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| etter to the Minister

The Honourable Rod Phillips, Minister of Finance
Dear Minister,

| am pleased to present the Ontario Cannabis Retail Corporation (OCRC) Annual Report.
The report covers the fiscal period from April 1, 2018 to March 31, 2019.

Connie Dejak
Chair, Ontario Cannabis Retail Corporation
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Message from the Chair

| was appointed as Board Chair of the Ontario Cannabis Store (“OCS”) on September 26, 2019. In
that capacity, | am pleased to submit the 2018-19 Annual Report.

In preparing this report, the Board acknowledges the achievements and challenges faced in
establishing and meeting the adult consumer market demands for recreational cannabis. As
such, in the Fall of 2019 the Minister of Finance provided a clear mandate for the OCS to develop
and create the largest and most successful retail cannabis market in Canada. Over the course of
the next 12 months, the OCS will work with the Government of Ontario, the private sector and our
consumers to achieve this mandate while demonstrating leadership through social responsibility
by protecting youth and communities, promoting safe consumption, and engaging with stake-
holders.

It is a privilege to work alongside the OCS Board of Directors who are highly competent and ded-
icated individuals that have acted with integrity, good faith and in the best interest of the OCS. |
look forward to our continued success by applying best practices and aligning ourselves with the
strategic goals and direction of the Corporation. The OCS has embraced its new vision and will
work tirelessly to meet its new targets.

Our past year’s achievements would not have been possible without the hard work and unwaver-
ing support of our skilled Senior Leadership Team and staff. Under the leadership of our new ex-
tremely dedicated and experienced President and Chief Executive Officer, Cal Bricker, our Senior
Leadership Team and staff are all equally committed to working together to fulfill the Minister’s
bold new vision.

In closing, | would like to say the OCS has experienced immense growth and expansion and | look
forward to what the future holds.

Connie Dejak
Chair, Ontario Cannabis Retail Corporation
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Message from the President and CEO

| welcome the opportunity to present the second Annual Report of the Ontario Cannabis Store
(“OCS”). Over the last year, the OCS has focused on providing safe and responsible access to rec-
reational cannabis through the launch of its online retail channel, OCS.ca, while also transitioning to
become the sole wholesaler to our licensed retail partners. | am truly grateful for the efforts of our
staff who have worked tirelessly to successfully transition our operations.

We acknowledge that like any start-up organization there are challenges and a need to quickly learn
and consistently improve our business. In the last year, our organization has had to quickly transition
in the short term, while also looking ahead to prepare for future business needs. On October 17, 2018,
the OCS launched its online retail channel, OCS.ca. As the only legal retail channel in Ontario, OCS.
ca received nearly 100,000 orders on the first day of legalization. The unprecedented order volume
coupled with the rotating labour action at Canada Post and national cannabis supply constraints re-
sulted in much of OCS’s efforts in the weeks following federal legalization to be focused on resolving
a significant order backlog and stabilizing e-commerce operations. Through the hard work of OCS
staff, we were able to work through the backlog and build a more reliable online platform.

At the same time as we were launching OCS.ca, we were also working on establishing our initial
wholesale distribution model to support our private retailers and decoupling from the LCBO to
become a Crown agency. Through each step of its early history, the OCS has learned valuable
lessons that are helping it refine its business, bringing it closer to the goal of positioning itself as the
example of a modern, lean, and forward-thinking government business enterprise that delivers value
to the people of Ontario.

In the past year, the OCS has balanced pivoting to changing marketing conditions while keeping a
keen eye on our strategic vision for the future. To deliver on our commitments, we have built busi-
ness partnerships with Domain Logistics, Inc., an experienced third-party supply chain and logistics
provider, Shopify Inc., a leading e-commerce platform provider, and many other private sector part-
ners that have helped us stand up a business that is ready to scale as Ontario’s retail market grows
with the launch of private retail sales in Ontario. We have also worked closely with our provincial
partners, licensed producers and Health Canada as we contributed to the creation and expansion of
a nimble and responsible cannabis retail network.

Over the coming years, we will work to ensure the OCS continues to offer a secure online retail ex-
perience, while supporting the growth of private licensed retailers to continue to capture sales from
the illegal cannabis market. We will continue to build on our early work to articulate our strategic
direction, key corporate priorities, social responsibility mandate and performance measures. This
work will ensure we are continually striving to meet government objectives, along with public and
stakeholder expectations.

This Annual Report details our formative actions, financial performance and significant accomplish-
ments from April 1, 2018 to March 31, 2019. It also identifies its strategic direction and objectives for
years ahead.

As always, we will act in the public interest by delivering on our mandate to eliminate the illegal
cannabis market, while protecting Ontario youth and communities.

Cal Bricker
President and Chief Executive Officer, Ontario Cannabis Retail Corporation
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Overview

The Ontario Cannabis Retail Corporation (the “OCRC"), operating as the Ontario Cannabis Store
(the “OCS”), is the province’s exclusive online retailer of recreational cannabis. The OCS is
established as an agency through the Ontario Cannabis Retail Corporation Act, 2017. The Act
authorizes the OCS to buy, possess and sell recreational cannabis and related products through
its online retail channel OCS.ca.

The OCS also serves as the exclusive wholesale distributor of recreational cannabis to authorized
retail stores in Ontario. The OCS has been working diligently with its partners at the Ministry of
Finance, Ministry of the Attorney General, and the Alcohol and Gaming Commission of Ontario
(the “AGCQ”) over the past year to prepare for the launch of a private cannabis retail store model
in Ontario.

The OCS’s main objectives in the sale of recreational cannabis are to:
1. ENSURE THAT RECREATIONAL CANNABIS IS SOLD SAFELY AND SECURELY THROUGH ITS
ONLINE RETAIL SITE;
2. PROTECT THE PRIVACY OF ITS CUSTOMERS;
EDUCATE THE PUBLIC AND CONSUMERS TO PROMOTE INFORMED AND RESPONSIBLE USE; AND,

4. FACILITATE A CONVENIENT ONLINE RETAIL EXPERIENCE WITH A WIDE PRODUCT OFFERING
TO DIVERT USERS TO THE LEGAL CHANNEL.

The principles which guide the activities and operations of the OCS are prescribed in provincial
and federal laws and regulations. In fulfilling its mandate, the OCS reports to the Minister of
Finance, and strives to operate efficiently and with transparency. The OCS is also committed to
supporting the government of Ontario’s objectives of building a retail system for cannabis that
helps eliminate the illegal market; is regulated and reliable with rules; keeps cannabis out of the
hands of children and youth; and keeps our communities and roads safe.

Operating Environment

In April 2017, the federal government introduced legislation to legalize and regulate non-medical
cannabis in Canada. The federal Cannabis Act included rules for producing, possessing and
selling recreational cannabis across Canada. On June 21, 2018, legislation to enact the federal
Cannabis Act received Royal Assent. On June 20, 2018, the federal government announced that
the Cannabis Act would come into force on October 17, 2018.

Under the legislation, the federal government has authority to set requirements for producers
(Licensed Producers, or “LPs”) along with industry-wide rules and standards, including packag-
ing, advertising and promotion. At the time of cannabis legalization, only dried cannabis, fresh
cannabis, cannabis oils and seeds were legally permitted.

Since the enaction of the Cannabis Act, the Ontario government has engaged in numerous
consultations with industry partners, law enforcement, municipalities, consumer groups, public
health advocates, representatives of the other provinces and private retailers. On October 17,
2018, the OCS launched OCS.ca to sell legal recreational cannabis to Ontarians. On April 1, 2019,
Ontario’s first private cannabis retailers, selected through the AGCO’s lottery process, opened
their doors.
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Strategic Direction

As an agency of the provincial government, the OCS supports the Ontario government’s key
policy and fiscal objectives related to cannabis, namely to protect public health and safety.

Over the past year, the OCS has been guided by a series of core strategic objectives (see below)
aimed at ensuring that the agency takes a customer-focused, cautious and prudent approach to
the opening of Ontario’s recreational cannabis marketplace.

1. CONVERT CONSUMERS FROM THE ILLEGAL MARKET

2. OPERATE AN EDUCATION- FIRST PLATFORM

3. DELIVER VALUE FOR ONTARIO TAX PAYERS

4.  OFFER A BROAD ASSORTMENT OF QUALITY-TESTED CANNABIS PRODUCTS

In order to effectively deliver on its mandate, the OCS is currently developing its long-term
strategic framework. Establishing a long-term strategic direction will help guide the organization
in navigating future challenges and opportunities in the sector. The strategic plan will also
implant a corporate planning process to ensure that the agency is delivering on its commitments
and achieving its targets, while working to continue to build a trusted legal cannabis marketplace
for Ontarians.

