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Prelace

A central challenge for success in
consumer health is not so much the
shortage of innovative ideas, but rather
determining which ideas to support

and scale. CBD - cannabidiol, a non-
psychoactive component of the cannabis
plant — has experienced a greater hype on
the consumer market than almost any other
product over the last two to three years.
However, the extent to which CBD will be
the driving force in the consumer health
industry is yet to be seen.

Consumer health is a US$250+ billion
global industry and is expected to
continuously grow. Key categories are over-
the-counter (OTC) and vitamins and dietary
supplements (VDS), fueled by demand from
health-focused consumers, an ageing
population and growing wealth

in emerging markets.

KPMG

In terms of market share, CBD currently
plays a minor role, accounting for less than
5% of the global consumer health market.
Nonetheless, CBD consumer health
products, focusing on VDS and OTC, have
paved the way for strong sales growth in
the past three years, outstripping the growth
in the global consumer health market by
roughly 40%.

Besides these promising growth rates,

the CBD consumer health market is a
fragmented industry in upheaval,
challenged by a confusing regulatory
landscape. While the industry is expected
to continue to display strong sales growth
in the future and many market participants
are currently growing, most companies
have been unprofitable over the past
several years. Proving to be a winner in this
industry thus remains exceedingly difficult
in the current market climate.
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So which attributes will define the winning
players in the CBD consumer health
market?

This paper examines the when, where

and how when it comes to planning an entry
into the CBD consumer health market. We
collected data, conducted research, spoke
to market participants about its regulatory
status and drew out potential market
entries. Furthermore, we surveyed
(potential) customers in the USA and
Germany, because however good the
theory on the success of CBD in consumer
health might be, it cannot be effective and
sustainable without considering the
customer.
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The outcome is clear. A lack of dominant
players, a currently fairly valued market
climate after years of CBD “hype” and a
promising regulatory scenario, in which
future regulatory developments are likely
to open up the market, form the basis for

a market entry. And the customer? Well,
while efficacy and price are currently
important, successful claims with regard to
safety and trustworthiness will become key.

It is therefore now the time that consumer
health companies should explore the
opportunities of CBD, play to their
strengths and make their move.

For their support and invaluable
discussions, many thanks goes to my
colleagues Harry Mulgrew and Jan
Bruening.

Meino Mueller
Partner
Deal Advisory, Strategy
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What is CBD?(2 What does the CBD market look like?("

The active ingredient of cannabis,
which is derived directly from the

hemp plant and indirectly stimulates the
endocannabinoid system to produce its
own cannabinoids rather than directly
interacting with the cannabinoid

The global CBD market has
grown by 43% since 2016,
reaching a market volume of

receptors (CB1 and CB2). CBD is $8.2 bn in 2019. Vitamins &

non-psychoactive and has not shown
evidence of abuse potential nor any
public health-related problems according
to the WHO. Studies have indicated its
potential in several areas such as
mental health and chronic pain.

Note: (a)

dietary Supplements (VDS) is
the dominant market segment.

The CBD consumer health
market is currently highly
fragmented, with no player
gaining more than a 5% market
share. Major players, mostly
cannabis-only companies, follow
a vertically integrated operating
model.

Insights based on a customer survey conducted by Bilendi, asking a sample representative of the CBD markets in the US and Germany (sample = people currently using or considering using CBD)

Sources: (1) Grand View Research Inc. 2020; (2) World Health Organisation 2017; KPMG, Germany, Research 2020
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Positive regulatory
development in the key
markets of North America, Latin
America and Europe. Regulations
around standardised labelling
and marketing of consumer
health products predicted to

open up by 2023.

Potential customers are equally
represented across gender, all
ages and social classes. Their
perception of CBD has continued
to increase positively over recent
years.

What are customer preferences?(@

Recommendation (42%), social media (36%)
and online advertising (33%) are the most
recognised information channels for CBD

There is no clear picture about whether CBD
user/insiders prefer to purchase the product
from an online or stationary retailer. One in
two participants prefer both equally (44%)
Currently, one in every two CBD user/insider
(48%) prefer products from a specialised
market player

Most CBD users/insiders (40%) do not mind
whether CBD comes from the producer or if
it is being supplied by a specialist

Today, more than half of CBD users/insiders
rates the efficacy (54%) and the price (53%)
as relevant factors for their purchase
decision, followed by trustworthiness

of the brand (43%)

One in three CBD users/insiders either prefer
oil (33%) or tablets (33%) as the dosage
form. For one in four, it makes no difference
(25%)
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What are the key stages for a successful market entry?

Decisive Timing

Now is the time for an early entry. Consumer
health players will benefit from entering the
CBD market in a developing stage where
they can establish a dominant position.

— Customer surveys and strong sales
growth in recent years indicate a high
consumer demand

=> Capture this growing customer
base now

— Markets are currently highly fragmented
and are likely to consolidate in the years
to come

=> Enter the market while the
competition is not fully developed

— Regulatory scenarios are promising and
will likely open up the market by 2023

=> Establish a dominant position in
the market before new companies
join the playing field

Source: KPMG, Germany, Research 2020

KPMG

Strategic Entry

Target a particular geographical market
and penetrate it to reach significant market
share rather than expanding too quickly.

— Regulations on CBD differ by country
or state

= Understand the specific market
to avoid getting caught up in legal
obstacles

— Business models shift from an
inefficient global format towards
a lean and local setup

=> Learn from this and avoid
spreading operations across
geographical regions upon initial
market entry

— Markets are currently overrun
with numerous CBD products

= Penetrate the market and create
a brand that stands out

NEW KID ON THE BLOCK? A LOOK AT CBD IN CONSUMER HEALTH

Operational Expertise

Specialise in end-product sales, rather than
vertically integrating along the value chain,

in order to benefit from higher margins and

end-customer contact

— Profit margins in cultivation and
processing are currently low

= Focus on activities close to the
customer that result in higher
margins

— Cultivation and processing require
investments in extrusion plants,
production facilities and specialist
personnel

=> Outsource these early steps in
the value chain and leverage local
suppliers
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Unique Selling Point

Leverage margins through creating
derivatives-based products and develop a
well-thought-out brand based around safety
and trustworthiness by incorporating
consumer health expertise and reputation.

