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ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

IN THE MATTER OF THE COMPANIES' CREDITORS
ARRANGEMENT ACT, R.S.C. 1985, c. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE OR
ARRANGEMENT OF TREES CORPORATION, ONTARIO
CANNABIS HOLDINGS CORP., MIRACULO INC., 2707461
ONTARIO LTD., OCH ONTARIO CONSULTING CORP., AND
11819496 CANADA INC.

(each an “Applicant” and collectively, the “Applicants™)

FIRST REPORT OF THE MONITOR
DATED DECEMBER 29, 2023

INTRODUCTION

1. On December 22,2023, the Applicants brought an application (the “Initial Application”) before
the Ontario Superior Court of Justice (Commercial List) (the “Court”) under the Companies’
Creditors Arrangement Act, R.S.C. 1985, c. C-36, as amended (the “CCAA”) to, among other
things, obtain a stay of proceedings to allow them an opportunity to restructure their business

and affairs.

2. On that same day, the Court granted an Initial Order (the “Initial Order”) in these CCAA
proceedings (the “CCAA Proceedings”) that, among other things:

a. appointed Ernst & Young Inc. as monitor of the Applicants (in such capacity, the
“Monitor”);

b. ordered a stay of proceedings in favour of the Applicants through to January 2, 2024 (the
“Stay Period”);

c. permitted the Applicants to make certain payments to third party suppliers that are critical

to the Applicants’ operations, with the prior consent of the Monitor;
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d.

granted an administration charge in the amount of $100,000 (the “Administration
Charge”) and a subsequent administration charge in the amount of $350,000 (the
“Subsequent Administration Charge”) in favour of counsel for the Applicants, the

Monitor and its counsel;

granted a debtor-in-possession (“DIP”) charge in the amount of $60,000 the (“DIP
Lender’s Charge”) in favour of One Plan Retail Corp. (the “DIP Lender”); and

granted a directors’ charge in favour of the directors and officers of the Applicants in the
amount of $251,000 (“Directors’ Charge”).

3. The comeback motion is scheduled to be heard on January 2, 2024.

PURPOSE

4. The purpose of this first report of the Monitor (the “First Report”) is to provide information

to the Court on:

a.

the Applicants’ operations and communications with stakeholders since the granting of

the Initial Order;
the Monitor’s activities since its appointment;

the Applicants’ receipts and disbursements for the period from December 22, 2023, to
December 27, 2023, compared to the cash flow forecast appended as Appendix “B” (the
“Initial Cash Flow Forecast”) to EY’s report written in its capacity as the proposed
Monitor dated December 21, 2023 (the “Pre-Filing Report™);

the Applicants’ updated weekly cash flow forecast from December 28, 2023, to March
16, 2024, on a consolidated basis for all of the Applicants (the “Cash Flow Forecast”);

the Applicants’ motion for an amended and restated Initial Order (the “ARIO”)
substantially in the form attached to the Applicants’ Initial Application, among other

things:



I. increasing the maximum amount and/or priority of the Administration Charge,
the Subsequent Administration Charge, the DIP Lender’s Charge, and the

Directors’ Charge granted pursuant to the Initial Order; and
Ii. extending the Stay Period to February 29, 2024.
TERMS OF REFERENCE

5. In preparing this First Report and making the comments herein, the Monitor has been
provided with, and has relied upon, audited and unaudited financial information, books and
records prepared by the Applicants, discussions with management of the Applicants
(“Management”), and information from other third-party sources (collectively, the

“Information”). Except as described in this First Report in respect of the Cash Flow Forecast:

a. the Monitor has reviewed the Information for reasonableness, internal consistency and
use in the context in which it was provided. However, the Monitor has not audited or
otherwise attempted to verify the accuracy or completeness of such information in a
manner that would wholly or partially comply with Canadian Auditing Standards
(“CAS”) pursuant to the Chartered Professional Accountants Canada Handbook and,
accordingly, the Monitor expresses no opinion or other form of assurance contemplated

under CAS in respect of the Information; and

b. some of the information referred to in this First Report consists of forecasts and
projections. An examination or review of the financial forecast and projections, as
outlined in the Chartered Professional Accountants Canada Handbook, has not been

performed.

6. Future oriented financial information referred to in this First Report was prepared based on
Management’s estimates and assumptions. Readers are cautioned that since projections are
based upon assumptions about future events and conditions that are not ascertainable, the
actual results will vary from the projections, even if the assumptions materialize, and the

variations could be significant.



7. Unless otherwise indicated, the Monitor’s understanding of factual matters expressed in this
First Report concerning the Applicants and their business is based on the Information, and
not independent factual determinations made by the Monitor.

8. Unless otherwise stated, all monetary amounts contained herein are expressed in Canadian
dollars.

BACKGROUND

Overview

9. Trees, a public entity listed on Cboe Canada under the ticker symbol “TREE”, was created
by amalgamation on December 22, 2021, under the Canada Business Corporations Act
(“CBCA”).

10.  The principal business activities of the Applicants are the operating of retail stores that sell
cannabis products and accessories to adult-use consumers from their leased retail premises
located in British Columbia and Ontario.

11.  There are six Applicants in these CCAA proceedings. A summary of these entities is as

follows:

a. Trees isthe parent company and operates four (4) licensed cannabis retail stores in British
Columbia;

b. Miraculo Inc. (“Miraculo”), is a wholly-owned subsidiary of Trees. In October 2022,

Miraculo ceased operations;

c. Ontario Cannabis Holdings Corp. (“OCH?”) is a wholly-owned subsidiary of Trees does

not have its own operations;

d. 2707461 Ontario Ltd., a wholly-owned subsidiary of OCH, operating as Camp Cannabis

(“Camp Cannabis”), operates one (1) licensed cannabis store in Ontario;

e. OCH Ontario Consulting Corp. (“Ontario Consulting”), a wholly-owned subsidiary of
OCH operates four (4) licensed cannabis retail stores in Ontario; and



f. 11819496 Canada Inc., a wholly-owned subsidiary of OCH, doing business as Trees
Cannabis (“Trees Cannabis” collectively with OCH, Miraculo, Camp Cannabis, and
Ontario Consulting, the “Subsidiaries™), operates four (4) licensed cannabis stores in

Ontario.

EY’s cannabis experience

12.

The cannabis sector has been under pressure for the past three years due to oversupply in the
sector. EY has developed significant experience in restructuring and SISP processes in the
cannabis sector, including working with debtor organizations with licensing matters when a
restructuring or sale transaction occurs. EY’s experience includes engagements in respect of
both licensed producers and licensed retailers across Canada. EY has overseen or managed
SISP processes that have resulted in successful restructurings or sales in CCAA proceedings
of following organizations: AgMedica Bioscience, PharmHouse Inc., CannTrust Holdings
Inc., The Flowr Corporation, Phoena Inc., H12 Brands Inc., Lightbox Enterprise Ltd. Dba
Dutch Love Cannabis, Choom Holdings Inc and affiliates, Wildflower Brands Inc, Custom
Cannabis, tantalus Labs Ltd, Atlas Growers Ltd and Atlas Biotechnologies, Zenabis Group
and Bonify Holdings Corporation. EY has also worked with significant cannabis
organizations on out of court cost reduction programs and liquidity management processes.
Further EY has advised different levels of government in this sector including Health Canada,
Provincial Agencies responsible for distributing cannabis in their provinces, and provincial
organizations responsible for licensing cannabis retail operators. This experience makes EY
uniquely positioned to act as Monitor of Trees’ and to assist the Applicants to restructure and

complete a successful SISP process to enable them to continue in operation.

UPDATE ON APPLICANTS’ OPERATIONS

13.

14.

Since the date of the Initial Order, the Applicants have maintained their existing operations.

To manage the existing relationships with their stakeholders, the Applicants prepared and

executed a communications plan, which included:

a. discussions with store managers and all employees regarding the strategic direction of the

Applicants’ operations and provide information regarding the CCAA process;



15.

b. contacting provincial distributers in British Columbia and Ontario;
c. contacting Cboe Canada;

d. working with the Monitor to respond to inquiries from stakeholders regarding the CCAA

proceedings; and
e. issuing a press release.

