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I. EXECUTIVE SUMMARY

We will witness history, a once-in-a-lifetime type event. The long overdue end of cannabis
Prohibition in the United States. From an investment perspective, nothing compares.

The demand curve is known — some $55 billion annual US demand (80 percent still in the black
market).1 Cannabis will not fall out of favor, like Facebook, Twitter, or Tesla might. Cannabis
has been used for millennia; a deceptively simple plant, with no known alternatives.

Eighty-one years after the Marihuana Tax Act of 1937 banned the sale and use of marijuana, the
US is finally moving closer to ending the senseless Prohibition policy—a policy that has: (a)
caused immeasurable pain and suffering simply for handling a plant in its natural form, and (b)
squandered untold billions in lost tax revenues and policing and imprisonment costs.

At long last, reason is prevailing. Soon, cannabis Prohibition will no longer leave a trail of
destruction. It will no more prevent 21st century research of a plant that can transform modern
healthcare. The long-demonized cannabis plant, instead of being illicit and stigmatized, will be
invaluable for medicine, wellness, and relaxation.

Today, cannabis remains a Schedule 1 substance under the US Controlled Substances Act
(CSA). Schedule 1 is reserved for drugs with “no currently accepted medical use and a high
potential for abuse.”” Federal law prohibits any interstate commerce in cannabis. The burgeoning
US cannabis industry operates under myriad federal-law related impediments and burdens.

Yet, despite federal illegality, state laws range from near complete normalization of the industry
in West Coast states, Colorado, and soon Massachusetts, to burgeoning medical cannabis
regimes in large East Coast and Midwest states which may soon also legalize adult-use cannabis.

Change is coming quickly. Increasing bipartisan federal and state-level political support for
cannabis legalization reflects rapidly evolving public opinion. Americans now nearly universally
support legalizing medical cannabis. Two-thirds of the US public supports adult-use legalization.
From all angles—Congressional leaders, state and county officials and representatives, party
caucus platforms, the banking and alcohol industries, veterans, minorities, orthopedists,
professional sports players, millions of medical cannabis patients, and surgeons—the message is
clear: it is time for the US Congress to move forward from the long-failed policies of cannabis
Prohibition, and instead allow states to regulate cannabis as a normal industry.

Rationality is resonating. The US need only look as far as Canada for an example of how a
progressive government is successfully implementing federal legalization. The enormous tax

! https://mijbizdaily.com/chart-putting-the-55-billion-us-retail-cannabis-market-in-perspective/;

https://mgretailer.com/acreage-holdings-closes-119-million-private-round/
? https://www.dea.gov/druginfo/ds.shtml.




revenues, policing savings, and many thousands of new jobs that states like California, Colorado,
and Nevada are generating are irrefutable facts being studied by legislatures across the country.

It is no longer a question of whether cannabis will remain a federally-illegal Schedule 1
substance, but for how much longer. No one knows the precise timeline. But, no question, the
US cannabis industry will be a federally-sanctioned, normalized industry within a few years.

The state-legal US cannabis industry is already significant. In 2017, before California opened its
fifth-largest-in-the-world economy to adult-use cannabis in January 2018, the US industry neared
$9 billion in sales.” But the legal industry is just getting started. It will take time for the total
estimated present $50-55 billion US retail cannabis demand* to shift to the legal market. Most of
it will. The US cannabis industry is projected to reach more than $23 billion by 2022, with more
than 467,000 full-time jobs.” In three years, seven states are projected to have at least $1 billion
cannabis markets.® By 2026, the legal US cannabis industry is projected to reach $50 billion,’
and will exceed those projections with quicker legalization.

Many facets comprise the cannabis industry. Cannabis continues to reveal proven medicinal
properties for: relieving pain and inflammation, addressing sleep disorders, providing relief from
cancer and leukemia symptoms and their treatment side effects, addressing epilepsy and other
neurological disorders, reducing opioid dependency, and treating post-traumatic stress disorder,
among many other common 21st century problems.

Cannabis is increasingly seen as a better alternative to alcohol, a sports aid, a skincare product,
and beneficial for pets. New methods of consumption and formulations are constantly emerging
and improving, including oils, tinctures, edibles, beverages, sublingual, and topical deliveries.

Numerous ancillary verticals are rapidly expanding, such as compliance, mission-specific
software, testing laboratories, cash processing, human resources, lighting, and Al-assisted
cultivation, to name a few. An ultramodern industry is coming into existence with purpose-
designed products, technologies, and applications, driven by innovation and market demand.

But federal cannabis Prohibition has created a non-negotiable barrier to entry in the US for most
institutional investment and well-capitalized alcohol, pharmaceutical, and other related-industry
companies. The majority of the present investment in the US cannabis industry is by family
offices, high net-worth individuals, and a few private equity funds. That will change.

? https://money.cnn.com/2018/01/3 1/news/marijuana-state-of-the-union/

* https://mjbizdaily.com/chart-putting-the-55-billion-us-retail-cannabis-market-in-perspective/
*https:/globenewswire.com/news-release/2018/06/28/1531033/0/en/NEW-REPOR T-Legal-Marijuana-Markets-
Projected-to-Reach-23-4-Billion-Employ-Nearly-a-Half-Million-Americans-by-2022-Effective-End-of-Federal-
Prohibition-is-in-Sight.html

® https://www.civilized.life/articles/states-generate-billion-dollar-marijuana-markets-

2022/amp.html? twitter impression=true

7 https://www.marketwatch.com/story/marijuana-industry-could-be-worth-50-billion-annually-by-2026-2017-04-20
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In the lead-up to federal legalization, and in the days after Prohibition ends, large investment
capital pools will flow into the US cannabis industry. Contingent deals already negotiated
between Fortune 100 companies and large cannabis companies will be finalized. The 2-year
charts for the five largest Canadian licensed cannabis producers (LPs) (ranging from 190 percent
to 2400-percent share price increases) demonstrate the growth potential.

One segment of the US cannabis industry is particularly well-positioned to benefit from the tens
of billions of dollars in sales shifting to the legal market: large, well-capitalized multi-state,
vertically-integrated operators in restricted licensing states. These companies own cultivation
facilities, extraction/processing facilities, and dispensaries in highly-populated affluent cities.

Operations in multiple states allows for brand positioning, best practices optimization, and
centralized support. Vertical integration protects against falling dry leaf prices, providing value-
add along the product value chain. State licenses are an insurmountable barrier to competition.

With the end of Prohibition, the host of burdens and constraints imposed by federal illegality,
including restricted access to capital markets and grossly burdensome taxation will end,
exponentially raising margins and valuations. As institutional capital and related-industry
investment enters the industry, large multi-state companies are positioned for rapid growth.
Capital will flow to the most well-capitalized, diversified, professional companies. Corona-
brewer Constellation Brands’ $4 billion USD ($5 billion CAD) investment into Canopy Growth
on August 16, 2018, after netting $700 million USD on a $186 million investment in October
2017, portends the future for strong US cannabis companies.

Prohibition has created a chasm between the transformative benefits of cannabis, and the
knowledge many have about the plant. As that ends too, investors will participate in large
number. Early participants could see large returns, exceeding the Canadian LP 2-year returns.

Investing in the US cannabis industry requires careful diligence. Some companies will thrive,
many will not. Great online resources and industry events allow an in-depth look at the industry
and the companies involved. Meet the people, there are stellar executives and professionals.

Many of the topics covered here are complex and deserve more analysis. This Paper aims to
balance a beyond surface-level analysis of an unprecedented regulatory arbitrage opportunity
with broad coverage of a range of federal and state issues and industry developments.

The US cannabis industry is situated at a fascinating convergence of reforming law, developing
politics, growing complex markets, and monumental medical discoveries. Approaching the
industry from any one of these angles without considering all them would be incomplete.

Against the whole background—how cannabis Prohibition came about, the landscape of US
federal and state law, national and local legislative developments, evolving politics and alliances,
and the business and promise of cannabis—the investment thesis emerges.

3



II. PROHIBITION - HOW CANNABIS BECAME ILLEGAL

The history of cannabis Prohibition is as interesting as it is appalling.

In the late 19th Century, Americans were very familiar with “cannabis” because it was present in
almost all tinctures and medicines available at the time.*

Written records of cannabis use date back as early as 2727 B.C. to the Chinese Emperor Shen
Nung.9 Ancient Greeks and Romans were familiar with cannabis; in the Middle East, cannabis
use spread throughout the Islamic empire to North Africa.'” In 1545, cannabis spread to the
western hemisphere where Spaniards imported it to Chile.'' In North America, cannabis, in the
form of hemp, was grown on many plantations for use in rope, clothing and paper.'” Four of the
founding fathers, including George Washington and Thomas Jefferson, who smuggled seeds
from China to France, then brought them to the US, grew cannabis."

In 1838, legal hashish smoking parlors existed in every major American City, including New
York, Boston, Philadelphia, Chicago, St. Louis, and New Orleans.' Over 500 hashish parlors
operated in New York City at the time, and even 40 years later during alcohol prohibition hash
parlors still outnumbered the infamous speakeasies the era was known for."

The demonization of the cannabis plant began as a method of demonizing an influx of Mexican
immigrants to Texas and Louisiana in the early 1900s after the Mexican Revolution.'® The media
began to play on fears that the public had about these new citizens by falsely spreading claims
about the “disruptive Mexicans” with their dangerous native behaviors including “marihuana”
use. The rest of the nation did not know that this “marihuana” was a plant they already had in

*1d.

? https://www.deamuseum.org/ccp/cannabis/history.html

1d.

d.

2 1d. Marijuana and hemp varieties are of the same genus, Cannabis, and the same species, Cannabis Sativa. The
term cannabis (or marijuana) is used when describing a Cannabis Sativa plant that is bred for its potent, resinous
glands (known as trichomes) which contain THC, the cannabinoid most known for its psychoactive properties.
Hemp, on the other hand, is used to describe a Cannabis Sativa plant that contains only trace amounts of THC.
Hemp is a high-growing plant, typically bred for industrial uses such as oils and topical ointments, as well as fiber
for clothing, construction, and much more. See https://www.medicaljane.com/2015/01/14/the-differences -between-
hemp-and-cannabis/.

13 https://culturemagazine.com/4-founding-fathers-that-grew-cannabis/ While there are implied references to the
Founders smoking the plant for its psychoactive properties, the records (some of questionable veracity) usually refer
to their smoking and cultivation of hemp. See, e.g., https://www.monticello.org/site/jefferson/some-my-finest-hours-
have-been-spent-my-back-veranda-smoking-hemp-spurious-quotation (Thomas Jefferson: “Some of my finest hours
have been spent on my back veranda, smoking hemp;” George Washington: “Began to separate the Male from the
Female hemp at Do. &—rather too late.”)

' http://www.hempshopper.com/en/19th-century/91-1876

P 1d.

' http://www.drugpolicy.org/blog/how-did-marijuana-become-illegal-first-place
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their medicine cabinet, called cannabis.'’ Now there would be an excuse to search, detain and
deport Mexican immigrants: marihuana.

Controlling people by controlling their customs was quite successful; it became a national
strategy for keeping certain populations under the watch and control of the government.'® During
hearings on marijuana law in the 1930s, claims were made about marijuana’s ability to cause
men of color to become violent and solicit sex from white women. This kind of imagery became
the backdrop for the Marihuana Tax Act of 1937 banning all commerce in and use of cannabis.'’

The Marihuana Tax Act was eventually found to unconstitutional, but in 1970 it was replaced
with the Controlled Substances Act (CSA). The CSA established Schedules for ranking
substances according to their dangerousness and potential for addiction. Cannabis was placed in
the most restrictive category, Schedule I, supposedly as a placeholder while President Nixon
commissioned a report to give a final recommendation.” The non-psychoactive hemp plant was
dragged along with it as a cannabis variety. The Schafer Commission, as it was called, declared
that cannabis should not be in Schedule I and even doubted designating cannabis as illicit.*'
However, Nixon discounted the Commission’s recommendations.

It is a historical fact that the CSA as it pertains to cannabis was enacted and subsequently
implemented not to stop the spread of a dangerous drug, but instead to suppress the rights of
African Americans and Vietnam War protesters.”? In the words of one of Nixon’s top policy
advisors and domestic policy chief John Ehrlichman:

The Nixon campaign in 1968, and the Nixon White House after that, had
two enemies: the antiwar left and black people. You understand what I'm
saying? We knew we couldn’t make it illegal to be either against the war
or black, but by getting the public to associate the hippies with marijuana
and blacks with heroin. And then criminalizing both heavily, we could
disrupt those communities. We could arrest their leaders. raid their homes,
break up their meetings, and vilify them night after night on the evening
news. Did we know we were lying about the drugs? Of course we did.”

17 hitp://www.drugpolicy.org/blog/how-did-marijuana-become-illegal-first-place
18
Id.
"% 1d. Congress ignored testimony from the American Medical Association (AMA) that the AMA knew of no danger
from the medical use of cannabis. Id. https://www.thomhartmann.com/users/ddc/blog/2017/06/dea-quietly-

changing-rules-3
2 d.

2 http://www.druglibrary.org/schaffer/library/studies/nc/ncmenu.htm
22 https://www.thecannabist.co/2017/07/25/marijuana-schedule-i-lawsuit-unconstitutional/84473/
Bhttps://www.cnn.com/2016/03/23/politics/john-ehrlichman-richard-nixon-drug-war-blacks-hippie/index.html
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This kind of policy-making resulted in the designation of cannabis, right alongside heroin, as a
Schedule 1 drug, reserved for substances with no medical use and a high potential for abuse.**
Later administrations such as the Reagan presidency prided themselves as tough on drugs,
especially crack cocaine, without nuanced thinking about cannabis and all the missed cures for
modern ailments, lost tax revenues, wasted policing expenditures, and costs of imprisoning
millions for a victimless crime bringing devastation to generations of families across the nation.

The failed drug war costs more than $50 billion every year.” In 2016, more than one-third of the
1,572,579 arrests for drug law violations were for mere possession of marijuana (574,641 arrests,
constituting 89 percent of the total 653,249 marijuana-related arrests).”® In 2016, more than
2,157,000 Americans were incarcerated in federal, state, and local prisons and jails, the highest
incarceration rate in the world.?’ Police arrest more people for marijuana violations in the US
than for all violent crimes combined.”® An ACLU study found that between 2001 and 2010,
police made over 7 million arrests for marijuana-related activity - one every 37 seconds.*

Studies have shown that nationwide cannabis legalization could, along with adding $6 billion in
federal tax revenue and creating 782,000 new jobs, save $7.7 billion annually in federal
enforcement costs - a $13.7 billion net increase.* In addition to saving wasteful police spending
on enforcement, processing, and imprisonment, legalization frees up police departments to focus
on other crimes. After Colorado and Washington voted to legalize adult-use cannabis, police
clearance rates—the number of crimes that resulted in an arrest divided by the total number of
reported crimes—increased in both states.”'

