thing | regret is we
didn’t do this two years earlier.

Ohashi: thank you for the time. | think the numbers you shared with us on the changes taking place in
your shareholder base will be of interest to my readers. It really paves the way for good things to happen
in terms of expanding your market cap in 2021 and beyond.

Bunka: given what | have been able to share with you and with the support of information that must
remain confidential, | can tell you if the changes we have seen after nine weeks had happened over the
course of 2021, | would have been very pleased. Let me close by saying that in our prospectus, we
allocated funds for marketing and investor relations for 2021 and to date we have only spent 5% of that.
Our “news” season is going to be May to December 2021 so we will have the ability to really get that
message out at that time. I'm very happy with what we have done after just two months and, when our
news cycle starts and we ramp up our publicity campaign, | would add that | think the best is yet to come.

Conclusion: Lexaria Bioscience (CSE: LXX) (NASDAQ: LEXX) (NASDAQ: LEXXW) is one of the first
companies | started to follow when | decided to get involved in the cannabis space. My first report on
Lexaria was September 2016. It was one of my first big winners going from around $.35 per share to the
$3.00 per share mark. Reviewing those initial reports on LEXX, we knew it was more of a technology
company and that its applications went well beyond cannabis to include non-steroidal anti-inflammatory
drugs (NSAIDs), nicotine and vitamins that were all industries much larger than cannabis.

Nearly five years later, here | am making that point for a second time around. Learning that the combina-
tion of CBD and DehydraTECH™ had an impact on blood pressure was a little serendipitous but so was
the discovery of quinine as an anti-malarial and penicillin as an anti-bacterial. If you think of the millions
of lives saved by quinine and penicillin, a drug that would treat hypertension without serious side effects
would produce a medical benefit of a similar nature. | don’t know if the LEXX formulation will work but |
do know we’re not operating totally in the dark. It has already worked once. Also we don’t have long to
wait because we should start seeing evidence from the animal and human trials starting in around three
months and indications from the human trials starting in the next six months.

I have worked with Chris Bunka, CEO, actively over these past five years and he is a major reason | am
attracted to this company. His ability to pull off the NASDAQ listing and associated financing is a testament
to his abilities. | think there is a chance that we will be looking back five years from now and saying this
was the turning point for LEXX on its way to becoming a multi-billion dollar market cap biotech company.
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What is most exciting is that we could be saying something similar in five months. Is it risky? Of course it
IS. It must be to offer such potential. But | see it as a measured risk. A level that is acceptable to an
aggressive growth investor.

All the pieces are in place. The effect of the combination of CBD and DehydraTECH™ on blood pressure
was a somewhat unexpected finding in a human trial almost three years ago. The positive effect on blood
pressure was only found with the combination of CBD and DehydraTECH™ and not from CBD alone.

LEXX holds patents gy L

on CBD and Dehy-

draTECH™ for the LEXXW .~ warrants.
treatment of heart
disease in Australia
and Europe and a
| patent pending in
e the U.S. The al-

1D SO 1M 6M YD . 5 MAX

LEXX - stock

ready completed NASDAQ listing gives LEXX access to a much larger group of investors that are more
receptive to technological investments. There is evidence this group is already getting positioned in LEXX
common stock and warrants. The next round of trials on animals and humans is starting. Funding is not
an issue. In this case, | think positive results from the laboratory will translate immediately into superior
returns from owning the stock and/or warrants. It's not bye-bye time. It's buy-buy time.

January 28, 2021: Michael Perlman is Executive Vice President, Investor Relations and Treasury,
Jushi Holdings Inc. (CSE: JUSH) (OTCOB: JUSHF). Perlman is my contact that
| speak to on a regular basis with questions and for updates. JUSH has been very
active in the past couple of months so | took advantage of Michael reaching out
to me to provide an update. In the course of the discussion, | gained some insights
into the company that | had not emphasized before. Rather than review the factual
developments that have been reported here already, | thought it would be useful
to discuss these insights as they are very meaningful for investors.

o

(@) It seems many companies including Jushi are raising a lot of money at current levels. “Our
philosophy is you want to raise capital when the markets are strong, before you need the money and you
see there will be several opportunities to deploy the capital. We targeted early January and we worked
hard, including New Year’s eve and New Year’s day, to make that happen.

There are lots of things happening in our markets including Pennsylvania and Virginia that we think means
our business will be moving forward rapidly in 2021 and we need to be ready. For example, Virginia is
moving ahead much faster than most people think. There are a couple of bills including one that puts
selling flower on the table that we think will come forward this year making it a 2022 or early 2023 event.
So we need to get ready for adult use cannabis in some of the states where we are currently operating.
There are also merger and acquisition opportunities out there such as the ones we recently announced
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in California. These did not have a large cash component but we would like to potentially get to ten stores
in California in the reasonably near future. As we move toward that target, cultivation will come into play.
It's not a priority today but we expect to get there. A priority for us right now is lllinois where we have four
stores currently and we can see further vertical integration as an opportunity. When you get into M&A
activities, it helps to have a strong balance sheet. We've looked at Maryland and Massachusetts where
we haven’t moved yet but if the right opportunity came along, we would do something. Right now we have

$130 million on the balance sheet so we’ve put ourselves in a good position to bid on assets.”