On December 22, 2023 and December 28, 2023, the Applicants disclaimed four (4) leases of

unprofitable and closed stores.

MONITOR’S ACTIVITIES TO DATE

16.

17.

Since the granting of the Initial Order, the Monitor has:

a. responded to calls and e-mails received from creditors, employees and other parties with

respect to these CCAA proceedings;
b. reviewed the Applicants disbursements; and

c. participated in discussions among the Applicants and certain stakeholders in respect of

the January 2, 2024, comeback hearing and related issues.

The Monitor has established a case website at www.ey.com/ca/trees (the “Monitor’s

Website”) to disseminate information to stakeholders. Pursuant to the Initial Order:

the Monitor has posted copies of the Initial Order, the Pre-filing Report of the Monitor

and Service List on the Monitor’s Website;

on or around December 22, 2023, the Monitor e-mailed and mailed a notice, which
included information about these CCAA Proceedings, the toll-free telephone number and
the Monitor’s email address (the “Notice to Creditors”) to creditors with claims greater
than $1,000 appearing in the Applicants’ books and records as at the date of the Initial
Order (collectively, the “Known Creditors”). A copy of the Notice to Creditors was also

posted on the Monitor’s Website;


http://www.ey.com/ca/trees

18.

on December 26, 2023 the Monitor posted on the Monitor’s Website a list showing the

Known Creditors and the estimated amount of their claims; and

the Monitor arranged for the notice of these CCAA Proceedings to be published in The
Globe and Mail (National Edition) on January 2, 2024.

In addition to the Monitor’s Website and the communications noted above, the Monitor has
set up an email address (trees.monitor@ca.ey.com) and hotline phone number (416-943-8046
/ 1-833-453-2983) that are specific to these CCAA Proceedings in order to respond to
inquiries from creditors and other stakeholders.

APPLICANTS’ RECEIPTS AND DISBURSEMENTS

19.

20.

21.

A summary of the Applicants’ actual receipts and disbursements during the period from
December 22, 2023, to December 28, 2023 (the “Reporting Period”), as compared to the
cash flow forecast set out in Appendix “B” to the Pre-Filing Report (the “Variance
Analysis”) is attached as Appendix “A” to this First Report.

During the Reporting Period, the Applicants’ operations generated a net cash inflow of
approximately $4,000. The disbursements relate mainly to payroll and the purchase of
inventory. As at December 28, 2023, the Applicants’ cash on hand was approximately
$169,000 which includes $60,000 drawn on the DIP Facility (as defined herein).

The unfavourable cash position variance for the Reporting Period of approximately $23,000
is a result of timing difference for receipts of payments relating to payroll costs, inventory
costs and lower than projected sales as a result of holiday closures of retail stores. The Cash
Flow Forecast has been amended during the Forecast Period (defined below) to include these

timing differences in the subsequent weeks.

UPDATED CASH FLOW PROJECTION

22.

The Applicants, with the assistance of the Monitor, have prepared a Cash Flow Forecast from
December 29, 2023, to the week ending March 16, 2024 (the “Cash Flow Period”). The

Cash Flow Forecast is a revision of the Initial Cash Flow Forecast to:
a. update the opening cash balance as at December 29, 2023;
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23.

b. update the timing and amounts of the restructuring costs; and
C. update the timing of the DIP Facility draws.
A copy of the Cash Flow Forecast is attached as Appendix “B” to this First Report.

The Cash Flow Forecast shows that during the Cash Flow Period, the Applicants project
estimated total combined receipts of approximately $3.8 million and estimated total
combined disbursements of approximately $4.7 million. The Cash Flow Forecast projects
that the Applicants will have sufficient liquidity during the Cash Flow Period, subject to
Court approval of the DIP Term Sheet and allowing the Applicants to borrow funds under
the DIP Term Sheet (the “DIP Facility”), and the related DIP Charge (as defined and

discussed later herein) in favour of the DIP Lender.

PROPOSED AMENDED AND RESTATED INITIAL ORDER

Restructuring

24.

The Amended and Restated Initial Order, if approved by the Court, would allow the
Applicants to permanently or temporarily cease, downsize or shut down any of their business
or operations, and to dispose of redundant or non-material assets not exceeding $150,000 in
any one transaction or $1,000,000 in the aggregate, in each case with the consent of the

Monitor.

DIP Facility and related DIP Charge

25.

26.

27.

In the Initial Application, the Applicants sought approval of the DIP Term Sheet and the

related DIP Charge (as defined and discussed later herein) in favour of the DIP Lender.

As a result of opposing parties present at the initial hearing, a small DIP Charge of $60,000
plus 15% was granted; however, approval of the full DIP Term Sheet was deferred to the
comeback hearing. As such, the Applicants are seeking approval for the DIP Term Sheet.

Details and comments from the Monitor on the DIP financing, the DIP Lender and the DIP
Term Sheet were provided in the Pre-Filing Report paragraphs 51 to 56. A copy of the Pre-
Filing Report is attached as Appendix “C”.



28.

29.

30.

31.

32.

33.

34.

Pursuant to the Initial Order, this Court granted the DIP Lender’s Charge of $60,000 in favour

of the DIP Lender to secure advances under the DIP Facility.

On December 28, 2023, the Applicants received an offer from certain existing secured
creditors of the Applicants for 1181798 B.C. Ltd. (“118 BC”) to provide the DIP Facility on
substantively the same terms as the existing DIP Lender, minus the $50,000 commitment fee
and decreasing the interest rate from 15% to 14% (the “118 BC DIP”).

In response to the 118 BC DIP, the Monitor requested both 118 BC and the existing DIP
Lender to make their final and best offer to provide the DIP Facility by 11:00 A.M. on
December 29, 2023 (“DIP Offer Deadline”).

By the DIP Offer Deadline, the DIP Lender revised the DIP Term Sheet to also eliminate the
$50,000 commitment fee and decrease the interest rate from 15% to 0% (“Dec 29 DIP Term
Sheet”).

118 BC did not provide a revised 118 BC DIP by the DIP Offer Deadline.

The Applicant in consultation with the Monitor, reviewed both the 118 BC DIP and the Dec
29 DIP Term Sheet and has selected to remain with the DIP Lender and execute the Dec 29
DIP Term Sheet. The Monitor is of the view that the Dec 29 DIP Term Sheet provides better
economics for the Applicants throughout the CCAA Proceedings.

The Applicants seek to increase the authorized borrowing limit to $800,000 under the DIP
Facility. The Updated Cash Flow Forecast demonstrates that full access to the increased
quantum of the DIP Facility is crucial for the Applicants to maintain liquidity and fund
operations during the proposed extended Stay Period. Accordingly, the Monitor recommends
the approval of the DIP Term Sheet and DIP Lender’s Charge to the increased borrowing
limit under the DIP Facility.

Increase to the Administration Charge

35.

Pursuant to the Initial Order, this Court granted the Administration Charge in the amount of
up to $100,000 and the Subsequent Administration Charge in the amount of $350,000 in

favour of the Monitor, counsel to the Monitor and counsel to the Applicants to secure



36.

37.

payment of their professional fees and disbursements prior to and during the initial 10-day

Stay Period prior to the comeback hearing.

The Applicants seek to maintain the Administration Charge at $100,000 and increase the
Subsequent Administration Charge to $400,000. This increase is reflective of the amount
necessary to ensure the beneficiaries of the Administration Charge have adequate protection

throughout the CCAA Proceedings until the end of the Stay Period, as extended.

The Monitor is of the view that the increased amount of the Administration Charge is
reasonable and appropriate in the circumstances, having considered the complexity of the
CCAA Proceedings, the work that has been completed to date, the engagement terms and
anticipated work levels, the timing of payment of the forecast professional costs and the size

of Court-ordered charges approved in comparable insolvency proceedings.

Increase to the Directors’ Charge

38.

39.

40.

Pursuant to the Initial Order, this Court granted the Directors’ Charge in the maximum
amount of $251,000 in favour of the Applicants’ current officers and directors, however it
was subsequent in priority to the security interests of 606093 Saskatchewan Ltd., Minerva
Investments Ltd., Echo Capital Growth Corporation, PMH Investco Ltd., Tweed Inc., CJ
Marketing Ltd. and Arthur Minh Tri Nguyen-Cao.

