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Management’s Discussion & Analysis

This management discussion and analysis (“MD&A"}ted financial condition and results of operatiohg\phria
Inc., (the “Company” or “Aphria”), is for the threeonths ended August 31, 2015. It is supplemeatarnd should
be read in conjunction with the Company’s unauditeddensed interim consolidated financial statemant the
accompanying notes for the three months ended ABjy015, as well as the financial statementsMb&A for
the year ended May 31, 2015. This MD&A is prepaasaf October 23, 2015.

The Company’s financial statements are prepareac@ordance with International Financial Reportiign8ards
(“IFRS™). All amounts presented herein are state@anadian dollars, unless otherwise indicated.

Notice Concerning Forward-looking Statements

This MD&A contains forward-looking statements witbspect to expected financial performance, stratayy
business conditions. The words “forecast”, “futyrétould”, “enable”, “potential”, “contemplate”, ‘&lieve”,
“anticipate”, “estimate”, “plan”, “expect”, “interi¢gl “may”, “project”, “will”, “would” and similar expressions are
intended to identify forward-looking statementshatigh not all forward-looking statements conthse identifying
words. These statements reflect management’s d¢ubreliefs with respect to future events and areetdasn
information currently available to management. Famaviooking statements involve significant knowrm amknown
risks and uncertainties. Many factors could casseshresults, performance or achievement to bemiadly different
from any future forward-looking statements. Factbeg may cause such differences include, but aréimited to,
general economic and market conditions, investnpemformance, financial markets, legislative andutatpry
changes, technological developments, catastropiiats and other business risks. These forward+gpgiatements
are as of the date of this MD&A and the Company mmathagement assume no obligation to update oreréivésm to
reflect new events or circumstances except as nexdjliy securities laws. The Company and manageoation
readers not to place undue reliance on any fonlaoking statements, which speak only as of the dwtde.

Some of the specific forward-looking statementthia MD&A include, but are not limited to, statentemith respect
to the following:
» the intended expansion of the Company’s facilitied receipt of approval from Health Canada to ceiepl
such expansion;
» the expected growth in the number of patients ugiegCompany’s medical marijuana; and
» the anticipated future gross margins of the Comjsamyerations.

Company Overview

Aphria Inc. was incorporated under the Businesp@ations Act (Alberta) on June 22, 2011 as Blapkr®w
Capital Corp. (“Black Sparrow”) and was continuaddntario on December 1, 2014. On December 2, 2Btk
Sparrow, a Capital Pool Company, completed itsifyirad transaction with PNW. For further informatian this
transaction, please refer to the management intiwmaircular dated October 28, 2014. The Compaggimimon
shares are listed under the symbol “APH” on the M&Xture Exchange (“TSX-V").

Pure Natures Wellness Inc. d/b/a Aphria (“PNW"lolly-owned subsidiary of the Company, is licensegdroduce
and sell medical marijuana under the provisiorth@Marihuana for Medical Purposes Regulations (‘RR1). PNW
received its license to produce and sell medicaijuzama on November 26, 2014. PNW'’s operationsbased in
Leamington, Ontario. The Leamington greenhousditiagirovides Aphria with the opportunity to be eatable low
cost producer of medical marijuana.

The Company is focused on producing and sellingicaédnarijuana through a two-pronged growth strateg
including both retail sales and wholesale chanrieétail sales are primarily sold through Aphriaidine store as
well as telephone orders. Wholesale shipmentsadets other MMPR licensed producers.

Additional information relating to the Company i&dable on SEDAR at www.sedar.com.
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Highlights

The agreements with two national organizations c@tachto helping first responders and veterans dhl chronic

ailments have provided Aphria with an acceleratgd of patient registration requests in the finsanter of 2016.
Aphria has grown its patient base to 2,221 regist@atients as of August 31, 2015 from 1,050 reggst patients in
May 31, 2015. The sales platforms are expectedttirue providing strong growth for Aphria, with ev2,800

registered patients as of the date of this MD&A.