This brings to mind your need for good people to go along with growth in physical assets. “We put
a lot of emphasis on this. What we are seeing now is an extension of what’s been happening all along.
We are now talking to more outstanding people in good positions in other industries willing to move into
cannabis because the future looks very positive and secure. These are people we couldn’t have recruited
two years ago that now have a much higher level of comfort with the cannabis industry. We have hired
and are hiring very talented people who ran large non-cannabis retail networks. Jushi is going from 16 to
32 stores fairly quickly. Probably 10 — 12 stores this year. We need to ensure we have good people to
manage and operate the rollout and we’re doing that.”

(b) You’re moving more aggressively into California. “We’ve been following California for three
years and up to and including last year, we felt our capital was better deployed in Pennsylvania, Illinois
and Virginia. But California has a lot going for it: a large affluent population, positive regulatory attitudes,
limited dispensary licenses in some areas, and so on. We know where we want to be and it isn’t San
Francisco and Los Angeles where you are competing with everyone including the black market. We'’re
going to pick and choose. Santa Barbara (one of three) has an affluent population that doesn’t buy as
much from the illegal suppliers. Grover Beach (one of four) where all the surrounding counties prohibit
the sale of cannabis. We see an opportunity for a delivery business. In Palm Springs we got the first
dispensary you pass when you leave the airport. You can’t miss it. The previous owner wasn’t maximizing
the opportunity. They opened fewer hours per day, didn’t have a consumption room and let the facility get
run down. In this case it was a location motivated decision.

Another reason we are looking at California is the competitive environment. California can be a difficult
market but it is also where a lot trends start and we want to be a part of that. Wherever you operate it is
going to be more competitive than Pennsylvania, lllinois or Virginia where if you open a store, people will
come. We know these markets aren’t going to be this way forever. So we also want to employ best prac-
tices from California into our current markets.”

Expansion potential into new geographical regions. “This is certainly possible. | mentioned Maryland
and Massachusetts earlier. If regulatory change happens in New Jersey | can see us moving there. We
don’t have anything to announce but hypothetically, we are certainly open to opportunities in different
regions of the country. We are looking at “bolt on” acquisitions such as adding dispensaries to our existing
network and we are looking at more impactful transactions as well. | mean something in Pennsylvania
that expands our vertical integration could be very impactful. Right now we are approaching it from the
point of view of the acquirer. We are looking to take over other operators. But if we found the right partner
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and considered it a fit, we could be a merger partner or the acquiree, if you will. Looking ahead, we think
the space might be ripe for consolidation so you need to find the right dance partner. | mean we're speak-
ing very hypothetically of course. It could be one of the larger operators looking to add a mid-tier firm to
get even larger but I'm more talking about two mid-tier companies wanting to become a large operator.”

Anything | didn’t ask about that you would like to add? “One of the things we think is important and
perhaps a little under-appreciated is how much our decisions are based on data. We are doing a lot of
work behind the scenes trying to understand the impact of brand and customer experience on customer
behaviour and what goes into their purchasing decisions. Then we take that information and convert it
into store design and traffic flow. There’s a lot work we are doing to learn what our online customers want
as distinct from our in-store shoppers. We also do market research on the region, on our brands and
outlets, customer surveys, and so on. This is all intellectual property that helps us with store design and
merchandising. In our online business, we can see how it improves our conversion rates, our Google
Analytics ratings and so on. All the things we’re doing on the back end where our team is doing a really
great job. We can tell by the response that we are succeeding at looking at what the consumer wants and
doing a good job at providing it. We increased our top line guidance from $28 to $30 million to $30 to $33
million for the fourth quarter so our growth pattern continues strongly.”

Conclusion: this interview crystallized the idea that although Jushi does things by the numbers, it isn’t
just a numbers game. It isn’t only about opening or acquiring dispensaries as fast as possible. It also
involves gathering and analysing the data so each store is better off under the Jushi umbrella. It gives me
confidence that the next 1, 3 or 5 years is not waiting for the mistakes of the past to catch up with you. It
means moving forward. There are subtle changes being made regularly that ensures the sum of the parts
Is getting bigger and better. This is important to a long term investor.

Last October, one of our readers participated in the entire Jushi Analysts Day presentation and emailed
to say how impressed he was with the executive team, the sup- s 200 el e |
port they offered for their forecasts, a business plan that cov- 11.00
ered how they would succeed state by state, their ability to pese |
communicate and their willingness to answer each question in

detail. This reader concluded that Jushi with a then market cap

of $0.3 billion compared to other multistate operators (MSOSs)
with market caps of $3 - $5 billion meant there was a lot of | _ |I.-.||I|||||||I.
upside. The conclusion was that Jushi was a “real gem.” "

Jushi has moved up and on any given day recently, its market cap was around $1.0 billion. But the other
MSOs haven’t been sitting still either so their market cap range is now $4.5 to $9.0 billion. Jushi has made
up some ground in the recent past with its superior performance but there is still ample upside for

Jushi that remains a “real gem.”
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This report is a news report for informational purposes only. Itis not a solicitationto buy or sell any products, senvices or securities
mentioned herein. Although the information contained herein was gathered from usually reliable sources, the editors are naot responsible
for the veracity of any statements orto correct any information that proves to be inaccurate. Certain statements contained herein regarding
a Company and its operations may constitute “forward-looking statements.” All statements that are not historical facts, including without
limitation statements regarding estimates, plans, objectives, assumptions or expectations of future performance, are “forward-looking
statements.” Such “forward looking statements™ invaolve known and unknown risks and uncertainties that could cause actual results and
future events to differ materially fromthose anticipated in such statements. Please do your own due diligence and consult your
professional advisor before making investment decisions. E&OE
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