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GLOBAL CANNABIS CONSUMERS

The United Mations recently estimated that more than 180 million people
globally between the ages of 15 and &4, or more than 4% of this age group,
consurme cannabis annually.

At least 20 countries have implemented medical cannahbis laws, including
Australia, Canada, Colombia and Germany; countries without such laws
include China, lapan, Russia and the United States.

Although federally illegal in the United States, 46 states and the District of
Calumbia have passed at least one law that permits the manufacture,

distribution, dispensing or possession of cannabis. While most of these laws
are medical cannabis laws, 8 states have enacted recreational laws.

Across all medical cannabis laws in the United States, cannakbis is legally
recagnized as a form of therapy or medicine for more than 50 qualifying
conditions, including Alzheimer's disease, anorexia, arthritis, cancer, chronic
pain, epilepsy and post-traumatic stress disorder.

California is polsed to become the largest recreational cannabis market
in the world with the implementation of its recreational law in January
2018 —a watershed moment for the industry.

The illegal cannabis market in the United States is estimated to be more
than 545 billion annually. (We estimate that the 2017 U5, state-legal
cannabls market was $8.0 billion ) If federal legalization occurs, we believe
that the legal market could be mare than two times the size of the current
illegal market, ultimately exceeding 5100 billion annually.

The cannabis industry provides a broad range of investment opportunities

in both the public and private markets far sophisticated investars who are
willing to take significant risks.
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Select Countries with Legalized Cannabis Access (January 2018)

I Recreational Law*

P Medical Law

PN state/Province Conflict
with Federal Law

*Canada currently has a medical law. Assumes Canada enacts a proposed recreational law in mid-2018.

U.5. State Cannabis Laws (January 2018)

I FRecreational Law

I Medical Law
CBD/Limited Law
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Cannabis Industry Segments

Business Solutions

Production

Cultivation

Production
Equipment and
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Testing Services

Business
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Distribution
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Consumer Products
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Infused Products
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Pharmaceuticals

|:| Involves “touching the plant”

|:| Does not imvalve “touching the plant’
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Foreword

Ackrell Capital is pleased to present our 2018 Cannabis Investment Report. Much has happened in the
nearly two years since we published our inaugural report: the cannabis industry grew significantly, com-
panies in the industry raised large amounts of capiral and their stock prices pcr[‘hrmcd well, and the legal-
ization movement continued worldwide as more countries and U.S. states implemented a framework for
legal cannabis access. There was also a presidential election in the United Stares; its ulimarte impact on
the cannabis industry remains uncerrain, Whart did not happen since we launched our inaugural report?
Federal legalizarion: “marijuana” continues to be classified as a Schedule I controlled substance under the

Conrtrolled Substances Act in the United States.

In this new edition, we introduce an outlook on global cannabis markets, analyze capital markets for
cannabis companies and present updated market estimates. We also expand on the first edition by providing
more in-depth analyses of the various market segments within—and analyzing the legal issues pertinent
to— the cannabis industry. The Top 100 Private Cannabis Companieslist has been updated and our industry
landscape, The Green Field, has been updated and expanded to include more than 500 companies.

Cannabis legalization has accelerated domestically and internationally. In the 2016 ULS. elections, four
states, including California, legalized recreational cannabis (bringing the total number of states with recre-
ational laws to eight) and an additonal four states legalized medical cannabis. Cannabis use is now state-
legal in some form in 46 states.

In January 2018, California will implement its recreational law, making it the largest market globally
for the recreational use of cannabis. Similarly, Canada is expected to pass its recreational law in mid-2018.
And in 2017, Germany became the most populous country in the world o pass a medical cannabis law.

Cannabis has mass consumer appeal around the world. {According to the United Narions, more than
180 million people per year use cannabis and it is the most-consumed drug worldwide). While it is clear
that there is significant demand for cannabis, less clear is how quickly illegal markets will transition to
legal markets, as well as the extent to which legalization may increase overall demand.

We continue to believe that it is a question of when—not if—the U.S. federal prohibition on cannabis
will end. We believe that a path toward federal legalization exists and we believe this process has com-
menced. According to Gallup, 64% of Americans today believe that cannabis use should be legal.

Who is the cannabis consumer? It is the 80-year-old cancer parient ingesting cannabis to trear side
eftects of chemotherapy. It 1s the 12-year-old child using cannabis extracts on a docror’s recommendation
to reduce epileptic seizures. It is the 30-something mother or father seeking to relax after a full day. It is
a group of 20-year-olds on a Friday night heading to a concert. It is the millions of peaple suffering from
anxiety and depression. It is the millions of people treating chronic pain and nausea. It is the millions of
people using cannabis recreationally.

Our ream has mer with more than 1,000 companies in the cannabis industry. We understand the oppor-

tunities and challenges E’n:ing the industry, and we are happy to provide our insights.

Sincerely,

The Ackrell Capiral Cannabis Team
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» Global Cannabis Consumers

Cannabis has mass consumer appeal around the world. Millions of people use cannabis recreationally.
Millions more use it medicinally. In aggregate, across all state medical cannabis laws in the United States,
cannabis is legally recognized as a form of therapy or medicine for more than 50 medical conditions,
including Alzheimer’s disease, anorexia, arthrids, cancer, chronic pain, epilepsy and post-traumatic
stress disorder. Similar to the aleohol and pharmaceutical markets, we believe that the total addressable

consumer market for cannabis consists of a signiﬁcant portion of the gluhal adult pupuhtiun.

Cannabis is the most widely cultivated, produced, trafhcked and consumed drug worldwide,
accnrding to the United Nations Office on Drugs and Crime (UNODC). In 2003, the UNODC
estimated that the global illegal cannabis market was $113 billion, with 160 million consumers. The
UNODC continues to estimate the number of cannabis users worldwide and recently estimated thar
183 million people globally berween the ages of 15 and 64, or more than 4% of this age group, con-

sumed cannabis in 2015.

In 2010, the RAND Corporation (RAND) estimated that the U.5. illegal cannabis market was
$40 billion. Adjusting this estimate solely for inflation and population growth, the U.S. illegal marker
would now be approximately $48 billion.

Both the UNODC and RAND acknowledge the challenges inherent in studying an illegal con-
sumer market, and both allow significant room for error in their estimates. However approximate,
their estimates make clear thart there is significant global demand for cannabis. Less clear is how quickly
illegal markets will transition to legal markets, as well as the extent to which legalization may increase
overall demand.

We believe that the growth of the global legal cannabis industry will be driven by increasing pen-
ctration in largely untapped “mainstream” consumer markets, and that the legal industry could grow
to more than two times the estimated size of the current illegal market. We believe that cannabis will
eventually become federally legal in the United States, for recreational enjoyment by adules and for use

in a broad range of safe drugs and therapeutic products. After U.S. federal legalization, we believe that
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the U.S. market will exceed $100 billion annually, with more than 50 million consumers. Globally, we
estimate that the legal cannabis market has the potential to reach $500 billion annually, approaching

one billion consumers.

The Global Legal Cannabis Market

Cannabis legalization is gaining momentum around the world. This momentum is driven primarily by
the increasing recognition that cannabis may have a range of legitimate medicinal benehits and thera-
peutic applications. At least 20 countries now have medical laws thar facilitate patient access to can-
nabis or cannabis concentrates for treating specified medical conditions. Notable countries with such
medical laws include Australia, Canada, Colombia and Germany; countries without such laws include
China, Japan, Russia and the United States. (Contrary to U.S. federal law, 29 states, encompassing
62% of the U.S. population, permit the production and possession of cannabis or concentrates for use
in treating a broad range of qualifying medical conditions.) While the merits of medical cannabis are
currently driving legalization, we believe that—like Uruguay and numerous U.S. states—other coun-
tries will ultimately enacr legislation permitting the production, sale and use of recreational cannabis.

(Canada is widely expected to do so in mid-2018.)

The f{}"{}wing world map illustrares select countries that (i) have enacted medical laws thar facilitate
patient access to cannabis or concentrates for treating specified medical conditions, (ii) have enacted
recreational laws that permit the commercial production and sale of cannabis to adults for recreational
and other uses, or (iii) include a state or province that has a cannabis law or policy in conflict with

federal law.

Select Countries with Legalized Cannabis Access (January 2018)

I Recreational Law*

I Medical Law

I state/Province Conflict
with Federal Law

*Canada currently has a medical kzw. Azsumes Canada enacts a proposed recreational law in mid-2016.

2 2017 Ackrell Capital, LLC Member FINRA 7 5IF
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The U.5. State-Legal Cannabis Market

The legal landscape for the cannabis industry in the United States continues to be character-
ized by conflict between federal prohibition and the steady advance of state legalization. Accord-
ing to federal policy, Americans can access tobacco, alcohol and prescriprion drug produces thar
kill thousands each year, but they cannot access cannabis because it is a dangerous drug with no
currently accepted medical application in the United States (notwithstanding the federal gov-
ernment holds a ULS. patent for methods of treating diseases with cannabinoids). Meanwhile,
46 LS. states have enacted at least one law that permits the manufacturing, distribution, dispensing or
possession of cannabis or concentrates. These laws fall into three general categories:
= 29 ULS, states (and the District of Columbia) have enacred medical cannabis laws that permit
the production and possession of cannabis or concentrates for use in treating a broad range of

qua|i|:ying medical conditions.

= 19 1.5, states have enacted narrow CBDYlimited laws that permit possession of small amounts
of low-THC/high-CBD cannabis concentrates for use in treating a few serious medical condi-

tions—in particular, severe forms of childhood epilepsy.

* 8 LS. states have enacred recreational laws that permit the commercial pmductiun and sale of

cannabis to adults for recreational and other uses.

The following map of the United States shows states with medical cannabis laws, CBD/limited laws
or recreational laws (a state with more than one of these laws is represented on the map by its most

permissive law).

U.5. State Cannabis Laws (January 2018)

I Reccreational Law
I Medical Cannabis Law
[ CBDILimited Law

2017 Ackrell Capital, LLC Member FINRA /S SIPC 3
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The U.5 cannabis industry has proven adept at navigaring this federal-state conflict, and is experi-
encing rapid growth despite it. We estimate that the 2017 ULS. state-legal cannabis market was $8.0
billion, with more than four million consumers. While the overall state-legal market has grown sig-
nificantly, the addressable marker has been constrained due to the lack of access to purely recreational
consumers and the sometimes-narrow scope of medical conditions that qualify a patient for access to
medical cannabis. The breakdown of this marker estimate by state is shown in the following chart.

2017 U.5. State-Legal Cannabis Market Estimate

Other States
$1.9B

California

5328

Colorade
$1.5B

Oregon Washington
$4TOM $929M

Source: Ackrell Capital

U.S. Federal Law

Current federal law effectively prohibits all cannabis use and all commercial cannabis acrivity in the
United States. Producing, selling and possessing cannabis are federal crimes. No cannabis-derived drug
has ever been federally approved for use in treating any medical condition. Otherwise legitimate busi-
ness transactions conducted by cannabis companies—and their banks, for those who can access bank-
ing services—are legally suspect. Certain intellectual property and bankruptey protections critical to
many U.5. businesses are not available to cannabis companies. Cannabis companies pay federal income

tax at effective rates significantly higher than other businesses.

Diespite official pmhibitiun. however, federal pu|icic.5 and laws rcccnt|}r pa.s;scd by C.ungrcss have
carved out a limited space in which the state-legal cannabis industry has managed to thrive. Enforce-
ment policies published by the U.S. Department of Justice have unofhcially invited cannabis business
to proceed if certain conditions are respected. The U.S. Department of the Treasury established report-

ing pulicics thar creare room for banks to service the cannabis industry. Federal budgct |cgi.s|ariun
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has prevented allocated funds from being used to prosecute conduct that complies with state medical
cannabis laws. And recent developments indicate the federal government may be pursuing policies and
practices that create space for cannabis research and approval of cannabis-derived drugs.

The following chart shows three general areas of federal law that impact the cannabis indus-
try—food and drug regulation, banking and finance, and intellectual property—as well as specihe
laws and federal policies related to each area. (We expand on these laws, regulations and policies in

[:haptr:r IV, U.S. chal Landscap{:.]

Federal Laws and Policies Impacting the Cannabis Indusiry
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The Path to Federal Legalization

We believe that the variable which will most impact the future size of the U.S. legal cannabis mar-
ket is the federal legalization process. How and when federal legalization occurs will impact other
primary drivers of the market, including the number of eligible consumers, penetration rates and
consumer spending. We predict six developments relating to federal legalization: (1) the U.S. Food
and Drug Administration (FDA) will begin approving individual pharmaceutical-grade drugs derived
from cannabis; (2) more stares will adupt medical cannabis laws; (3) more stares will adupt [eCre-
ational laws; (4) the FDA will adopt routine approval procedures for drugs with extracts of low-THC/
high-CBD cannabis varieties; (5) the FDA will adopt routine approval procedures for drugs with
extracts of high-THC cannabis varieties; and (6) cannabis parts and derivatives will be removed from
the CSA schedules (either incrementally, starting with CBD, or all at once) and will be fully legal

for medical and recreational purposes. (We cxpand on these prcdictt:d dmrclupmcnts in ['.haptcr 1V,

U.S. Legal Landscape.)

We do not predict that these developments necessarily will occur in the order presented. We do
cxpect some of them to develop in parallel, and none of them depends fundamentally on any other
For example, Congress could cause development (6) at any time by passing legislation that removes

cannabis from the CSA schedules and establishes

Path to Federal Legalization a national framework for recreational and medical

1. The US. Food and Drug Administration will cannabis regulation. Developments (1) through (3)
begin approving individual pharmaceutical- | largely reflect incremental developments within
grade drugs derived from cannabis. the existing legal environment. We do not expect

2. More states will adopt medical cannabis developments (4), (5) or (6) to occur during the
laws. current presidential term, but we believe that there

3. More states will adopt recreational laws. is a reasonable chance development (4) could begin

ithin th t fw d devel t
The FDA will adopt routine approval within the next five years and development {5)

procedures for drugs with extracts of S
low-THC/high-CBD cannabis varieties. believe it could take up to 10 years or more before

could occur within two years thereafter. In total, we

_ ) the federal legalization process reaches development
5. The FDA will adopt routine approval

procedures for drugs with extracts of
high-THC cannabis varieties,

(6) and cannabis becomes fully legal under federal
law. For our marker estimartes, we assume (1) devel-

t (4) begins in 2023, (i} devel ti(5
6. Cannabis parts and derivatives will be opment (4) begins in (i) development (5)

removed from the CSA schedules and will
be fully legal for medical and recreational
purposes.

follows two years thereafter and (iii) development
(6) occurs by 2027 and cannabis becomes fully
lt:ga| in the United States.

We believe that federal legalization will trigger
rapid growth in the U.5. market, propelled by interstate commerce, access to the federal banking sys-
tem and acceleration of the cannabis-derived pharmaceuticals market. A change in the federal status of
cannabis in the United States will not only drive U.S. market growth, but should provide a significant
catalyst to the market worldwide.

The f-u1|uwing gr:aph illustraces the tmeline of our prt:dicn:d dwclnpmtnts and the estimated
impact on the U.S. legalized cannabis marker. As discussed on page 175, readers are cautioned to not

placc undue reliance on our prcdictiuns or estimartes. Almost ccrtainh-’. our prt:dictiuns and estimates
will prove inaccurate in some respects.

[ 2017 Ackrell Capital, LLC Member FINRA ¢ 5IPC
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Executive Summary

$140,000 | Path to Faderal Legalization |
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Source; Ackrell Capital. Assumes cannabis will be legalized federally by 2027, Cannab#s may never be legalized fedesally in the United States.

» To Watch in 2018

We believe that the f{:-"{:-wing events will impact the |rga|izcd
cannabis industry in 2018.

Increasing Recreational Legalization

We expect 2018 will be a watershed year for recreational
markets, both in the United States and internationally. Cal-
ifornia will begin implementing its new recreational law in
January 2018, and Canada’s proposed recreational law is
widely expected to be approved in some form by mid-2018.

California, which has a population of 38 million people
and receives 250 million visitors annually, is poised to tran-
sition from the world’s largest medical cannabis market to
the largest recreational market with the implementation of
its recreational law in January 2018.

In cach of the three largest U.S. states to implement rec-

reational laws— Colorado, Oregon and Washington—the

To Watch in 2018

Increasing Recreational
Legalization

Cannabis Consumer Experience
goes “Mainstream”

FDA Approval of Cannabis-
Derived Pharmaceuticals

Commoditization of
Cannabis Flower

Access to Banking Services for
LL.5. Cannabis Companies

Increasing Strategic Investor
Activity; Continuing Funding
Gap

size of the |f:ga|i1cd cannabis market t:xpandr:d signiﬁcanth’. duuHing the size of the overall marker in

cach of these states in the first full calendar year after implt:rncntatiun. The world has yer to experience

a lt:ga“u‘d recreational cannabis market in a juriﬁdictiun as |arg¢: as California, and how the suppl}'

Ehﬂin, CONsSuUmMeEr responsc EI'ILI l'CgllIE.t{}l'}" I'—l'EII'I'IE'\’l.'{]l']:{. "-"r'l" C{}ﬂlCSCC in ﬁLlCh d IT]EI".'.CE remains to 1'.”.‘.‘ SCCI.
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Nonetheless, we believe that California’s state-legal market may double from an estimated $3.2 billion

in 2017 to appmximatﬂy £6.5 billion in 2018,

Canada has assumed the role of a global leader of cannabis legalization. Although Canada’s legal
cannabis market is presently limited to medical cannabis, it is currently the largest federally legal can-
nabis market in the world, estimarted at $1.5 billion in 2017, In April 2017, a proposed recreational
law was introduced in the Canadian parliament; the proposed Cannabis Act would allow adults to pur-
chase cannabis from federally licensed producers and to possess and share cannabis with other adults.
The Cannabis Act is widely expected to be approved in some form by the Canadian parliament by mid-
2018. If approved, Canada would be the largest country in the world to legalize recreational cannabis
on a national level, and we believe that the implementation of the Cannabis Act would significantly
cxpand the size of Canada’s overall market. Canada has demonstrated that by providing a national
legal framework for cannabis, companies operating legally within the industry have had a clear "first to
market” advantage, allowing them to raise significant amounts of capital and to pursue domestic and

international expansion opporrunities.

If these recreational laws stimulate demand, as expected, and are otherwise viewed as successful, we
expect more ULS, states and additonal countries to follow suit with similar laws. In the United States,
legislatures in eight states (Arizona, Delaware, Florida, Michigan, New Jersey, Ohio, Rhode Island and
Vermont) are expected to introduce ballot measures or explore regulatory frameworks for recreational

cannabis in 2018,

Cannabis Consumer Experience Goes “Mainstream”

Cannabis consumer product companies and retailers are rapidly evolving to meet the needs of the
“mainstream” cannabis consumer. Cannabis consumers are no longer limited to smoking flower with
joints, pipes or bongs, but have their choice of an increasing variety of products, including concen-
trates, infused products and ropicals. Products coming to market increasingly address the attributes
demanded by the modern consumer—greater discretion, ease of use, product safery and accurate
dosing. To attract more mainstream customers, companies have responded to these demands with
increasingly sophisticated packaging and advertising.

Where a consumer purchases a product can be as important as the product itself. In the United
States, cannabis dispensaries play a critical role by providing consumers with access to a wide variery
of products and “high-touch” education and sales services. Merchandising and branding have become
more prominent as dispensaries increasingly seck to provide consumers with an experience similar ro
other mainstream retail shopping experiences. In 2018, we see an opportunity for cannabis dispensaries
to drive consumer penetration and mainstream acceptance of cannabis by establishing storefronts in

malls and ocher high-—p rofile retail locadons.

In 2018, we believe that product innovation and advancements in cannabis varieries, concentrates,
infused products, vaporizing technology and cannabis-derived pharmaceutical products will drive
consumer adoption and spending. However, because numerous product categories have low barriers
to entry, we expect a significant influx of cannabis brands that will aggressively compete for limited
display space in dispensaries. We also believe product differentiation and availability will be more

prm.'al::nt n lcgaliz.r:d cannabis markets and will drive consumer transition from i1|t:ga| to lcgal markets.
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“Mainstream” Consumer Experience
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FDA Approval of Cannabis-Derived Pharmaceuticals

The FDA’s first-ever approval of a cannabis-derived pharmaceutical may occur in 2018, The FDA
has previously approved several drugs with chemically synthesized cannabinoids or cannabinoid-like
compounds, but has never approved a drug derived from the cannabis plant. In October 2017,
U.K.-based GW Pharmaceuticals submitted a New Drug Application (NDA) to the FDA for Epidio-
lex, an oral formulation of cannabis-derived cannabidiol, or CBD, intended to treat severe forms of
childhood t:pih:ps}r_ {GW Pharmaceurticals also manufacrures Sarivex, a mouth spray used for treatment
of spasticity caused by multiple sclerosis; it includes THC and CBD derived from cannabis. Sativex
was first approved for use in the United Kingdom in 2010, and has been approved for use in ar least
30 countries, but not in the United States.) If the FDA approves Epidiolex, such a precedent could
be followed by similar approvals in the United States for other cannabis-derived drugs and result in a

signiﬁcant increase in the medical use of cannabis b}r CONSUMETS.

Commoditization of Cannabis Flower

The supply of cannabis in the United States has increased considerably with expanded state legaliza-
tion. This increase has started to dampen retail and wholesale prices in various markets. While retail
prices vary across the country, an examination of the price per gram of cannabis flower, or “bud,” in
the three largest states to implement recreational laws—Colorado, Oregon and Washington— reveals
a downward trend. The following graph shows the average price per gram of cannabis flower in these
three states since the beginning of 2016.

Consumer Pricing Trends: Cannabis Flower Price per Gram
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As prices decline, we are starting to see closer price parity between state-legal and illegal markets
(in the United States, cannabis is generally priced lower in illegal markets than in state-legal markets).
We believe that lower retail prices in state-legal markets will accelerate consumer transition from illegal
to state-legal markets and drive increased overall penetration rates. However, state and local taxes will
continue to impact pricing for cannabis produces in state-legal cannabis markets, which will impede

the transition to lt:ga| markets.

In international markets, cannabis cultivators in South America, particularly in Colombia and
Uruguay, are r:xptctcd to pmr_'ccd with largt:-scalc operations in 2018, with the anticipatcd supphr of
cannabis entering the market in late 2018 or early 2019. These operations are designed to produce out-
put that exceeds local demand, and South American countries are expected to export products to other
legal markets, such as Canada and Germany. As legal markets increasingly import cannabis products,
we anticipate downward-pricing pressure for cannabis in both the wholesale and retail markets. Canna-
bis cultivators in domestic markets that permit imports may be challenged by large, low-cost cannabis
producers in South America and elsewhere. While these dynamics are expected to impact international
cannabis markets, they should not materially affect prices in the United States until the importation of

cannabis products becomes legal under federal law.

Access to Banking Services for U.S. Cannabis Companies

Because most cannabis-related businesses in the United States violate federal law, most domestic finan-
cial institutions do not provide services to participants in the cannabis industry. Companies in the
cannabis industry may not be able to open or maintain bank accounts or access other products and
services—such as credir facilities, payment processing and insurance coverage—typically provided by
traditional financial institutions. A lack of access to banking and other traditional financial products
and services continues to impede the growth of the industry; it increases the time, effort and expense
related to ongoing operations and increases risks associated with cash transacrions and the use of alter-
native products and services.

The California State Treasurer’s Cannabis Banking Working Group—a panel convened by Califor-
nia State Treasurer John Chiang that includes representatives from the cannabis industry and financial
institutions, and government tax collection, law enforcement and regulatory agencies—issued a report
in November 2017 on the cannabis industry’s banking challenges. In the report, the State Treasurer’s
Office stated that the cannabis industry’s lack of access ro banking services is one of the biggest threats

to the success of the state’s recreational cannabis law, which is scheduled for implementation starting

in January 2018.

The U.5. Bank Secrecy Act (BSA) requires financial institutions to file “suspicious activity reports”
(SARs) with the Financial Crimes Enforcement Network (FinCEN) rtgarding CUSLOIMCTS cngagcd in
“marijuana-related business.” From February 2014 through June 2017, FinCEN received a total of
33,692 marijuana-related SAR filings from a rotal of 390 banks and credit unions (out of approxi-
mately 11,500 depository institutions). The following graph based on FinCEN data shows the number
of banks and credit unions making such filings. While the percentage of the total number of depository
institutions serving the cannabis industry remains small, the growing number of depository institu-
tions making SAR flings indicates that cannabis businesses increasingly are accessing the federal bank-

ing system di:spitr: federal law.
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Depository Institutions Making Marijuana-Related SAR Filings
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FinCEN has puHishcd guidancc nutlining how financial institutions can, consistent with their BSA
obligations, provide services to marijuana-related businesses. However, this guidance does not provide
financial institutions with a legal defense for any violation of federal law. Consequently, financial insti-
tutions willing to serve the cannabis industry tend to be smaller institutions, such as credit unions and
state-chartered banks. “Big” banks generally do not serve, or are not willing to state publicly that they
serve, the cannabis indu&tr}r. For t:xamph:, accurding to American Banker, a spnkt:swnman for Wells

Fargo Bank rcctntl:.-r said the bank's p{}|iq.r worldwide is to not bank marijuana businesses.

However, as cannabis-related companies increasingly participate in the formal U.S. economy, the
notion of what constitutes a “marijuana-relared business” is being blurred, and banks are finding it
more difhcult to institute and follow their own policies. For example, it may be straightforward for a
bank to identify and refuse to transact with a cannabis cultivator, but the bank may be unsure whether
It can pr{widt services to (or whether it is pmviding services to) the cultivator's accountant, landlord or
investors. For example, Constellation Brands, Inc. (NYSE: STZ), a large beverage company, recently
invested approximately $190 million in Canopy Growth Corporation (T5X: WEED), a Canadian
cannabis company. According to public filings, Constellation Brands has credit agreements with a
number of large financial institutions, including Bank of America, Bank of the West, Fifth Third Bank,
Goldman Sachs Bank, JPMorgan Chase Bank, PNC Bank, SunTrust Bank and Wells Fargo Bank. How
these institutions respond to the investment by Constellation Brands and other similar transactions
may indicate how large financial institutions will interact with the industry in the foresecable future.

In the current environment, we believe more financial institutions will stare to provide some level of
service to the cannabis industry. We also agree with the view of the California State Treasurer's Ofhce,
as expressed in the working group’s report, that it is only a matter of time until cannabis businesses

have normal access to hanking services., However, if the ULS. federal EOVEITITENt were to changc 1ts
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current practice and aggrcssiw:l}r enforce existing federal cannabis laws, including prna“zing financial
institutions for serving the cannabis industry, it would have a dampening effect on the industry both
in the United States and abroad.

Increasing Strategic Investor Activity; Continuing Funding Gap

We share the belief held by many that, ultimately, established companies from analogous indus-
trics—alcohol, pharmaceurical, tobacco and consumer products—will enter the cannabis industry
through minority investment, by acquisition or otherwise. We have already seen examples: Constella-
tion Brands' investment in Canopy Growth referenced above and the more than $400 million spent by
The Scotts Miracle-Gro Company (NYSE: SMG) to acquire soil, fertilizer, hydroponic equipment and
lighting companies that supply the cannabis industry. These types of transactions help validate investor
enthusiasm for and valuations in the cannabis industry, and we expect similar transactions to occur

with increasing frequency during 2018 and beyond.

Retail investors and an increasing number of family ofhce and strategic investors are providing most
of the investment capital to the cannabis industry. Cannabis-related companies raised more than $2.0
billion in the public and private markets in 2017, but many of the financings were small—Iless than $5
million. We expect that many institutional investors (most notably, the traditional venture capital and
private equity communities) will not invest in the industry until it matures and the legal environment

becomes more favorable.

Without institutional support for the cannabis industry, a funding gap exists— companies are seck-
ing more capital than investors are willing or able to provide. We believe thar this is especially true in
the private markets, where many companies struggle to raise necessary financing. Although capiral may
be available for select issuers in both public and private markets, we believe that without participation
from institutional investors, the cannabis industry will continue to face a significant funding gap for
the foreseeable furure.

» Investment Qutlook

Hundreds, if not thousands, of cannabis-related companies are secking to raise capital—thus pre-
senting investment opportunities for sophisticated investors who want to participate in the cannabis
industry. Investors have their choice of investing in the more than 300 publicly traded cannabis-related
companies, or in the significant number of private companies raising capital. Investors may also choose
among stock markets (both within the United States and internationally), type of security (equity
versus debt) and type of company (companies across all segments of the industry are raising capital).

Moaost of the cannabis-related companies raising capital—even publicly traded companies—are in
carly stages of development, have de minimis revenue and are not profitable. More than 85% of pub-
licly traded cannabis-related companies have annual revenue less than $5 million, and less than 5%

have annual revenue greater than 525 million.

Ta hclp investors better evaluate investment opportunities in the cannabis industry, we f:urrrnl:l:.-r

define five primary segments: production, distribution, consumer products, business solutions and
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digital media. We further divide cach segment into multiple subsegments. Each segment has unique
opportunities and risks. For example, companies that possess, manufacture or distribute cannabis
(commonly known as “touching the plant”) face risks related to violating federal law—and state-law
compliance obligations—not generally faced by providers of business software or digital media con-
tent. Many businesses operate in multiple segments, and we expect industry leaders to emerge in cach

segment. The five primary segments and their suhsugmunts are llustrated in the ﬁ:"{r-.’-.fing charr.

Cannabis Industry Segments

Production . .
. . Production and Business Business
Culivalion Equlpmer_lt and Testing Services Software Services
Supplies
. i EC Distribution Online Content Online
Desps : Services and Networking Directories

Consumer Products

Flower Concentrates Infused Products \Fapnnzerstand Pharmaceuticals
Accessories
|:| Invelves “touching the plant” |:| Daes nat invalve “touching the plant”

In our view, valuations and stock price fluctuations in the cannabis industry continue to be driven
more by expectations for the cannabis industry in general than by individual company fundamentals.
Today, in the public markets for cannabis-related companies, trading volumes are too low, trading
prices are too volatile and operaring histories are too limited to place any reliance on current valuation
levels. We believe that this dynamic will continue until cannabis-related companies have matured and
start to realize meaningful revenue, profitability and other financial metrics that will allow investors ro
evaluate companies within the industry by more traditional methodology.

It is still too early to know how the cannabis industry or its sectors will be valued in the furure. It
may come to pass that companies in the cannabis industry are valued comparably to public companies
in industries with similar characteristics, such as the alcohol, tobacco, pharmaceutical and consumer
products industries, especially as companies from those industries look to enter the cannabis industry,
through acquisition or by other means. What 1s clear now, however, is that investors will continue
to have a range of investment opportunities from which to choose in this rapidly growing, dynamic

industr}-‘.
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® The Cannabis Plant

Cannabis is a genus of Howering plant indigenous to Eurasia. For millennia, humans have consumed
cannabis for thcmpcutic, medicinal, social or spiritual purposes and have used the seeds and fibrous

5[3“:{5 {}f tl'll‘.‘ 1’..'31'11'13'315 plant to PIUL{UCC gﬂ[]d.‘i S'L'lCh 45 rope, papcr, (.'Ii]'l'l'lil'lg EI'II'.{ s0ap.

There are at least three principal cannabis species: Cannabis sativa, Cannabis indica and Cannabis
rueleralis.' These three species can be distinguished by their plant structures and leaves. Sativa plants are
generally tall, thin and wispy; indica plants tend to be shorter and bushier than sativa plants; and rud-
cralis plants are shaggy and the shortest of all three species. The following pictures depict the Cannabis
sativa, Cannabis indica and Cannabis ruderalis plants and their leaves.

BT T )
T

Wi =

=

Cannabis Sativa Plant Cannabis Indica Plant Cannabis Ruderalis Plant

'Boranists disagree abour whether sariva, indica and ruderalis are distinct species or are instead distiner subspecies of a single plant
species. Some botanists propose renaming these three species o reflect their geographic origins. This report takes no position on
these botanical debares; it merely adoprs one ser of commonly used nomenclarure.
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Cannabis Sativa Leaf Cannabis Indica Leaf Cannabis Ruderalis Leaf

Many hybrid varicties of cannabis—sometimes referred to as strains—have developed from these three
species, both through selective breeding and in the wild. Most cannabis varieties grown today are hybrids
that exhibir features of two or more of these principal species. Cannabis varicties consumed for physio-
logical effects generally are hybrids of sativa and indica that produce relatively large and dense flowers.
Certain cannabis varieties—known as hemp—that are grown to produce industrial goods generally
are sativa-dominant varieties or hybrids of sativa and ruderalis that produce relatively small and sparse

HGWCTS.

Cannabis yields more than 100 different compounds known as “cannabinoids,” which, when con-
sumed, act on cannabinoid receprors in cells in the human nervous and immune systems. The primary
cannabinoid in most cannabis is tetrahydrocannabinol, or THC, the psychoactive compound respon-
sible for the “high” or cuphoric feeling commonly associated with cannabis consumption. The next
most abundant cannabinoid is cannabidiol, or CBD, which pr{}dur:cs a ph}rsical effect without the
psychoactive effects associated with THC.

Cannabis also includes a variety of compounds known as “terpenes,” which are understood to
interact with cannabinoids to produce some of the physiological effects sought by cannabis consumers.
Terpenes are present in cannabis and many other types of plants and are responsible for a plant’s aroma
and Havor. Examples of terpenes found in cannabis include limonene, which is known for its citrus
smell and is also present in citrus fruit rinds, and pinene, which is known for its pine and fir aromas
and is also found in pine resin.

The highest concentrations of cannabinoids and terpenes are found in the “trichomes” on the
Howers of unpollinated female cannabis plants. Trichomes are crystalline or hairlike components that
secrete cannabinoids, terpenes and other compounds; they generally occur all over the cannabis plant
but are found in highest concentration on the flower. The following illustration shows the basic anat-
omy of a cannabis plant, and the images to the right show a female cannabis plant flower and a close-up

view of trichomes.
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Cannabis Plant Anatomy

Cannabis can be consumed in a variety of ways that introduce its active compounds into the body:
smoking cannabis Hlower or its extraces, vaporizing cannabis lower or its extracts, ingesting cannabis
extracts or food products prepared with cannabis and topical application of cannabis products. Human
consumption of cannabinoids and terpenes is widely believed to have numerous medicinal benefits and
therapeurtic applications. Depending on the types and relative concentrations of the cannabinoids and
terpenes consumed, these benefits may include pain relief, reduction of inflammation, and promotion
of an energetic, uplifring mood or a calm, relaxed mood.

Although humans have used cannabis therapeutically for thousands of years, only recently have
scientists begun to research and understand at the chemical and biological levels how cannabis works
with the human body. In the 19405, the American organic chemist Roger Adams performed numerous
studies on cannabis and idencdfied and isolated the cannabinoids THC, CBD and cannabinol, or
CBN. In the 1960s, a team of scientists led by Raphael Mechoulam at the Weizmann Institute of
Science in lsrael more completely determined the chemical compaosition of THC, CBD and certain
other cannabinoids. This rescarch on cannabinoids ultimately led to the discovery that the human
body naturally produces its own cannabinoids and uses them to regulate homeostasis (a process by

which biological systems tend to maintain internal stability, or balance).
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# The Human Endocannabinoid System

The human endocannabinoid system consists of nervous and immune system receptors involved in
regulating health and physiological functions. There are two types of endocannabinoeid receptors, CB1
and CB2 receptors, which are located in the brain and in other organs, tissues and glands throughout
the human body. The human body actively regulates variables related to appetite, immune response,
memory, mood, pain, sleep and other functions by naturally creating compounds known as “endo-

cannabinoids” and dc|i\rt:1'ing them to these receprors. The fa“awing illustration dcpicts the human

endocannabinoid system and the location of CB1 and CB2 receptors,

Human Endocannabinoid System

CB1 Receptors
CB2 Receptors
Immune Cells

B cei B ce: | cB1andCB2

Brain Spleen Immune system

Lungs Bones Liver

Vascular system Skin Bone marmow

Muscles Glial cells Pancreas

Gastrointestinal tract Brain stem

Reproductive organs

The physiological effects of cannabis consumption are believed to be primarily the result of THC,
CBD and other cannabinoids bonding with the body's endocannabinoid receprors and the consequent
impact on functions regulated by the endocannabinoid system. As scientists gain a deeper understand-
ing of the human endocannabinoid system, they are beginning to explore the application of cannabi-
noids to a broad range of medical conditions and ailments. Although medical research on cannabinoids
is nascent, cannabis is currently being used to manage many conditions, including anxicty, depression,

inflammation, insomnia, nausea, neural disorders and pain.

CB1 and CB2 Receptors

CB1 and CB2 endocannabinoid receprors, which are found on cell surfaces throughour the body, are
believed to be more numerous than any other cellular recepror signaling system in the human body.
The CB1 receptors are located primarily in the brain, central nervous system and other tissues; these

[eceprors p|a}r a modulato ry role in memaory, mood, slr:cp, appetite and pain sensation. The CB2 recep-
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tors are located primarily in peripheral organs associated with the immune system, with the greatest
concentration in the spleen, and are responsible for managing inflammation and autoimmune func-
tion. Many tissues contain both CB1 and CB2 receptors, with each receptor type linked to a different
physiological function.

Human Endocannabinoids

Endocannabinoids are the cannabinoids created naturally by the human body for delivery to CB1 and
CB2 receptors. In contrast with cannabinoids introduced through cannabis consumption, endocan-
nabinoids are broken down quickly by the body and cause effects with shorter durations. One well-
studied endocannabinoid is anandamide (AEA). AEA is associated with the maintenance of mood,
and AEA deficiency is understood to be anxiogenic (anxiety-inducing). Maintaining appropriate AEA
levels within the human body is believed to reduce pain and inflammation, counter the proliferation
of cancer cells, relieve anxiety and promote adult neurogenesis (a process whereby nerve cells are gener-
ated from neural stem cells). Like THC, AEA has a small molecular structure that binds to CB1 recep-
tors. AEA 15 r_'Lu'rv:ntl:.-r bting studied for its effects on angiogenesis (the process {}fdcw:hlping new blood
vessels), anxiety, cancer and memory consolidation. AEA is also present outside the human body; for

cxam FJ.C. Itisa HEEHIEJ. c0 ITIP{}I'IL']'.I.I' {}f Ch[]fulﬂtf.

Endocannabinoid Systems in Animals

Nonhuman mammals, including dogs, cats and horses, have been shown to have endocannabinoid
systems that are similar to their human counterparts: these systems employ CB1 and CB2 receptors
and function through the natural production of endocannabinoids. This implies that the endocanna-
binoid system is not a recent evolutionary development, but rather an ancient physiological feature of
mammals in general. The cannabinoeids found in cannabis, pardcularly CBD, have been shown to have
a range of therapeurtic applications for certain animals, including antibacterial and anti-inflammarory
properties, appetite and bone-growth stimulation, and pain relief. The following chart depicts the

canine endocannabinoid system and CB1 and CB2 receprors.

Canine Endocannabinoid System

B cai
B ce2

CBE1and CB2
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» Cannabinoids

Cannabinoids are compounds present in the cannabis plant that act on human cannabinoid receptors
in cells in the nervous and immune systems. Scientists have identified more than 100 cannabinoids in
the cannabis plant. Generally, the most abundant cannabinoid is THC, a psychoactive compound that
causes a cuphoric “high,” and the second most abundant cannabinoid is cannabidiol, or CBD, which
produces a relaxing physical effect without a psychoactive effect. Consuming cannabinoids has been
shown to have numerous medicinal benefits and therapeutic applications. The following table lists
20) common conditions for which medical cannabis use has been legalized under U.S. state laws and
identifies 8 cannabinoids that are used or being studied to treat these conditions. A brief description of

these cannabinoids follows the able.

Commeon Qualifying Medical Conditions and Potentially Therapeutic Cannabincids

e ] co0 Jese ] cac Jesch] con I rica] coox
L ]

Alzheimer's disease

Amyatrophic lateral sclerosis (ALS)
Anorexia

Arthritis

Cachexia

Cancer

Chranic pain

Crohn's disease -
Epilepsy
Glaucoma
Hepatitis C
HIVIAIDS .
Inflammation

Migraine .
Multiple sclerosis L
Mausea .
Mervous system degeneration

Parkinson's disease

Post-traumnatic stress disorder (PTS0)

Spasms L

THC  Tetrahydrocannabinol: THC refers to delta-9-tetrahydrocannabinol and certain chemical
variants, including delta-8-tetrahydrocannabinol. THC is the most abundant cannabinoid in cannabis
and is understood to be the psychoactive compound in cannabis primarily responsible for the euphoric
feeling of being “high.” Both recreational and medicinal users often seek the psychoactive effects of
THC and may prefer certain cannabis products based solely on the quality and level of THC. THC

is believed to have wide-ranging medicinal benehits: analgesic, andanxiety, antibacterial, anticancer,

20

EFTAO00797094



ACKRELL
CAPITALI

P CHAPTER 1l Cannabis Science 101

antidepressant, antiemetic, anti-inflammartory, antinausea and antispasmodic. It also is believed to have

therapeutic applications, such as appetite stimulation, bronchodilation, neuroprotection and pain relief.

CBD Cannabidiol: CBD is considered to be the second most abundant cannabinoid in canna-
bis. It is nonpsychoactive and is believed to counteract the psychoactive effects of THC. CBD also is
believed to have wide-ranging medicinal benehits: analgesic, antianxiety, antibacterial, anticancer, anti-
convulsant, antidepressant, antiemetic, anti-inflammarory, anti-insomnia, anti-ischemic, antipsychotic
and antispasmodic. In addition, CBD is believed to have therapeutic applications, including appetite
stimulation, bone-growth stimulation, immunosuppression and neuroprotection. CBD can be derived
from many cannabis strains, including low-THC strains ordinarily grown to produce industrial hemp

P r{}ducts.