On June 11, 2015, the Supreme Court of Canadasesldts decision on R v. Smith, 2015 SCC 34. Assalt of the
Supreme Court of Canada decision, individuals aizbd to possess marijuana under the MMPR and tfadigsy
under the terms of a court injunction (for examplgard injunction) may now possess marijuana daixes for their
own use. In order to eliminate uncertainty aroumgigal source of supply of marijuana, Health Carfzakataken the
immediate step of issuing a section 56 exemptialeuthe Controlled Drugs and Substances Act (“CDS&lfowing
licensed producers to produce and sell cannab@ndifresh marijuana buds and leaves in additiamieml marijuana
(plant material that can be used to propagate vzarg will not be permitted to be sold by licenseddpcers to
clients). The role of healthcare practitionersutharizing marijuana for medical purposes doeschange.

The Section 56 exemption under the CDSA enablesdsied producers to provide a legal source of casiéland
fresh marijuana buds and leaves. This exemptidectfe immediately, sets out the strict terms aodditions with
which licensed producers must comply. These builthe regulatory requirements set out in the MMPR.

In August, Aphria received authorization from Haaltanada under the section 56 exemption to begipritduction
of oil extracts from cannabis. In response to thesanges, Aphria has commenced the building ofseareh &
development laboratory and related advanced equipateits Leamington, Ontario facility. This expams will
provide Aphria the opportunity to diversify into mjaana oil extracts. Aphria is also completing th&ofit of three
existing greenhouses adjacent to the current fiasilfor an additional 20,000 square feet. In {dta initial phase
expansion and research and development laborater@ected to cost approximately $3.2 million,ded by cash
on hand. Following the receipt of various requikhlth Canada approvals, Aphria expects to haat aohualized
growing capacity of approximately 2,500 kilograms.

Selected Financial Information

Selected Quarterly Financial | nformation

Q12016 Q4-2015 Q32015 Q22015 Q1-2015 Q4-2014 Q32014 Q2-2014
Aug31/15 May3V15 Feb28/15 Nov30/14 Aug3l/14 May31/14 Feb28/14 Nov 30/13

$ $ $ $ $ $ $ $
Revenue 950,740 499,890 51,540 - - - - -
Net loss (476,825) (481,380) (3,103,111) (1,358,849) (1,600,104) (783,415) (301,884) (228,267)
Net loss per share
(basic and diluted) (0.01) (0.01) (0.06) (0.04) (0.04) (0.03) (0.01) (0.01)

The Company obtained its MMPR license to produaksail on November 26, 2014, with sales commensimaytly
thereafter. The Company recognized listing cost$2p708,031 in the third quarter of 2015, $314,D8the second
quarter of 2015, and $256,000 in the first quaofez015.
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Results of Operations

Revenue and Cost of Sales

Three months ended August 31,

2015 2014
Revenue $ 950,740 $ -
Cost of sales:
Cost of goods sold 605,350 -
Pre-distribution growing costs - 187,570
Change in biological assets (333,165) -
272,185 187,570
Gross profit $ 678,555 $ (187,570)

Revenue for the three months ended August 31, 8@55$950,740 versus $nil in 2014 and $499,890 i Qb.
The Company obtained its license to sell medicaijoana in late November 2014, with the Company plating its
first commercial shipment in December 2014. No nexewas earned prior to December 2014.

Cost of sales currently consist of three main aateg: (i) cost of goods sold, (ii) pre-distributigrowing costs, and
(iii) change in biological assets.

(i) Cost of goods sold include the direct cost @ftenials and labour related to the medical margusmid.
This would include growing, cultivation and harvegtcosts, stringent quality assurance and quedityrol,

as well as packaging and labelling. In the threetin® ended August 31, 2015, the Company recognized
$605,350 of cost of goods sold (2014 - $nil). Gdgoods sold were not recognized prior to Deceribés,

as the Company had not yet commenced sales. Alicadadarijuana shipped and sold by Aphria has been
grown and produced by the Company.

(ii) Pre-distribution growing costs include costedtly attributable to the growing and cultivatiohmedical
marijuana that were expensed prior to the Compangiving its full license to produce and sell matlic
marijuana under the MMPR. No costs were classd®gre-distribution growing costs after receivitsgfull
license. The Company incurred $nil pre-distributgmowing costs in the three months ended August 31,
2015 (2014 - $187,570).

(iii) Change in biological assets is part of thenp@ny’s cost of sales due to IFRS standards relatin
agriculture and biological assets (i.e. living pfaor animals). This line item represents the ckandair
value in biological assets (medical marijuana) miyithe period. The change in biological assetth®three
months ended August 31, 2015 was a $333,165 gaiv(2$nil). There were no changes recognized prior
to receiving the full license under the MMPR.