Yet, cannabis Prohibition, while grounded in overt racism and without rational basis, and causing
far greater harm than the plant it targets, remains the law of the land.

% Under current US drug policy, all cannabis varieties, including hemp, are considered Schedule I controlled
substances under the Controlled Substances Act (21 U.S.C. §§801 et seq.; Title 21 CFR Part 1308.11). See
https://hempindustrydaily.com/hemp-industry-loses-dea-appeal-as-federal-appeals-court-says-cbd-a-controlled-
substance/

% http://www.drugpolicy.org/issues/drug-war-statistics

*°1d.

7 1d.

28 http://thehill.com/opinion/criminal-justice/398069-Data-confirm-that-marijuana-decriminalization-is-long-
overdue

2 d.

30 https://www.cnn.com/2018/07/20/opinions/legalize-marijuana-all-50-states-ryan/index.html
3https://www.marijuanamoment.net/legalizing-marijuana-helps-police-solve-other-crimes-new-study-shows/
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ITII. THE LEGAL LANDSCAPE

A. Federal Law And Its Impact On The Cannabis Industry
1. Cannabis Is A Schedule 1 Substance

Under federal law, cannabis is a Schedule 1 drug as designated by the CSA. Schedule I drugs,
substances, or chemicals are defined as having no currently accepted medical use and a high
potential for abuse.’* Some examples of other Schedule I drugs are heroin, lysergic acid
diethylamide (LSD), and 3,4-methylenedioxymethamphetamine (ecstasy), while cocaine and
methamphetamine are Schedule 2 drugs.”

Under federal law, marijuana possession is a criminal offense.”* Federal law is applicable to
federal property, which includes the Capitol grounds and the mall within DC, as well as all
national parks and military property, and other land under federal control.”” Possession of
marijuana is punishable by up to one year in jail and a minimum fine of $1,000.*° Manufacture
or distribution of less than 50 plants or 50 kilograms of marijuana is punishable by up to five
years in prison and a fine of up to $250,000.>” Federal law also applies to offenses relating to
cannabis involving interstate and international commerce, precluding any interstate commerce in
cannabis even between two neighboring states in which cannabis is legal.*®

Federal employees may not use cannabis, students could lose federal financial aid for cannabis
charges, firearm license applicants could be rejected, veterans do not receive coverage or
recommendations for medical cannabis, and residents of federally subsidized housing could lose
benefits for using it.*” Doctors may not “prescribe” cannabis for medical use under federal law,
though they can “recommend” its use under the First Amendment.*’

There has not been a complete absence of federal-level recognition of the lack of rational basis
for cannabis Prohibition. For example, in 1988, after a two-year rescheduling hearing, the Drug
Enforcement Administration (DEA)’s Chief Administrative Law Judge, the late Francis Young,

* https:/www.dea.gov/druginfo/ds.shtml

3 1d. Schedule II drugs are defined as drugs with a high potential for abuse, with use potentially leading to severe
psychological or physical dependence. These drugs are also considered dangerous. Some examples of Schedule 11
drugs are: Vicodin, cocaine, methamphetamine, methadone, Dilaudid, Demerol, oxycodone (OxyContin), fentanyl,
Dexedrine, Adderall, and Ritalin. Id.

** For more information on the laws and penalties see http://norml.org/laws/item/federal-penalties-2.

35

“id

1.

*1d.

% https://www.colorado.gov/pacific/marijuana/federal-implications

*0 https://www.safeaccessnow.org/federal_marijuana_law
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recommended rescheduling cannabis. He found that cannabis was “one of the safest therapeutic
241

agents known to man.
But significant progress on cannabis Prohibition policy first came only in 2013, after decades.
On August 29, 2013, Deputy Attorney General James M. Cole issued the “Cole Memo.”** Under
the Cole Memo, the Department of Justice (DOJ) stated it would not prosecute individuals and
companies complying with state legalization programs. The DOJ would, instead, focus on
categories of activities outside of state-legal programs including: Distribution of marijuana to
minors, marijuana proceeds funding criminal enterprises, transport of marijuana to other states,
growing marijuana on public lands, and possession on federal property.*

Many credit the Cole Memo for laying the foundation for the burgeoning US cannabis industry
by not distinguishing adult-use and medical cannabis. But the Cole Memo was not legislation.

December 16, 2014 marked the first significant change in federal law affecting the legal standing
of cannabis since 1970.* Congress finally called a ceasefire in the federal war on medical
cannabis, approving a budget amendment that prohibits DOJ funds from being used to prevent
states from implementing medical cannabis laws. This amendment became known as the
Rohrabacher-Farr amendment. Every year since, Congress has passed versions of it.

The most recent approval of the updated now-called Rohrabacher-Blumenauer Amendment came
on March 23, 2018, when President Trump signed the FY 2018 Appropriations spending bill.*
This development was crucial for the US cannabis industry. On January 4, 2018, just four days
following legalization of adult-use cannabis in California, Attorney General Jeff Sessions had
rescinded the Cole Memo, directing US Attorneys “to use previously established prosecutorial
principles that provide them all the necessary tools to disrupt criminal organizations, tackle the
growing drug crisis, and thwart violent crime across our country.”*

Though the US cannabis industry feared Sessions’ purported new policy, the DOJ has not taken a
single reported criminal action in 2018 against the legal cannabis industry. The DOJ’s lack of

*! https://www.huffingtonpost.com/entry/an-open-letter-to-jeff-sessions-from-a-doctor-

concerned us_589934eee4b02bbb1816bf03

*2 https://www.thompsoncoburn.com/docs/default-source/blog-documents/cole-memo.pdf?sfvrsn=7cff44ea_0. The
first concrete step toward easing the effect of Prohibition began with the Ogden Memo, in 1999, which stated that
with the exception of large, for-profit commercial operators, the DOJ should not prioritize prosecution of medical
marijuana operators in “clear and unambiguous compliance” with state laws. The Ogden Memo was followed by the
first Cole Memo in 2011, which basically repealed the Ogden Memo by stating that compliance with state medical
marijuana laws should not matter to US prosecutors, and that all operators were fair game for prosecution. That set
in place the events leading to the Cole Memo in 2013. https://abovethelaw.com/2018/01/reading-the-pot-leaves-
what-the-sessions-memo-means-for-marijuana-in-the-u-s/

4.

* https://www.safeaccessnow.org/federal_marijuana_law

* https://www.thompsoncoburn.com/insights/blogs/tracking-cannabis/post/2018-03-28/rohrabacher-blumenauer-
amendment-included-in-omnibus-fy-2018-spending-bill

* https://www.justice.gov/opa/pr/justice-department-issues-memo-marijuana-enforcement
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action against the industry was not surprising to close observers. At a speech at Georgetown Law
School on March 10, 2018, Sessions said that federal law enforcement lacks the resources to take
on ‘routine cases’ and would continue to focus on drug gangs, larger conspiracies, and
cultivation on federal lands.*” John Boehner, former Speaker of the House of Representatives
and Acreage Holdings board member said: “I see no risk at all in the feds getting involved from a
law-enforcement standpoint at this point, none at all.”**

Despite the protections afforded to medical cannabis by the Rohrabacher Amendment and the
DOJ’s policy of black-market prosecution only, the scheduling of cannabis as a Schedule 1
substance causes a host of challenges and impediments for the nascent US cannabis industry.

2. Access To Capital Markets Restricted

Canadian cannabis companies Canopy Growth Corporation (NYSE:CGC), Cronos Group
(NSDQ:CRON) and Tilray (NSDQ:TLRY) are all listed on US exchanges. Tilray became the
first true cannabis company to go public on a major US exchange on July 19, 2018. Its share
prices rose 76 percent during the first two trading days and as of August 31, 2018 was up 284
percent from the IPO price. These companies have no US cannabis operations.

Due to the federal illegality of cannabis, access to the US public capital markets on major
exchanges is precluded for any cannabis company with US operations.* This has required US
cannabis companies with operations in the US to list in Canada to access capital markets.”® Some
have listed on the OTC markets.

In Canada, the Toronto Stock Exchange (TSX) has said that US cannabis companies cannot meet
listing requirements because they violate federal law in their home country.’' In October 2017,
the TSX warned that listed Canadian cannabis companies with US business interests could face a
delisting review,”” forcing one of the major Canadian licensed producers Aphria (TSX:APH) and
others to divest from direct involvement in US cannabis business.>

Because of the restricted access to capital markets, large US cannabis companies list on the
Canadian Securities Exchange (CSE).>* The CSE is sometimes referred to as the “cannabis stock
exchange” because at least 76 of its 379 companies are in cannabis. Richard Carleton, CEO of

47 https://abovethelaw.com/2018/03/update-sessions-shines-some-light-on-doj-marijuana-enforcement/2rf=1
8 http://wsw.com/webcast/canaccord30/keynote2/?lobby=true&day=2

“ https://www.thestreet.com/investing/the-largest-cannabis-company-in-the-us-
14605772

5% https://money.cnn.com/2018/06/01/news/companies/cannabis-canada-wall-street/index.html

3! https://www.cnbe.com/2018/03/02/canadian-cannabis-companys-nasdag-listing-bodes-well-for-the-industry.html
52 https://business.financialpost.com/investing/canadian-listed-marijuana-companies-with-u-s-operations-warned-of-
delisting

53 https://www.theglobeandmail.com/report-on-business/aphria-to-cut-down-us-cannabis-exposure-amid-tsx-
delisting-review/article37300476/

3% https://thecse.com/

just-listed-on-a-canadian-exchange-




the CSE, said the CSE lists companies “operating within the boundaries of what is a tightly
regulated state framework.”>

Nevertheless, it is only the US federal status of cannabis that is closing the major US exchange
doors to US cannabis companies, not cannabis itself. Canopy CEO Bruce Linton, commenting on
Canopy’s NYSE listing the previous week, said the Exchange welcomed the world’s largest
cannabis company but Canopy was not allowed to ring the bell: “It’s like being a girlfriend, but
not a friend.”*® Regarding Cronos’ NASDAQ listing on February 27, 2018, Hadley Ford, CEO of
iAnthus Capital (CSE:IAN; OTC:ITHUF), a US cannabis company listed on the CSE, said: “It is
a significant signal that a major US exchange does not have an issue with cannabis, but rather the
U.S. federal status.”’ Tilray’s CEO Brendon Kennedy said of the company’s July 19, 2018
historic NASDAQ IPO: “I think the [IPO interest] signifies a shift in perception . . . This is just
the beginning, we take a very long term global view and we wanted to get this milestone as a
validation for not only us but the entire sector.””® He said: “One of the things I am really proud
of in the IPO is that 70 percent of the investors are in the US and most had never invested in this
industry before.””

3. Banking Services Limited

In addition to restricted access to US capital markets, the availability of banking services for the
cannabis industry, while growing recently via regional and local banks, is also restricted.

Some cannabis business are forced to operate on a cash-only basis, making them targets for
robberies, and imposing additional security and cash-transportation costs.®’ Stories abound of
cannabis businesses, like the one in Denver, generating $250,000 to $350,000 in monthly sales,
18 months after legalization, having to stash satchels with tens of thousands of dollars, before a
local credit union seized the opportunity to provide banking services.®' No other industry in the
US faces this challenge.

US Treasury Department guidance requires banks to file “suspicious activity” reports even in
states where cannabis-related activity has been legalized.®> Nationally, as of April 2018, more
than 360 banks and credit unions worked with cannabis-related businesses, filing more than
2,000 suspicious activity reports a month - a figure that has doubled in the past year.” Banks are

53 https://money.cnn.com/2018/06/01/news/companies/cannabis-canada-wall-street/index.html
36 https://www.greenmarketreport.com/new-yorks-cannabis-conference-gets-stronger-every-year/
57 https://www.cnbe.com/2018/03/02/canadian-cannabis-companys-nasdag-listing-bodes-well-for-the-industry.html
58 https://www.marketwatch.com/story/tilray-ipo-is-validation-for-pot-companies-ceo-says-2018-07-19
ZZ https://www.thestreet.com/investing/stocks/tilray-is-the-ultimate-cannabis-stock-says-cowen-14681266

Id.
51 https://www.nytimes.com/2018/01/04/magazine/where-pot-entrepreneurs-go-when-the-banks-just-say-no.html
82 https://www.brookings.edu/research/banking-regulations-create-mess-for-marijuana-industry-banks-and-law-
enforcement/
5 1d.
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often mandated to file reports from anyone depositing funds “derived from illegal activity.”®*

Banks that accept cannabis industry money run the risk of running afoul of US money laundering
and other laws.®” Compliance costs are passed on to business, customers, and taxpayers.®

4. Tax Burdens

Federal illegality also imposes enormous burdens and costs on the cannabis industry through
taxation. Section 280E of the Internal Revenue Code®” forbids businesses from deducting
otherwise ordinary business expenses from gross income associated with the “trafficking” of
Schedule I or IT substances, as defined by the Controlled Substances Act.”® The IRS has applied

Section 280E to state-legal cannabis businesses.”

Because Section 280E prohibits any tax deductions besides cost of goods sold, cannabis
businesses pay much more in federal taxes than any other businesses.”” They cannot deduct
salaries, rent, marketing and advertising and all secondary costs.”' The impact is less severe on
cultivators, who can deduct costs like electricity, labor, fertilizer, and water, but 280E acutely
affects processors/extractors and dispensaries.”?

Some dispensaries have established ancillary education centers and associated corporate entities
for tax purposes,” but the costs and burdens imposed are draconian, especially for smaller
operators. For some direct, plant-touching cannabis businesses, effective income tax rates
frequently can reach 70 to 80 percent,”* in some cases even 90 percent or more.”” Though normal
tax deductions are precluded, the IRS is ensuring that cannabis businesses have reported all of
their income, focusing on filings for deposits over $10,000 in cash.”