CBC (Cannabichromene: CBC is thought to be the third most abundant cannabinoid in canna-
bis and is nonpsychoactive. Like THC and CBD, CBC is believed to have several medicinal bene-
fits, including analgesic, antibacterial, anticancer, antidepressant, antifungal, anti-inflammatory and
anti-insomnia. CBC is also used as a therapeutic bone-growth stimulant. Ongoing research secks to
determine the role of CBC in reducing gastrointestinal inflammation. CBC may also have applications
in pain management—in addition to binding to the CB1 and CB2 endocannabinoid receprors, it has
been shown to interact with certain pain receprors.

CBEG (Cannabigerol: CBG is nonpsychoactive and is believed ro have several medicinal benehes—
analgesic, antibacterial, anticancer, antidepressant and antifungal—as well as a therapeutic application
for bone-growth stimulation. CBG is present primarily during the early stages of the cannabis plant’s
growth cycle; only small amounts can be extracted from the plant during its flowering stage (although
strains of cannabis have recently been bred to have high levels of CBG). CBG is believed to parally

counteract the psychuaﬂivc effects of THC and to decrease anxiety and muscle tension.

CEGA Cannabigerolic Add: CBGA is a nonpsychoactive precursor to all other cannabinoids,
including THC, CBD, CBC and CBG. Much of a cannabis plant’s CBGA ultimartely transforms into
other cannabinoids through the chemical process of decarboxylation. CBGA is used for analgesic and
anti-inflammatory applications. Certain cannabis strains cultivated to produce industrial hemp prod-
ucts are believed to contain high levels of CBG relative to other strains.

CBEN Cannabinol: CBN has been shown to produce some psychoactive effects and is believed to
have several medicinal benefits, such as analgesic, antibacterial, anticonvulsive, anti-inflammartory and
anti-insomnia. Unlike many other cannabinoids, CBN is not derived directly from CBGA decarboxyl-
ation; instead, it results from THC degradation. The CBN level of a cannabis plant is sometimes used

ds 4 moasure 'I'Jf tht.‘ FIEI’I[IS {}‘L’L‘.‘l’EI”. qualit}f Fur Ci]l]'lEl.ll'l'lF[i[]l'l.

THCA  Delta-9-Tetrahydrocannabinolic Add: THCA is found abundantly in raw cannabis Hower
and is the precursor to THC. THCA is nonpsychoactive and is believed to have several medicinal
benefits, including anticancer, anti-inflammatory and antispasmodic. THCA decarboxylates into THC
through drying or application of intense heat, such as the heat applied during smoking or vaporizing
the cannabis plant.
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CEDA Cannabidielic Acid: CBDA, the precursor to CBD, is nonpsychoactive and is believed o
have several medicinal benefits—anticancer, antiemetic and anti-inflammatory—as well as therapeu-
tic applications. Generally, CBDA is present in the cannabis plant in low levels, although recently some
strains have been grown with CBDA levels cnmparahlc ) rypicﬂ THC levels. Like THCA, CBDA

decarboxylates into other compounds when heated. (An explanation of decarboxylation follows.)

Cannabinoid Composition Levels

As a general rule, THC and CBD are the most prevalent cannabinoids found in many strains of the
cannabis plant, with other cannabinoids appearing in relatively minuscule amounts. (One exception
to this rule is the low-THC strains grown to produce industrial hemp.) THC-dominant strains histor-
ically have been the most popular with cannabis consumers, but CBD-dominant strains and strains
with high levels of other cannabinoids are believed to have medicinal benefits and hold promise for

rhcrapcutic app“catiuns.

Cannabinoid Creation: Decarboxylation

All cannabinoids present in cannabis bcg;in as cannabigcmlic acid, or CBGA. CBGA is u|timat::1:.-r
transformed into various other cannabinoids through decarboxylation, a process by which a com-
pound’s chemical structure changes due to light, heat, alkaline conditions or other chemical forces. The

two main catalysts for decarboxylation of CBGA and other cannabinoids are hear and time (the aging

process). The following chart depicts the process of cannabinoid decarboxylation.

Cannabinoid Decarboxylation Process

2

e

o

THCV CECY

Source: Elemental Weliness
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As t:lcamplcs of the dccarb{}xylation process, consider the changrs o THCA thar result from hear
and aging. If the nonpsychoactive THCA narurally present in raw cannabis is heated, it quickly decar-
b{}x}dat{:s into p.x}-'chnactivc THC; this is what cﬂmm{}nhr oceurs when cannabis Hower 15 smoked or

vapnrizr:d for its psy{;huactivt effece. THCA may also be stored and agcd to pmduct: CBEM.

Cannabinoid Boiling Points

Cannabinoids boil at temperatures lower than the temperature at which cannabis flower burns. Based
on this property, vaporizers have been developed to hear cannabis flower to a point at which its active
compounds boil and can be inhaled as vapor but at which point the flower does not combust and create
smoke. The approximate temperatures at which select cannabinoids boil and cannabis flower combusts

are shown in the following rable.

Compound Boiling and

Flower Combustion Temperatures

Compound/Flower Temperature ("F)
THCA 220
CEDA 250
THC 315
CED 355
CEMN 365
Flower 450

Smoking cannabis Hower remains the most popular form of cannabis consumption, even though
it is believed to destroy as much as 30% of the active cannabinoids and is less efficient than merely
heating the desired compounds to their boiling points. Vaporizers are becoming increasingly sophisti-
cated, and those that can maintain temperatures which target the activation of specific cannabinoids

arc btcuming p{}pu|ar.

B Terpenes

Terpenes are a class of organic compounds present in cannabis and
many other plants; they are responsible for a plant’s aroma and flavor.
The strong odors produced by terpenes are believed to be part of the
natural defense of many plants. Cannabis contains more than 100 dif-
ferent terpenes, which are believed to interact with cannabinoids in a
way that contributes to the medicinal benefits and therapeutic appli-
cations of cannabis. Like cannabinoids, terpenes are present in highest
concentration in the Howers of cannabis plants. (Terpenoids are certain
chemical variants of terpenes, and this report uses the general term

'"tr:rpf:nr" to refer to both terpenes and trrprnﬂidﬁ_}

Terpenes are believed to interact in various wiys with the human

physiology: by acting on receptors and neurotransmitters, combining
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or dissolving with fats, inhibiting serotonin uptake and increasing dopamine activity in the brain. Sci-
entists have yet to develop an extensive and detailed understanding of the mechanisms and effects of
many terpenes. However, consumption of certain cannabis strains with particular terpene profiles and
corresponding aromas are generally associated with certain experiences. For example, cannabis strains
that smell of musk or clove (indicating the presence of myrcene) tend to cause sedative and relaxing
cffects, strains with a piney scent (indicating the presence of pinene) are used to promote focus and
memory retention, and strains with a lemony scent (indicating the presence of limonene) are con-

SI.IITIE-LI I[:(]l' lTl[](]d. l.IFIllft

The following table identifies eight terpenes found in cannabis and lists the medicinal benefits and

thcmprutic app“cati{}ns cumm{}nh-' associated with each.

Potential Medicinal Benefits and Therapeutic Applications of Notable Terpenes

A HEon @ @K P
IR s e I

Antiandety e L

Antibacterial L ] e [ ] ] ] ]
Anticancer ® [

Anbconvulsive L] ]

Anbdepressant ] L

Antifungal L ] o ] ] ]
Ant-inflammatory L ] ]

Antinsomnia L L
Anti-ischemic ®

Antiegplic ®
Antitumor ®

Appetite suppressant [ ]

Bronchodilator ] &

Camphene: Camphene smells strongly of damp woodlands and fir needles and is believed to have
several medicinal benehts, such as antibacterial, antifungal and ant-inflammatory, and a therapeutic
application as a bronchodilator. Some studies have shown that camphene could be used to combar
heart disease as an alternative to other pharmaceutically based therapies with harsh side effects. Cam-

phtnr IS a4 MINOr component nFman].-r essential oils and is used as a food additive.
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Caryophyllene: Caryophyllene is known for its peppery, woody and spicy smell. It is believed to have
several medicinal benefits, such as antibacterial, anticancer, antifungal and anti-ischemic, and a thera-
peutic application as a bronchodilator. Caryophyllene is found in many plants, including Thai basil,

EIG"-’E‘S.. cinnamon Ita"-’tﬁ EI'II'.{ hIE{:k PEppcer.

Humulene: Humulene is well known for giving beer its hoppy aroma and is believed to have several
medicinal benefits: antibacrerial, anti—inﬂammatnr].r and antitumor. Humulene is used to aid wcighr

loss by acting as an anorectic (appetite suppressant). It is also found in hops and coriander.

Limonene: Limonene is recognized for its citrusy smell. Its medicinal benehis are believed to include
antianxiery, antibacterial, anticancer, anticonvulsive, antidtprtssant and antifungal. Limonene present
in cannabis quickly enters the bloodstream upon inhalation, which may facilitate the quick absorption
of other terpenes and thus contribute to an uplifting experience. Limonene is also present in citrus fruit
rinds, rosemary, juniper, peppermint and pine needle oils, and its strong smell serves as a natural insect

TCFCMCJ.'.I.T:.

Linalool: Linalool has floral and lavender aromas. It is believed to have medicinal benefits thar
include antibacterial, antidepressant, antifungal and anti-insomnia. Linalool may also counteract anx-
iety induced by THC consumption. Some research suggests that linalool may boost the immune sys-
tem, reduce lung inflammartion and restore cognitive and emotional function (potentially making it
uscful in the trearment of Alzheimer's discase). Linalool is found naturally in hundreds of plants and is

a common ingredient in bath products.

Myrcene: Myrcene is generally the most abundant terpene found in cannabis and is known for its
musky and earthy herbal smell, comparable to the smell of cloves. Myrcene is believed to have several
medicinal benefits, including antibacterial, anticancer, antifungal, anti-inflammatory and antiseptic.
Myrcene is understood to enable and hasten the psychoactive effect of THC by lowering resistance
posed by the blood-brain barrier and increasing the THC saturation capacity of the CB1 receprors.
Consuming cannabis with high levels of myrcene may contribute to sedarive and relaxing effects suit-
able for the trearment of insomnia and pain. Myrcene is present in hops, citrus fruits, bay leaves, cuca-
lyptus, wild thyme, lemongrass and many other plants.

Pinene: Pinene is known for its pine and fir aromas and is believed wo have medicinal benefics, such
as antibacterial, antifungal and anti-inflammatory, and a therapeutic application as a bronchodilaror.
Pinene has shown potential to function as an anticancer agent and is believed to counter some of the
psychoactive effects of THC. Pinene is present in conifers, pine resin and citrus fruits and is one of the

[ETPEI'IE'S Imost prcvah:nt in nature.

Terpinolene: Terpinolene has a piney aroma and subtle herbal and sweet floral scents similar to
citrus fruits. Terpinolene is believed to have medicinal benehits, including antibacterial, antifungal,
anti-insomnia and antisepric. It is also thought to be a central nervous system depressant and is used
to induce sleep or reduce psychological distress. Terpinolene is found in sage and rosemary and is used

in 504Ps E.]'.I.d. PCTHJ.]T.I.L‘E.
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Cannabis Plant Terpene Profile
Myrcene is the most abundant terpene found in many cannabis strains, and other terpenes are gen-
erally present in lesser, varying amounts. The following chart shows the terpene levels (percentage by

weight) found in the Hower of a typical strain of cannabis.

Typical Cannabis Flower Terpene Levels (Percentage by Weight)

0.3% 0.3%

0.6%
0.3%
0.3%
0.9% 0.3%
Bl Camphene Caryophyllene mm Hurmulene M Limoneng
B Linalool Myrcene Pinene M Terpinolene

» Cannabis Formulations

The “Entourage Effect”

The cannabis industry is currently focused on identifying and producing customized formulations of
cannabinoids and terpenes that may effectively targer specific health conditions or otherwise cause an
intended, desirable effect on users. Cannabis strains with specific THC to CBD ratios are currently
the predominant focus for therapeutic applications. THC to CBD ratios in strains popular for treating
certain medical conditons gtnt:rau}r range from 100:1 thmugh 1:100, as illustrated h}r the fn-"uwing

chart.
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THC and CBD Formulation Spectrum
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The “entourage effect” refers to the overall user experience produced by the interactions among all
active compounds in the cannabis plant. The various cannabinoids and terpenes in a particular can-
nabis plant are believed to work synergistically with each other and with the human endocannabinoid
system to create an effect very different from the effect any one compound would create. This phenom-
enon may partially explain why different cannabis strains are used to treat diverse medical conditions.

There are several generally accepted examples of the entourage effect. CBD is believed to regulate
the psychoactive effects of THC and reduce short-term memory loss, sleepiness and paranoia that may
be caused by THC. Myrcene is understood to enable and hasten the psychoactive effect of THC by
lowering resistance posed by the blood-brain barrier and increasing the THC saturation capacity of the
CB1 receprors. Other terpenes have been shown to block endocannabinoid receptors in the brain while
promoting bonding by endocannabinoid receptors located elsewhere in the body.

Many cannabinoid and terpene formulations developed for therapeutic applications are created
by combining extracts from multiple cannabis strains, a process known as “Frankensteining.” Some
believe Frankenstein formulations are less effective than formulations developed from a single strain

IJDEH.LISI: tl'l'.'_ natural balanc: DFCGmPULI.I'IEI.S ina singlc strain I.TH.I'ISIHICS to a I'lE.':Lll'EI.I.I}r IJE.IH.I'ICCCI. E{FC\L'I.' on

the human body.

An understanding of entourage effects and how to effectively combine cannabinoids and terpenes
is believed to be critical to the development of targeted cannabis therapies. Examples of cannabis-based
therapies being developed with specific cannabinoid-terpene profiles include acne medication conrain-
ing CBD and limonene, linalool and pinene; antiseptic agents containing CBG and pinene; treatments
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for social anxiety disorders conraining CBD, limonene and linalool; and sleeping medicines combining

CBD, THC, caryophyllene, linalool and myrcene.

Genetics and Propagation

Selective breeding and other botanical techniques are being used to develop cannabis varieties with
desired profiles of compounds, and scientists are developing tools to synthesize isolated cannabinoids
in laboratory settings in order to study cannabis at the genetic level. For example, the first mapping
of a cannabis genome was completed in 2011 by a team of Canadian botanists, led by Jon Page from
the National Research Council Canada and Timothy Hughes from the University of Toronto, whe
sequenced 30,000 genes in a sativa variety named “Purple Kush.”

T
[y

Cannabis Genome

Genetic copies, or “clones,” of cannabis plants are generally produced using two methods, “clone
clipping” and micropropagation, or “tissue culture.” Clone clipping involves cutting a growing
tip from a cannabis plant that is several inches long and inserting the cut tp into a grow-
ing medium, where it then grows into a new plant. Tissue culture involves taking a small tssue sample
(which may even be a single cell) from a plant and growing it temporarily in a sterile nutrient solu-
tion before transferring it to a permanent growing medium. Controlling cannabis plant genomes is
c:lcpcctr:d to be an important intellectual property issue in the cannabis indu.srry {at least one ULS. pat-

ent has been issued for a strain of cannabis).
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Cannabis Plant Tissue Cultures

Synthetic cannabinoids and terpenes can be manufactured by modifying plant-based compounds
or through tools of synthetic biology and biocatalysis. For example, a synthetic version of THC
known as dronabinol is the active compound in the pharmaceutical product Marinol, which was
approved by the FDA in 1985 for use in treatment of nausea and vomiting associated with cancer
chemotherapy. Methods for biosynthetic production of cannabinoids have been patented in the United
States. Some medical practitioners and cannabis users have found synthetic compounds to be less effec-
tive than plant-based cannabinoids and have attributed this reduced efficacy to the lack of an entourage

effect.

Dosage, Safety and Side Effects
Cannabis dosing schedules provided by doctors and producers generally lack scientific rigor and,

although industry participants strive to create a reliable dosing framework, users generally determine
dusagc thmu.gh self-titration and trial and error. (This method of cll:wsing does not a|wa].-'s lead to the
desired effect, but it is generally agreed that there is a low risk of death from an overdose of cannabis.)

Product packaging commonly indicates that a 10-mg serving of cannabinoids represents one dose,
and servings of 2 mg to 5 mg are commonly characrerized as “microdoses.” Examples of representative
dosage amounts used to treat some common medical conditions are presented in the following table.
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Representative Dosage Amounts

Dosage Ratio

Desired Effect or Ailment Dosage (THC:CBD)
“High" 10 mg THC 10:1 to 100:1
Anxiety, depression, spasms 25 mg CBD 1:10
Cancer 25mg CBD 11
Chronic pain 2.5-20 mg THC 10:1
Epileptic seizures 200-300 mg CBD 15
Glaucoma 20-40 mg CBD 1:2t0 1:4
Increased appetite 25mg THC 51
Multiple sclerosis 2.5-120 mg THC 1:1
Schizophrenia 40-1,280 mg CBD 1.4 to 1:128
Sleep disorders 40-160 mg CBD 1:4 to 1:16

Neither the potential medicinal benefits and therapeutic applications of cannabis consumption nor
the negative side effects of cannabis use have been thoroughly researched by medical science. Short-
term negative side effects are believed by some to include sensory distortion, panic, anxiety, poor coor-
dination of movement, reduced reaction time, lethargy or drowsiness, depression and elevated heart
rate. Longer-term effects may include suppression of the immune system, growth disorders, destruc-
tion of lung fibers, brain lesions, reduced sexual capacity, difhiculties with concentration, reduced abil-
ity to learn and retain information, and personality and mood changes. There is also an ongoing debate
about whether cannabis consumption may lead to the abuse of more harmful substances (the so-called

“gateway drug“ debarte).
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CHAPTER I
Cannabis Industry Segmentation

The nascent cannabis industry is often viewed by investors and others as a single, homogeneous indus-
try, in much the same way the “technology” industry was viewed in the early 1990s. As the technology
industry became more important to the global economy and was better understood by the investment
community, however, investment banks and other industry analysts tracked an increasing number of
discrete yet related industry segments. In the cannabis industry we are seeing a similar trend, which we

E‘J{PCCE to continue as l'I'H‘_‘ industr}r W[]I‘L’CS.

To help investors better evaluate investment opportunities in the cannabis industry, we currenty
define five primary segments: production, distribution, consumer products, business solutions and
digital media. We further divide cach segment into multiple subsegments. Each segment has unique
opportunities and risks. For cxamp|r, companies that possess, manufacture or distribure cannabis
(commonly known as “touching the plant”) face risks related to violating federal law—and state-law
compliance obligations—nort generally faced by providers of business software or digital media con-
tent. Many businesses operate in multiple segments, and we expect industry leaders to emerge in cach

segment, The five primary segments and their su hscgmcnts are illustrared in the ﬁ]”{}wing charr.

EFTA00797105



ACKRELI

Cannabis Investment Report | December 2017

Cannabis Industry Segments

Production . \
. . Production and Business Business
ALt Equépmeqt and Testing Services Software Services
upplies
. Distribution Online Content Online
Dispensaries E-Cammerce Services and Networking Directories

Consumer Products

Flower Concentrates Infused Products \r‘apnrizerstand Pharmaceuticals
Accessories
|:| Invelves “touching the plant” |:| Daes nat invalve “touching the plant”
Production

We divide the production segment of the cannabis industry into three subsegments: cultivation, pro-
duction equipment and supplics, and production and testing services. Cultivation involves operating
grow facilities, propagating cannabis strains, and harvesting and curing cannabis flower. Production
equipment and xuppliux include the p]‘]ysicﬂ COMpOnents used in pmducriun. such as extraction
equipment, testing equipment, ]ighting. irrigation systems and p]ant nutrients. Production and testing
services include services that support pmductium such as extraction or packaging, as well as testing ser-
vices relared ro product safety, composition and quality control. Each of these production subsegments
is described in more detail in the following discussion.

Cultivation

The principal function of a cannabis cultivator is to produce cannabis plants and flowers with the
aromas, flavors, active compounds and overall quality demanded by consumers and production inter-
mediaries. A cultivator can access hundreds of existing cannabis strains by purchasing seeds or clones
from commercial seed banks or nurseries, or developing unique strains through selective breeding. A
cultivator secks to optimize the quality and quantity of a plant’s yield by managing cultivation input

variables such as |ighr\ air, nutrition, and dr}'ing and curing times.

Cannabis Cultivation Process

Ordinarily, a period of three to ten months is required to grow and prepare cannabis Hower for con-
sumption, The cultivation process gr:ncra”y can be ::-rgani‘.c:.'d nto six phasr..'s: seed selection, sccd]ing,

vegetative, flowering, harvesting and curing. Each of these phases is summarized in the following table.
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Cultivation Process Overview: Seed to Bud

Time | | Seed Selection I

Selecting a seed is the first step of the cultivation process. A cultivator can
choose from more than 1,500 unique seed varieties, each of which has the

Start
capacity to produce a cannabis strain with a particular cannabinoid and
terpene profile and other unique characteristics.
Seedling
The seedling stage is the period during which the seed sprouts and the
-4 plant stem starts to grow. During this stage, cultivators manage growth to
Weeks avoid long sterns that may lack the strength to support further vegetation.

Vegetative

The vegetative stage is characterized by the plant’s rapid growth and reve-
lation of sexual characteristics. During this stage, cultivators remove male
3-8 plants and control growth inputs, such as light and nutrients, to maximize
the plant’s yield of unpollinated female flower (which generally contains

the highest concentration of active compounds).
Flowering
The flowering phase comprises the growth and maturation of the cannabis
flower and the trichomes on the flower. Trichomes are hairlike components
6-16 that secrete cannabinoids, terpenes and other compounds. Trichomes gen-
Weeks erally cccur all over the surface of the plant, but are found in highest con-
centration on the flowers of unpollinated female plants.
Harvesting |
Harvesting involves clipping the leafstalks (on which the flowers grow)
from the main plant stem, drying the leafstalks and flowers, and trimming
the dried flowers. Cultivators harvest at a time calculated to maximize
-4 flower yield and optimize cannabinoid and terpene content.
Weeks
Curing
-8 The curing phase is a peried of controlled fermentation of the dry canna-
Wesks bis flower. The conditions under which fermentation occurs, as well as the

duration of the fermentation process, further affect the cannabis flower's
aroma, taste and cannabinoid compaosition.
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Cultivation Facilities

There are three general types of cannabis cultivation facilities: ourdoor facilities, where cannabis is
grown under natural sunlight and widely exposed to the elements; greenhouse facilities, where canna-

15 15 grown under hleered sunlighe and environmental conditions are partially controlled; and indoor
b g der fileered light and I d p Ily lled; and ind
facilities, where cannabis is EIOwWT under electrical |ighting and environmental conditions are tig_htl:.-r
controlled. Some facilities combine features of these gtntml types. For txamplc, sOIme grﬂ:nhm.w:s rcl:.-r
primarily on filtered sunlight but also employ supplementary electrical lighting to influence the plant
Howering cycle. Each type of facility is suitable for certain purposes.

Growing indoors under electrical lighting is the most expensive way to grow cannabis, but typi-
cally yields the highest quality cannabis by providing for maximum control over variables such as
|ight, air, nutrition, and CXpOsUre to contaminants and pests. Electrical |ighting pmducts for indoor
cultivation include traditional and compact Huorescent lamps, high-intensity discharge (HID) lamps
and light-emitring diode (LED) lamps. Adequate carbon dioxide levels can be maintained indoors with
either bottled CO5 or CO; generators. Common indoor growth mediums include soil, hydroponic
systems (wherein nutrients are added to sand, gravel or liquid growth medium) and acroponic systems
{wherein roots hang suspcndtd in a nutritional acrosol solution). Indoor cultivation facilities are prev-

alent in Canada and certain parts of the United States where climatic conditions are not favorable o

outdoor cannabis cultivadon.

Indeor Grow Rooms

Aeroponic Systems
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Compared to indoor cultivation facilities that use electrical lighting, greenhouse and ourdoor facili-
ties are generally less expensive to operate and more appropriate for large-scale projects, but provide less
control over growing conditions. The use of natural sunlight provides substantial savings on lighting
equipment and energy costs, but may limit the number of grow cycles per year. Ourdoor and green-
house environments are more exposed to environmental risks that may negatively affect crops, such as
pests, contaminants and adverse weather, Ourdoor and greenhouse cultivation facilities are prevalent in
Oregon, California and certain Latin American countries, which have climates conducive to outdoor

growing.

Outdoor Greenhouses

The Business of Cannabis Cultivation

Cultivation businesses must navigate a host of operational challenges, including state and local licensing
requirements, facility design and construction, research and acquisition of cannabis strains, intellectual
property protection, cultivation process engineering, supply-chain management, yield optimization,
facility management and security. Many cultivation businesses rerain outside consultants to advise
on one or more of these issues, although some businesses manage their entire cultivation operations
internally. A cultivator may wholesale cannabis Hower and other plant material to cannabis concentrate
manufacturers or retail dispensaries, or it may be part of a vertically integrated production and retail
business that sells its lower and other internally manufactured products through its own dispensaries.

Certain ULS. laws, foreign laws and international treaties currently restrict interstate and some
international movement of cannabis products. A cultivation business that wishes to scale its operations
into a new jurisdiction often must invest significant capital in a new cultivation facility locared within
the new jurisdiction. As laws change to allow more interstate and international transportation of can-
nabis products, cultivators who are operating redundant facilities or expensive indoor facilivies will face
increased margin pressure. As the cannabis industry matures and becomes more commoditized, we
cxpect the most suceessful cultivators will be those with strong consumer brands or scalable low-cost

operations in regions where the climate is conducive w agricu|rural pmductiun.
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Production Equipment and Supplies

Production equipment and supplies include the physical components used in cannabis production.
Many industry participants in this subsegment provide products to a broad range of fully legal indus-
tries and do not “touch the plant”; therefore, these participants typically do not require special cannabis-
related licenses and generally avoid legal risks related to violations of federal law.

Some components of cannabis production are similar or identical to components used in other
agricultural industries (such as irrigation systems), and some are specialized for application to the
cannabis industry (such as extraction machines). Components supplied for many indoor and green-
house cultivation facilities include electrical lighting equipment, air filtration and circulation systems,
irrigation systems, nutricnt management systems, drying and curing equipment, and computer-
controlled automation and monitoring systems. Specialty cannabis equipment companies now provide
“all-in-one” automated indoor cultivation systems that can be used for in-home cultivation or scaled

Fnr I'_"l'_'llTllTlCl'Ciﬂl Purposcs.

Extraction System Cultivation System

Production and Testing Services

Production services include cannabis extraction and product manufacturing services provided primar-
ily on a business-to-business basis to cultivators, consumer product companies and retail dispensaries.
Extraction companies invest in specialized equipment that transforms cannabis Hower into concen-
trates intended for wholesale. Product manufacturing services companies process cannabis Hower or
concentrates, or provide packaging and wholesale services.

Testing services include scientific testing of cannabis products and reporting of informartion abour

pr{:-duct qua“t].-r, sa{'—rry and composition. Cannabis Pmducts are tested at mu|tip1t: stages of pro-

duction for genetic information and strain verification, cannabinoid and terpene composition and

36 2017 Ackrell Capital, LLC Member FINRA ¢ 5IPC

EFTA00797110



ACKRELL
CAPITALI CHAPTER IIl Cannabis Industry Segmentation

potency, moisture content and the presence of contaminants, such as residual solvents, heavy met-
als, mycotoxins, microorganisms and pesticides. Testing, labeling and certification requirements vary
widely across jurisdictions, but increasingly are being required by state law and demanded by supply-
chain intermediaries and consumers. Uniform standards for testing and reporting are expected to
emerge as scientific understanding of cannabis increases and as industry consensus about cannabis-
related health and safety concerns develops.

Providers of extraction, manufacturing and testing services gcntra“}r must obrain state and local

cannabis licenses and are txpuscr_{ to risks related wo federal |tga| violations.

Composition and Potency

Laboratories ordinarily test cannabis for the specific amounts of 10 to 15 cannabinoids and more than
30 terpenes. Cultivators and production intermediaries rely on these test results to identify and track
cannabis varieties and to monitor the quality and consistency of production methods. Retailers and
consumers use test results information to assist in purchasing decisions. Almost all consumer products

now include la hcling that, at a minimum, indicates the amounts of THC and CBD.

Pesticides

Controlling and disclosing the presence of pesticides in cannabis products is increasingly becoming
a focus of regulators and producers. Even cannabis grown under organic conditions can be exposed
to pesticides inadvertently, so many states now require all cannabis products to be tested by a state-
licensed laboratory for pesticides. Pesticides can be especially problematic in cannabis concentrates;
studies have shown extraction processes may concentrate pesticides at a rate higher than cannabinoids
and terpenes.

Microbiological Organisms

Certain molds, other fungi and bacteria found in and on the cannabis plant can damage the plant
or certain cannahis pmducts and can be harmful if consumed b}r humans, Mold is a prn-|:l|rm most
commonly found in indoor growing environments and during the cannabis drying and curing process.

Organisms found in cannabis and identified by testing includes aspergillus, salmonella, pseudomonas

and E cols.

Residual Solvents

Most extraction processes use solvents to extract the active compounds from cannabis plant marterial.
Commonly used solvents include butane, carbon dioxide, ethanol or propane. Residual solvents are
those trace amounts of solvents that remain in a cannabis concentrate after the extraction process.
Some residual solvents can be harmful if consumed by humans in sufficient amounts, and others
should not be consumed in any amount.
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Production Opportunities

We believe opportunities in this segment include:

Specialized Production Services. Production services companies that invest in the necessary equip-
ment and facilities should see strong demand for high-margin specialized services from cultivators
and other production intermediaries. We expect opportunities will expand for companies that provide
extraction services (particularly those who professionally manage hazardous processes such as hydro-
carbon extraction) or develop proprietary infused-product manufacturing processes.

Energy-efficient, Integrated Cultivation Components. We anticipate continued design and con-
struction of sophisticated indoor cultivation facilities, which should present a signihcant opportunity
for suppliers of advanced cultivation components that improve yield and reduce energy costs. We
believe companies that provide all-in-one integrated systems for automation, monitoring and control
of the production process are more likely to succeed than companies that merely offer a single-point
solution.

Branded Laboratory Test Certification. Given the importance of product testing, we believe thar
leading providers of high-quality testing services have an opportunity to establish an industry recog-
nized “certificarion,” and that such a certification may become a key factor in influencing consumer
confidence and demand.

Efficiencies in Cannabis Cultivation. “We believe that certain segments of the marker will become
increasingly commoditized and that cultivators with low production costs and high vields will have
significant competitive advantage. Cultivators with operations in regions conducive to low-cost nat-
ural production should benehr as laws are changed to facilitate interstate and international cannabis

COmmeroc.

Production Challenges

Challenges in this segment include:

Scaling Cultivation Operations. Current laws typically force cultivators to build, and obtain licenses
for, potentially redundant, capital-intensive cultivation facilities in each jurisdiction they serve. The
capital requirements and uncertainty around licensing present serious challenges to cultivators secking
to scale their operations.

Downward-pricing Pressure on Cannabis Flower. Cannabis wholesale prices are declining as large-
scale cultivarors begin o commoditize cannabis flower. Small and inefhcient cultivators (including
high-cost indoor producers) may struggle to produce cannabis at effective margins as cannabis cultiva-
tion migrates to global regions with conditions that support low-cost, sustainable production.

Lack of Standardized Testing. Currently, it may be difficult or impossible to reliably compare test
results between providers of testing services because the cannabis industry has not yet developed uni-
form testing standards. Until the industry adopts uniform standards that address testing procedures
and reporting for a broad variety of flower, concentrates and infused products, providers of testing
services may struggle to develop an industry-wide brand and reputation for quality.

Access to Capital. Participants in this segment generally engage in capital-intensive operations.
In particular, cultivation, contract manufacturing and testing facilities require significant capital
investment. Emerging companies in this segment may struggle to raise sufficient capital to compete

rﬁtctivrly.
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Production Outlook

Due o U.S. federal and international legal restrictions on cannabis commerce, producers currently
must invest significant capital in potentially redundant facilities located in separate jurisdictions, and
many large agricultural producers and equipment suppliers that could effectively compete in the can-
nabis industry are reluctant to enter the market. In the near term, we expect that cultivators will con-
tinue to raise capital for facilities across muldple jurisdictions, and well-managed and well-financed
cultivarors will differentiate themselves |:|n:.-r creating consistent, high-—qualit}r strains, dt!.'rlnping strong
distribution relationships, vertically integrating other supply-chain functions and offering branded
products and competitive pricing. We also expect production services companies will benefit from
increasing demand for specialized extraction and manufacturing services that cultivators and other
production intermediaries cannot efficiently perform themselves, and providers of testing services will
benefit from increasingly robust testing and safety regulations. In the long run, we expect more per-
missive domestic and foreign laws will result in increased competition from large enterprises that are
able to realize economies of scale or have operations in regions best suited for efhcient, sustainable

production.

» Distribution

We divide the distribution segment of the cannabis industry into three subsegments: dispensaries,
e-commerce and distribution services. Dispensaries are retail outlets where consumers purchase can-
nabis products for medical or recreational purposes. E-commerce includes digital applications used to
enhance the cannabis shopping experience. Distribution services include wholesale and related trans-
portation and logistics services. Participants in the distribution segment generally “touch the plant”
and therefore must comply with state and local regulations—which often require licenses or permits—

and must accept legal risks related to federal cannabis restrictions.

Dispensaries

Cannabis dispensaries are “point of sale” retail establishments where consumers may purchase medical
or recreational cannabis products. Cannabis dispensaries are the face of the cannabis industry in many
communities and, consequently, they occupy one of the most heavily regulated and scrutinized posi-
tions in the cannabis supply chain.

Dispensaries in established state-legal markets provide consumers with a typical retail shopping
experience. Dispensaries typically range in size from 1,000 to 10,000 square feet of retail space. A dis-
pensary may offer between 10 to 50 strains of cannabis lower and a variety of concentrates, edibles,
topicals and accessories. Inventory is either acquired from cultivators and other wholesale product
suppliers, or cultivated and produced internally. Products may be illustrated in menus or displayed on
shelves and may also be available for customers to touch, smell or otherwise examine. Trained customer
service staff, often known as “budtenders,” are typically available to educate customers about product

uﬂ:cﬁngs.

40 2017 Ackrell Capital, LLC Member FINRA ¢ 5IPC

EFTAO00797114



CHAPTER IIl Cannabkis Industry Segmentation

Dispensary Interior Views

Customer Interactions
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Because dispensaries “touch the plant,” they must usually obrain a state license. Obraining a state
dispensary license generally involves a multi-month application process that requires the applicant to
demonstrate compliance with complex license criteria and local regulations, such as producing their
own products (or being prohibited from doing so), locating their dispensary outside a city’s ordinary
retail or commercial zones, operating as a nonprofit cooperative or collective, tracking cannabis prod-
ucts from “seed to sale,” and collecting raxes on behalf of the state. Dispensaries must also comply
with applicable regulations related to product testing, packaging and labeling, security, and health and
sanitary conditions.

An extensive network of dispensaries across jurisdictions will facilitate the growth of the cannabis
industry and its ability to attract new consumers. Currently, states with the most extensive networks
of dispensaries are those that have both recreational and medical cannabis laws, such as Colorado,
Oregon and Washington, and those that have had medical cannabis laws for a long period of time, such
as California. For example, according to the Rocky Mountain High-Intensity Drug Trafficking Area,
as of June 2017, in Colorado there were 491 cannabis dispensaries, compared to 392 Starbucks and
208 McDonald's.

E-Commerce

E-commerce refers to the use of digital applications to enhance the cannabis shopping experience. For
example, a mobile application may facilitate the comparison of cannabis products and pricing or the
delivery of orders from local dispensaries. These applications are being developed by a host of mar-
ket participants, ranging from software development companies to retail dispensaries. Due to federal
restrictions, cannabis e-commerce transactions are currently conducted only intrastare. 1If and when
federal restrictions change to allow interstate cannabis commerce, we expect that home-delivery and
e-commerce services will increase significantly. E-commerce solutions with high consumer engagement
(such as those providing reviews and price comparisons for a broad selection of products) will help

retailers acquire and retain customers.
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Distribution Services

Distribution services is emerging as a prominent subsegment of the cannabis industry; services in this
subsegment include wholesale distribution of cannabis products to retailers and production inter-
mediaries, as well as related transportation and logistics services. Historically, a high percentage of
product manufacturers have sold directly to retail dispensaries, and some of those manufacturers with
established “in-house” distribution channels are now leveraging their experience to offer distribution
services to third-party manufacturers.

Currently, distribution activities must be conducted only intrastate, and providers of distribution
services must comply with regulations related to “touching the plant,” including testing and tax-
collection requirements. As laws are changed to allow more interstate and international transportation,
purchasers will be able to compare products and prices on a national or international basis, and dis-
tributors who provide superior product selections and transportation logistics should have significant

competitive advan tage.

Distribution Opportunities
We believe opportunities in this segment include:

E-Commerce Distribution. The ability to accept electronic orders and deliver cannabis products
on demand represents an attractive distribution channel and growth opportunity. Companies that
provide digital retail platforms for cannabis products will benefit as consumers migrate to e-commerce
transactions.

Branded and Vertically Integrated Dispensaries. We believe that consumers will ultimately con-
centrate their purchases with a small group of branded dispensaries thar provide a distiner, consistent
and trusted retail experience and offer supporting e-commerce solutions. Dispensaries thar integrate
vertically to offer their own branded products should achieve superior margins on those produces.

High-profile Retail Locations. “We sce an opportunity for cannabis dispensaries to attract signifi-
cantly more customers by establishing storefronts in malls and other high-profile retail locations.

“Land Grab" of Desirable Locations. Companies able to navigate the licensing and real estate chal-

|rng_i:s rcquircd to secure and operate mu|tip1t' disptnsarics in desirable locations should benefic from

existing high barriers to entry and capture signiﬁcant market share.

Distribution Challenges

Chaﬂcngcs in this segment include:

Customer Acquisition and Retention. Like c-commerce businesses in other industries, providers of
e-commerce solutions in the cannabis industry face intense competition for customers who can easily
change vendor loyalties. Companies will be challenged to minimize customer acquisition costs and
retain customers.

Restrictive and Changing Regulations. Obraining a state dispensary license or other type of dis-
tribution permit typically involves a multi-month application process that requires the applicant to

demonstrate compliance with complex criteria. In addition to state laws and regulations, dispensaries
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and other distribution intermediaries are subject to county, municipal and other local regulations that
may restrict or even prohibit distribution activities. The success of any dispensary operator or diseribu-
tor depends on anticipating and complying with these regulations.

Tax Issues Related to Distribution. States and localities that legalize cannabis are focused on the
potential to generate tax revenue from the industry. Ambiguous, constantly changing and potentially
burdensome taxation rules may make it difficult for dispensary operators or distributors to remain in
good standing with licensing, regulatory and tax collection agencies and may negatively impact their

financial resules.

Distribution Outlook

We expect dispensaries across the United States to increasingly seck to provide modern retail experi-
ences that are supported by e-commerce applications. We also expect that the most well-run dispensa-
ries will continue to generate significant cash flow at compelling margins. Dispensaries should be able
to gain advantage by producing their own products, by developing strategic or exclusive relationships
with specialty producers or by finding ways to generate customer loyalty. However, oversaturation
in the number of dispensaries in certain jurisdictions, such as Colorado, has led to a very competi-
tive environment, consolidation and moratoriums on issuing new local dispensary licenses by various
municipalities.

The distribution segment is subject to some of the strictest and most frequently changing regu-
lations applicable to the cannabis industry. While distribution opportunities may arise with changes
in law, some legislation may cause significant disruption. For example, the number of dispensaries
operating in the greater Los Angeles region is expected to decrease significantly in the short rerm as
California’s new cannabis regulatory agency begins its oversight and enforcement effores in 2018.

The distribution services subsegment in the United States is still in its infancy and has experienced
a number of growing pains related to a lack of well-established distribution channels. For example, a
Nevada law generally requiring dispensaries to use third-party distributors proved troublesome when
dispensaries sold out of product within 48 hours after legal recreational cannabis sales commenced in
the state. As more distribution channels and points of contact are established, we believe that opportu-
nities for third-party distribution services companies will increase.

In certain lt:ga|iu‘d international markets, such as Germany and Uruguay, cannabis pmduct&
are sold primarily through existing pharmacy networks (Argentina plans to do the same). While
cannabis-derived pharmaceuticals may ultimately be distributed the same way in the United States,
we believe the future domestic distribution channels of other types of cannabis products will closely

TCS-CITII::I].C tI'IGSC CIFE.I{.'CI]JUI ﬂ.l'l{.l ttJIJE.CE{} pm-ducts.
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» Consumer Products

Cannabis may be consumed in many different forms, which fall into three broad categories: flower,
concentrates and infused products. The most popular way to consume cannabis historically has been
to smoke the flower or "bud” from the cannabis plant, which can be done using a pipe, a hand-rolled
cigarette (often referred to as a "joint”) or a water pipe (often referred to as a "bong”). Cannabis flower
can also be vaporized and inhaled (using a product known as a “vaporizer”). The active compounds
in cannabis can be extracted and concentrated into oil or waxlike substances known as concentrates.
Concentrates, in turn, can ¢ither be vaporized and inhaled or infused into products known as “infused
products.” Infused products may be applied topically, such as lotions and creams, or consumed orally,

such as food and drinks (known as “edibles”), capsules, pills and tincrures.

