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The month of May saw Fund returns improve signi cantly
with the Fund's one month return at 8.9% (A Series). Our
actively managed strategy has allowed us  exibility to
move into names that we see as undervalued while
harvesting gains in some names that have appreciated
above our estimated valuation targets.

The IPO market in the cannabis sector had been fairly
quiet through the early spring until The Green Organic
Dutchman (TGOD) successfully raised $132 million,
closing early in the month. TGOD’s IPO was the largest to
date in the Canadian cannabis industry. TGOD currently operates a licensed facility in (Hamilton)
Ontario, and is building two more facilities in Ontario and Québec that could take aggregate
annualized capacity to 116,000kg with total of 970,000 sq ft. A signi cant strategic investor in TGOD
is ACB that, as a result of its equity stake, has an option to purchase up to 20% of TGOD’s annual
production with an ability to increase its share of production to 33% if Aurora increases its
ownership stake. The Fund participated in the TGOD IPO and has since reduced its position as
TGOD’s share price appreciated signi cantly, well ahead of the company’s fundamentals, in a short
period of time.

From the M&A front, the month of May witnessed a signi cant merger in the cannabis space. After
more than a week of rumors, Aurora Cannabis (TSX:ACB) and MedReleaf (TSX:LEAF) entered into a
de nitive agreement under which ACB will acquire LEAF for 3.575 shares of ACB/share of LEAF. The
transaction represents a 16% premium to the previous trading day’s closing price for LEAF of
$24.90/per share, and valued LEAF at approximately $3.2B. The boards of both companies
unanimously approved the transaction, and LEAF shareholders representing 56% of the stock
signed irrevocable hard lock-ups to support the transaction. This purchase price represents a 24x
EV/C2019E EBITDA of LEAF based on consensus estimates. We currently own LEAF, we do not hold
ACB.

ACB has positioned itself as the dominant name in western Canada and has the opportunity of
growing its business to becoming a dominant global player. In acquiring LEAF, ACB gets one of the
industry’s leading low-cost producers that has approximately 20% of the medical market in Canada.
In addition, LEAF has a strong focus on R&D and innovation and will bring a team to ACB that was
involved in the development of Canada’s  rst cannabis oil capsules as well as the  rst LP to launch a
CBD topical cream back in the fall of 2017.

In our opinion, ACB is a great acquirer of signi cant positions or controlling interests in various
businesses in the cannabis industry. But these acquisitions haven’t come cheap and the resulting
dilution is a concern. Aurora will need to issue close to 400 million new shares for the purchase of
Medreleaf. We also have some concerns with respect to integration of the companies they acquire,
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remembering that the Cannimed acquisition only closed in April. As a result of these issues, we are
cautious on the name.

On the earnings front, CannTrust (TSX:TRST) released Q1/2018 results which were slightly below
consensus estimates, with some one time costs related to the ramp up of the 450,000 sq ft. Niagara
greenhouse. With its Q118 results on May 15th, the Company reported that the Niagara
Greenhouse can likely support annualized capacity of 50,000kg, once the Phase 2 expansion is
complete, approximately 20% more production capacity from TRST previous estimates. We note a
lower sales price per gram in the quarter yet believe that the increased e ciency and capacity that
should be regularized in the coming quarters will once again produce positive EBITDA.

Increased institutional acceptance for the cannabis sector was also present in May with two
Canadian Banks, CIBC and BMO, both initiating research coverage on the sector. In addition, BMO
held its Inaugural cannabis conference in Toronto. From an investment standpoint the sector has
made inroads with the institutional investment community, both from the standpoint of opening
up two of the Bank owned dealers to research and education within the sector, in addition to the
participation in new issues and bought deals that, with Bank involvement, will bring further
institutional investment into the leading names. We view this change as a positive catalyst as once
again a related stigma to involvement in the sector has been reduced.

To that end, we have also seen a number of listing changes from some of the existing LP’s. During
the month of May, Canopy Growth became the  rst marijuana company to be listed on NYSE,
following Cronos Group (CRONOS:NASD and TSX) as the  rst marijuana company to list on a US
exchange the previous month on NASDAQ. Other “uplistings” included Hydropothecary (THCV:TSXV)
applying to the TSX; Cronos also moving to TSX after listing on NASDAQ. Although many companies
have  ourished on the CSE and TSX-V, institutions appreciate and are more comfortable with the
listing requirements of the TSX.