— CBD derivatives can achieve up to
2-3x higher margins than CBD oil

=> Offer products that combine CBD
with the benefits of existing
consumer health products

— Customers are currently sensitive to
efficacy and price of CBD products.
Highly developed CBD markets
indicate an additional interest in
the trustworthiness of brands

= Combine a strong, reputable
brand with CBD products that
are scientifically backed
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What is CBD?

The active ingredient of cannabis, which is derived

directly from the hemp plant and indirectly stimulates the
endocannabinoid system to produce its own cannabinoids
rather than directly interacting with the cannabinoid receptors
(CB1 and CB2). CBD is non-psychoactive and has not
shown evidence of abuse potential nor any public health-
related problems according to the WHO.® Studies have
indicated its potential in several areas such as mental health
and chronic pain.@@E10)(11)

$8.2bn

$2.8bn —

2016 2019

— Loosening of CBD regulation and increasing
awareness of the consumer health benefits
have led to strong sales growth

— Global CBD market is now penetrating 3.2% of the
global consumer health market, at USD 8.2 billion("

— Realised CAGR of 42.8% compared to 2.9% in overall
consumer health market from 2016 to 2019("

1.

2,

3.

North America

Latin America

Europe
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North America offers the largest markets for CBD end users (USD 4.9 bn). US and Canada account for
60% of the market after loosening regulation in 2018(")

Latin America is positioning itself as a second market-in-the-making with 14% of the market share in
2019 (USD 1.2 bn)(M

Europe is the third-largest market with a 12% market share (USD 0.9 bn) and a rapidly developing
regulatory climate(")

Sources: (1) Grand View Research Inc. 2020; (2) World Health Organisation 2017; (3) Hammel, D. et. al. 2016; (7) Gamble, L. et. al. 2018; (9) Russo, E. 2008; (10) Carr, D., Schatman, M. 2019; (11) Health Europa 2020; KPMG, Germany, Research 2020

KPMG
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ISheavlly Dased on customer acceplance across gender, all ages and dll Classes.

4=

USA: CBD users/insiders in the population

Don’t know CBD
19%

Don’t consider .'

8%

Yes, | take CBD
42%

Maybe consider
18%

Yes, | consider
13%

— High awareness of CBD in the US (representing a mature market) —
3 out of 4 people have taken or would consider taking CBD

— CBD insiders/users are represented equally across the population of the United States in
terms of age, gender, income and education — CBD is accepted across all social classes

— General perception of CBD has experienced a positive change over recent years —
less than 1 in 10 would not consider using CBD at all

DE: CBD users/insiders in the population

Yes, | take CBD

I 16%
Yes, | consider
14%
.‘ Maybe consider

16%

Don’t know
CBD
48%

Don’t consider
6%

— Medium awareness of CBD in Germany (being a more premature market) —
around half do not know what CBD is, which in turn indicates greater potential
once customers are educated

— CBD insiders/users are represented equally across the population of Germany in terms of
gender, income and education with the exception for age — younger people are currently
more likely to be CBD users

— General perception of CBD has experienced a positive change over recent years —
just about 1 in 20 would not consider the using CBD at all

Note: Insights based on a customer survey conducted by Bilendi, asking a sample representative of the CBD markets in the US and Germany (sample = people currently using or considering using CBD)

KPMG
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Jeading to significant growth of the CeD market outpacing the consumer health markel
N he Coming years

CBD CH market to grow to USD 43.8bn with 2016-27 CAGR of 28.4% outstripping CH CAGR of 2.3%("

What are the drivers behind such 308.908
tremendous growth? ’

— Regulation is on the move
in countries across the globe, 257,785 263,548
legalising CBD and opening
new potential markets 236,446

— Increasing customer awareness of the
health benefits experienced from taking
CBD is driving consumer demand

— General acceptance is increasing, with
a growing number of studies showing
positive efficacy of CBD

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027

Overall consumer health market (USD million)

=== (CBD consumer health market (USD million)

Sources: (1) Grand View Research Inc. 2020; KPMG, Germany, Research 2020
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LB products Inconsumer health are Segmented Nto two main categories,

DOt OF WiIch Wil Turt

Ner penetrate the overalmarket In the years 1o come

OoTC Nutraceuticals Of the CBD consumer health segments, nutraceuticals are expected to be one of the
. f ing, i i ith th lati f th
— Over-the-counter (OTC) drugs — Nutraceutical CBD products are vaitsats]si:]grgv(\;li:tgar(:luseu::p?e?nr:xlsnignz:jos(:rl;(:t range combined with the deregulation of the
are medicines sold directly to the prophylactic and wellness products, ’
consumer without a doctor's typically incorporated into nutritional
prescription products and supplements
_ Over-the-counter CBD sales are __ Nutraceutical CBD sales are further CcBD p(_el?etration of consumer health market, 2019 — 2027(") Market penetration (%)
categorised under the product subsegmented into vitamins & dietary USD million
subsegments of analgesics supplements (VDS), sports nutrition o
(pain remedies), mental health, and weight management & well-being oTC 2019 [RAGZ 2019 2.7%
dermatology, sleep aids and others products 2027 129.520 2027 10.5%
CBD market by subsegment,
2019(M
2019 105,730 2019 4.0%
VDS
2027 126,127 2027 20.1%
Other vbs
) ®
Sleep Aids S 2019 20,928 2019 1.7%
0 = Sports
4% 3
Dermatology $8.2bn 3 2027 - 32,126 2027 7.0%
©
o
10% £ 2,234
Mental Health z
. 2019 17,113 2019 3.0%
Weight
) Sports Nutrition 2027 21,134 2027 12.3%
Analgesic .
Weight Management 2,597
Sources: (1) Grand View Research Inc. 2020; KPMG, Germany, Research 2020
© 2020 KPMG AG Wirtschaftspriifungsgesellschaft, a corporation under German law and a member firm of the KPMG global organization of independent member firms affiliated with KPMG International Limited, a private English 1 0
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Despite growth, stock prices pummeted in 2019 due (o overestimated potential
oversuply and lack of profits folowing nitial legalsation

Normalised stock price change of top listed CBD companies (% change to August 2018)

An entry into the industry in 2018 proved to be mistimed as the market showed clear signs of overheating.