The Applicants seek to increase the quantum of the Directors’ Charge to $483,000 to account
for additional exposure that may arise as a result of the extension of these CCAA Proceedings.
The Applicants also seek a super-priority Directors” Charge of $100,000, with the remaining
$383,000 maintaining its position subsequent to the interests of the secured creditors listed

above.

This increase in amount and priorities is reflective of the amounts necessary to ensure the
beneficiaries of the Directors’ Charge have protection throughout the CCAA Proceedings to
oversee the Applicants’ continuing operations and to allow the Applicants to restructuring or

run a sales process as needed.
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41.

42.

In particular, the $100,000 being sought as a super-priority is necessary because it represents
the outstanding vacation pay by which the directors remain exposed until employees take

their vacations.

The Monitor is of the view that the increased amount and priority of the Directors” Charge is
reasonable and appropriate in the circumstances and that the continued involvement of the

directors and officers covered thereunder is beneficial to these CCAA Proceedings.

Extension to the Stay Period

43.

44,

45.

The Stay Period is currently set to expire on January 2, 2023. The Applicants are requesting
an extension of the Stay Period until February 29, 2024.

The Monitor is of the view that the requested stay extension is appropriate for the following
reasons: (i) the Applicants require the extension in order to develop and execute a sale and
solicitation process; (ii) the Monitor will work closely with the Applicants during the
extended Stay Period to advance a timely restructuring transaction; and (iii) the Applicants
have continued to operate in good faith and with due diligence since the date of the Initial
Order.

Based on the Cash Flow Forecast and the availability of advances under the DIP Facility, the
Monitor believes that the Applicants will have sufficient liquidity for the duration of the

extended Stay Period.

Relief from reporting obligations and Shareholder’s Meeting

46.

The Applicants are also seeking relief in the ARIO authorizing Trees to incur no further
expenses in relation to any filings (including financial statements), disclosures, core or non-
core documents, restatements, amendments to existing filings, press releases or any other
actions (collectively, the “Securities Filings”) and any future annual general meetings of the
shareholders of Trees Corporation (the “Shareholders’ Meeting”) that may be required by
any federal, provincial or other law respecting securities or capital markets in Canada, without
in any way restricting the ability of any securities regulator or stock exchange from taking
any action permitted under the CCAA. The ARIO also orders that none of the directors,
officers, employees, and other representatives of the Applicants nor the Monitor shall have
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47.

48.

any personal liability for any failure by the Applicants to make any Securities Filings required

or not holding Shareholders’ Meetings.

The Monitor understands that this relief is being sought by the Applicants given the time and
costs associated with preparing the Securities Filings and holding Shareholders’ Meetings,
which would detract the Applicants from focusing on a successful sale and restructuring.
Further, detailed financial information will continue to be made publicly available through

the materials filed in the CCAA proceedings.

In the Monitor’s experience, this type of relief is not uncommon for public companies that
commence CCAA proceedings and the Monitor is supportive of this relief sought by the

Applicants in the circumstances.

SECURITY OPINION

49.

50.

The security held by the Matt Hill creditor group may be of significant importance to
resolving the issues and objections that were raised during the hearing held December 22,

2023, and which may be again raised during the hearing to be held on January 2, 2024.

Accordingly, at the request of the Applicants, the Monitor has instructed its counsel, Torys
LLP, to prepare a security opinion in respect of the debt held by the Matt Hill creditor group,
which group consists of Echo Capital Growth Corporation (“Echo”), 606093 Saskatchewan
Ltd. (“606”), Minerva Investments Ltd. (“Minerva”) and PMH Investco Ltd. (“PMH”). Due
to the urgency created by this opposition, Torys has expedited its review of that security. A

formal opinion has not yet been completed, but Torys has verbally informed the Monitor that:

a. subject to the standard assumptions and qualifications, the security granted by Trees

Corporation to Echo, 606 and Minerva is valid and enforceable; and

b. Torys is unable to opine on the validity and enforceability of the loan and security
documents granted by Trees Corporation to PMH (the “PMH Documents”), due to
certain deficiencies contained in a secured convertible debenture certificate purportedly
held by PMH, including that the certificate does not specify the name of the holder, the

number of debentures evidenced thereby and the principal amount thereof.
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51.  The Monitor expects to receive a written opinion from Torys confirming that above verbal
opinions shortly. The Monitor is working with the Applicants to potentially resolve the

deficiencies in respect of the PMH loan and security documents noted above.
CONCLUSIONS AND RECOMMENDATIONS

52.  For the reasons stated herein, the Monitor supports the relief sought by the Applicants and

recommends that the Court grant the ARIO if the Court sees fit.
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All of which is respectfully submitted this 29" day of December 2023.
ERNST & YOUNG INC.,, in its capacity

as Monitor of the Applicants, and not in
its corporate or personal capacity.

L e me

Alex Morrison, CPA, CA
Senior Vice-President

Karen Fung, CPA, CA
Senior Vice-President
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Trees Corporation

Variance Analysis

$CDN 000's

December 22, 2023 to December 28, 2023 Forecasts Actuals Variance

Notes $ %

Receipts
Retail Sales and Other Receipts 1 $ 337 $ 291 $ (46) -14%
[Total Receipts 337 291 $ (46) -14%
Disbursements
Cannabis and Accessory Inventory Purchases 2 222 199 (23) -10%
Payroll Costs 3 82 69 (13) -16%
Rent - - 0%
Operational G&A and Taxes 4 6 10 4 67%
Restructuring Costs 5 - 9 9 100%
[Total Disbursements 310 287 $ (23) -7%
[Net cash receipts/(disbursements) $ 27 $ 4 $ (23) -85%
Cash on hand
Opening Balance $ 105 $ 105 $ -
DIP Facility Draw/Repayment 60 60 - 0%
Net Cash Receipts/(disbursements) 27 4 (23) -85%
Ending cash balance $ 192 $ 169 $ (23) -12%
Proposed Debt-in-Procession Financing
Opening balance $ - $ - $ - 0%
Draw/(Repayment) 60 60 - 0%
Commitment fee - - - 0%
Accrued Interest - - - 0%
Ending balance $ 60 $ 60 $ - 0%

Notes:

1 - Sales did not meet projections as a result of holiday closures.

2 - Timing difference of inventory purchases as a result of holiday closures.

3 - Timing difference of executive payroll payments.

4 - Earlier than anticipated payments.

5 - Earlier than anticipated costs for statutory advertisement due to holiday closures.
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Cash Flow Forecast



Trees Corporation

Consolidated Cash Flow Forecast
$CDN 000's

1 2 3 4 5 6 7 8 9 10 11 12

Week Beginning 29-Dec-23  31-Dec-23 7-Jan-24 14-Jan-24 21-Jan-24 28-Jan-24 4-Feb-24 11-Feb-24  18-Feb-24  25-Feb-24 3-Mar-24 10-Mar-24 Total

Notes

Receipts
Retail Sales and Other Receipts 1 3 56 $ 380 $ 413 $ 360 $ 360 $ 311 $ 355 $ 311 $ 311 $ 311 $ 355 $ 311 $ 3,833
[Total Receipts 56 380 413 360 360 311 355 311 311 311 355 311 3,833
Disbursements
Cannabis and Accessory Inventory Purchases 2 129 233 225 208 230 200 230 200 200 200 200 200 2,456
Payroll Costs 3 - 61 93 65 91 51 81 55 88 51 83 58 775
Rent 4 - 120 - - - - 91 - - - 91 - 301
Operational G&A and Taxes 5 39 119 173 2 16 2 191 2 - 18 75 15 654
Restructuring Costs 6 - 200 100 - 50 - 50 - 50 - 50 - 500
[Total Disbursements 168 733 592 274 387 253 643 257 338 269 499 273 4,687
[Net cash receipts/(disbursements) $ (112) $ (353) % (179) $ 86 $ 27) 3% 58 $ (289) $ 54 $ 27) % 42 $ (145) $ 38 $ (853)
Cash on hand
Opening Balance 7% 169 $ 57 % 44 % 65 $ 151 $ 124 $ 182 $ 94 $ 148 $ 121 $ 162 $ 18 $ 169
DIP Facility Draw/Repayment - 340 200 - - - 200 - - - - - 740
Net Cash Receipts/(disbursements) (112) (353) (179) 86 (27) 58 (289) 54 (27) 42 (145) 38 (853)
Ending cash balance $ 57 $ 44 $ 65_$ 151 $ 124 $ 182 $ 94 $ 148 $ 121 $ 162 $ 18 $ 56 $ 56
Proposed Debt-in-Procession Financing
Opening balance $ 60 $ 60 $ 400 $ 600 $ 600 $ 600 $ 600 $ 800 $ 800 $ 800 $ 800 $ 800 $ 60
Draw/(Repayment) 8 - 340 200 - - - 200 - - - - - 740
Commitment fee - - - - - - R - - - - - -
Accrued Interest 8 - - - - - - R - - - - - -
Ending balance $ 60 $ 400 $ 600 $ 600 $ 600 $ 600 $ 800 $ 800 $ 800 $ 800 $ 800 $ 800 $ 800