As Canada is about to become the  rst G-7 country to legalize adult recreational use of cannabis at
the federal level, there has been considerable movement on the part of Licensed Producers to
unveil brands and recreational strategies. Who wins the hearts and minds of consumers will depend
not just on capturing consumer attention but also being able to continually  ll shelves with needed
supply. The measure of success will be which LP’s are able to be ready when the bell rings with each
round of provincial supply tenders.

Charles Taerk

 

COMPOUNDED RETURNS (%) 

1M YTD 3M 6M 1YR INCEPTION

FUND 8.9% 4.9% 7.1% 21.5% 55.2% 39.1%

INDEX 10.4% 3.0% 8.3% 17.3% 40.5% 34.6%

 All returns and fund details are a) based on Series A units; b) net of fees; c) annualized if period is greater than

one year; d) as at May 31, 2018. The index is 70% Thomson Reuters Canada Health Care Total Return Index and
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30% Thomson Reuters United States Healthcare Total Return Index and is computed by Ninepoint Partners LP

based on publicly available index information.

The Fund is generally exposed to the following risks. See the prospectus of the Fund for a description of these

risks: commodity risk; concentration risk; credit risk; currency risk; derivatives risk; exchange traded funds

risk; foreign investment risk; in ation risk; interest rate risk; liquidity risk; market risk; securities lending,

repurchase and reverse repurchase transactions risk; series risk; short selling risk; small capitalization

natural resource company risk; small company risk; tax risk.

Ninepoint Partners LP is the investment manager to the Ninepoint Funds (collectively, the “Funds”). Commissions,

trailing commissions, management fees, performance fees (if any), and other expenses all may be associated with

investing in the Funds. Please read the prospectus carefully before investing. The indicated rate of return for

series A shares of the Fund for the period ended May 31, 2018 is based on the historical annual compounded

total return including changes in share value and reinvestment of all distributions and does not take into account

sales, redemption, distribution or optional charges or income taxes payable by any unitholder that would have

reduced returns. Mutual funds are not guaranteed, their values change frequently and past performance may

not be repeated. The information contained herein does not constitute an o er or solicitation by anyone in the

United States or in any other jurisdiction in which such an o er or solicitation is not authorized or to any person

to whom it is unlawful to make such an o er or solicitation. Prospective investors who are not resident in Canada

should contact their  nancial advisor to determine whether securities of the Fund may be lawfully sold in their

jurisdiction.

The opinions, estimates and projections (“information”) contained within this report are solely those of Ninepoint

Partners LP and are subject to change without notice. Ninepoint Partners makes every e ort to ensure that the

information has been derived from sources believed to be reliable and accurate. However, Ninepoint Partners

assumes no responsibility for any losses or damages, whether direct or indirect, which arise out of the use of this

information. Ninepoint Partners is not under any obligation to update or keep current the information contained

herein. The information should not be regarded by recipients as a substitute for the exercise of their own

judgment. Please contact your own personal advisor on your particular circumstances. Views expressed regarding

a particular company, security, industry or market sector should not be considered an indication of trading intent

of any investment funds managed by Ninepoint Partners. Any reference to a particular company is for illustrative

purposes only and should not to be considered as investment advice or a recommendation to buy or sell nor

should it be considered as an indication of how the portfolio of any investment fund managed by Ninepoint

Partners is or will be invested. Ninepoint Partners LP and/or its a liates may collectively bene cially own/control

1% or more of any class of the equity securities of the issuers mentioned in this report. Ninepoint Partners LP

and/or its a liates may hold short position in any class of the equity securities of the issuers mentioned in this

report. During the preceding 12 months, Ninepoint Partners LP and/or its a liates may have received

remuneration other than normal course investment advisory or trade execution services from the issuers

mentioned in this report.

Ninepoint Partners LP: Toll Free: 1.866.299.9906. DEALER SERVICES: RBC Investor & Treasury Services: Tel:

416.955.5885; Toll Free: 1.877.874.0899