When smoke or vapor from heated Hower or a concentrate is inhaled, the active compounds travel
directly to the central nervous system and the physiological effects typically begin within one to five
minutes. When infused products are consumed orally, the active compounds are digested in the stom-
ach and metabolized by the liver before taking effect, typically in one to two hours. Compared to
inhaled products, infused products deliver a smaller relative amount of cannabinoids to the blood-

stream, lI.'.il.ll! EI'IC:]-" pmd o lnngrr-hwting L‘TH'—ECIE.

Innovative companies continue to expand the universe of cannabis products, developing brands
with packaging that increasingly emphasizes education about the product’s effects and appeals to main-
stream consumers. Cannabis flower is currently the most widely sold form of cannabis, but concen-
trates and infused products are gaining in popularity.

The following chart shows the combined relative sales by product category for Colorado, Oregon

and Waﬁhingmn {three stares with rt:|ati1.fc1}r marure recreational and medical cannabis markets) for the

three months ended September 30, 2017,

Product Sales by Category: Q3 2017
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Cannabis Flower

Cannabis Hower, or "bud,” is the most popular product among cannabis consumers. Cannabis Hower
is usually green (although some varieties have a purple or orange hue), slightly sticky to the touch and
spongy in density. The Hower has a strong, pungent aroma owing primarily to the trichomes on the
flowers, which contain the highest concentrations of cannabinoids and terpenes of any part of the

Flj.ﬂ.l'lt.
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Branded Cannabis Flower

There are thousands of different cannabis varieties, cach with its own cannabinoid and terpene
profile and corresponding aroma, flavor and potency. Leading cultivators are recognized each year in
contests and ceremonies for their indica, sativa and hybnd varieties. Award-winning varieties—which
are often given unique identifying names—frequently become the most in demand by consumers.
Popular varieties today include “Blue Dream,” "Gelato,” "OG Kush,” "Pineapple Express” and “Sour
Diesel.”

The Hower of a typical cannabis variety produced for human consumption contains approximately
15% to 30% THC, app ruximatcl}r 0.1% to 1% CBD and nominal levels of other cannabinoids. Due
to advancements in cultivation techniques, THC levels in cannabis flower available today are generally

much highcr than in the past.

Concentrates

Cannabis can be processed into a variety of concentrates, many of which are sold as finished products
for smoking or vaporizing and some of which can be infused into other products, such as edibles and
topicals. Concentrates include CO, oil, butane hash oil or "BHO,” shatter, wax, live resin, budder,

kief, ice water hash and rosin.

Concentrates are quickly becoming popular for a host of reasons. Some believe vaporizing or ingest-
ing concentrates are healthier methods of cannabis consumption than smoking plant material. Extract-
ing cannabinoids from the cannabis plant produces higher-potency dosing (THC content can exceed
80% in concentrates), cnables custom formulations and flavor profiles, and facilitates consumption
that is more convenient and discreet than smoking. The concentration of specific cannabinoids varies
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across cannabis varieties and even across fowers from the same plant, which limits the accuracy of lab-
oratory tests conducted on a sample of plant material. Cannabis concentrates, however, are generally
homogencous and their active elements can be more precisely measured and reported so as to facilitate

standardizatiun []F Frﬂdl.l{.'tﬁ and accurate dn&ing IJ}’ CONSUITICTS.

The Fullnwing chart shows the combined relative sales by category of concentrares for Colorado,

Oregon and Washington for the three months ended September 30, 2017.

centrates Sales by Category: Q3 2017

16%
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Source; BDS Analytics

Concentrates are prepared with extraction techniques thart fall into two general categories, solvent-
based extraction and solvent-free extraction. Solvent-based extraction techniques include the use of
hydrocarbon, carbon dioxide (CO,) or ethanol solutions to chemically isolate cannabinoids and other
active compounds. Solvent-based extraction can be performed relatively quickly and can produce high
vields and customized formulations, but requires the use of expensive equipment and skilled labor and
also may leave residual solvents in the resulting concentrate. Solvent-free techniques include the use of
filters, ice water or heat to physically separate parts of the cannabis plant with high cannabinoid con-
centrations. 'th'.lt.‘l’“élﬂ}’, solvent-free extraction is inexpensive and can be pcrfurmtd without spccializtd
equipment, but it is also slow and labor-intensive and it typically results in low yields.

Hydrocarbon Extraction

Hydrocarbon extracrion is a process whereby a hydrocarbon solvent (typically butane or propane)
chemically extracts cannabinoids, terpenes and other compounds from cannabis plant matter. The
solvent is then purged using hear and pressure, leaving a concentrated form of the extracted com-
pounds. Because hydrocarbon extraction involves a risk of explosion and usually leaves behind residual
solvents, regulations are becoming more restrictive in specifying where and how the process can occur
and prescribing acceptable levels of residual solvents in the resulting products. Concentrates prepared
through hydrocarbon extraction—including BHO, shatter and wax—are popular with some con-
sumers because hydrocarbon extraction generally preserves terpenes and the source plant’s aroma and
Havor.
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CO; Extraction

CO, extraction is a process whereby cannabis is introduced into a system of supercritical CO, (CO,
at a pressure and temperature at which it exhibits properties of both a gas and a liquid). Cannabi-
noids and other compounds dissolve in the supercritical CO; pressure is released, and the CO, then
evaporates, lt:aving a concentrated form of the dissolved cumpnunds. Oy extraction is considered a
relatively safe and clean extraction process because CO); is nonvolatile, CO;4 concentrates are generally
free of residual solvents and CO, extraction kills mold and bacteria. CO;, extracrion is commonly used

to produce viscous CO, oil for vaporizer cartridges and low-terpene concentrates for infused products.

Ethanol Extraction

Ethanol extraction is a method used in a number of industries to extract essential oils and food Havor-
ings from plants. When used to produce cannabis concentrates, the process involves soaking cannabis
plant material in ethanol, which separates cannabinoids, terpenes and other compounds from the
plant matter. The solution is then heated until the ethanol is purged to acceptable levels. Ethanol is
generally much safer to use for extraction than hydrocarbons and is particularly useful for creating con-
centrates with “whole-plant” compound profiles that mirror the source plant. Unfortunately, ethanol
also extracts cerrain plant compounds— particularly chlorophyll—that have undesirable aromas and

Havors.

Solvent-Free Extraction

Most solvent-free extraction techniques are inexpensive and do not require special training or equip-
ment, but they also tend to produce low yields. Kief, ice water hash and rosin are examples of concen-
trates produced with solvent-free methods. Kief is a collection of trichomes that are separated from
cannabis flower by sifting the Hower with specialized filtering screens. lee water hash is a collection
of trichomes produced by stirring cannabis in ice water, filtering the mixture through a sequence of
increasingly fine screens, removing the trichome collection from the finest screens and allowing it to
dry. Rosin is created by heating and pressing cannabis plant material between parchment paper and

{.'Ullt.‘cl'il'lg th’.‘.‘ concentrate that Q0TS oneo [J.'I.t papcr.
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Cannabis Concentrate Products
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Infused Products

Infused products are ingestible products that have been infused with cannabinoids and other active
compounds from the cannabis plant. There are two general categories of infused products: those con-
sumed orally, such as foods and beverages (known as “edibles”), capsules, pills and tinctures; and those
applied topically, such as lotions, balms and creams. Infused products may either be infused with
concentrates (that are prepared through one of the extraction techniques discussed previously) or pre-
pared with other infused products, such as cannabis-infused butter (a concentrate prepared by heating
cannabis in butter to release the active compounds, and then fltering out the plant material).

The following chart shows the combined relative sales by category of infused products for Colo-
rado, Oregon and Washington for the three months ended Seprember 30, 2017.

Infused Products Sales by Category: Q3 2017
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Source: BDS Analytics

Edibles

Popular edibles include infused candies, chocolates and beverages. The active compounds in edibles
are digested and metabolized by the liver before taking effect; typically, the time from ingesting to
onset of an effect is one to two hours, but the effect lasts longer than that resulting from inhaling
smoke or vapor. Edibles generally deliver body-focused effects, which may be preferred by consumers

m‘:cking pain relief.
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Edibles: Chocolate, sparkling water, mints, candies, brownies, gummies
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Capsules and Tinctures

Capsules are cannabis concentrates with various cannabinoid profiles encapsulated in a gelatin coating
for easy swallowing. Capsules are digested and metabolized like edibles; typically, the time from swal-
lowing to onset of an effect is one to two hours. Tinctures are concentrates suspended in an alcohol
solution and are usually placed under the tongue using a dropper; effects generally begin within 10
to 15 minutes. Capsules and tinctures are preferred over edibles by some consumers who believe they

deliver more consistent dnsing than edibles.
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Capsules Tincture

Topicals
Tcpicals are any form of pruduct infused with cannabinoids and app|ic1:| tupicau}r, such as lotons,

balms, creams, lubricants and transdermal patches. Topicals often include noncannabis ingredients,
such as essential oils or herbal extracts. They are commonly used for localized relief of muscle soreness
and inflammation and for relief of headaches and cramping.

RELEAF BALM™ e EPSOM SALT
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Topicals
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Vaporizers and Accessories

Smoking or vaporizing cannabis flower or concentrates is the most popular method of cannabis con-
sumption, in part because the effects of inhaled cannabis smoke or vapor begin almost immediately.
Accessories used to smoke cannabis include glass, wood or metal pipes; glass or plastic water pipes
known as “bongs”; and cigarette papers used to roll “joints.” A vaporizer is a device that heats cannabis
fower or concentrate to a temperature at which its active compounds boil and can be inhaled as vapor.
Vaporizers are increasing in popularity faster than any other cannabis-consumption device, in some
measure because vaporizing is perceived by many as a healthier method of cannabis consumption than
smoking. Distinguishing features of a vaporizer include whether it vaporizes lower or concentrate, the
form of the heating mechanism, or "atomizer,” power output, battery efficiency, durability, reusability
(there are both refillable and disposable vaporizers) and design aesthetics. Hundreds of vaporizers are
marketed, ranging from simplc o L'umph::lc, including handheld vaporizers thar retail for 510 o $500
and tabletop vaporizers that retail for $100 to more than $1,000.

ndica midnight Barry

Vaporizers
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Cannabis Consumers Using Vaporizers

In addition to smoking and vaporizing devices, an increasing variety of other cannabis-related
accessories are available, including personal storage and transportation products. Some of these prod-
ucts focus on safety or discretion, such as childproof containers and smell-proof bags. Other products
are designed more for style, such as vaporizer pouches and rabletop storage containers intended as
decor. The market for both safety-focused accessories and style pieces is expected to grow as laws
and regulations increasingly impose requirements related to storage and transportation and as taboos

rcgard'mg cannabis use wane.

Accessories
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Pharmaceuticals

Cannabinoid-based pharmaceuticals are drugs containing cannabinoids or cannabinoid-like com-
pounds that are either derived from natural cannabis or chemically synthesized. A handful of such
drugs have been approved for use to treat certain medical conditions both in the United States and
clsewhere. Examples of cannabinoid-based pharmaceuticals that have been approved for use in various
countries include Marinol, S}rndms, Cesamet and Sativex. Another cannabinoid-based pharmaccutir

cal, Epidiolex, has not yet been approved but could become the first medicine derived from the canna-
bis plant to be approved by the U.5. Food and Drug Administration (FDA).

The drug Marinol is comprised of dronabinol (a synthetic THC) encapsulated with sesame oil in a
soft gclatin capsuh'. Marinol has been appmvcd hy the FDA for use in treating (1) anorexia associated
with weight loss in patients with AIDS and (ii) nausea and vomiting associated with cancer chemo-
therapy. Marinol is a Schedule 111 controlled substance under the U.S. Controlled Substances Act
(CSA). Syndros is a drug that contains dronabinol in a liquid solution; it has been approved by the
FDA for use by adults in treating the same symptoms for which Marinol has been approved. Syndros
is a Schedule 11 controlled substance under the CSA. Forms of dronabinol have been approved for use
in jurisdictions outside the United Seates, including Canada and Denmark.

Cesamet is a drug made up of encapsulated nabilone, a synthetic cannabinoid similar to THC.
Cesamet has been approved by the FDA for use in treating nausea and vomiting associated with cancer
chemotherapy. Cesamet is a Schedule II controlled substance under the CSA. Forms of nabilone have
been approved for use in jurisdictions outside the United States, including Australia, Canada, Mexico

and the United Kingdom.

Sativex is a mouth spray used for treatment of spasticity caused by multiple sclerosis; it includes
THC and CBD derived from cannabis. Sativex was first approved for use in the United Kingdom in
2010, and has been approved for use in at least 30 countries (but not in the United States). Sativex is
manufactured by U.K.-based GW Pharmaceuticals and is generally recognized as the first prescription
drug in the world to include plant-based cannabinoids. The cannabis extract used in Sativex is a Sched-
ule I controlled substance under the CSA.
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Epidiolex is an oral formulation of cannabis-derived cannabidiol, or CBD, intended to trear severe
forms of childhood epilepsy. Epidiolex has not been approved for use in any country, but the drug’s
manufacturer, GW Pharmaceuticals, recently submitted a New Drug Application for Epidiolex to the
FDA, which is an important step toward FDA approval in the United States. If approved by the FDA,
Epidiolex would be the first FDA-approved prescription drug derived from cannabis. The cannabis
extract used in Epidiolex is considered to be "marijuana,” a Schedule [ controlled substance under the
CSA. Therefore, even if Epidiolex were approved by the FDA, Epidiolex would need to be rescheduled
and excepted from the “marijuana” definition before it could be lawfully prescribed in the United
Stares.

Consumer Products Opportunities
We believe opportunities in this segment include:

Consumer Product Brands Focused on Health and Wellness. “We belicve there is a substantial oppor-
tunity for companies to develop leading brands of cannabis-based health and wellness products. Mar-

kcting a broad line of such pruducts under a common brand should pmvidt a competitive advantagr.

Direct E-Commerce Distribution. The c-commerce market for cannabis pmdur;rs 15 rxprctt:d tQ
expand and consumer awareness of product options is expected to increase, enabling more consumer
product companies to sell their produces directly to consumers through online purchasing platforms

rather than selling only through wholesale.

Advanced Vaporizer Functionality. Vaporizer technology has advanced rapidly in recent years, a
trend we expect to continue. In the future, vaporizers may be able to identify the composition and
potency of the product being consumed, monitor consumption and dosing of the product, or reorder
the product at the push of a burtton.

Specialty Formulations. We believe that scientific knowledge about the relationships between spe-
cific cannabinoid formulations and targeted health conditions will continue to improve, and markets

will be created for highly specialized products developed to relieve particular symptoms.

FDA Approval and C5A Rescheduling. 1f Epidiolex is approved by the FDA and rescheduled under
the C5A to permit lawful prescriptions to be written within the Unirted States, it would be the first fed-
erally legal cannabis-derived drug in the country. Such a precedent could result in a significant increase
in the use of cannabis by consumers as medicine, and it could also be followed by similar approvals in

the United States for other cannabis-derived drugs.

Consumer Products Challenges
Challenges in this segment include:

Marketing and Customer Loyalty. As more products become available to consumers through dis-
pensaries and e-commerce solutions, consumer product providers may need large marketing budgets

(L8] drivt: FT'I'JL{IJ.C[' AWAICINCES and customer Iﬂ}"ﬂll’)’

Wholesale and Retail Distribution. Providers of cannabis pmducts may struggh: to dwclnp whaole-
sale and rerail distribution relationships because of the breadth of products being marketed. Providers
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should seck ro dt:w:lnp strong n:latinnships with a |argt: number of disprnsar}r operators, dirtcthf or

through a distributor, in order to obtain preferred shelf placement.

FDA Approval: Risk, Time and Expense. Assuming that cannabis-derived drugs will eventually be
permitted to be sold in the United States, considerable time and expense will be spent by manufac-
turers to obtain FDA approval and bring approved products to market. There is no guarantee thar
investments of significant time and money into research, development and clinical trials will result in

FDA appruvﬂ of cannabis pmducts.

Product Liability Claims. Companies may be exposed to various product liability claims associated
with human consumption of cannabis products. Consumer claims that products cause injury or ill-
ness, include inadequare instructions for use or warnings concerning health nisks, or cause possible side
cffects or interactions with other substances may be expensive to defend or settle.

Consumer Products Qutlook

We believe that there are significant market opportunities for well-recognized brands to develop in
various categories of consumer products, particularly in flower, concentrates, edibles and vaporizers.
In addition, we believe that there are opportunities for companies targeting niche applications for the
pet industry. Many companies will struggle to create strong brands because the consumer products
segment generally has low barriers to entry and is currently oversaturated. As the cannabis industry and
legal environment develop, we expect that national brands will emerge from companies with large mar-
keting budgets, operational scale and reputations for quality, and thar large alcohol, tobacco, consumer

prc:-ducts and pharmactutical companies will p|a}r a largcr role in this segIment.

» Business Solutions

The business solurtions segment of the cannabis industr}r Comprises business sofrware, such as seed-
to-sale tracking solutions, and business services, such as legal, compliance, operational consulting and
financial services. Software and services providers in this segment generally do not “touch the plant”

and do not require can nabis-related permits or licenses.

Business Software

Software solutions tailored to the cannabis industry are present throughout the cannabis supply chain.
Although solutions from other manufacturing and rerail industries are used in the cannabis industry,
industry-specific solutions are emerging as some of the most popular. Some companies provide point
solutions that target bottlenecks in the supply chain, while others offer broad platforms that consoli-
date multiple capabilities. Industry-specific software applications exist and are being developed in the
following areas: cultivation cyele management; concentrate production management; infused product
manufacturing management; producrt testing and compliance; retail operations (including point-of-
sale, inventory, tax reporting and compliance solutions); mobile, e-commerce and delivery applica-
tions; supply-chain management; customer relationship management; and management reporting and
business intelligence.
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Cannabis Software Platforms

Business Services

The business services market includes (i) operational consulting, including facility planning, con-
struction and security; (ii) finandial services, including accounting and payment-processing services;
(iii) legal, compliance and other professional advisory services; (iv) temporary and full-time stathng
services; (v) real estate services; and (vi) industry events and conferences. These services are typically
provided by professional services firms; some of these firms focus solely on the cannabis industry while

others serve a broad range of industries.

Business Solutions Opportunities
We believe opportunities in this segment include:

Industry-specific Solutions. As the cannabis industry emerges, there will be a significant markert
opportunity for providers of solutions tailored for the industry. Point-solution providers may be acqui-
sition targets if larger companies enter the market in the future.

Integrated Platforms. We believe thar integrated “seed-to-sale” solutions will be ideally positioned.

“Big Data” Analytics. We believe that there is an attractive opportunity to develop and license
industry datasets. Such darasets should provide strategic advantages to organizations that establish

substantial reach carly and may also be licensed more broadly to enhance targeting, services, cross-sales
and product development.

Business Solutions Challenges
Challenges in this segment include:

Development and Deployment Risk. Due to the time and investment required to develop software
prc:-ducts and the emerging nature of the cannabis industr}n there is a risk chat dcvr|up-r:d applicatinns
may not be effective or widely adopted. In addition, certain segments of the cannabis industry are more
mature than others; this disparir}r may present chaucngcs n dﬂrchping solutions that support cohesive
and scalable business models.

Low Barriers to Entry. Numerous sectors of the business services market are becoming increasingly
crowded.
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Business Solutions Outlook

The cannabis industry presents a significant market opportunity for software and services providers
because of the large number of potential new clients and the need for industry-specific solutions. In
particular, we believe that substantial opportunities exist for providers of industry-specific, platform
and “big dara” solutions. We also believe that financial, legal and compliance service providers that have
developed knowledge of the cannabis industry are well positioned for growth. Similar to the produc-
tion segment, large software and services companies serving traditional industries have been relucrant
to enter the cannabis market due to concerns over the regulatory landscape. While this dynamic has
created a short-term opportunity for some smaller companies, as the regulatory environment becomes
clearer we expect competition in this segment to increase significantly as large companies enter the

markct.

= Digital Media

The digital media segment of the cannabis industry includes digital content, networking and directory
platforms. Digital media providers do not “touch the plant” and generally do not need a cannabis-
related license or permit. Digital media focused on cannabis is a niche sector within the broader digiral
media market. Companies in this segment compete for viewers and subscribers and generally draw
revenue from content licensing fees, service fees, advertisement fees and subscription fees. They provide
a broad range of content and nerworking tools, including news related to the cannabis industry and
legalization efforts, humor and entertainment focused on the cannabis-user demographic, traditional
media and branding services, social networking tools thar allow users to share pictures and information

related to their cannabis activities, and business directory tools that connect industry participants.

Cannabis Digital Media
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Digital Media Opportunities
We believe opportunities in this segiment include:

Premium Content. W believe that Opportunities exist to establish industr}r-sptciﬁ{: publicatinns
and media platforms for both the business-to-business and business-to-consumer markets that are
viewed as the |tgitimatt: voices of the industr}c

Mobile Applications. E-commerce and digital media applications are well positioned for mobile
dtplnymcnt within the cannabis indmtr}-’. We expect a pm|ift:ratiun of mobile 51|:|1::uliv.:atium;~ even in the
carly stages of the industry.

Enabling Technology. Continued development of core and shared technology platforms remains
an opportunity for digit:ﬂ media companies M:t:lf_ing toy pr{:-'uidt: a better user experience. Tt:chnnh:-gics
that pru‘l.fidr targtl:cd experiences should enable digita| media comparnies to realize greater returns on

Investments.

Digital Media Challenges

Challenges in this segment include:

Limited Number of Advertisers. Broad, general-marker advertisers are not commonly participating
in the cannabis industry due to concerns about legal compliance and mass-market perception. As a
result, companies are currently competing for limited advertising revenue targeted at the cannabis-user
demographic.

Venues. Established digital media companies—such as Facebook, Google, Twitter and Yelp—limit
the activities of cannabis-focused media companies on their sites in accordance with company policies.
This creates opportunities for niche publishers in the near term, but we believe that, ultimately, large

media companies will view cannabis as a mainstream industry.

Digital Media Outlook

The opportunity for cannabis-oriented digital media is substantal. We believe that companies with
well-executed strategies will emerge as the recognized voices of the industry and will be relied on by
consumers for a wealth of information from product recommendations to industry news. As regulatory
constraints relax, we expect the currently disparate and fragmented digital media services segment ro
consolidate into integrated publishing, mobile and e-commerce offerings. However, as stated previ-
ously, we believe that digital media companies focused solely on the cannabis industry will eventually
face considerable competition from—but may be logical acquisition targets for—traditional media

companies.
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CHAPTER IV
U.S. Legal Landscape

The legal landscape for the cannabis industry in the United States continues to be characterized by
conflict between federal prohibition and the steady advance of state legalization. According to federal
policy, Americans can access tobacco, alcohol and prescription drug products that kill thousands each
year, but they cannort access cannabis because it is a dangerous drug with no currenty accepted med-
ical application in the United States (notwithstanding the federal government holds a ULS. patent for
methods of treating discases with cannabinoids). Meanwhile, 46 U.S. states permit some use of canna-
bis products as medicine by adults or children, and 8 of those states have laws that regulate cannabis

like alcohol.

The U.S cannabis industry has proven adept at navigating this federal-state conflict and is experi-
encing rapid growth despite it. Moreover, we believe that federal policy will move (and may already be
moving) in a new direction— one that would facilitate federal approval of cannabis-derived drugs and
ultimately, we believe, give rise to a regulatory and political environment in which the U.5. Congress

could I:'u"}r |tga|iz.c both medical and recreational cannabis.

In this L‘hapttr, we summarize three categories of state cannabis laws and examine certain federal
laws and policies that impact the cannabis industry, including federal laws related to drug and food reg-
ulation, hanking and fnance, and intellectual property. Finally. we offer our views abour how the can-

nabis legalization trend and related developments likely lead to a federally legal U.S. cannabis industry.
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n U.S. State Law

Of the 51 jurisdictions comprising the 50 ULS. states and the District of Columbia, 47 have enacted
at least one law that permits the manufacturing, distribution, dispensing or possession of cannabis or
concentrates. These laws fall into three general categories:

= 29 U5, stares and the District of Columbia have enacted medical cannabis laws thac permit

the production and possession of cannabis or concentrates for use in treating a broad range of
qualifying medical conditions.

= 19 U5, states have enacted narrow CBD/limited laws that permit possession of small amounts
of low-THC/high-CBD cannabis concentrates for use in treating a few serious medical condi-

tions—in particular, severe forms of childhood epilepsy.

* 8 U5, states have enacted recreational laws that permit the commercial production and sale of

L'ﬂﬂﬂ-al'.'liﬁ 8] ﬂ.dl..lll'ﬁ Fur I'CLTE'H.[i{}ﬂEI -Ell'ld {}tl'lt‘r USCE.

Some states have passed more than one of these laws, and some state laws do not fall clearly into
any one of these categories. Florida and Delaware have both medical cannabis and CBD/limited laws.
Every state that has enacted a recreational law has also passed a medical cannabis law. A District of
Columbia law that permits adults to grow and consume cannabis is often cited as a recreational law;
however, we do not characterize it as such because it does not permir the commercial production and
sale of cannabis. The following map of the United States shows states with medical cannabis laws,
CBD/limited laws or recreational laws (a state with more than one of these laws is represented on the

map by its most permissive law).
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I Recreational Law

U.5. State Cannabis Laws (January 2018)

B Medical Cannabis Law

" CBDILimited Law
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Nevada Hawaii Louisiana
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Medical Cannabis Mew Hampshire Tennessee
or CBD/Limited Law Mew Jersey Texas
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An exhaustive review of each jurisdiction’s laws is beyond the scope of this report; instead we discuss

issues commonly addressed by each category of cannabis laws.

Medical Cannabis Laws

In 1996, California enacted the first medical cannabis law of any U.5. state, followed in the late 19905
by Alaska, Maine, Oregon and Washington. Since the beginning of 2000, 24 more states and the
District of Columbia have passed medical cannabis laws that permit the production and possession of
cannabis or concentrates for use in treating a broad range of qualifying medical conditions.

A stare medical cannabis law permits a patient, with a doctor’s recommendation, to use cannabis to
treat any qualifying medical condition designated by the law. It is illegal for a doctor to “prescribe” a
Schedule [ controlled substance under the ULS. Controlled Substances Act (C5A), so medical cannabis
laws typically require a doctor’s "recommendation” rather than a prescription. Some medical cannabis
laws require a written recommendation, while others allow an oral recommendation. States may impose
a variety of other requirements or restrictions on a doctor or patient relating to medical cannabis access,
such as patient registration with a state medical cannabis registry, submission of a patient’s ingerprints

or prohibition of use by convicted felons or certain government employees (for example, firchghters).

The number and nature of qualifying conditions included in medical cannabis laws vary widely.
Some laws designate relatively few or highly specific medical conditions, while other laws include many
conditions or highly subjective conditions, such as chronic pain. Some medical cannabis laws also
give doctors discretion to recommend cannabis for conditions not specifically designated. In aggre-
gate, across all medical cannabis laws in the United States, cannabis is legally recognized as a form of
therapy or medicine for more than 50 qualifying conditions. Common qualifying conditions include
Alzheimer’s disease, amyotrophic lateral sclerosis (ALS), anorexia, arthritis, cachexia, cancer, chronic
pain, Crohn’s discase, epilepsy, glaucoma, hepatns C, HIV/AIDS, inflammation, migraine, multiple
sclerosis (MS), nausea, nervous system degeneration, Parkinson’s disease, post-traumatic stress disorder

(P'T'SD) and spasms.

Some medical cannabis laws restrict the form of cannabis or the means of consumption. For example,
Pennsylvanias medical cannabis law, enacted in 2016, prohibits smoking or vaporizing cannabis
flower, prohibits the incorporation of cannabis into foods by anyone other than the patient or the
patient’s caregiver, and authorizes cannabis to be dispensed only in certain concentrated forms.

Medical cannabis laws generally permit cannabis cultivation and distribution by a state-licensed
cultivator or dispensary, by a qualified patient or by a designated caregiver of the parient. A qualified
patient or the patient’s designated caregiver generally may grow only an amount of cannabis deemed
sufficient for the patient’s personal use. Some medical cannabis laws permit patients or caregivers to
grow cannabis only if they cannot practically obrain it by other means. For example, certain states
permit patients to grow cannabis only if they reside more than a specified distance from the nearest
licensed dispensary. Some states allow qualified patients and designated caregivers to collectively or
cooperatively aggregate their cultivation activities.

State-licensed cultivators and dispensaries must satisfy various licensing requirements related to

health, safct}r and security. In states thart permit or require vertical integration, a licensee may be part
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of a single cultivation and dispensing enterprise. In other states, a licensed cultivator may be permitted
to sell to unaffiliated licensed dispensaries or delivery services, which then retail medical cannabis to
patients.

Each state has its own rules about whether medical cannabis activities may be engaged in for profit.
In states where caregivers and qualified patients collectively or cooperatively aggregarte their cultivation
and distribution efforts, participants generally are allowed to charge amounts necessary to recover the
reasonable costs associated with those activities but may not operate for profit. In states thar allow
licensed cannabis activides, such as cultivation and L{ispcnsing, the organizations cng:agcd in those
activities generally may seek to earn a profit.

CBD/Limited Laws
From 2014 thmugh 2017, a total of 19 U.S. states enacted CBDVlimited laws that grnrra"}f permit

possession of small amounts of low-THC/high-CBD cannabis concentrates for use in treating a few
serious medical conditions. Most of these laws limit qualifying medical conditions to severe forms of
epilepsy or seizure disorders, but some laws designate a moderately broader set of conditions.

Most CBD/limited laws allow CBD use by children. Many of these laws were enacted in the con-
text of high-profile stories about CBD treatments for children with severe seizure disorders, and the
laws have been given names like Carly’s Law (Alabama), Haleigh's Hope Act (Georgia) and Julian’s Law
(South Carolina). Charlotte’s Web is a low-THC/high-CBD cannabis strain named for Charlorte Figi,
a young Colorado girl whose parents treat her seizure condition with CBD oil. Her case was featured
in Dr. Sanjay Gupta’s popular CNN special, Weed.

In general, each CBD/limited law establishes a narrow legal framework for use of low-THC/
high-CBD cannabis concentrates. Certain CBD/limited laws designate only one or several producers
of permitted cannabis concentrates; in some cases, these producers include a state university or research
institution. Other CBD/limited laws establish no legal framework for the production or distribution of
permitted products and merely provide a narrow athrmative defense for state-law cannabis possession

El'ld s Chﬂ TECs.

Recreational Laws

In 2012, Colorado and Washington voters passed the first laws in the United States (and the world) to
permit the commercial production and sale of cannabis to adults for recreational and other uses. Alaska
and Oregon passed similar recreational laws in 2014. And in the November 2016 elections, four more
states—California, Maine, Massachuserts and Nevada—passed recreational laws. (Of the five recre-
ational laws included on November 2016 ballots, only Arizona’s law did not receive voter approval.)
State recreational laws permit adults aged 21 years or older to legally purchase and use cannabis
sold by state-licensed commercial businesses. There are no state residency requirements for adult con-
sumers, and out-of-state visitors with valid proof of age may legally purchase cannabis, giving rise ro
“cannabis tourism” in states with extensive dispensary networks like Colorado, Oregon and Wash-
ington. Cannabis typically may not be consumed in public spaces or private establishments open to

the public, such as parks and restaurants. Recreational laws also generally permit adults to cultivate a
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limited number of cannabis plants (typically, 4 to 6) for personal use. (Washington is an exceprion,
however, and makes personal cultivation a felony unless it is done by a person registered in the state’s
medical marijuana database.) Unlike state medical cannabis laws, which may restrict the form of can-
nabis products available, recreational laws permit production and sale of most common forms of can-

nabis products, including a wide variety of flower, concentrates and infused products.

State recreational laws designate state agencies to issue commercial cannabis licenses and regulate
participants in the cannabis supply chain. Some of these agencies are newly established specifically o
rcgulatc cannabis, such as California’s Bureau of Cannabis Control (BCC) or Massachuserts's Cannabis
Control Commission. Others are existing state agencies (and typically oversee tax or alcohol matters),
such as Nevada's Department of Taxation or Oregon’s Liquor Control Commission. These agencies

also may regulate state medical cannabis industries, as do Colorado’s Marijuana Enforcement Division,

Washingmﬂs Liquor and Cannabis Board and California’s BCC.

State regulatory agencies issue separate licenses for different types of commercial cannabis activities.
Common categories of licenses include cultivation, producrion, manufacruring, distribution, transpor-
tation, laboratory testing and retail. A state may further provide for multiple types of licenses within a
category. For example, Californias recreational law provides for 12 types of cultivation licenses, which
vary according to factors such as the size of a cultivation facility and indoor or outdoor cultivation.
Most states allow companies to hold licenses in multiple categories, thereby allowing vertically inte-
grattd cultivation, manufacturing and retail businesses. Washingtun is an exception—In maost cases, a
business is prohibited from holding licenses across categories. Even states that allow vertical integration
typically prohibit the holder of a laboratory testing license from holding licenses in other caregories.

State laws give significant power to counties and municipalities to impose zoning and permitting
requirements that may severely restrict or prohibit cannabis activities. California requires a state-license
applicant to demonstrate it has all permits, licenses and approvals required under local law, and many
California cities and counties have effectively banned the recreational cannabis industry. Massachu-
setts allows towns that voted “No” on the state’s recreational law to ban cannabis businesses through
December 2019 and requires other towns thar wish to prohibir cannabis businesses to do so through

a local ballor initiative.

Each state has chosen to levy significant taxes on the recreational cannabisindustry, and some state laws
authorize local governments to levy additional cannabis-related taxes. Nevadaimposes a 1 5% excise taxon
cannabis wholesales by cultivators and a 10% excise rax on retail sales. Oregon and Massachusetts charge
a state excise tax of 17% and 10.75%, respectively, and each state authorizes local governments to levy up
toanother 3%. Washington originally imposed a 25% excise tax on cannabis sales at cach of three different
points in the supply chain— grower to processor, processor to retailer and retailer to consumer—but now
charges a single 37% tax on retail sales. California imposes a 15% excise tax. All state and local cannabis-
specific excise taxes are in addition to normal state and local sales tax. Although the possibility of gen-
erating significant tax revenue is one reason state governments have embraced legal cannabis, some
proponents of legalization argue that high tax rates will keep consumer prices high and discourage
consumer transition to legalized markets.
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State governments continue to adjust recreational cannabis regulations in an effort to create favor-
able industry conditions and address health and public safety concerns. State-licensed recreational
cannabis businesses must comply with a host of requirements related to security (such as video sur-
veillance, alarm system requirements and owner/operator criminal background checks), product diver-
sion (particularly seed-to-sale tracking requirements), product safety and quality (including product
labeling requirements and potency and contaminant testing), and general business operations (such as
restrictions on advertising and compliance with energy and environmental standards).

m U.S. Federal Law

Current federal law effectively prohibits all cannabis use and all commercial cannabis activity in the
United States. Producing, selling and possessing cannabis are federal crimes. No cannabis-derived drug
has ever been federally approved for use in treating any medical condition. Otherwise legitimare busi-
ness transactions conducted by cannabis companies—and their banks, for those who can access bank-
ing services—are legally suspect. Certain intellectual property and bankruptey protections critical to
many U.5. businesses are not available to cannabis companies. Cannabis companies pay federal income
tax at effective rates significantly higher than other businesses.

Despite official prohibition, federal policies and laws recently passed by the U.S. Congress have
carved out a limited space in which the state-legal cannabis industry has managed to thrive. Enforce-
ment policies published by the U.S. Department of Justice (DOJ) have unofhcially invited cannabis
business to proceed if certain conditions are respected. The ULS. Department of the Treasury (DOT)
established reporting policies that create room for banks to service the cannabis industry. Federal bud-
get legislation has prevented allocated funds from being used to prosecute conduct that complies with
state medical cannabis laws,

Recent developments indicate that the federal government may be pursuing policies and practices
that create space for cannabis research and approval of cannabis-derived drugs. In particular, the U.S.
Drug Enforcement Agency (DEA) adopted a new policy in 2016 designed to increase the number of
DEA-registered cannabis cultivators (there has been only one such cultivator for nearly 50 years). And
the U.S. Food and Drug Administration (FDA) is reviewing a New Drug Application (NDA) submit-
ted in October 2017 for what could be the first ever cannabis-derived pharmaceutical approved by the
federal government.

The following chart shows three general arcas of federal law that impact the cannabis indus-
try—food and drug regulation, banking and finance, and intellectual property—as well as specific

laws and federal pu|icic5 relared o each of the areas discussed larer in this chapttr_
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Federal Laws and Policies Impacting the Cannabis Industry
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The Controlled Substances Act (CSA) is a federal law enacred in 1970 thart places strict legal controls
on the manufacture, distribution, dispensing and possession of any controlled substance listed on one
of five schedules established by the CSA. The C5A is enforced primarily by the U.S. Drug Enforcement
Administration, an agency of the U.S. Department of Justice. A controlled substance may be man-

ufacrured, distributed or dis;p{:ns.;r:d in accordance with the CSA nn|}-‘ b}r a person pmp::rl}r rL'gistL'rcd
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with the DEA. Any person that manufactures, distributes, dispenses or otherwise possesses a controlled

substance in violation of the CSA is subject to civil and criminal penalties.

The CSA schedules are numbered | to V. Schedule | substances are subject to the strictest controls,
and Schedule V substances are subject to the least restrictive controls. A controlled substance is listed

an a FEItiCUIEI .'whcdulc Eff.'ﬂl'd.il'lg o fuur Eﬂ.‘.’.’l’ﬂIE:

(i) The substance’s potential for abuse.

(ii) Whether the substance has a currently accepted medical use in treatment in the United
Stares.
(1) Whether the substance is accepred as safe to use under medical supervision.

{iv) The degree of physical and psychological dependence that may result from abuse of the

substance.

Upon enactment in 1970, the CSA assigned each controlled substance to a specific schedule. The
U.S. Congress may legislate a controlled substance’s addition to or removal from a CSA schedule. The
C5A also provides a regulatory framework for a substance to be added to or removed from a schedule;
such change generally involves a recommendation by the U.S. Department of Health and Human
Services (DHHS) and concurrence with that recommendation by the DEA. The U.S. Food and Drug
Administration, an agency of the DHHS, is chargt:d with making certain chl:}rrrthttd determinadions

used in DHHS scheduling recommendations.

Schedule I controlled substances are those found by the U.S. Congress or the DEA and the DHHS
to have a high potential for abuse, to have no currently accepted medical use in treatment in the United
States and to have a lack of accepred safety for use under medical supervision. Current Schedule I sub-
stances include marijuana, THC, heroin, ecstasy, L5D and peyote. Unlike Schedule 11 through Sched-
ule V controlled substances, which can be prescribed by a doctor, the C5A does not allow prescriptions

to be written for Schedule I controlled substances.

Marijuana
Marijuana has been a Schedule | controlled substance since enacement of the CSA in 1970, The CSA

i e i
defines “marijuana” as

all parts of the plant Cannabis sativa L., whether growing or not; the seeds thereof; the
resin extracted from any part of such plant; and every compound, manufacture, sale, deriv-
ative, mixture, or preparation of such plant, its seeds or resin. Such term does nort include
the mature stalks of such plant, fiber produced from such stalks, oil or cake made from
the seeds of such plant, any other compound, manufacture, salt, derivative, mixrure, or
preparation of such mature stalks (except the resin extracted therefrom), fiber, oil, or cake,

or the sterilized seed of such plant which is incapable ﬂfgcrmina[iun.

The parts and derivatives of the cannabis plant that are excluded from the CSA dehinition of
marijuana have industrial uses and generally conrain little or no THC. Non-marijuana cannabis
products—commonly known as hemp products—including rope, clothing, animal feed and soap,

are not subjccl: to control under the CSAL The C5A does not restrict such non-marijuana pruduct.l;
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from being imported into the United States. However, because the production of such non-marijuana
products ordinarily involves possession of the entire cannabis plant, including parts deemed marijuana
under the CSA, the CSA t:frt:ctivv:l].r pmhibits such pmductiun in the United States without DEA

registration.

Tetrahydrocannabinol (THC)

In addition to and separate from marijuana’s listing on Schedule I, tetrahydrocannabinol' (THC) has
been listed on Schedule I since the CSA’s enactment in 1970. From 1970 until 2003, DEA regulations
defined THC for purposes of its separate Schedule [ listing as including only “synthetic equivalents”
of the THC found in the cannabis plant. In 2003, the DEA purportedly amended this regulatory
definition of THC to include both synthetic equivalents of THC and THC occurring naturally in the
cannabis plant. In its 2004 holding in Hemp {ndustries Association v DEA, the U.S. Court of Appeals
for the Ninth Circuit enjoined DEA enforcement of this purported amendment and held that the
THC listed separately from marijuana on Schedule I includes only synthetic THC and that any THC
occurring naturally within the cannabis plant is controlled under the CSA only if it falls within the

(SA definition of marijuana.

Penalties for C5A Violations

Federal penalties for violating C5A provisions regarding marijuana or THC include fines and imprison-
ment. CSA violations may also result in federal seizure of cash and other assets related to the violations.
CSA penalties may apply to cannabis businesses that violate the C5A and also to individuals who own
or operate such businesses based on attempt, accomplice, conspiracy and criminal enterprise provisions

included in the CSA.

New DEA Registration Policy

For nearly S0 years, only one cannabis cultivation site in the United States has operated with the
required DEA registration. The site is operated by the University of Mississippi under a contract with
the MNartional Institute on Drug Abuse to suppl}r the cﬂ-untrfs entire stock uff-tdtra"}r ||:g:al cannabis,
which s used exclusively for research. In August 2016, the DEA announced a new policy designed
to increase the number of DEA-registered cannabis cultivators and permit-registered cultivators to
grow cannabis for privately funded commercial drug development projects. The DEA announcement
acknowledged the increasing interest in conducting cannabis research related to commercial pur-
suits, and indicated that the best way to satisfy the increased demand was to increase the number of
DEA-registered cultivators. The DEA has since accepted at least 25 applications for registration but has

not issued any new registrations.