IN THE MATTER OF THE CCAA OF TREES CORPORATION, ONTARIO CANNABIS
HOLDINGS CORP., MIRACULO INC., 2707461 ONTARIO LTD., OCH ONTARIO
CONSULTING CORP., AND 11819496 CANADA INC.

(collectively, the “Applicants™)

Notes to the Unaudited Cash Flow Forecast of the Applicants

December 29, 2023 to March 16, 2024 (the “Forecast Period™)

Disclaimer:

In preparing this cash flow forecast (the “Cash Flow Forecast”), the Applicants, with the assistance of
Ernst & Young Inc. (the “Monitor”), have relied upon unaudited financial information and the
Applicants have not attempted to further verify the accuracy or completeness of such information. The
Cash Flow Forecast includes estimates concerning the Applicants’ operations and additional assumptions
discussed below with respect to the requirements and impact of a Companies’ Creditors Arrangement Act
(“CCAA”) filing (the “Probable and Hypothetical Assumptions” or the “Assumptions”). Since the
Cash Flow Forecast is based on Assumptions about future events and conditions that are not
ascertainable, the actual results achieved during the Cash Flow Forecast period will vary from the Cash
Flow Forecast, even if the Assumptions materialize, and such variation may be material. There is no
representation, warranty or other assurance that any of the estimates, forecasts or projections will be
realized.

The Monitor has reviewed the Cash Flow Forecast to the standard required of a Court-appointed Monitor
pursuant to section 23(1)(b) of the CCAA, which requires a Monitor to review the debtor’s cash flow
statements as to its reasonableness and to file a report with the Court on the Monitor’s findings.

Pursuant to this standard, the Monitor’s review of the Cash Flow Forecast consisted of inquiries,
analytical procedures and discussions related to information supplied to it by management of the
Applicants. Since the Probable and Hypothetical Assumptions need not be supported, the Monitor’s
procedures with respect to them were limited to evaluating whether they were consistent with the purpose
of the Cash Flow Forecast. The Monitor also reviewed the support provided by the Applicants for the
Probable and Hypothetical Assumptions and the preparation and presentation of the Cash Flow Forecast.

Based on the Monitor’s review, nothing has come to the Monitor’s attention that causes the Monitor to
believe, in any material respect, that:

(@) The Probable and Hypothetical Assumptions are not consistent with the purpose of the Cash Flow
Forecast;

(b) As at the date of this report, the Probable and Hypothetical Assumptions are not suitably
supported and consistent with the plans of the Applicants or do not provide a reasonable basis for
the Cash Flow Forecast, given the Probable and Hypothetical Assumptions; or



(c) The Cash Flow Forecast does not reflect the Probable and Hypothetical Assumptions.

Overview:

The Cash Flow Forecast includes the receipts and disbursements of the Applicants during the Forecast
period. The Applicants, with the assistance of the Monitor, have prepared the Cash Flow Forecast based
primarily on estimated receipts and disbursements related to the Applicants’ ongoing operations and the
CCAA proceedings.

Receipts and disbursements are denominated in thousands of Canadian dollars.

Assumptions:

1.

Retail Sales and Other Receipts
This category includes revenues generated by the Applicants’ retail stores and the profit-sharing
from sales data sold through a service provided to licensed producers.

Cannabis and Accessory Inventory Purchases

Represents disbursements related to weekly inventory purchases from the provincial distributors
in British Columbia and Ontario for the Applicants’ operations, as well as cannabis accessory
purchases from vendors.

Payroll Costs

Store employees are paid bi-weekly while executives are paid semi-monthly. Payroll is funded on
a gross basis through a third-party service provider which then remits withholding taxes. Payroll
costs also includes, full-time contractors, and health care benefits and life insurance premiums. It
is assumed the closure of certain locations in January.

Rent
Represents the monthly lease obligations for the leased retail stores. It is assumed that certain
leases are disclaimed.

Operational G&A and Taxes

Operational expenses such as utilities, security, software, cash management services, insurance for
the store locations, sales taxes, and other general administrative costs. This includes payment of
amounts owed to the external corporate counsel.

Restructuring Costs



Restructuring costs include professional fee payments and expenses of the Applicants’ legal
counsel, the Monitor and its counsel in connection with the Applicants’ restructuring proceedings.

Beginning Balance
Represents the projected opening cash balance as of December 29, 2023.

Debt-in-Possession Facility (“DIP”’) Draws and Repayments
Reflects projected draws and repayments under the DIP facility, subject to Court approval.
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Court File No.

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

IN THE MATTER OF THE COMPANIES' CREDITORS
ARRANGEMENT ACT, R.S.C. 1985, c. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE OR
ARRANGEMENT OF TREES CORPORATION, ONTARIO
CANNABIS HOLDINGS CORP., MIRACULO INC., 2707461
ONTARIO LTD., OCH ONTARIO CONSULTING CORP., AND
11819496 CANADA INC.

(each an “Applicant” and collectively, the “Applicants™)

REPORT OF THE PROPOSED MONITOR
DATED DECEMBER 21, 2023

INTRODUCTION

1.

Ernst & Young Inc. (“EY” or the “Proposed Monitor”) understands that the Applicants have
brought an application (the “CCAA Application”) before this Court returnable on December 22,
2023, seeking an initial order (the “Proposed Initial Order”) pursuant to the Companies’
Creditors Arrangement Act, R.S.C. 1985, c. C-36, as amended (“CCAA”) to, among other things,
obtain a stay of proceedings to allow them an opportunity to restructure their business and affairs.
The Applicants propose that EY be appointed as Monitor of the Applicants in these CCAA

proceedings (in such capacity, the “Monitor™).

This report (the “Pre-Filing Report”) has been prepared by the Proposed Monitor prior to its
appointment as Monitor, should this Court grant the Proposed Initial Order, to provide
information and recommendations to this Court for its consideration in respect of the Applicants’
CCAA Application.

PURPOSE

3.

The purpose of this Pre-Filing Report is to provide information to the Court on:

-1-



a. EY's qualifications to act as Monitor;
b. an overview of the Applicants and their business operations;

c. background on the circumstances leading to the Applicants’ decision to commence

CCAA proceedings;

d. anoverview of the Applicants’ 13-week cash flow forecast on a consolidated basis for all
the Applicants (the “Cash Flow Forecast”) and the Proposed Monitor’s comments

regarding the reasonableness thereof; and
e. the relief sought in the Proposed Initial Order.
TERMS OF REFERENCE

4. In preparing this Pre-Filing Report and making the comments herein, the Proposed Monitor
has been provided with, and has relied upon, audited and unaudited financial information,
books and records prepared by the Applicants, discussions with management of the
Applicants (“Management”), and information from other third-party sources (collectively,
the “Information”). Except as described in this Pre-Filing Report in respect of the Cash Flow

Forecast:

a. the Proposed Monitor has reviewed the Information for reasonableness, internal
consistency and use in the context in which it was provided. However, the Proposed
Monitor has not audited or otherwise attempted to verify the accuracy or completeness of
such information in a manner that would wholly or partially comply with Canadian
Auditing Standards (“CAS”) pursuant to the Chartered Professional Accountants Canada
Handbook and, accordingly, the Proposed Monitor expresses no opinion or other form of

assurance contemplated under CAS in respect of the Information; and

b. some of the information referred to in this Pre-Filing Report consists of forecasts and
projections. An examination or review of the financial forecast and projections, as
outlined in the Chartered Professional Accountants Canada Handbook, has not been

performed.