PERFORMANCE TARGETS

The OCS will integrate performance measurement into its overall strategic planning
approach. Developing key metrics and targets that align with the expectations of the
Government of Ontario will enable the OCS to improve its operating effectiveness by
focusing on accountability through continued targeting, monitoring and evaluating

of results. Over the coming year, the OCS will engage in multi-year target setting and

link performance measurement to resource planning to become a results-oriented
organization. Most notably, the performance targets will support the government’s key
strategic priority of continuing to capture market share from the illegal market, while also
working to better serve our customers. Approved performance targets will be included in
the OCS'’s future annual reports.

Risk Events

Given the nascent nature of the cannabis industry, there were a number of significant events
over the last year that have impacted the OCS’s operations.

Overall, the OCS identified three categories of risk.

1. STRATEGIC AND GOVERNANCE
2. OPERATIONAL
3. RESOURCES AND WORKFORCE
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1. STRATEGIC AND GOVERNANCE

The OCS is a newly established government agency operating in an emerging industry. The OCS
was required to quickly set up its operations in order to meet the timeline for federal legalization.
As the agency continues to establish itself and develop its corporate functions, there is a risk
that the organizational structure, accountabilities or responsibilities are not clearly defined to
meet business objectives.

The OCS also operates as a provincial government agency in a highly regulated environment.
The OCS is affected by changes in federal and provincial legislation and regulation, and public
service directives and standards. As a result, significant shifts in cannabis-related policy or
legislation greatly impact the operations of the OCS.

To mitigate these risks, the OCS regularly engages with government to understand its policy
intentions for cannabis legalization and to plan for any policy, regulatory or legislative changes
that could impact agency operations.

2. OPERATIONAL

Since its inception in December 2017, the OCS has experienced a change in government
direction from delivering an online and physical store network; to winding down the development
of physical stores; and building a robust wholesale network to support private retail partners.

To support the evolution of government direction, the OCS developed a capability-based
organization structure to ensure the organization has the staffing resources required to execute
its online retail and wholesale function. The organizational structure also supports a team-based,
agile staffing model where teams can pivot to support new work streams and emerging priorities.

Further, since legalization, all provincial, territorial and private cannabis distributors have
experienced supply shortages, with federally licensed producers challenged to meet forecasted
delivery targets. OCS has worked closely with licensed producers to monitor product availability.
The OCS has implemented operational policies regarding supply allocation that align to consum-
er demand and supports capturing market share from the illegal market. As the legal cannabis
market evolves, individuals across the cannabis network continue to improve their processes,
supporting the ongoing improvement of cannabis supply.

3. RESOURCES AND WORKFORCE

Following government direction, the OCS wound down the development of bricks and mortar
retail store operations and is now the province’s exclusive online cannabis retailer and wholesaler
to authorized private stores. This change has resulted in a redesign of the OCS organizational
structure to prioritize recruitments to focus on strategic roles that support the delivery of online
retail and wholesale.

The OCS developed a strategy to recruit top talent and to develop and retain a highly engaged
workforce. The OCS is committed to open and transparent communications, both bottom-up and
top-down, through identified channels. The OCS will integrate dedicated change management
resources to support the organization and work towards a lean and efficient organizational
structure.

As the OCS develops its performance measurement objectives over the coming year, it will also
develop a comprehensive risk mitigation plan. This plan will support the organization in address-
ing future risks to the organization and the industry.
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Key Activities

The OCS was tasked by the Government of Ontario to launch an online channel including a
verification system that will ensure secure at-home delivery for cannabis products, thereby meet-
ing the federally imposed obligation that provinces be ready for retail sales at the start of
legalization. The provincial government also mandated the OCS to be the sole wholesale
distributor for private authorized cannabis retailers when they began operations on April 1, 2019.

As the OCS continues to grow as an organization, support new retailers and roll out the next
phase of legalization, the OCS has focused on the following activities over the last year.

OCS.CA LAUNCH AND RESPONDING TO DAY-ONE ENTHUSIASM

In preparing for OCS.ca launch, the OCS worked with Shopify and other experienced private
technology service providers to build a platform that could stand up to high order volume and
website traffic, while also ensuring the long-term integrity of the platform and maintaining the
privacy of consumer information.

In launching OCS.ca on October 17, 2018, there was significant day one enthusiasm with more
than 1.3 million website visits and approximately 100,000 orders in the first 24 hours of legaliza-
tion. The backlog in the fulfillment of orders identified the challenges of building an online
platform for long term viability, while underestimating consumer excitement in the new legal
cannabis market. This was an immediate learning opportunity for the organization and has
refocused attention to better serve our customers.

Despite the initial challenges of the launch, OCS was able to work with its partners to problem
solve and address the order backlog in the weeks following legalization. This experience
mobilized the OCS to learn quickly, to eventually achieve 99% fulfillment performance in 1-3
business days as originally intended.

DECOUPLING FROM THE LCBO

As a subsidiary organization to the Liquor Control Board of Ontario (the “LCBO”), the OCS was
initially designed to heavily rely upon shared services, LCBO resources, and contracted third
parties. The intention was to maximize efficiencies and to avoid resource duplication amid
expedited timelines to roll out cannabis retail. However, as the OCS’s mandate evolved, a
provincial decision was made to decouple the OCS from the LCBO to become a government
agency.

OCS took its new mandate as a unique opportunity to identify possible efficiencies and to design
itself as a nimble and strategic organization. In positioning itself as a modern government
business enterprise, OCS sought to create a lean corporate structure that could allow leadership
to effectively deliver on strategic priorities and manage complex relationships with our network
of business partners.

This dynamic organizational structure will allow the organization to continue to actively evolve
and prioritize its role as a leader and collaborative partner in the cannabis sector.

OPERATIONAL CHANGES

On August 13, 2018, the newly elected Government of Ontario announced a shift in the provincial
approach to cannabis retail and distribution to take more robust measures to eliminate the illegal
cannabis market. As part of this policy shift, the OCS was directed to develop a new line of
business as the exclusive provincial wholesale distributor of cannabis to private retail stores
authorized by the AGCO, beginning in April 2019.
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To meet its deadline to begin the wholesale distribution of cannabis to private retail stores, the
OCS prioritized the development of a minimal, viable wholesale business offering while taking all
steps necessary to maximize available cannabis supply. This required relying on manual process-
es to onboard retailers, rationing limited supply inventory among private retailers and OCS.ca,
and coordinating third-party contracted wholesale fulfillment and delivery.

The OCS welcomes its new mandate and change in provincial retail approach. Through support-
ing a broad network of private retail stores across Ontario over time, the OCS believes Ontario
will be best positioned to eliminate the illegal cannabis market. As a government agency, this
change allows the OCS to best prioritize its resources and attention on leadership in the legal
cannabis marketplace, driving strong commercial practices among its industry partners and
advocating for a consumer-first approach to market development. This provincial policy change
has allowed Ontario to better leverage the ingenuity and capital of private retail businesses,
thereby eliminating future capital and operating investments required by the OCS into retail
stores.

CANNABIS SUPPLY

Since legalization, all provincial, territorial and private cannabis distributors have experienced
supply shortages, with federally licensed producers struggling to meet forecasted delivery
targets. Since legalization, OCS has worked closely with licensed producers to monitor product
availability and to secure supply for Ontario, which includes frequently visiting producer facilities
to assess product-on-hand, holding regular product calls, and implementing a robust vendor
management strategy. As the legal cannabis market evolves, individuals across the cannabis
network continue to learn and improve their processes, supporting the ongoing improvement of
cannabis supply.

In the first months of legalization, the assortment of legal supply available to consumers was also
limited by product type. As national supply trends continued to improve, the OCS implemented
and maintains operational policies regarding supply allocation that align with consumer demand
and capture market share from the illegal market.

LEARNING ABOUT OUR CUSTOMER

As a start-up organization in a brand-new industry, the OCS has spent considerable efforts over
the last year learning about its customers. Prior to cannabis legalization, there was very little
reliable information about recreational cannabis consumers.

Since legalization, the OCS and its industry partners have collaborated to collect and analyze
sales and market data to better understand our customers and to provide better customer
service, enhancing our online experience and improving our product offerings.