5. Interstate And International Commerce Restrictions

The inability to move cannabis across state lines, even between two legal states, or to import
cannabis, also creates challenges unique to the industry.”” Inefficiencies abound when all
cannabis sold in a state must be grown in that state, and vice versa. It makes little economic

64
Id.
% https://www.forbes.com/sites/tomangell/2018/06/14/more-banks-working-with-marijuana-businesses-despite-
federal-moves/#504279321blb
66
Id.
6726 U.S.C. § 280E.
%8 https://thecannabisindustry.org/uploads/2015-280E-White-Paper.pdf
69
Id.
"|d. See also http://marijuanaretailreport.com/irs-code-section-280e-means-cannabusinesses/

7 https://www.ustaxcourt.gov/inophistoric/champ.tc.wpd.pdf
2 https://scottrobertslaw.com/how-to-increase-profits-at-a-marijuana-dispensary-280e-considerations/

3 |d.; https://www.accountingweb.com/tax/business-tax/marijuana-and-taxes-is-there-a-way-around-section-280e

7 https://herb.co/marijuana/news/trump-supports-states-act-legalize-cannabis/

7 https://www.vox.com/2014/11/17/7210705/marijuana-legalization-280E
7% http://marijuanaretailreport.com/irs-code-section-280e-means-cannabusinesses/

" https://www.leafly.com/news/cannabis-101/can-you-transport-cannabis-between-two-legal-states
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sense for cannabis to be grown in the Northeast, or even in the US at all (rather than Colombia or
Africa). State borders create tremendous divergence for cannabis prices across the United States,
with cannabis costs differing by more than 100 percent depending on location.”

For cannabis patients and consumers, the inability to legally travel with cannabis between states,
even two legal states, poses a host of problems and challenges. Stories are commonplace of
families moving between states because of the inability to access or transport medical cannabis
from out-of-state.”

6. Insurance Options Limited

Some mainstream insurers are willing to underwrite certain segments of the industry and captive
insurance companies exist for the industry, but finding insurance covering cannabis cultivation
and inventories can be challenging in some jurisdictions. The insurance quandary similarly
applies to coverage for medical cannabis. Insurance companies operate in a grey area of
potentially violating federal law if they pay claims for damaged or stolen cannabis, or provide
medical cannabis coverage.*® Cannabis users in some legal-cannabis jurisdictions applying for
life insurance coverage can be charged premiums faced by tobacco consumers,®' though even the
staunchest opponents of cannabis do not argue that cannabis poses equal health risks.

7. Medical Research And Clinical Trials Stymied

The Schedule 1 classification of cannabis also makes it extremely difficult to obtain and use
cannabis for federally-sanctioned or funded clinical research in the US. Prospective cannabis
researchers must first obtain approval from the DEA, Food and Drug Administration (FDA), and
the National Institute on Drug Abuse (NIDA).82

Because of the dim prospects of obtaining such approval, currently the only source of legal
cannabis for federal research purposes is through a contract established during the 1970s
between NIDA and the University of Mississippi.* The university provides only five strains, all
of which contain far less THC and CBD content than industry standards, with three strains

78 «2018 Cannabis Price Index,” http://weedindex.io/

7 https://www.nbcnews.com/business/consumer/marijuana-refugees-looking-new-homes-pot-legal-states-n22781;
https://www.kshb.com/news/local-news/lenexa-family-moving-to-colorado-for-access-to-medical-marijuana-for-6-
year-old-with-epilepsy; https://www.usatoday.com/story/news/nation/2014/02/17/moving-medical-marijuana-
epilepsy-children/5255323/

8 https://www.americamagazine.org/politics-society/2018/01/16/five-things-you-should-know-about-federal-and-
state-marijuana-laws

81 https://www.ocregister.com/2017/02/07/even-though-marijuana-is-legal-here-are-9-ways-federal-law-affects-
california-pot-users-businesses/

82 https://www.usnews.com/news/best-countries/articles/2017-04-11/israel-is-a-global-leader-in-marijuana-research
83 https://weet.com/future-cannabis-clinical-research-medicine/
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having no detectable CBD content (CBD is the cannabis component most often associated with
medicinal uses, explained below).*

In June 2017, a pair of German scientists identified 140 controlled clinical trials worldwide since
1975 assessing the safety and efficacy of either whole-plant cannabis or specific cannabinoids,
including 35 controlled studies, involving 2,046 subjects, assessing the use of cannabis in pain
management.® Much of the research on medical cannabis has been conducted in Israel.*®

The benefits and potential of cannabis for medical treatment in the US is based largely on
anecdotal reports or observational studies — and that cache of information is rapidly growing.87
But illegality has stymied the medical community’s ability to conduct the type of research that
the scientific community considers the gold standard in guiding medical practice.*®

8. Professional Services Harder To Find

While the cannabis industry attracts more mainstream professionals every day,” the industry still
sometimes faces challenges finding top professional service firms willing to publicly work with
the industry due to federal illegality. Many big law firms, accounting firms, public relations
firms, and others still hesitate to associate with a federally illegal activity. In the same vein, some
consumers and patients, even in legal-cannabis states, may be reluctant to purchase adult-use or
even medical cannabis because of federal illegality.

9. Real Estate Challenges

The growing cannabis market in legalized adult-use states has created a corresponding uptick in
real estate values in certain areas, including places like Lynwood, California where industrial
real estate property values have nearly tripled in two years.” Still, in some jurisdictions the
federal illegality of cannabis and zoning restrictions make it difficult for plant-touching cannabis
businesses to find suitable real estate and landlords.”’

1d.

8 http://norml.org/news/2017/06/08/review-identifies- 140-controlled-clinical-trials-related-to-cannabis

8 https://www.usnews.com/news/best-countries/articles/2017-04-11/israel-is-a-global-leader-in-marijuana-research
7 1d.

8 https://www.brookings.edu/research/ending-the-u-s-governments-war-on-medical-marijuana-research/

% https://www.newcannabisventures.com/how-professionals-are-moving-past-stigma-and-forging-careers-in-the-u-
s-cannabis-industry/

% http://www.latimes.com/business/la-fi-cannabis-real-estate-2018033 1 -story.html

! https://therealdeal.com/issues_articles/in-need-of-more-than-just-seed-money/; https://www.quora.com/Why-is-it-
so-hard-to-find-landlords-to-rent-to-marijuana-dispensaries
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B. The States - Legalization And Regulation

Despite the restrictions and burdens created by federal illegality, a tightly-regulated state-
sanctioned cannabis industry is growing rapidly in many states across the United States.

“Laboratories of democracy” is a phrase popularized by US Supreme Court Justice Louis
Brandies in a 1932 decision to describe how a “state may, if its citizens choose, serve as a
laboratory; and try novel social and economic experiments without risk to the rest of the
country.”” The concept of states spurred into novel experiments by citizens’ choices is perfectly
demonstrated by the divergent approaches to legalization of cannabis.

1. Nine States And DC: Adult-Use Legalization

Adult-use cannabis is legal in nine states and DC:

<

Colorado (Population 5.6M; Legalized as of January 2014);”
Washington (Population 7.4M; Legalized as November 2014);*
Alaska (Population .7M; Legalized as of February 2015);” and
DC (Population .7M; Legalized as February 2015).%

Oregon (Population 4.1M; Legalized as of July 2015);”
Maine (Population 1.3M; Legalized as of November 2016);”®
Nevada (Population 3M; Legalized as of January 2017);”
California (Population 39.5M; Legalized as of January 2018);
Vermont (Population .6M; Legalized as of July 2018);'"" and
Massachusetts (Population 6.9M; Legalized as of July 2018).

100

AN NI N NN Y NN

102

%2 New State Ice Co. v. Liebmann, 282 U.S. 262 (1932).

% Colorado Constitution, Article 18, section 16, https://ballotpedia.org/Article XVIII, Colorado Constitution

% Washington Initiative 502, https:/sos.wa.gov/_assets/elections/initiatives/i502.pdf

% An Act to tax and regulate the production, sale, and use of marijuana (Alaska Measure 2),
https://www.commerce.alaska.gov/web/portals/9/pub/mcb/statutesandregulations/mj _ballotmeasure2.pdf.
%Legalization of Possession of Minimal Amounts of Marijuana for Personal Use Act of 2014 (Initiative 71),
http://dcmj.org/ballot-initiative/.

7 Oregon Ballot Measure 91, https://www.oregon.gov/olcc/marijuana/Documents/Measure91.pdf

% An Act to Legalize Marijuana, http://lldc.mainelegislature.org/Open/Laws/2015/2015_IB_c005.pdf

% Nevada Marijuana Legalization Initiative (Question 2), https://www.nvsos.gov/sos/home/showdocument?id=4434
19 The Adult Use of Marijuana Act (AUMA) (Proposition 64),
https://leginfo.legislature.ca.gov/faces/billNavClient.xhtml?bill_id=201720180AB64

%" An act relating to eliminating penalties for possession of limited amounts of marijuana by adults 21 years of age
or older, https://legislature.vermont.gov/assets/Documents/2018/Docs/BILLS/S-0022/S-
0022%20A5%20Passed%20by%20Both%20House%20and%20Senate%20Unofficial.pdf

12Massachusetts Question 4 (2016 Marijuana Legalization Initiative), https://www.weednews.co/full-text-of-
massachusetts-question-4-2016-marijuana-legalization-initiative/. See also http://www.governing.com/gov-
data/state-marijuana-laws-map-medical-recreational.html.
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30 Legal Medical Marijuana States & DC
9 Legal Recreational Marijuana States & DC

-

. States with Legal Medical Marijauana

. States with Legal Medical & Recreational Marijuana

More than 70 million people live in the nine states (and DC) where cannabis is legal for adult-
use. Of those, seven have regulations and taxation systems in place for cultivation, processing,
and retail dispensing of adult-use cannabis; in Vermont, Maine, and DC regulatory and taxation
schemes are still being developed for adult-use cultivation, processing, and sales.

In all ten jurisdictions, medical cannabis is readily available. Registered medical cannabis

patients in just those states and DC total 1.55 million individuals.

103

2. Medical Cannabis Legalization — 30 States And DC

In addition to the nine states and DC where adult-use cannabis is legal, medical cannabis is legal
in another 21 states (where adult-use cannabis is not yet legal). Those 21 states are:

Arizona (Ballot Measure 8, 1998);
Arkansas (Ballot Measure Issue 6, 2016);
Connecticut (House Bill 5389, 2012);
Delaware (Senate Bill 17, 2011);

Florida (Ballot Amendment 2, 2016);
Hawaii (Senate Bill 862, 2000);

Ilinois (House Bill 1, 2013);

193 hitps://www.mpp.org/issues/medical-marijuana/state-by-state-medical-marijuana-laws/medical-marijuana-

patient-numbers/
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e Maryland (House Bill 881, 2014);

e Michigan (Proposal 1, 2008);

e Minnesota (Senate Bill 2470, 2014);

e Montana (Initiative 148, 2004);

e New Hampshire (House Bill 573, 2013);
e New Jersey (Senate Bill 119, 2010);

e New York (Assembly Bill 6357, 2014);
e North Dakota (Ballot Measure 5, 2016);
e Ohio (House Bill 523, 2016);

e Oklahoma (Ballot Question 788, 2018);
e Oregon (Ballot Measure 67, 1998);

e Pennsylvania (Senate Bill 3, 2016);

e Rhode Island (Senate Bill 0710, 2006);
e West Virginia (Senate Bill 386, 2017).!"

The latest state to legalize medical cannabis was Oklahoma in July 2018 which is launching a
robust program with many qualifying conditions.'®

The list of 30 states in total plus DC that have legalized medical cannabis but not adult-use
cannabis does not include an additional 16 states that: (a) limit medical cannabis use to the non-
psychoactive cannabinoid constituent of cannabis CBD; (b) require physicians to “prescribe”
cannabis (an illegal act under federal law) rather than “recommend” cannabis (free speech); or
(c) states that have passed “affirmative defense” laws in which arrested cannabis users may
assert medical use as a defense.'* Only four states—Idaho, Kansas, Nebraska and South
Dakota—have no medical cannabis law.'”” Ninety-five percent of the US population live in
states where some form of medical cannabis is legal.'”

104 https://medicalmarijuana.procon.org/view.resource.php?resourcelD=000881

195 http://www.startribune.com/oklahoma-health-department-revised-medical-marijuana-rules/489359341/

106 https://medicalmarijuana.procon.org/view.resource.php?resourcelD=000881

197 See https://www.americamagazine.org/politics-society/2018/01/16/five-things-you-should-know-about-federal-
and-state-marijuana-laws

198 https:/news.medicalmarijuanainc.com/95-u-s-population-lives-states-marijuana-legal-finds-report/
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IV. THE INEVITABILITY OF FEDERAL LEGALIZATION

One way or another, it is a certainty that cannabis will be federally legalized, through federal
recognition of states’ rights, by removal of cannabis from the list of scheduled substances
(descheduling) or rescheduling, decriminalization, or some combination of such measures.'”

Precisely when this will occur is unknown. The midterm elections in November 2018 will
certainly raise the profile of the issue, as will the soon-to-begin campaign for the 2020
presidential election. One thing is certain: a combination of forces, from numerous angles, will
eventually compel Congress to end cannabis Prohibition.

A. Dramatic Shift In Public Opinion

No other issue has seen the kind of dramatic shift in public perception and opinion in as short a
time period as the legalization of cannabis.

Support for medical cannabis legalization is nearly universal. According to a Quinnipiac poll
released in August 2017, ninety-four percent of US adults—including 96 percent of
independents, 95 percent of Democrats and 90 percent of Republicans—support “allowing adults
to legally use marijuana for medical purposes if their doctor prescribes it.”'"°
any other issues that so many Americans agree upon.