NCSA Schedule T uses the plural form “rerrahydrocannabinols” o describe 2 category of substances thar includes chemical deriva-
tives and isomers. This report adopes the more commaonly wsed singular form, “retrahydrocannabinel.”
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U.S. Department of Justice: The Cole Memo
A memorandum published by the DOJ in August 2013 (Cole Memo) provides guidance to DOJ atror-

neys and federal law enforcement about prosecuting cannabis-related federal offenses. The Cole Memo
asserts thar marijuana is a dangerous drug, that illegal diseriburion of marijuana is a serious crime which
provides revenue to criminal enterprises and that the DOJ is committed to enforcing marijuana-related
violations of federal law. The Cole Memo also notes, however, that the DOJ is committed to using
its limited investigative and prosecurorial resources to address the most significant threats in the most
effective, consistent and rational way.

The Cole Memo guides DOJ attorneys and federal law enforcement to focus on the following
cight enforcement priorities when considering prosecutions for marijuana-related C5A violations (and
also, according to a Cole Memo update issued in February 2014, when considering prosecutions for
marijuana-related violations of the federal money laundering statute, the unlicensed money transmitter

statute and the Bank Secrecy Act):

1. Preventing distribution of marijuana to minors.

2. Preventing revenue from the sale of marijuana from going to criminal enterprises, gangs and
cartels.

3. Preventing the diversion of marijuana from states where it is legal under state law in some
form to other states,

4. Preventing state-authorized marijuana activity from being used as a cover or pretext for the
trafficking of other illegal drugs or other illegal activity.

5. Preventing violence and the use of fircarms in the cultivation and distribution of marijuana.

6. Preventing drugged driving and the exacerbation of other adverse public health consequences
associated with marijuana use.

7. Preventing the growing of marijuana on public lands and the artendant public safery and

environmental dangers posed by marijuana production on public lands.

8. Preventing marijuana possession or use on federal property.

The Cole Memo notes that whether marijuana-related conduct implicates any of these enforce-
ment priorities should be a primary question in considering prosecution and that in states with legal-
ized marijuana and effective regulatory systems, conduct in compliance with state law is less likely to
threaten these priorities.

The Cole Memo has provided some comfort to those operating state-legal cannabis businesses thar
do not interfere with the enumerated enforcement priorities. However, the Cole Memo merely reflects
internal guidance within the DOJ and does not create a legal defense for any violation of federal law.

During the January 2017 Senate confirmation hearings for current US. Attorney General Jeff
Sessions, in a discussion about the enforcement priorities outlined in the Cole Memo, Mr. Sessions
acknowledged the “problem of resources for the federal government” and stated that he thought some
of the enforcement priorities were “truly valuable in evaluating cases,” but he also stated that he would

not commit to never tnan:ing F’.‘.‘d‘t‘rﬂ]. IEW.
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Rohrabacher-Farr Amendment

The Rohrabacher-Farr amendment, first passed by the U.S. Congress and signed into law by President
Obama in 2014, prohibits the DOJ from using federal funds to prevent a state from “implementing”

state laws thar authorize the use, distribution, possession or cultivation of medical marijuana.

Following the amendment’s initial 2014 enactment, the DOJ indicated that it did not plan to arrest
state regulators for “implementing” a state’s medical marijuana laws but would continue to prosecute
individuals involved in state-law compliant medical marijuana activity because, in the DOJ's view, the
amendment did not apply to prosecutions against individuals.

The DOJ’s interpretation of the Rohrabacher-Farr amendment was rejected by a Ninth Circuir
District Court in its 2015 ruling in United States v. Marin Alliance for Medical Marijwana, and again by
the Ninth Circuit Court of Appeals in its 2016 ruling in United States . Melntosh. The Ninth Circuit
Court of Appeals held the Rohrabacher-Farr amendment prohibits DO] from spending funds subject
to the amendment on the prosecution of individuals who fully comply with state medical marijuana
laws. The court noted a state’s “implementation” of medical marijuana laws necessarily involves “giving
practical effect” to those laws, and that DOJ prosecution of individuals complying with those laws

prevents the stare from giving the laws practica| effect.

The Rohrabacher-Farr amendment generally applies only to DOJ funds made available pursu-
ant to the federal budget legislation in which the amendment is included, and therefore must be
renewed periodically with budget legislation to remain effective. The Rohrabacher-Farr amendment
was recently renewed in December 2017 as part of an emergency aid package that remains effective
until mid-January 2018. (With the retirement of Representative Samuel Farr from the U.S. Congress
in 2016, the Rohrabacher-Farr amendment is now also referred to as the Rohrabacher-Blumenauer

amendment; we use this name elsewhere in this report.)

Agricultural Act of 2014
The Agricultural Act of 2014 (Farm Bill) authorizes institutions of higher education and state depart-

ments of agriculture to cultivate industrial hemp, CSA controls notwithstanding, if (i) the industrial
hemp is cultivated for purposes of research conducted under an agricultural pilot program or other
agricultural or academic research and (ii) the cultivation is allowed under the laws of the state in which
such institution of higher education or state department of agriculture is located and such research

OQCCLUrS.

The Farm Bill defines “industrial hemp” as the cannabis plant and any part of such plant, whether
growing or not, with a THC concentration of not more than 0.3 percent on a dry weight basis.
Industrial hemp, like any cannabis plant, may comprise both marijuana (as defined in the CSA) and
non-marijuana. But the Farm Bill creates an exception to C5A controls on marijuana, so cultivation in

accordance with the Farm Bill uf-marijuana that qualiﬁcs as industrial hcmp does not violate the CSAL

The following table summarizes the legal relationship between marijuana (as defined in the C5A)
and industrial hemp (as defined in the Farm Bill).
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U.5. Legal Relationship between Marijuana and Industrial Hemp

a e

Mature stalks; fiber made from mature stalks:
il or cake made from seeds; compounds,
Cannabis plant and all parts and manufactures, salts, mixtures, preparations
derivatives excep! non-marijuana or derivatives of the foregoing parts and
derivatives (except resin extracted from mature
stalks): sterilized seeds

Mon-Industrial Hemp

« Manufacture, distribution, dispensing « N CSA controbs
Cannabis plant and all parts and and possession controlled under G54
derivatives except industrial hemp « Mo Farm Bill exception fo CSA « Farm Bill exception to CSA moot
= Manufacture, distribution. dispensing + Mo C3A controts
and pessession controlled under C3A
Cannabis plant and any part with THC (but subject to Farm Bill exception)
ntration not than 0.3%
:n&ny“mim:lesmnm an on « Farm Bill excaption to CSA controls: « Farm Bill exception to C3A moot

state-legal cultivation by an institution of
higher education or a state depariment
of agriculure for research

Industrial hemp can be used to produce CBD oil, an extract of the cannabis plant with a high
conecentration of cannabidiol (CBD) but little or no psychoactive THC. CBD oil is believed to have a
range of medicinal benefits and therapeutic applications. Some have argued that the Farm Bill federally
legalizes the production and sale of CBD oil. However, it is unclear whether CBD oil produced from
industrial hr:rnp is 1self considered industrial hcmp (the CSA defines marijuana b}' reference o the
cannabis plant, parts of the plant and derivatives of the plant, whereas the Farm Bill exception to the
CS5A defines industrial hemp by reference only to the plant and parts of the plant, but does not men-
tion derivatives). Even if CBD oil is considered industrial hemp and may be lawfully produced under
the Farm Bill, only institutions of higher education and state departments of agriculture are authorized
to produce it, and then only for purposes of agricultural or academic research; thus the Farm Bill likely

does not creare a CSA exception broad cnnugh for larg::—scal:: commercial pmd uction and distribution

of CBD oil within the United States.

Federal Food, Drug, and Cosmetic Act

The Federal Food, Drug, and Cosmetic Act (FD&C Act) is a federal law enacted in 1938 (and since
amended multiple times) that authorizes the FDA to regulate the safery and effectiveness of drugs and
medical devices and the safety of food, tobacco products and cosmetics. The FD&C Act prohibits the
“adulteration or misbranding” of any drug, medical device, food, robacco product or cosmetic (which
the act generally refers to as “articles”) in interstate commerce and prohibits interstate commerce in any
such adulterated or misbranded article. The FD&C Act also prohibits the “introduction or delivery for
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intreduction into interstate commerce” of any drug, medical device, food, tobacco product or cosmetic
undertaken without the required FDA approval, permit or registration.

An article that includes cannabis or a cannabis derivative could conceivably qualify as a drug, medi-
cal device, food, tobacco product or cosmetic (or a combination). For example, a skin lubricant infused
with cannabis extract and intended to relieve muscle pain may be both a cosmertic and a drug, and a
prefilled device used to administer a metered dose of vaporized THC for treating nausea may be both
a medical device and a drug, Industry dialogue regarding the FD&C Act and the FDA tends to focus
on cannabinoid-based drugs and the potential for certain cannabis products to be regulated as food or
a related category of products known as “dietary supplements,” and we expand on both topics in the

Fn”nwing discussion.

Drugs
Generally, the FD&C Act defines a "drug” as any one of the following:

(i) Any article recognized in the official U.S. Pharmacopoeia, U.5. Homeopathic Pharma-
copocia or National Formulary.

(ii) Any article intended for use in the diagnosis, cure, mitigation, treatment or prevention of

disease in humans or animals.

(1) Any article (other than food) intended to affect the structure or any function of the body
of humans or animals.

(iv) Any article intended as a component of any of the foregoing.

The FDA oversees the manufacturing of drugs by inspecting domestic and foreign manufacturing
plants, by sampling drugs from retail stores, distribution warchouses and manufacruring plants and by
evaluating complaints and reports of defects from consumers and health care professionals. The FD&C
Act generally prohibits a company from introducing a drug into interstare commerce without the FDA
having first approved the drug as safe and effective for treating a specified medical condition.

FIDA appmval of a drug as safe and effective for treating a sptciﬁtd medical condition gt:ncr:aﬂ].r
involves the Fulluwing steps:

(i) The drug‘s manufacturer prrﬁ]rms |a|:mramry and animal teses to determine how the drug

works and whether it is safe enough to test on humans.

(ii) If the manufacturer determines the drug is safe enough to test on humans, then the manu-

facturer submits for FDA review an Investigational New Drug (IND) application.

(iii) Upon review of the IND application, if the FDA determines the drug is safe enough to test

on humans, then the FDA approves the manufacturer to proceed with human clinical trials.

(iv) The manufacturer performs a series of human clinical trials and submits the resulting data
for FDA review in the form of a New Drug Application (NDA). Upon review of the NDA,
if the FDA determines the drug’s benefits outweigh its known risks and the drug can be
manufactured in a way that ensures a quality product, then the drug is approved as safe and

effective for treating the specified medical condition.
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A drug gtm:ra"}r may not be marketed for treating a condition other than a condition for which the
FDA has found the drug to be a safe and effective treatment; however, most FDA-approved drugs can
be prescribed by doctors to treat other conditions (so-called “off-label” prescriptions).

Nonprescription or over-the-counter drugs can be marketed after receiving FDA approval through
the NDA process or by conforming the drug to an existing over-the-counter “monograph” (a “recipe

book” indicating acceptable ingredients, doses, formulations and labeling) established by the FDA.

Cannabinoid-Based Drugs

Several drugs containing synthetic cannabinoids or cannabinoeid-like compounds have been approved
by the FDA. Marinol, a drug comprised of dronabinel (a synthetic THC) encapsulated with sesame oil
in a soft gelarin capsule, was approved by the FDA in 1985 for treatment of nausea and vomiting asso-
ciated with cancer chemotherapy in patients who have failed to respond adequately to conventional
antiemetic treatments. It was later approved, in 1992, for treatment of anorexia associared with weight
loss in patients with AIDS. Syndros, a drug comprised of dronabinol in a liquid solution, was approved
by the FDA in 2016 for treatment of the same symptoms for which Marinal was approved. Cesamet,
a drug comprised of encapsulated nabilone (a synthetic cannabinoid similar to THC), was approved
by the FDA in 1985 for treatment of nausea and vomiting associated with cancer chemotherapy in

patients who have failed o rtspund adtquatcly to conventional antiemetic treatments.

Each of the drugs Marinol, Syndros and Cesamet was placed on C5A Schedule 11 within one o
two years after its initial FDA approval (Marinol and Syndros were rescheduled from Schedule I upon
recommendation of the DHHS, and Cesamet’s placement on Schedule II was its initial CSA classifica-
tion). Schedule II through Schedule V substances can be prescribed by a doctor, but the CSA does not
permit prescriptions for Schedule I substances, so removal of an FDA-approved drug from Schedule |
is required before the drug can be prescribed legally.

The FDA has not approved any drug derived from the cannabis plant. However, two such drugs,
Sativex and Epidiolex (both manufactured by U.K.-based GW Pharmaceuticals), have advanced
through certain stages of the FDA approval process. Sativex is a mouth spray used for treatment of
spasticity caused by multiple sclerosis; it includes THC and CBD derived from cannabis. Epidiolex
is an oral formulation of cannabis-derived CBD intended to treat severe forms of childhood epilepsy.
Human clinical trials have been conducted with both drugs, and although an NDA has not been sub-
mitted for Sativex, an NDA for Epidiolex was submitted to the FDA in October 2017, If approved by
the FDA, Epidiolex would be the first FDA-approved pharmaceutical derived from cannabis.

Foods and Dietary Supplements

Generally, the FD&C Act dehines “food” as (i) any article used for food or drink for humans or animals,
(it} chewing gum, and (iii) any article used as a component of any of the foregoing. The FD&C Act
defines a “dietary supplement” generally as either (i) a product intended to supplement the diet that
Conains certain dit:tar].r ingn:dirnts {induding vitamins, minerals, herbs, botanicals, amino acids, or
other substances used by humans to supplement the diet by increasing the total dietary intake) or (ii) a

prc:-duct intended for Ingestion in tablet, capsult:. puwdtr, suftgt:l. gt:h:ap. or |iquid form and labeled as
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the diet. A dietary supplement generally is deemed to be a food under the FD&C Act.

The FD&C Act does not require foods or food labels to be pre-approved by the FDA, but it does
give the FDA broad authority to regulate the safety of food and food labels and to prevent interstate
commerce in adulterated or misbranded food. Facilities engaged in manufacturing, processing, pack-
ing or holding food for consumption in the United States are required to be registered with the FDA.
The FD&C Act requires most foods to bear nutrition labeling and requires food labels that bear
nutrient content claims and certain health messages to comply with specific requirements. The FDA is
authorized to enforce safety and labeling regulations by conducting inspections, sampling, recalls and

seizures, and by pursuing injunctions and criminal prosecutions.

Cannabis-Based Foods and Dietary Supplements

The FDA has published guidance (most recently updated in August 2017) concluding that (i) the
FD&C Act does not permit foods to which THC or CBD have been added to be sold in interstate
commerce and (ii) any product containing THC or CBD is not a dietary supplement. For this conclu-
sion to be legally correct, based on the FD&C Act provisions cited by the FDA, it would need to be
demonstrated that neither THC nor CBD were marketed in or as a food or as a dietary supplement
before the occurrence of certain approvals and clinical investigations of drugs that include THC (e.g.,
Marinol) or CBD (e.g., Sativex or Epidiolex). The FDA publication does not demonstrate that neither
THC nor CBD were marketed in or as a food or as a dietary supplement before such occurrences and
merely states that the FDA is “not aware of any evidence that would call into question” its conclusion.
The FDXA’s conclusion has not been subject to any legal challenge, and it remains unresolved whether
certain cannabis-based products, particularly hemp-derived CBD products, might be regulated by the
FDA as foods or dietary supplements rather than as drugs.

FDA Policy and Enforcement
In December 2016, the FDA published a document titled Botanical Drug Development; Guidance for

Industry that discusses several areas in which, due to the unique nature of botanical drugs, the FDA
believes it is appropriate to apply regulatory policies that differ from those applied to nonbotanical
drugs. The guidance discusses challenges inherent to botanical drugs, including challenges related to
ensuring therapeutic consistency, and suggests certain steps to address those challenges. The guidance
was published only months after the DEA announced a new policy designed to increase the number
of DEA-registered cannabis cultivators and permit-registered cultivators to grow cannabis for privately
funded commercial drug development projects. These parallel developments indicate to some that the
federal government is opening a pathway to federal approval of cannabis-derived drugs.

The FDA has the legal authority under the FD&C Act and related regulations to significantly dis-
rupt the state-legal cannabis industry in the United States. The FDA has issued warning letters during
the past several years to distributors of hemp-based CBD products but has not broadly enforced fed-
eral law against the cannabis industry. A cannabis-focused publication on the FDA website states that
in deciding whether to initiate federal enforcement, the FDA may consult with its federal and state
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partners and consider many factors, including FDA resources and threats to public health. Beyond
this statement, the FDA has not published detailed guidance about its cannabis-related enforcement

priotities.

Bank Secrecy Act and Other Federal Laws
Regarding Financial Transactions

Financial transactions in connection with cannabis-related CSA violations may implicate federal laws
other than the C5A itself, including the federal money laundering statute, the federal unlicensed money

transmitter statute and the Bank Secrecy Act (BSA).

The federal money laundering statute imposes penalties on any person who conducts or attempts
certain Anancial or monetary transactions involving the proceeds of a “continuing criminal enterprise”
(a term, used in the CSA, thar arguably encompasses many cannabis businesses). Violations of the
federal money laundering statute may result in fines equal to twice the value of the property involved

in the transaction (or $500,000, if greater) and imprisonment for up to 20 years.

The federal unlicensed money transmitter statute makes it illegal for any person to operate or own
4 money transmitter business thar involves the transportation or ransmission of funds known to have
been derived from or intended to promote or support criminal violations of the CSA. Violations of the

law may resule in fines and imprisonment for up to 5 years.

The BSA requires banks and other financial institutions to maintain certain records and to file
certain reports deemed useful in criminal, tax or regulatory proceedings or in government intelligence
and counterterrorism activities. Federal regulations under the BSA require financial institutions to
file with the Financial Crimes Enforcement Nerwork (FinCEN), a burcau of the U.S. Department of
the Treasury charged with administering the BSA, a suspicious activity report (SAR) if the financial
institution knows, suspects or has reason to suspect that a rransaction conducted or attempted by, at or
thmugh the financial instirution involves or is an artempt to disguist funds derived from i|lcgal activiry,
is designed to evade BSA regulations or lacks an apparent lawful purpose. Financial institutions and

their principals are subject to civil and criminal penalties for violations of the BSA.

U.S. Treasury Department: The FinCEN Memo

In coordination with the February 2014 Cole Memo update, FinCEN published 2 memorandum
(FinCEN Memo) outlining how banks and other financial instirutions can, consistent with their BSA
uHigatinns, prmfidt: SCIVICES TO marijuana-—rdartd businesses. The FinCEN Memo directs cach financial
institution to consider its own business objectives and the risks associated with offering a particular
product or service when considering whether to commence or continue a customer relationship with
a marijuana-related business. The memorandum emphasizes the importance of due diligence and out-
lines a procedure for filing SARs for such businesses.

The FinCEN Memo guides hnancial institutions to conduct a due diligence review of a customer’s
business that includes an evaluation of whether the customer relationship implicates (or would impli-

cate) any Cole Memo priority and also includes the following investigations:
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1. Vrrifying with the appropriate state authorities whether the business is dul}f licensed and

registered.

2. Reviewing the license application (and related documentation) submitted by the business for

ubtaining a stare license o operate its marijuana-—rt:httd business.

3. Requesting from state licensing and enforcement authorities available information about the

business and related parties,

4. Developing an understanding of the normal and expected activity for the business, including
the types of products to be sold and the type of customers to be served (for example, medical

versus recreational customers).

5. Ongoing monitoring of publicly available sources for adverse information about the business

and related parties.

6. Ongoing monitoring for suspicious activity, including for certain red flags described in the

FinCEN Memo.

7. Refreshing information obtained as part of customer due diligence on a periodic basis and

commensurate with the risk.

The FinCEN Memo also guides financial institutions to file various SARs with FinCEN regarding
customers engaged in marijuana-related businesses. According to the memorandum, an institution
should file (i) a "Marijuana Limited” SAR for cach customer it believes does not violate state law or
implicate any Cole Memo priority, (ii) a “Marijuana Priority” SAR for each customer it believes vio-
lates state law or implicates any Cole Memeo priority, and (iii) a “Marijuana Termination” SAR if the
institution decides to terminate a customer relationship in order to maintain an effective anti-money
laundering compliance program. The FinCEN Memo outlines certain “red flags” that tend to indicate
which type of SAR fling is appropriate; red flags include the inability of a customer to demonstrate
compliance with state law or deposits of amounts of cash inconsistent with its tax returns.

FinCEN periodically publishes information abour marijuana-related SAR filings made by deposi-
tory institutions. From the February 2014 FInCEN Memo publication through June 30, 2017,
FinCEN received a total of 33,692 marijuana-related SAR filings from a total of 390 banks and credit
unions. The following graphs based on FinCEN data show the number of monthly Marijuana Limited,
Marijuana Priority and Marijuana Termination SAR filings for this period and the number of banks

and credit unions making such filings.
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Monthly Marijuana-Related SAR Filings
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The upwarr] trend in the Frf:qucnc]r ufmarijuana—rdatt‘d SAR ﬁ]ing.m as well as the growing number
of depository institutions making such filings, indicate cannabis businesses increasingly are accessing

the federal banking system dtspitc federal law.
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The California State Treasurer’s Cannabis Banking Working Group—a panel convened by Califor-
nia State Treasurer John Chiang thar includes representatives from the cannabis industry and financial
institutions, and government tax collection, law enforcement and regulatory agencies—issued a report
in November 2017 on the cannabis industry’s banking challenges. In the report, the State Treasurer’s
Office stated that the cannabis industry’s lack of access to banking services is one of the biggest threats
to the success of the state’s recreational cannabis law, which is scheduled for implementation starting
in January 2018. Based on the working group’s findings, the State Treasurer’s Office recommended the

Fnunwing four actions:

1. ImPICI’I’It‘H[’E[i{}H GFSHFCI.. more t‘rft‘l'_'tj.‘-’f, and SCEIEblC WaYs o handh: thl‘.‘ FE}’I'I'I'L‘I'I[ {]-F taxecs EI'II'.{

fees in cash that minimize risks to stakeholders.

2. Dcvdupmcnt b].-r the State of California and local EOVETNITIENts of a data purta| nFcnmpliancr
and regulatory data to be made available to financial institutions that bank cannabis businesses.

3. Conduct a fc—asihiliry stud}f of a pu|:||ic bank or other state-backed financial instirution thar

provides banking services to the cannabis industry.

4, Establish a multistate consortium of state govEernment representatives and other stakeholders

to pursue {;hangt:s to federal law in order to remove the barriers to cannabis hanking.

The State Treasurer's Office also stated it was apparent that a definitive solution to the cannabis
banking quandar}r will remain elusive untl the federal ZOVEIMIMENt removes cannabis from its official
list of dangerous drugs or the ULS. Congress approves safe harbor legislation protecting financial insti-

tutions that serve cannabis businesses from federal ptnahics.

Federal Securities Law

The U.S. securities markets and industry participants are regulated principally under two federal laws:
the Securities Act of 1933 (Securities Act) and the Securities Exchange Act of 1934 (Exchange Act).
The Securities Act regulates the offer and sale of securities by issuers, and the Exchange Act regulates
securities firms, stock exchanges, reporting by publicly traded companies and investing and trading
practices of investors. The Exchange Act also establishes the Securities and Exchange Commission
(SEC), a federal agency charged with enforcing federal securities laws.

Federal securities laws are intended to facilitate capital formation, maintain fair and efficient mar-
kets, and protect investors. The laws are based on a philosophy of disclosure: issuers of securities
generally are obligated to complerely and truthfully disclose material information to investors and
the market, and failure to satisfy that obligation may result in civil or criminal penalties. Information
generally required to be disclosed includes audited financial statements, discussions of risks applicable
to the issuer and investors in its securities, and details of conflices of interest faced b}-’ the issuer’s officers
and directors.

Federal securities laws related to private offerings provide fewer investor protections than laws
related to public offerings and generally assume investors in private offerings can “fend for themselves.”

An issuer of securities in a private :Jﬂ:cring 1% not Sul'_'ljt{.'t to the same extensive reporting requirements
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as publicly traded companies, but ordinarily will market its securities using a private placement mem-
orandum (PPM) that includes information similar to some of the information required to be disclosed
by publicly traded companies. An issuer in a private placement is subject to liability under federal secu-
rities laws for misrepresentation or fraudulent statements made in a PPM or otherwise in connection
with the private offering.

By all indications, federal securities laws do not prohibit companies engaged in federally illegal
cannabis activities from raising capital through the issuance of securities, nor do they prohibit industry
participants like stock exchanges and investment banks from performing their ordinary market func-
tions in connection with such companies. The SEC has allowed the registration and sale of securities
offered by companies engaged in federally illegal cannabis activities and the trading of those securities
on multiple U.S. stock markets. Although the SEC has on occasion suspended trading in some of
these securities, those suspensions generally have been due to alleged violations of securities regulations

rather than unlawful cannabis acrivities.

A cannabis company offering or selling securities must comply with federal securities laws—like
any other issuer—by making required notice or registration filings and by providing truthful material
information to investors. Any discussion of risks delivered to investors, whether required by securities
laws or volunteered by the issuer as part of a private offering, should include a thorough discussion of
the unique risks posed by operating a cannabis business engaged in federally illegal conduct. For an

exam plc of some of these risks, refer to [lhaptcr I, Cannabis Ini_{ua;tr].-r Risk Factors.

Federal Bankruptcy Law

Bankruptey is a legal proceeding by which a debtor resolves its debt obligations and creditors are
afforded certain rights in the debror’s assets in full or partial satisfaction of the debts owed to them. In
the United States, bankruptey is governed primarily by the Bankruptey Reform Act of 1978 (Bank-
ruptcy Code). Bankruptey proceedings are conducted primarily by federal bankruptey courts and gen-
crally involve administration of a debtor's assets either by a court-appointed trustee or by the debror
with approval and oversight of the court. Bankruptey can be voluntary (initiated by the debror) or
involuntary (initated by creditors). Bankruptey provides certain rights and protections to the debror
and the creditors and is intended to fairly and finally resolve debts so the parties can pursue other

affairs.

Debtors whose assets relate to federally illegal cannabis activity, as well as their creditors, gener-
ally are not eligible for bankruptey protection for two reasons: First, federal courts refuse to appoint
trustees to administer or take control of unlawful assets or business operations. Second, pursuant to
an equitable doctrine known as “unclean hands,” federal courts typically decline to honor creditor
claims that arise from knowingly transacting with a debtor in furtherance of unlawful activiry. A federal
bankruptcy court in Arizona invoked both these reasons in its 2015 decision in fn Re Medpoine Man-
agement, LLC; details of this case follow.

Mcdpuint Management, LLC {Mtdpuint] managrd the cultivation and business operations of a
state-legal Arizona medical cannabis dispensary. Medpoint defaulted under various loan and consulting

agreements dirt:cthr related to ics disprnsar}r activities, and the four creditors under those agreements
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filed a petition for involuntary bankruptey. The bankruptey court dismissed the petition, stating it
would not assign a trustee “to administer drug rainted assets for the benefit of creditors who assumed
the risk of doing business with an enterprise engaged in violations of federal law.” Federal courts in
California, Oregon, Colorado and Michigan have applied the same rationale to dismiss bankruptey

pr{}crcdings imfnhfing i|lcgal cannabis-related assets.

State law alternatives to federal bankruptey that may be available to cannabis businesses and their
creditors include an assignment for the benefit of creditors (ABC) and receivership. An ABC is a stare-
law process for the orderly and controlled liquidation of a debror’s assets through a neutral, third party
administrator. Receivership is a remedy whereby a court appoints a receiver to take possession of and
protect property for the benefir of all concerned parties. In the state of Washington, for example, at
least one medical cannabis business is reported to have successfully concluded a receivership process.

Internal Revenue Code

The Internal Revenue Code (IRC) defines gross income to include “all income from whartever source
derived”; this definition has been interpreted by the Internal Revenue Service (IRS) and the US.
Supreme Court to include income derived from unlawful activities. Consequently, cannabis businesses
that violate the C5A and other federal laws related to cannabis nonetheless must file federal income tax

returns EI'H'.{ PE.:;" Ft'd'.‘.‘IEI]. Income tax.

A business generally computes its taxable income in two steps. First, the business computes its gross
income by subtracting from its gross receipts the cost of goods sold (COGS), which includes the cost of
acquiring, constructing or extracting a physical product that is to be sold. The subtraction of COGS to
compute gross income is premised on constitutional grounds and cannot be changed by federal statutes
or IRS regulations. Second, the IRC “allows” a business to deduct from gross income all ordinary and
necessary business expenses, which generally include all business expenses other than COGS, such as
employee salaries, payments to contractors, marketing costs, insurance premiums, and the cost of rent

and utilities. But there are exceptions to this "allowed” deduction. One such exception is provided by

[RC section 280E (Section 280E).

Section 280E disallows any deduction or credit for any amount paid or incurred in carrying on
a “trade or business” that consists of unlawful “trafficking” in a Schedule I or Schedule 11 controlled
substance. Although Section 280E does not prevent a cannabis business from subtracting COGS to
compute gross income, it may prevent the deduction of all other business expenses for purposes of
computing taxable income. As a result of Section 280E, businesses in the cannabis industry may have
effective tax rates significantly higher than other businesses subject to federal income tax.

The scope of Section 280E, as it applies to U.S. cannabis businesses, is the subject of recent and
ongoing federal courr cases. The U.S. Tax Court has adopred the view (a view endorsed by the U.S.
Supreme Court) that a “trade or business” is any activity entered into with the dominant hope and
intent of realizing a profit, and it has indicated in multple rulings thar dispensing or buying and selling

marijuana involves unlawful “trafhcking” in a Schedule I controlled substance.
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A trade or business that consists of unlawful cannabis trafhcking may comprise a separate division
of a single raxpayer, as was found by the U.5. Tax Court in its 2007 decision in Californians Helping
to Alleveate Medical Problems, Inc. v Commissioner, in which case Section 280E does not prevent the
taxpayer from deducting business expenses attributable to other lawful trades or businesses it conducts.
Or, all of a taxpayer’s activities may constitute a single trade or business subject to 280E even though
the taxpayer conducts some lawful business transactions not involving cannabis, as was found by the
U.5. Court of Appeals for the Ninth Circuit in its 2017 decision in Canna Care, Inc. v. Commissioner.

Patent Act

Title 35 of the U.S. Code (Patent Act) is the federal statute thar governs patents in the United States.
A patent issued under the Patent Act is the right to exclude others in the United States from mak-
ing, using, importing, offering for sale or selling an “invention or discovery” and, if the invention or
discovery is a process, products made by thar process. U5, patents are issued by the U.S. Patent and
Trademark Ofhce (USPTQ), a federal agency established by the Patent Act. A U.S. patent lasts from
the date of issuance until 20 years after the date on which the application for the patent was filed with
the USPTO. Patent Act remedies available to the holder of an infringed U.S. patent include damages,
recovery of lost profits and recovery of legal fees.

“Inventions and discoveries” eligible for a patent under the Patent Act generally include any
machine, manufacture, composition of matter, process, art or method, or any improvement thereto
that is novel, useful and non-obvious. Newly developed plants, plant varieties, seeds, plant parts, plant
genes or plant production processes are generally recognized as inventions or discoveries eligible for a
U.5. patent if they satisfy certain criteria. The Patent Act also provides specifically for a “plant patent”
that precludes others from asexually reproducing, selling or using a distinet and new variety of plant
(other than a tuber) that has been invented or discovered and asexually reproduced.

The Patent Act does not expressly prohibit the issuance of ULS. patents for inventions or discover-
ies that are unlawful or designed to serve an unlawful purpose, and the USPTO has issued a range of
cannabis-related patents. Cannabis-related inventions or discoveries for which the USPTO has issued

a patent include a cannabis strain named “Ecuadorean Sativa” (U.5. Plant Patent 27,475), cannabis
cultivation and processing methods (ULS. Patent 9,095,554), a vaporizer (U.5. Patent 9,220,294),
THC-infused shea butter for topical application (UL5. Patent 8,425,954), a THC extraction method

(LLS. Patent 6,365,416) and equipment and methods for biosynthetic production of cannabinoids
(LLS. Patent 9,587,212). U.K.-based GW Pharmaceuticals holds multiple cannabis-related U.S. pat-
ents. And despite the federal government’s position for purposes of the CSA that marijuana has no
currently accepted medical use in treatment in the United States, the U.S. federal government itself

holds a patent for methods of treating certain discases with cannabinoids (U.5. Patent 6,630,507).

Plant Variety Protection Act

The Plant Variety Protection Act (PVPA) establishes certain legal protections (or “breeders’ rights”) for
the breeder of a st:xuau}r rcpmduccd or tuhtr-—pmpagattd plant variety that is new, distinct, uniform
and stable within the meaning of the PVPA. A breeder who so develops such a plant variety and satis-
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fies other PVPA requirements may apply for and receive a certificate of plant variery protection issued
by the U.S. Department of Agriculture (USDA). Such a certificate establishes a breeder’s right, for a
period of time and subject to certain exceptions, to exclude others from selling the variery, offering it
for sale, reproducing it, importing or exporting it, or using it in producing a hybrid or different variery.
A breeder’s rights under the certificate last for 20 years (25 years in the case of a protected tree or vine)

from the certihcate’s 1ssue date.

It is not clear whether the USDA has issued any certificate of plant variety protection for a can-
nabis variety. The USDA website provides a scarchable database of certificates issued since February
2013, as well as a schedule of crop categories for which certificates have been issued. A search of these
USDA marterials indicared that no certificates for varieties of cannabis, marijuana or hemp have been
issued. The PVPA defines “variety” as “a plant grouping within a single botanical taxon of the lowest
known rank” with certain defining and distinguishing features. Given the disagreement among bota-
nists regarding cannabis taxonomy noted in Chapter 11, Cannabis Science 101, it may be challenging

to demonstrate that a cannabis variety satishes PWIPA criteria for protection.

Trademark Act

A trademark is a word, name, symbnr.ﬂ or device used |:|n:.-r a person to idfntiﬁp’ and distinguish the pt:rsun's
goods or services from the goods and services of others and to indicate the source of the goods or ser-
vices. Trademarks take many forms, including logos, slogans, symbols, colors and sounds. Under com-
mon law and through registration under state and federal starutes, a trademark owner can be afforded

certain |cga| protections against unauthorized use of the trademark b}f others,

Trademark protection under federal law is provided primarily by the Trademark Act, also known
as the Lanham Act, which provides for registration of trademarks with the USPTO. The holder of a
federally registered trademark receives certain rights and protections under federal law, including the
right to use the “®" symbol, evidence and nationwide notice of a claim of ownership, access to federal
courts for dispute resolution, the ability to prevent importation of foreign goods that infringe on the
trademark, and the right to recover certain statutory damages and attorneys’ fees. Generally, federal

registration is the most L‘umprt:ht:nsivr trademark protection available in the United Stares.

Federal trademark registration requires “lawful” use of the trademark in commerce. Thus, trade-
marks used to identify, distinguish or indicate the source of cannabis or related products or services
that are illegal under federal law are not eligible for federal registration. However, federal registration is
available for trademarks used in connection with federally legal cannabis-related products or services,

such as a recipe for food intended to be infused with cannabis or a cannabis-related clnthing line.

Alternatives to federal trademark registration include protections available under common law and
through registration under state trademark statutes. Common law protecrions vary across jurisdictions
and generally extend only to geographical regions where a trademark has first been used in commerce.
State trademark registration generally provides protection within the entire state but, like federal regis-

tration, may not be available for trademarks used in connection with unlawful subjcct matter.
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# The Path to Federal Legalization

We believe that cannabis will eventually become federally legal for recreational enjoyment by adults
and for use in a broad range of safe drugs and therapeutic products. A wide gulf currently separates
federal policy from state legalization initiatives. Both federal and state regulators lack experience with
science-based regulation thart allows cannabis access, but they approach this lack of experience differ-
ently. Current federal policy is slow-turning and bureaucratic; it requires rigorous scientific evidence
that cannabis is safe and effective but largely prohibits the industry from developing that evidence.
State legalization iniriatives are experimental: they start by legalizing the cannabis industry, then task
state regulators with implementing rules and safeguards as the industry builds its scientific foundation
and irs markets.

We believe that federal policy will move (and may already be moving) in a new direction which
allows for federally approved cannabis-derived drugs. If that happens, and if several cannabis-derived
drugs are federally approved, we expect the FDA and the DEA will have developed data and protocols
that facilitate more rapid approval of medical cannabis products. And if that happens, these federal
agencies should be able to combine their science-based regulatory practices with the best pracrices of

state l'Cgl.lIE.H}IS {n] EJ.C"I.I'CJ.[JFI a C{}I'I'IFTfI'IEI'ISi".-‘C ft\l'.{trﬂ.l EPPIOE{:I'I o mcdica| ﬂ.l'l{.l l'CCﬂ:‘ﬂ.[i[]l'lE.I {.'E.HHE.I.'}Z-[S-.

DEA and FDA Policy Direction

The path to federal legalization begins with understanding that current federal law, in theory, allows for
the production, distribution and prescription of medical cannabis products in the United Seates. The
DEA can register manufacturers to produce medical cannabis products in accordance with the CSA.
The FDA can approve medical cannabis products for distribution in accordance with the FD&C Act.
The DEA (an agency of the DOJ) and the FDA (an agency of the DHHS) together can cause medical
cannabis products to be rescheduled under the CSA so that doctors legally can prescribe them. None

of these rt:guhmr}r actions requires a changt in law. Trchnicaﬂy. cannabis iz not cntirchr pruhihittd |:|:,r

federal law.

But in any practical sense, cannabis is federally prohibited. For nearly 50 years, the DEA has regis-
tered only one cannabis manufacturer. The FDA has never approved a cannabis-derived drug. Because
marijuana remains a Schedule 1 controlled substance, the lone DEA-registered cannabis manufacturer
can produce cannabis only for strictly controlled research, and doctors cannot prescribe any marijuana
compound or derivative as medicine. A duo of federal regulatory agencies—not federal law—prohibits
lawtul access to medical cannabis products; this may be changing, The DEA and the FDA appear to be
exploring policies and practices that could result in the actual production, distribution and prescription
of cannabis-derived drugs.

In August 2016, the DEA announced a new policy designed to increase (beyond one) the number
of DEA-registered cannabis cultivators and permit-registered cultivators to grow cannabis for privately
funded commercial drug development projects. The DEA has since accepted at least 25 applications for
registration but has not issued any new registrations. Some observers believe the new policy inidative

has stalled under the leadership of the DOYJ, currenty run by U.5. Attorney General Sessions. How-
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ever, that the DEA rt:cngnizcd and rr:sp-undt:d to the demand for tﬂcpandcd registration s a signiﬁcanr

development on its own, and one that we believe may signal an important redirection of DEA policy.

In October 2017, the FDA accepted GW Pharmaceuricals’ New Drug Application (NDA) for the
cannabis-derived drug Epidiolex. The steps required to file an NDA for any drug invelve extensive
coordination and data sharing between the FDA and the applicant; submission of the Epidiolex NDA
is an important milestone toward FDA approval. Many observers expect that Epidiolex will be the first
cannabis-derived drug approved by the FDA.

Additionally, the FDA published industry guidance on botanical drug development in December
2016, several months after the DEA announced its new registration policy. The FDA guidance dis-
cusses challenges inherent to botanical drugs, including challenges related to ensuring therapeutic con-
sistency, and suggests certain steps to address those challenges. The FDA guidance updates and replaces
similar guidance last issued in June 2004, and we believe that the timing of this update may relate to

other cannabis-related dt:vch:-pmcnts at the FDA and the DEA.

Federal Legalization: Predicted Developments

We predict six developments on the path o federal legalization: (1) the FDA will begin approving indi-
vidual pharmaceutical-grade drugs derived from cannabis; (2) more states will adopt medical cannabis
laws; (3) more states will adopt recreational laws; (4) the FDA will adopt routine approval procedures
for drugs with extracts of low-THC/high-CBD cannabis varieries; (5) the FDA will adopt routine
approval procedures for drugs with extracts of high-THC cannabis varieties; and (6) cannabis parts
and derivatives will be removed from the CSA schedules (either incrementally, starting with CBD, or

all at once) and will be fully legal for medical and
Path to Federal Legalization

recreatio I'IE.I P'L'I..I.'POSE‘S .

1. The US. Food and Drug Administration will We do not predict that these developments
begin approving individual pharmaceutical-

necessarily will occur in the order presented. We
grade drugs derived from cannabls.

do expect some of them to develop in parallel, and
2. More states will adopt medical cannabis

nono ufthcm d.l‘.‘FH‘:I'I{.IS Fundamcntal'}r oan ﬂ.l'l}" ﬂtl'lf_‘r.
laws.

The manner in which federal cannabis |cga|imtinn

3. More states Wi" adet rECI'EEtanﬂI Iaws‘ EEt'L'I.E.].I:r" PII:JEE'L‘{.IS.. El'.l.l'.:l. t].'.I.C til'l'lil'lg Clr H.I'I}"' J.'C].E.t'.‘.'d.