We have also worked directly with customers through OCS'’s customer service team to help
evolve our business operations at OCS.ca and inform our authorized retailers. We understand
that our business and customers will continue to evolve over time and we are committed to
continue to provide value and build trust with consumers.
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Operational Performance

The Ontario Cannabis Retail Corporation was established under the Ontario Cannabis Retail
Corporation Act, 2017, Chapter 26, Schedule 2 (“the Act™). It is a corporation without share
capital and an agent of the Crown.

Given the need to quickly deliver on legalization, in December 2017, the OCS was established
using a shared-services model that leverages people, contracts and processes in place at the
LCBO. The OCS initially relied on LCBO finance and administration resources to oversee all
financial controls, financial planning and analysis, treasury, financial systems, administrative
services, internal audit and risk assessment activities. Under this arrangement, LCBO dedicated
a small team of seconded resources to the OCS to support the establishment of OCS-specific
finance processes. Executive oversight for these operations remained at the LCBO.

On August 13, 2018, the Government of Ontario announced a new approach to retailing cannabis
that would better position Ontario to eliminate its illegal cannabis market by providing authorized
private businesses with the exclusive ability to operate retail stores across the province. This
approach required the OCS to transition its operations from preparing for opening physical
storefronts to developing a wholesale network to support private cannabis retailers.

The OCS mandate was also amended so that the OCRC would become a government agency
with a direct relationship with the Minister of Finance. OCS has seized upon this unique opportu-
nity to design itself as a modern government business enterprise that partners and manages
complex relationships with class-leading private sector partners. The OCS also commenced a
working relationship with the AGCO to prepare for the launch of private retail stores in Ontario in
its capacity as the exclusive wholesale distributor of recreational cannabis.

As it transitions away from reliance on LCBO shared services, the OCS has taken steps to
develop internal financial policies and operational controls of a distinct government agency. In
building its capacity, the OCS has made a number of investments in its infrastructure and staff
over the last fiscal year.

In the coming year, the OCS will ensure performance measures are integrated in the business
plan and included in subsequent OCRC annual reports.
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Board of Directors

The OCS is governed by a Board of Directors, consisting of at least three and up to seven members.
Before October 17, 2018, Board members were appointed by the LCBO Board of Directors and since
October 17, 2018, Board members are appointed by the Lieutenant Governor in Council. The list
below reflects the members of the OCRC Board who served during the fiscal year ending March 31,
2019, including their original appointment date.

Board Member Position Term Remuneration
Susan Pigott Chair 01/25/18 - 08/10/18 $13,360
Susan Robinson Acting Chair 01/25/18 - 08/03/19 $31,618

Ira Kagan Member 01/25/18 - 06/21/19 $7,730

Rajesh Uttamchandani Member 03/29/18 - 03/28/21 $7,997

Lori Spadorcia Member 01/25/18 - 04/04/19 $5,855
Virginia Cirocco Member 03/29/18 - 03/08/19 $6,956

David Graham Member 01/25/18 - 04/04/19 $0

Michael Smoskowitz Member 11/21/18 - 11/20/21 $600

Total $74.16

The OCRC Board has formed two committees: The Finance and Governance Committee and the
Human Resources and Compensation Committee.
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Corporate Structure

The OCS organizational structure is comprised of seven functional divisions, each led by an ex-

ecutive, reporting into the President and Chief Executive Officer. The OCS has established itself
as a nimble organization to allow for organizational change as the sector and the role of the OCS
evolve in the coming years.

PRESIDENT & CEO

BUSINESS
DEVELOPMENT
& CUSTOMER
STRATEGY

MERCHANDISING

CONSUMER
STRATEGY &
INSIGHTS

E-COMMERCE

WHOLESALE
ACCOUNT
MANAGEMENT

SUPPLY CHAIN
& SERVICE
EXCELLENCE

SUPPLY CHAIN

QUALITY &
REGULATORY
COMPLIANCE

CUSTOMER
SERVICE

CHIEF
INFORMATION
OFFICER

INFORMATION
TECHNOLOGY

INFORMATION
SECURITY

DATA SCIENCE
& BUSINESS
ANALYTICS

CHIEF FINANCIAL
OFFICER &
BUSINESS
SUPPORT

FINANCE &
PROCUREMENT

HUMAN
RESOURCES

PROJECT
MANAGEMENT
OFFICE

INTERNAL AUDIT

GENERAL
COUNSEL &
CORPORATE

SECURITY

LEGAL SERVICES

PRIVACY &
FREEDOM OF
INFORMATION

CORPORATE
SECURITY

BOARD SUPPORT
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Financial Performance

The audited financial statements of the OCRC (“the Corporation”) are prepared in accordance
with International Financial Reporting Standards (“IFRS”) as issued by the International Account-
ing Standards Board (“IASB”).

In order to deliver on its new mandate of becoming the sole online retailer and wholesaler for au-
thorized retail stores over the past year, the OCS program budget has been amended. It includes
key investments needed to operate as a government agency, developing and operate a wholesale
distribution network capable of supporting a broad network of private retail stores over time, and
prepares for the implementation of new product formats (i.e. edible cannabis, extracts and topi-
cals) brought into force in Fall 2019. OCS will continue to explore opportunities to align practices
with industry standards to achieve desired efficiencies and promote sustainability.

PROFIT & LOSS STATEMENT

Revenue

E-commerce revenue $57,285,429
Wholesale revenue $6,581,111
Total $63,866,540

Cost of sales

Inventory expensed $36,786,046
Other costs of sales $7,299,847
Total $44,085,893
Gross Margin $19,780,647

On day one of launching OCS.ca, there were more than 100,000 orders placed; and in the seven
months since launch, OCS.ca has generated $57.3 million in revenue. As authorized retailers open
stores in the next fiscal year, and new product categories (i.e., edibles, extracts and topicals) are
introduced, OCS’s revenues are projected to increase.

SELLING, GENERAL AND ADMINISTRATIVE EXPENSES
See below for the breakdown of selling, general and administrative expenses incurred for the
year ended March 31, 2019.

LCBO shared services $24,876,323
Employee salaries and benefits $9,274,672
Other selling, general and administrative expenses $27,092,384

Total selling, general and administrative expenses $61,243,379
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FINANCE INCOME AND COSTS

Interest income on bank balances $496,075
Lease liabilities interest expense (22,987)
OFA loan interest expense (1,032,963)
(559,875)
Net loss for the year $42,022,607

Many entities in the legal cannabis supply chain across Canada, including the OCS, made consid-
erable foundational investments, which established infrastructure to support an industry posi-
tioned to compete with the illegal market and to protect children and youth. These foundational
investments allowed the OCS to build a lean business model to effectively support Ontario’s
approach to cannabis retail over the long term.

Actual reported losses in 2018-19 were larger, in part, due to large initial orders from retail stores
through OCS’s wholesale channel being received after the end of the fiscal year, shifting a portion
of wholesale revenues to the next fiscal year. OCS expects continued revenue growth as the
industry evolves and Ontario’s private retail store network expands to meet the needs of adult
consumers across the province.

Further, in order to provide operating capital for the OCS to begin the development of its retail
stores and e-commerce platform, the OCRC entered into a loan agreement with the Ontario
Financing Authority (OFA) and the Minister of Finance for $150 million. While this loan was in-
tended to cover the full cost of developing the entire retail network, given the change in mandate
and the associated costs of not operating OCS branded stores, there is a reasonable expectation
that the OCS will not need to draw down its full loan amount.

NOTES

« Net cash used in operating activities $36,388,342 was mainly used for selling, general and
administrative expenses.

« Net cash used in investing activities $7,708,568 was mainly for the development of stores
and store fixtures.

« Net cash from financing activities $37,947,173 was mainly provided by a loan advance from
the Ontario Financing Authority.
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RELATED PARTY TRANSACTIONS - SHARED SERVICES
Amounts invoiced by LCBO for shared services and payments made on behalf of OCRC for the
year eneded March 31, 2019, were as follows:

Shared administrative services $23,940,802
Property, plant and equipment $3,170,448
Prepaid software, licenses and support $97,241
Reimbursement of OCRC own expenses $609,645
Total $27,818,136
ASSETS
Cash $18,803,382
Trade and other receivables $5,045,954
Prepaid expenses $1,027,377
Inventory $46,476,584
Property, plant and equipment and ROU asset $839,259
LIABILITIES

Current liabilities
Trade and other payables $53,636,257
Provisions $2,336,953

Non-current liabilities

Borrowings $65,048,857
Total liabilities $121,022,06

Deficit

Accumulated loss $48,829,5™1

Total liabilities and deficit $72,192,556

Given the need to quickly prepare for legalization, in December 2017, the OCS was established
using a shared-services model that leverages people, contracts and processes in place at the
LCBO. The OCS initially relied on LCBO finance and administration resources to oversee all finan-
cial controls, financial planning and analysis, treasury, financial systems, administrative services,
internal audit and risk assessment activities.