There are few if

Support for adult-use legalization, according to surveys from Gallop conducted in October 2017,
was at 64 percent, up from 31 percent in 2000 and 12 percent in 1969.""" A Pew Research Center
survey in the same month found that 61 percent favored federal legalization.''? Other polls found
similar levels of support in recent years.'"® 75 percent oppose enforcing federal laws against
marijuana in states that have legalized medical or adult-use.''* A CBS News survey in April
2018 found that 61 percent thought legalizing cannabis should be left up to the states.''” Even a
skewed poll conducted by one of the few anti-cannabis groups, Smart Approaches to Marijuana
(SAM), found that only 16 percent favored keeping current federal marijuana law in place.''®

Majorities of Millennials (70 percent), Gen Xers (66 percent), and Baby Boomers (56 percent)
think cannabis should be legal.''” Only among the Silent Generation (born 1926-1945) does a

19 http://thehill.com/blogs/congress-blog/politics/397575-congress-must-catch-up-to-voters-on-marijuana-issue
"% https://www.cnn.com/2018/01/04/politics/marijuana-legalization-by-the-numbers/index.html;
https://www.thecannabist.co/2017/08/08/marijuana-legalization-opinion-poll-americans/85562/

H https:/mews.gallup.com/poll/221018/record-high-support-legalizing-marijuana.aspx
http://www.pewresearch.org/fact-tank/2018/01/05/americans-support-marijuana-legalization/
https://www.vox.com/cards/marijuana-legalization/-popular-opinion-changing-marijuana-legalization;
https://www.thecannabist.co/2017/08/08/marijuana-legalization-opinion-poll-americans/85562/

14 https://www.cnn.com/2018/01/04/politics/marijuana-legalization-by-the-numbers/index.html
115 hitps://www.usnews.com/news/politics/articles/2018-04-20/poll-majority-of-americans-support-legal-marijuana

116 hitps://www.vox.com/policy-and-politics/2018/1/18/16905794/marijuana-legalization-polls
"7 http://www.pewresearch.org/fact-tank/2018/01/05/americans-support-marijuana-legalization/

17

112
113




greater share oppose (58 percent) than favor (35 percent) cannabis legalization.''® Nearly seven-
in-ten Democrats say cannabis should be legal, as do 65 percent of independents.''” Republicans
younger than 40 favor legalizing cannabis use, 62 percent to 38 percent, Republicans ages 40 to
64 are divided (48 percent say it should be legal, 49 percent illegal), only Republicans 65 and
older oppose legalization, by more than two-to-one (67 percent to 30 percent).'*

The change to the law on same-sex marriage is a recent example of how overwhelming public
opinion, especially among younger voters, can drive unprecedented law reform.

B. Federal Legislative Efforts Garnering Broader Support

Recent significant developments toward new federal legislation on cannabis reflect the quickly-
shifting public opinion. Previously-silent legislators across the political spectrum are taking
strong public positions in favor of cannabis law reform. As more influential legislators
increasingly support proposed reforms, federal progress cannot be too far away.

1. Marijuana Justice Act

On August 1, 2017, Senator Cory Booker (D-NJ) and Representative Barbara Lee (D-CA)
announced the introduction of comprehensive cannabis legislation reform, called the Marijuana
Justice Act.'*' This marked the first time that companion legislation has been introduced in both
Congressional chambers to remove cannabis from the CSA.'*

The bills, S.1689 and H.R. 4815, would (1) remove marijuana from the US Controlled
Substances Act, thereby ending the federal criminalization of cannabis; (2) incentivize states to
mitigate existing and ongoing racial disparities in state-level marijuana arrests; (3) expunge
federal convictions specific to marijuana possession; (4) allow individuals currently serving time
in federal prison for marijuana-related violations to petition the court for resentencing; (5) and
create a community reinvestment fund to invest in communities most impacted by the failed War
on Drugs.'? Current co-sponsors of the Senate bill include Senators Gillibrand (D-NY), Sanders
(I-VT), Warren (D-MA), Harris (D-CA), Wyden (D-OR), and Merkley (D-OR). 124 The
companion House Bill, H.R. 4815, has 39 co-sponsors.'*’

118 I d

119 I d

120 I d

121 https://www.businessinsider.com/cory-booker-introduced-a-bill-to-end-the-federal-ban-on-marijuana-2017-8
122 http://norml.org/action-center/item/the-marijuana-justice-act-of-2017-introduced

123 I d

124 https://www.congress.gov/bill/1 1 5th-congress/senate-bill/1689/cosponsors

125 https://www.congress.gov/bill/1 15th-congress/house-bill/48 1 5/cosponsors
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2. STATES Act

On June 7, 2018, Senators Cory Gardner (R-CO) and Elizabeth Warren (D-MA) introduced the
Strengthening the Tenth Amendment Through Entrusting States Act (STATES) Act, S.3023.'%°
Co-sponsors include Senators Rand (R-KY'), Murkowski (R-AK), Sullivan (R-AK), Flake (R-
AZ), Masto (D-NV), Booker (D-NJ), Bennet (D-CO), and Klobuchar (D-MN).'?’

Representatives Earl Blumenauer (D-OR) and David Joyce (R-OH) introduced a companion bill
in the House, H.R. 6043, which has 23 co-sponsors.'?® The bill does not seek to legalize
cannabis, but instead proposes an amendment to the CSA, protecting cannabis users so long as
they comply with local state or tribal laws. The bill also states that compliant cannabis
transactions are not considered trafficking, and removes industrial hemp from the list of
substances prohibited under the CSA.'?

3. Marijuana Freedom And Opportunity Act, And Others

The third, and perhaps most significant proposed legislation, came from Senate Minority Leader
Chuck Schumer (D-NY), co-sponsored by Bernie Sanders (I-VT). On June 27, 2018, Senator
Schumer introduced the Marijuana Freedom and Opportunity Act, S. 3174,"*° which he had first
spoken about on April 20, 2018 (the unofficial annual cannabis holiday).131

The proposed legislation would, among other things, decriminalize marijuana at the federal level
by removing it from the list of scheduled substances under the CSA, maintain federal law
enforcement’s authority to prevent marijuana trafficking from states that have legalized
marijuana to those that have not, and incentivize state-level criminal record sealing and
expungement programs.'>> Senate co-sponsors include Senators Duckworth (D-IL), Sanders (I-
VT), Kaine (D-VA), Merkley (D-OR), Wyden (D-OR), Bennet (D-CO), and Warren (D-MA).

A fourth bill introduced on July 26, 2018 by several congressmen, called the “Fairness in Federal
Drug Testing Under State Laws Act,” H.R. 6589,'* would shield a federal worker “whose
residence is in a State where that individual’s private use of marijuana is not prohibited” from
being denied employment or being “subject to any other adverse personnel action” as a result of

126 https://www.warren.senate.gov/imo/media/doc/2018.06.05%20-%20warren-gardner%20STATES%20Act.pdf
127 https://www.congress.gov/bill/1 1 5th-congress/senate-bill/3032/cosponsors

128 https://www.washingtonpost.com/news/powerpost/wp/2018/06/07/republican-senator-confident-trump-will-back-
bill-to-protect-states-rights-on-marijuana/?utm _term=.0110f4c010e0

129 https://www.cnbe.com/2018/06/07/senators-gardner-and-warren-release-bipartisan-marijuana-bill.html

130 https://www.democrats.senate.gov/newsroom/press-releases/schumer-introduces-marijuana-freedom-and-
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a positive marijuana test, except if there is “probable cause to believe that the individual is under
the influence of marijuana” at the workplace. This bill has particular significance for veterans
who comprise about one-third of the U.S. government’s workforce.'**

There are several additional pending bills, such as the Regulate Marijuana Like Alcohol Act
(H.R. 1841), directing the DOJ to remove cannabis from the CSA."*?

Whether any of these bills, or some modified version of a combination of all of them, becomes
law, is uncertain. But the broader bipartisan support for these legislative efforts is indicative of
the direction Congressional cannabis legislation will take in the near term. The sheer number of
pro-Cannabis bills during this Congressional session also shows the increasing momentum. As of
July 2, 2018, 41 pro-cannabis bills had been introduced in the 115th session of Congress
(beginning January 3, 2017), nearly equal to the total number of pro-cannabis bills introduced
between 1999 and 2015."

4. The Prohibitionist Chairman Of The House Rules Committee

Attorney General Jeff Sessions said: “Good people don’t smoke marijuana,” and “People need to
take some aspirin sometimes and tough it out a little.”'*” He has even opposed medical cannabis
research, prompting a strong letter to him from Senators Orrin Hatch (R-UT) and Kamala Harris
(D-CA), citing calls for expanded medical cannabis research from President Trump’s Surgeon
General, the Secretary of Veterans Affairs (VA), the FDA, the Center for Disease Control
(CDC), the National Highway Safety Administration, the National Institute of Health, the
National Cancer Institute, the National Academies of Sciences, and NIDA.'*®

But the job of the Attorney General, misguided as his personal opinions may be, is to enforce the
law. As Sessions said during his confirmation hearings, “If that’s [cannabis prohibition]
something [that] is not desired any longer, Congress should pass a law to change the rule.”'*’
While the Attorney General only enforces the law, the single largest impediment to progress on
federal cannabis legislation is another Sessions, Representative Pete Sessions (R-TX), the
Prohibitionist from Texas.'* In his capacity as chairman of the House Rules Committee,
Sessions has enormous power over which measures make it to the floor for consideration.'*' He
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declares on his House Rules Committee biography that his position allows him “to influence
every piece of legislation before it reaches the House floor . . .*'*

The full US House of Representatives has not voted on a single cannabis legislation amendment
since 2016. That is largely because of Pete Sessions.'* For two years, despite dozens of efforts
from large groups of bipartisan representatives, Sessions’ House Rules Committee panel has
consistently blocked all cannabis proposals from advancing.'** Sessions has made few statements
explaining his actions and refuses to engage the media. He said: “I referred to marijuana as
merchants, this is a merchants of addiction, they are making it more powerful and more powerful
and more powerful...When I went to high school...in 1973, I graduated, marijuana, on average,
is 300 times more powerful.”'*

May 2016 was the last time the House of Representatives was allowed to vote on cannabis.
During that vote, it approved by a 233 to 189 margin a measure to allow veterans to receive
medical cannabis recommendations from VA doctors.'*
final legislation.'"” Since May 2016, Sessions’ panel has blocked 35 cannabis-related
amendments from reaching the House floor for votes.'**

But the measure was stripped from the

Rep. Sessions’ most recent interference came on July 16, 2018. Large bipartisan groups of
lawmakers cosponsored two new cannabis measures, to attach to legislation to fund parts of the
federal government through FY 2019."* One measure would have allowed Washington, DC to
legally tax and regulate retail sales in the District, and the other measure would have prevented
federal regulators from penalizing federal banks for working with the legal cannabis industry.'*

Congressman Denny Heck (D-WA) said in testimony about the banking amendment: “Our
federal laws are outdated. The people in this country want the law to treat marijuana as we do
alcohol . . . These large sums of cash make dispensaries an obvious target for robberies.”"! Rep.
Heck recounted the story of Travis Mason, a 24-year-old Marine veteran who was killed during a
2016 robbery at a Colorado dispensary where he was serving as a security guard. “He managed
to survive his service in the United States Marine Corps, but he didn’t survive his job guarding a
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store here at home.” As one former California police officer involved in cannabis security said:
. . . 152
“Real lives are in danger because there’s so much cash in play here.”"

During the week of July 16, 2018, the House Rules Committee considered 276 measures.'>® The
cannabis banking measure had the most cosponsors, 22, more than any of the other 275
measures. >* Sessions” Committee cleared 87 amendments for House floor consideration, but not

. 155
the cannabis measure.

Sessions’ obstructionism as Rules Committee Chairman continued even after the Republican
Party of Texas, a month earlier, at their June 16, 2018 Convention voted to approve platform
planks calling for a change in cannabis’ classification by the federal government and
decriminalization."*® Rep. Sessions’ agenda is not aligned with his constituent Texans - 61
percent support legalizing adult-use cannabis."’

Sessions’ July 16, 2018 blocking of the banking amendment followed his similar actions a month
earlier on June 6, 2018 when he blocked the Veterans Access amendment (voted on and
overwhelmingly approved in May 2016), for the second time (he first blocked it in 2017)."** The
amendment submitted by Rep. Earl Blumenauer (D-OR), with 17 bipartisan co-sponsors, would
have facilitated qualified veterans access to state-legal medical cannabis.'>

Congressman Blumenauer reacted: “For the second year, Pete Sessions has shown that he does
not care about the health and well-being of our veterans—who are speaking out across the
country. All they want is fair and equal treatment, and the ability to consult with their own
physician on all treatment options. By blocking this vote, Chairman Sessions has turned his back
on our wounded warriors, commonsense, and the will of the American people. He should be
ashamed.”'®

But Sessions, like all members of the House, is up for reelection in November. The Cook
Political Report which tracks congressional races, moved his seat—Texas’s 32nd congressional
district—from being rated “Lean Republican” to the closer “Toss Up” status last month.'®' In
2016, Hillary Clinton won the district.'®* Sessions” Democrat challenger Colin Allred has
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outraised him by a substantial amount.'® Cannabis reform advocates are targeting Sessions for
defeat in 2018. Congressman Blumenauer started a PAC and pledged to fund in-district
billboards spotlighting Sessions’ anti-cannabis tactics.'®*

C. FDA Approval Of GW’s Cannabis-Based Epilepsy Drug

While Rep. Pete Sessions has single-handedly stymied Congressional progress, there is some
progress in the executive branch.

On April 19, 2018, the FDA’s Peripheral and Central Nervous System Advisory Committee
voted unanimously (13 to 0) to support the approval of GW Pharmaceuticals’ (NSDQ:GWPH)
cannabidiol product, Epidiolex.'®> The committee supported the proposed indication for
Epidiolex: the treatment of seizures associated with Dravet and Lennox-Gastaut syndromes, two
rare and severe forms of epilepsy.'® Both conditions can cause patients to have multiple seizures
a day, and have been linked to cognitive deterioration.'”” GW’s New Drug Application for
Epidiolex received priority review status from the FDA.'®

On June 25, 2018, the FDA officially approved Epidiolex for the proposed indications.'®
According to the FDA’s press release: “This is the first FDA-approved drug that contains a
purified drug substance derived from marijuana. It is also the first FDA approval of a drug for
the treatment of patients with Dravet syndrome.”' "’ FDA Commissioner Dr. Scott Gottlieb said:
“This approval serves as a reminder that advancing sound development programs that properly
evaluate active ingredients contained in marijuana can lead to important medical therapies. And,
the FDA is committed to this kind of careful scientific research and drug development.”'”"

By solving a lot of problems and obstacles on the path to FDA approval, GW has paved the way
for companies like Zynerba Pharmaceuticals (NSDQ:ZYNE) and Insys Therapeutics
(NSDQ:INSY), which are developing their own cannabinoid-based drugs, to seek FDA

172
approval.

The difficulties in researching cannabis in the US are such that prior to GW’s Epidiolex only
one cannabis-based drug has been approved by the FDA. In 1985, the FDA approved
dronabinol, a synthetic form of THC, to treat nausea and vomiting brought on by
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chemotherapy. The drug, sold as Marinol, was later approved for a second use, as an appetite
stimulant for patients suffering from AIDS-related anorexia.'”

Epidiolex must still be approved by the DEA before it can be prescribed to patients, a process
called rescheduling which can take up to 90 days. GW’s Steve Schultz thinks Epidiolex will be
reclassified to the “unrestricted end of the schedule spectrum.”’* Epidiolex’s move to a lower
drug class would signify a change in how the US executive branch views CBD and the benefits
of the cannabis derivative.'””> Some think the DEA will have to reschedule cannabis or CBD for
GW to sell Epidiolex, but this is not the case.'’® The DEA can reschedule only the Epidiolex
product without rescheduling cannabis or CBD.'”’