Cost of sales was $272,185 for the three monthedeAdigust 31, 2015 versus $187,570 in 2014. Grax# for the
three months ended August 31, 2015 was $678,555(2Megative $187,570).
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Management believes the use of an adjusted gradg pnd adjusted gross margin currently providebetter
representation of performance by excluding non-daghvalue metrics required by IFRS. The followirgthe
Company’s adjusted gross profit and adjusted gmeegin as compared to IFRS for the quarter:

Three months ended Three months ended

August 31, 2015 August 31, 2015

IFRS Adjustments Adjusted

Revenue $ 950,740 $ - 950,740
Cost of sales:

Cost of goods sold 605,350 (208,125) 397,225

Change in biological assets (333,165) 333,165 -

272,185 125,040 397,225

Gross profit $ 678,555 $ (125,040)% 553,515

71.4% 58.2%

Gross margin

The adjusted gross profit and adjusted gross masgiim non-GAAP financial measure that does not hawe
standardized meaning prescribed by IFRS and maybaotomparable to similar measures presented ksr oth
companies. The gross profit has been adjusted fFd&® by removing the non-cash change in biologisslets of
$333,165 and removing $208,125 from cost of gootts, svhich represents the non-cash fair value desss to sell
markup on dried marijuana inventory sold during guarter. The resulting adjusted gross profit i5§3515 and a
combined adjusted gross margin of 58.2% from retad wholesale shipments for the quarter. Managebaieves
this measure provides useful information as itespnts the gross profit and gross margin basedeo@dmpany’s
cost to produce inventory sold and removes faineahetrics required by IFRS.

General and Administrative Costs

Three months ended August 31,

2015 2014
Executive compensation $ 122,954 $ 306,500
Consulting fees 9,900 138,200
Office and general 120,511 26,423
Professional fees 35,826 53,234
Salaries and wages 66,090 -
Travel and accomodation 58,811 4,597
Rent 9,840 42,000
$ 423932 $ 570,95

General and administrative costs were $423,932dritst quarter ended August 31, 2015, compar&b@®,954 for
the first quarter of last year. Aphria transitioriemn application stage to a fully licensed produazwell as becoming
a publicly traded company during fiscal 2015.

Sdlling, Marketing and Promotion Costs

For the three months ended August 31, 2015, thep@agnincurred selling, marketing and promotion sot
$615,648, versus $37,227 in the comparable prioiogeThese costs are related to commissions ogssthe
Company’s call centre operations, shipping costsyell as the development of promotional and infation materials.
These increased with the commencement of thesatediafter receipt of the Company’s full liceriseNovember

2014.

(5]



\phria

Share-based Compensation

The Company recognized share-based compensatiensxpf $47,013 for the three months ended Audy2@®L5
compared to $545,606 for the prior year. 30,00@optwere granted during the first quarter of 20&&us 2,650,000
in the first quarter of 2015. Share-based compansatas valued using the Black-Scholes valuatiord@h@and
represents a non-cash expense.

Research and devel opment

Research and development costs of $86,499 werssgg@eluring the three months ended August 31, 2Z00H -
$nil). These relate to researching certain aspetasing to the genetics of various cannabis straind testing the
growth patterns of cannabis under different condi&i Management anticipates increasing the consigt# finished
product through this testing, which would reducsts®f production while still providing customer$igh quality
product. The Company is also beginning to explbeeaxtraction of cannabis oils and related derreatifor future
commercialization.

Net L oss

The net loss for the three months ended Augus2@15 of $476,825, or $0.01 per share decreasedareahpo the
previous year of $1,600,104, or $0.04 per share.

Non-GAAP Financial M easur es

Aphria uses the following non-GAAP financial measuwhich it believes provides investors and anslygth
additional information to better understand resaliswell as assess its potential. GAAP means génecxepted
principles in Canada and represent Internationadi¢ial Reporting Standards ("IFRS").