Access to these services helped to support the OCS in developing its business. However, as the
OCS’s mandate evolved to become a government agency, the LCBO’s services will no longer be
required.

NOTES

« Prepaid expenses represent amounts paid for services to be received in future, including
software licenses and software support, rent, and insurance.
« Property, plant and equipment includes machinery and equipment and computer hardware.
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Responsibility for
Financial Reporting

The preparation, presentation and integrity of the financial statements are the responsibility of management. This
responsibility includes the selection and consistent application of appropriate accounting principles and methods in addition
to making the estimates, judgments and assumptions necessary to prepare the financial statements in accordance with
International Financial Reporting Standards. The accompanying financial statements of the Ontario Cannabis Retail
Corporation (OCRC) have been prepared in accordance with International Financial Reporting Standards and include
amounts that are based on management’s best estimates and judgement.

Management maintains a system of internal controls designed to provide reasonable assurance that the assets are safeguarded,
and that reliable financial information is available on a timely basis. The system includes formal policies and procedures and
an organizational structure that provides for appropriate delegation of authority and segregation of responsibilities. An internal
audit function is being established and will independently evaluate the effectiveness of internal controls on an ongoing basis
and will report its findings to management and the Finance & Governance Committee of the Board.

The Board of Directors, through the Finance & Governance Committee, is responsible for ensuring that management fulfills
its responsibilities for financial reporting and internal controls. The Finance & Governance Committee, comprised of OCRC
Board members only, generally meets periodically with management, the internal auditors and the Office of the Auditor
General of Ontario to satisfy itself that each group has properly discharged its respective responsibilities. An interim
arrangement was implemented in early 2019 that all matters related to the Finance and Governance Committee be brought to
the full OCRC Board for review and approval until new committee members could be appointed. Also, the Office of the
Auditor General of Ontario meets with the Finance & Governance Committee without management present.

The financial statements have been audited by the Office of the Auditor General of Ontario. The Auditor General’s
responsibility is to express an opinion on whether the financial statements are fairly presented in accordance with International
Financial Reporting Standards. The Independent Auditor’s Report outlines the scope of the Auditor General’s examination
and opinion.

On behalf of management:

.12

Patrick Ford,
President/Chief Executive Office

——

=T

e

Te—
Sanjay Dhawan,
Chief Financial Officer & Vice President, Business Support

September 5, 2019
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Office of the Auditor General of Ontario
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INDEPENDENT AUDITOR’'S REPORT

To the Board of the Ontario Cannabis Retail Corporation
Qpinion

| have audited the financial statements of the Ontario Cannabis Retail Corporation (the
Caorporation), which comprise the statement of financial position as at March 21, 2019, and the
statements of loss and comprehensive loss, changes in deficit and cash flows for the year then
ended, and notes to the financial statements, including a summary of significant accounting
policies.

In my opinion, the accompanying financial statements present fairly, in all material respects, the
financial position of the Corporation as at March 31, 2019, and its financial performance and
its cash flows for the year then ended in accordance with International Financial Reporting
Standards (IFRSs).

Basis for Opinion

| conducted my audit in accordance with Canadian generally accepted auditing standards. My
responsibilities under those standards are further described in the Auditor's Responsibilities for
the Audit of the Financial Statements section of my report. | am independent of the Corporation
in accordance with the ethical requirements that are relevant to my audit of the financial
statements in Canada, and | have fulfilled my other ethical responsibilities in accordance with
these requirements. | believe that the audit evidence | have obtained is sufficient and
appropriate to provide a basis for my opinion.

Responsibilities of Management and Those Charged with Governance for the Financial
Statements

Management is respansible for the preparation and fair pressntation of these financial
staternents in accordance with IFRSs, and for such internal control as management determines
is necessary to enable the preparation of financial statements that are free from material
misstatement, whether dug to fraud or error.

In preparing the financial statements, management is responsible for assessing the
Corporation’s ability to continue as a going concern, disclosing, as applicable, matters relating
to going concern and using the going concern basis of accounting unless the Corporation either
intends to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Corporation's financial
reporting process.

19 | OCRC ANNUAL REPORT 2018-2019



Auditor’s Responsibility for the Audit of the Financial Statements

My objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor's report that
includes my opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with Canadian generally accepted auditing standards will always detect a
material misstatement when it exists. Misstatements can arise from fraud or error and are considered
material if, individually or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these financial statements.

As part of an audit in accordance with Canadian generally accepted auditing standards, | exercise
professional judgment and maintain professional skepticism throughout the audit. | also:

» |dentify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for my opinion. The risk of not detecting
a material misstaternent resulting from fraud is higher than for one resulting from error, as fraud may
involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal
control.

* Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Corporation's internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

e Conclude on the appropriateness of management's use of the going concern basis of accounting and
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Corporation’s ability to continue as a going concern.
If | conclude that a material uncertainty exists, | am required to draw attention in my auditor’s report
to the related disclosures in the financial statements or, if such disclosures are inadequate, to modify
my opinion. My conclusions are based on the audit evidence obtained up to the date of my auditor's
report. However, future events or conditions may cause the Corporation to cease to continue as a
going concern.

e Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events
in a manner that achieves fair presentation.

| communicate with those charged with governance regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in internal
control that | identify during my audit.

Toronto, Ontario onnie Lysyk, MBA, FCPA, FCA, LPA
September 5, 2018 Auditor General

20 | OCRC ANNUAL REPORT 2018-2019



ONTARIO CANNABIS RETAIL CORPORATION

Statement of Financial Position

(Canadian dollars)

Note March 31,2019 March 31, 2018
Assets
Current assets
Cash 3 18,803,382 24,953,119
Trade and other receivables 4 5,045,954 1,170,002
Prepaid expenses 805,630 1,275,645
Inventory 5 46,476,584 -
71,131,550 27,398,766
Non-current assets
Prepaid services 221,747 200,000
Property, plant and equipment and intangible assets 6 803,357 2,338,522
Right-of-use asset 7 35,902 -
1,061,006 2,538,522
Total assets 72,192,556 29,937,288
Liabilities and deficit
Current liabilities
Trade and other payables 8 53,636,257 11,728,298
Provisions 9 2,336,953 -
55,973,210 11,728,298
Non-current liabilities
Borrowings 11 65,048,857 25,015,894
Total liabilities 121,022,067 36,744,192
Deficit
Accumulated loss 48,829,511 6,806,904
Total liabilities and deficit 72,192,556 29,937,288

See accompanying notes to the financial statements.

Approved By:

Acting‘é'lal Board of Dirgctors

T

’ 7
Board yémber, Chair, Finance and Governance Committee
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ONTARIO CANNABIS RETAIL CORPORATION
Statement of Loss and Comprehensive Loss

(Canadian dollars)

For the period

For the year ended December 12, 2017

March 31, 2019

Note to March 31, 2018

Revenue 12 63,866,540 -

Cost of sales 13 44,085,893 -

Gross margin 19,780,647 -
Selling, general and administrative

expenses 14 61,243,379 6,805,248

(41,462,732) (6,805,248)

Finance income 15 496,075 14,238

Finance costs 15 (1,055,950) (15,894)

Total comprehensive loss (42,022,607) (6,806,904)

See accompanying notes to the financial statements.
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ONTARIO CANNABIS RETAIL CORPORATION
Statement of Changes in Deficit

(Canadian dollars)

For the year ended
March 31, 2019

For the period
December 12, 2017
to March 31, 2018

Deficit at beginning of year/ period 6,806,904 -
Total comprehensive loss for the year/ period 42,022,607 6,806,904
Accumulated loss at end of year/ period 48,829,511 6,806,904

See accompanying notes to the financial statements.
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ONTARIO CANNABIS RETAIL CORPORATION

Statement of Cash Flows
(Canadian dollars)