US FARM BILL IN OCTOBER 2018 (] ll In the lead up to the US Farm Bill in October 2018, stocks rose by up to 1000% and CBD was hailed as the new “gold rush”
1200% -
I\’\ In 2019, several factors such as weak sales growth, an oversupply of hemp hitting the market and the
1000% ~ MARKET DOWN TURN 2019 1h inability of top CBD companies to turn a profit caused the stock market to go down
800% -

Unprompted buying
seen in the broader
flu and immunity
supplements sector
has not translated
into a sales spike
@f‘ for CBD during the
COVID-19 2020 "&%° COVID pandemic

600%

r

400%

Ly
~

200%
00/0 T T T T T T T : faathnt T T T
Aug. 18 Okt. 18 Dez. 18 Feb. 19 Apr. 19 Jun. 19 Aug. 19 Okt. 19 Dez. 19 Feb. 20 Apr. 20
—o— Tilray —— Canopy Growth Corp. —e— Elixinol —— Medical Marijuana Inc. —e— CV Sciences —e— Aphria

Sources: Company stock prices sourced from Yahoo Finance from Augiust 2018 to April 2020; KPMG, Germany, Research 2020
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AS Stock prices and multipies continue to fal, the CBD market IS Siowly consolidating
Witha large number of MaA deals Inrecent years

Market player landscape

— The market player landscape is
fragmented

— No single player captures a significant
market share

— Estimates put market leaders
(Canopy Growth Corporation, CuralLeaf
Holdings and Trulieve Cannabis) at
less than 5% of market share each

Market valuation

60% of market participants have
experienced a decline in market
capitalisation over the past year.(20)

Average EV/S multiples amongst the
largest Canadian operators have started to
decrease after an initial heap reaching
>100x:

— 2018: 103.4x due to the extreme levels
of anticipated sales growth post hemp
legalization(23)

— 2019: 55.8x with growth realised and
falling market cap@")

— 2020: 5.7x with equilibrium
reached as market settles(2

Q@

N\,

Number of M&A cannabis deals in the
US and Canada 2016-2019(4

304 293

143
85

2016 2017 2018 2019

— Number of M&A deals in the cannabis

industry has experienced a strong
ramp-up in recent years

— Bolt-on acquisitions are the common

theme, with larger players focusing on
the strategic value by integrating
certain steps of the value chain and the
respective know-how of smaller but
specialised companies

Path forward

After a quick uptick in M&A activities across
the CBD industry, with large CBD players
acquiring specialised targets, the market is
predicted to settle from 2022 onwards as
consolidation finalises and product
awareness grows. However, some
companies will struggle to break even

if they do not rein in their costs now and
begin to focus on profitability.

Note: The relevance of multiples is currently limited in the cannabis industry due to the degree of variability and growth in sales and profit. Note that the companies used in each of these timepoint averages differ, due to the changing competitive landscape from 2018 to 2020.
Furthermore, note that the 2018-2019 multiples are enterprise value to revenue multiples, where it is assumed that revenue is comparable to sales

Sources: (20) Ernst & Young 2019; (21) FTI Consulting 2019; (22) MJ Biz Daily 2020; (23) PWC 2019; (54) Viridian Deal Tracker 2020

KPMG
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AS part of Industry consoldation, major players have chosen to verticaly Integrate and
operate inallthree Stages of the value chain

Cultivation

Regulation often requires CBD
to be sourced purely from the
hemp plant...

— Cultivation consists of
preparing the ground, sowing
the seeds and harvesting the
hemp, followed by drying the
hemp plant

— Key players are Aphria and
ApTilray

Source: KPMG, Germany, Research 2020

Processing

...it is extracted from the hemp
plant using several methods...

— The main methods include oil
extraction, solvent extraction
and CO2 extraction

— This stage is led primarily by
specialised companies

— Key players are MediPharm
Labs, CBDistillery and Valens

... and can be sold either as an
oil or as a CBD-derivative

— This stage of the value chain
offers the most room for
innovation, with broader
consumer health knowledge
playing an important role in
the development of a range
of CBD products

— Key players are Trulieve
Cannabis, Curaleaf Holdings
and Canopy Growth
Cooperation

Many players in the CBD industry

have chosen to vertically integrate their
business by operating in all stages of
the value chain.

m © 2020 KPMG AG Wirtschaftspriifungsgesellschaft, a corporation under German law and a member firm of the KPMG global organization of independent member firms affiliated with KPMG International Limited, a private English 13
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Lustomer development a market potential Strondly depend on the reguiatory timeline
(Nrougn the different stages

Established regulatory stages Next stages in regulatory process
CBD 1.0 CBD 2.0 CBD 3.0 CBD 4.0
— Legalisation of hemp/ — Widespread legalisation of — Standardisation of CBD packaging and — Clinical research into CBD gains regulatory
marijuana production CBD-based products labelling support
— Build-up of CBD supply chain — First major product lines brought — Legal marketing of CBD as a consumer — Mainstream trust and wider acceptance
— Introduction of products to the to the industry health product accomplished through targeted customers
market

Expected sales (USD M)("

30.000 1 Q1 2021: CBD VDS industr
: . _ Yy
Q4 2019: Further Development of Q1 2022: Beglnplng
25.000 ~ legalisation of CBD COVID-19 of sales regulation
products (Canada) vaccination agsumeq — with
20.000 - assumed —long- particular impact on
; US VDS market .
15.000 - Q4 2018: Legalisation of terlrp 'T%aCt CBD OTC industry
hemp and CBD (US) and imite
10.000 - marijuana (Canada)
5.000 - R CBD Wellness industry
* 3 e —o
0 $ 2 > + -y —— ® ¢ CBD Sports nutrition
2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027
PHASE 1 - LEGALISATION PHASE 2 - ADOPTION AND PHASE 3 - AWARENESS AND PHASE 4 - ACCEPTANCE AND
AND INTRODUCTION INNOVATION GROWTH ESTABLISHMENT

Sources: (1) Grand View Research Inc. 2020; KPMG, Germany, Research 2020
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USA

— Production of hemp as well as CBD-
based products is legalised on a federal
level(™

— Regulation may be passed either
directly by the FDA or by a
governmental body such as
Congress@7)

— ltis expected that the next wave of
OTC and VDS CBD products will
become legal by 2023(28)(29)

‘ ‘ The way the states ultimately
legalised marijuana at the state level was

largely through voters’ initiative. [...] | think that it is

Canada

— In Canada, hemp as well as marijuana
are legalised on a federal level

— Canada is considering a new class of
cannabis health products allowing OTC
sales with legal health claims