The FDA’s approval of a cannabis-based drug is highly significant. According to Kris Krane,
president of 4Front Ventures and expert on cannabis legalization policy:'™ “It’s a real
recognition by the federal government for the first time that there are medicinal benefits deemed
in a cannabis plant . . . It’s making it more and more difficult for the federal government to leave
marijuana as a Schedule I substance...when [the FDA has] now approved one of the main
compounds in marijuana for medical prescriptions.”'”

According to John Hudak, senior fellow at the Brookings Institute: “The approval of Epidiolex . .
. flies in the face of decades of political rhetoric, public policy and the legal standards
underpinning cannabis prohibition . . . . In approving Epidiolex, the FDA has signaled to the rest
of the government — specifically the DEA — that cannabis-based medicines can have medical
value and can be regulated for safe medical use in this country.”'*
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Separately, on July 5, 2018, the FDA denied a request from an anti-legalization group to place
marijuana and its derivatives on a list of restricted substances that are not “generally recognized

as safe and effective.”'®!

D. Second Circuit Court Of Appeals: Washington v. Sessions

Cannabis law reform in the legislative and administrative branches of government is in sight, but
long-overdue progress may also come from the third branch of government which often drives
major social changes: the judicial branch.

On July 24, 2017, former NFL player Marvin Washington, two children using medical cannabis,
an Iraq War vet with post-traumatic stress disorder, and a social justice nonprofit organization
filed a lawsuit in New York’s federal court, the Southern District of New York, challenging the
constitutionality of the CSA with regard to marijuana (S.D.N.Y. No. 17-cv-05625)."® Attorney
General Jeff Sessions and DEA administrator Charles Rosenberg were named as defendants.'™

One of the children plaintiffs Alexis Bortell, 11 (now 12), uses medical cannabis to treat
intractable epilepsy. She claimed the CSA restricts her ability to travel freely with her medicine
and the federal illegality of cannabis forbids her from fully accessing the benefits due to her as
the child of a military veteran, including health insurance.'®* Her parents — both military
veterans (her father is 100% disabled)—moved their family from Texas to Larkspur, Colorado to
access cannabis.'™ According to the Complaint:

At the age of seven, Alexis began experiencing seizures, and was
eventually diagnosed with a condition known as “intractable epilepsy.”

Alexis often suffered from multiple seizures per day, and spent most of
her school-day afternoons in the nurse's office. After two years of doctor
visits, tests, urgent trips to the emergency room, and pill after pill, all with
their assortment of negative side effects, her family exhausted traditional
pharmaceutical options to stop what Alexis referred to as the “seizure
monster.” At that point, they turned to the last known option available:
whole-plant Cannabis containing high concentrations of THC.

Since being on whole-plant medical Cannabis, Alexis has gone more than
two years seizure-free, without taking any other medication to control her
seizures. Without her use of whole-plant medical Cannabis, Alexis would
likely have no quality of life, and instead be resigned to spending her days

181

https://www.forbes.com/sites/tomangell/2018/07/05/fda-rejects-petition-to-further-restrict-
marijuana/#65cafc607eea

182 hitps://www.thecannabist.co/2017/07/25/marijuana-schedule-i-lawsuit-unconstitutional/84473/
183
Id.
184 hitps://www.thecannabist.co/2018/02/26/marijuana-schedule-i-lawsuit-dismissed/100033/
185
Id.

25



at home inside or worse, in a hospital bed, as medical care-givers surround
her with offers of palliative care which fail to provide any actual palliative
relief.'*

(Alexis, and her father, Dean Bortell, as the two wait to testify during a Colorado
House committee hearing on cannabis legislation on March 6, 2017 in Denver.)'®’

The other child Plaintiff in the lawsuit is Jagger Cotte, aged 6. His parents were also forced to
move from Georgia to Colorado, to obtain medical cannabis. According to the Complaint:

Jagger suffers from a rare, congenital disease known as "Leigh's Disease,"
which disables and then kills approximately 95% of people afflicted with
it (if diagnosed before age 2) by the time that they reach the age of four.

Consistent with his diagnosis and prognosis, Jagger, beginning at age one,
became a hospice patient, unable to speak, walk, masticate food, and/or
otherwise handle any activities of daily living. Worse, Jagger began
experiencing near-constant pain, shrieking in agony as he tried to get
through each day.

As Sebastien and his wife prepared for what they expected would be their
son's inevitable demise, they turned to Cannabis with high concentrations
of THC, in the hope of reducing his pain and prolonging his life. Since he
began treating with medical Cannabis with high concentrations of THC,
Jagger has stopped screaming in pain, has been able to interact with his
parents, and has prolonged his life by more than two years.'®®

Judge Alvin K. Hellerstein dismissed the case on February 26, 2018,"® taking pains to

“emphasize that this decision is not on the merits of plaintiffs’ claim[s],” the Plaintiff’ attorney
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Michael S. Hiller said."”® During the February 14 oral argument, Judge Hellerstein commented to
Hiller: “How could anyone say that your clients’ lives have not been saved by marijuana?”'”!

Nevertheless, Judge Hellerstein ruled that the Plaintiffs were required to exhaust administrative
remedies including petitioning the DEA to reschedule cannabis. Hiller said: “Resigning the
plaintiffs to the petitioning administrative process is tantamount to a death sentence for those
patients who need cannabis to live. The time has come for the courts to abandon decades-old
precedent, notched with obsolete legal technicalities, and catch up with modern science and
contemporary principles of constitutional law.”'"?

On June 1, 2018, the Plaintiffs appealed to the United States Court of Appeals for the Second
Circuit, the most influential federal circuit appeals court, one step below the Supreme Court.'”

Hiller believes that a futility argument should overcome the administrative process requirement.
He said that Judge Hellerstein did not appear to address the Plaintiffs’ argument that the
petitioning administrative process generally consumes an “average of nine years to complete,”
and is “overseen by a biased decision-maker (defendant Jeff Sessions), who has pre-determined
to reject the evidence before it has even been presented.”'** He further said: “This case will
continue to move forward. Notwithstanding the outcome today, we remain confident that the
final disposition of this case will include a finding that the classification of cannabis under the
Controlled Substances Act is unconstitutional — freeing millions of Americans to safely treat
their conditions with a plant that maintains their health and their lives.”'"’

The Second Circuit appeal will probably take 6 to12 months to resolve, but with any outcome,
the Washington v. Sessions case will likely be in front of the Supreme Court within 18 months.
On May 14, 2018, the Supreme Court decisively (by a margin of 7-2) sided with states’ rights in
a sports gambling case that legal experts say sets a strong precedent for cannabis legalization.196

E. The Midterm Elections And The Trump Card

Elected officials who oppose cannabis legalization do so at their own political peril. Being a
cannabis Prohibitionist is “politically untenable.”"®’ In the lead-up to the Midterm elections in
November 2018, in a host of gubernatorial races, and in the run-up to the 2020 presidential
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elections, cannabis legalization will be an important issue. And for the first time in history, a
majority of Republicans support adult-use legalization of cannabis.'”®

Political Strategist Celinda Lake looked at the top battleground districts across the US and found
that 60 percent of likely voters in those districts, across the political spectrum, favor the
legalization of cannabis.'” Support for medical cannabis legalization is much higher.**’ Perhaps
most telling in these battleground districts is that nearly half say they would be more likely to
vote for a candidate running for elected office if he or she supports legalization. According to
National Association For Reform Of Marijuana Laws (NORML) Executive Director Erik Altieri:
“Marijuana legalization is going to be a lead issue in the 2018 elections. Advocating for an end
to our decades-long, failed prohibition is not only good policy, but good politics.”*"'

Of the five Republican states that will vote on cannabis legalization during the Fall midterms,
Michigan, Utah, Oklahoma, Missouri, and North Dakota, four of the states supported Trump by
double digits in 2016 (in North Dakota 63/27 favored Trump/Clinton).*** In Michigan, voters
will decide on an adult-use cannabis ballot measure, with polls indicating voter-support of nearly
60 percent.””® In Utah, voters will decide on a ballot measure to legalize medical cannabis - in
that overwhelmingly Republican state, 76 percent of voters support medical cannabis.”*
Oklahoma, a petition to place adult-use legalization on the November ballot accumulated more
than 100,000 signatures but fell some 20,000 short for a vote.”*® In Missouri, four ballot
measures have been proposed — three of which are medical and one adult-use. Organizers in
support of adult-use legalization have submitted their signatures and are waiting for state election
officials’ approval to add the question to the ballot.**

In

From a cannabis law reform perspective, the senate races in Texas and California will be
important in terms of the opportunity to replace anti-cannabis senator Ted Cruz, facing a
challenging campaign, and long-time non-supporter California senator Dianne Feinstein.””” In
the House, Representative Andy Harris (R-MD), who worked to obstruct Washington, DC from
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regulating the sale of cannabis despite it being legal to possess, will be facing a serious
challenge.”” Republican Congressman Paul Gosar (R-AZ), who has interfered with legalization

209 -
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progress in Arizona including making false claims about states that have legalized cannabis,
facing a difficult re-election campaign.”'® Others who have delayed progress at the federal level
are retiring, including House Judiciary Chairman Bob Goodlatte (R-VA), who along with House

Rules Chairman Pete Sessions (R-TX) has long refused to give bills a single hearing.*"'

Democratic primary voters will overwhelmingly reject anti-cannabis candidates. As prominent
Florida attorney and cannabis activist John Morgan put it: For Democratic primary voters,
opposing flat-out legalization of cannabis is on the same scale as being against same-sex
marriage: “You’re dead. You’re DOA.”*'* With the majority of Republicans nationwide
supporting legalization, including 60 percent in battleground states,?"? it would be politically
risky for a candidate from either party to oppose legalization.

Republican or Democratic, many voters are single-issue voters regarding marijuana
legalization.”'* In Washington State, the Secretary of State credited the ballot measure
concerning the legalization of cannabis, Initiative 502, for encouraging voter turnout of 81
percent, the highest in the nation.”"* In Washington, voters aged 18 to 29 increased their share of
the electorate from 10 to 22 percent between 2008 and 2012—more than doubling, and voters 18
to 24, increased their participation from five to 13 percent—a 160 percent increase.”'® In
Colorado, voter turnout changed dramatically between 2008 and 2012 with marijuana
legalization on the ballot. In 2008, 18 to 29-year olds made up 14 percent of the electorate; that
number increased to 20 percent in 2012.%'7 There are scores of ardent supporters of cannabis
legalization, and while many people may still be ambivalent or unaware, there is little passion on
the side of opposing cannabis legalization.
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In addition to the November 2018 Midterms, many believe that if not passed before then,
cannabis legalization will feature in the 2020 presidential elections.?'® Every potential Democrat
2020 contender (except perhaps Biden) has strongly supported adult-use legalization - including
Senators Gillibrand, Harris, Cory, Sanders, and others.*"”

President Trump has never publicly opposed cannabis legalization. In fact, he has issued
numerous statements and signals suggesting he would support it. In an article titled “Why
President Trump Is Positioned To Be Marijuana’s Great Savior & How The Democrats Blew It,”
4Front Ventures co-founder Kris Krane posits that “President Trump, whether premeditated or
not, is putting himself in a position to make history by becoming the U.S. president who reversed
a nearly century-long policy of marijuana prohibition and, in so doing, reap the political spoils of
taking on the mantle of ‘the legalization president.””*** According to former Governor of
Massachusetts and Libertarian Party Vice Presidential candidate Bill Weld (who joined the
Board of Acreage Holdings in April 2018): “I would think it’s excellent politics for President
Trump. He did say during the campaign in 2016, adult recreation, full adult legalization, is a

states’ rights issue — and that goes down very well with Republicans.”**'

As Mr. Krane explains, in the 2016 election Democrats had an opportunity to own the cannabis
legalization issue, especially in a campaign in which millennial voters showed record levels of
dissatisfaction with the major-party candidates.””> Hillary Clinton could have chosen to go
further than President Obama and support an end to federal cannabis prohibition, as some
Democratic party political strategists were urging at the time.**® Yet, just as Democratic leaders
had for years, she chose the “politically safe” route and only endorsed medical marijuana, while
calling on the federal government to study the legalization programs in Colorado and
Washington.”*

According to Mr. Krane, Clinton lost what was perhaps the Democrats’ last opportunity to reap
the political spoils of being the party to embrace legalization: “This has opened up a huge
opportunity for President Trump to own this issue in a way that no president ever has,
eliminating any chance Democrats may have had to earn the political gains of embracing
legalization. The Democrats have potentially ceded these benefits to the president, who could
potentially use them with staggering effectiveness during his reelection campaign.”*** Mr. Krane
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says that with 2020 Democratic hopefuls now competing amongst themselves to be seen as the
most pro-legalization, President Trump could neutralize this issue politically for the Democrats
by fully embracing legalization prior to the 2020 elections.**®

President Trump has on several indications publicly indicated his support for deferring to the
states on cannabis legalization, a position consistent with all of the proposed federal legalization
legislation. In October 2015, early in his campaign, Trump discussed the issue at a campaign
rally: “The marijuana thing is such a big thing. I think medical should happen—right? Don’t we
agree? I think so. ... I think that should be a state issue, state-by-state.”””’ During the 2016
campaign, a Colorado reporter asked Trump whether he would enforce the federal ban on
cannabis in states that had legalized. He said: “I wouldn’t do that, no...I think it’s up to the states
yeah, I’m a states person. I think it should be up to the states absolutely.””® Speaker Boehner
said: “The President believes we ought to allow the states to do what they’re doing.”**’

On April 11, 2018, for the first time since the 2016 campaign, President Trump confirmed that
he would support states’ rights to regulate cannabis. In a conversation between the president and
the Senator Cory Gardner (R-CO), Trump told Gardner: “You have my support for a legislative
solution that will allow a states’ rights approach.”*° Speaking of their conversation, Senator
Gardner said: “Since the campaign, President Trump has consistently supported states’ rights to
decide for themselves how best to approach marijuana. Late Wednesday, I received a
commitment from the President that the Department of Justice’s rescission of the Cole memo
will not impact Colorado’s legal marijuana industry. President Trump has assured me that he will
support a federalism-based legislative solution to fix this states’ rights issue once and for all.”*"!
Senator Gardner concluded: “We have the President’s support. You have 30-some states that
have addressed this issue in one way or another.”*** White House press secretary Sarah
Huckabee Sanders confirmed that Trump and Gardner spoke about the issue and said: “We’re
always consulting Congress about issues, including states’ rights, of which the president is a firm
believer.”*

On June 8, 2019, the day after Senators Cory Gardner (R-CO) and Elizabeth Warren (D-MA)
introduced the STATES Act, when Trump was asked by reporters if he supports it, he said: “I
really do, I support Senator Gardner, I know exactly what he’s doing. We’re looking at it, but |
probably will end up supporting that, yes.”***
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There is little risk, but tremendous upside for Trump to publicly proclaim support for
legalization. Cannabis is a bi-partisan issue now, not only amongst the electorate but also
increasingly amongst elected officials. Long-time Republican Speaker Boehner said: “anything
in the cannabis area is not partisan at all.”*>> Republican governors Brian Sandoval (NV), Jan
Brewer (AZ), and Charlie Baker (MA) have dutifully implemented their states’ cannabis
programs after initially opposing the ballot initiatives.”*® And Republican Phil Scott of Vermont
became the first governor in the country to sign an adult-use legalization bill into law.>’

President Trump inspires passionate followers and detractors, but most agree that he is politically
savvy.”® A New York real estate magnate with no history in formal politics does not become
President without being politically astute. Everyone agrees that Trump is unpredictable. It would
be unwise to bet against Trump seizing cannabis legalization as the ultimate Republican coup in
the impending run-up to the 2020 election.