For the year ended
March 31, 2019

For the period
December 12, 2017

Note to March 31, 2018
Operating activities:
Total comprehensive loss (42,022,607) (6,806,904)
Less:
Depreciation 6,7 174,201 2,719
Impairment 14 8,989,770 -
Termination of leases 14 983,004 -
Interest on borrowings and leases 15 1,055,950 15,894
Loss on disposal of assets 90,696 -
(30,728,986) (6,788,291)
Changes in non-cash balances related to operations:
Trade and other receivables 4 (3,875,952) (1,170,002)
Inventory 5 (46,476,584) -
Prepaid expenses 448,268 (1,475,645)
Trade and other payables 8 41,907,959 11,728,298
Provisions 9 2,336,953 -
Net cash (used in) generated from operating activities (36,388,342) 2,294,360
Investing activities:
Purchase of property, plant and equipment and intangible
assets 6 (7,696,376) (2,341,241)
Right-of-use-asset 7 (35,902) -
Proceeds from sale of assets 23,710 =
Net cash used in investing activities (7,708,568) (2,341,241)
Financing activities:
Proceeds from borrowings 11 39,000,000 25,000,000
Tenant allowances 10 28,900 -
Lease payments 10 (1,081,727) -
Net cash generated from financing activities 37,947,173 25,000,000
Net (decrease)/ increase in cash (6,149,737) 24,953,119
Cash, beginning of year/ period 24,953,119 -
Cash, end of year/ period 18,803,382 24,953,119

See accompanying notes to the financial statements.
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ONTARIO CANNABIS RETAIL CORPORATION
Notes to Financial Statements

(Canadian dollars)
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ONTARIO CANNABIS RETAIL CORPORATION
Notes to Financial Statements

(Canadian dollars)

1.

21

2.2

23

Corporate and general information

The Ontario Cannabis Retail Corporation (“OCRC”) is a corporation without share capital
incorporated under the Ontario Cannabis Retail Corporation Act, S.0. 2017, Chapter 26, Schedule 2
(“the Act”). OCRC was established on December 12, 2017 as an agent of the Crown.

The Act authorizes OCRC to buy, possess and sell non-medical cannabis and related products and
gives OCRC the exclusive right in the province to sell non-medical cannabis to end-use e-commerce
customers and to wholesale customers licensed by the Alcohol and Gaming Commission of Ontario
(“AGCQ?”) to sell cannabis in privately run stores.

On August 13, 2018, the Government of Ontario (“Government”) announced a new approach to
retailing cannabis, which required the OCRC to discontinue the establishment of government-owned
retail stores, to operate as a stand-alone Crown agency reporting directly to the Minister of Finance,
to continue its efforts to launch an online retail channel for cannabis on October 17, 2018 and to
become the exclusive provincial wholesale distributor of cannabis to private retail stores authorized
by the AGCO, beginning in April 2019.

As a result of this policy shift, the OCRC immediately discontinued the development of its retail
stores. Its online sales channel OCS.ca was launched on October 17, 2018 and its wholesale
business was launched by April 1, 2019.

As an Ontario Crown corporation, OCRC is exempt from income taxes. Under the Act, OCRC wiill
transfer its net profits to the Province of Ontario (“Province”) at such times and in such manner as
may be directed.

OCRC'’s fiscal year begins on April 1 in each year and ends on March 31 in the following year.
OCRC'’s head office is located at 1 Yonge Street, 4" Floor, Toronto, Ontario, Canada, M5E 1E5.
Basis of presentation and significant accounting judgments and policies

Statement of compliance

These financial statements have been prepared in accordance with International Financial Reporting
Standards (“IFRS”) as issued by the International Accounting Standards Board (“IASB”).

The audited financial statements were approved by the Board of Directors and authorized for issue
on September 5, 2019.

Basis of presentation

These financial statements have been prepared on the basis of historical cost. Cost is recorded
based on the fair value of the consideration given in exchange for the assets.

The comparative figures have been reclassified from financial statements previously presented to
conform to the presentation of the current year.

Functional and presentation currency

These financial statements are presented in Canadian dollars, OCRC'’s functional currency.
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ONTARIO CANNABIS RETAIL CORPORATION
Notes to Financial Statements

(Canadian dollars)
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2.5

2.6

2.7

2.8

2.9

Accounting standards, amendments and interpretations issued, but not yet effective

There are no accounting standards, amendments or interpretations issued by IASB as at March 31,
2019 and becoming effective at future dates that are applicable to OCRC.

Revenue

Revenue is recognized when OCRC satisfies a performance obligation by transferring control of a
promised good to a customer. Revenue is measured as the amount of consideration that OCRC
expects to be entitled to in exchange for transferring the good to the customer, excluding taxes.

Cost of sales

Cost of sales includes the cost of inventories expensed during the year and other costs incurred to
fulfill performance obligations to customers.

Finance income and finance costs

Finance income comprises interest income on cash balances. Finance costs consist of interest
expense on borrowings and lease liabilities.

Interest income and expense are calculated using the effective interest method.
Trade and other receivables

Trade and other receivables are recognized initially at fair value and subsequently measured at
amortized cost less an allowance for impairment, if any.

The carrying amount of account receivables is reduced through the use of an allowance where there
is objective evidence that OCRC will not be able to collect all amounts due according to the original
terms of the receivables. OCRC establishes an allowance taking into consideration customer credit
worthiness, current economic trends, past experience and forecasts of future economic conditions.
When receivables are deemed uncollectible after reconciling an allowance, they are written off
against the allowance. The loss is recognized as selling, general, and administrative expenses in
the Statement of Loss and Comprehensive Loss.

Inventory
Inventories are measured at the lower of cost and net realizable value. Cost is determined by the
weighted average cost method. Net realizable value is the estimated selling price in the ordinary

course of business, less applicable variable selling expenses.

Cost includes all direct expenditures to bring the inventory to its present location and condition net of
vendor allowances and includes transportation costs.

2.10 Property, plant and equipment

Capital expenditures with a future useful life beyond the current year are measured at historical cost
less accumulated depreciation and accumulated impairment losses. Historical cost includes
expenditures that are directly attributable to the acquisition, construction or development of the
asset.
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ONTARIO CANNABIS RETAIL CORPORATION
Notes to Financial Statements

(Canadian dollars)

Depreciation is recognized in the Statement of Loss and Comprehensive Loss over the expected
useful lives of each major component of property, plant and equipment, using the straight-line
method. The estimated useful lives and depreciation method are reviewed at the end of each
reporting period, with the effect of any changes in estimate accounted for on a prospective basis.

Property, plant and equipment under construction and not available for use are carried at cost, less
any recognized impairment loss. Such assets are classified to the appropriate categories of
property, plant and equipment when completed and ready for intended use. Depreciation of these
assets commences when the assets are ready for their intended use.

The cost of subsequently replacing part of an item of property, plant and equipment is recognized in
the carrying amount of the item if it is probable that the future economic benefits related to the part
will flow to OCRC, and its cost can be measured reliably. The carrying amount of the replaced item
of property, plant and equipment is derecognized, if any. The costs of the day-to-day servicing of
property, plant and equipment are recognized as expense as incurred.

The estimated useful lives of property, plant and equipment are as follows:
Machinery and equipment 4 to 10 years
Computer hardware 4 years

2.11 Intangible assets

Intangible assets with finite lives are measured at cost less accumulated amortization and any
accumulated impairment losses. These intangible assets are amortized on a straight-line basis over
their estimated useful lives.

Intangible assets include externally acquired software, which has an estimated useful life of four
years.

2.12 Impairment of property, plant and equipment and intangible assets

Annually OCRC reviews the carrying amounts of its property, plant and equipment and intangible
assets to determine whether there is any indication of an impairment loss. If any such indication
exists, the recoverable amount of the asset is estimated in order to determine any impairment loss.
The recoverable amount of an asset or cash-generating unit is the higher of its fair value less costs
of disposal and its value in use. A cash-generating unit (‘CGU”) is the smallest identifiable group of
assets that generates cash inflows that are largely independent of the cash inflows from other assets
or groups of assets. Where the asset does not generate cash flows that are independent from other
assets, OCRC estimates the recoverable amount of the CGU to which the asset belongs. If the
recoverable amount of an asset or CGU is estimated to be less than its carrying amount, the carrying
amount of the asset or CGU is reduced to its recoverable amount. Any impairment loss is
recognized as expense in the period in which it occurs.