4. The FDA will adopt routine approval dc'.'th:-pmtnts.. are not known to us or an yone else.

procedures for drugs with extracts of Almost certainly, our predictions will prove inaccu-

low-THC/high-CBD cannabis varieties. rate In sOMe respects. States may reverse their lr:ga|—

5. The FDA will adopt routine approval
procedures for drugs with extracts of
high-THC cannabis varieties.

ization efforts. The medical efficacy of cannabis
may not be pmw:d to be signiﬁcant. Cannabis may

never be |rga|izt:d Ft'dcrau}r. However, we believe
6. Cannabis parts and derivatives will be

removed from the CSA schedules and will
be fully legal for medical and recreational
purposes.

these developments will likely be among others
that lead to the federal |cga|izatinn of cannabis. We

expand on each of these developments in the fol-

luwing discussion.
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(1) FDA Approves Cannabis-Derived Pharmaceuticals
The FDA will approve pharmactutical-—gradc drug}; derived from cannabis I:hmugh the NDA process.

FDA approval will require manufacturers to use cannabis varieties with particular chemical profiles and
to demonstrate the ability to control the chemical consistency of those varieties during manufacturing.
The DEA will placr a narrow characterization of each FDﬁ—appmvtd drug on CSA Schedule I, 1L TV
or V, and will issue one or more registrations to manufacture the drug and the cannabis variety used to
produce the drug. The FDA will improve and refine its botanical-drug review process in general and,
in particular, as it relates to cannabis-derived drugs. The FDA, the DEA and DEA-registered cannabis
rescarchers and manufacturers will cooperate to create a federal database of (1) cach cannabis variery
approved for use in producing an FDA-approved drug and (ii) the manufacturing controls required by
the DEA and the FDA to cultivate chemically consistent plants of the variety in accordance with the
CS5A and the FDA’s drug approval. We refer to cach cannabis variery in this darabase, together with
its required manufacturing controls, as an "FDA-registered chemovar” (a chemovar is a plant variety

characterized by its chemical content).

{2) More States Adopt Medical Cannabis Laws

More states will adopt medical cannabis laws, and the number and nature of qualifying medical con-
ditions included in such laws will expand. Scientific research will improve the ability of the state-legal
medical cannabis industry to develop products thar targer specific medical conditions. Companies will
increasingly seek to differentiate such medical product offerings from recreational cannabis products.
State regulators and industry leaders will seck to standardize testing, labeling and quality control pro-
cedures particular to medical cannabis products and adopt cannabis-variety recognition and manufac-

turing practices consistent with those for FDr’L—rtgistt:rt:d chemovars,

(3) More States Adopt Recreational Laws

More states will adopt recreational laws, typically after medical cannabis has been legalized for some
period of time. States will establish agencies to comprehensively regulate both recrearional and medical
cannabis; some regulatory standards will apply across both categories but, increasingly, regulations will
develop specific to cach caregory. State regulators will learn from the recreational cannabis experience
of other states and will seck to standardize regulations that allow adults to responsibly enjoy cannabis
while protecting the health and safery of the general public. Recreational cannabis regulations will
resemble federal and state alcohol and tobacco regulations, addressing issues such as product potency
and warning labels, and restrictions on advertising and packaging that appeal to minors.
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(4) FDA Routinely Approves CBD Drugs

The FDA will adopt procedures for the routine approval of drugs that contain extracts of certain
low-THC/high-CBD FDA-registered chemovars. The new procedures will involve development of
a low-THC cannabis drug monograph that resembles in some ways the FDA monographs for over-
the-counter drugs. The monograph will address formulation, dosing and labeling requirements. The
FDA-registered chemovars included in the monograph will be rescheduled by the DEA to Schedule 11,
II, IV or V in order to relax DEA registration requirements for manufacturing; however, the chemo-
vars themselves (particularly their Howers) will not be approved for use by the FDA, and only drugs

pr{:-du;:f:d from extracts in accordance with the mt:nugmph will recetve routine FDA appmval.

(5) FDA Routinely Approves THC Drugs

Relying on experience with the low-THC cannabis drug monograph and a growing darabase of FDA-
registered chemovars, the FDA will adopr procedures for the routine approval of drugs that contain
extracts of certain high-THC FDA-registered chemovars. The procedures will parallel in many ways
those used in the low-THC monograph procedure, and likely will incorporate additional safeguards
related to THC content. The FDA-registered chemovars included in the high-THC monograph will be
rescheduled by the DEA, but cannabis flower from those rescheduled chemovars will not be approved
for use by the FDA.

(6) Federal Government Legalizes Cannabis

Parts and derivatives of the cannabis plant will be removed from the CSA schedules. This could occur
incrementally, starting with CBD (which could be removed by amending the definition of marijuana
to exclude CBD) and followed later by the rest of the plant (including THC). Or all parts and deriv-
atives of the plant could be de-scheduled at the same time. There will be three general categories of
legal cannabis products: (i) FDA-approved drugs, which will continue to be developed and approved
through the NDA and other processes; (it) “therapeuric” cannabis products, which may be limited
to CBD concentrates and infused products if CBD is de-scheduled first, but which eventually will
include smokable Hower (including high-THC flower) and most forms of cannabis, and which will
be permitted to make limited health-related claims bur will not be approved by the FDA as safe and
effective for treating any specified medical condition; and (iii) recreational products, which also may
be limited to CBD products initially, but which eventually will include a broad range of high-THC
Hower, concentrates and infused products. The DEA will still require registration of cannabis and CBD
manufacturers if CBD is de-scheduled first, bur once the entire cannabis plant is de-scheduled, a new
federal cannabis agency will be established to regulate medical and recreational cannabis in coopera-
tion with the FDA and state regulators. The new agency will adopt the DEA's institutional framework
for controlling the manufacture of chemovars used in FDA-approved drugs and the most successful
state strategies for regulating recreational cannabis, such as potency limits, labeling requirements and

restrictlons on mark-r:l:ing oy MInors,
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Outlook

Development (1) does not require any change in federal law or radical departure from prior federal
policy, but merely requires a redirection of FDA and DEA policies and practices. Developments (2)
and (3) also do not require a fundamental change in federal law. In this sense, developments (1)—-(3)
largely reflect incremental developments within the existing legal environment. For example, eight
state legislatures are expected in 2018 to introduce ballot measures or explore regulatory frameworks
for recreational cannabis (Arizona, Delaware, Florida, Michigan, New Jersey, Ohio, Rhode Island and
Vermont). Three other states (Missouri, Oklahoma and Wyoming) are expected to enact medical can-
nabis laws in 2018. And as discussed previously, many observers expect that in 2018, the FDA will
approve a cannabis-derived pharmaceutical for the first time.

Developments (4)—(6) require more fundamental changes in federal laws and policies. We do not
cxpect developments (4), (5) or (6) to occur during the current presidential term, but we believe that
there is a reasonable chance development (4) could begin within the next five years and development
(5) could occur within two years thereafter. In total, we believe it could take up to 10 years or more

before the federal lcgaliz.atiun process reaches dwclupmcnt (&) and cannabis becomes full].-r lcgal under

federal law.

We believe that cannabis will become federally legal when American voters demand it. Develop-
ments (1)—(5) are not required precursors to federal legalization, and either the U.S. Congress or the
DEA could initiate development (6) at any time. We believe that either the Congress or the DEA is
more likely to take such a step in an environment where developments (1)—(5) have progressed, but
there are signs that pressure from American voters may be mounting for the federal government to act
more quickly.

According to Gallup, the percentage of Americans who support legalization of cannabis use has
increased significantly over the past two decades, and 64% of Americans today believe cannabis use
should be legal. We expect that, eventually, federal policy will align with the atrtudes of a majority
of American voters. The following graph shows the percentage of Americans who answered "Yes” to

[;auup when asked whether use of marijuana should be made |t:ga|.

U.S. Public Support for Legalizing Cannabis Use
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CHAPTER Y
Global Cannabis Regulation

» Global Cannabis Legalization Momentum

Cannabis legalization is gaining momentum around the world, offering global opportunities for can-
nabis companies and related businesses. This momentum is driven primarily by the increasing recog-
nition that cannabis may have a range of legitimate medicinal benefits and therapeutic applications.
At least 20 countries now have medical laws thar facilitate patient access to cannabis or concentrates
for treating specified medical conditions. Notable countries with such medical laws include Australia,
Canada, Colombia and Germany; countries without such laws include China, Japan, Russia and the
United States. (Contrary to U.S. federal law, 29 states, encompassing 62% of the U.S. population,
permit the production and possession of cannabis or concentrates for use in treating a broad range of
qualifying medical conditions.) While the merits of medical cannabis are curn:nth-' driving lcgaﬁmti{}n,
we believe that—like Uruguay and numerous U.S. states—other countries will ultimately enact legis-

lation permitting the production, sale and use of recreational cannabis. (Canada is widely expected to

do 50 in mid-2018.)

The following world map illustrates select countries that (i) have enacted medical laws that facilitate
patient access to cannabis or concentrates for treating specified medical conditions, (ii) have enacted
recreational laws that permit the commercial production and sale of cannabis to adults for recreational

and other uses, or (iii) include a state or province that has a cannabis law or policy in conflict with

federal law.
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Select Countries with Legalized Cannabis Access (January 2018)

B Medical Law

Argentina Colombia Greace Lesotha Peru

Australia Croatia Israel Macedonia Poland

Brazil Czech Republic Italy Mexico Switzerland

Chile Gemany Jamaica Metherands Turkey
B Recreational Law [ state/Province Conflict with Federal Law

Canada’ India

Uruguay® Spain

United States

Ll

17 Ackrell Capits

'Canada currenthy has a medical kaw. Assumes Canada enacts a proposed recreational law in mid-2018.
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International partnerships and business plans are being formed as countries increasingly allow
importation and exportation of cannabis products and more companies recognize the global potential
of the cannabis industry. Canadian companies are cultvating cannabis in South America and sup-
plying markets in Europe, Australian companies are forming research partnerships with producers in
Israel, and European companies are securing cannabis-related patents in the United States. And, as
discussed in more derail in Chapter V11, Capital Markets for Cannabis Companies, more cross-border
investment activity is taking place as industry participants position for the expected further opening of
global cannabis markets.

Despite the growing recognition of the potential medical value of cannabis, the current legalization
momentum and the increasingly international scope of cannabis business, the movement of products
and How of capital required for a truly global industry continue to be inhibited by incongruous laws,
regulations and international treaties. For example, concerns about violating U.5. federal banking and
anti-money laundering regulations have caused certain U.S. banks to refuse to be connected to the
cannabis industry, avoiding even indirect association with cannabis activity that is legal where con-
ducted. In one instance, a number of U.S. banks threatened to cease business with certain Uruguayan
banks that serviced pharmacies legally distributing recreational cannabis within Uruguay. In turn, those
Uruguayan banks effectively forced the pharmacies to stop participating in Uruguay's cannabis market.
(In a similar way, lack of access to the U.S. federal banking system continues to inhibit growth of the
domestic cannabis industry.) Unal the largest economies in the world more fully embrace cannabis, we
must stop short of calling cannabis a truly global industry. However, we believe that the legalization

momentum will continue worldwide.

» United Nations Conventions

International rcguhtiun of cannabis, cannabis derivatives and many other narcoric, psychutrupic and

similar substances is addressed primarily by three international treaties (Conventions) adopted through

the United Nations (UN) between 1961 and 1988,
The Single Convention on Narcotic Drugs of 1961 (1961 Convention) addresses regulation of

the cannabis plant, the coca Hower and the opium poppy; certain of their derivatives (such as hash-
ish, cocaine and heroin, respectively); and any other substance found in accordance with the 1961
Convention to be "liable to similar abuse and productive of similar ill effects.” The 1961 Convention
establishes four schedules of substances subject to increasingly strict controls in the following order:
Schedule 111, Schedule 11, Schedule I and Schedule IV. Schedule IV substances (the most strictly con-
trolled) are those Schedule I substances found to be particularly liable to abuse and o produce ill effects
and for which such liability is not offset by substantial therapeutic advantages. Cannabis, cannabis
resin, and extracts and tnctures of cannabis are included on Schedule 1; cannabis and cannabis resin
are also included on Schedule TV,

The Convention on Psychutmpic Substances of 1971 (1971 Convention) addresses rtgulatiun of

certain "psychutrupic“ substances, which the Convention recognizes gtnrra"}r as substances that may

stimulate or dr:p ress the central nervous system causing “hallucinations or disturbances in motor func-
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tion or thinking or behaviour [sic] or perception or mood,” that may produce “a state of dependence”
and that are subject to abuse “so as to constitute a public health and social problem warranting the
placing of the substance under international control.” Substances addressed by the 1971 Conven-
tion include THC, barbiturates, amphetamines and psychedelics such as LSD. The 1971 Conven-
tion establishes four schedules of substances subject to increasingly strict controls in the following
order: Schedule IV, Schedule 111, Schedule 11 and Schedule I Schedule [ includes THC and certain
of its isomers and stereochemical variants. Schedule I includes dronabinol (a synthetic THC) and its
stereochemical variants.

The United Nations Convention Against [llicit Traffhic in Narcotic Drugs and Psychotropic Sub-
stances of 1988 (Trathc Convention) establishes additional twols for enforcing provisions of the 1961
and 1971 Conventions. The Traffic Convention provides for international cooperation in arresting
and prosecuting illicit trathckers of substances scheduled under the 1961 and 1971 Conventions and
in disrupting their financial and distribution networks through extradition, anti-money laundering

practices, asset forfeiture and other methods.

Generally, the Conventions contemplate that the manufacture, export, import, distribution, use and
possession of scheduled substances should be allowed only for medical and scientific purposes under
legal authority and that penalties, including criminal penalties, should apply to those who engage in
such activities for other purposes or outside legal authority. Countries participating in the Conventions
are generally required to enact laws and regulations that carry our the provisions of the Conventions,
which may require them to establish dedicated regulatory agencies, track and report physical invento-
ries as well as production and revenue data, implement and enforce labeling requirements and quality
control procedures, restrict use of substances to those holding medical prescriptions and impose crimi-

nal penalties for violations. Currently, more than 180 countries are party to cach Convention.

Amending schedules under the 1961 and 1971 Conventions generally involves participation of
three UN-related bodies: (1) the Economic and Social Council (ECOSOC), one of the six main organs
of the UN established under the UN charter in 1945; (2) the Commission on Narcotic Drugs (CND),
itself a subsidiary body of the ECOSOC that assists the ECOS0C in supervising the application of
international drug control treaties; and (3) the World Health Organization (WHQ), an autonomous
intergovernmental organization that collaborates with the UN and other organizations on global health
matters. A schedule amendment may be initiated by the WHO or by any country participating in the
applicable Convention, and generally requires approval of the CND), which approval may be subject
to further review and approval by the ECOSOC, Notably, because regulations applicable to cannabis
and cerrain derivatives are included in the body of the 1961 Convention (and not just in its schedules),
merely removing cannabis and its derivatives from the schedules under the 1961 Convention would

not entirely remove cannabis from that Convention’s regulatory framework.

Recent Developments Related to the UN Conventions

Global support tor the pmhihitiﬂnist pﬂ|icit5 of the Conventions is waning, and a growing chorus of
world leaders is calling for new policies for cannabis and other substances to be based on public health

concerns rather than criminalization.
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In 2012, the presidents of Colombia, Guatemala and Mexico requested the UN to focus its next
special session on drugs on policy reform rather than on a mere progress review and continuation
of the same policies. In 2014, the Global Commission on Drug Policy—represented by former UN
Secretary-General Kofi Annan and the former presidents of Brazil, Chile, Colombia, Mexico, Poland,
Portugal and Switzerland—called for an end to the criminalization of drug use and possession and for

the rcspunsibh: |1:ga| n:guhtiun ufpsychuactivt: substances.

A UN General Assembly Special Session (UNGASS) on drugs was onginally scheduled for 2019,
but was accelerated to April 2016 as a result of a proposal sponsored by Mexico and cosponsored by
95 other countries. The general assembly is the primary policy body of the United Nations, and one
in which all UN member states have equal representation. Given this broad representation and the
growing support for decriminalization, many expected the 2016 UNGASS on drugs to result in signif-
icant changes in policy. In an open letter delivered to UN Secretary-General Ban Ki-moon on the eve
of the session, former presidents or prime ministers of Brazil, Cape Verde, Chile, Colombia, Greece,
Hungary, Mexico, the Netherlands, Nigeria, Poland and Switzerland joined with high-profile scholars,
celebrities, clergy, business leaders, elected officials and others in pressing the Secretary-General to call
for reform of prohibitionist drug control policies. Those supporting reform were disappointed when
the UN General Assembly adopted a resolution reaffirming its “commirment to the goals and objec-
tives of the three Conventions.

Despite the lack of an immediate and fundamental shift away from the prohibitionist policies of
the Conventions, other steps are being taken that may result in relaxed cannabis controls within the
cxisting Conventions framework. A committee of the WHO tasked with making drug control rec-
ommendations to the CND on behalf of the WHO—the Expert Committee on Drug Dependence
(ECDD)—recognized an increase in medical cannabis use and the emergence of cannabis-related phar-
maceuticals, and in November 2016 requested that the WHO prepare “pre-review” materials for can-
nabis, for the specific cannabis derivatives scheduled under the 1961 and 1971 Conventions, and for
cannabidiol, or CBD. These pre-review materials are preliminary analyses considered by the ECDD to
determine if more in-depth “critical reviews” should be undertaken by the ECDD.

The WHO presented the requested CBD pre-review materials at a November 2017 ECDD meet-
ing. The CBD materials indicate that CBD exhibits no effects indicative of any abuse or dependence
potential in humans, and that there is no evidence of any public health—related problems associated
with the use of pure CBD. The outstanding pre-reviews related to cannabis and specific derivatives
are expected in early 2018, The ECDD recommended that the pre-review materials be evaluated at
a specific cannabis-focused ECDD meeting to be held no later than June 2018, The requested pre-
reviews represent the first ever scientific guidance on cannabis to be issued within the framework of

the Conventions. If the pre-reviews lead to critical reviews, such reviews could ultimately result in a

WHO-initated rt::-;cht:du"ng of substances under the 1961 and 1971 Conventions.

EFTA00797169



.&_ C KRE L L
CAPITALI Cannabis Investment Report | December 2017

= Global Legal Developments

Nations around the world have recently passed or are considering enacting an array of measures decrim-
ina|iz.ing cannabis, lcgaliz.ing it for medical use or, in a few cases, lcgalizing it for recreational use in con-
travention of the UN Conventions. The following discussion summarizes recent legal developments

relared to cannabis across different reglons.

United States
Despite marijuana and THC being Schedule | controlled substances under the CSA—which, practi-

cally speaking, makes almost all manufacture, distribution, dispensing and possession of cannabis in
the United Stares a federal erime—29 U5, states and the District of Columbia have enacted medical
cannabis laws that permit the production and possession of cannabis or concentrates for use in treating
a broad range of qualifying medical conditions, and 8 of those same states have enacted recreational
laws that permit the commercial production and sale of cannabis to adules for recreational and other
uses. And 19 ULS. states (including 2 with medical cannabis laws) have passed narrow CBD/limited
laws that permit possession of small amounts of low-THC/high-CBD cannabis concentrates for use in
treating a few serious medical conditions—in particular, severe forms of childhood epilepsy. A major-
ity of Americans now live in states that permit the production and possession of cannabis or concen-
trates for use in treating a broad range of qualifying medical conditions, and polls show thar a majority
of Americans believe cannabis use should be legal. For a more thorough discussion of U.S. state and

federal law, see Chaprer [V, ULS. Legal Landscape.

Canada

Canada’s Controlled Drugs and Substances Act (CDSA) was enacted in 1996 and currently serves
as the country’s implementing legislation under the UN Conventions. The CDSA establishes eight
schedules of “controlled substances” and impaoses civil and criminal penalties for production, trafhek-
ing, importing, exporting and possession of those controlled substances in violation of the CDSA.
Cannabis, cannabis preparations and derivatives, and certain cannabinoids, including THC and CBD,
are Schedule 11 substances under the CDSAL Those who commit CDSA violations related vo Schedule

I substances are subject to fines and imprisonment.

Ina 2000 decision |:|n:.-r the Court ufﬁpp-ra| for Onrario, the court held that certain criminal pruhir
bitions under the CDSA related to cannabis were unconstitutional because they did not include a con-
stitutionally acceptable medical exemption. Following this constitutional holding and acting within
the framework of the CDSA, which allows for the issuance of regulations and exemptions thereunder,

Canada issued a sequence of three medical marijuana regulations discussed below.

The Marihuana [sic] Medical Access Regulations (MMAR), issued in 2001, permitted individuals
with the authorization of their health care practitioners to grow their own cannabis plants for medical
purposes, to designate someone to grow cannabis for them or to purchase dry cannabis flower from
Health Canada (the government agency charged with administering Canada’s medical cannabis regu-
lations). The MMAR was successfully challenged on constitutional grounds and eventually replaced
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in 2013 by the Marihuana [sic] Medical Program Regulations (MMPR). The MMPR created a regu-
latory framework under which individuals with a medical need could obtain dry cannabis Hower from
licensed commercial producers. Like the MMAR before it, the MMPR was held unconstitutional and
was cventually replaced, this time in August 2016, by the currently effective Access to Cannabis for
Medical Purposes Regulations (ACMPR).

The ACMPR permits businesses licensed by Health Canada to commercially produce and distrib-
ute cannabis flower, cannabis oil and cannabis starter materials, such as plants and seeds, to individuals
with a medical recommendation from an authorized health care practitioner. The ACMPR also allows
such individuals to produce a limited amount of cannabis for their own medical purposes, or to des-
ignate another person (which may include Health Canada) to produce it for them. The ACMPR sets
forth a comprehensive licensing and regulatory regime that addresses security of licensed production
facilities, import and export permits, quality control measures and labeling requirements, and imposes
limits on the amount of cannabis that can be produced and possessed by an individual.

In April 2017, a proposed recreational law was introduced in the Canadian parliament; this legis-
lation would allow adules to purchase cannabis from federally licensed producers and to possess and
share cannabis with other adults. The proposed Cannabis Act would authorize the Canadian govern-
ment to issue regulations for the administration and enforcement of the act and to issue licenses and
permits authorizing the importation, exportation, production, testing, packaging, labeling, sending,
delivery, transportation, sale, possession or disposal of cannabis and cannabis products. The Cannabis
Act would authorize Canadian provinces and territories to regulate the distribution and retail sale of
cannabis within their jurisdictinns, and all individuals and entides, inc|uding chr:ralh.r licensed busi-

nesses, would be required to comply with those local regulations as well as federal laws.

Unlike the ACMPR, which is a set of medical cannabis regulations issued within the framework of
Canada’s CDSA, the Cannabis Act would amend the CIDSA and related criminal and other starutes o
facilitate the recreational law in Canada. The proposed Cannabis Act is widely expected to be approved
in some form by the Canadian parliament by mid-2018. If approved, Canada would be the largest

country in the world to ltgalizx: recreational cannabis on a national level.

Latin America and the Caribbean

During the past five years, Latin American and Caribbean nations (and Puerto Rico, a ULS. territory)
have taken significant legal measures that increase access to cannabis for medical purposes, permit
recreational cannabis use and relax criminal prohibitions.

In 2013, Uruguay became the first nation in the world wo lcgalizt: and It:guhtt the commercial pro-
duction and sale of cannabis to adults for recreational and other uses. The Uruguayan law authorizes
licensed producers to grow cannabis for sale, through licensed pharmacies, to Uruguayan citizens and
permanent residents who have registered with the government; the law also permits individuals to
grow up to six cannabis plants per year and to form small clubs that may grow up to 99 plants per year.
Cannabis sales through licensed pharmacies commenced in 2017,

In 2015, Colombia approved a legal framework for the cultivation, processing and sale of cannabis

extracts and related products for scientific and medical purposes. The Colombian framework provides
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for the issuance ufstparatc licenses for culdvation and processing, It also cuntt:mphtf:s that permits will
be available under Colombias export laws for the export of lawful cannabis products to jurisdictions

where importation s |cga|. Colombia issued the first processing license in 2016 and the first cultivation

license in 2017,

In 2017, Argentina enacted regulations permitting the use of cannabis oil and other derivatives
either by qualifying patients or for scientific and medical research. Under the new legislation, the gov-
ernment will oversee cultivation and production of cannabis and its derivatives for research purposes
and for patient consumprion, establish a national registry of qualifying patients and make cannabis
products available to those patients, free of charge. The government expects to import cannabis sup-

plies until they can be produced domestically.

Other Latin American nations that have taken recent steps to increase medical cannabis access
include Chile, Brazil, Mexico and Peru. In 2015, Chile changed its laws to allow medical cannabis use
by patients and to authorize the sale of cannabis-based medicines through pharmacies. In 2016, Brazil
approved a resolution authorizing the prescription and importation of cannabis products, including
THC and CBD, for use in treating certain qualifying medical conditions. In June 2017, Mexico
enacted a law directing its Ministry of Health to prepare regulations for the research, production and
medicinal use of “pharmacological derivatives” of cannabis. In November 2017, Peru adopted a bill
legalizing the production, commercialization and importation of cannabis oil to be used for medical
purposes.

In the Caribbean region, Puerto Rico, the Cayman lslands and Jamaica have taken measures to
decriminalize cannabis or increase access for medical use. In 2015, the governor of Puerto Rico signed
an executive order that legalized use of cannabis derivatives (but not cannabis Hower) for medical
purposes. Jamaica passed a law in 2015 that decriminalizes possession of small amounts of cannabis,
permits an individual to cultivate no more than five cannabis plants, establishes a medical cannabis
regulatory agency and allows tourists with foreign medical cannabis prescriptions to purchase small
amounts of cannabis. A 2016 law enacted in the Cayman Islands legalized the use of cannabis extracts
for medical purposes and authorized the creation of import regulations and the sale through licensed

pharmacit:s.

Australia and New Zealand

Australia amended its Narcotic Drugs Act in 2016 to authorize a regulated medical cannabis industry
in the country. The amendment establishes licenses to cultivate cannabis, produce cannabis resin and
other products for medicinal purposes, manufacture medicinal cannabis products and conduct canna-
bis research. A license-holder is required to secure a permit that places conditions on the license and
identifies specific activities allowed within the scope of the license. Cannabis products for medicinal
use that are either legally manufactured in Australia or legally imported can be prescribed to qualify-
ing medical patients. The amendment defines medicinal cannabis products broadly as a product thar
includes, or is produced from, any part of the cannabis plant and is intended for the purpose of “cur-

ing, or a|lmfiating the SYmptoms of a disease, ailment or injur].-r."
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New Zealand's Misuse of Drugs Act generally makes the importation, cultivation, distribution, pos-
session and use of cannabis illegal. However, in September 2017, New Zealand’s Health Minisery lifted
certain restrictions so that doctors may now prescribe approved CBD products. (Previously, patients
in need of CBD products were required to apply directly to the Health Ministry, and approval was
granted on a case-by-case basis.) In December 2017, New Zealand introduced legislation for a medical
law that would amend the Misuse of Drugs Act to permit domestic production of medical cannabis
products and their use by people with terminal illness or chronic pain.

Europe

The European Union provides no coordinated legal framework for cannabis and, historically, Euro-
P £ )
pean countries generally have prohibited its production and sale, but have also decriminalized or toler-

Etf{.l P[]SSC‘SSi{}I’I GFSITIH.”. AMmaounts.

In some European countries, personal use exceptions to criminal prosecution have been used to
carve out visible distribution models. In the Netherlands, for example, Amsterdam is famous for its
coffee-shop cannabis sales, even though the suppliers of cannabis to those coffee shops generally oper-
ate illegally. And in Spain, despite a federal prohibition on the sale of cannabis, court deasions and
laws permitting cultivation for personal consumption have served to justify the country’s hundreds of
private cannabis clubs.

To date, no European country has implemented a recreational law comparable to those in Uruguay
and some ULS. states and expected in Canada. However, starting with the Netherlands in 2003, a
number of European countries have enacted medical laws thar facilitate patient access to cannabis or

concentrates, thruugh imporeation or domesrtic pmductiun. for treating :-;pt:ciﬁt:d medical conditions.

Ital}r has allowed medical cannabis use since 2013 under a law that requires cannabis to be sold

thmugh authorized pharmaciv‘:s to patients with a valid prescription.

Croatia legalized the limited use of medical cannabis products in 2015, Under the law, doctors may
prescribe cannabis ointments, teas and other extracts to patients with a qualifying health condition,
including rumors, AIDS, multiple sclerosis and child epilepsy. Smoking or vaporizing cannabis fower
is not allowed under the law. In 2016, Croata received a shipmcnr of medical cannabis pmd ucts from
a Canadian producer, marking the first time a North American company legally shipped cannabis
products containing THC and CBD into the European Union.

A German law thar took effect in 2017 legalizes the use of medical cannabis products prescribed for
patients with serious illnesses, including multiple sclerosis, chronic pain, epilepsy and chemotherapy-
induced nausea and lack of appetite. The law provides a framework for the regulation of suppliers
under which the government has already issued import licenses to Canadian and Dutch firms and is

ﬁna|izing an appmva| process for the issuance of domestic pr{:-dur_'ti(:-n licenses.

A 2017 Polish law permits patients to obtain medical cannabis products, including flower, extracts
and tinctures, through pharmacies if they have both a physician’s medical authorization and permis-
sion from a regional pharmaceutical inspector. The qualifying conditions eligible for medical cannabis
include chronic pain, chemotherapy-induced nausea, muldiple sclerosis, spasticity and treatment-
resistant epilepsy. Cannabis products must be imported into Poland because the law does not permit

cannabis cultivation within the COUnLry.
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Cireece announced in 2017 thar the use of cannabis extracts would be ptrmittcd for patients who
obtain a doctor’s recommendation and are diagnosed with chronic pain, neuropathic pain, chemo-

thcrap}f-—induct:d nausea, certain eating disorders and cancer.

In the United Kingdom, the Misuse of Drugs Act 1971 (Drugs Act) generally prohibits the manu-
facture, supply and possession of any “controlled drug,” including cannabis and cannabis resin, with-
out a license issued by the Home Ofhce, a ministerial department of the U.K. government. There is
no exception to this general Drugs Act prohibition that would facilitate patient access to cannabis or
concentrates for treating specified medical conditions. However, within the Drugs Act framework, the
Home Office has issued to U.K.-based GW Pharmaceuticals licenses to cultivate, possess and supply
cannabis for medical research and for commercial purposes. GW Pharmaceuricals produces Sativex,
a mouth spray that contains cannabis-derived THC and CBD and is used for treatment of spasticity
caused by multiple sclerosis. Sativex is generally recognized as the first prescription drug in the world
to include plant-based cannabinoids. It was first approved for use in the U.K. in 2010 and has been

approved for use in at least 30 countries (but not in the United States).

Middle East, Asia and Africa

Thmughuut the Middle Easr, Asia and Africa, cannabis culdvation, sale and possession gt:nt:r:aﬂ:.-r
remain pmhibitcd and punishahlr as criminal offenses. U'nh.r a handful of countries from these regions
have enacted laws that decriminalize possession of small amounts of cannabis for personal use or facil-

itate patient access to cannabis or concentrates for treating Sptl'_'iﬁtd medical condidons.

In 2017, particular sections of South Africa’s Drugs and Drug Trafhcking Act, which prohibit cul-
tivation, possession and personal use of cannabis on private property, were declared unconstitutional.
During the same year, Lesotho (an enclave surrounded entirely by South Africa) granted a license to

a pharmaccutical COMpany to grow, process and sell cannabis for medicinal use or scientific purposes.

In Israel, the country’s Dangerous Drug Ordinance generally criminalizes the manufacture, posses-
sion and use of cannabis. However, medical cannabis in smokable and other forms has been legal since
the 1990s for patients with a range of serious medical conditions, including multiple sclerosis, Crohn's
disease, cancer and post-traumatic stress disorder, and the country is widely recognized as a global
leader in medical cannabis research and cultivation. Under Israel’s medical cannabis rules, the Ministry
of Health can issue permits for the production, distribution and use of medical cannabis products.
Patients must first obrain a doctor’s recommendation and submit it to the ministry in order to receive a
medical cannabis use permit. In August 2017, the lsraeli Ministries of Health and Finance announced
that licensed producers and distributors of medical cannabis would become eligible, for the first time,

for permits to export medical cannabis to jurisdictiuns where it 13 lt:ga| to import.
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» Global Outlook

While the medical potential of cannabis is driving an initial wave of legalization, we believe countries
will eventually legalize the commercial production and sale of cannabis to adults for recreational use.
In this regard, 2018 will be an important year, with the expected approval of the recreational Cannabis
Act in Canada and the implementation of California’s new recreational law. In Canada, we may observe
for the first time the implementation of a large-scale national recreational law. Similarly, as the most
populous U.S. state and one of the world’s largest economies, California’s recreational cannabis rollout
will be a bellwether for the global cannabis indusery. The successes, failures and lessons learned in Can-
ada and California will have significant impacts on the cannabis industry worldwide.

In our view, the course taken by the U.S. federal government will impacr the global cannabis indus-
try more than any other factor. If the ULS. federal government were to change its current practice and
aggressively enforce existing federal cannabis laws, we would expect a corresponding dampening of
the industry worldwide. If the status quo were to continue in the United States, we would expect the
current global legalization trend to continue, particularly in Europe, South America and Africa. And
if federal prohibition in the United States ends, we expect a surge in cannabis legalization worldwide.
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U.S. and International
Cannabis Market Estimates

» Global Market Overview

Cannabis is the most widely cultivated, produced, trathcked and consumed drug worldwide, accord-
ing to the United Nations Office on Drugs and Crime (UNODC). In 2003, the UNODC estimated
that the global illegal cannabis market was $113 billion, with 160 million consumers. The UNODC
continues to estimate the number of cannabis users worldwide and recently estimated that 183 million
people globally between the ages of 15 and 64, or more than 4% of this age group, consumed cannabis
in 2015,

In 2010, the RAND Corporation (RAND) estimated that the U.5. illegal cannabis market was
$40 billion. ﬂdju&ting this estimate mlt:h.r for inflation and p{]puhtiﬂ-n gmwth, the U.5. i||rga| market
would now be approximately $48 billion.

Both the UNODC and RAND acknowledge the challenges inherent in studying an illegal con-
sumer market, and both allow significant room for error in their estimates. However approximate,
their estimates make clear thart there is significant global demand for cannabis. Less clear is how quickly
illegal markets will transition to legal markets, as well as the extent to which legalization may increase

m’rra" d.t.'l'.l.'lEI I'IL{.

The Legal Cannabis Market: Key Growth Drivers

We believe that numerous factors will increase consumer penetration rates and the overall size of the

|tga| cannabis marker. Such factors include the f{:-"{:-wing.

U.5. Federal Legalization. “We believe it is a question of when, not if, cannabis becomes federally
legal. We predict six developments on the path to federal legalization: (1) the FDA will begin approv-
ing individual pharmaceutical-grade drugs derived from cannabis; (2) more states will adopt medical
cannabis laws; (3) more states will adopt recreational laws; (4) the FDA will adopt routine approval

procedures for drugs with extracts of low-THC/high-CBD cannabis varieties; (5) the FDA will adopt
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routine approval procedures for drugs with extracts of high-THC cannabis varieties; and (6) canna-
bis parts and derivarives will be removed from the CSA schedules (eicher incrcmt:nta"}r, starting with
CBD, or all at once) and will be fully legal for medical and recreational purposes. (We expand on these
predicted developments in Chaprer IV, U.S. Legal Landscape.) We believe that federal legalization will
trigger rapid growth in the U.S. market, propelled by interstate commerce, access to the federal bank-
ing system and acceleration of the cannabis-derived pharmaceuricals market. A change in the federal
status of cannabis in the United States will not only drive U.S. market growth, but should provide a

signiﬁf:ant f:atahrst to the market worldwide.

Increasing Awareness of the Medical Efficacy of Cannabis. In aggregate, across all ULS. state laws,
cannabis is legally recognized as a form of therapy or medicine for more than 50 medical conditions.
In addition, at least 20 countries have medical laws that facilitate patient access to cannabis or concen-
trates for treating specified medical conditions. We believe that countries and U.S. states will continue
to adopt and enhance legal frameworks for the medicinal use of cannabis products. In addition, we
believe that many more cannabis consumers will emerge as research on cannabis increasingly demon-
strates its medical efficacy and as more therapeutic products are developed and brought to market.

Increasing Recreational Legalization. Most laws facilitating access to cannabis, both in U.5. states
and abroad, are medical laws. However, Uruguay and eight U.S. states have enacted recreational laws
permitting the commercial production and sale of cannabis to adults for recreational and other uses
(and Canada is widely expected to do so in mid-2018). In the handful of jurisdictions that started
with medical laws and later adopted recreational laws—particularly in Colorado, Washington and
Oregon—adoption of recreational laws has led to significant growth in overall marker size and a rapid
increase in the percentage of the market represented by recreational consumers. We expect 2018 will be
a watershed year for the recreational market, with the implementation of California’s new recreational
law and the expected approval and implementation of Canada's recreational law. If these laws stimulate
demand, as expected, and are otherwise viewed as successful, we expect more ULS. states and additional

countries to follow suit with similar laws.

Broadening Range of Cannabis Consumer Products. Product innovation and advancements in can-
nabis varieties, concentrates, infused products, vaporizing technology and cannabis-derived pharma-
ceutical products will drive consumer adoption and spending. Cannabis consumer product companies
will seck to differentiate their products through marketing, distribution, packaging, selection, quality
and pricing. We believe that product differentiation and availability will be more prevalent in legal

cannabis markets and will drive consumer transition from i|lcgal to |cga| markets.

Declining Prices in U.5. State-Legal Cannabis Markets. The supply of cannabis has increased con-
siderably with expanded state legalization in the United States. This increase has started to dampen
retail and wholesale prices in various markets. As prices decline, we are starting to see closer price par-
ity between state-legal and illegal markets (in the United States, cannabis is generally priced lower in
illegal markets than in state-legal markets). Lower retail prices in state-legal markets should accelerate
consumer transition from illegal to state-legal markets and drive increased overall penetration rates.
However, state and local raxes will continue to impact pricing for cannabis products in state-legal can-

nabis markets.
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= U.S. State-Legal Cannabis Market

More than 97% of the U.S. population lives in a state or district (District of Columbia) with at least
one law that permits the manufacturing, distribution, dispensing or possession of cannabis or con-
centrates. As described in more detail in Chapter IV, U.S. Legal Landscape, most of these laws are
medical laws, and only eight states have enacted recreational laws. While the overall state-legal marker
has grown significantly, the addressable market has been constrained due to the lack of access to purely
recreational consumers and the sometimes-narrow scope of medical conditions that qualify a patient

to access medical cannabis,

We estimate that the 2017 ULS, state-legal cannabis market was $8.0 billion, with more than four

million consumers. The breakdown of this estimate by state is shown in the following chart.

2017 L.5. State-Legal Cannabis Market Estimate

Other States
$1.9B

California

$3.2B

Colorado
$1.5B

Oregon Washington
$4TOM $929M

Source: Ackrell Capital

Recreational Sales as a Key Market Driver

Of the eight states that have enacted recreational laws, all had previously implemented medical laws.
As shown in the following graphs for the three largest states to implement recreational laws, imple-
mentation of a recreational law significantly expanded the overall size of the legalized cannabis market,
doubling the size of the market in each of these states in the first full calendar year after implementa-
tion. In additon, the percentage of the total marker attributable to recrearional consumers increased
quickly. This indicates significant, pent-up consumer demand for legal cannabis in the United States,
and we expect a significant increase in the size of the overall state-legal marker as more states implement

recreational laws,
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Colorado
Colorado implcmcntcd a medical law in 2000 and a recreational law in 2014, The fﬂuuwing graph

shows the impact of Colorado’s recreational law on the overall market in the stace.

State-Legal Cannabis Market: Colorado
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Washington

Washington implemented a medical law in 1998 and a recreational law in July 2014, and folded its
medical law into its recreational law in 2017. The following graph shows the impact of these laws on
the overall marker in the state.

State-Legal Cannabis Market: Washington
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Oregon
Oregon imp|t'mt:ntr:d a medical law in 1998 and a recreational law in 2015, The fn”nwing graph shows

the impact of Urrg{}n\s recreational law on the overall market in the state.

State-Legal Cannabis Market: Oregon
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California
In 1996, California became the first U.S. state to implement a medical law. In November 2016, the
state enacted a recreational law, the implementation of which is scheduled to begin in January 2018.

The fu"uwing graph shows the impact that California’s recreational law is t:xptf:tr:d to have on the

overall marker in the stare.
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u U.S. Legalized Cannabis Market Forecast

Forecast Methodology

The cannabis industry is driven by consumers, similar to other highly regulated industries such as alco-
hol, tobacco and pharmaceuticals. Consequently, our methodology for forecasting the U.S. legalized
cannabis market is based primarily on the following factors: (i) the number of eligible U.S. consumers,
grouped by age; (ii) the penctration rate for each consumer age group; and (iii) the average monthly

sprnding f{}l’ CE.C].'.I. COMsUImer E.Et gl'(]LIP.

We believe that the variable which will most impact the future size of the U.S. legalized cannabis
market is the federal legalization process. How and when federal legalizarion occurs will impace other
primary drivers of the market, including the number of eligible consumers, penetration rates and con-
sumer spending. We predict six developments relating to federal legalization: (1) the FDA will begin
approving individual pharmaccuricahgradr drugs derived from cannabis; (2) more stares will adupr
medical cannabis laws; (3) more states will adopt recreational laws; (4) the FDA will adopt routine
approval procedures for drugs with extracts of low-THC/high-CBD cannabis varieties; (5) the FDA
will adopt routine approval procedures for drugs with extracts of high-THC cannabis varieties; and
(6) cannabis parts and derivatives will be removed from the C5A schedules (either incrementally, start-
ing with CBD, or all at once) and will be fully legal for medical and recreational purposes. (We expand
on these predicted developments in Chapter IV, U.S. Legal Landscape.)