F. Spurred On By Northeast And Midwest States

Driven by overwhelming public opinion, the end of cannabis Prohibition may come from
Congress, from the DEA rescheduling cannabis, or from the Supreme Court. Midterm
congressional elections and the presidential elections will undoubtedly be catalysts too.
However, developments in individual states will be the ultimate driver to federal legalization.

With 30 states and DC embracing medical cannabis, and 9 states and DC permitting adult-use,
the addition of more states with medical and adult-use legalization will ultimately create a
tipping point compelling Congress to act. The last few months have seen a flurry of legalization
activity in some of the most influential states in the nation. The combination of sorely-needed tax
revenue for empty state coffers, along with tremendous savings in policing and imprisonment
costs, has gotten the attention of state legislators and leaders across the country. Unprecedented
developments are occurring on almost a daily basis in New York, New Jersey, Illinois, Michigan,
Pennsylvania, Florida, and many other highly-populated, important states.

1. New York

Policy developments and cultural changes in the financial capital of the world profoundly
influence domestic policy.

New York was one of the first states in the nation to decriminalize the possession of marijuana
—in 1977.7° Yet, as Marijuana Policy Project explains, 40 years later there is still a giant
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loophole in the law, which has caused thousands more arrests, and all of the collateral
consequences that come with them. The “public view” exception to the decriminalization law has
been widely abused by police officers, who order people, mostly non-white minorities, to empty
their pockets and then arrest them for possessing marijuana in public view.*** Over 18,000
people were still arrested for marijuana possession in 2016, in New York City alone.**' Yet,
these arrests have done nothing to stem the flow of marijuana in New York which has a very
robust and sophisticated illicit cannabis market.”*?

In 2017, New Yorkers consumed 77.4 tons of cannabis (the equivalent of about 77 million
joints), more than any other city in the world, and the competition is not even close.** The
second-most cannabis consuming US city was Los Angeles, with 36.6 tons consumed last
year.”** New Yorkers spend an estimated $3 billion per year on cannabis in the illicit market.
A Quinnipiac poll released in May 2018 found that 63 percent of New York voters, and 71
percent of the state’s Democrats, support adult-use legalization.**°

245

Suddenly, during the past nine months, legalization developments in New York State are
happening at a rapid pace.

On January 16, 2018, Governor Cuomo first announced in his annual budget address that the
state would study legalizing of cannabis,**’ pointing to neighboring states Vermont and
Massachusetts.***

Cuomo, with deep donor ties to the pharmaceutical industry** has been historically opposed to
New York’s nascent medical cannabis industry.”° In April 2013, he said: “We’re looking at it,
but at this point I don’t support medical marijuana.”*' In December 2013, he called a proposed
bill to legalize adult-use cannabis a “non-starter.”* Finally, in January 2014, he pledged to
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launch a medical cannabis program that would make cannabis available on a very limited basis at
20 hospitals: “I feel comfortable with this approach,” Cuomo said.”>* In June 2014, New York’s
legislature approved a bill creating a broader medical program in New Y ork, though on Cuomo’s
insistence, it included a number of strict restrictions, including a ban on smokable forms.***

During 2016 and 2017, New York added more conditions including chronic pain to the list of
qualifying conditions and issued 5 additional vertical licenses (cultivate, process, and sell) for
medical cannabis Registered Organizations.”> To mark Veterans Day, Cuomo signed a bill to
add post-traumatic stress disorder (PTSD) as a qualifying condition, making New York the 28th
of the 30 medical cannabis states to allow PTSD patients to qualify for medical cannabis.”>® New
York’s medical cannabis program finally made some progress after being one of the most
restrictive in the country.25 " As of August 28, 2018, there were 69,466 certified medical cannabis
patients in New York, and 1,857 registered practitioners.”®

Because Cuomo has been historically unsupportive of even medical cannabis, his January 16
announcement of an adult-use legalization study represented a significant turning point in the
prospects for near-term adult-use legalization in New York. On April 3, 2018, a New York
Department of Health spokeswoman said the study would be completed in the Fall 2018: the
agency would “collect the relevant information by the fall, at which point it will be reviewed and
a report will be prepared.”*”’

Actress Cynthia Nixon (Sex & the City’s Miranda) and her bid for Governor, among other
factors, pushed New York’s government to act more quickly than it promised (rare). On April
11, 2018, Ms. Nixon announced that she favors legalizing adult-use in New York. In her video
message, she took aim at Cuomo, saying that cannabis would already be legal in New York if
“there was more political courage coming out of Albany. In 2018, in a blue state like New York,
marijuana shouldn’t even be an issue.”**

Suddenly, Cuomo’s comments took a dramatic change in tone. At a press conference on May 14,
2018, Cuomo said the report, planned for the fall, would be released sooner than expected. “That
report should be done shortly,” Cuomo said. “How do you define shortly? It is supposed to be
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done by calendar, it should be done within days.”**' Cuomo again referred to Massachusetts and
Vermont legalizing adult-use: “To say well, it won’t be in New York I think is to avoid reality at
that point. The facts changed on this issue and the facts changed quickly.”*%*

On May 21, 2018 (and again on June 19), New York City Mayor Bill de Blasio instructed the
NYPD to stop arresting people caught smoking cannabis.*®® The headline in Newsweek read
“NYC Mayor Bill de Blasio Preparing City For Marijuana Legalization, Instructs NYPD To Halt
Arrests.”*** Mayor de Blasio said: “With marijuana legalization likely to occur in our state in the
near future, it is critical our city plans for the public safety, health and financial consequences
involved . . . itisn’t difficult to see where this is headed, and any responsible policymaker must
prepare for that eventuality. My focus now will be helping to craft the critical regulatory
framework that must come before legalization is realized.”*®

A few days later, on May 23, 2018, New York’s Democratic Party at their Convention backed
adult-use legalization, and also nominated Cuomo for a third term.**®

On July 3, 2018, the New York Department of Financial Services announced that banks in New
York could open accounts for medical cannabis businesses without fear of being punished by
state regulators.”®” Cuomo said: “The ability to establish a banking relationship is a challenge
that legal industries face unlike no other. As the federal government continues to sow discord
surrounding the medical marijuana and industrial hemp businesses, New York has made
significant progress in creating a supportive economic development and regulatory landscape for
these companies.”268

A week later, on July 12, 2018, New York enacted emergency rules allowing medical cannabis

29 In so doing, New York regulators allowed patients who would

as an opioid replacement.
normally be prescribed opioids for any condition to use medical cannabis instead, a monumental

advancement for New York’s medical cannabis program.”’”® New York State Health
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Commissioner Dr. Howard Zucker said in a press release: “Medical marijuana has been shown to
be an effective treatment for pain that may also reduce the chance of opioid dependence. Adding
opioid replacement as a qualifying condition for medical marijuana offers providers another
treatment option, which is a critical step in combating the deadly opioid epidemic affecting
people across the state.””’!

The next day, July 13, 2018, brought one of the most significant developments of the year for the
US cannabis industry (on par with former Speaker John Boehner joining Acreage Holdings). The
New York State Health Department released its much-anticipated study recommending
legalizing adult-use cannabis in New York.””* “Numerous NYS agencies and subject matter
experts in the fields of public health, mental health, substance use, public safety, transportation,
and economics worked in developing this assessment,” the 75-page document says.*”* “No
insurmountable obstacles to regulation of marijuana were raised.” The report states in the
opening section:

The positive effects of regulating an adult (21 and over) marijuana market
in NYS outweigh the potential negative impacts. Harm reduction
principles can and should be incorporated into a regulated marijuana
program to help ensure consumer and industry safety. Legalizing
marijuana could remove research restrictions in NYS, which will enable
the State to add to the knowledge of both the benefits and risks. In
addition, NYS would be one of the largest regulated marijuana markets.
As such, there is potential for substantial tax revenue in NYS, which can
be used to help support program initiatives in areas such as public health,
education, transportation, research, law enforcement and workforce
development. Tax revenues can also support health care and employment.
Finally, legalization of marijuana will address an important social justice
issue by reducing disproportionate criminalization and incarceration of
certain racial and ethnic minority communities.””*

The New York Health Department concluded: “Regulation of marijuana benefits public health
by enabling government oversight of the production, testing, labeling, distribution, and sale of
marijuana. The creation of a regulated marijuana program would enable NY'S to better control
licensing, ensure quality control and consumer protection, and set age and quantity
restrictions.”*”> Among the bullet points included in the report are:
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o Regulating marijuana reduces risks and improves quality control and consumer
protection.

e Marijuana may reduce opioid deaths and opioid prescribing.

o The majority of credible evidence suggests legalization of marijuana has no or minimal
impact on use by youth.

o Legalizing marijuana results in a reduction in the use of synthetic cannabinoids/novel
psychoactive substances.

o Criminalization of marijuana has not curbed marijuana use despite the commitment of
significant law enforcement resources.

e Marijuana prohibition results in disproportionate criminalization of certain racial and
ethnic groups.

o There has been no increase in violent crime or property crime rates around medical
marijuana dispensaries.

e Marijuana regulation could generate long-term cost savings.

o Regulated marijuana generates tax revenue; and

o Legalization provides an opportunity to educate consumers on what their options are and
encourage the use of products with lower doses of THC.*"®

The Health Department’s report estimated that legal adult-use sales could generate between
$248.1 million and $677.7 million in revenues for New York State in the first year, depending on
tax and usage rates.””’ A report on May 15, 2018 by New York City Comptroller Scott M.
Stringer estimates the legal, adult-use cannabis market at some $3.1 billion per year in New York
State, about $1.1 billion of that in NYC, yielding annual tax revenues of $1.3 billion at the State
and City levels.””® A study by the NYC Comptroller in 2013 estimated potential tax revenue for a
legal marijuana market in NYC alone would be more than $400 million, and acknowledged that
the actual tax revenues could be much higher.*”

On July 31, 2018, Manhattan District Attorney Cyrus Vance, Jr., announced that Manhattan had
seen its last prosecution for marijuana possession and smoking. Effective the next day, August 1,
the Manhattan DA’s Office would no longer pursue marijuana prosecutions. In one of the
strongest statements on the issue by a high-profile law enforcement official, DA Vance said:

“Every day I ask our prosecutors to keep Manhattan safe and make our justice
system more equal and fair. The needless criminalization of pot smoking
frustrates this core mission, so we are removing ourselves from the equation.
Our research has found virtually no public safety rationale for the ongoing arrest
and prosecution of marijuana smoking, and no moral justification for the
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intolerable racial disparities that underlie enforcement. Tomorrow, our Office will

exit a system wherein smoking a joint can ruin your job, your college application,
or your immigration status, but our advocacy will continue. I urge New York
lawmakers to legalize and regulate marijuana once and for all.”?%

(Emphasis added.)

On August 2, 2018, Governor Cuomo announced that he directed a panel to draft legislation to
legalize adult-use in New York.”®' Hearings on adult-use legalization are scheduled across the
state in the Fall 2018. By all accounts, New York is on the precipice of legalization.

Cuomo was likely spurred into action by the realization that with Massachusetts and Vermont
legalizing adult-use cannabis, New York would only continue to lose tax revenue by delaying
legalization. Cynthia Nixon undoubtedly moved Cuomo forward too; his primary loyalty is to
political expediency. It helps also that both senior Senators from New York, Schumer and
Gillibrand, are amongst the most forceful advocates for federal legalization.

But a fourth driver of New York’s recent progress, and perhaps the most influential, is
developments in New Jersey, the state across the Hudson River from New York City, with deep
ties to New York and where many of the city’s 1.5 million daily commuters originate.”® As
iAnthus Capital CEO Hadley Ford sums up the New Jersey effect: the first time a tourist leaves
Times Square on a 10-minute train ride to New Jersey carrying a pocketful of tax dollars to
purchase adult-use cannabis, by the time the tourist takes the return train to Manhattan, cannabis
will have been legalized in New York.

2. New Jersey

Like New York, New Jersey’s nascent medical cannabis industry has been stymied by a
governor, Chris Christie, who opposed the industry. In May 2017, Christie called legalization
advocates “crazy liberals” who want to “poison our kids.”*** In response to the notion that any
high school student who wants cannabis can readily buy it illegally, Christie’s said: “Then why
not legalize heroin? I mean, their argument fails just on that basis. Let's legalize cocaine. Let's
legalize heroin. Let's legalize angel dust. Let's legalize all of it. What's the difference? Let
everybody choose.”™*
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New Jersey has elected new progressive leadership, in Governor Phil Murphy’s administration,
that is responding to the calls of public opinion, expanding the state’s medical cannabis program,
and moving the state quickly toward adult-use legalization.

On March 13, 2018, Governor Murphy, in his FY 2019 Budget Address at the State House in
Trenton, said: “[T]he only sensible option is the careful legalization, regulation, and taxation of
marijuana sales to adults. Legalization will allow us to reinvest directly in our communities -
especially the urban neighborhoods hardest hit by the misguided War on Drugs - in their
economic development, in health care and housing, child care and after-school programs, and
other critical areas . . . .  am committed to working with you to get this passed this year.”**
Murphy included revenues from legalized cannabis in his first state budget proposal.”