Future oriented financial information referred to in this Pre-Filing Report was prepared based
on Management’s estimates and assumptions. Readers are cautioned that since projections
are based upon assumptions about future events and conditions that are not ascertainable, the
actual results will vary from the projections, even if the assumptions materialize, and the

variations could be significant.

Unless otherwise indicated, the Proposed Monitor’s understanding of factual matters
expressed in this Pre-Filing Report concerning the Applicants and their business is based on

the Information, and not independent factual determinations made by the Proposed Monitor.

Unless otherwise stated, all monetary amounts contained herein are expressed in Canadian

dollars.

EY’S QUALIFICATION TO ACT AS MONITOR

10.

11.

The Applicants are seeking the appointment of EY as the Proposed Monitor in their CCAA
proceedings. The Board of Directors of the Trees Corporation (“Trees”), the parent company

and one of the Applicants, has approved EY acting as the Proposed Monitor.

EY notes that, while it meets the requirements of subsection 11.7(1) of the CCAA, it is subject
to one of the restrictions set out in section 11.7(2) of the CCAA, in that Ernst & Young LLP,
an affiliate of EY, previously acted as Trees’ auditor in the two-year period prior to the CCAA
application. The last period audited by Ernst & Young LLP was December 31, 2021. Ernst
& Young LLP resigned in its capacity as auditor effective May 10, 2022 and a new auditor

was appointed subsequently.

Accordingly, in view of the restriction set out in section 11.7(2) of the CCAA, the
appointment of EY as Monitor notwithstanding the prior audit relationship between Ernst &

Young LLP and Trees must be specifically authorized by the Court.
With respect to this authorization, EY herby confirms the following:

a. Ernst & Young LLP no longer acts as auditor to any of the Applicants and has not acted

as such in over 19 months;



12.

b. None of the members of EY working or expected to work on the Monitor engagement

had any involvement in the prior audit work done by Ernst & Young LLP for Trees;

c. EYandErnst & Young LLP have put in place the usual measures to ensure confidentiality
and prevent any disclosure of information between their respective representatives in

connection with this matter;

d. EY is not aware of any conflict of interest or loss of independence arising from Trees’
prior relationship with Ernst & Young LLP as its auditor, and it does not believe that the
former audit role held by Ernst & Young LLP creates any real or perceived reasonable

apprehension of bias or impartiality on the part of EY as Proposed Monitor; and

e. EY consents to act as Monitor of these proceedings, if the Court chooses to appoint it as

Monitor.

The Proposed Monitor has retained Torys LLP to act as its independent counsel.

OVERVIEW OF THE APPLICANTS

Overview

13.

14.

15.

16.

This Pre-Filing Report should be read in conjunction with the Affidavit of Jeffrey Holmgren
sworn December 21, 2023 (the “Holmgren Affidavit”) for additional background and
financial information with respect to the Applicants. Any terms not expressly defined herein

are otherwise defined in the Holmgren Affidavit.

Trees, a public entity listed on Cboe Canada under the ticker symbol “TREE”, was created
by amalgamation on December 22, 2021, under the Canada Business Corporations Act
(“CBCA™).

Trees, along with its wholly owned subsidiaries, registered office is located at 181 Bay Street,
Suite 1800, Toronto, Ontario M5J 2T9.

The principal business activities of the Applicants are the operating of retail stores that sell
cannabis products and accessories to adult-use consumers from their leased retail premises

located in British Columbia and Ontario.
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17.

There are six Applicants in these proposed CCAA proceedings. A summary of these entities

is as follows:

a. Trees is the parent company and operates four (4) licensed cannabis retail stores in British
Columbia at leased locations at 1483A Bowen Road, Nanaimo, 1545 Fort Street, Victoria,
230 Cook Street, Victoria and 510 5th Street, Nanaimo. Trees had a fifth leased location
on 695 Alpha Street, Victoria, which closed in November 2023,

b. Miraculo Inc. (“Miraculo™), is a wholly-owned subsidiary of Trees. On March 15, 2022,
Trees acquired Miraculo by way of amalgamation under the Business Corporations Act
(Ontario) (“OBCA”). Miraculo operated several online platforms including
“cannabisMD.com”, a consumer-education platform designed to help guide consumers
on their exploration of the benefits of medical cannabis and CBD and “askCMD.com”, a
proprietary recommendation engine that guides consumers to the CBD products that best
fit their needs. In October 2022, Miraculo ceased operations;

c. Ontario Cannabis Holdings Corp. (“OCH”) is a wholly-owned subsidiary of Trees and
was incorporated on September 20, 2018, under the OBCA. It does not have its own

operations;

d. 2707461 Ontario Ltd., a wholly-owned subsidiary of OCH, operating as Camp Cannabis
(“Camp Cannabis”), was incorporated on July 22, 2019, under the OBCA and operates
one (1) licensed cannabis store at a leased location at 3007 New Street, Burlington,

Ontario;

e. OCH Ontario Consulting Corp. (“Ontario Consulting”), a wholly-owned subsidiary of
OCH, was incorporated on July 17, 2019, under the OBCA. Ontario Consulting operates
four (4) licensed cannabis retail stores in Ontario at leased locations at 680 Rexdale Blvd,
Etobicoke, 131 Kennedy Road N, Brampton, 395 Ontario St., St. Catherines and 305 Port
Union Road, Toronto; and

f. 11819496 Canada Inc., a wholly-owned subsidiary of OCH, doing business as Trees
Cannabis (“Trees Cannabis” collectively with OCH, Miraculo, Camp Cannabis, and

Ontario Consulting, the “Subsidiaries’), was incorporated on January 2, 2020, under the
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18.

19.

20.

CBCA and operates four (4) licensed cannabis stores in Ontario at leased locations at
1735 Kipling Ave, Etobicoke, 76 St. Clair Ave W, Toronto, 5485 Dundas St E, Etobicoke
and 3812A Bloor St W., Etobicoke. Trees Cannabis rented a further location at 62-66
Overlea Blvd. for a prospective retail store; however, a store was ultimately not opened
at that location.

God’s Greenery Inc. (“God’s Greenery”), a wholly-owned subsidiary of Miraculo, was
incorporated in the U.S in the state of Delaware. God’s Greenery is not an Applicant. This

company is dormant and has no activities.
The Applicants have no operations in the U.S.

A copy of the Tree’s organizational chart set forth in the Holmgren Affidavit is appended

hereto as Appendix “A”.

Business and Operations

21.

22.

23.

24.

The Applicants operate 13 licensed cannabis retail stores in British Columbia and Ontario:
a. Four (4) in British Columbia under the trademark banner name of “Trees Cannabis”; and
b. Nine (9) in Ontario under the trademark banner name of “Trees Cannabis”.

The Applicants currently have approximately 102 active employees and four (4) full-time
contractors, with approximately 42 in British Columbia, 62 in Ontario and two (2) in Alberta.

The Applicants do not maintain any pension plans, defined contribution plans, or any deferred

compensation plans.

As further described in the Holmgren Affidavit, all purchases of cannabis products in Ontario
and British Columbia must be purchased from the Ontario Cannabis Store (“OCS”) and the

British Columbia Liquor Distribution Branch (“BCLDB”) in their respective provinces.

Retail Licensing

25.

The Applicants operate in a highly regulated environment under the Cannabis Act (Canada),

and other applicable provincial and municipal legislation. Each province and territory is
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responsible for regulating the sale and distribution of cannabis within its jurisdiction. Further

details of the regulatory regimes are provided in the Holmgren Affidavit.
26.  The Applicants hold:

a. Five (5) Cannabis Retail Store licenses issued by the British Columbia Liquor and
Cannabis Regulation Branch for each of its locations in British Columbia. These licenses
will expire between December 31, 2023, and April 30, 2024. However, one (1) of these
licenses is in the process of revocation as the leased retail location to which it relates has

closed;

b. Three (3) operator licences from the Alcohol and Gaming Commission of Ontario
(“AGCQO”) for each of Trees Cannabis, Camp Cannabis, and Ontario Consulting. All are
valid until November 2024;

c. Nine (9) Cannabis Retail Store Authorizations (“RSA”) from AGCO for each of the
Applicants’ locations in Ontario, under one of the three operator licences. RSA expiration
dates range from August 2024 to March 2025.