We do not predict that these developments necessarily will occur in the order presented. We do
expect some of them to develop in parallel, and none of them depends fundamentally on any other
For example, Congress could cause development (6) at any time by passing legislation that removes
cannabis from the CSA schedules and establishes a national framework for recreational and medical
cannabis It:guhtinn. chlupmrnts (1) thmug,h i3) largt:l:.-r reflect incremental dwclnpmtnts within the
existing legal environment. We do not expect developments (4), (5) or (6) to occur during the current
presidential term, bur we believe that there is a reasonable chance development (4) could begin within
the next five years and development (5) could occur within two years thereafter. In total, we believe that
it could take up to 10 years or more before the federal legalization process reaches development (6) and
cannabis becomes fully legal under federal law. For our analysis, we assume (i) development (4) begins
in 2023, (ii) development (5) follows two years thereafter and (ii1) development (6) occurs by 2027 and
cannabis becomes fully legal in the United States. (The reader is cautioned that cannabis may never be
legalized federally in the United States.)

Eligible U.5. Consumers

We used ULS. Census data to identify the number of people in the United States aged 21 years or
older. While some therapeutic applications of cannabis are targeted at people under 21 years of age, we
excluded this group of consumers from our estimates. We assumed a nominal annual growth rate for
the U.S. population. With more than 97% of the ULS. population currently living in a state or district
with at least one law that permits the manufacturing, distribution, dispensing or possession of cannabis
or concentrates, we view the potential pool of eligible consumers to be virtually the entire ULS. adult

population.
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Consumer Penetration Rates

We assigned current and prospective consumer penetration rates to cach state based on our assessment
of whether legal consumer access to cannabis in the state should be characterized as “limited,” "moder-
ate” or “broad.” This assessment was based in part on (1) the nature of the cannabis laws in each state
and (i) the exvent of the cannabis dispcnsar}r nerwork in each state, We a.'-;signr:d a .'-;pr:ciﬁc penetration
rate to cach age group, with the 21-29 age group having the highest and the 70+ age group having the

II}WfEL

Consumer penctration rates are significantly affected by the available channels for legal access o
cannabis. States that have only medical laws typically have lower penetration rates than states hav-
ing both medical and recreational laws because the qualifying-condition requirement of medical laws
precludes many potential consumers. Similarly, penetration rates are impacted by the widely varying
number and nature of qualifying medical conditions designated by medical laws. States that designate
many conditions or highly subjective conditions such as “chronic pain” tend to have higher penctration

rates than states that designate relatively few or highly specific conditions.

Penetration rates also are affected by the reach of a state’s cannabis dispensary nerwork. Some states
have extensive dispensary networks that provide convenient access to cannabis for most consumers.
Other states have a limited number of dispensaries or nerworks that reach only urban areas; restricted
networks can be the result of factors such as the amount of time a state has permitted legal cannabis
access and the prevalence of county and municipal laws restricting (or in some cases, completely ban-
ning) dispensary operations.

Prior to federal legalization, we expect U.S. penctration rates to increase as states implement new
medical and recreational laws and expand the scope of qualifying medical conditions under existing
medical laws, and as the FDA begins approving pharmaceutical-grade drugs derived from cannabis.
Although we believe penetration rates in states with recreational laws and robust dispensary networks
may fairly represent penetration rates after federal legalization, penctration rates may increase further
as the medical efficacy of cannabis becomes better understood and negartive perceptions of cannabis
diminish. Following federal legalization, we believe penetration rates may ultimately be as high as (or
higher than) those in other consumer-driven industries, such as alcohol, tobacco and pharmaceuricals.
The consumer penetration rates used in our analysis are as follows.
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U.S. Legalized Cannabis Market: Consumer Penetration Rate

25 | Path to Federal Lagallzation l
FDA Approves Cannabis-Derlved Pharmaceuticals
0% More States Adopt Medical Cannabls Laws
More States Adopt Recreational Laws
16%
FDA Routinely Approves THC Drugs
10% Federal Government Legalizes Cannabis
. /
0%

20116 2017 2016 2019 2020 2021 2022 2023 2024 2025 2026 2027 2023 2029 2030

Source; Ackrell Capital

Monthly Cannabis Spending

We estimated average monthly spending on cannabis using data provided by dispensaries in states with
recreational laws. We then assigned spending levels (low, moderate and heavy) to each age group of
r:|igib|r CONSUIMETS l‘.u}-' state. The n:ﬁulting wrightcd averages of munthl}' consumer sprnding used in

our Eﬂﬂl}’ﬁiﬁ arc as FL‘.I“.L‘.IWS.

U.5. Legalized Cannabis Market: Weighted Average Monthly Consumer Spending
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Source; Ackrell Capital
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U.S. Legalized Cannabis Market Estimates

Based on our assumptions and methodology, we believe that the U.S. legalized cannabis marker will

ultimately exceed $£100 billion annually, with more than 50 million consumers. As shown in the fol-

|{:-wing graph.. we believe these levels will be reached after the federal government lcga“m cannabis.

U.5. Legalized Cannabis Market

§140,000 | Path to Federal Legalization | 70M

FDA Approves Cannabis-Derived Pharmaceuticals

5120,000 60 M
More States Adopt Medical Cannabis Laws

100,000 50M
More States Adopt Recreational Laws =
_ &
@ 580,000 oM =
= =
= FDA Routinely Approves THC Drugs e
e 560,000 oM @
Federal Government Legalizes Cannabis 3
340,000 20M 3

520,000 10M

s . o

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
l. Legalized Cannabis Market Size m— CONSUMErs

Sowrce. Ackrell Capital. Assumes cannabis will be legalized federally by 2027. Cannabis may never be legalized federally in the United States.

Because penetration rate and average monthly spending assumptions significantly affect our fore-
cast, we illustrate this impact with the following sensitivity analysis, which shows the estimated market

size in 2030 using a range of penetration rates and monthly spending averages.

2030 U.S. Legalized Cannabis Market Size: Sensitivity Analysis

(8 millions) Average Monthly Consumer Spending

$100 $125 $150 $175 §200
5% $13,954 $17.442 $20,930 §24.419 $27,907
10% 27,907 34,884 41,861 48,838 55,814
AduR 15% 41,861 52,326 62,791 73,256 83,722
Population 55,814 69,768 83,722 97 675 111,629
Pe";:feﬁ“" 25% 69,768 87.210 104,652 122,094 139,536
30% 83,722 104,652 125,582 146,513 167,443
35% 97675 122,094 146,513 170,932 195,350

Source: Ackrell Capital
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Methodology and Estimates: Industry Comparisons

To evaluate our methodology and results, we compare estimated values from our model with values
for the same parameters in markets for certain other stimulants and pharmaceuticals. We believe that
this comparison is useful because cannabis is used recreationally in much the same way alcohol, coffee
and tobacco are used, and because cannabis may be an alternative to pharmaceurticals currently used
to treat a range of medical conditions. The following table compares the estimated penetration rate,
average monthly consumer spending and U.S. retail marker size for a number of common stimulants
and pharmaceutical categories.

Comparison between Cannabis and Common Stimulants and Substances

Anti- Cannabls
‘ Alcohol ‘ ‘ Coffee ‘ Tobacco ‘ Painkillers ‘ depressants (Future)
Primary Usage Recreational Recreational Recreational Medicinal Medicinal ?ﬁ;ﬁ;:ﬁ:?l
Adult . . . u
Penetration % 0% 50% 17% 40% 25% 20%
Manthly
Consumer 545 to §200 $80 1o $100 $40 1o 380 $50 1o $200 $50 to $100 £50 10 3500
Spending
L.5. Retail
Market Size $2008 $358 $100B $3008 3608 $1008

Source: Ackrell Capital

This comparison demonstrates that our ULS. |cgaliz::d cannabis market estimates are in line with

U.5. retail markets for aleohol, coffee, tobacco, and pharmattutica| painki”rrﬁ and antidrprr&sanr&.
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» International Legal Cannabis Market Forecast

As previously discussed, cannabis is the most widely consumed drug worldwide: an estimated 183 mil-
lion people berween the ages of 15 and 64 consumed cannabis in 2017. Cannabis legalization is gain-
ing momentum around the world. At least 20 countries now have medical laws that facilitate patient
access to cannabis or concentrates for treating specified medical conditions. Select countries with such
laws include Australia, Canada, Colombia and Germany; countries without such laws include China,
Japan, Russia and the United States. While the merits of medical cannabis are currently driving legal-
ization, we believe that—like Uruguay and numerous U.S. states— other countries will ultimarely
enact and implement recreational laws.

Canada’s legal cannabis market (presently limited to medical cannabis) is currently the largest fed-
erally legal cannabis market in the world, estimated ar $1.5 billion in 2017, We anticipate that Canada
will enact and implement its proposed recreational Cannabis Act in mid-2018 and that implementa-
tion will significantly expand the size of Canada’s overall market.

International Market Size Estimate Methodology

Similar to the methodology for our ULS. estimates, the primary factors for our international legal can-
nabis market estimates are the estimated number of eligible consumers, penetration rates and monthly
spending. Of course, these and other factors affecting market size vary considerably across continents
and regions because each country has its own unique marker characteristics, including laws, culture,
religions, consumer preferences and disposable income.

We do not attempt to estimate the timing of legal changes thar affect consumer penetration rates.
Rather, we estimate the size of potential international markets at maturity when penetration rates have
stabilized. The time required for markets in particular countries to reach marurity will vary widely and,
like the U.S. market, could be 10 years or more.

To estimate average monthly consumer spending, we analyzed a country’s per capita average
monthly income and assumed a certain percentage was spent on cannabis products. The resulting

estimates of munthhr spr:nding n dcvtlnptd countries differs vast|}r from that in dm.ft:luping countries.

International Market Size Estimates

Our estimates for the international legal cannabis market include estimates for select countries with
medical or recreational laws and certain countries we believe may develop into legal markets for can-
nabis in the foreseeable future. The following table lists cach identified country, ranked by Gross
Domestic Product (GDP), with its estimated adult population, monthly cannabis consumer spending

and puttntial markct \’E.].l.lf.
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Emerging and Anticipated International Legal Cannabis Markets

2017 Estimated Projected Potential
Adult Population Monthly Consumer Market Value
Country GDP Rank (in millions) Spending ($) ($ millions)

Select Countries with Medical or Recreational Laws

Germany 4 59.0 §78 - §155 §16,518
Brazil & 150.5 16 -31 8,524
Italy 9 425 56 - 112 8,509
Canada 10 266 T8- 155 7453
Australia 13 12.2 a7 - 194 4 268
Mexico 16 92.9 16 - 32 5,380
Turkey 17 083 20-40 4,178
Metherlands 18 122 82 - 165 3,632
Switzerand 20 58 145 - 289 2,999
Argentina 2 230 2 -43 1,766
Poland 24 274 23-45 2,223
Israel az 58 B4 - 129 1,336
Colombia ar 253 1-22 1,429
Chile 44 130 24-48 1,124
Pearu 48 230 11-2 878
Czech Republic 21 7.9 3 -62 890
Greece a2 79 34 -67 962
Uruguay [i:] 22 27 -54 21
Croatia &4 29 22-43 223
Jamaica 120 22 8-17 65
Macedonia 132 14 5-18 46
Lesotho 163 14 2-4 1
Certain Addifional Countries
United Kingdom b 47.5 75151 12,908
India ] 9541 3-8 10,379
France T 48.2 69 - 139 12.040
Spain 14 331 49-98 5,841
Sweden 23 T2 97 - 194 2,520
Sauth Africa 35 40.3 10-20 1.416
Paortugal 49 72 3B-M 316
Midpoint Weighted Average $28 Total §118,735

Source: Ackrell Capital

The projected market value for cach country shown in the preceding rable is calculated assuming a
20% penectration rate and the midpoint of the projected average monthly spending range. Because cach

L'I'.‘.Iul'ltr}"ﬁ penectration rate and rnunthh* sprnding will vary L'unsidt:rabhr and are difficult to prr:dict. we
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illustrate the impact of varying these factors with the following sensitivity analysis, which shows the
estimated market size at maturity using a range of penetration rates and monthly spending weighted

E."-'ETE.EL‘-S-.

International Legal Cannabis Market Size: Sensitivity Analysis

(& millions) Weighted Average Monthly Consumer Spending

§10 §20 $30 $40 $50
5%  $10,606 §21.211 $31817 $42422 $53,028
10% 21211 42422 63,634 84,845 106,056
ol 15% 3,817 63,634 95,450 127,267 159,084
Population 42422 84,845 127,267 169,690 212,112
el 53,028 106,056 150,084 212,112 265,140
Rate 30% 63,634 121,267 190,901 254,534 318,168
35% 74,239 148,478 22718 296,957 371,196

Source; Ackrell Capital

Based on the preceding assumptions and methodology, we believe that the international legal can-
nabis market for select countries with medical or recreational laws and certain countries we believe
may develop into legal markets for cannabis has the potential to exceed $200 billion within the next
10 to 15 years. And as discussed carlier in this chaprer, we forecast the U.S. legal cannabis market o
reach more than $100 billion in this same period. Together, these two forecasts indicate a global legal
cannabis marker in the foreseeable future of more than $300 billion.

In our view, most countries located in Asia will take the longest to enact and implement cannabis
access laws; therefore, we have not included the markets in countries such as China, with a population
of 1.4 billion people, or Japan, with the third highest GDP in the world, in our global market estimate.
If cannabis legalization continues in the United States and the rest of the world as we anticipate, we
believe that many countries in Asia will ultimately follow suit. If and when that occurs, the size of the
global legal cannabis market will increase significantly and, we believe, may ultimately exceed $500

billion annuaﬂ}n

As discussed on page 175, readers are cautioned to not place undue reliance on our opinions, pre-
dictions or estimates. Almost certainly, our opinions, predictions and estimates will prove inaccurate in
some respects. A number of factors could cause actual results or events to differ matenially from those
indicated by our opinions, predictions and estimates. U.S. states and countries abroad may reverse
their cannabis legalization efforts. The medical efhicacy of cannabis may not prove to be significant.
Cannabis may never be legalized federally in the United States. Certain factors affecting the cannabis

industry are discussed in more detail in Chapter IX, Cannabis Industry Risk Factors.
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CHAPTER VII
Capital Markets for

Cannabis Companies

» Capital Markets Overview

Hundreds, if not thousands, of cannabis-related companies are secking to raise capital—thus pre-
senting investment opportunities for sophisticated investors who want to participate in the cannabis
industry. Investors have their choice of investing in the more than 300 publicly traded cannabis-related
companies, or in the significant number of private companies raising capital. Investors may also choose
among stock markets (both within the United States and internationally), type of security (equity

versus debt) and type of company (companies across all segments of the industry are raising capital).

It i1s important to note, however, that most of the cannabis-relared companies thar are raising cap-
ital—even publicly traded companies—are in carly stages of development, have de minimis revenue
and are not pmﬁtahh:. More than 85% of the puHid}r traded cannabis-related companies have annual

revenue of less than 5 million, and less than 5% have annual revenue grearer than $25 million.

Maost investors in the cannabis industry today are retail or individual investors, While an increas-
ing number of family office and strategic investors are now participating in the cannabis industry,
we believe that many institutional investors (most notably the traditional venture capital and private
equity communities) will not invest in the industry until more companies in the industry mature and

t].'lC J.L‘.'EE.]. environment IDCC{]-]'.EI.CS more EE."-"{}IE.IIJI{‘_‘.

Cannabis-related companies raised more than $2.0 billion in the public and private markets in
2017; however, except for a few transactions of notable size, many of the Anancings were small (less
than $5 million), which provides further evidence that the capital markets are being driven primarily
by retail investors. Without traditional institutional investor support, a funding gap exists in the indus-
try: companics are seeking to raise more capital than investors are willing or able to provide. We believe
that this is especially true in the private markets, where many companies struggle to raise financing.

We share the belief held by many that, ultimately, established companies from analogous indus-

tries—alcohol, pharmacrutical. tobacco and consumer pmdur:rs—wiﬂ enter the cannabis industr}r
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through minority investment, by acquisition or otherwise. Examples of the emergence of such strategic
investors include Constellation Brands, Incs (NYSE: STZ) approximately $190 million investment
in Canopy Growth Corporation (T5X: WEED) and the more than $400 million spent by The Scotts
Miracle-Gro Company (NYSE: SMG) to acquire soil, fertilizer, hydroponic equipment and lighting
companies that are supplying the cannabis industry. These types of transactions help support the valu-

ation levels in the industr}r and, to an extent, validare investors’ enthusiasm for the industr].-r.

The stock price performance and valuations of cannabis-related companies continue to be robust,
irrespective of the aforementioned funding gap. In general, we believe thar valuations in both the
public and private markets are being driven more by investors’ expectations for the future growth of
the cannabis industry than by individual company fundamentals. Similarly, especially in the over-the-
counter stock market in the United States—where most of the public cannabis-related companies are
traded—stock price fluctuations and valuations tend to be heavily influenced by the illiquidity in most
stocks and the trading strategies of those involved. Overall, we believe that the capital markets for the
cannabis industry will become more efhcient and rational over time as we expect increased participa-

tion from insttudonal and strategic investors.

» Public Capital Markets

More than 300 cannabis-related companies are traded on one or more stock markets in the United
States, Canada and other international locations. Although these companies are publicly traded, most
are in early stages of development, have de minimis revenue and are not profitable. We use the term
“cannabis-related” to include companies that participate solely in the cannabis industry and those that

participate in the cannabis industry in addition to other industries or markets.

The ability of companies to access capital markets is dependent largely on the legal landscape
for cannabis in a particular country. For example, the capital markets in countries such as Canada,
Auseralia, Giermany and Israel (countries that have a more permissive lt:ga| framework for cannabis)
have been receptive to cannabis-related companies, while the reception by capital markets in the United

Stares has been more varied.

In evaluating publicly traded companies, an investor should be cognizant of where the company is
traded, as there are significant differences across the various exchanges and markets with respect to list-
ing requirements, liquidity, independent research and types of investors. Many cannabis-related com-
panies are traded on more than one marker in order to attract additional investors and facilitate trading
in multiple jurisdictions. However, we believe that it is instructive to evaluate a company based on the
primary market on which it trades (We determine a company’s primary market based on a number of
factors, including stock price history, trading volume and availability of estimates.)

In the United States, a limited number of cannabis-relared companies are traded on the Nasdaq
Stock Market (MNasdaq), the New York Stock Exchange (NYSE) and the NYSE American (NYSE
American), the NYSE's market for small to mid-size capitalization companies. In addition, more than
200 cannabis-related companies are traded on the over-the-counter stock market (OTC). Nasdaq and

118 2017 Ackrell Capital, LLC Member FINRA ¢ 5IPC
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the NYSE are rwo of the |argtst and most rtcugnizt:d stock t:lcchangcﬁ in the world, with stringent
listing, trading and corporate governance requirements. Conversely, the OTC has much less stringent

requirements; as a result, most puHid}r traded cannabis-related companies are traded on the OTC,

In Canada, cannabis-related companies are traded on the Toronto Stock Exchange (TSX), the TSX
Venture Exchange (TSXV), which is an afhliate of the TSX, and the Canadian Secunities Exchange
(CSE). The TSX is one of the world's largest stock exchanges and, similar to Nasdaq and the NYSE,
has stringent listing, trading and corporate governance requirements. The TSXV focuses on companies
with small market capiralization and has less stringent listing requirements than the TSX. The CSE is
focused on micro capitalization and emerging growth companies, and it has the least stringent listing
requirements of the primary Canadian exchanges. In order to be listed on cither the TSX or the TSXV,
a company is required to be in compliance with Canada’s Access to Cannabis for Medical Purposes
Regulations (ACMPR) and all applicable laws in jurisdictions within which it operates. (Operations
of listed companies are restricted in jurisdictions, such as the United States, where cannabis is federally
prohibited.) Unlike the TSX and TSXV, the CSE has allowed companies listed on its exchange to invest

in, acquire and otherwise operate cannabis-related businesses in the United States.

The following table provides a summary of the cannabis-related companies traded on U.S., Cana-
dian and Australian stock markets. As stated previously, many cannabis-related companies are traded
on more than one market to attract additional investors and facilitate trading in multiple jurisdictions.

For exam |:|lv:~ Mmost companies traded on the Canadian markets are also traded on the OTC.

Summary of Publicly Traded Cannabis-Related Companies

[As of November 30, 2017} Average [$U.5. millions)

Mumber of Market Enterprise LTM™ LTM

Companies Value Value Cash Debt Revenue EBITDA
Masdag 4  §1,03186 FaB4.5 $153.6 845 540 3811
MWYSE 1 635 4.3 222 0.0 48 -1.2
NYSE American 2 162.1 145.7 78 1.4 73 =6.5
QT 212 46.3 65.5 a7 25.0 14.0 02
United States 2149 S66.5 §81.2 58.5 £24.3 $145 =514
Toronto Stock Exchange (TSX) 6  $1,3615 13114 M0 §20.8 5266 s0.8
TSX Venture Exchange (TSXV) 20 1315 12349 10.8 i3 1.2 =35
Canadian Securiies Exchange (CSE) 41 726 720 20 1.4 1.8 -2.8
Canada 67 FHM0.6 §303.3 §11.1 §18 s4.0 -52.2
Australian Securities Exchange (ASX) 14 §85.3 S80.1 §5.9 $0.7 50.9 -52.1
Australia 14 §85.3 §80.1 559 0.7 50.4 =521

Suun::e:- Global Market Intelligence. Companies that are traded on maore than one market are included in ther primary market as determined
b'g.r- Global Market Intelligence, based on sfock price history, trading volume and availabiity of estimates. Enterprise Value i defined as
Market Value plus Debt minus Cash and Cash Equivalents. LTM is Last Twelve Months. EBITDW is defined as Eamings Before Interest, Taxes,
Depreciation and Amortization.
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Stock Price Performance of Publicly Traded Cannabis-Related Companies

The following chart shows the stock price performance of publicly traded cannabis-related com-
panies since September 30, 2016. As shown in the chart, the stock price performance of cannabis-
related companies trading on Canadian markets received a boost from the announcement of the pro-
posed recreational cannabis legislation in Canada by Prime Minister Justin Trudeau and, more recently,
from Constellation Brands’ investment in Canopy Growth. Similarly, the continuing positive price per-
formance of cannabis-related companies trading on U.S. markets has not been slowed by the election of
Donald Trump as President and the selection of Jeff Sessions as Attorney General of the United States

(two events that were viewed by many as potentially having a negative impact on the U.S. cannabis

industry).

Global Cannabis Stock Price Performance

1500%
1300%
Canadian Prime Minister
1100% announces plans to
Sessions confirmed legalize recreational
a00% { as S Attorney cannabis | Constellation Brands'
General [ investment in
T00% e | Canopy Growth
Trump f ,
elected as [
S00% | s President \
—
ST

100%
-100%
Sep 16 Mo 16 Jan 17 Mar 17 May 17 Jul 17 Sep 1T New 17
—— 50 Masdag/NYSE Cannabis Index —— OTC Cannabis Index
— TEXTSXV Cannabis Index ——— (&E Cannabis Index — ASK Cannabis Index

Source: ] Global Market Intelligence

Capital Raised by Publicly Traded Cannabis-Related Companies

The following table shows the amount of capital (equity and debt) raised by cannabis-related compa-
nies traded on the U.S., Canadian and Australian stock markets in the twelve months ended Seprem-
ber 30, 2017, While more than $1.3 billion was raised, the data indicates that relatively few companies
were able to raise capital, given the aggregate number of publicly traded cannabis-related companies,
and the amount raised per transaction was small, supporting the assertion that the marker is still driven
primarily by retail investors.

120 2017 Ackrell Capital, LLC Member FINRA 7 SIPC
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Capital Raised by Publicly Traded Cannabis-Related Companies (LTM ended September 30, 2017)

§1600
£1400
$1200
$1000

5800

(EL1.5. millions)

$600

§400

5200

50

Canada United States Australia Total

Amount Raised $1066 §268 526 $1350
Mumber of Deals &0 15 3 T8
Average Deal Size $18 §18 9 17

Source: - Global Market Inteligence. In December 2017, a 3317 million financing was completed by GW Pharmaceuticals (Nasdag: GWPH),
but the fransaction occurred cutside the date range of the analysis. Due to the size of the fransaction, it is worth noting here.

» Public Capital Markets: United States

As of November 30, 2017, four cannabis-related companies were trading on Nasdaq (all in the phar-
maceutical industry and focused on receiving FDA approval for selected cannabinoid applications),
one was trading on the NYSE (a real estate investment trust, or REIT, focused on the acquisition and
management of properties leased to state-licensed operators for their regulated medical-use cannabis
facilities), two were trading on the NYSE American (both in the pharmaceutical industry) and more

than 200 cannabis-related companies were trading on the OTC.

Most of the companies trading on the OTC (i) are “penny” stocks that trade ar less than $5.00 per
share, (ii) have limited trading volume and liquidity, (i) have significant price volatility, and (iv) have
little or no institutional investor support. The ULS. Securities and Exchange Commission (SEC) and
the Financial Industry Regulatory Authority (FINRA) have historically expressed concerns regarding
the “penny” stock industry in general and both have issued alerts to warn investors about potential
scams associated with purported cannabis-related stocks. In addition, the SEC has initiated actions
against numerous purported cannabis-related companies and executives for fraud, insider trading,

stock manipuhtiun and other activities.

The Fuﬂuwing table vaidr& a summary of cannabis-relared companies traded on the ULS. stock

ITIEI'U:ES.
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Summary of U.S. Publicly Traded Cannabis-Related Companies

(As of November 30, 2017) Average (5U.5. millions)

Mumber of Market Enterprise LTM LTM

Companies Value Value Cash Debt Revenue EBITDA
Masdag 4 $1.033.6 38845 31536 545 5440 =581.1
NYSE 1 635 413 222 0.0 46 -1.2
WYSE American & 152.1 145.7 78 14 73 -6.5
oTC 212 46.3 5.5 57 250 14.0 02
United States 219 365.5 581.2 585 5243 514.5 =514

Source; - Ghobal Market Intelligence. Companies that are traded on more than one marked are included in their primary market as determined
hy'- Ghobal Market Intelligence, based on stock price history, trading volume and availability of estimates. Enterprise Value is defined as
Market Value plus Debt minus Cash and Cash Equivalents. LTM is Last Twelve Months. EBITDA is defined as Earnings Before Interest, Taxes,
Depreciation and Amartization.

Stock Price Performance of U.S. Publicly Traded

Cannabis-Related Companies

The following chart shows the stock price performance of selected publicly traded cannabis-related
companies in the United Srares since Hcptf:mbf:r 30, 2016, As shown in this chare, the election of

Donald Trump as President and the selection of Jeff Sessions as Attorney General of the United States

have not slowed the continuing positive price performance of cannabis-related companies trading on
U.5. markets.

U.5. Cannabis Stock Price Performance
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Capital Raised by U.5. Publicly Traded Cannabis-Related Companies

The following table shows the amount of capiral (equity and debt) raised by cannabis-related compa-
nies traded on ULS. stock markets in the twelve months ended September 30, 2017, Although more
than 200 cannabis-related companies were traded on the OTC during this period, the data indicates

that very few raised meaningful capiral.

Capital Raised by U.S. Publicly Traded Cannabis-Related Companies (LTM ended September 30, 2017)

3300
3250
w200
5
E
e F150
=
w
o0
i - -
50
Masdaqg NYSE/NYSE American Total
Amount Raised §130 882 E56 $268
Mumber of Deals 2 2 11 15
Average Deal Size H65 541 55 3 k]

Source: - Global Market Inteligence. In December 2017, a $317 million financing was completed by GW Pharmaceuticals (Masdag: GWPH),
but the fransaction occurred cutside the date range of the analysis. Due to the size of the fransaction, it is worth noting here.

Financial Data and Trading Multiples of
U.S. Publicly Traded Cannabis-Related Companies

The following tables show selected financial and trading information of cannabis-related companies
that are publicly traded on U.S. markets. As the tables indicate, with few exceptions, these companies
have little to no revenue and are not profitable. Consequently, most trading multples are not mean-
ingful and the companies tend to trade more on expectations for the overall cannabis industry than on

specific company fundamentals (especially for those companies traded on the OTC).

Lad
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[BLLE. millions, excep! stock price) LTM Forwand Forward
; EWV Revenus EBITDA
Stock % Below f ) i

Price S2Week Markel Enterprise LTM  LTM nitiples Muliipise Muttiples
Comgpany Ticker 11A0AT  High Value  Value (EV) Revense EBTDA Revenue EBITDA 2016 3018 2B 2019
Cara Therapeulics, Ine. MaadagGM.CARA  §1245  S63%  $4060  §30ad 09 -§655 HM | MM OBEIx WM W
GW Pramaceulicals ple MaadagBM.GWPH 12448 91% 31532 28477 1ne -85 HM N MM 11 M MW
INSYS Therzpeulics, Inc. MaadagGMINSY 530 E4T% 386 6 164 -35.6 1.6% T I 14 HNM  B4x
Zynerba Prarmaceulicals, Ine.  MasdagGMZYHE 1277 460 18EE 120.4 00 32 HM MM MM NM O OHM MW
Medisn  516% $MT3  §2850 %0 -$507 165 MM 1Tk 1ldx NM Bdx

New York Stock Exchange and NYSE American

(EL.5. milions, except sfock price) LT Farward Forward
Smek % Ealew Mul?prlaa :J'TE;";; !.Ej:::l::
Price  52-Week Marist Enlerprise LTM LTH
Company Ticker 113017 High Value  Wabue [EV) Revenue EBITDA Revense EBITDA 343 2019 208 2048
22nd Cartury Grodp, Ins AMEXEXN §233 134% §2879 §2732 F R -§11.3 1905 MM 127 10.7x HM HM
India Glshakizaion Capital, e, AMEXIGC 0.58 216% 16.3 182 0E -18 8.8 MM NA MA LY NA
Innivalive Industrial
Properas, It NYSEIFR 18.15 11.5% 63.5 41.3 1.6 =] &80 HM 24 1.3 3.7% 1.6
I Medizn 21.6% §63.5 1.3 §4.6 -§1.6 18.5x HM T.6x Bl 1Tx 1.6x ]
Arcilary
Constelation Brands, Inc. NYSESTZ 21759 4.2% WI5722 §513833 §TASES 827043 A H 189.0x 6.7 .3 183 16.6x
The Scolts Mirack-Gno
Carpany = NYEESMG 8820 3.5% SEEAT BoE00 25421 5000 .6 13.8 2.8 4 12.8 120

Muedian 10% $341310 S391812 §50503 816047 4.8 16.5x 4.6 43 15.6x 'I-I.h‘.]

Suun::e.'- Global Market Intelligence. Mot Meaningful (MM) used for negative multiples, and for revenue multiples greater than 100.0x and
EBITDW multiples greater than 50.0x. Mot Available (NA) used for information that is not avalable. Enterprise Value i defined as Market Value
plus Debt minus Cash and Cash Equivalents. LTM is Last Twelve Months, EBITOW is defined as Earnings Before Interest, Taxes, Depreciation
and Amaortization.

124 : Ackrell Ca L Mem FINRA S SIF
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CHAPTER VIl Capital Markets for Cannabis Companies

Over The Counter (Market Value Greater than $25 million)

[BLLE. milions, excep! stock price) Stock % Balow BV ll;:lﬂplas
Price 52-Week  Market  Enterprise LTM LTM

Compary Tickar 1130017 High Value  Value (EV) Revenue EBITDA Revenus EBITDA
Abaltis Bioceulicals Comgp. OTCOB-ATTEF 022 20.2% 385 $HR 0.0 536 MM (]
Armerican Cannates Compary, e, OTCOBZAMM 075 40.5% 386 6.7 249 0.3 12.Tx NI
AreriCann, Inc. OTCOB-ACAN 203 63.1% 303 424 00 -1.8 MM (]
Arfil Technolegles, ne. OTCPE-AMFE 0145 3%6.1% oat 999 02 MA MM (A
AXIM Biotechnologles, Ine. OTCOB-AXIM T.02 £4.6% w28 3875 00 -2.9 MM (]
Cannabtecs Pharmaceulicals lnc.  OTCOB:CHBX 1.02 B5.6% 1207 1173 00 -1.8 MM (A
Cannabes Laal, Ine. OTCPK:-PCFP 0.9t 61.2% 488 489 1] MA MM (]
Cannabes Saliva, Ine. OTCOB-CBDS 395 58.4% B1B 835 i1 6.4 MM (A
Cannates Sciance, Inc. OTCPK-CBIS 0.06 55.3% 155.4 158.1 00 N MM M
Cannabo: Technologies lne. OTCPK-BLOZ F 149 74% 103.0 1005 1] MA MM HM
CannaGeaow Holdngs. Inc OTCPK-CGRW 0.99 57.0% 100.3 ey 1.7 -1.4 G20 MM
Colx Blosclonce, Inc. OTCOB-CXBS 149 45.9% 206 206 1] MA MM MM
Earlh Schanca Tech, Ine. OTCPK:ETST 0.81 79.5% 320 na 04 MA 741 (]
Evergrean-Agra Global OTCOB:EGRN 1.00 85.7% 264 264 n.a 0.4 WM MM
GB Sclencas, Inc. OTCOB:GBLX 0.24 56.4% 3.3 3o 02 -10.3 WM MM
General Cannabls Corp. OTCOB:CANN 1.65 51.6% KT | 305 04 -T4 WM M
Grean Spirl Industries Inc. OTCPK:GSRX 5.75 0% 1726 1726 0. MA WM M
GrowGenaration Corp. OTCOX:GRWG 250 13.8% 411 303 131 -1.2 30 M
Halix TCS, Ine. OTCPEHLIK 3.00 T6.9% 859 B6.T 35 -0 240 M
HarnpTech Corporation OTCPKHTCO 1.E2 B3.9% 100.7 1.7 n.a 05 WM M
{Anthus Capital Holdings, Ine. OTCQB:THU.F 1.64 39.1% 617 T4.5 01 MA WM M
Kush Boltes, Inc. OTCOB:KSHE 284 20.2% 170.4 170.2 8B na R M
Leafbuyer Technologles, nc. OTCPK:LBUY 1.04 T2.8% 399 308 na MA 425 M
Lexaria Blosclence Corp. OTCOB:LXRP 0.&2 18.8% 560 544 04 -1.8 WM M
Lilastyle Delivary Sysberns Inc OTCOB:LDSY.F 0.50 25.6% 460 446 0.7 -5.1 B5.3 M
Marijuana Comparny of Amenca  OTCPEMCOA 0.03 76.8% 56 55.0 n.a 2149 MM MM
MariMed Inc. OTCOB:MRMD 0.70 16.3% 1198 1194 0. MA MM M
g, Ine. OTCOB:MCIG 07 66.1% 68.5 ET.0 b 12 B.Y MM
Madical Marijuana, Ine. OTCPEMINA 0.10 55.1% 0T My B.0 -39 07 M
Medicine Man Technolegies, e, OTCOB:MDCL 1.7 43.2% 3 300 24 55 16.2 M
OWC Pharmaceulical Research — OTCOB:OWCP 048 85.2% 701 B4.0 01 4.7 WM M
PharnaCyle Blolach, Inc. OTCOB:PMCE 0.05 T1.6% 487 424 n.a MA WM M
Player's Natwaek, Inc. OTCOB:PNTY 0.0 66.1% 450 450 02 4.7 MM M
Pragtosian Proparty. Ine. OTCPK.PRRE 0.52 T5.8% B1.1 935 14.1 MA ] M
SanSal Wellness Holdings, Ine.  OTCPK:SSWH 0.95 29.6% 559 574 0& -1.5 MM M
Slony Hill Corp. OTCPESTHY 250 50.0% 3.0 388 nz2 MA WM M
Surna Inc. OTCOB:SRMA 0.15 35.5% 26 283 6.9 -3.3 441 M
Tarra Tach Comp. OTCOX:TRTC 0.20 42.1% 178.2 1736 5 186 54 M
THC Therapautics, Ine. OTCPK.THCT 0.34 60.6% 7 07 0. 0.0 MM M
The Tinley Baverage Company OTCPK.QRSRF 0.56 15.2% 414 388 04 MA WM MM
United Canniabes Corporation OTCOB:CHAR 0.TE 69.0% 467 46.0 ] MA 002 M
Vitality Biapharma, Ine. OTCABAVBIO 1.85 56.4% 427 41.9 04 4.3 WM M
WEED, Ine. OTCPK:BUDZ 2T 44 8% 279.0 2785 0. -5.2 MM M
WOWI, Ine. OTCPEAWOWU 1.65 67.0% Bi6 547 n.a -26.0 WM MM
| Median  56.4%  $54.1 $54.5 501 -§34  162x  NM
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U.5. stock markets vary Higntﬁcantl}-' in terms of their financial, |'[quidit}f and corporate governance

requirements. Most ULS. publicly traded cannabis-related companies trade on the OTC due to its less

Stringent requirements, as n;.'urnparf:d tio Nasdaq and the NYSE. The ﬁ:"uwing chart Pl‘l]‘-.‘j.d.:.‘.‘i a com-

parison of Nasdaq, the NYSE and the OTC.

U.S. Stock Market Comparison

Market Tiers

Number of Total

Listed

. Cannabis-
Companies

related
Market Total

1
Value Median

Listing or
Trading
Requirements

Minimum
Share
Price

Corporate
Governance
Requirements

Reporting
Requirements

Registration
Reguirements

Masaag

Nasdaq Global Sedect Market
Nasdaqg Global Market
Nasdag Capital Market

3.200+

$11.3 trillion
5334.0 million

Must meet financial and liquidity
criteria under at least one category
of Standards. Criteria mclude:
Stockholders' Equity, Market
Capitalization, Operating History,
Net Incormie, Amount of Publicly
Held Shares and Number of
Shareholders.

MNasdag Global Select
Markat: $4.00

Masdag Global Market: 54.00
Masdaq Capital Market: 52.00

« Annual audit
« Audit committes and
compensation commitiee

* Maijosity of independent
directors

Required o file quarterly
and annual reports

Required {0 register
with the SEC

'Source: [ Global Market Inteligence

NYSE
NYSE American
2 800+
3
529 6 trilion
£1.5 bilion

Must meet financial and liquidity
critenia under at least one category
of Standards. Criteria inchude:
Stockholders’ Equity, Market
Capitalization, Pre-fax Income,
Armount of Publicly Held Shares
and Mumber of Shareholders.

NYSE: 54.00

WYSE Amarican: $2.00

+ Annual audit

+ fudit committee and
compensation commitiee

+ Magority of independent
directors

Required to file quarterly
and annual reports

Required to register
with the SEC

OTCOX
OTCOE
OTCPink

10,300+
212

52477 billion
$0.5 million

OTCOX: Must meet minimum
financial and liquidity
-

OTCOB and OTCPink:
Mo financial and liguidity
-

OTCOX: 50.10
OTCQE: 50.01

OTCPink: Nome

OTCOX and OTCQB:

= Annual audit

= Audit committes

= Two independent directors

OTCPink: Mo requirements

Mot required o make
regular filings

Mot required fo register
with the SEC
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» Public Capital Markets: Canada

As of November 30, 2017, six cannabis-related companies were trading on the TSX, 20 were trading
on the TSXV and 41 were trading on the CSE. Most of the publicly traded cannabis-related companies
in Canada are licensed producers under Canada’s Access to Cannabis for Medical Purposes Regula-
tions, which allow a company to produce and sell medical cannabis products in Canada. A number of

companies traded on the CSE also have cannabis-related operations in the United States. The following

table pr{n’idcs a summary of cannabis-related companies traded on Canadian stock markets.

Summary of Canadian Publicly Traded Cannabis-Related Companies

{Az of November 30, 2017) Average (§U.5. millions)
Number of Market Enterprise LTM LTM
Companies Value Value Cash Debt  Revenue EBITDA
Toranto Stock Exchange (TSX) 6 §13615 51,3114 7.0 3208 526.6 50.8
TSX Venture Exchange [TSXV) 20 1315 1234 108 33 12 =35
Canadian Securities Exchange (CSE) 41 T2.6 T20 20 14 18 =28
Canada &7 S21046 5203.3 £11.1 18 B0 =522

Source; - Global Market Intelligence. Companies that ane traded on more than one market are inchwded in their prmary markeat as determaned by
- Global Market Intelligence, based on stock peice history, trading wolurme and availability of estimates. Enterprize Value is defined as Markat
Value plus Debt minus Cash and Cash Equivalents. LTM is Last Twelve Months. EBITDA is defined as Earnings Before Interest, Taxes, Depreciation
and Amortization.

Stock Price Performance of Canadian
Publicly Traded Cannabis-Related Companies

The following chart shows the stock price performance of selected publicly traded cannabis-related
companies in Canada since Septem ber 30, 2016. The chart indicares thar the stock price pr:rf{}rmancr:
of cannabis-related companies trading on Canadian markets received a boost from the announcement
of the proposed recreational cannabis legislation in Canada by Prime Minister Justin Trudeau and,

more recently, from Constellation Brands’ investment in Canopy Growth.

EFTA00797201
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Canadian Cannabis Stock Price Performance

1500%
1300%
1100%
Q005 Canadian Prime Minister |
announces plans to
legalize recreational Constellation Brands'
T00% cannabis investment in
\ | Canopy Grawth
\ i
500% :
300%
00%
=100%
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——— TEX Index ——— TEWTSXV Cannabis Index ——— C3BE Cannabis Index

Source: [ Global Market Intelligence

Capital Raised by Canadian Publicly Traded
Cannabis-Related Companies

The f{]-"{]-wing table shows the amount of L'apita| (equity and debit) raised h}f cannabis-related compa-
nies traded on Canadian stock markets in the twelve months ended September 30, 2017.