— CBD 3.0 regulation is expected to take

hold within the next two to three
years(20)(23)(24)(25)(26)

the people’s voice which has had the most impact

over the last few years.

b §

)J

Lilly Lentz, General Counsel at the cannabis
consulting firm Gateway Proven Strategies

NEW KID ON THE BLOCK? A LOOK AT CBD IN CONSUMER HEALTH

Europe

— CBD was labelled as “Novel Food” by
the EFSA, restricting the industry and
requiring market participants to go
through an extensive process to obtain
authorisation to sell ingestible CBD
products(15X16)17)(18)(19)

— Currently no unified approach across
countries in Europe

— ltis expected that markets will begin to
grow by 2021

&

Other Regions

— Regulations in the Middle East and
Africa are restrictive and slow to
change with the exception of Israel,
South Africa, Lesotho and Zimbabwe(")

— In the Asia Pacific region, Australia,
South Korea and Japan have legalised
medical cannabis on a federal level™

— China is a key producer but still
restricts sales in the country(")

| think we need to see
greater understanding and more

guidance as to what the recommended
dosage levels should be for certain CBD
products. It’s about educating and keeping
the consumer safe.

)J

B §

Ricardo Geada, Head of the Cannabis &
Regulatory Team at Mackrell Solicitors

Sources: (1) Grand View Research Inc. 2020; (15) Ledger, E. 2019; (16) Hemp Consult 2020; (17) Sikic, Jasminka 2020; (18) Toszer, M. 2020; (19) Mohanty, S. 2019; (20) Ernst & Young 2019; (21) FTI Consulting 2019; (23) PWC 2019; (24) Government of Canada 2020; (25) Isura 2019;
(26) Staniforth, J. 2019; (28) UPI 2020; (29) Grebow, J. 2020; KPMG, Germany, Research 2020

KPMG
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LB reguiations are opening up, With experts predcting the next wave of 08D 50
‘eguiation Inleading markets by 2023

23rd commissioner of FDA (Gottlieb)

CHAPTER 02 CHAPTER 03 NEW KID ON THE BLOCK? A LOOK AT CBD IN CONSUMER HEALTH

FDA approves Epidiolex, first CBD- US approves first OTC CBD topical, FDA has been mandated to assess

based prescription medicine for
seizures®);
US Farm Bill legalises hemp and

hemp-based CBD on federal level

UK changes its laws on
medical cannabis, largely due
to pressure from the highly
publicised Hannah Deacon
0888(37)(38)

Cannabis Act legalises
recreational and medical

cannabis. Canada becomes the
second country in the world to
legalise recreational cannabis
after Uruguay(20)(23)

known for his pro-CBD stance steps
down. FDA becomes much less
active on issue of CBD regulation

Novel Food ruling from EFSA relabels
CBD as "novel", thus restricting the
industry. The majority of European
countries align their regulations with the
EU ruling but some (e.g. Poland) do not
enforce it(16)

Cannabis Act introduces new
reglations for derivative
products including cannabis
extracts (such as CBD), edible
cannabis and cannabis topicals

Elixicure(;

Congress introduces a bill to allow
CBD usage as a dietary supplement,
thus putting pressure on FDA

UK Food Standard Agency (FSA)

announced that that business with current

ingestible CBD products on sale must

apply for Novel Foods Authorisation by 31

March 2021; inexperienced players
expected to leave the market

Canadian Government
expected to introduce a new
category of “Cannabis Health
Products” (CHPs)(24)(25)(26)

public data and clinical studies on
the safety, tolerability and drug
interaction of CBD, in order to quickly
provide effective regulation around
this product(29)0)

20,000 patients to be signed up for the
EU's "Twenty21" project studying the
efficacy of medical cannabis — Europe's
first medical cannabis registry expected to
push clinical acceptance(®?);

ACI study to decide recom. CBD dosage

CHP classification expected to
provide a legal pathway for
marketing consumer health
products

2018 2019 2020 2021 2023

Sources: (4) FDA 2018; (11) Health Europa 2020; (16) Hemp Consult 2020; (20) Ernst & Young 2019; (23) PWC 2019; (24) Government of Canada 2020; (25) Isura 2019; (26) Staniforth, J. 2019; (29) Grebow, J. 2020; (30) Holz, R. & Blinkoff, S. 2020; (37) Deacon, H. 2019; (38) Busby, M.
2019; (39) Health Euopa 2019; KPMG, Germany, Research 2020
© 2020 KPMG AG Wirtschaftspriifungsgesellschaft, a corporation under German law and a member firm of the KPMG global organization of independent member firms affiliated with KPMG International Limited, a private English 1 7
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N recent nistory, customer Intiatives have been Shown 1o have animpact on reguiatory
(evelopment - such as inthe case of Hannan Deacon

The story of Hannah Deacon(37)(38)

— Legalisation of medicinal cannabis in the UK was
pushed to a certain extent by a single mother,
Hannah Deacon, who was attempting to obtain the
drug for her epileptic son

— Prior to receiving medicinal cannabis, her son Alfie
was having around 300 seizures per month and was
hospitalised every 4 to 10 days. Hannah was treating
this with steroids which the doctor’s said would
eventually lead to his premature death

— In desperation, Hannah moved her son to the
Netherlands, where he was prescribed by a high-CBD,
full extract cannabis product with 2mg of THC added.
After three months, the seizures became less frequent,
with Alfie eventually going 40 days without a seizure

— Upon returning to the UK, Hannah began a high-profile
campaign to obtain a prescription within the UK, which
gained widespread media traction

— On 1 November 2018, the UK changed its laws on
medical cannabis. Six days later, Alfie became the
first NHS patient to receive cannabis oil

The challenge with drug-resistant epilepsy®

Epilepsy is one of the most common neurological disorders
that affects people of all ages. It is characterised by its
unpredictable seizures, a sudden surge of electrical activity
in the brain. Between 30 to 40 percent of those who have
epilepsy have what'’s called “drug-resistant” or “medically
refractory” epilepsy, which does not respond to standard
anti-seizure medications. These patients only have a few
options to treat their seizures, one of which is epilepsy
surgery, which has a relatively high success rate but also
carries a higher risk, and only a small percentage of patients
are actually eligible for surgery. Next to advancements in
minimally invasive surgery and neurostimulation devices,
CBD has shown potential in this regard. With the FDA
approval of Epidiolex, CBD has proven to be effective in
controlling seizures.