Adjusted gross profit and adjusted gross margin

Adjusted gross profit and adjusted gross marginaggnts the gross profit and gross margin basdlddeo@ompany’s
cost to produce inventory sold after removing naskcIFRS fair value metrics. Gross profit and gnossgin is
adjusted to exclude the non-cash change in bicdbgissets, pre-distribution growing costs, as althe non-cash
fair value less costs to sell markup on dried raarnp inventory sold during the quarter. Adjusteakg profit and
adjusted gross margin is not a measurement bas€é, does not have any standardized meaning fiipescby
IFRS and may not be comparable to similar meaqunesented by other companies.

Additional GAAP Measures

The Company uses a subtotal “Loss from operationkich may be considered an additional GAAP meaasrte
subtotal heading is presented in the financialestents under IFRS that management believes isamtidg the
understanding of the financial statements but tsaminimum line item mandated by IFRS.

Management believes this measure provides usd@rhimation to users by excluding items that areratgted to core
operations of the business. It is not intendecepyesent an alternative to net earnings or othasuares of financial
performance in accordance with IFRS.

Liquidity and Capital Resour ces

The Company constantly monitors and manages itsft@ass to assess the liquidity necessary to funerations. As
at August 31, 2015, the Company had working capitf7,806,245 and cash and cash equivalents aB8$3)91.

Working capital provides funds for the Company teetits operational and capital requirements. Tiva@any does
not have any long-term liabilities. While the Compahas incurred losses to date, based on the wpitapital

available, management expects the Company to limguate funds available on hand to meet the Conpplanned

growth and expansion of facilities over the nextriénths.

(6]



\phria
Commitments
The Company has a lease commitment until Decembe2@®L8 for the rental of greenhouse and officesgeom a
related party. The Company has an option to extieisdease for two additional 5 year periods. Minimpayments

payable over the next five years are as follows:

Fiscal year ending May 31,

2016 $ 158,834
2017 232,673
2018 232,673
2019 174,903
Total $ 799,083

The Company has a commitment to fund additionahspships of patient studies over the next 2 yeargp to
$260,000, based on minimum patient enrollmenthénstudy.

Related Party Balances and Transactions

Prior to going public, the Company funded operatitmough the support of related parties. Sincegypublic, the
Company has continued to leverage the purchasingpof these related parties for certain of itswgng related
expenditures. The Company owed $120,369 to relpdeties as at August 31, 2015 (May 31, 2015 - $iiese
amounts were due upon demand and are non-intezashf). These parties are related as they are r@iipos that
are controlled by certain officers and directorshaf Company (Mr. Cole Cacciavillani and Mr. Jotrer@ni).

During the three months ended August 31, 2015Ctmpany repaid $125,012 due to related parties4(20dceived
$800,000 of cash from related parties and repad $%4 due to related parties).

The Company transacts with related parties in trenal course of business. Through these relatdtbpaAphria is
able to leverage the purchasing power for growalgted commodities and labour, which provides thm@any with
better rates than if Aphria was sourcing these®own. These transactions are measured at theimage amounts.
During the three months ended August 31, 2015ta@lparty corporations charged or incurred expenekton behalf

of the Company (including rent) totalling $245,32014 - $212,029) which were or are to be reimdirggcluded
in this amount was rent of $34,662 charged duttegthree months ended August 31, 2015 (2014 - 82,0

Financial Instruments Risk Exposur e and M anagement
The Company has classified its cash and cash dgotgaas fair value through profit and loss (“FVTRlaccounts
receivable and other receivables and promissomsn@iceivable as loans and receivables, and ascpapable and

accrued liabilities and amounts due to relatedgmes other financial liabilities.

Refer to the financial statements for the threetimoernded August 31, 2015 for additional informatiegarding the
Company’s objectives and policies for financiatinments risk exposure and management.

Accounting Standar ds

Changes in Accounting Standards

Refer to the financial statements for the three tiended August 31, 2015 for information on a nemdf new
standards, amendments to standards and interpretativhich are not yet effective, and have not teggplied in
preparing these consolidated financial statemeuttsiay affect the Company.
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Disclosure of Outstanding Share Data

As at the date of this report, the following setiesi were issued and outstanding:

Security Number outstanding
Common shares 52,479,587
Stock options 4,550,000
Warrants 16,673,127
Compensation warrants 1,420,601
Warrants on exercise of compensation warrants 882,26
Fully diluted 75,925,583