Secured Debt Obligations

27.  As described in the Holmgren Affidavit, there are numerous secured creditors of the

Applicants. A summary is provided in this Report.
Trees

28. As at the date of this Pre-Filing Report, Trees’ total secured debt is approximately

$1,657,500, inclusive of interest, consisting of the following outstanding amounts:

a. Secured convertible debentures with an aggregate principal amount of $210,000 bearing
an annual interest of 58.8% and with an outstanding amount of approximately $469,500.
On December 15, 2023, Trees received demand letters and Notices of Intention to Enforce
Security (“NITES”) from these secured debenture holders, being PMH Investco Ltd.,
606093 Saskatchewan Ltd., Minerva Investments Ltd., and Echo Capital Growth
Corporation. The Monitor intends to review the security and to be in a position to advise

the Court as to its views at the comeback hearing;
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b. Crown charge pursuant to the Provincial Sales Tax Act (British Columbia) by the
Ministry of Finance of British Columbia in respect of unpaid sales tax totalling

approximately $44,000;

c. Secured convertible promissory notes with an aggregate principal amount of $1,005,000
bearing interest at a rate of 12% per annum and an outstanding amount of approximately
$1,144,000. Some of the noteholders are non-arms length to the Applicants; and

29.  There is a contingent secured liability of $1,000,000 under a profit participation agreement

in respect of which Trees owes such amount upon a change of control of Trees.

OCH

30. As at the date of this Pre-Filing Report, OCH’s total secured debt is approximately

$2,210,000, inclusive of interest, consisting of the following outstanding amounts:

a. As guarantor for Ontario Consulting’s secured convertible promissory note with a
principal amount of $3,000,000 bearing interest at a rate of 8.5% per annum with an

outstanding amount of approximately $900,000; and

b. Secured grid promissory notes with an aggregate principal amount of $830,000 bearing
interest at a rate of 15% per annum with an outstanding amount of approximately
$1,310,000. The loan matured on January 1, 2023. On December 21, 2023, Trees
received a demand letter and NITES from these secured debenture holders, being CJ
Marketing Ltd. and Arthur Minh Tri Nguyen-Cao. The Monitor intends to review the

security and to be in a position to advise the Court as to its views at the comeback hearing.

Ontario Consulting

31. As at the date of this Pre-Filing Report, Ontario Consulting’s total secured debt is
approximately $9,500,000 inclusive of interest, consisting of the following outstanding

amounts:

a. Secured convertible promissory note with a principal amount of $3,000,000 bearing
interest at a rate of 8.5% per annum. The secured noteholder is Tweed Franchise Inc. This
note matured on March 11, 2023 and the outstanding balance is approximately $900,000.
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32.

33.

The Monitor intends to review the security and to be in a position to advise the Court as

to its views at the comeback hearing; and

b. Secured grid promissory notes with a principal amount of $1,300,000 bearing interest at
a rate of 8.5% per annum. The secured note holder is Trees. This note matured on March
1, 2021 and has an outstanding amount of approximately $8,600,000.

The Proposed Monitor understands that the Applicants have provided their secured creditors
with notice shortly prior to bringing their CCAA Application. Such secured creditors will be
included on the Service List in connection with these CCAA proceedings moving forward
and, as such, will be provided with motion materials in connection with the Comeback

Motion (as defined below).

In addition to the foregoing secured obligations, the Applicants are also subject to numerous

unsecured obligations, as set out in more detail in the Holmgren Affidavit.

CIRCUMSTANCES LEADING TO THE APPLICANTS’ CCAA FILING

34.

35.

36.

As detailed in the Holmgren Affidavit, the Applicants incurred significant operating losses
in the past three years due to a mix of unfavourable factors, including fierce competition,
increased operating costs, and regulatory restrictions that have resulted in lower gross
margins than the Applicants anticipated and also resulting in some unprofitable stores. In
addition, the operations are unable to generate sufficient revenue to service the existing
secured and unsecured debt obligations and certain settlements of claims entered into by the

Applicants.

It is the Proposed Monitor’s understanding that many other licensed cannabis retailers in
Canada face similar pressures due to the unfavourable operating environment that has

challenged the cannabis retail industry.

A number of creditors are threatening to exercise rights and remedies against the Applicants,
including: (i) the secured creditors mentioned in paragraph 28(a) and paragraph 30(b) who
are owed approximately $1,779,500 and have issued demands and NITES; and (ii) certain

unsecured creditors that have obtained judgments against one or more of the Applicants.
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37.

38.

39.

Without a further capital injection, the Applicants expect that their liquidity will be fully

depleted in the immediate future.

Pursuant to the Proposed Initial Order, the Applicants are seeking a stay of proceedings up to
and including January 1, 2024 (the “Stay Period”), which they will seek to extend in a
proposed Amended and Restated Initial Order (the “AR10”) at their comeback motion, to be
heard on or before December 29, 2023 (the “Comeback Motion”).

The proposed CCAA proceedings will allow the Applicants to gain access to debtor-in-
possession (“DIP”) financing to fund the working capital requirements of the Applicants and
maintain their business operations at profitable retail locations, preserve supplier
relationships and jobs for their employees, terminate leases of unprofitable locations and
restructure debt, while pursuing a sale process for the benefit of all stakeholders. Without
the DIP Facility (as defined below), the Applicants would not be able to continue as a going
concern through the CCAA proceedings.

OVERVIEW OF APPLICANTS’ THIRTEEN-WEEK CASH FLOW PROJECTION

40.

41.

42.

The Applicants, with the assistance of the Proposed Monitor, have prepared a Cash Flow
Forecast for the 13-week period from December 17, 2023 to the week ending March 16, 2024
(the “Cash Flow Period”) for the purpose of projecting the Applicants’ estimated liquidity
needs during the Cash Flow Period. A copy of the Cash Flow Forecast is attached as

Appendix “B” to this Pre-Filing Report.

The Cash Flow Forecast is presented on a weekly basis during the Cash Flow Period and
represents the estimates of Management of the Applicants’ projected cash flow during the
Cash Flow Period. The Cash Flow Forecast has been prepared by the Applicants using
probable and hypothetical assumptions (the “Assumptions”) set out in the notes to the Cash

Flow Forecast.

The Proposed Monitor has reviewed the Cash Flow Forecast through inquiries, analytical
procedures and discussions, and review of documents related to the Information supplied to
it by certain key members of Management and employees of the Applicants. Based on the
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43.

44,

45.

Proposed Monitor's review, nothing has come to its attention that causes it to believe, in all

material respects, that:
a. the Assumptions are not consistent with the purpose of the Cash Flow Forecast;

b. as at the date of this Pre-Filing Report, the Assumptions are not suitably supported and
consistent with the plans of the Applicants or do not provide a reasonable basis for the

Cash Flow Forecast, given the probable and hypothetical assumptions; or
c. the Cash Flow Forecast does not reflect the Assumptions.

The Applicants maintain bank accounts with Alterna Bank, Alterna Savings and Bank of
Montreal for their operations. Currently, the Applicants have no bank credit or overdraft

facilities.

The Cash Flow Forecast shows that during the Cash Flow Period, the Applicants project
estimated total combined receipts of approximately $4.5 million and estimated total
combined disbursements of approximately $5.3 million. The Cash Flow Forecast projects
that the Applicants will have sufficient liquidity during the first 13 weeks of the CCAA
proceedings, subject to Court approval of the DIP term sheet dated December 21, 2023
between One Plant Retail Corp. (the “DIP Lender”) and the Applicants (the “DIP Term
Sheet”), and the related DIP Charge (as defined and discussed later herein) in favour of the
DIP Lender.

The Proposed Initial Order limits the initial advance under the DIP Term Sheet to $350,000,
to be secured by the DIP Charge (plus interest, fees and expenses). However, the Applicants
will seek to increase the authorized borrowing limit under the DIP Term Sheet and secured
by the DIP Charge to $800,000 under the proposed ARIO at the Comeback Motion.