Sources: (4) FDA 2018; (37) Deacon, H. 2019; (38) Busby, M. 2018; KPMG, Germany, Research 2020

KPMG

It is stories like Alfie’s and other patients whose

suffering from chronic pain and/or disorders has

been successfully treated by cannabis based
medicines, where traditional medicines did not produce
results (and in some cases had serious side effects), where
the movement for more access to such cannabis medicines
has come from. There are reports that only 2 patients are
receiving medical cannabis on the NHS against circa. 500
privately (exc. Epidiolex and Sativex prescriptions). More
education in the UK for doctors is required as to when, how
and which medical-based cannabis products should be
prescribed. Public bodies such as NICE need to do more to
educate both patients and doctors as to the benefits [of

medical cannabis].

Ricardo Geada, Head of the Cannabis & Regulatory
Team at Mackrell Solicitors
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CHAPTER 01

When loenter?

CHAPTER 02 CHAPTER 03

Early mover VS.

How we define it

Established consumer health players who make the initial
entry into the CBD consumer health market within the next
one to two years

Key takeaways

— Established consumer health players in the CBD
market will be able to target (and capture) a much wider
customer base early, based upon their consumer health
expertise and/or reputation

— Early movers can secure a strong supply chain,
benefiting from entering a market that is currently
unconsolidated and weakened

— Early movers expose themselves to regulatory risk,
as the regulatory changes towards CBD are difficult
to anticipate

Source:

KPMG

KPMG, Germany, Research 2020

®
xs' Late mover

How we define it

Established consumer health players who continue to
observe the market over the next two to three years and
move based on the success of the early movers

Key takeaways

— Late movers benefit from observing the mistakes and
successes of the early movers on the market. They are
able to reduce their costs by avoiding regulatory
“growing pains” and lobbying expenses

— Late movers greatly reduce their risk as they move
into a market which is by then presumably securely
deregulated

— Late movers miss out on several early mover
advantages such as securing a new customer
base and building brand awareness early

NEW KID ON THE BLOCK? A LOOK AT CBD IN CONSUMER HEALTH
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Our point of view:

Likelihood of regulation opening up by 2023, particularly
in North America and Europe, indicates that the stage is
set for an entry into the CBD industry

Early movers in consumer health will therefore benefit
from a decisive advantage as they capture their
customer base early

Early movers can secure partnerships with key suppliers
and develop a strong supply chain
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Market condifions Indicate the Stade IS seLfor a timely entry

A retrospective view of the CBD market shows that the criteria required for a successfully timed market entry are currently met

Consumer Demand

The global CBD consumer health market is
predicted to grow by 24.6% yearly over the
next seven years to a market volume of USD
43.8 bn, showing significant growth
potential(!)

— CAGR of the past three years of 42.8%
outstripped the consumer health CAGR
over the same period of 2.9%!(")

— Global CBD consumer health market
has grown from USD 2.8 bn in 2016 to
USD 8.2 bn in 2019M

— Global OTC sector grew yearly by
53.0% from 2016 to 2019, due to the

Competitive Environment

The market is currently highly fragmented
and dominated by players with limited
pharmaceutical knowledge, operating at low
margins

— The market is likely to consolidate in
the coming years with approximately
300 M&A deals in the US and Canada
in both 2018 & 201964

— Market participants are currently facing
low margins, numerous competitors
and evolving supply-chain mechanisms

— Of the top 20 CBD players in CH, less
than a quarter have a pharmaceutical

Market Valuation

The global CBD market has experienced a
significant shift towards lower valuations in
the past year, with 60% of public companies
having experienced a decline in market
capitalization(%)

— In June 2019, the top 20 largest
Canadian cannabis companies had an
average EV/S multiple of 55.8x(2")

— EV/S multiple of 5.7x is the latest 2020
average estimate amongst the top
Canadian vertically integrated cannabis
operators(?2)

Regulatory Development

CBD regulations are opening up, with
experts predicting the next wave of CBD 3.0
regulation in leading markets by 2023

— The US FDA has already approved
CBD drugs but continues to ban the
use of CBD in the VDS
industry#)(11)(28)29)

— In Europe, Project Twenty21 will begin
to establish the OTC market and
consumer demand will push regulations
forward(9)

— Canada is currently developing CBD
3.0 regulation which is expected to take

diverse applications of CBD(") background effect within the next two to three years
Sources: (1) Grand View Research Inc. 2020; (4) FDA 2018); (11) Health Europa 2020; (20) Ernst & Young 2019; (21) FTI Consulting 2019; (22) MJ Biz Daily 2020; (28) UPI 2020; (29) Grebow, J. 2020; (39) Health Europa 2019; (54) Viridian Capital Adviors 2020;
KPMG, Germany, Research 2020
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CHAPTER 01

Where to enter?

CHAPTER 02 CHAPTER 03

Land-grabbing VS.

How we define it

Acquiring existing players and using quick, inorganic growth
to gain customers, often through substantial initial
investments with no immediate return

Key takeaways

— Key CBD players are currently following buy-and-scale
strategies

— Obijective is to develop a wide spread customer base
and establish a foothold in several geographical markets
simultaneously, in order to gain market dominance

— Comes at a significant cost and assumed to be
ineffective at turning profits until now

— Issue is often regulation — entering too many markets
leads to operational issues as the CBD market is highly
unpredictable with fluctuating regulations which differ
from region to region

Source: KPMG, Germany, Research 2020

KPMG

Strategic penetration

How we define it

Choosing a particular geographical target market and
penetrating it using a mixture of organic and inorganic
growth to dominate the niche before expanding outwards

Key takeaways
— Long-term focus on the business’s bottom line

— Fully understand the regulatory environment in one
market rather than face regulatory uncertainties when
entering multiple markets simultaneously

— Able to focus resources on establishing strong customer
base with brand awareness and knowledge of specific
regulations

— Slower to capture global market share

NEW KID ON THE BLOCK? A LOOK AT CBD IN CONSUMER HEALTH
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Our point of view:

The regulatory CBD landscape is highly complex
and very different from market to market

Target a particular geographical market and penetrate it
in order to fully understand the regulatory environment
and achieve significant market share rather than
expanding too quickly
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company limited by guarantee. All rights reserved. The KPMG name and logo are trademarks used under license by the independent member firms of the KPMG global organization.