Risk Factors

The Company'’s overall performance and results efaions are subject to a number of risks and tmicties. The
Company is subject to certain risks and unceresntiom both financial and operational factors. 8ahthe key
risks are highlighted as follows:

Reliance on the License

Aphria’s ability to grow, store and sell medicalnj#na in Canada will be dependent on maintaiitsticense with
Health Canada. Failure to comply with the requiretaef the license or any failure to maintain itehse would
have a material adverse impact on the business)dial condition and operating results of Aphriéthdugh Aphria
believes it will meet the requirements of the MMf@Rextension of the license, there can be no giieeathat Health
Canada will extend or renew the license or, isiektended or renewed, that it will be extendedeaewed on the
same or similar terms. Should Health Canada nenelxbr renew the license or should it renew threnke on different
terms, the business, financial condition and resafithe operation of Aphria would be materiallyesely affected.

Risks Inherent in an Agricultural Business

Aphria’s business involves the growing of medicarijmana, an agricultural product. Such businedkbei subject
to the risks inherent in the agricultural businssgh as insects, plant diseases and similar dtyrialrisks. Although
Aphria expects that any such growing will be cortgddeindoors under climate controlled conditiongréhcan be no
assurance that natural elements will not have anmaatidverse effect on any such future production.

Legidative or Regulatory Reform

The commercial medical marijuana industry is a irustry and the Company anticipates that suchlagigas will
be subject to change as the Federal Governmentan®hicensed Producers in action. Aphria’s opersiare subject
to a variety of laws, regulations, guidelines amdigies relating to the manufacture, import, exporanagement,
packaging/labelling, advertising, sale, transpartgtstorage and disposal of medical marijuanaaad including
laws and regulations relating to drugs, controbethstances, health and safety, the conduct of tpesaand the
protection of the environment. While to the knodge of management, Aphria is currently in compleamgth all
such laws, any changes to such laws, regulatiandetines and policies due to matters beyond timérobof Aphria
may cause adverse effects to its operations.
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Federal Court Case

On March 21, 2014 the Federal Court of Canada ésanerder affecting the repeal of the Marihuanaligkd Access
Regulations (“MMAR”) and the application of certgiortions of the MMPR which are inconsistent wie MMAR

in response to a motion brought by four individudlee risks to the business represented by th&naitar actions
are that they might lead to court rulings or legisie changes that allow those with existing lieento possess and/or
grow medical marijuana and perhaps others to dptfdhe regulated supply system implemented thindhg MMPR.
This could significantly reduce the addressableketior Aphria’s products and could materially autversely affect
the business, financial condition and results a&rapons of Aphria.

Limited Operating History

Aphria, while incorporated in 1994, began carryomgbusiness in 2012 and did not generate revenuoetfie sale of

products until late 2014. The Company is therefrgject to many of the risks common to early-stgterprises,

including under-capitalization, cash shortagesitéitions with respect to personnel, financial, attter resources and
lack of revenues. There is no assurance that tmep@oy will be successful in achieving a return barsholders’

investment and the likelihood of success must Imsidered in light of the early stage of operations.

History of Losses

The Company has incurred losses in recent perigplstia may not be able to achieve or maintain pabflity and
may continue to incur significant losses in theufat In addition, Aphria expects to continue tor@ase operating
expenses as it implements initiatives to contirugrow its business. If Aphria‘s revenues do notéase to offset
these expected increases in costs and operatimgmsap, Aphria will not be profitable.

Product Liability

As a distributor of products designed to be ingeste humans, Aphria faces an inherent risk of enp®$o product
liability claims, regulatory action and litigatiohits products are alleged to have caused sigmifidoss or injury. In
addition, the sale of Aphria’s products involves ttsk of injury to consumers due to tampering bguthorized third
parties or product contamination. Previously unknoadverse reactions resulting from human consumptio
Aphria’s products alone or in combination with atheedications or substances could occur. Aphria beagubject
to various product liability claims, including, amp others, that Aphria’s products caused injurjlioess, include
inadequate instructions for use or include inadeguarnings concerning possible side effects @rautions with
other substances. A product liability claim or riegory action against Aphria could result in inged costs, could
adversely affect Aphria’s reputation with its clisand consumers generally, and could have a rabseiverse effect
on our results of operations and financial conditdd Aphria. There can be no assurances that Aptiti be able to
obtain or maintain product liability insurance occeptable terms or with adequate coverage agamtsinial
liabilities. Such insurance is expensive and matyh®oavailable in the future on acceptable termstaall. The
inability to obtain sufficient insurance coveragereasonable terms or to otherwise protect agpotsintial product
liability claims could prevent or inhibit the comm@lization of Aphria’s potential products.