128 2017 Ackrell Capital, LLC Member FINRA 7 5IF
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Capital Raised by Canadian Publicly Traded Cannabis-Related Companies (LTM ended September 30, 2017)

51200

51000

SE00

(3.5, millions)

5400
5200
50
T8X TSXV CSE Total
Amount Raised §403 5334 £a14 £1056
Number of Deals 1 2 28 G0
Average Deal Size sar §16 &1 s18

Source: | Global Market Intelligence

Financial Data and Trading Multiples of Canadian
Publicly Traded Cannabis-Related Companies

The Fn”nwing tables show selected financial and trading informartion of cannabis-relaced companies

that are publicly traded on Canadian markets.

2017 Ackrell Capital, LLC Member FINRA / 5IPC 129
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Toronto Stock Exchange

(5.5, millons, axcept sfock price)

LTH Farward Ferward

Stock % Bekrw EV Revenie EBTDA

Price  S2Week Ml Enferprise LTM LTM Mulkiptas Muiipine Mt plae
Company Ticker iEenT High Value  Value [EV) Revense EBITDA  Fevenue EBITDA 3018 2013 28 2018
Aphria Ine. TSXAPH 891 08% 513802 ST $177 $48 TR WM 3TTx 08 WM 27
Aurara Cannabis In. TSKACE B21 TE% 24835 24068 1&6 47 MM MM 456 136 WM 304
CannMed Thersgeulics Ine. TSXCMED 1515 108% 3478 M5E 120 i 3 MM 06 54 d8S 133
Canopy Growlh Comporstion  TSICOWEED 1430 150% 27206 2817 463 18 571 MM wWTONT WM MM
WedFeial Corp. TSXLEAF 1266 137%  1MEZ  10ME a9 87 353 MM WE a4 WM 2O
"'g"éf;':;iﬂiﬁf% TEXMEPT 154 15.0% 120.8 1274 Erdl a7 8 MM B0 43 WM MM

Median  123% S1M32 #4883 %255 S04 3k WM 343 S6x  dBSe 23x ]

TSX Venture Exchange

[BLLE. millions. excep! stock price)
LM Farward Fanward
ek % Below EV Revenue EBITOA
Price  S:Week  Markel  Enterprise  LTM LTM MulBpiles Multigles MusHiphes
Campary Ticker 11317 High Valse  Wabue [EV] Revenue EBITDA Revense EBMDA 2018 30139 2018 018
ABcann Global Corporstion  TSXWABCH  $1.13 195%  §1527 §120.7 0.7 587 M MK M2 ZEx MM 92
Cannabis Wheslon Income. TSXVCEW 08 565% 157.2 157.0 LR —£.2 KM K A Pl HA
Croree Grous Ine. TSRV LN 338 0% 503.2 454.0 23 25 KM MM 16.1 58 MW 1TE
Delta 9 Cannabis Inc. TSNV MNE 23T 2iE% 1938 145.5 04 -17 M MK T Pdd, HA A
Emitiem Caorp. TSRVEMC 18 BAE% 17 106.0 18 -15 5841 K 10.5 20 HA 58
Emerald Healln Therapeutics  TSXWEMH 237 45% 238 185.8 0.6 -43 HM MK 466 P, HA
Hareesl One Cannsbis ine.  TSXWHVET o 1BE% 6.7 54.1 0.2 -45 M MK 17.0 18 HA 92
Hempen Food and Fiber Ine.  TSEWHEMP 158 3E% 775 74 47 -13 [ K A Pl HA HA
ICC Interrationgl Cannahis  TSXWICC 076 443% 104.8 102.5 01 -45 KM MK 6.4 11 K 40
Invichus MO Skalegies Corp. TSXWIMH 1.12 336% B9.6 f6.7 1.8 -10.3 6 MK 73 36 WM 133
LiGC Capilal Lid TERWLG 0Im MO0% TH.6 66 0.0 -17 M K i Pdé, HA HA
Mapk Leal GreenWodd Inc.  TSXWMGW 046 4% 67.3 £d.2 04 -1.1 KM M A Pl HA HA
Malioral Apeess Clivic Corp.  TSXWAAC .40 3% 240 250 0.7 -24 W7 K HA Pl HA HA
Naturally Splendid Enfer. TERWMEP 0F 450 0.4 ng 18 -43 08 K A Pl HA HA
Hewsiriee Resouress Lid TSNV HP 0.3% 167% 151.1 152.1 0.0 0.3 KM MK A 3 HA HA
OmaniGram Holdings Ine.  TSXMOGI ZE 157% il | 24482 40 52 BOT MK 87 34 465 126
Telra Bio-Fharma Inc TSNV TES 0.5 145% 3.6 2.0 0.0 -13 KM K i Pdé, HA HA
The Hydropolhecary o, TSXWTHCX 152 17.7% 1488 133.3 3.3 -16 407 MK 15.8 36 T T
Virdium Pacilic Group L. TSXWVIR 108 153% 48.5 488 0.0 0.1 M MK [ Pl HA HA
WD Ine. TSRO 168 128% 1232 1240 0.5 14 KM K 9.8 23 K BE
| Median 6% S10E $105.3 0.5 -520 W HM 135  Zex 465k A2

Suun::e:- Global Market Intelligence. Mot Meaningful (NM) used for negafive multiples, and for revenue muliiples greater than 100.0x and

EEITDA multiples greater than 50.0x. Mot Available (NA) used for information that is not avalable. Enterprise Value is defined as Market Value
plus Debt minus Cash and Cash Equivalents. LTM is Last Twelve Maonths. EBITDW is defined as Earnings Before Interest, Taxes, Depreciation

and Amartization.
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Canadian Securities Exchange

[BLLS. millions, excep! stock price)
LTM Forward Farward
Sback o, Below EY Revenisg EBITDA
Price  Si-Wesk Markel Enteraries LM LM Multiples Mutiples Muiltiples
Campary Ticker 1173017 High Value  Value (EV} Revenwe EEBITDAM Revenue EBITDA 2018 201% 38 2018
Aliarce Growers Corp. CEEALE 5016 200% $6.9 6.8 500 50.0 HM WM 50x 03 KM D
Alernale Heallh Carp. CSEAHG 182 TEO% 8.3 6.6 103 —f.4 Tk HM & HA A, A
Bewaws . CSEBE 138 IT5% 44.8 4.1 oo -8.8 HM WM 14 MA KM [
Canada House Wellness Group Inc.  CSECHY 020 435% 5.6 353 44 -4 8.2 MM NA HA A HA
CannaRayally Co. CSE:CRT b B L e 3 96.0 %13 b 8.6 442 M 11 18 1T 8.1
CannTrusl Hoklings Ine. CSETRST 5431 125%  4T1E 4E6.3 126 53 36.0 T o0 55 318 206
DO Canrabis Company Limied  CSE:DOMA 1.06 BT% 16.2 160 oo 0.1 HM T [ HA A M
Ewiana Health Corporation CSE:EHC 108 300% 6.7 17.2 oo 0.0 HM HM HA A, A
Friday Might Inc. CSETGIF 038 13E% 60.3 1.2 0 -1.8 74.3 MM A& HA A A
Fudure Farm Technalogies Ine. CREFFT 037 23E% 7.2 T o3 -15 HM MM NA HA A HA
Inlematianal Cannabrands [ne. CEELIUNLA 018 205% 18 24 0z -1.2 1.8 M NA HA A A
Glsbal Carrabis Appliealiors Corp.  CSE:APP 026 200% 10.5 107 oo -1 HM T Nk MA Tk HA
Ginbal Hemp Group Ine: CEEGHG e TEE 9.3 14.4 oo 0.0 HM T [ HA A M
Gaden Leaf Holdings Lid. CSE:GLH 027 4% 101 1155 78 -10.6 4.6 HM & HA A, A
HeallhSpace Data Syslems Lid CSEHS LOB  234% a7 95 18 -1.5 5.1 WM KA HA A [
High Hamplen Heldings Corp. CEEHC 030 230 18 37 oo -0.3 HM MM NA HA A HA
InMed Promaceiicas Ins CEEIN 052 307% 67.5 E27 oo -4.6 HM M NA HA A A
Isadinl International Ine. CSEISOL 114 1BE% 1512 =0T 14.2 0.6 176 T Nk MA Tk HA
Kansh Bosm BlaTechnalogy Inc. CSEKEE L0 3T5% 0.8 or oo 0.0 HM T [ HA A M
Literty Health Scisrces Inc. CSELHS 193 33E% TS 315 oo 0.0 HM HM & HA A, A
Liberty Leal Hoklings Lid. CEELIE LM 1NE% 0.2 197 oo -1.8 HM WM KA HA A [
Litesslylie Diedivery Systems I C3E: LS 050 264% 46.0 44.5 or -5.1 B5.3 MM NA HA A HA
Lailuis Wesnfires Ine. CEE a0 161% 17.8 177 oo -0.5 HM M NA HA A A
Marapham Yeriures Inc. CSEMDOM 076 5% T4 £a8 o4 -16 HM T Nk MA Tk HA
Maricann Groug Inc: CEEMARI 176 15F% 1627 162.2 31 -14.3 528 T 28 20 KM 5.8
Malica Enfierprises Inc. CEEMM 1.25 5E% 5.1 6.0 oo -1.8 HM HM & HA A, A
MPX Bioceulical Corparalion CSE:MPX 038 515% 007 108.0 106 -1.5 10.2 WM 5.2 23 KM 123
MW Hulraceuticals Inc. CEEMYM 215 TT% 2008 2004 o3 -0.8 HM MM NA HA A HA
Platines Ine. CEEPTX 010 2B 3 98 oo -0.7 HM M NA HA A A
PUF Verfures Ine. CSEPUF D B | 4 1.2 396 oo -1.2 HM T Nk MA Tk HA
Quadron Canralech Corposation CSE:QCC 18 444% 0.7 100 17 0.7 6.0 M [ HA A, A
Quinsam Capital Corporstion C3E0CA L3 M1% 150 128 oo 0.1 HM WM NA HA A HA
Ravenguest Biamed Ine. CSE:RNT 03 4T0% 10 1.1 oo -0.2 HM WM KA HA A [
Supreme Pharmaceulical Inc. C3ESL 108 337 HA3 HE5 12 -13.4 HM MM 166 25  HM 7.8
TemAseand Cofp. CSE:TER 131 135% 1.8 1.0 oo -43 HM M NA HA A A
THC Biomed Inil Lid. C3E:THC 059 330% B5.4 ] oo -1.2 HM T Nk MA Tk HA
True Leal Medicine Interrationsl Lid.  CSE:MJ .69 7% 6.4 458 0E -4 56.9 T [ HA A M
Naleng Growarks Corp. CSENTI LB  33E% 520 518 oo -34 HM HM & HA A, A
\erilas Pharms Inc. CEEVRT .69 5.3% 8.5 7.8 oo -24 HM WM KA HA A [
Modis Pharmaceuficals Ire. C3EWP 030 510 8.2 107 oo -16 HM MM NA HA A HA
Widliower Maruans in. CEE:SUN 052 460% 75 T 0z 0.8 HM M NA& HA A A
| Madisn A% 1.2 $306 a0 -51.5 16.2% WM 9.0x 23 BM4x 80
L
201 kre ta ul SIP 131
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Similar to stock markets in the United States, Canadian stock markets vary signiﬁf:antl}f in terms

of their financial, liquidity and corporate governance requirements. Most Canadian publicly traded

cannabis-relared companies trade on the CSE due to its less SLINgent requIrements, as compa red to the
TSX and TSXV. More than 10% of the companies traded on the CSE are cannabis-related companies.
The F;:Um-."mg chart pmvid{:s a comparison of the TSX, TSXY and CSE.

Canadian Stock Market Comparison

Toronto Stock Exchange T5X Venture Exchange
(TSX) (TS¥V)

Number of Total 1437
¢ Lmtid, Cannabis- "
ompanies  rolated
1
Value'  pedian (su.s.) $282.6 milion
Must meet financial and liquidity
criteria determined by a company’s
. mdustry Criteria include:
I-ISIIIIIH or Earnings, Revenue, Cash Flow
Trading Net Tangible Assets, Adequate
Requirements Waorking Capital, Cash, Market
Capitalization, Amount of Publichy
Held Shares and Mumber of
Shareholders.
Corporate « &nnual audit
Governance « Audit committee
Requirements » Two independent directors
Reporting Required fo file quarterly
Requirements and annual reports

179

20

$33.7 billion
£5.0 million

Must meet financial and liquadity
criteria determined by a
company's industry Criteria
include: Met Tangible Assets,
Revenue, Adeguate Working
Capital, Property, Operating
History, Amount of Publicly
Held Shares and Mumber of
Shareholders.

+ Annual audit
« Audit committee
+ Two independent directors

Required to file quarterly
and annual reporis

Canadian Securities Exchange

(CSE)

337

41

56.2 billion
£6.1 million

Must meet financaal and liquidity
criterta determined by a
company's indusiry and whether
the company is an operating
compsany. Criteria nclude;
Revenue, Assets, Amount of
Fublicly Held Shares and
MNumber of Shareholders.

= Annual audit
= Audit committes

Required to file quarterty
and annual reporis

'Source: - Global Market Intelligence
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w Private Capital Markets
The cannabis industry today is replete with early-stage private companies seeking to raise capital. This
capital, whether equity or debt, may be available from (i) “friends and family,” (ii) more formalized
groups and networks of “angel” investors, (iii) family offices, (iv) dedicated cannabis investment funds
(currently few in number, but growing), and (v} strategic investors. However, because of the legal
considerations, traditional institutional investors—most notably the venture capital and private equity
communities— continue to be mustl:.-r absent from the market.

As with most early-stage companies in other industries, many emerging cannabis-related companies

are trying to follow the typical progression of raising equity capital, as illustrated in the following chart.

Equity Financing Progression for Cannabis-Related Companies

Today Future

JHJE

Individual Investors Institutional and Strategic Investors

Initial Public

Ollering

The following table provides a summary of the reported capital (equity and debt) raised by private
cannabis-related companies in 2016 and year to date through November 30, 2017, While the table
indicates that significant capiral is available in the private markets, we believe that the dearth of acces-
sible institutional capital makes it challenging for many companies to raise subsequent rounds of financ-
ing after successfully securing their start-up capital. In addition, the amount raised per transaction is
small and there have been very few announced financings of meaningful size by private companies.
While we believe that the data is informative, it is challenging to get accurate and comprehensive data
for the number and dollar amount of transactions that occur in private markets within the cannabis

iI'ILII..lStI}? I'_'IC{.'E.U.Et‘ 'l'.'II[: t].'.l.'.‘.' numbcr Gf transactions t].'.I.EIt are not I'.‘.‘F'i'_'ll't'.'_d.

2017 Ackre iita Member FINRA / SIPC 133

EFTA00797207



ACKRELI
CAPITAIL

Cannabis Investment Report | December 2017

Total Capital Raised by Private Cannabis-Related Companies Globally

5600
5500
5400

5300

(5.5, millians)

5200

5100

50
2016 2017 YTD

Amount Raised $256 3483
Number of Deals fi5 102
Average Deal Size 54 85

Source: Ackrell Capital

The following table shows the scarcity of large transactions announced by private cannabis-related

companies for the year to dare thr{}ugh November 30, 2017,

Selected Financings by Private Cannabis-Related Companies (YTD through November 30, 2017)

{(8L1.5. millions)

Issuer Amount Date
dilber Technologies Inc. 850.0 September 2017
Eaze Solutions, Inc. 20 Seplember 2017
Surterra Holdings LLC 134 Seplember 2017
Teewinot Life Sciences Corporation 123 April 2017
Hound Labs, Inc. 81 May 2017
iUNU, Ine. 6.3 August 2017
Green Leaf Medical, LLC 8.0 June 2017
Fx Green Solutions LLC 5.3 July 2017
River Collective 5.0 April 2017
Greene Fox Enterprises 5.0 May 2017

EFTA00797208
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In addition, an increasing number of direct lenders are participating in the private debt markerts
for cannabis-related companies. These lenders represent an important capital source for the industry,
as typical forms of debt capital, such as bank financing, remain unavailable to most companies. As in
other industries, debr financing is typically available only to those companies having meaningful cash
How or tangible assets to secure the debt. While the number of lenders is increasing, there is still a
relative scarcity of debt capiral available to the cannabis industry, which can lead to a higher debt cost
of capital of 200-500 basis points or more for cannabis-related companies, as compared to companies

in other industries.

The following chart illustrates the type of debt that may be available to cannabis-related companies,

rf:prt:irntatiw: terms {]{: S'L'I.Ch dtht, EII'IL{ l'I'IC t}"PE‘.\ GFC{}mFEHiCE [hﬂt may bt.‘ ablc 0 ACCess l'.{tl.'.lt in l'I'IL‘

private markets.

Debt Financing Alternatives for Cannabis-Related Companies

Cost of Capital Covenants
Senior Low Double Digits More Restrictive Type of Type of
Debt Securitization Borrowers:
(if secured): Cultivatars
Land
] Buuur.ln -
Financing . 35 Dispensaries
Mickissns Equipment Product Manufacturers
AR
Inventory
Convertible High-teens to 20%+ Less Restrictive

Debt

» Final Thoughts

As stated previously, valuations and stock price fluctuations in the cannabis industry continue to be
driven more by expectations for the cannabis industry in general than by individual company funda-
mentals. Today, in the public markets, trading volumes are too low, trading prices are too volatile and
operating histories are too limited to place any reliance on current valuation levels in the cannabis
industry. We believe that this dynamic will continue until cannabis-related companies have matured
and start to realize meaninghul revenue, prohrability and other financial metrics that will allow inves-

tors to evaluare Companies within the inr_{ustr].-r b].r more traditional mt:th{:-dulng}r.
It is still too rarl}r to know how the cannabis indmtr}r or its secrors will be valued in the future. It
may come to pass that companies in the cannabis industry are valued comparably to public companies

in industries with similar characteristics, such as the alcohol, tobacco, pharmac:uti{:ﬂ and consumer

EFTA00797209
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products industries, especially as companies from those industries look to enter the cannabis industry,
through acquisition or by other means.

As demonstrated by the more than $2.0 billion raised by publicly traded and private cannabis-
related companies in 2017, capital continues to be available to support the growth of the industry.

In the puhlic markets, we believe thar Canadian stock markets will continue to be the most receptive

globally (until more progress is made in the United States toward federal legalization of cannabis).

Overview of Canadian and U.S. Stock Markets

Larmest exchange in Afiiliate of the TSX for  Perceived as the Largest and most Megative reputation
Summary Canada and one of smaller capitalization “OTC” of the recognized stack with many investors
waorld's largest companies Canadian markefs by  exchanges in the and regulators
many investors workd
High volume of frading  Possible wplisting to Receptive to High wolume of trading ~ Possible wplisting 1o
and liquidity; brand the T3X; better brand comgpanies with LS. and Byuidity; brand other markets; very
Benefits racoqnition; strong than the CSE cannahis operations; recognifion; strong faw requiremants to
institutional support very few listing ingtitutional support frade
requirements
Mot receptive to Mot receptive to Limited frading Strimgent listing Limited frading
compsanies that companies that volume and liquidity; requirements volume and liquidity;
Issues violate U.5. federal violate U3, federal significant prica significant price
law e limited liquadity fluctuafions; Emited fluctuations; limsted
for small issues instiutional support nsfitutional support
Expected to continse  Viable exchange for Viable exchange for With few exceptions, Cannabis companies
to attract the largest smaller Canadian smaller Canadian cannabis companses will continue to trade
Outlook Canadian companies  companies with no companias with will not be abla to on the OTC despite
in the cannabis cannabés operations cannabes operations list while federal the limited benefits

industry

inthe United States

Toronto Stock TSX Venture Canadian Securities
Exchange (TSX) Exchange [TSXV) Exchange (CSE)

inthe United States

MNasdaq/NYSE

prohibition continues

.-"hlthuugh capital continues to be available for select issuers in both the puHic and private markets,

we believe that the cannabis industry will continue to face a large funding gap for the foreseeable

future, driven l‘.ny the lack of institutional investors. However, we believe a growing number of retail,

institutional and family ofhce investors will support the industry in 2018 and beyond.
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CHAPTER VIl
Top 100
Private Cannabis Companies 2018

In this chapter, we present our current list of the Top 100 Private Cannabis Companies. Our determi-
nation to include companies on the list is subjective, and the list is intended to be a cross-section of the
types of companies in the cannabis industry. Our list comprises privately held companies, primarily
U.S. companies, companics we believe have a strong reputation or position in their market segments
and companies pursuing a line of business we consider promising. We intend to update our list period-
ically, and we expect it may change significantly over time.

Maost companies on our list are in early stages of development, and many will need to raise capital ro
succeed. Raising capiral for carly-stage companies in any industry is extremely challenging, Early-stage
cannabis companies seeking capital face the same challenges as early-stage companies in other indus-
tries but must also address challenges unique to the cannabis indusery. Although we hope the compa-
nies on our list ultimately succeed, we expect some will go out of business for any number of reasons,
including lack of access to capital.

Inclusion in our list does not represent an investment recommendation or endorsement of any
particular company or product. We have made investments in and conducted investment banking and
other services for companies included in the Top 100 Private Cannabis Companies 2018 list, and may
do so in the future. Readers should be aware that we may have a conflict of interest thar could affect the
(ijrctivit}r of our decision to include a company in the list. For additional disclosures and disclaimers,

see page 175,

20174 L | Memt MRA ( 137
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Top 100 Private Cannabis Companies 2018

AEssenseGrows
Ample Organics

Apeks Supercritical

Défoncé

Dincie Elixcirs

Dosist

Jetty Extracts

Kikoko

KIVA Confections

River Collective
Rubicon Organics

525 Development

The Apothecarium Eaze Solutions Korova SC Laboratories
Auntie Dolores Eel River Organics LeafLink Scrubbed
Baker Technologies Elemental Wellness Leafly SPARC
BAS Research Euflora Level Blends Spectrum King
BDS Analytics Evolve Therapeutics LiviWell Enlightened Health steep Hill Labs
Beboe Evoxe Laboratories Lunchbox Alchemy StickyGuide
Berkeley Patients Group Flow Kana Mary's Medicinals Strainz
BioTrackTHC Flowhub Meadow Teewinot Life Sciences
Bloom Farms Funk5ac Merry Jang Tikun Olam
Brewbudz Garden State Dispensary MiNDFUL Treez
Bud and Bloom GFarmalabs MJ Freeway Trellis
Calyx Brands Gold Coast Extracts Mlardin Trulieve
Cannabis Reports Green Dot Labs MM Acquisition Co. Utopia Farms
CannaCraft Green Flower Media Mative Roots VapeWorld
Cannakorp Green Rush Mew Vansterdam Vapexhale
Colorado Harvest Company The Green Solution Morthwest Cannabis Solutions  VCC Brands
Columbia Care Harborside Health Center NWT Holdings (Firefly) Vuber
Confident Cannalbis Harvest Organa Brands Wana Brands
Cultivation Technologies Headset PAX Labs Web Joint
Cura Cannabis Solutions HellaMD PharmaCielo Weedguide
CW Analytical Humboldt Legends PREHETD Media Weedmaps
Deap Cell Incense Specialties Qind Wellness Connection of Maine
138
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Ample Organics ampi -organics w

Sunnyvale, California

AEssenseGrows is a producer of modular aero-
ponic systems for cannabis cultvation. The
company develops full-scale cultivation systems
equipped with software, automaton and moni-
toring capabilities. Such systems enable culti-
vators to deliver nutrients to the plant more
ctheiently, and thus generate higher-yielding

output than conventional cultivation systems.

&

Apeks Supercritical HF}E‘ S

Toronto, Ontario

Ample Organics is a software developer for can-
nabis cultivators. The company offers a system
to track all aspects of the cannabis cultivation
business. The company’s products enable medi-
cal cannabis producers in Canada to comply

with Canadian law.

APOTHECARIUM
The Apothecarium

Johnstown, Ohio

Apeks Supercritical is a provider of botanical
oil extraction systems that utilize subcrirical
and supercritical CO: gas as a solvent. The
company’s fully automated systems range from
a 1-liter benchtop system to a 40-liter produc-
tion system. These systems provide consistent
extraction results for the production of cannabis

CONCeniranes.,

san Francisco, California

The Apothecarium is an operator of recreational
and medicinal cannabis dispensaries. The com-
pany offers cannabis flower, concentrates, edi-

bles and accessories thmughuut its locations in

California and Nevada,

EFTA00797213
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soe BAKER

Baker Technologies

Dakland, California

Auntie Dolores is a producer of branded can-
nabis-infused edibles. The company produces
a variety of edibles, including pretzels, biscuits,
brownies, cookies, corn and nuts. The compa-
ny’s products are sold directly to cannabis con-

sumers and thmugh cannabis dispr:n&arit:s in

California.

BAS Research

Denver, Colorado

Baker Technologies provides a customer rela-
tionship management platform for cannabis
dispensaries and brands. The company provides
messaging, loyalty programs and online order-
ing features to enable cannabis dispensaries to

atrracet and retain cannabis consumers.

BDS Analytics

Berkeley, California

BAS Research is a cannabis research and man-
ufacturing company. The company provides
its clients with bulk cannabis 0il, cannabis-oil
extraction consulting services, contract manu-

Facturing and fulbllment.

Boulder, Colorado

BDS F'Lnahrtics is a pmvidt:r of data anal}rtic&

solutions to the cannabis industry. The com-
pany tracks data from point-of-sale systems
to provide insight into consumer buying
patterns. The company sells its solutions to a

Vl.'i{.lt‘ range {}f CUStOMmMEers.
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N

Berkeley Patients Group

Los Angeles, California

]
Beboe is a pruduccr of branded cannabis pr{:-d-

uces. The cnmpan}r\s cannabis oil vaporizers and
cannabis-infused edibles are available in dispen-

saries th r{:-ughuut California.

BioTrackTHC @B’"rﬁxﬂm

Berkeley, California

Betkeley Patients Group is an operator of
a cannabis dispensary. The company retails a
broad variety of cannabis products, including
flower, pre-rolls, concentrates, edibles, topicals,
seeds and accessories. It also operates an online
e-commerce portal and offers a limited same-
day delivery service to patients in Berkeley,

California and the Surmunding area.

Bloom Farms

B0 AR

Ft. Lauderdale, Florida

I

BioTrack THC is a provider of compliance and
business management software for the retail
cannabis industry. The company’s software plat-
form is designed for inventory and sales man-
agement to track the seed-to-sale process and is
used by recreational and medicinal dispensaries,

f:u|tivat{:-1's Eﬂd stare guvrrnmcnts_

S5an Francisco, California

Bloom Farms is a producer of branded cannabis
pr{:-duct:i.. including cannabis oil and Hower. The

company’s products are available in dispensaries

throughour California.
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Bud and Bloom

San Diego, California
www.brewbudz.us

Brewbudz is a manufacturer of branded canna-
bis-infused products. The company develops
cannabis-infused coffee, tea and cocoa pods that
can be used in I‘{rurig":'-"JI systems. lts products are

available in select dispensaries in Nevada.

Calyx Brands

Santa Ana, California

Bud and Bloom is the operator of a cannabis
dispcnsa ry. The company offers cannabis flower,
concentrates, edibles and accessories and sells

these pruducts at its Sanra Ana locaton.

CANNABIS
Cannabis Reports REPORTS

Dakland, California

Calyx Brands is a cannabis distribution com-
pany. The company engages in the distribu-
tion, transportation and markf:ting of cannabis

P r{:-du;:ts.

Berkeley, California

Cannabis Reports is a publisher of industry data
for cannabis users and business owners. The
company offers news, studies, product informa-

tion and dispcnsar}r information.

EFTA00797216
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CannaKorp

CannaKorp

Santa Rosa, California

CannaCraft is a producer of branded strain-
specific cannabis concentrates and cannabis-
infused edibles. The company provides a range
of high-THC produces, including concentrate
cartridges, oils, softgels, sprays and straws. It
focuses on providing concentrates of the most
popular cannabis flower strains. Products are
sold through cannabis dispensaries in Califor-
nia. The company manufactures its products
under the AbsoluteXrracts, Care By Design and
Satori brands.

Colorado H
Harvest Company £

Boston, Massachusetts

CannaKorpisa manufacturer of branded canna-
bis consumer pmduf_‘ts. The company pr{}ducf:s
the CannaCloud, a tabletop vaporizer system

utilizing singlt:—l.wr cannabis-infused p{:-ds.

C

COVL L simA

Columbia Care

Denver, Colorado

Colorado Harvest Company is an operator of
recreational and medicinal cannabis dispensaries
and cultivation facilities. The company’s three
dispensary locations retail Hower, concentrates
and edibles. It also operates an indoor hydro-
ponic grow facility.

MNew York, New York

Columbia Care is an operator of medical can-
nabis dispensaries and cultivation facilities. The
company operates 27 medical dispensaries across
9 states and the District of Columbia under sev-

eral brands, inc|uding Columbia Care, Curative

Health, Patriot Care and SWC Arizona.

EFTAO0797217



Confident Cannabis

Cultivation
Technologies

Palo Alto, California

Confident Cannabis is a cannabis lab-testing
and analytics company. The company allows
users to view the results of their product testing
and analytics in an online platform. Its technol-
ogy can be integrated into dispensary websites.

CURA

CAMMANS ROUUTIONS

Cura
Cannabis Solutions

Cannabis Investment Report | December 2017
Coachella, CA

(D . FECHHBLBGI‘!‘E‘E
]

Cultivation Technologies provides infrastruc-
ture, genetics, technology and branding to the
legal cannabis industry. The company is build-
ing a campus for the development of pharma-

ceutical-grade cannabis products.

CW Analytical iCWANAI:TUC.AL

Portland, Oregon

Cura Cannabis Solutions is a provider of can-
nabis concentrates. The company offers canna-
bis distillates and oils to consumers and edibles
manufacturers. Its products are available in dis-
pensaries throughour California, Nevada and

Oregon.

Dakland, California

I

CW Analytical is a cannabis lab-testing company
that tests cannabis and cannabis-based products
for potency, pesticides and microbiology. The
company also consults with dispensaries and
edibles manufacturers to provide best practices

for product handling and product labeling.

EFTA00797218
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DEFONCE

CHOCOL AT | E®

Défoncé

Seattle, Washington
www.deepcell.industries

Deep Cell is a synthetic biology and cannabis
intellectual property holding company. The
company provides licenses to companies who
wish to produce Deep Cell’s cannabis-infused
sugar. Its products are available from Deep Cell

licensees.

JIXIC

Vbl il bl & Ea b

Dixie Elixirs

Dakland, California

Défoncé is a pmductr of branded cannabis-

infused products, primarily focusing on choco-
late-based edibles. The company offers a wide
range of chocolate-bar flavors thar are available
in dispensaries located throughout California.

O

dosist

Dosist

Denver, Colorado

Dixie Elixirs is a producer of branded canna-
bis-infused edibles. The company produces
a wide range of products, including choco-
late-based edibles, beverages, capsules, mints,
energy shors, topicals and disposable vapor-
izer pens. The company'’s products are sold in
many dispensaries throughout California and

Colorado.

Los Angeles, California

Daosist is a producer of cannabis vaporizers.
The company develops pre-filled cannabis vapor-
izers that are designed to provide consumers
with a specific mood. The company’s products
arc available in dispensaries located throughout
California,
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( EelRiver
Eel River Organics )rgarHCS

San Francisco, California

Eaze Solutions is a developer and provider of
an on-demand cannabis delivery-service appli-
cation that enables consumers to order canna-
bis products via mobile devices. The company'’s
mobile application allows users to access a daily
menu of cannabis products for purchase and

direct-to-consumer delivery.

Elemental
Wellness

elemental

CAFYARE EQLLISTIVE AHD WHLL Rl AR CEMTTA

Sacramento, California

]
Eel River Organics 1s a pr{:-ducf:r of branded

cannabis products from Humboldt County,
California. The company offers cannabis flower,
concentrates, vaporizer cartridges and cultiva-
tion equipment. lts products are available in

selecr California di&prnsarit&.

cutidra

Euflora

San Jose, California

Elemental Wellness is an operator of a cannabis
dispensary and wellness center in San Jose, Cal-
ifornia. The company offers a range of cannabis
Hower, concentrates and edibles, as well as deliv-
ery services and a range of wellness classes.

Denver, Colorado

Euflora is an operator of four recreational can-
nabis dispensaries in Colorado. The company’s
locations sell Hower, pre-rolls, concentrates, top-
icals, seeds, vaporitzers and branded accssories.
The company also cultivates numerous cannabis

strains in its own grow facility.
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EVOXE

LABORATORIEGSw

Evoxe
Laboratories

San Francisco, California

Evolve 'l"hrraptutics 15 a bit:pharmaccuticﬂ
company focused on the research and manu-
facture of cannabinoid-based medications. The

company produces a variety of cannabis prod-
ucts that are available in dispensaries located

thmugh{:-ut California.

2 FLOW KANA

Flow Kana »

Dakland, California

Evoxe Laboratories is a producer of cannabis
vaporizers. The company develops pre-filled
cannabis vaporizers that are designed to provide
consumers with a specific mood. The company'’s
products are available in dispensaries through-

ourt California,

Mz flowhub

Flowhub

San Francisco, California

Flow Kana is a producer of cannabis flower. The
company owns property in Mendocino County,
where it plans to partner with small cultivators
to create an insttute for cannabis manufactur-

ing, education and leisure.

Denver, Colorado
www.flowhub.co

Flowhub is a provider of inventory management
software for the cannabis industry. The com-
pany provides software to aid cultivators and
dispensary operators in tracking their business
from seed to sale. The software is designed to aid

CUSTOMErs 1n E{Jmplianc:.
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Garden State Dispensary

Denver, Colorado

L

FunkSac is a provider of compliant packaging
solutions for the medicinal and recreational
cannabis industry. The company has a com-
prehensive product line manufactured with
FDA-approved material and eco-friendly can-
nabis packaging solutions that are highly secure.
Funkbac retails its products to cultivarors,

dispensaries and edibles manufacturers.

GFarmalLabs

Woodbridge, New Jersey

Crarden State Dispensary is a medicinal cannabis
dispensary located in New Jersey. The company
produces its own medical cannabis and offers a

paticnt 1".‘.'5'.‘:3.1'(_'].'[ E.l'ld. cnunsrling program.

Gold Coast
Extracts

[ T

Anaheim, California

GFarmalabs is a producer of branded canna-
bis, cannabis-infused edibles, cannabis concen-
trates and vaporizer accessories. The company
produces pre-rolls, beverages, chocolate-based
edibles, honey, concentrate cartridges and injec-
tors. GFarmalabs sells its products through
dispensaries in California and Washington. Its

Fr{}d.LIL'tﬁ arc mark::n:d a5 htiﬂg pmduct:d I'-HIII'I':I

“100% indoor Aower.”

Los Angeles, California

Gold Coast Extracts is an extraction consultant
and producer of branded cannabis concentrates.
The company provides extraction consulting
services to cultivators and concentrates pro-
ducers. It also produces an award-winning line
of branded cannabis concentrates in shatter and
wax form. The company’s products are sold in

dispcnsa ries thro ughnut California.
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"FLOWER

Green Flower |' (4 \GREEN

Media :

Boulder, Colorado

Green Dot Labs is a cultivation and extraction
company that provides branded concentrates
to consumers. The company operates an indoor
hydrocarbon  extraction facility and  unlizes
proprietary cannabis-flower genetics to produce
whole-plant  extracts. The company’s prod-
ucts are available in dispensaries throughour

Colorado.

greenRush

Green Rush

Ventura, California

Green Flower Media is a digital media com-
pany operating a website that offers cannabis
industry information. The company offers
online classes to customers who are interested in
learning about all things cannabis-related. The
company’s website also offers informational live

streams from industr}r pmfcssiu nals.

{GREEN)

The Green Solution Selulian

San Mateo, California

Green Rush provides an online medical can-
nabis delivery service. The company offers a
range of cannabis flower, concentrates, edibles,
tinctures and accessories. It has partnered with

hundreds of cannabis di&prnsarirs in California,

Colorado, Nevada, New York and Michig:an.

Denver, Colorado

The Green Solution is an operator of medici-
nal and recreational cannabis dispensaries. The
companys 15 locations retail flower, pre-rolls,
concentrates, edibles, ropicals, seeds, vaporizers
and branded accessories. The company also pro-
duces its own line of branded concentrates and

edibles.
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Harvest HA

e b

Dakland, California

Harborside Health Center operates cannabis
dispensaries. The company's two locations retail
Hower, pre-rolls, concentrates, edibles, seeds,
topicals and accessories. The company sources

cannabis-Hower products from local cultivators.

O) HEADSET

Headset

S5an Francisco, California

Harvest is an operator of cannabis dispensaries.
In addition to offering a full range of cannabis
products, the company’s dispensaries also serve
as smoking lounges. The company has two loca-

tions in San Francisco.

ot Hello MD

Seattle, Washington
www.headset.io

Headset is a dara analytics company for busi-
nesses within the cannabis industry. The com-
pany offers a SaaS product that tracks market
data, business intelligence and retailer-direct

dara with clients located in states where canna-

bis has been legalized.

san Francisco, California

I
HelloMD provides a digital healthcare plat-

form. The company provides prescriprions for
medicinal-cannabis patients via online, live
video consultations. The company alse pro-
vides a dispensary locator and cannabis product

CEVIEWS,
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Incense

Specialties #THISTHINGRIPS®

Trinidad, California

Humboldt Legends is a producer of canna-
bis flower products sourced from Humbolde
County, California. The company offers can-
nabis flower in eighths and pre-rolls. The com-

pany’s products are available in dispensaries
throughourt California.

Jetty Extracts

Lake Worth, Florida

Incense Specialties is a producer of cannabis
vaporizers. The company designs and manufac-
tures a line of vaporizer pens under the brand
name “This Thing Rips.” The company'’s prod-
ucts are available in more than 4,000 points of
sale across the Unirted Stares and Canada.

Kikoko

Dakland, California

Jetty Extracts is a producer of cannabis vapor-
izers and cannabis concentrates. The company
develops pre-filled cannabis vaporizers, car-
tridges and wax that offer the consumer formu-
lations of both THC and CBD. The company’s
products are available in dispensaries through-

out California.

san Francisco, California

kipleko

Kikoko is a producer of branded cannabis-

infused teas. The company offers a range of
THC and CBD teas. Kikoko products are avail-

able in select California dispr:nsarit:s.
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Korova

San Leandro, California

KIVA Confections is a producer of branded
cannabis-infused edibles. The company’s award-
winning products are sold through cannabis
dispensaries in California and Colorado.

leaflink

LeafLink

Dakland, California

Korova is a producer of branded cannabis-
infused edibles. The company offers a selection
of cannabis-infused cookies and brownies ar
varying potencies. The company’s products are
available in dispensaries located in California,
Arizona and Nevada.

dLeafly

Leafly

Mew York, New York

LeafLink provides a software platform to facili-
tate e-commerce B2B sales, CRM and order
fulfillment tracking of products for cannabis
brands and dispensaries.

Seattle, Washington

]

Leafly is a digital media company. Its online
directory and content platform for cannabis
consumers provides information about locations
of dispensaries, news pertaining to the cannabis
industry and the effects of different cannabis
strains.
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LivWell

Enlightenad +edl th

LivWell
Enlightened Health

San Francisco, California

Level Blends is a producer of branded canna-
bis concentrates. The company utilizes a pro-
prictary extraction process to produce a line of
branded concentrates for use in vaporizers. The

L'nmpany‘s pmducrs are available in disprnsarir&
throughout California.

Denver, Colorado

I
LivWell Enlightened Health is an operator of

medicinal and recreational cannabis dispen-
saries and cultivation facilities. The company
operates 15 retail locations in Colorado and
Oregon and sells flower, pre-rolls, concen-
trates, edibles, topicals and branded accessories.
It also operates an indoor cultvation facil-
ity and is recognized as the largest cannabis-

Sector cmphl:ﬂ:r in Colorado.

MARY'g

Lunchbox

LUNCHBODODX
Alchemy @ " Mary’s Medicinals MEDICINALS
Bend, Oregon Denver, CO

]
Lunchbox Alchemy is a producer of branded

cannabis-infused edibles and cannabis concen-
trates. The company produces cannabis-infused
candies and macaroons, concentrate cartridges
and ethanol tincrures. Its products are available
in dispensaries throughout Oregon.

I
Mary’s Medicinals is a producer of branded

cannabis concentrates. The company provides
a range of transdermal patches and pens, rtop-
icals and powders featuring cannabinoid-based
concentrates. The company’s award-winning
products deliver cannabinoids, including THC

and CBD as well as THCA, CBN and CBC.
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N

Merry Jane ME

—

San Francisco, California

Meadow is a developer and provider of an on-de-
mand cannabis delivery-service application for
dispensaries. The company markets online and
mobile-ordering applications for dispensaries.
The web and mobile applications allow users
to access a menu of cannabis products for pur-
chase and direct-to-consumer delivery through

dispensaries.

MiINDFUL

Los Angeles, California

Merry Jane is a digital media company focused
on the cannabis industry. The company’s web-
site provides commentary on recent events, pop
culture, business, politics and health-related
news. The company provides strain reviews and

information, as well as a dispr:nsar}r locator.

MJ Freeway MJ FREEWAY

Denver, Colorado
www.bemindful.today

MiNDFUL is an operator of recreational and
medicinal cannabis dispensaries. The com-
pany operates five retail locations in Colorado
and a single location in Illinois. The company
sells flower, concentrates, edibles, ropicals and

I::I randrd ACCESSOTIOS,

Denver, Colorado

M] Freeway is a provider of enterprise man-
agement software for the cannabis indusery.
The company’s core solution is a software plat-
form for inventory and sales management to
track the seed-to-sale process in compliance
with state requirements. The software is used
by recreational and medicinal dispensaries,
infused-product manufacturers and cultivators.
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Denver, Colorado

MJardin is a provider of cannabis cultivation
management services. The company offers facil-
ity design, inventory tracking, and management
and operational consulting services. The compa-
ny’s services are available in stares having medi-

{_'E.I ar ].".‘.‘Cl'CEtiDI'Iﬂ.I ].EWS.

native roots

COLONADD

Mative Roots
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MM Acquisition Co.