CHAPTER 01 CHAPTER 02 CHAPTER 03

NEW KID ON THE BLOCK? A LOOK AT CBD IN CONSUMER HEALTH

Jespite the Industry norm of lanc-granbing, targeted penetrationis more suted o the

LBl Inausry

Three reasons why a targeted penetration approach seems more appropriate in the CBD industry:

In the quickly changing CBD industry, knowledge is
power

It is highly important to know the playing field before
expanding too quickly. Penetrating a particular market allows
you to master the regulatory and legal environment of that
domain and stay ahead of competitors who spread
themselves too thinly and find themselves caught-up in

legal obstacles. This is pertinent for the CBD market where
differing regulation across markets can lead to missed time
on the market and untargeted “land-grabbing” can rack up
huge losses.

Source: KPMG, Germany, Research 2020

KPMG

The major players on the CBD market are currently
burning money at an unsustainable rate

Market expectations continue not to be met, with several of
the large players struggling to generate profits from CBD
operations. Issues lie in the costly cultivation process and in
the inconsistent market environment. Stock prices and
investor expectations have plummeted and there has been a
decisive move away from land-grabbing towards asset light,
leaner business models.

The CBD market is a highly fragmented market with no
clear winner at the moment

Penetrating the market allows the brand to stand out in a
market overrun with CBD products and helps the company
to benefit from customer loyalty and awareness. This has a
knock-on sales effect, thus helping the company to
consolidate its position and dominate the market before
moving on.

© 2020 KPMG AG Wirtschaftspriifungsgesellschaft, a corporation under German law and a member firm of the KPMG global organization of independent member firms affiliated with KPMG International Limited, a private English 26
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Lase slUdy: Example of targeted market penetration with Trulieve Gannanis

Trulieve Cannabis‘s targeted penetration
of the Florida market

— The majority of CBD players have operated under
losses over recent years. One player to buck this trend
is Trulieve Cannabis, a medical marijuana and CBD
company which achieved an operating profit margin of
+30.9% in Q3 2019, something which no other player
has been able to do. Trulieve is unique in following a
different operational strategy than the majority of market
players

— One key to Trulieve’s success lies in its successful
targeting of the Florida market. Despite the fact that
Trulieve is a multi-state operator (MSO), it has set its
focus strongly on Florida. It claims to serve 60-80% of
this market

— Trulieve has managed to penetrate such a large portion
of the Florida market due to the company’s intense
regulatory knowledge

— Specialising in one particular geographical region
negates the impact of ever-changing regulation in
multiple regions and avoids the murky area of
interregional regulation by keeping the supply chain
local. Trulieve is able to stay ahead of the game when
it comes to such regulatory changes and operate with
more time on the market, minimising the impact on their
bottom line. This is of particular importance for the CBD
industry as it is a highly regulated market which is
fragmented by regional constraints

— Moreover, Trulieve’s in-depth knowledge of its Florida
CBD consumers has allowed it to dominate this niche. In
conclusion, the targeted market penetration of Florida
has allowed Trulieve to focus on the area expected to
bring some of the strongest future revenues in the CBD
industry and deliver one of the few profitable operating
margins in the industry.#3)(44)(45)(48)

Sources: (43) Williams, S. 2018; (44) Williams, S. 2020; (45) Harmantas, A. 2019; (48) Williams, S. 2019; KPMG, Germany, Research 2020

KPMG

LCAELCEVEVS

— The success of Trulieve’s strategy does not imply
companies must start by entering a single US state.
The strategy can be implemented on a national or
regional level

It contradicts, however, the current standardised model
of land-grabbing and cash burning as the market focus is
likely to trend towards higher profits in the coming years
rather than achieving global market share fast

Trulieve claims to serve
60-80% of the market for
medical marijuana and CBD
in Florida, despite being a
multi-state operator (MSO)
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How [0 enter?

Vertically integrated VS.

How we define it

Players operate along all steps of the value chain to reduce
their costs (entering cultivation and processing) or increase
their end-sales (entering B2C/B2B market)

Key takeaways

— Able to reduce costs by integrating parts of the business
further up the supply chain

— Able to market oneself with greater transparency with
product development from “seed to shelf”

— Much higher initial costs and challenging logistics around
production and supply

— Very weak (currently negative) margins in the cultivation
industry do not make a vertical integration along all steps
attractive

Source: KPMG, Germany, Research 2020

NEW KID ON THE BLOCK? A LOOK AT CBD IN CONSUMER HEALTH

& 3
Ve R,
Specialisation
How we define it Our point of view:
Players choose particular stages along the value chain and — Upstream activities are currently showing relatively low
focus their resources on becoming a winner in this area margins, in addition to being resource/capital intensive

Market entrants are better off specialising in end-product
sales, rather than vertically integrating along the full
value chain

Customers show no clear preference towards products
Key takeaways from a producer or specialist, therefore the most

. profitable option should be chosen
— Able to focus on core business

— Able to specialise in target market and gain from
“insider advantage” with better awareness and
regulatory standing

— Margins tend to increase further along the value chain,
meaning companies can benefit from higher margins
when concentrating on B2C business

— Less stable revenues associated with a greater focus on
early steps in value chain (i.e. fluctuations of raw product
prices)
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Historically, key cannabis players have
chosen the vertical integration approach
over the specialisation approach. Of the
top 20 CBD players in CH, three quarters
are vertically integrated along the entire
value chain. Despite this, recently there
has been a decisive move towards the
specialisation operating model.