RELIEF SOUGHT IN THE PROPOSED INITIAL ORDER

46.

The Proposed Initial Order provides for three super-priority charges (collectively, the
“Charges”) on the current and future assets, undertakings and properties of the Applicants,
wherever located, including all proceeds thereof that rank in the following order (each as

defined below):
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47.

a. first, the Administration Charge;
b. second, the DIP Charge; and
C. third, the Directors’ Charge.

Each of the Charges are discussed below.

Administration Charge

48.

49.

50.

The Proposed Initial Order provides for a charge up to a maximum amount of $350,000 (the
“Administration Charge”) in favour of counsel to the Applicants, counsel to the board, if
any, the Proposed Monitor and the Proposed Monitor’s independent counsel, as security for
the professional fees and disbursements incurred prior to and after the commencement of the
CCAA proceedings. Professional fee obligations secured by the Administration Charge will
be paid in the ordinary course from funding provided by, among other things, the DIP Facility

(as defined below).

At the Comeback Motion, the Applicants will seek to increase the Administration Charge to
$500,000 under the proposed ARIO.

The Proposed Monitor is of the view that given the current liquidity constraints of the
Applicants, the proposed Administration Charge and quantum is required and reasonable in
the circumstances based upon a review and assessment of the anticipated professional costs

to be incurred during this matter and the limited retainers, if any, held by such professionals.

DIP Facility and related DIP Charge

ol.

In order to provide the required liquidity needed to fund the operations of the Applicants
during the CCAA proceedings, the Applicants are seeking the approval of the DIP Term
Sheet, pursuant to which the DIP Lender has agreed to provide the DIP financing (the “DIP
Facility”) required in the Cash Flow Forecast, subject to the terms of the DIP Term Sheet. In
addition to the approval of the DIP Term Sheet, the Proposed Initial Order also provides for
the creation of a related charge (the “DIP Charge”) in favour of the DIP Lender to secure all
obligations that may be owing to the DIP Lender under the DIP Term Sheet within the first

10-day period of the CCAA proceedings. The DIP Charge is in an amount equal to the
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52.

53.

maximum allowable borrowing amount as proposed in the Proposed Initial Order, plus

potential accruing interest, fees and expenses. As mentioned above, at the Comeback Motion,

the Applicants will seek to increase the borrowing limit under the DIP Facility to $800,000

under the proposed ARIO, along with an increase to the associated DIP Charge.

The DIP Charge will be secured by present and future real and personal, tangible and

intangible property and assets and undertakings in favour of the DIP Lender in priority to all

security interests, trusts, liens, charges and encumbrances, claims of secured creditors,

statutory or otherwise. A copy of the DIP Term Sheet is attached as Exhibit “FF” to the

Holmgren Affidavit.

The following is a summary of the material terms of the DIP Term Sheet:

@

DIP_Facility: non-revolving loan up to the maximum amount of $800,000. The first
Advance in the amount of $350,000 shall be made forthwith after the conditions

precedent in the DIP Term Sheet have been satisfied.

Advances: the DIP Facility shall be advanced by the DIP Lender to the Applicants as

needed in installments of not less than CAD $100,000, as approved by the Monitor.

Interest Rate: to accrue at fifteen percent (15%) per annum on the outstanding indebted-
ness. Interest shall be calculated on the daily outstanding balance owing under the DIP
Facility, not in advance, and shall accrue and be paid on the Maturity Date, February 29,

2024.

Fees: The Applicants shall pay a commitment fee of $50,000 (the “Fee”), which Fee shall

be earned and paid as part of the first advance under the DIP Term Sheet.

Maturity date: earliest of: (a) the Maturity Date of February 29, 2024; (b) the closing of
a Transaction (as defined in the DIP Term Sheet); (c) any Order made by the Court

replacing EY as Monitor; (d) the date on which the CCAA proceedings are terminated
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54.

55.

56.

for any reason, including if one or more of the Applicants become bankrupt, whether
voluntarily or in-voluntarily; and (e) the occurrence of an Event of Default (as defined in

the DIP Term Sheet).

It is our understanding that the Applicants had reached out to existing lenders and some
companies in the cannabis industry in attempt for additional funding with little success. The
DIP Lender is a prospective purchaser. The Proposed Monitor has reviewed the DIP Term
Sheet and does not view that the DIP Lender as a potential stalking horse bidder is being
provided any advantage, including dictating timing or substance, with respect to a future

contemplated sale and investment solicitation process by the Applicants.

In light of the current market environment, the state of the cannabis industry in Canada, the
nature of the Applicants’ assets, and the financial challenges facing the Applicants, the
Applicants believe that the terms being offered in the DIP Term Sheet, including the interest
rate and Fee, are reasonable in the circumstances and interest rates and costs are similar in
recent CCAA filings, including those within the Cannabis industry. The Proposed Monitor

concurs with this assessment.

As described in the Cash Flow Forecast, the Applicants have a critical and immediate need
for interim financing. Without access to the DIP Facility, the Applicants are projected to
exhaust their liquidity in the first 10-day period and will thus be unable to maintain their
operations and effect a restructuring. Accordingly, the Proposed Monitor is of the view that
the Applicants’ request for approval of the DIP Term Sheet and the DIP Charge is required

and reasonable in the circumstances prior to the Comeback Motion.

Directors’ Charge

S7.

The Proposed Initial Order provides for a charge in an amount not to exceed $251,000 (the
“Directors’ Charge”) to secure an indemnity in favour of the current director and officers of
the Applicants against obligations and liabilities that they may incur as director or officers of
the Applicants after the commencement of these CCAA proceedings, except to the extent that

the obligation or liability is incurred as a result of such director’s or officer’s gross negligence
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58.

59.

60.

or willful misconduct. The Applicants, at the Comeback Motion, will seek to increase the
Directors’ Charge to $483,000 under the proposed ARIO.

The directors and officers shall only be entitled to the benefit of the Directors’ Charge to the
extent that they do not have coverage under any directors’ and officers’ insurance policy, to
the extent such coverage is insufficient to pay an indemnified amount as described above, or

to the extent that such coverage is denied by the insurance provider.

The Proposed Monitor assisted the Applicants in the calculation of the Directors’ Charge,
taking into consideration the estimated payroll-related costs, the timing of such payroll
related costs, the estimated vacation accrual, and an estimate of goods and services or other
applicable sales taxes (“Sales Taxes”) based on historical run rates. This analysis also
estimates the directors’ and officers’ exposure in respect of accrued payroll costs, vacation

pay and Sales Taxes obligations in the first 10-day period and thereafter.

The Proposed Monitor is of the view that the Directors’ Charge is required and is reasonable

under the circumstances.

CONCLUSIONS AND RECOMMENDATIONS

61.

62.

63.

The Proposed Monitor has reviewed the Applicants’ CCAA Application materials and has
consented to act as the Monitor of the Applicants, should this Court grant the Proposed Initial
Order.

From its review of the Applicants’ CCAA Application materials, and subject to the reporting
above, the Monitor is satisfied that the Applicants are not seeking at this time any relief that

is not customary in CCAA proceedings in comparable circumstances.