2.13 Right-of-use assets
Right-of-use assets are measured at cost, comprised of the initial amount of the lease liability; lease
payments made at or before the lease commencement date, less any incentives received; initial
direct costs; and an estimate of dismantling or restoration costs to be incurred.
At the lease commencement date, OCRC will measure the lease liability at the present value of the

lease payments that are not paid at that date. The lease payments will be discounted using the
interest rate implicit in the lease or if not readily determinable, OCRC'’s incremental borrowing rate.
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ONTARIO CANNABIS RETAIL CORPORATION
Notes to Financial Statements

(Canadian dollars)

2.14 Trade and other payables

Trade and other payables are classified as other financial liabilities and are generally short-term in
nature and due within one year of the Statement of Financial Position date. Trade payables are non-
interest bearing and are initially measured at fair value and subsequently remeasured at amortized
cost. Vendor receivables are offset against liabilities when OCRC has a legally enforceable right to
offset the receivable amount and intends to settle on a net basis.

2.15 Provisions

Provisions are recognized when there is a present legal or constructive obligation because of a past
event, for which it is probable that an outflow of economic benefit will be required to settle the
obligation and where a reliable estimate can be made of the amount of the obligation.

Short-term employee benefits are benefits that are expected to be wholly settled within twelve
months of the annual reporting period in which they are earned by employees. Provisions for long-
term employee benefits are measured at the present value of the estimated future cash flows.

2.16 Lease liabilities

Except for short-term leases and leases of low-value assets, OCRC recognizes a lease liability on
the lease commencement date. The initial amount of the lease liability comprises the present value
of the lease payments during the lease term. The lease term is the non-cancellable period for which
OCRC has the right to use the asset, including extension or termination option periods that OCRC is
reasonably certain to exercise.

The lease payments are discounted using the interest rate implicit in the lease, if that rate can be
readily determined. If that rate cannot be readily determined, the lease payments are discounted
using OCRC'’s incremental borrowing rate. Subsequently, the lease liability is measured by
increasing the liability to reflect interest and decreasing the liability to reflect payments. The lease
liability is remeasured to reflect reassessment or modification or to reflect in-substance fixed lease
payments.

Short-term leases and leases of low-value assets are accounted for by recognizing the lease
payments on a straight-line basis over the lease term.

2.17 Borrowings

Borrowings are financial liabilities with original maturity dates greater than one year. They are
initially measured at fair value less transaction costs and subsequently measured at amortized cost,
using the effective interest method.

Borrowing costs directly attributable to the acquisition or construction of a qualifying asset are
recognized in the cost of the qualifying asset. Qualifying assets are those that require a substantial
period to prepare for their intended use.

2.18 Post-employment and other long-term employee benefits

Employee pension benefits

OCRC contributes to the Public Service Pension Fund (“PSPF”), a defined benefit pension plan. The
contributions are accounted for on a defined contribution basis because the PSPF is a plan which
shares risks between entities under common control. OCRC’s contributions are recognized as
expense in the period the contributions become payable.
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ONTARIO CANNABIS RETAIL CORPORATION
Notes to Financial Statements

(Canadian dollars)

Other long-term employee benefits
Other long-term employee benefits are employee benefits that are not expected to be wholly settled
within twelve months of the annual reporting period in which they are earned by employees.

2.19 Financial instruments

Financial assets and financial liabilities are recognized when OCRC becomes a party to the
contractual provisions of the instrument.

Financial assets and financial liabilities are initially measured at fair value, plus or minus transaction
costs that are directly attributable to their acquisition.

The measurement of financial instruments in subsequent periods and the recognition of changes in
fair value depend on the category in which they are classified.

OCRC has classified its financial instruments as follows:

Financial Asset/Liability Category Measurement
Trade and other receivables Loans and receivables Amortized cost
Trade and other payables Other financial liabilities Amortized cost

Financial instruments measured at fair value must be classified according to a three-level hierarchy
based on the type of inputs used to make the measurements. This hierarchy is as follows:

Level 1:  inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities;

Level 2:  inputs other than the Level 1 quoted prices that are observable for the asset or liability
either directly (i.e. prices) or indirectly (i.e. derived from prices); and

Level 3: inputs for the asset or liability that are not based on observable market inputs
(unobservable inputs).

OCRC'’s financial assets and liabilities are generally classified and measured as follows:

(i) Financial assets

Classification of financial assets depends on the business model for managing the financial asset
and the contractual cash flow characteristics of the financial asset. Financial assets are classified
into the following specified categories: financial assets at ‘fair value through profit or loss’ (“FVTPL”),
‘fair value through other comprehensive income’ (“FVOCI”) and amortized cost.

A financial asset is subsequently measured at amortized cost if both of the following conditions are
met:
(a) The financial asset is held within a business model whose objective is to hold financial
assets in order to collect contractual cash flows:
(b) The contractual terms of the financial asset give rise on specified dates to cash flows that are
solely payments of principal and interest on the principal amount outstanding.

All of the financial assets held by OCRC meet the conditions for subsequent measurement at
amortized cost using the effective interest method.

Impairment of financial assets
OCRC applies the forward-looking ‘expected credit loss’ (“‘ECL”) model in accordance with IFRS 9.
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(Canadian dollars)

The ECL model requires considerable judgment, including consideration of how changes in
economic factors affect ECLs, which will be determined on a probability-weighted basis. This
impairment model is applied, at each balance sheet date.

(ii) Financial liabilities

All financial liabilities are subsequently measured at amortized cost except for financial liabilities
subsequently measured at fair value through profit or loss. Such liabilities include derivatives (other
than derivatives that are financial guarantee contracts or are designated and effective hedging
instruments), other liabilities held for trading, and liabilities that are designated to be measured at fair
value through profit or loss.

All of the financial liabilities held by OCRC are measured subsequently at amortized cost using the
effective interest method.

2.20 Use of estimates and judgments

The preparation of financial statements in accordance with IFRS requires management to make
judgments, estimates and assumptions that affect the application of accounting policies and the
carrying amount of assets and liabilities, disclosures of contingent assets and liabilities as at the date
of the financial statements, and the carrying amount of revenues and expenses for the reporting
period. These estimates are changed periodically and, as adjustments become necessary, they are
recognized in the financial statements in the period in which they become known.

The judgments and key sources of estimation uncertainty that have a significant effect on the
amounts recognized in these financial statements are disclosed in the relevant notes to which the
estimates and judgments relate.

3. Cash

Cash as at March 31, 2019 includes interest-bearing bank accounts. OCRC did not hold any cash
equivalents as at March 31, 2019 (2018 — nil).

4. Trade and other receivables

Trade and other receivables include the following:

March 31, 2019 March 31, 2018

Recoverable input tax credits 5,012,411 1,155,764
Interest receivable 33,543 14,238
5,045,954 1,170,002

The carrying amount of trade and other receivables approximates its fair value due to its short-term
nature. The carrying amount is reduced through the use of an allowance at levels considered
adequate to absorb credit losses. Subsequent recoveries of receivables previously provisioned are
credited to the Statement of Loss and Comprehensive Loss.

The amount of lifetime expected credit losses on trade and other receivables is nil (2018 — nil).

5. Inventory

The cost of inventories sold and recognized as cost of sales during the year ended March 31, 2019
was $36,623,012. There were no significant write-downs or reversals of previous write-downs to net
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Notes to Financial Statements

(Canadian dollars)

realizable value during the year ended March 31, 2019 and period ended March 31, 2018. No

inventory is pledged as security. Refer

to Note 22 (c).

6. Property, plant and equipment and intangible assets

The following table presents the net book value and changes in the cost and accumulated
depreciation of property, plant and equipment and intangible assets for the year ended March 31,

2019:
Machinery and Computer Store fixtures Computer
equipment hardware in progress ' software Total
Cost
Balance at March 31, 2018 44,986 105,399 2,190,856 = 2,341,241
Additions 283,516 902,998 6,503,433 6,429 7,696,376
Disposals (15,920) (104,199) - - (120,119)
Impairment! (47,678) (260,569) (8,694,289) - (9,002,536)
Balance at March 31, 2019 264,904 643,629 - 6,429 914,962
Accumulated depreciation
Balance at March 31, 2018 692 2,027 - = 2,719
Depreciation 44,356 81,988 - 1,021 127,365
Disposals (1,225) (4,488) - - (5,713)
Impairment! (2,642) (10,124) - - (12,766)
Balance at March 31, 2019 41,181 69,403 - 1,021 111,605
Carrying amount
As at March 31, 2018 44,294 103,372 2,190,856 - 2,338,522
As at March 31, 2019 223,723 574,226 - 5,408 803,357

1 Refer to Note 14.
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(Canadian dollars)

7. Right-of-use asset

The following table presents the changes in the cost of right-of-use assets for the year ended March

31, 2019:
Store Premises’ Office Premises? Total
Additions 1,588,408 35,902 1,624,310
Depreciation 46,836 = 46,836
Impairment! 1,541,572 - 1,541,572
Carrying amount at March 31, 2019 = 35,902 35,902

Right-of-use assets for store premises were abandoned due to discontinuation of the establishment of retail
stores. Refer to Note 14.