A few days later, on March 17, 2018, Governor Murphy announced the first stage of a wide-
ranging expansion of New Jersey’s medical cannabis program, allowing doctors to recommend
medical cannabis to treat anxiety, various forms of chronic pain, and migraines.”®’ Murphy said:
“Patients should be treated as patients, not criminals. We will be guided by science. [No more
would patients be] failed by a system that has been prevented from delivering the compassionate
care it promised nearly a decade ago.”**® Murphy also said that he remained “fully committed” to
legalizing adult-use by the end of 2018.¥

Several legalization bills have put forward by New Jersey state senators, including by State
Senators Nicholas Scutari (D-Union) and Reed Gusciora (D-Mercer).

Advocates on all sides of the debate have been pushing for a variety of policies. Some industry
groups want hundreds of dispensaries, while existing medical dispensaries are interested in
limiting the market.*® There has been opposition from the state’s democratic Legislative Black
Caucus, for reasons that have not been articulated clearly aside from purported fears of increased
access to cannabis.”’! One of the strongest opponents has been State Senator Rice. He said:
“They want to call them dispensaries, but they’re going to be stores that do retail selling
cupcakes with marijuana, candies with marijuana, sex toys and oils with marijuana, lipsticks with
marijuana, all those kinds of products that kids can get and people can get.”*”

Nevertheless, on July 9, 2018, State Senate President Steve Sweeney said he thinks his chamber
and Assembly Speaker Craig Coughlin will tackle the issue this summer: “We are rounding the
corner on marijuana,” Sweeney said. “I know the speaker and I are committed to getting the
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marijuana bills done this summer. That’s our goal. So marijuana is something we’re gonna get
done.”””* A source in the State Senate told NJ.com on July 23, 2018 that a bill legalizing adult-
use was expected to reach the Senate for consideration by September 2018.%* Certainly helpful
is New Jersey’s influential Senator Cory Booker, who like his New York senate counterparts, is
amongst the strongest proponents of federal legislative reform.

New Jersey’s criminal justice department, as in New York, has taken meaningful steps to end the
state’s wasteful, failed war on marijuana. In 2016, 36,000 people were arrested on marijuana
charges in New Jersey in 2016, more than 32,000 were charged for possession of small
amounts.””> On July 18, 2018, Jersey City announced that adult-use would be decriminalized
effective the next day. On July 24, 2018, in an announcement that would have been unthinkable
even one year ago, New Jersey’s attorney general announced an immediate adjournment of all
marijuana cases in municipal courts statewide until at least September.**®

On August 3, 2018, Assembly Speaker Craig Coughlin enthusiastically supported adult-use
legalization.”” A week later, on August 9, 2018, State Senate President Stephen Sweeney said
that the state Legislature could vote to legalize adult-use cannabis as early as September 2018:
“I think it’s gonna be soon. We’ll have the legislation done.”*® Sweeney told reporters that he
and state Assembly Speaker Coughlin had “spent a lot of time” in early August speaking with
sponsors of the legislation: “We’re getting much closer.”*”

On August 20, 2018, Sweeney said he was certain he and Coughlin would secure the necessary
votes in their respective chambers to pass adult-use by the end of September 2018: “I’'m
confident we‘ll get to 21 and 41. I’m not going to get to 28, but I'm confident I’ll get to 21 votes
and the speaker will find 41.°”° Sweeney also predicted some Republican support: “Don’t be
surprised when people who say they were against it vote for it.”*"

Under Governor Murphy’s leadership, the state’s medical cannabis program is growing quickly.
On May 1, 2018, Health Commissioner Shereef Elnahal reported that the state was adding 100
new medical cannabis patients per day: “This demonstrates that there was pent-up demand,” he

23 hitps://pix11.com/2018/07/08/marijuana-left-out-of-nj-budget-but-gov-says-it-is-coming/

294 https://www.nj.com/marijuana/2018/07/nj_just_effectively decriminalized weed_possession.html
295

Id.
0 1d.

297 h

ttps://www.politico.com/states/new-jersey/story/2018/08/03/coughlin-publicly-endorses-marijuana-legalization-
8826403

% https://www.nj.com/marijuana/2018/08/weed_could_be legal in_nj by 2019 top_lawmaker say.html
299
Id.
390 https://www.politico.com/states/new-jersey/story/2018/08/17/sweeney-says-he-has-the-votes-for-marijuana-

564897 As explained in a few paragraphs, this is a crucial statement for nationwide legalization.
301
Id.

40



. 2
said.*®

more than half having joined since Murphy took office in January.

There are more than 30,000 registered medical cannabis patients in New Jersey, with
303

$20 million of medical cannabis was sold in New Jersey in 2017 by a very small medical
cannabis program.®”* Early projections estimate that New Jersey’s adult-use cannabis market
could generate $1 billion per year in revenues, and $250 million in tax revenue.’®’

Predicting the pace of political and legal developments in New Jersey is difficult, but the Garden
State may well be a tipping point for federal legalization.’®® The natural progression is evident.
As noted, it is hard to imagine a day that adult-use is legal in New Jersey but not in New York.
New York will simply not allow many of its 63 million visitors a year,’*’ not to mention millions
of residents, to travel to New Jersey and fill its treasury coffers with cannabis tax dollars. As
New Jersey legalizes, so will New York. When cannabis is legal in both states, and then shortly
thereafter in states like Pennsylvania and Connecticut, Congress will be compelled to act.

3. Pennsylvania

New Jersey’s neighboring state, Pennsylvania, is also important for cannabis legalization
progress. Pennsylvania is the fifth-largest state, home to nearly 13 million people.**® The state
has been late to begin a medical cannabis program, but the program is showing enormous
promise and state officials are beginning to respond to public opinion supporting cannabis.

Pennsylvania launched its medical cannabis program in February 2018. Less than two weeks
later, dispensaries ran out of cannabis.>” They re-stocked as more cultivation has come online.

In May 2018, Pennsylvania’s Department of Health added opioid use disorder to the state’s
extensive list of qualifying conditions—the second state in the country to do so.>'® The list of
indications also includes chronic pain.*'' The Health Department has also approved the sale of
cannabis dry leaf at dispensaries, which offers patients a cheaper alternative to the oils and
processed cannabis products previously available.’'? This change will quickly increase patient
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numbers in Pennsylvania, as cannabis in smokable form remains very popular and is the
preferred means of consumption for a significant percentage of medical patients.

A new analysis estimates that Pennsylvania’s medical cannabis program will see $60 million in
2018 revenue, expected to quadruple to about $240 million by 2020.>" Pennsylvania’s Health
Department projects that the number of medical cannabis patients will reach as high as
250,000.%"* The state has a great website discussing its cannabis program.'®

There have been major recent strides in Pennsylvania. On February 6, 2018, the state’s senate
passed a unanimous resolution (vote count: 49-0) urging the US Congress to remove marijuana
from the federal Schedule I controlled substances list.”'® This followed a January 2018 resolution
from a bipartisan group of Pennsylvania state senators urging Congress to “recognize the proven
medical purposes of marijuana.”'” Governor Tom Wolf is focused, according to his spokesman,
on “maximizing the impact, benefits and accessibility of Pennsylvania’s medical marijuana
program for patients.”'® On May 14, 2018, Pennsylvania allowed eight of its universities to

. . . . 319
research medical cannabis - one of the very few medical-cannabis-only states to have done so.

Criminal enforcement policies in Pennsylvania lag behind public opinion. In 2017 alone,
Pennsylvania spent $46 million in taxpayer dollars to prosecute people with less than an ounce of
cannabis.”* Nearly 21,000 adults were charged in Pennsylvania in 2017 for low-level marijuana
offenses.”' Yet, 59 percent of Pennsylvania voters support legalizing recreational cannabis,’*
and the state estimates there are about 800,000 regular cannabis users in the state. >

In March 2017, Pennsylvania’s Auditor General Eugene DePasquale became the first statewide
elected official to endorse regulating and taxing adult-use marijuana.

On July 19, 2018, DePasquale said Pennsylvania is missing out on $581 million per year in tax
revenue by not regulating and taxing marijuana — money that could fund critical initiatives that
affect Pennsylvanians’ lives.”** “Imagine what that $581 million could mean for
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Pennsylvanians,” DePasquale said. “Not only would it help balance the state budget, but it would
also mean increases to initiatives that affect Pennsylvanians’ lives, such as greater access to
opioid treatment and better health care access for veterans and children.” “With our neighboring
states all looking at legalizing marijuana, now is the time for Pennsylvania to do the same,”
DePasquale continued. “Legislators must act now so that we can be competitive and not lose
potential revenue to other states.”*

In a 14-page special report, “Regulating and Taxing Marijuana,”**® DePasquale explains:

“Across the U.S., state after state is regulating and taxing marijuana. This move reflects an
observable shift in public perspective on adult use and on increasing acknowledgment of the
financial and public health benefits associated with regulation and taxation.”*” And like other
nearby state officials have done, he pointed to Pennsylvania’s neighbors with a sense of urgency:
“With marijuana legal in nearby Vermont, Massachusetts and the District of Columbia, and with
New Jersey, New York, Virginia, Connecticut and Delaware opening pathways to regulation, it’s
imperative that Pennsylvania not lose its potential customers to other states’ markets. It is time
for Pennsylvania to realize the benefits from regulating and taxing marijuana.”**

Pittsburgh Mayor Bill Peduto has joined DePasquale’s calls for Pennsylvania to legalize
cannabis.’” Philadelphia, Pittsburgh, Erie, Harrisburg, York, State College, Allentown and
Bethlehem have all decriminalized possession.”*

On July 25, 2018, Pennsylvania Representative Jake Wheatley (D-Allegheny) said he plans to
introduce legislation which would legalize adult-use in Pennsylvania: “States from coast to coast
have embraced legalization and those states are reaping the economic and criminal justice
benefits. It is time Pennsylvania joins with those states in leaving behind the ugly stigma of
marijuana. This is why it comes as no surprise that recent polling shows that a majority of
Pennsylvanians support legalization. This is an idea whose time has come.”**' Wheatley said
adult-use legalization is the natural path forward given Pennsylvania’s successful medical
cannabis program, for which more than 52,000 patients have registered. He said: “I am pleased
to see that many of our most in-need residents are able to improve their health, but I believe we
can do more. The time has come for Pennsylvania to move forward with full legalization.”*?
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In his most recent comments on the issue, on August 7, 2018, Pennsylvania governor Tom Wolfe
did not oppose legalization but said: “I don’t think Pennsylvania’s actually ready for recreational
marijuana.”>® State Auditor DePasquale disagrees with the governor’s sentiment. DePasquale
said: “This is probably the most significant issue I have seen where the public and the voters are
so far ahead of the politicians. Legalization of marijuana in Pennsylvania is going to happen, but
we must hold our elected officials accountable.”**

The medical cannabis program is set to flourish in Pennsylvania. It remains to be seen how long
it will take for Pennsylvania legislators to respond to public opinion. Lawmakers are
undoubtedly keeping a close eye on neighboring states, especially New York and New Jersey.

4. Illinois

If New York and New Jersey do not move ahead with adult-use legalization with all deliberate
speed, Illinois could very well legalize adult-use cannabis ahead of them.

Ilinois has had a medical cannabis program since 2013.%** The program was set to expire in
2018, but in July 2016 Governor Rauner signed legislation to extend it to 2020. While the
program has been very slow to get started, since 2017 it has begun to ramp up and it has now
expanded very significantly. As of April 2018, 41 conditions qualified, including post-traumatic
stress.”*°

On May 31, 2018, the Illinois General Assembly passed SB 0336, a law authorizing medical
cannabis as an alternative to opioids. On August 28, 2018, Governor Rauner signed the
Alternative to Opioids Act into law. He said: “It’s clear that medical cannabis treats pain
effectively, and it is less addictive and less disruptive than opioids. Creating that option is an
important step forward to improve health quality, and that’s why I signed the bill.”**’

Combining data from the CDC and state medical cannabis programs that track patient counts by
condition shows that, on average, about 15 percent of individuals with cancer enroll in medical
cannabis programs when available.”*® If Illinois residents enrolled in the state’s medical program
as an alternative to opioid use at the same rate as cancer patients have enrolled, Illinois’ program
is projected to add roughly 365,000 new patients — nearly 10 times the 40,000 patients currently
enrolled, adding up to an estimated $425 million in additional medical cannabis sales.*
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In March 2017, state lawmakers introduced legislation that would have established a system in
which adult-use is regulated and taxed in Illinois.>*” Some considered it a long shot at the time,
especially in a state that would have to pass a legalization bill through the state legislature.**!
Now, in the Summer of 2018, it does not seem like a long shot at all.

On March 20, 2018, residents of Cook County, the largest county in Illinois and the nation’s
second-most-populous county (with more residents than 27 states), voted overwhelmingly by a
greater than 2-1 margin, to approve a non-binding ballot question calling for adult-use
legalization.342 Though not binding, the vote sends a strong message to state lawmakers that
ending cannabis prohibition is an issue that voters want the legislature to address.’* The same
day, Illinois voters selected party nominees for governor, and businessman JB Pritzker won the
Democratic gubernatorial nomination.

During the course of the campaign, gubernatorial candidate Pritzker has repeatedly promised to
legalize cannabis. “I also support legalizing and taxing recreational use of marijuana, which is
estimated to generate as much as $700 million a year for the state,” he said. “No more studies are
needed to show it’s time for Illinois to safely move forward and legalize marijuana. As governor,
I will modernize drug laws and move Illinois towards a criminal justice system that gives all
Ilinoisans a chance to reach their full potential.”>**

During his victory speech after winning the Democratic nomination, Pritzker said: “We can
begin by immediately removing one area of racial injustice in our criminal justice system. Let's
legalize, tax, and regulate marijuana.”* Early polling in the Illinois governor’s race between
incumbent Bruce Rauner (R) and Pritzker showed Pritzker leading Rauner by 15 points.**® The
latest polling has Pritzker leading by nine points.**’

In 2017, Chicago police officers made just 129 arrests and wrote fewer than 300 tickets for
possession of small amounts of cannabis.**® By comparison, there were more than 21,000 such
arrests in 2011.** Several recent decriminalization measures in Illinois have led to the effective
end of criminalizing possession of small amounts of marijuana.>®® The number of arrests began
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dropping after the Chicago City Council passed an ordinance in 2012 giving police officers the
option of writing tickets to people for possession of less than 15 grams.

For a second year in a row, 66 percent of voters in Illinois support legalization and taxation of
cannabis.”®' With Pritzker’s significant lead in the gubernatorial race, Illinois legislators may
soon respond to the overwhelming public opinion favoring adult-use cannabis in Illinois.