Sources: (1) Grand View Research Inc. 2020; (50) NCV Newswire 2020

KPMG

CHAPTER 03

Margins

The margins in the processing and
extraction stage of the value chain are more
stable and consistent, with the signing of
two-year supplier agreements being the
norm. However, the highest margins are
found close to the end customer, further
along the value chain, with the sale and
design of CBD-enriched products. On
average, margins increase further along the
value chain, starting with low margins in the
cultivation of hemp (<10%), followed by the
extraction of CBD with higher margins
(<25%) to the B2C sale business with the
highest margins (>25%).(")

NEW KID ON THE BLOCK? A LOOK AT CBD IN CONSUMER HEALTH

olaying close [0 the end consumer brings many acvantades
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Falling hemp prices as result of
the 2018 Farm Bill and resulting

oversupply have turned cultivation

margins negative(")
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Resources

Cultivation and processing require large
initial investments in the likes of CBD
extrusion plants, production facilities and
specialist personnel, which do not always
see a payoff. An example for a return to
specialisation, is the largest cannabis
company in terms of market capitalisation,
Canopy Growth Corporation, which has
changed its operating model to an asset-
light model that leverages local suppliers,
with a focus on their main business with
access to the end consumer.(59)

Business Model

Sales have a larger distribution of B2C
customers compared to the CBD extraction
business’s focus on B2B customers, which
makes the former business more secure to
enter, while offering lucrative expansion
opportunities. Business models focusing
on B2C will benefit to a larger extent from
anticipated future growth in the CBD
market.()
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LaSe study: SNt o asset-ignt business model By Ganopy Growth Gorporation

O

Canopy Growth Corporation‘s global operating changes Some of the changes announced in April 2020 included: LCAELCEVEVS]

in April 202

in April 2020 — Africa — Complete exit from the South African and — The example of Canopy Growth shows that an overly

— Canopy Growth Corporation, in 2018 the world’s largest Lesotho markets, transferring ownership to local broad acquisition and/or buy-and-scale strategy along
cannabis company in terms of market capitalisation, businesses the full value chain is hard to sustain

decided to follow a buy-and-scale strategy up until 2020,
buying up the cultivation and extraction sides of their
business and expanding internationally

— Latin America — Cultivation terminated in Colombia. In If anything, focus should be on the core business,
the future, Canopy Growth will use local suppliers for preferably at the sales stage with direct access to the
hemp and marijuana production and will no longer end consumer

— Canopy Growth reconsidered this strategy in 2020, with extract or encapsulate the product themselves
the company announcing a series of global operational
changes designed to “optimise production, align supply
and demand and improve efficiency” in April 2020.
Canopy Growth is changing their operating model to “an
asset-light model that leverages local suppliers”, rather
than increasing their own operations(%

— Canada — Shutdown of Yorkton facility to reduce
production as the “recreational market has grown slower
than expected”. Addtionally, closure of two British
Columbia growing and production facilities (Aldergrove
and Delta). Finally, enforcing the cancellation of a
planned plant in Ontario (Niagara-on-the-lake)

— United States — After the Farm Bill, Canopy Growth
entered the US hemp business by striking a deal on 14
January 2019 to process hemp in Springfield, NY. In
April 2020 Canopy Growth decided to cease operations
in New York due to an oversupply of hemp on the
market(%0)

Sources: (50) NCV Newswire 2020; KPMG, Germany, Research 2020
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HoW [0 win'

CHAPTER 02

CBD oils and isolates VS.

How we define it

Broad-spectrum or full- spectrum CBD oils and isolates
which are refined directly from the cannabis plant

Key takeaways

— CBD oils have largely penetrated the CBD consumer
health market. Current estimates put CBD oil as
covering 71% of the OTC market

— As CBD oil is produced at an earlier stage along the
value chain, it is easier to gain an initial foothold in this
market

— ltis possible to mix the oil with further consumer health
ingredients in order to differentiate oneself in this space

Source: KPMG, Germany, Research 2020

KPMG

Derivative-based products

How we define it

Tablets, topicals, tinctures and capsules which are derived
by a combination of various components, with the CBD oil or
isolate forming the basis

Key takeaways

— Derivative-based CBD products require greater know-
how and expertise in order to further refine the CBD
product

— The margins are often higher due to the refined dosages
and value added by creating a CBD derivative

— The products may reach a wider target group by
specifically addressing different consumers’ needs

NEW KID ON THE BLOCK? A LOOK AT CBD IN CONSUMER HEALTH
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Our point of view:

Derivative-based CBD products are very versatile and
can be differentiated by adding ingredients and creating
a strong brand around the product

Consumer health players can leverage margins through
creating products incorporating expertise and ingredients

Based on their reputation, the brand should be
developed around safety and trustworthiness in
order to capture a wider customer base
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Jervatives offer a new, Undiscovered market in consumer healtn

CHAPTER 03

NEW KID ON THE BLOCK? A LOOK AT CBD IN CONSUMER HEALTH

Derivative-based CBD products offer a niche that consumer health companies can tackle by leveraging existing capabilities and know-how

...is the current estimated

market coverage of CBD oils in the
analgesics, mental health and sleep aid
markets.(")

— CBD-derivatives offer a niche in which
true CH players are yet to establish
themselves

— Barriers to entry remain high when
developing scientifically-tested
consumer health products

— Very few companies have the
pharmaceutical know-how or industry
expertise to create scientifically proven
consumer health products and generate
a true added benefit with CBD

...is the amount by which the CBD non-
oil market is expected to outperform the
CBD oils market per year.(!

— CBD oils are generally less complex to
develop and easier to sell from a
regulatory standpoint (no claims of
being a dietary supplement or
specialised medicine)

— Derivative-based products hold the
future potential in this market as they
can be better differentiated to meet
customers’ needs and have greater
innovation potential

Sources: (1) Grand View Research 2020; KPMG, Germany, Research 2020

KPMG

...higher margins can be achieved with
CBD derivatives, compared to CBD
oils.M

— Derivatives with microdoses of CBD
leverage value by combining this with
other consumer health active
ingredients

— Margins increase from 12%-15% for
CBD oil isolates up to 30%-40% for
CBD-based creams

— Developing CBD-infused products can
expand the customer base as studies
have shown a high interest in
alternative offerings

Key Takeaways

— Derivative-based CBD products are
a growing market lacking consumer
health players with the expertise to
create legitimate products

Product success is strongly dependent
on scientific backing with a proven
efficacy and safety profile

Scientific backing is the unique selling
point which the CBD market is greatly
lacking. Established consumer health
players looking to bring trustworthiness
and established science to this
industry can leverage this

unique selling point
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N recent nistory, customer Intiatives have been Shown 1o have animpact on reguiatory
(evelopment - such as inthe case of Hannan Deacon

While the current market views efficacy and price as important for the purchase decision, developing a well-thought-out brand based around safety
and trustworthiness will become key

The CBD market has its fair share of
challenges

— Products indicating different ingredients,
concentrations and health effects

— Untested health claims from companies;
for example, companies claiming their

CBD-infused products cure COVID-
19(51)(52)

— Varying concentrations of CBD
with unclear safety profile

— Inclusion of unexpected cannabinoids
and other active ingredients which are
often not declared on the packaging

— Inconsistent manufacturing processes
with no industry standards

Challenges such as these mean that
consumers have to navigate an
unregulated landscape which at times
poses serious health and safety
questions.