Reliance on a Single Facility

To date, Aphria’s activities and resources havelpeenarily focused on the premises leased in Legton, Ontario.
Aphria expects to continue the focus on this facilor the foreseeable future. Adverse changeseveldpments
affecting the existing facility could have a matérand adverse effect on Aphria’s ability to congnproducing
medical marijuana, its business, financial conditimd prospects.

Expansion of Facilities

The expansion of facilities is subject to Healtm&aa regulatory approvals. While management dokantipate

significant issues receiving the necessary appsovthe delay or denial of such approvals would haveaterial
adverse impact on the business and may result imi#&pot meeting anticipated or future demand wharises.
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Competition

The Company may face increased competition fronerolitensed producers as the industry maturesedsed
competition from larger and/or better-financed cetiiprs could have a material and adverse effed¢herbusiness
and financial condition of Aphria. In addition, tkemay be pressure for industry consolidation angatarger

companies with increased scope. To date, Healttadzahas only issued a limited number of licensefeuthe

MMPR. However, there are numerous pending apptinatifor licenses. A significant increase in the hamof

licenses granted could have an impact on the dpasadf the Company. The Company intends to remmaimnpetitive

through maintaining low cost production and investinin research and development, marketing, salésckent

support.

Energy Costs

The Company’s medical marijuana growing operatigiisconsume considerable energy, which will mahke Aphria
vulnerable to rising energy costs. Accordinglyingsor volatile energy costs may, in the futureyexdely impact the
business of Aphria and its ability to operate pedfiy.

Reliance on Management

Another risk associated with the growing and séleedical cannabis is the loss of important staghmbers. Aphria
is currently in good standings with all high leeehployees and believes that with well managed gectvill remain
in good standings. The success of the Companybeiliependent upon the ability, expertise, judgmaiatretion
and good faith of its senior management. While legmpent agreements are customarily used as a primethod
of retaining the services of key employees, th@seeanents cannot assure the continued servicegbfesnployees.
Any loss of the services of such individuals ccudae a material adverse effect on the Company’isibsss, operating
results or financial condition.

Third Party Transportation

In order for customers of Aphria to receive thewmquct, Aphria must rely on third party transpddatservices. This
can cause delays in patients obtaining their ordatscannot be directly controlled by Aphria. Arglad/ by third
party transportation services may adversely affgttria’s financial performance.

Potential Conflicts of I nterest with Directors

There are potential conflicts of interest to wheddme of the directors, officers, insiders of thepany may be
subject in connection with the operations of thenpany. Some of the individuals appointed as dirsobo officers
of the Company are also directors and/or officérstioer reporting and non-reporting issuers.

Unfavourable Publicity or Consumer Perception

Aphria believes the medical marijuana indusyhighly dependent upon consumer percepggarding the
safety, efficacy and quality of the medical manjaadistributed to such consumers. Consumer pecrepti the

Company’s products may be significantly influendsdscientific research or findings, regulatory istigations,

litigation, media attention and other publicity aeding the consumption of medical marijuana prosiuEhere can be
no assurance that future scientific research, riggli regulatory proceedings, litigation, mediardgtte or other

research findings or publicity will be favourable the medical marijuana market or any particulasdpct, or

consistent with earlier publicity. Future researeports, findings, regulatory proceedings, litigatimedia attention
or other publicity that are perceived as less faable than, or that question, earlier researchrtepéindings or

publicity could have a material adverse effectlmdemand for the Company’s products and the bssimesults of
operations, financial condition and cash flows leé Company. Further, adverse publicity reports thelomedia

attention regarding the safety, efficacy and quadit medical marijuana in general, or the Comparpreducts

specifically, or associating the consumption of ioaldmarijuana with illness or other negative effaar events, could
have such a material adverse effect. Such advetsieity reports or other media attention couldsareven if the
adverse effects associated with such productsteesiubm consumers’ failure to consume such pradappropriately
or as directed.
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