For the reasons stated herein, the Proposed Monitor believes it is appropriate for the
Applicants to be granted protection under the CCAA and respectfully request that the Court
grants the Proposed Initial Order.
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All of which is respectfully submitted this 21" day of December 2023.
ERNST & YOUNG INC., in its capacity

as Proposed Monitor of the Applicants, and not in
its corporate or personal capacity.

per- Mz T

Alex Morrison, CPA, CA
Senior Vice-President

Karen Fung, CPA, CA
Senior Vice-President
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Appendix A
Tree’s organizational chart

TREES CORPORATION
{Canada)
100% 100% 100%
Ontario Cannabis Holdings Corp. Miraculo Inc.
{Ontario) (Ontario)
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OCH Ontarie (Operating as Trees (Delaware, US)
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(Ontario)
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Appendix B
Cash Flow Forecast



Trees Corporation
Consolidated Cash Flow Forecast

$CDN 000's

Neek 1 2 3 4 5 6 o’ 8 9 10 11 12 13
17-Dec-23  24-Dec-23  31-Dec-23 7-Jan-24 14-Jan-24 21-Jan-24  28-Jan-24 4-Feb-24 11-Feb-24  18-Feb-24  25-Feb-24 3-Mar-24 10-Mar-24 Total

Notes
Receipts
Retail Sales and Other Receipts 1 3 370 $ 394 % 380 $ 413 $ 360 $ 360 $ 311 % 355 $ 311 % 311 $ 311 % 355 $ 311 $ 4,540
|Tota| Receipts 370 394 380 413 360 360 311 355 311 311 311 355 311 4,540
Disbursements
Cannabis and Accessory Inventory Purchases 2 246 351 233 225 208 230 200 230 200 200 200 200 200 2,924
Payroll Costs 3 104 55 61 93 65 91 51 81 55 88 51 83 58 934
Rent 4 5 - - 120 - - - 91 - - - 91 - 306
Operational G&A and Taxes 5 8 45 119 173 2 16 2 191 2 - 18 75 15 668
Restructuring Costs 6 - 300 - 50 - 50 - 50 - 25 - 25 - 500
[Total Disbursements 363 751 413 662 274 387 253 643 257 313 269 474 273 5,332
[Net cash receipts/(disbursements) $ 7 $ (358) $ (33) $ (249) $ 86 $ 27 $ 58 $ (289) $ 54 $ 2 % 42 $ (120) $ 38 $ (792)
Cash on hand
Opening Balance 7% 36 $ 43 $ 3B $ 2 $ 203 $ 289 $ 262 $ 320 $ 32 3 86 $ 84 $ 126 $ 6 $ 36
DIP Facility Draw/Repayment - 350 - 450 - - - - - - - - - 800
Net Cash Receipts/(disbursements) 7 (358) (33) (249) 86 27 58 (289) 54 @) 42 (120) 38 (792)
Ending cash balance $ 43 $ 35 §$ 2 $ 203 $ 289 $ 262 3 320 $ 32 $ 86 % 84 $ 126 $ 6 $ 44 $ 44
Proposed Debt-in-Procession Financing
Opening balance $ - $ - $ 401 3 402 $ 855 $ 857 $ 860 $ 862 $ 865 $ 867 $ 870 $ 872 $ 875 $ -
Draw/(Repayment) 8 - 350 - 450 - - - - - - - - - 800
Commitment fee 50 - - - - - - - - - - - 50
Accrued Interest 8 - 1 1 2 2 2 2 2 2 3 3 3 3 27
Ending balance $ - $ 401 $ 402 3 855 $ 857 $ 860 $ 862 $ 865 $ 867 $ 870 $ 872 $ 875 $ 877 $ 877




IN THE MATTER OF THE CCAA OF TREES CORPORATION, ONTARIO CANNABIS
HOLDINGS CORP., MIRACULO INC., 2707461 ONTARIO LTD., OCH ONTARIO
CONSULTING CORP., AND 11819496 CANADA INC.

(collectively, the “Applicants”)

Notes to the Unaudited Cash Flow Forecast of the Applicants

December 17, 2023 to March 16, 2024 (the “Forecast Period”)

Disclaimer:

In preparing this cash flow forecast (the “Cash Flow Forecast”), the Applicants, with the assistance of
Ernst & Young Inc. (the “Proposed Monitor”), have relied upon unaudited financial information and the
Applicants have not attempted to further verify the accuracy or completeness of such information. The
Cash Flow Forecast includes estimates concerning the Applicants’ operations and additional assumptions
discussed below with respect to the requirements and impact of a Companies’ Creditors Arrangement Act
(“CCAA”) filing (the “Probable and Hypothetical Assumptions” or the “Assumptions”). Since the
Cash Flow Forecast is based on Assumptions about future events and conditions that are not
ascertainable, the actual results achieved during the Cash Flow Forecast period will vary from the Cash
Flow Forecast, even if the Assumptions materialize, and such variation may be material. There is no
representation, warranty or other assurance that any of the estimates, forecasts or projections will be
realized.

The Proposed Monitor has reviewed the Cash Flow Forecast to the standard required of a Court-
appointed Monitor pursuant to section 23(1)(b) of the CCAA, which requires a Monitor to review the
debtor’s cash flow statements as to its reasonableness and to file a report with the Court on the Monitor’s
findings.

Pursuant to this standard, the Proposed Monitor’s review of the Cash Flow Forecast consisted of
inquiries, analytical procedures and discussions related to information supplied to it by management of
the Applicants. Since the Probable and Hypothetical Assumptions need not be supported, the Proposed
Monitor’s procedures with respect to them were limited to evaluating whether they were consistent with
the purpose of the Cash Flow Forecast. The Proposed Monitor also reviewed the support provided by the
Applicants for the Probable and Hypothetical Assumptions and the preparation and presentation of the
Cash Flow Forecast.

Based on the Proposed Monitor’s review, nothing has come to the Monitor’s attention that causes the
Proposed Monitor to believe, in any material respect, that:

(@) The Probable and Hypothetical Assumptions are not consistent with the purpose of the Cash Flow
Forecast;



(b) As at the date of this report, the Probable and Hypothetical Assumptions are not suitably

supported and consistent with the plans of the Applicants or do not provide a reasonable basis for
the Cash Flow Forecast, given the Probable and Hypothetical Assumptions; or

(c) The Cash Flow Forecast does not reflect the Probable and Hypothetical Assumptions.

Overview:

The Cash Flow Forecast includes the receipts and disbursements of the Applicants during the Forecast
period. The Applicants, with the assistance of the Proposed Monitor, have prepared the Cash Flow
Forecast based primarily on estimated receipts and disbursements related to the Applicants’ ongoing
operations and the CCAA proceedings.

Receipts and disbursements are denominated in thousands of Canadian dollars.

Assumptions:

1.

Retail Sales and Other Receipts
This category includes revenues generated by the Applicants’ retail stores and the profit-sharing
from sales data sold through a service provided to licensed producers.

Cannabis and Accessory Inventory Purchases

Represents disbursements related to weekly inventory purchases from the provincial distributors
in British Columbia and Ontario for the Applicants’ operations, as well as cannabis accessory
purchases from vendors.

Payroll Costs

Store employees are paid bi-weekly while executives are paid semi-monthly. Payroll is funded on
a gross basis through a third-party service provider which then remits withholding taxes. Payroll
costs also includes, full-time contractors, and health care benefits and life insurance premiums. It
is assumed the closure of certain locations in January.

Rent
Represents the monthly lease obligations for the leased retail stores. It is assumed that certain
leases are disclaimed.

Operational G&A and Taxes

Operational expenses such as utilities, security, software, cash management services, insurance for
the store locations, sales taxes, and other general administrative costs. This includes payment of
amounts owed to the external corporate counsel.



6. Restructuring Costs
Restructuring costs include professional fee payments and expenses of the Applicants’ legal
counsel, the proposed Monitor and its counsel in connection with the Applicants’ restructuring
proceedings.

7. Beginning Balance
Represents the projected opening cash balance as of December 17, 2023.

8. Debt-in-Possession Facility (“DIP”) Draws and Repayments
Reflects projected draws and repayments under the DIP facility, subject to Court approval.



IN THE MATTER OF THE COMPANIES' CREDITORS ARRANGEMENT ACT, Court File No. CV-23-00711935-00CL
R.S.C. 1985, c. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE OR ARRANGEMENT OF TREES

CORPORATION, ONTARIO CANNABIS HOLDINGS CORP., MIRACULO INC., 2707461

ONTARIO LTD., OCH ONTARIO CONSULTING CORP., AND 11819496 CANADA INC.

ONTARIO
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)
Proceeding commenced at TORONTO

FIRST REPORT OF THE MONITOR,
DATED DECEMBER 29, 2023

TORYS LLP

79 Wellington St. W., 30th Floor
Box 270, TD South Tower
Toronto, ON M5K 1N2

David Bish (LSO #: 41629A)
Tel: 416.865.7353
Email: dbish@torys.com

Mike Noel (LSO#: 80130F)
Tel: 416.865.7378
Email: mnoel@torys.com

Lawyers for the Monitor,
Ernst & Young Inc.
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