Los Angeles, California

MM Acquisition Co. 1s a prmridrr of turnkt::,r
real estate services and business services o can-
nabis cultivators and disprnsary operators in
California. The company operates in three busi-
ness segments: Property Leasing Business, Ser-
vices Business and Other Belated Businesses,

/AJERDAM

New Vansterdam

Denver, Colorado

Native Roots is an operator of medicinal and
recreational cannabis dispensaries and culi-
vation facilities. The company operates 21 dis-
pensaries and retails Hower, pre-rolls, concen-
trates, edibles and vaporizer accessories. The
company also sells a line of branded hash-oil
concentrates under the “Native Roots Extracts”
brand. It operates an indoor cultivation facility
and has won numerous industry awards for the

operation.

Vancouver, Washington

MNew Vansterdam is an operator of a canna-
bis dispensary in Washington. The company
offers a selection of cannabis Hower, concentrates,
edibles and rtopicals. It also offers online

ordering.

—
(¥, ]
LN
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NWT Holdings (Firefly) Firefly

Olympia, Washington

Northwest Cannabis Solutions is a manufac-
turer of white-label cannabis products. The
company offers cannabis flower cultivation,
extraction and infused edibles. It supplies dis-

pensaries thmughnut Whas hingtun.

== imn,ﬂ

Organa Brands S=RANIOS

Denver, Colorado

Organa Brands is a manufacturer and distribu-
tor of cannabis products and vaporizers. The
company manufactures and retails its products
under the Organa Labs, O.penVAPE, Bakked,
Magic Buzz and District Edibles brands. The
companys products are distributed through

1,200 dixpcnxarir:s ACTOSS ten states.,

S5an Francisco, California

]
NWT Holdings is a vaporizer technology com-

pany. The company dcsigns and manufactures
branded cunw:ctivr-hrating vaporizers under
the “Firefly” brand. les portable vaporizer is

dfﬁigﬂi‘.‘d f{}I (IR V-.’ith concentrates and H{:-wrr.

\N/
N\

PAX Labs

San Francisco, California

I

PAX Labs is a vaporizer technology company
that designs and manufactures branded vaporiz-
ers that use conductive heating. The company'’s
portable vaporizers are designed for use with
concentrates and Hower,

156

EFTA00797230



PharmaCielo

PharmaCielo # Made in Colombia
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PROHBTD

PROHBTDMedia | m £ 0 1 & |

Rionegro, Colombia

PharmaCielo is an emerging global supplier of
naturally grown and processed, standardized
medicinal-grade cannabis extracts. The com-
pany holds the first cannabis-processing license
issued under the legal framework of Colombia’s
cannabis laws and has one of the largest culti-
vation platforms in the cannabis industry, with
more than 14.6 million square feet of company-
owned or contracted open-air greenhouses in

Colombia, South America.

QIND

QI nd Tha Kind Exgenence

Los Angeles, California

|

PROHBTD Media is a vertically integrated
digital media company. The company provides
digital agency services to cannabis brands, main-
tains a cannabis-related art, music, video, fash-
ion, travel and lifestyle website and develops
original media content focused on the cannabis

ind UStry.

v

River Collective

San Francisco, California

I
Qind is a producer and distriburor of branded

cannabis products, including flower, concen-
trates, edibles and other infused products. The
company sclls directly to consumers through
in-home events, e-commerce and next-day
home delivery. The company also provides edu-
cational marterials and content to its customers

thmugh its social nerwork.

Sacramento, California

River Collectve is a distribunion company for

branded cannabis pr{}dutts. The company part-
ners with  businesses thmughnut California

lhﬂt pr{]ducc cannabis HHWCT.. concentrates EI.I'Id.

edibles.
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S2S

DEVELOPMENT INC

525 Development

Bellingham, Washington

Rubicon Organics is a licensed cannabis culti-
vator specializing in the growing, processing,
packaging and marketing of cannabis. The com-
pany is developing greenhouses in Washingron

and California.

SC Laboratories

S5an Francisco, California

L]

525 Development is a contract manufacturer
and distributor of cannabis products. The
company provides manufacturing, co-packing,
testing and distribution services to cannabis

companies.

2
N
scrubbed

Scrubbed

) I
SClalns
santa Cruz, California

I

SC Laboratories is a cannabis lab-testing com-
pany. The company tests cannabis and cannabis-
based products for potency, pesticides and
microbiology, adhering to FDA and other
guidelines in its resting. The company also pro-
vides consulting services to cultivators, dispen-
saries and producers of cannabis-infused edibles

to implement industry best practices.

S5an Francisco, California
www.scrubbed.net

Scrubbed is an outsourced bookkeeping,
accounting and tax fArm serving the cannabis
industry. The company has a dedicated cannabis
practice that provides clients with comprehen-

sive turnkc].r accounting and tax solutions.
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Iy
SPECTRUM

Spectrum King KING

San Francisco, California

SPARC operates three cannabis dispensaries. It
also provides lab-testing services. In addition to
the company’s dispensary locations, the com-
pany provides a direct-to-consumer delivery ser-
vice for Hower, pre-rolls, concentrates, edibles,
seeds and accessories. The company performs
in-house testing of its products and operates its

own cultivation fa{:ﬂit].r.

& Steep Hill

Steep Hill Labs

Canoga Park, California

Spectrum King is a producer of cannabis grow
lights and accessories. The company offers a
range of full-spectrum LED grow lights and
grow tents. lts produces are available through a
network of international distributors,

StickyGuide STICKYCGuide

Berkeley, California

Steep Hill Labs is a cannabis lab-testing
company that tests cannabis and cannabis-
based products for potency, pesticides and
microbiology. The company has developed
QuantaCann2™, an in-feld cannabis-testing
technology system; GenKit™, a male cannabis-
plant identihcation system; and Strain Finger-
print™, a graphical depiction of a strain’s most
common cannabinoids. The company has loca-

tions or licensees nationwide.

Los Angeles, California

I

StickyGuide is a  digital media company
that operates an online content and direc-
tory site focused on cannabis consumers. The
companys website provides detailed canna-
bis-strain information as well as reviews. The
company also provides a dispensary locator.
The website maintains an active member base

and an online user-generated content forum.
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Strainz strainz Life Sciences BN Lire sciences

Las Vegas, Mevada

Strainz is a cannabis-brand management com-
pany. The company partners with producers to
create cannabis oil cartridges and tinctures. Its
products are available in dispensaries located in

Colorado, Nevada and Wa.'-;hingmn.

T Aamdh] AW

Tikun Olam

Tampa, Florida

Teewinot Life Sciences is a pharmaceutical com-
pany focused on the biosynthetic production of
cannabinoids. The company has developed pro-
cesses for cannabinoid formuladons intended
for cannabinoid-based human therapies.

IREEZ:

Treez

Safed, Israel
www.tikun-olam.info

Tikun Olam produces and supplies cannabis in
Israel. The company cultivates medical cannabis
strains, conducts research and educates patients
on the use of medical cannabis. It conduces busi-
ness in Israel, Canada, Australia and the United
Stares.

Fremont, California
www.treez.io

Treez is a software company that has developed
an enterprise resource-management  platform
for cannabis dispensaries. The company pro-
vides software and services to support all aspects
of operations in dispensaries located throughour
a number of states.

1a0
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¥ &

= Trulieve

Trulieve

Dakland, California

Trellis provides inventory-management software
for the cannabis industry. The company pro-
vides software to aid cultivators, producers and
dispensary operators in tracking their business
from seed ro sale. The software is designed to aid

Customers in {:umpﬁancc.

UTOPIA-ZFARMS

Utopia Farms

Quincy, Florida

Trulieve is an operator of medical cannabis
dispensaries in Florida, offering a selection of
concentrates in the form of capsules, syringes,
tinctures and vaporizers. The company also
maintains its own cannabis cultivation faciliry.

VapeWorld (# VapeWorld

Santa Cruz, California
www.utopiafarms.org

Utopia Farms is a producer of branded can-
nabis products. The company produces
cannabis Hower, concentrates and  cannabis-
infused macaroons that are available in dispen-

saries th r{:-ugh{}ut California.

Boca Raton, Florida

VapeWorld operates an online e-commerce web-
site dedicated to cannabis accessories. Vapor-
izers from leading manufacturers, as well as parts
and accessories, are available on its website. The
company also provides consumers with online

content E.I.'!{}l.ll' ‘L’E.Pi]'lg.
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vCC

VCC Brands

San Francisco, California

Vapexhale is a vaporizer technology company
that designs and manufactures branded vapor-
izers that use conductive heating. The com-
pany develops tabletop and portable vaporizers
that are designed for use with concentrates and

H{]W'L‘.'I.

VUBER

Vuber

Los Angeles, California

VCC Brands is a manufacturer of branded can-
nabis-infused products. The company offers
cannabis-infused beverages, cookies, choco-
lates, teas, honeys, cooking oils and tincrures.

Its products are available in dispensaries located

thmugh{:-ut California and Washingt{:-n_

Wana Brands wana

Seattle, Washington

Vuber is a manufacturer of cannabis vapor-
izers. The company designs and markets can-
nabis vaporizers and vaporizer accessories that
are available in retail stores and dispensaries in
Washington and Oregon. The company's prod-

ucts are also available online.

Boulder, Colorado

Wana Brands is a producer of cannabis-infused
products, including cannabis-infused candies
and capsules. Its products are available in dis-
pensaries in Colorado, Oregon and Nevada.
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Weedguide

Los Angeles, California

Web Joint is an online technology software-
as-a-service company. The company provides
software for dispensaries to manage point-of-
sale transactions, online ordering and delivery
management. The software integrates with a
dispensary’s website for a white-labeled software

solution.

Weedmaps

weedquide
San Diego, California

Weedguide is a digital media company that
operates a cannabis-centric search engine and
an informatonal website about recreational and
medical cannabis, The site offers a collection of
articles, videos, products, dispensary locations,

recipes and strain information.

&
WELLNESS

c'—"*ms:'ll“"'

Wellness
Connection of Maine

Orange County, California

|

Weedmaps is a digital media company that
operates an online networking and content
directory site. The company allows users to
locate and view reviews of local cannabis dispen-

saries, as well as usrr-—grnrratt:d strain reviews.

Portland, Maine
www.mainewellness.org

Wellness Connection of Maine is an operator
of medical cannabis diﬁpcnsaritﬁ in Maine. The
company offers a selection of cannabis flower,

concentrates, edibles and recipes.
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CHAPTER IX
Cannabis Industry Risk Factors

Companies in the cannabis industr}r are subjtct to many risks. The realization of one or more of these
risks could have a marerial adverse effect on the business and results of operations of a company and

on its lenders, investors and principals. The following discussion highlights some, but not all, of these

risks.

Risks Related to U.S. Federal Law

* The manufacture, distribution, dispensing and possession of cannabis are strictly controlled
under the Controlled Substances Act (CSA), irrespective of whether such activities comply with
applicable state law. Financial transactions in connection with cannabis-related violations of
the CS5A may violate other federal laws. Individuals and husintsscs—induding the principa|5,
employees, directors, agents, lenders and investors of such businesses— that violate the CSA or

such other laws are 5u|::nj1:cl: to fines, asset selzure and imprisonment under federal law.

* Federal statutes and policies that currently restrict or deprioritize enforcement of certain C5A
violations related to cannabis are subject to expiration, rescission and other changes. There can
be no assurance that in the future the federal government will not strictly and aggressively enforce

cannabis-related CSA provisions.

* If CSA controls applicable to cannabis are relaxed or repealed in the future, other federal laws
and n:gulatiuns governing the pmductiun. distribution and markt:ting_ of pmducts for human
consumption, such as the Federal Food, Drug, and Cosmetic Act, may be more strictly enforced

h}r the federal government in relation to the cannabis indmtr}-’.

* (CSA controls and federal enforcement priorities applicable to cannabis both preclude interstate
commerce in cannabis and cannabis pmducts. As a result, it can be cust|}r or impractical for
companies in the cannabis indusrr}r to operate in mu|tip|c states and to gain economics of scale

through centralized operations.
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* Federal income tax law precludes a business that “consists of trafhicking in” cannabis or cannabis
products from deducting certain operating expenses in determining its federal income tax. As a
result, businesses in the cannabis industry may have effective tax rates significantly higher than
other businesses subject to federal income tax, may owe tax on taxable income that is not actual
economic income generated by the business and may have tax liabilities in amounts that exceed

L'H.RI'I FCSCIVESs.

* Because of C5A controls on cannabis and federal laws applicable to banks and other financial
institutions, companies in the cannabis industry may not be able to open or maintain bank
accounts or access products and services of traditional financial institutions, such as credir facil-
ities, payment processing and insurance coverage. A lack of access to banking and other tradi-
tional financial products and services increases the time, effort and expense related to ongoing
operations and increases risks associated with cash transactions and the use of alternative prod-

ucts and services.

* Trademarks used by companies to identify, distinguish or indicate the source of cannabis or
related products or services that are illegal under federal law are not eligible for registration under
federal trademark law, which is generally recognized as the most comprehensive trademark pro-
tection available in the United States. Alternarive means of protecting such trademarks may not

be available or may provide protections inferior to the protection provided by federal registration.

* Protections afforded under federal bankruptey law generally are not available to companies whose
assets consist of federally illegal cannabis products or proceeds therefrom or to the creditors of

such companies.

* The federal government may pursue legal action against a state related to the state’s cannabis
laws, which may result in significant changes to the state’s legal landscape as it relates to cannabis

and may matt:riaﬂ:,r and advt:rst:h,r affect cannabis businesses in the state.

* Cannabis companies outside the United States whose business p|ans anticipate eventual access
to U.S. markets face uncertainty as to the timing or nature of changes in federal law that would

allow Importation of cannabis pmducts into the country.

Risks Related to U.5. State and Local Laws

* Stare laws and rcgu|atin-n5 that |tga|izt or decriminalize cannabis and relared activities are rela-
tively new and may change significantly or be reversed. The extent and nature of any such changes
are not foreseeable and may force cannabis companies to materially alter their business models,

suffer material losses or cease operations cntirth.r.

* State and local laws may limit the number of cannabis businesses in the state or in a particular
locality, restrict the nature of such businesses (for example, by prohibiting for-profit cannabis

businesses) or p|act: restrictions on the persons pcrmittcd 10 OWIN OF operate such businesses.

* Many state and local jurisdictions support legalizing or decriminalizing cannabis activities pri-
marily for the potential to generate tax revenue, and there is significant public pressure to impose
a heavy tax burden on those participating in the cannabis industry. State and local governments
may impose significant taxes on commercial cannabis activity and may do so unpredictably.
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There is currt:nthr a lack of broad interstare reciprocity with respect to can nabis laws,

Even in states where cannabis is legal under state law, local jurisdictions may impose bans or
restrictions that materially interfere with or effectively prevent the operation of cannabis busi-

nesses within cheir boundaries.

Risks Related to the Manufacture and Sale of Cannabis Products

Cannabis companies are exposed to various product liability claims associated with human con-
sumption of cannabis products, including claims that products cause injury, illness, possible side
effects or interactions with other substances, or that pmd ucts include inadrquatt' instructions for

LUse OF Warnings concerning health risks.

Cannabis companies may be subject to product recalls for a variety of reasons, including product
defects, such as contamination. Such recalls may resule in financial burdens and reputational
harm and may subject cannabis companies to increased regulatory scrutiny.

Consumer perception of cannabis products can be significantly influenced by scientific research
or findings, regulatory investigations, lingation, media attention and other publicity regarding
the consumption of cannabis. Any unfavorable developments in these areas could have a material
adverse effect on the demand for cannabis products in general or on the products or prospects of

a PET[IC I..l].E.l' company.

Risks Related to Early-Stage Cannabis Companies

Most cannabis COMmpanies are in t:arl}r stages of dﬂfclnpmtnt and have limited uptrariunal his-
tory, so it is difficult to accurately predict and forecast their business operations. Many cannabis

companies will fail.

The success of many early-stage cannabis companies is premised on receiving and maintaining
the licenses, permits and regulatory approvals required for their proposed cannabis activities.
Many of such companies will not receive or maintain such licenses, permits and appmva|5 or may

be able to do so only at significant expense.

Cannabis cumpanir&’ access to the capita| rn'.luirt'd t0 grow and to finance ONgoing operations
involves chal|cngc5 particu|ar to the industr}r's uncertain and rapidhr m'ulving |tga| |and.w:apr.
Many early-stage companies in the cannabis industry will not be able to obtain the requisite

t:apital or will run out of capital prior to rraching pmﬁtabi“t}n

Early-stage cannabis companies may experience unexpected problems in the areas of product
dcvdupmcnt and qualit:.-r, manufa{:turing. markcting and gcnt:ral management, which, in some
cases, cannot be adcquatcly solved. Companies may also be subjtct to pmduct pricing and cost

pressures and to claims of intellecrual property infringement.
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Other Risks to Companies in the Cannabis Industry

* The cannabis industry is extremely competitive in most segments, with certain companies hav-
ing unique competitive advantages such as greater capiral resources, Airst-mover advanrage, more
scalable business models and greater brand recognition.

* To date, the research conducted on cannabinoid-derived Fharmaccuticals and other cannabis-
based thrrapirs is limited. There is no assurance thar cannabinoid-derived pharmaccuticals or
other medical products will prove effective in treating medical conditions or achieve broad mar-

J:if[ E.l'.".'.'fF[ﬂ.l'I{.'f.

* Given the emerging nature of the cannabis industry, there is a scarcity of qualified personnel with
deep industry experience and significant competition for such qualified personnel. Many canna-
bis companies may not be successful in attracting, training, integrating, motivating or retaining
qualified management teams and other personnel.

* Cannabis is an agricultural product. The occurrence of diseases, insects, pests, mold and other
infestations and severe adverse environmental conditions, such as fire, drought, hail, flood or
frost, is unpredictable, may have a potentially devastating impact on agricultural production of

can nabis E.I'I{.I may Dthl:l"b'r’i.ﬁt advt:n;cl:.-f E.Ff-t{.'l' Eh'.‘.‘ SI.IFP].}-’ {}f can nal:lis.

* The cannabis industry is particularly vulnerable to rapidly changing technology, government
regulation and relatively high risks of obsolescence caused by scientific and technological
advances. The success of cannabis companies will depend in part on their ability to anticipate
market, legal, technological and other trends in the industry. Many cannabis companies will fail

£ :u:curatchr idcnriﬁ,' or prcdif:t indu&tr}r trends.

* Cannabis laws and regulations in jurisdictions outside the United Stares vary widely and, in
some cases, are as complex, contradictory and rapidly changing as those within the United States.
Cannabis companies operating outside the country’s borders are subject to risks related to the
unsettled legal environment applicable to cannabis.

* Due to federal controls on cannabis within the United States and similar restrictions in many
jurisdictions outside the country, there i1s a signihcant black market for cannabis products.
Government-regulated cannabis businesses face competition from black market participants and
are subject to different market forces than those of the black market.
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CHAPTER X
Glossary of Terms

Ackrell Capital, LLC a leading independent investment bank focused on the cannabis indusery
ACMPR Canada’s Access to Cannabis for Medical Purposes Regulations

Aeroponics a method of growing plants wht:rch:.-r the roots hang susprndr:d in a nutritional aecrosol
solution

Bankruptcy Code Bankruptey Reform Act of 1978
BHO Burane hash oil. See Hash oil

Bong a device used to smoke cannabis lower via a water chamber through which the smoke passes

prior to inhalation; L‘umm{mhr made of g|355 or p|a.~;tic
BSA Bank Secrecy Act

Bud a slang term for cannabis Hower

Cannabichromene (CBC) a nonpsychoactive cannabinoid believed to have several medicinal benefits,
including analgesic, antibacterial, anticancer, anddepressant, antifungal, anti-inflammatory and
anti-insomnia

Cannabidiol (CBD) a nonpsychoactive cannabinoid believed to have wide-ranging medicinal benefits

and therapeutic applications; the second maost abundant cannabinoid in cannabis

Cannabidiolic acid (CBDA) a nonpsychoactive cannabinoid believed to have several medicinal benefits,

including anticancer, antiemetic and anti-inflammatory; the precursor to cannabidiol (CBD)

Cannabigerol (CBG) a nonpsychoactive cannabinoid believed to have several medicinal benehrs and
therapeutic applications; may partially counteract the psychoactive effect of THC and decrease

anxiery and muscle tension

Cannabigerolic acid (CBGA) a nnnpﬁ}rchnacrivc cannabinoid that is a precursor to all other
cannabinoids, including THC, CBD, CBC and CBG

2017 Ackre ital Member FINRA / 5IP 1569

EFTA00797243



ACKRELL
CAPITAIL

Cannabis Investment Report | December 2017

Cannabinoid a class of chemical cumpuunds present in cannabis thar act on cannabinoid receprors in

{.'l‘.'"S in tl'lf I'ILlITIﬂI'I NCrvous EI'I{.I immune .‘.i]p"Sltl'l'IS

Cannabinol (CBN) a cannabinoid derived from THC degradation; shown to produce some psycho-
active effects and believed ro have several medicinal benefits, including analgesic, antibacterial,
anticonvulsive, anti-inflammatory and anti-insomnia

Cannabis a genus of flowering plant consumed for therapeutie, medicinal, social or spiritual purposes
and used to produce goods such as rope, paper, clothing and soap; includes three principal cannabis
species: Cannabis sativa, Cannabis indica and Cannabis ruderalis

CBC See Cannabichromene

CBD Ser Cannabidiol

CBDA See Cannabidiolic acid

CBG Ser Cannabigerol

CBGA Ser Cannabigerolic acid

CBN See Cannabinol

CDSA Canada's Controlled Drugs and Substances Act
Chemovar a plant variety characterized by its chemical conrent

Clone an asexually reproduced cannabis plant genetically identical to the plant from which it was

P rc:-duccd

CND Commission on Narcotic Drugs, a subsidiary body of the United Nation’s ECOSOC that

assists the ECOSOC in supervising the app“catiun of international drug control treaties

Cole Memo a memorandum published by the DOJ that provides guidance to DOJ artorneys and

federal law enforcement about prosecuting cannabis-related federal offenses

Concentrates a catcgnr}r [JF COnsumer CE.I'IHE.I.')iS Pl’{}dl.ll’.'[ﬁ', any I'ILIITIIDET {}F cnnct:ntratcd I':'.'IJ.'I'I'IS [JF l'l'lt

active com p-uund.'; in cannabis; t}rpit:a”]..r an oil or waxlike substance

Conventions three international treaties adopted through the United Nations between 1961 and
1988 thar address international rtgulatiun of cannabis, cannabis derivatives and many other narcotic,
psychotropic and similar substances (The Single Convention on Narcotic Drugs of 1961; The
Convention on Psychotropic Substances of 1971; and The United Nations Convention Against
Hlicit Trathe in Narcotic Drugs and Psychotropic Substances of 1988)

Crumble a form of wax concentrate
CsA Conrrolled Substances Act
CSE Canadian Securities Exchangc

Curing a phase of the cannabis cultivation process during which dried cannabis lower undergoes

controlled fermentation to develop the flower’s aroma, taste and cannabinoid compaosition

Dab a potent concentrated form of the psychuactivt cannabinoid THC
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DEA LULS. Drug Enforcement Agency, an agency of the U.S. Department of Justice

Delta-9-Tetrahydrocannabinolic acid (THCA) a nonpsychoactive cannabinoid found abundantly in
raw flower; precursor to THC; decarboxylates into THC through the application of intense heat

DHHS U.S. Department of Health and Human Services
DOJ U.S. Department of Justice
DOT U.S. Department of the Treasury

Dronabinol a form of chcmica"}r s],rnthcsizcd THC included in certain FDr’L-appr{n’cd pharma-
ceuticals; a Schedule 11 or Schedule 111 controlled substance under the CSA, dcptnding on 1ts
preparation

Drying a part of the harvesting phase of cannabis cultivation during which plants are dried; typically

OCCUrs at rooim tt‘lTIFlEthLl’t‘ ina dark spacc

ECDD Expert Committee on Drug Dependence; a committee of the World Health Organization
(WHO) rasked with making drug control recommendations to the CND on behalf of the WHO

ECOSOC Fronomic and Social Council, one of the six main Organs of the United Nations established
under the United Nations charter in 1945

Edible a food- or drink-based infused pmduct intended for oral consumption; {:ummunhr baked

goods, flavored drinks or candies
Endocannabinoid cannabinoids created nam ra”].-r b}f the human hnd}f
Exchange Act Sccurities Exchange Act of 1934

Extraction a process for extracting active cnmpuund& from the cannabis p|ant: extraction tr{:hniqucs

fall into two general categories, solvent-based extracrion and solvent-free extraction
Farm Bill Agricultural Act of 2014

FDA LS. Food and Drug Administration, an agency of the DHHS

FD&C Act Federal Food, Drug, and Cosmetic Act

FinCEN Financial Crimes Enforcement MNerwork, a bureau of the DOT

FinCEN Memo a memorandum published by FinCEN outlining how banks and other financial
institutions can, consistent with their BSA obligations, provide services to marijuana-related

businesses

Flower the Hower of the cannabis p|ann also known as “bud”; the highcst concentration of active
compounds present in cannabis are found in the flowers of unpollinated female cannabis plants;

smaking Hower 1s the most Fupuhr method of cannabis consumption
Ganja a popular name for cannabis

Germination the process b}r which a dormanr seed bcgins to sprout and Erow into a sccdling
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Hash oil a concentrate pn:parr:d thr{}ugh extraction using a butane solvene; also known as hashish oil,

butane hash or honey oil (BHO), cannabis oil or liquid cannabis
Hashish (hash) a concentrate made up of compressed or purified trichomes

Hemp the fiber produced from the stalks of the cannabis plant, which can be used to produce goods
such as rope, paper and clothing; also refers to varieties of cannabis cultivated to produce industrial

hemp products

HID lamp a high-intensity discharge lamp; a category of lamp used for indoor cannabis cultivation
Hit a slang term for one inhalation from a cannabis smoking device or vaporizer

Homeostasis a process by which biological systems tend to maintain internal stability, or balance

Human endocannabinoid system a system of nervous and immune system receptors involved in
regulating health and physiological functions within the human body

Hybrid a cannabis variety thart is a genetic cross of two or more different cannabis species or varieties

pr{:-ducrd t].'.l.l'(]l.lgh SL‘T}LI.IE.I ﬂ‘:Pr{}dl.ll'_'[i[]I'l

Hydroponics a method of growing plants whereby the roots grow in a nutrient-rich sand, gravel or
liquid growth medium

Indica one of three principal cannabis species; indica plants tend to be short and bushy

Infused products a category of consumer cannabis products; ingestible products that have been

infused with cannabinoids and other active compounds from the cannabis plant
IRC Internal Revenue Code

IRS Internal Revenue Service

Joint a hand-rolled cannabis cigarette

Kief a concentrate composed of trichomes that are separated from the cannabis flower by sifting the

Hower with .l;ptciaﬁzcd ﬁ|t¢:ring SCreens
LED a light-emitting diode; a category of lamp used for indoor cannabis cultivation

Marijuana a slang term for dried cannabis flower; a legal term for certain parts and derivatives of the

cannabis plant defined in the CSA
MAUCRSA California’s Medicinal and Adult Use Cannabis Rrgulatiun and Saftt].r Act

Mabilone a form of chrmi{:a"}f synthcﬁizcd cannabinoid similar to THC included in an
FDA-approved pharmaceutical; a Schedule 11 controlled substance under the CSA

Nasdaq Nasdaq Stock Market

NDA New Drug Application; an application submitted by a drug manufacturer to the FDA for
approval of a drug

NYSE MNew York Stock Exchangc
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Oil a category of viscous cannabis concenrtrares
OTC over-the-counter stock market
Pipe a device used to smoke cannabis flower; commonly made of glass, wood or metal

PPM a private placement memorandum; used by issuers of securities in private offerings to market

SECUrities
PVPA Plant Variety Protection Act

Ruderalis one of three principal cannabis species; ruderalis plants are shaggy and the shortest of the

three species

SAR Suspicious Activity Report; rtquirr:d to be filed b}r financial institutions with FinCEN rtgarding
customers engaged in marijuana-related businesses

Sativa one of three principal cannabis species; sativa plants are generally tall, thin and wispy
SEC U.S. Securities and Exchange Commission

Section 280E Inrernal Revenue Code section 280E

Securities Act Sccurities Act of 1933

Shatter a concentrate PI’.‘.‘PEL‘Cd l'l'l ruugh S{}I?CI‘IE-—I’.‘IEEC(]. mctractiun: t:r"FIICE.”"p" I'IE.S an aml:lcr—glass

transparency
Strain another term for a cannabis plant variery

Terpene a class of organic compounds present in cannabis and many other plants; responsible for a
plant’s aroma and flavor; believed to have wide-ranging therapeutic applications

Tetrahydrocannabinel (THC) delta-9-tetrahydrocannabinol and certain chemical variants, including
dtlta-—ﬂ-—trtmh}rdrucan nabinol; the psy{:huactivt L‘umpuund in cannabis primarﬂ}r n:spnnsiblt: for the
cuphoric feeling of being “high”; the most abundant cannabinoeid in cannabis; believed to have

widt-ranging medicinal benefits and tht:rapcutic applicatinns
THC See Tetrahydrocannabinol
THCA See Dclta-—?}rTctrah}rdmcannabinulic acid

Tincture a concentrate suspended in an alcohol solution; usually placed under the tongue using a

dropper (sublingual application)

Topical an infused product intended for topical application; typically a lotion, balm, cream, lubricant

or transdermal patch

Trichome a crystalline or hairlike component that secretes cannabinoids, terpenes and other
compounds; generally occur all over the cannabis plant, but found in highest concentration on the

Hower
TsX Toronto Stock Exchangt
TSXV TSX Venture Exchange
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UN United Nations

UNGASS United Nations General Assembly Special Session
UNODC United Nations Office on Drugs and Crime

USDA LUL5. Department of Agriculture

USPTO U.5. Patent and Trademark Ofhce

Vaporizer a device that heats cannabis Hower or concentrate to a temperature at which its active

compounds boil and can be inhaled as vapor

Variety a plant grouping within a single botanical taxon of the lowest known rank (species) with
defining characteristics that distinguish it from any other plant grouping within such rank

Wax a category of cannabis concentrates; refers to the softer, opaque oils that have lost their

transparency after extraction
Weed a slang term for dried cannabis flower

WHO “World Health Organization, an autonomous intrrgc:ﬂ.'crnmtnta| organization that collaborares

with the United Nations and other organizations on global health marters
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Disclosures, Disclaimers, Sources and Use

This reporr has been compiled for informational purposes only and is not a research report. This reporr is not
and should not be construed as an offer to sell securities or a solicitation of an offer to buy securities. Readers
should not rely on this reporr in making any investmenr decision. Readers should nor assume thar this report
is complete and should conduct their own analysis and investigarion of the cannabis industry and consult with
their own hnancial, legal, rax and other business advisors before making any investment decision relared ro the
cannabis industry or any company parrticiparing therein.

The informartion in this report is of a general nature, and this reporr should not be construed, relied upon or
acted upon as investment, legal, medical, health or rax advice. Readers should obrain advice applying to their cir-
cumsrances from a qualified arrorney or other investment, medical or rax professional before acting or nor acring.
Ackrell Capiral, LLC and irs affiliares and rheir respective direcrors, officers, employees, agents, representarives,
consultants, arorneys, independent contractors and conrrolling persons (Ackrell Capiral, we, us, our) expressly
disclaim liability in respect of any action taken or nor taken based on information in this report.

Any rax-related information conrained in this report is not intended as a thoroughgoing analysis and is not
to be relied on for any purpose. It may fail to analyze various facts and laws imporrant ro any complete, parric-
ularized analysis. Readers are urged to consult wirh their own rax advisors to determine the rax consequences of
any planned course of action or nonaction.

None of the companies referenced in the report, including those companies referenced in the Top 100 Privare
Cannabis Companies 2018 and The Green Field 2018, have seen this report prior to publication; the contents
of this report (including a company’s inclusion in the Top 100 Privare Cannabis Companies 2018 or The Green
Field 2018) are nor endorsed by any company referenced herein. Some companies referenced in this report may
object to being referenced in a document discussing rthe cannabis industry. Any display of any company’s logo
included in this report is intended solely as an efficient method of identifying the company so referenced.

Ackrell Capiral has made investments in and conducted investment banking and other services for compa-
nies referenced in this report and may do so in the future. Readers should be aware thar Ackrell Capiral may have
a conflict of interest thar could affect the objectivity of this report.

Ackrell Capiral does not make any representarion or warranty as to the accuracy or completeness of this
report. This report relies on and includes informarion, estimares and opinions from a wide range of sources, both
public and privare, including surveys, interviews, marker databases, marker research repores and Ackrell Capiral’s
own opinions and estimates. The informarion, estimates and opinions relied on by or included in this report
have been obrained from sources we believe to be reliable. Any statement in this report that is not a statement of
historical fact (which may be indicated by words such as “believe,” "expect,” "anticipate,” “estimare,” “project,”
“predict” and similar expressions) should be considered the opinion or estimate of Ackrell Capiral or others.
A number of facrors could cause acrual results or events o differ marerially from those indicared by such opin-
ions and estimares. The opinions and estimares included herein or relied on hereby are subject to change without
notice, and we assume no obligation to updare this report; readers are cautioned to not place undue reliance on
such opinions or estimares.

While this report includes informarion developed by others, our original conuributions are protected by
copyright. We are nor looking to prevent others from using our work, however. Others are free o copy and dis-
triburte this report or porrions of it, so long as they credit Ackrell Capiral, LLC. More specifically, we are using
the same license used by Wikipedia. Thus, this report is licensed under the Creative Commons Arriburion
ShareAlike 3.0 License (CC-BY-5A). Orchers are free to use, re-use, share, reproduce and make derivarive works
of the report, provided they comply with the requirements of the CC-BY-5A, which can be found ac: hreps://
creativecommons.org/licenses/by-sa/3.0.
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Ackrell Capital Cannabis Team

Mike Ackrell founded Ackrell Capital in 2003, Previously, Mr. Ackrell was the Head of
ABN AMRO's U.S, Technology Investment Banking Group and the Head of Invest-
ment Banking at WE Hambrecht+Co. He also was a Senior Vice President in the
Technology Investment Banking Group of Donaldson, Lufkin & Jenrette, where he
began his investment banking career in 1988, Mr. Ackrell has completed more than
150 financing transactions, including more than 50 initial public offerings, and more
than 100 - transactions, totaling more than 15 billion in value. He serves on the

Mike Ackrell ey . . . . . ..

Found Board of Directors of a number of companies, including American Giant, Scrubbed
aunder . ) , .

_ and Varor.ov. Me Ackrell holds a B.S. in EL'tJr:-.unIL'n. SUIMiTia Cum ]audt'.. with IMA)Ors in

Finance and Accounting, from the Wharton School of the University of Pennsylvania,

Tim Coxon joined Ackrell Capital in 2017 after serving as the firms legal counsel for
more than five years. Previously, Mr. Coxon was a corporate finance attorney in Silicon
Valley focused on venture capital fund formation, early stage company financings,
metgets and acquisitions and related areas of tax and securities law. He has advised
dozens of VC firms on fund and management-level structuring and portfolio company

investment transactions, and has advised private companies in - transactions val-

ued at more than $1.5 billion. Mr. Coxon also has worked as a consuleant |Ji:tﬁ1tmi[:|g
Tim Coxon

General Counsel

financial and economic analysis for use in corporate litigation and regulatory mat-
ters, and taught college level mathemarics for more than 13 vears, including 7 years
as an adjunct statistics professor for the - program at Santa Clara University.
Mr. Coxon holds a - from the Santa Clara Ur:i'.'::r:\il}-' School of Law, an - in

Mathemartics ﬁ'um San Francisco Stare U:Jivt'r.'tit}'.. and a B.A. in Mathematics El'mn the

U]Li'.-'tl'!ii[_‘r' EJthxl‘i 4t .'aLLL!il.il'l.

Bryan Castillo joined Ackrell Capiral in 2015. Previously, Mr. Castillo served as an
adviser to governments on economic and foreign policy. He has more than 10 years of
investment banking experience focused primarily on cross-border transactions span-
ning Asia, Europe and the Middle Ease. Mr. Castillo has experience in a number of
induseries, including agriculture, cleantech, consumer, energy, media, real estare and

technology. He has advised on more than 50 financing transactions, primarily with

- state-owned encerprises and private companies. Mr. Casdllo works closely with several
Bryan Castillo

- family offices on private equity and venture capital investments. Mr. Castillo holds a
artner

B.S. in Economics from the Pennsylvania State University.

JI‘.‘“I Mathews juint‘d Aclkrell Ca}:ilal in 2015. Pr:viuuxly.. Mr. Mathews was a Diree-
tor with Seven Hills Gn:up. a huulit‘lut' investment bank focused on middle-market
I:t'r_'}mulug,' n;.um}:lanin::\. He has more than 15 YEars of investment hanking t‘xi}t‘lit‘lll’.‘:.‘
and was also an Associate in the Tn:L'lum]u._;}r Investment Ear:kir:g Gmup.\' at Deursche

EH.I'lk H.I'll'j. L-L'l:] Iman Bl‘[]l}ltl’h’. H'.‘.‘ |I]H.!1' H.d'r'iﬁtd ana lJr{JiJ.d ra Hg&‘:‘ EJr ﬁr:antihgﬁ iihd -

!Fil[].‘-ii.l'i.!i.li}[].‘i ACross 4 \"H.Ti.l'.‘l.}' U'. lt'i."l:][]l:l]ul_'l_'r' i] I.liil..l.!i'l.]'i.t.'; lEJlH.IIi[]E morc !IIJH.I'I. 511.? 1?1‘“.1.1."1. Iil:]

value. Mr. Mathews holds a B.A. in Economies from the University of Chicago.

Jeff Mathews

Partner
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Inchusion in The Green Field 2018 does not represent an invrestment recommen dation or an endarsement of any partiosar company. Dur intent in providing this ndustry landscape s to :ulc'.'illreqrzpl ical representa
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AEssenseGrows

Ample Organics

Apeks Supercritical

The Apothecarium
Auntie Dolores

Baker Technologies

BAS Research

BDS Analytics

Beboe

Berkeley Patients Group
BioTrackTHC

Bloom Farms

Brewbudz

Bud and Bloom

Calyx Brands

Cannabis Reports
CannaCraft

Cannakorp

Colorado Harvest Company

Columbia Care

Défoncé

Dixie Elixirs

Dosist

Eaze Solutions

Eel River Organics
Elemental Wellness
Euflora

Evolve Therapeutics
Evoxe Laboratories
Flow Kana

Flowhub

Funksac

Garden 5State Dispensary
GFarmalabs

Gold Coast Extracts
Green Dot Labs
Green Flower Media
Green Rush

The Green Solution

Harborside Health Center

Jetty Extracts

Kikoko

KIVA Confections

Korova

LeafLink

Leafly

Level Blends

Liviwell Enlightened Health
Lunchbox Alchemy

Mary's Medicinals

Meadow

Merry Jane

MiINDFLUL

M) Freeway

Mlardin

MM Acquisition Co.

Mative Roots

New Vansterdam
Northwest Cannabis Sclutions

NWT Holdings (Firefly)

River Collective
Rubicon Organics
$25 Development
5C Laboratories
Scrubbed

SPARC

Spectrum King
Steep Hill Labs
StickyGuide
Straimz

Teewinot Life Sciences
Tikun Olam

Treez

Trellis

Trulieve

Utopia Farms
VapeWorld
Vapexhale

VCC Brands

Vuber

Confident Cannabis Harvest Organa Brands Wana Brands

Cultivation Technologies Headset PAX Labs Web Joint

Cura Cannabis Solutions HelloMD PharmaCielo Weedguide

CW Analytical Humboldt Legends PRGHETD Media Weedmaps

Deep Cell Incense Specialties Qind Wellness Connection of Maine
Mane of the companies referenced in the report, including those companies referenced in the Top 100 Private Cannabis Companies 2018 and The Green Field 2018, have seen this report peior to publication; therefiare, there
s g endorsement of the conter hies repeort or the indusion in the Top 100 Private Cannabis Companies 2018 or The Green Feld 2013 by any company referenced. In addition, any display of any company’s logo incuded
n this report & meant sobely as an effident communicatians method of identifying the company so referenced. Inclusionin the Top 100 Private Cannabis Companies 2018 and the Green Field 2018 does not represent an

rvestment recommendation or an endorsement of any particular company or product. For addition al disclosumes and discdaimers, see page 175.
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Ackrell Capital, LLC
38 Keyes Avenue, Suite 200
San Francisco, CA 94129

I | BN | 415.995.2000

This repaort has been compiled for informational purposes only, and i not a research report. This report & not and should not be construed as an offer to sell securities or a solicitation of an offer to buy securities. The information in
this report is of a general nature, and this report showld not be construed, relied upan or acted wpon as investment, begal, medical, health or tax advice. Ackeell Capital has made investments in and conducted investment banking
services for companies mentioned in this report, and may do soiin the future. Readers should be aware that Ackrell Capital may hawe a conflict of interest that could affect the objectivity of this report. Ackrell Capatal, LLC is 3 member
of FINRA and SIPC. € 2017 Ackeell Capital, LLC.
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