The right-of use asset for office premises represents direct costs incurred to obtain a lease, which
commences on April 1, 2019. Refer to Note 22 (b).

8. Trade and other payables
Trade and other payables include the following:

As at March 31, 2019 As at March 31, 2018

Inventory payables and accruals 44,127,137 -
Other trade payables and accrued expenses 5,904,015 1,577,830
Payable to LCBO (Note 19 (b)) 3,447,503 10,150,468
Customer deposits 157,602 -

53,636,257 11,728,298

' Certain comparative figures have been reclassified to conform to the financial statement presentation adopted for the current
year.

The fair values of trade and other payables approximate their carrying amounts due to their short-
term nature.
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9.

10.

Provisions
Provisions include the following:

As at March 31,2019 As at March 31, 2018

Contract terminations 1,213,009 -
Employee vacation and other short-term benefits 655,035 -
Deferred revenue 340,011 =
Long-term employee benefit plans (Note 16) 85,500 -
Sales returns and credit losses 43,398 -

2,336,953 -

Contract terminations

The provision for contract terminations includes amounts expected to be paid to terminate certain
contractual arrangements, which are no longer required as a result of the discontinuation of
establishment of retail stores. The final amounts and timing of payments are under negotiation but
are expected to be resolved before March 31, 2020. Pending finalization of negotiations, the
amounts of the provisions reflect management’s assumptions about the progress in negotiations, the
cost of third party losses, and legal precedents. No reimbursements are expected.

Lease liabilities

Low-value leases

Expenses relating to leases of low-value assets (printers and postage equipment ) accounted for on
a straight-line basis over the lease term were $13,296 for the year ended March 31, 2019 (2018 -
$3,657).

Short-term leases

Expenses relating to short-term leases (short-term office accommodation and storage facilities)
accounted for on a straight-line basis over the lease term were $1,121,445 for the year ended March
31,2019 (2018 - $196,329). As at March 31, 2019, commitments for short-term leases are
$156,304.

Store leases

During the year ended March 31, 2019, OCRC entered into four leases for store premises. The
lease payments were discounted at rates of 2.59% to 2.65%, reflecting OCRC'’s incremental
borrowing rate, which is the applicable rate of the Ontario Financing Authority (“OFA”) at the lease
commencement date. As a result of the Government announcement on August 13, 2018 to
discontinue the establishment of retail stores, all of the store leases were terminated or settled.
Refer to Note 14.
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Cash flows from the store leases were as follows:

Year ended March 31, 2019

Cash changes

Tenant allowances 28,900

Lease payments (1,081,727)
Total cash changes (1,052,827)
Non-cash changes

Additions to right-of-use assets (Note 7) 1,588,408

Interest expense 22,987

Termination gain (Note 14) (558,568)
Total non-cash changes 1,052,827

Total changes in lease liabilities o

11. Borrowings

On February 14, 2018, OCRC entered into a loan agreement with the OFA and the Minister of
Finance. Refer to Note 20. Under the agreement, for the purpose of financing OCRC'’s set-up and
initial operations, OCRC may draw funds from the OFA to a maximum principal amount of $150
million until December 31, 2019. No payments of interest or principal are required until July 1, 2020.
The loan may be secured by a general security agreement, if required by the OFA. The loan is at
market terms.

Until December 31, 2019, the loan bears interest at a floating rate that is equal to the Province’s all-
in cost of funds for a one-month treasury bill, including fees and commissions, plus 52.5 basis points.
This rate represents a market rate as it is available to OCRC from other lenders. Interest is accrued,
compounded and reset monthly on the first business day of the month. The interest rate at March
31,2019 is 2.275% (2018 - 1.785%).

At March 31, 2019, changes in borrowings are as follows:

Year ended March 31, December 12, 2017 Total Loan since

2019 to March 31, 2018 inception
Cash inflows - Draws 39,000,000 25,000,000 64,000,000
Non-cash changes - Interest expense 1,032,963 15,894 1,048,857
Total changes in borrowings 40,032,963 25,015,894 65,048,857

The loan is repayable in equal semi-annual payments over a ten-year term commencing July 1,
2020. The interest rate will be the Province’s all-in cost of funds as at January 1, 2020 for a ten-year
amortizing loan, including fees and commissions, plus 52.5 basis points. Interest will compound
semi-annually.

The fair value of borrowings at March 31, 2019 approximates their carrying amount as the OFA loan
is at market terms.
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12.

13.

Revenue

Revenue is comprised of sales of cannabis products and accessories, net of returns, and delivery
fees and is recognized at the time the customer receives the product.

E-commerce sales commenced on October 17, 2018. Wholesale sales commenced on March 26,
2019. Revenue for the period from October 17, 2018 to March 31, 2019 is as follows:

Revenue
E-commerce revenue 57,285,429
Wholesale revenue 6,581,111

63,866,540

Credit losses incurred on e-commerce transactions were $87,585 for the year ended March 31,
2019. Refer to Note 17.

Cost of sales

Cost of sales includes the cost of inventories sold, determined by the weighted average cost method,
as well as other costs incurred by OCRC to fulfill its contractual obligations to customers.

E-commerce cost of sales commenced on October 17, 2018. Wholesale cost of sales commenced
on March 26, 2019. Cost of sales for the period from October 17, 2018 to March 31, 2019 is as
follows:

Cost of sales

Inventory expensed 36,786,046
Other costs of sales 7,299,847
44,085,893
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14. Selling, general and administrative expenses

Selling, general and administrative expenses include the following:

Year ended March 31, 2019 December 12, 2017 to
March 31, 2018

Shared services (Note 19) 24,876,323 6,666,054
Salaries and benefits 9,274,672 86,379
Impairment 8,989,770 -
Information systems and technology support 5,246,275 -
E-commerce transaction processing 2,998,985 -
Professional services 2,408,062 -
Contract terminations 1,408,934 -
Occupancy 1,177,401 -
Termination of leases (Notes 7 and 10) 983,004 -
Consulting services 905,757 -
Contract services 640,058 -
Insurance 581,496 -
Recruitment services 570,212 =
Depreciation and amortization 174,201 2,719
Other expenses 1,008,229 50,096

61,243,379 6,805,248

Impairment

The Government announcement on August 13, 2018 to discontinue the establishment of retail stores
resulted in certain assets being recognized as impaired. Impairment expense for the year ended
March 31, 2019 is comprised of the following:

Store fixtures in progress (Note 6) 8,694,289
Computer hardware (Note 6) 250,445
Machinery and equipment (Note 6) 45,036

8,989,770

The recoverable amount of store fixtures in progress is estimated at nil, based on its value in use.
Negotiations are in progress to settle claims with respect to termination of the contracts to build the
store fixtures. Settlement of the contract termination claims may result in future recoveries. Pending
settlement of the contract terminations, there is no basis to reliably estimate the amount, if any, of
the fair value less costs to sell the store fixtures.

The recoverable amount of computer hardware and machinery and equipment was estimated at nil,
based on its value in use. Due to the rapid obsolescence of the equipment and the anticipated
timing to sell the equipment, it is estimated that the fair value less costs to sell the equipment is not
significant.
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15. Finance income and finance costs

Finance income and costs include the following:

December 12, 2017

Year ended March 31, 2019 to March 31. 2018

Interest income on bank balances 496,075 14,238
Lease liabilities interest expense (22,987) -
OFA loan interest expense (Note 11) (1,032,963) (15,894)

(559,875) (1,656)

16. Post-employment and other long-term employee benefits

(i) Employee pension benefits

OCRC provides defined pension benefits to all permanent employees and to non-permanent
employees who elect to participate through the Public Service Pension Fund (“PSPF”). The
Province, which is the sole sponsor of the PSPF, determines OCRC’s annual contributions to the
fund. As the sponsor is responsible for ensuring that the funds are financially viable, any surpluses
or unfunded liabilities arising from statutory actuarial funding valuations are not assets or obligations
of OCRC.

OCRC'’s contributions to the plan are accounted for on a defined contribution basis with OCRC’s
contribution charged to the Statement of Loss and Comprehensive Loss in the period the
contribution becomes payable. During the year, OCRC made pension contributions to the plan that
amounted to $515,711 (2018 - $4,607). These amounts are included in salaries and benefits
expenses and reported in selling, general and administrative expenses in the Statement of Loss and
Comprehensive Loss.