Building the Brand

— Safety, trustworthiness and proven
scientific expertise are the aspects
which consumer health players can
bring to this budding industry

— By pushing their own brand, these
players can change the consumer
perception towards CBD in a consumer
health context

Interviews with experts in the field have

indicated two key recommendations:

1. Consumer health players should strive
for the same standard and perception
of quality and safety which they achieve
with their other product lines

2. Brand building should be organic by
developing their own tried-and-tested
product lines meeting (their own)
rigorous pharmaceutical standards,
rather than buying an existing (external)
brand

Sources: (24) Government of Canada 2020 (51) FDA 2020 (52) Dorfman, B. 2019; KPMG, Germany, Research 2020

KPMG

Success Story

A pharmaceutically grounded company
which is currently achieving success
around the key levers of safety and
quality is CV Sciences.

CV Sciences operates two distinct divisions,
a pharmaceuticals and consumer products
division. CV Sciences is currently
developing a potential CBD-based FDA-
approved drug for smoking cessation (in
pre-clinical trials). On top of this, they have
developed a leading brand of CBD oil.(24)

Our customers trust that our

products are safe and that

we are beginning to understand
the mechanisms of this ingredient in the
body. Demonstrating safety and
understanding efficacy is critical for this
product category to expand, and as bigger
companies come into the space, will be a

requirement. , ,

Joseph Dowling
CEO of CV Sciences
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While customers currently prefer the application as a pankiler, there IS no clear
Dreference concerning the Information and sales channeis

& &

Besides demonstrating safety and understanding the Where do you know CBD from?@)
efficacy of their product, (future) market players need to
consider a wide range of business and operating model
decisions besides the financial ambition itself. One of Recommended by /friends/colleagues/family
these is to address the market also in terms of the

applications offered. A customer survey led by KPMG
produced the following findings: TV advertising

Online advertising

Doctor/ healthcare professional
42%
Seen in retail

Social media
Print media
Other

0% 10% 20% 30% 40% 50%

Information Channel

— Recommendation (42%), social media (36%) and online advertising (33%) are the most recognised information channels for
CBD

— Even the further answers besides “other” got at least 16% (TV advertising) in total

— Therefore, CBD marketing channels are diverse

Note: (a) Insights based on a customer survey conducted by Bilendi, asking a sample representative of the CBD markets in the US and Germany (sample = people currently using or considering using CBD)
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While customers currently prefer the application as a pankiler, there IS no clear
Dreference concerning the Information and sales channeis

Where would you buy/have you bought a CBD product?(@

Stationary retail 37%
Online retail 20%
Both equally preferred 44%
0% 10% 20% 30% 40% 50%

Sales Channel

— There is no clear picture about whether CBD users/insiders prefer to purchase the
product from an online or stationary retailer

— No wonder that almost half of the participants answered, “Both equally preferred” (44%)

In what context have you taken or would you take CBD?()

Curiosity about the effects

Application

Painkiller 60%
Sleep aid

Skin Care product
Sedative/tranquillizer
Vitamin product

Food supplement

Other 3%

0% 10% 20% 30% 40% 50% 60% 70%

60% take or would take CBD as a painkiller

Almost one in two participants (44%) (would) use CBD as a sleep aid and one in three
(32%) as a sedative

Even the other answers besides “other” got at least 16% (vitamin product/food
supplement)

On average, participants chose 2.2 options. Thus, CBD appears to have a wide range of
potential applications

Two significant correlation patterns emerge relating to the German sample: Older people
are more likely to take CBD as a painkiller, whereas younger people are more likely to
take CBD out of curiosity about the effects

Note: (a) Insights based on a customer survey conducted by Bilendi, asking a sample representative of the CBD markets in the US and Germany (sample = people currently using or considering using CBD)
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Lase study: Uptimised branding and Scientific posiioning of GV SCiences

CV Sciences’ focus on safety,
trustworthiness and scientific expertise

— CV Sciences is one of the CBD
companies with a focus on scientific
rigour and evidence-based claims. The
rise to over USD 50m in sales in 2019
has thus put it amongst the top 20 CBD
consumer health companies in terms of
sales.

— Their leading brand, PlusCBD Oil, is
recognised throughout the industry. The
focus is on a high quality, scientifically
supported brand which claims to
outperform the rest of the market as
they have developed the “right CBD”.

— Due to the parent company’s
pharmaceutical background, CV
Sciences is able to push their
knowledge in this area and claim that
their CBD has a higher quality than the
competition.

Sources: (53) CV Sciences 2020; KPMG, Germany, Research 2020

KPMG

— They push the safety and
trustworthiness of their brand through
accreditations and clinical testing:

- Safety: Due to their scientific
knowledge of cannabidiol, CV
Sciences stresses the safety of their
product and positions themselves as
a more reputable brand than their
competition. They use human
clinical testing to support this and a
“Generally Recognised as Safe
(GRAS)” accreditation.

- Trustworthiness: CV Sciences
stresses the transparency of their
product by offering full traceability
along the value chain with QR codes
on every product. Secondly, they
advertise independent third-party
testing and are a member of various
well-known trade organisations.(53)

Key Takeaways

— Afocus on safety, trustworthiness and
scientific expertise is not a given in the
current CBD industry

— A successful claim with regard to safety
and trustworthiness relies on scientific
rigour and evidence-based claims

— Recognition of a scientific claim within
the industry includes that the supply is
GMP all the way through

[When we first started] the
industry hadn’t grown up yet and

did not understand the importance of a
focus on science and not making claims
unless they’re backed up by science...
What will end up happening is, if you want
to be a supplier to a big retailer, they will
absolutely insist that the supply is GAP,
GMP all the way through. Our suppliers
have all of these controls from seed to shelf
in place. If you want to be taken seriously
as a company, whether you are small or
big, you would be smart to adopt those

practices. , ,

Joseph Dowling
CEO of CV Sciences
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