(ii) Other long-term employee benefit plans

Other long-term employee benefits provided by OCRC include self-insured workers’ compensation
benefits and long-term income protection benefits.

No amount has been recognized for workers’ compensation benefits as OCRC has not incurred any
workers’ compensation claims.

(iii)
As at March 31, 2019, the liability for long-term income protection benefits recognized amounted to
$85,500 (2018 - nil), which is included in the Statement of Loss and Comprehensive Loss.
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17. Financial risk management

OCRC'’s Treasury Risk Management Policies regarding financial risk management and internal
controls are being developed to set out a prudential framework for the identification, measurement,
management and control of financial risks. These policies are a fundamental part of OCRC’s long-
term strategy covering areas such as credit risk, liquidity risk and interest rate risk. OCRC’s financial
risk management approach is to minimize the potential adverse effects from these risks on its
financial performance. OCRC is exposed to the following financial risks:

(a)

(b)

()

Credit risk

Credit risk is the risk of financial loss due to a financial counterparty or another third party
failing to meet its financial or contractual obligations to the OCRC.

OCRC is exposed to credit risk through its cash accounts and trade receivables. OCRC
minimizes credit risk on its cash accounts by restricting its banking and cash management to
arrangements with Schedule A banks. With respect to trade receivables, OCRC requires both
e-commerce and wholesale customers to pay for purchases prior to shipment. In addition,
OCRC employs various fraud detection tools to identify high-risk e-commerce transactions.
These practices enable OCRC to minimize credit risk. There are no trade receivables from
customers as at March 31, 2019. Consequently, OCRC estimates lifetime expected credit
losses as at March 31, 2019 to be nil. Incurred credit losses are due to fraudulent e-
commerce customer transactions that occur subsequent to shipment of product. Refer to
Notes 4 and 12.

Liquidity Risk

Liquidity risk is the risk that OCRC may not have cash available to satisfy financial liabilities as
they fall due.

OCRC seeks to limit its liquidity risk by actively monitoring and managing its available cash
reserves to ensure that it has sufficient access to liquidity at all times to meet financial
obligations when due as well as those relating to unforeseen events. In addition, OCRC has
developed policies and practices to maximize working capital. Until 2020, OCRC’s liquidity
risk is mitigated through financing arrangements with the OFA. During this period up to $150
million is available to OCRC for its set-up costs and initial operations. Refer to Note 11.

Interest Rate Risk

Interest rate risk refers to the risk that the value of a financial instrument or cash flows
associated with an instrument will fluctuate due to changes in market interest rates. OCRC is
exposed to interest rate risk on its cash deposited in bank accounts and on its loan liability
balance owed to the OFA. The OFA Loan interest rate is variable, based on the one-month
Province of Ontario treasury bill rate plus OFA service charges.
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18.

19.

A sensitivity analysis of OCRC’s exposure to interest rate risk for the year ended March 31, 2019 is
as follows:

Increase/ (decrease) in net income

Interest rate risk exposure 0.5% increase in 0.5% decrease in

interest rates interest rates
Cash in bank 117,486 (117,486)
Borrowings (242,880) 242,880

Capital management

OCRC is a corporation without share capital. Its capital structure consists of borrowings and
accumulated deficit.

OCRC'’s objectives in managing its capital are to preserve capital and to maintain sufficient liquidity
to meet future financial commitments, including the repayment of borrowings from the OFA. By
achieving these objectives, OCRC is able to fund its future growth.

The Board of Directors is responsible for oversight of management, including policies related to
financial risk management. OCRC’s management is responsible for overseeing its capital structure
and mitigating financial risk in response to changing economic conditions.

Related parties

The related parties of OCRC consist of the Province and its government departments, agencies,
ministries, Crown Corporations, and key management personnel of OCRC, close family members of
these individuals, or entities controlled or jointly controlled by these individuals.

The following transactions were carried out with related parties and recorded at the exchange
amount.
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(a) Ontario Financing Authority
On February 14, 2018, OCRC entered into a loan with the OFA and the Minister of Finance
to finance OCRC'’s set-up costs, including the shared services provided by LCBO. The

amount of the loan at March 31, 2019 is $65,048,857 (2018 - $25,015,894) including
accrued interest of $1,048,857.

(b) Liquor Control Board of Ontario (“LCBO”)

In support of OCRC'’s establishment and initial operations, LCBO provided shared services,
goods and other property to OCRC that were recoverable by LCBO on a cost basis.

Costs invoiced to OCRC by LCBO were as follows:

For the year ended December 12, 2017 to

March 31, 2019 March 31, 2018

Shared services:
Shared administrative services 23,940,802 6,657,784
Property, plant and equipment 3,170,448 1,591,380
Prepaid software licences and support 97,241 1,108,928
Other prepaid items - 361,645
Reimbursement of OCRC own expenses 609,645 43,165
27,818,136 9,762,902

' Certain comparative figures have been reclassified to conform to the financial statement presentation adopted for the current
year.

For the year ended March 31, 2019, $3,447,503 (2018 - $10,150,468) is included in trade and other
payables for transactions with LCBO.

LCBO has entered into an arrangement with a warehousing services provider on behalf of OCRC.
The warehousing services provider leases a warehouse facility from a third party. LCBO and OCRC
are not parties to this lease. For the year ended March 31, 2019, OCRC reimbursed LCBO for lease
expenses related to OCRC'’s use of the warehouse in the amount of $364,177. At March 31, 2019,
OCRC’s commitment to LCBO related to the warehouse lease is $1,157,781 (2018 - $1,521,958).
Refer to Note 22 (d).

(c) Key management personnel

Key management personnel are those individuals having authority and responsibility for
planning, directing and controlling the activities of OCRC. Key management personnel
include members of the Board of Directors as well as the President and Chief Executive
Officer and top senior officers of OCRC. Board members receive a per diem remuneration
for attending regularly scheduled meetings and for serving on the Finance and Governance
Committee and the Human Resources and Compensation Committee.

Key management personnel compensation for the year ended March 31, 2019 was

$316,511 (2018 - $11,560), comprised of salaries and benefits, directors’ per diem fees, and
other short-term employee benefits.
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20. Commitments for expenditure

As at March 31, 2019, OCRC’s commitments include the lease arrangements disclosed in Notes 10
and 19. OCRC’s commitments for lease arrangements executed subsequent to March 31, 2019
include the lease arrangements disclosed in Note 22 (b). In addition, commencing July 1, 2020,
semi-annual loan repayments to the OFA are required. The amount of the commitments for loan
repayments will be determined on January 1, 2020 reflecting the loan balance and the applicable
interest rate at that time. Refer to Note 11.

21. Contingent liabilities
Based upon legal assessment and information presently available, OCRC has determined that it is
not exposed to any material contingent liabilities; consequently, no amount is recognized for

contingent liabilities in these financial statements.

22. Subsequent events

(a) Funds draw-down from OFA

Additional borrowings of $15 million were drawn from the OFA subsequent to March 31,
2019 (April 1, 2019 - $10 million; June 2, 2019 - $5 million), reducing the remaining principal
available for further drawdown to $71 million.

(b) Head office relocation and lease

Subsequent to March 31, 2019, OCRC relocated its head office to 4100 Yonge Street, Suite
200, Toronto, Ontario Canada, M2P 2B5.

OCRC executed a lease for the office on April 1, 2019. The lease is for a five-year term with
two five-year renewal options. During the first five-year term, commitments under the lease
for rent, taxes, operating costs and utilities, net of lease inducements, are as follows:

2020 1,392,279
2021 1,744,520
2022 1,744,520
2023 1,818,676
2024 1,818,676

8,518,671
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(c) Inventory chargebacks

On July 8, 2019, Health Canada issued a compliance report to one of OCRC'’s licensed
producers (“LP”) indicating that they were non-compliant with federal laws relating to the
production of cannabis. In response, OCRC placed a hold on the distribution and sale of
$3.2 million (excluding HST) of inventory on hand from this LP. On August 16, 2019, the
OCRC informed this LP that it was exercising its right, pursuant to its supply agreement, to
return the inventory to the LP, and the OCRC further intends to exercise any additional
contractual rights it has in order to recover any additional costs associated with the above
noted return.

LP inventory chargebacks are fully set-off against any amount payable to the LP, mitigating
any financial exposure to OCRC.

(d) Assignment of contract

Effective July 1, 2019, OCRC executed agreements for the assignment and assumption of
certain warehouse agreements from LCBO. Refer to Note 19 (b).
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