5. Michigan

Michigan is perhaps the most likely candidate for the next state to legalize adult-use.**>

In 2008, Michigan’s voters approved medical cannabis by a 63-37 vote.*>® Hundreds of
dispensaries opened throughout the state, unlicensed by the state, but approved by cities and
towns. They operated in a legal grey area - the state law did not explicitly provide for cannabis
dispensaries, only caregivers that could provide cannabis to no more than five patients.>* The
state’s caregiver/ dispensary scheme was loosely enforced, and Michigan’s medical cannabis
industry thrived, with a non-officially-sanctioned dispensary program.’>”> By December 2016,
Michigan had more than 211,000 registered medical cannabis patients purchasing products from
nearly 37,000 registered caregivers or growing their own cannabis.”*®

On December 13, 2016, Michigan implemented new legislation to regulate and tax the state’s
medical cannabis program, a market likely to exceed $700 million annually.”>’ Michigan has
gone through a process, delayed several times,”® requiring existing caregivers/dispensaries to
terminate operations and apply through the state licensing application process by September 15,
2018 or face adverse action.”

On August 13, 2018, Michigan approved 16 medical cannabis licenses including dispensaries
and testing labs,*® in addition to seven licenses granted earlier.”®' More than 637 applications
have been submitted,”** and the state will issue many licenses. The state’s medical program is
expected to begin licensed sales on September 15, 2018, but the enforced closure of existing

dispensaries may be delayed slightly beyond that date as many legislators are advocating for an
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extension for existing dispensaries to operate owing to the state’s protracted process of issuing
new licenses.’® The state presently has more than 290,000 medical cannabis patients, second
only to California.***

The University of Michigan is actively developing a dedicated cannabis research institute and its
Department of Psychiatry Department is studying veterans receiving primary care at three VA
medical centers “to characterize and understand patterns of cannabis use and how they relate to
health, functioning, and service utilization among VHA primary care patients.”** Michigan State
University will begin a pre-clinical study of neuroprotective compounds for Parkinson’s.*®

Adult-use cannabis legalization may come to Michigan not long after the state’s fully-legal
medical program begins. In April 2018, voters collected 365,384 signatures on a petition for an
adult-use cannabis legalization measure to be placed on Michigan’s November 2018 ballot.**’
Ironically, Michigan Senate Republicans wanted to take up and pass the measure through the
legislature so they could keep it off the November 6 general election ballot and make changes to
the law that would have limited the program.’®® But there was not enough support in the House
of Representatives to pass the measure, so the State was required to include the measure on the
November general election ballot.*®

Multiple polls show that 60 percent of Michigan voters want to see adult-use cannabis legalized
and regulated.’”® If approved in November by Michigan voters, adult-use legalization will be the
law in Michigan, barring a three-quarters super-majority vote by state lawmakers to amend the

measure.m

With a population of 10 million (tenth largest in the country),’’* Michigan would be the second-

largest adult-use market in the country after California. Cannabis is very popular in Michigan.
One million adult Michiganders (one in ten of the state’s population) reported past-month use in
December 2017.%® With adult-use legalization, Michigan’s cannabis industry will quickly reach
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$1.5 billion in sales.’”* Adult-use legalization in Michigan, the first Midwest state to do so,
would have significant influence on nearby states and the national dialogue.

6. Florida

The Sunshine State is the third most-populous state in the US with 21 million residents. Florida
had the second-largest population growth last year in the US,?” and is projected to reach 26

million people by 2030.%"° Florida also has a rapidly-growing medical cannabis program.

As of August 31, 2018, the state’s medical cannabis patient count was at 157,088, increasing at a
rate of 2,500 patients a week.”’’ Florida added more than 60,000 patients during the first half of
2018, a 100-percent increase from the beginning of the year.”’® 2018 cannabis revenues in
Florida are projected to reach $175-225 million.”” The market has developed quickly because of
the state’s large population and a list of indications that gives doctors a high degree of flexibility
in determining patient qualification.’®

But Florida’s medical cannabis program is just getting started. Fewer than 50 dispensaries are
open in the state, and only 16 percent of Florida’s population lives in a town or city with a
dispensary.®®' Impending changes to the program could open it to many more patients. In late
May, a Florida judge lifted a stay banning smokable forms of cannabis and ordered the state
Department of Health (DOH) to write rules governing the cultivation, distribution and sale of dry
leaf cannabis flower.>® The DOH and the governor have appealed the ruling, so smokable dry
leaf remains unavailable, for now. If smokable dry leaf is allowed, it will provide a large boost to
patient counts and sales. A decision is expected by Fall 2018.%*
rules regarding edibles.”™

The state is also developing

Medical cannabis sales in Florida are projected to exceed $1 billion in 2020,** and reach $2 to
$2.5 billion in 2025.**
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On July 16, 2018, state officials laid out a process to issue four more medical cannabis
cultivation/processing/dispensary licenses - they expect to receive more than 400 applications.*’
Acquiring a license in Florida from a license holder is becoming very expensive. On June 6,
2018, Medmen (CSE:MMEN; OTC:MMNFF), a Los Angeles-based multi-state operator,
acquired a previously-issued license for $53 million.**® Florida is also ramping up its
bureaucratic capacity. On July 19, 2018, Florida’s Office of Medical Marijuana Use (OMMU)
received approval for $13.3 million in state funding, after receiving less than $1 million in the
original annual state budget.’®

The industry reacted favorably to the June 27, 2018 departure of the head of Florida’s OMMU,
Christian Bax.”**° The medical cannabis industry in Florida has grown rapidly despite Mr. Bax
holding that position. “He was so inept that it had to be intentional. Anyone would be better and
more capable. This is a great day for the sick and injured in Florida,” Orlando lawyer John
Morgan said.*’

Mr. Morgan is the best-known advocate for legalization in Florida, and one of the most forceful
advocates in the country. He spent nearly $9 million of his own money™” spearheading the ballot
initiative that led to the constitutional amendment in 2016 allowing Floridians to use medical
cannabis and is the attorney on the smokable cannabis case.™”

Mr. Morgan has been an outspoken critic of incumbent Governor Rick Scott, who has resisted
adult-use advances in Florida and is spending taxpayer dollars appealing the smokable cannabis
ruling. According to Morgan, Scott is “playing with political wildfire. This is plain old
meanness. One day, marijuana will be legal in America. We know that. Nobody gives a

[expletive] anymore except a few mean people.”394 Morgan says he plans to invest $100 million
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in cannabis: “I am prepared to invest significant monies in this industry and I plan to,” he wrote.
“I have learned a great deal about the miracles of marijuana over the last five years.”*”

Legalizing adult-use cannabis in Florida could be a key issue in the upcoming elections. Three of
the state’s top Democrat candidates for governor support legalizing adult-use, and the fourth
backs decriminalizing cannabis for personal use, showing near-consensus.’”® Morgan called
adult-use cannabis a make-or-break issue for Democratic candidates seeking to replace outgoing
governor Rick Scott.””” Morgan said he will raise funds and dip into his own deep pockets to get
an adult-use measure on the 2020 ballot.>”® In the meantime, Florida is expected to develop a
billion-dollar medical cannabis industry in the near term with thousands of new, well-paying
jobs,”” under the watchful eyes of nearby states that are much further behind.

7. Maryland

0 i another state making strides in its medical program and

Maryland (population 6 million)
towards adult-use legalization. The number of medical cannabis patients in Maryland by July 23,
2018 increased 27 percent from the end of May 2018 - to 35,019.*°! Maryland’s program is
expected to reach 120,000 patients.*”> Revenues at Maryland’s dispensaries hit nearly $9 million
in June 2018, up from $2.6 million in January. Total sales for the first eight months of 2018

reached $45 million.**

Democrats in Maryland recently nominated gubernatorial candidate Ben Jealous, the former
NAACP president who has run a progressive, pro-legalization campaign.*”* While Jealous is
expected to lose to Republican incumbent Governor Larry Hogan, Mr. Hogan has said he might
take a look at legalizing adult-use cannabis.*”> Even two years ago, 61 percent of Maryland
adults thought adult-use cannabis should be legalized.*”® Maryland appears to be on a trajectory
to be one of the next states to legalize adult-use cannabis.*”’
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8. Other States To Watch

Texas, the second-most populous state in the country, has lagged far behind more progressive
states in cannabis law reform. The state has an extremely restrictive medical cannabis program.
Only patients suffering from intractable epilepsy may access low-THC cannabinoid oil.*”® But on
June 16, 2018, delegates at the Republican Party of Texas convention voted to approve platform
planks endorsing marijuana decriminalization, medical cannabis, and industrial hemp. They are
also calling for a change in cannabis’ classification by the federal government.*” One of the
party’s official platform positions is: “Congress should remove cannabis from the list of
Schedule 1.”*'°

According to a law professor at Texas A&M University, many Texas Republicans have
libertarian beliefs — he says the combination of “leave me alone in my own house” attitude and
the potential economic benefits led the GOP to endorse cannabis.*'' More than half of the state’s
registered voters believe cannabis should be legalized, according to the latest University of
Texas/Texas Tribune Poll.*'? “Texas is going to be slow, but it’s going that way,” said Daron
Shaw, a government professor at the University of Texas at Austin and co-director of the poll:
“In some ways the handwriting is on the wall, and it’s pretty clear. Public opposition is
diminishing, and if the economic or tax arguments change, it’s hard to see what would keep pot
from getting on the agenda.”*"

North Dakota has the second-highest marijuana arrest rates in the country. In 2016, 41 out of
every 1000 marijuana users in the state were arrested for possession.*'* By contrast, neighboring
Minnesota arrests marijuana users at a rate of 7 per 1,000. In Vermont and Massachusetts,
marijuana arrest rates were less than 1 per 1,000 even before those states legalized adult use.*'

On July 9, 2018, proponents of a statewide ballot initiative to legalize adult use submitted over
19,000 signatures to the Secretary of State’s office in an effort to place a measure before voters
this November.*'® On August 13, 2018, state officials certified enough signatures to qualify the
measure for the November 2018 electoral ballot.*'” A poll in February 2018 found that North
Dakotan voters support legalizing adult-use cannabis by a margin of 45 to 39 percent, with 15
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percent undecided.*'® In 2016, nearly two-thirds of the state’s voters approved a ballot measure
regulating medical cannabis access, but the program is not yet operational.*"”

Oklahoma became the 31st state to legalize medical cannabis. On June 26, 2018, Oklahoma
voters approved one of the nation’s most liberal medical cannabis access laws, **° and the state
even came close to adult-use law reform. Days away from an August 8, 2018 deadline, local
activists scrambled to meet statewide requirements to place an adult-use legalization measure on
the November ballot.**! On August 8, they submitted signatures to the Secretary of State’s
office,* but the initiative fell some 20,000 signatures short of the 123,000 required.

In Ohio, the state’s medical cannabis program is just beginning after delays — sales are expected
to start this Fall. By August 8, 2018, 223 physicians had been approved to recommend medical
cannabis.*”® Ohio has established an expansive list of qualifying conditions, including chronic
pain. Ohio’s medical cannabis program is expected to reach $300 million annually by 2022.**

In Connecticut, on April 5, 2017, for the first time, an adult-use cannabis bill was approved by
the state’s Appropriations Committee and is headed to the full General Assembly for
consideration in October.*** Utah has a medical cannabis measure on the ballot for November
after a signature-gathering campaign collected more than 100,000 supporters. 77 percent of Utah
voters support medical cannabis law reform.*** Delaware legislators, in early July 2018,
considered legalizing recreational cannabis, and Rhode Island voters almost had an opportunity
to vote on a legalization ballot measure this year.**’

Whether or not federal legalization happens before 2020, some predict that up to 15 more states
(in addition to the nine states plus DC currently) will legalize adult-use cannabis by the end of
2019.** There is every reason to believe that by then nearly every state will also have or be
implementing a robust medical cannabis program. As Speaker Boehner said: “You’re going to
see this thing spreading pretty quickly throughout the states.”**
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One thing, above all else, that state legislators across the country find impossible to ignore are
the vast fortunes of tax revenues being collected in legal adult-use states.

G. Tax Revenues Collected In Legal States

Colorado—the first state to legalize adult-use cannabis—has collected $500 million in cannabis
tax revenues and fees since 2014.%° In 2017, the state collected $247.4 million in cannabis taxes
and fees, on $1.5 billion in cannabis sales.*! By 2016, the state had used $80 million in
cannabis tax revenue to fund its school system.*? Colorado now allocates $40 million in annual
cannabis taxes for the state’s Building Excellent Schools Today (BEST) program.***

The state of Washington collected $219 million in cannabis tax revenues and fees during fiscal
year 2017.7* Oregon collected $70.3 million during the same period.*’

In Nevada, tax revenues from cannabis surpassed official projections for the whole first year of
adult-use sales, in the first 10 months. During that period, the state collected $56 million in
taxes. Nevada projects collecting $120 million in cannabis tax revenue by July 2019.*°

The first complete year of cannabis legalization in Nevada exceeded state regulators’ and the
industry’s highest estimations, with tax collections surpassing projections by 140 percent:
Nevada collected $70 million in tax revenue (about $25 million allocated for Nevada schools)

on $425 million in sales.*’’

Although California has been slow to ramp up cannabis tax collections on a statewide level
because of its vast black market and a host of other reasons, many municipalities are benefitting
tremendously.** Once fully operational, the state’s industry is projected to generate more than

$1 billion a year in tax revenue.*’

Even Alaska, with only 740,000 residents, many geographically isolated, is collecting $1
million per month in adult-use cannabis tax revenues.**’
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These kinds of tax windfalls are being closely watched nationwide by state governments that
need to add to their empty coffers. The federal government also undoubtedly has its eyes on the
potential taxes. If cannabis were fully legal nationwide, some estimate federal tax revenue
would increase by $132 billion between 2017 and 2025, along with a million new jobs.**'

This new giant source of state and federal tax revenue, combined with the associated reduced
spending on policing, imprisonment, and related administrative costs, is a key driver of
legalization. Reluctant states and the federal government will also be encouraged by the dearth of
significant reported adverse effects in adult-use states.

H. The Sky Has Not Fallen - Success In Legal States

Studies have shown little to no significant adverse effects of adult-use legalization.

Legalization in Colorado, Washington, Oregon, and Alaska had no discernible impact on traffic
accidents, public health, or violent crime rates.** In fact, multiple studies have shown substantial
net positive effects from legalizing cannabis, beyond revenues. After one year of adult-use sales
in Nevada, State Senator Tick Segerblom, a Las Vegas Democrat who helped lead the
legalization effort, said the “biggest surprise has been that there’ve been no surprises.”**
Following legalization, the rate of adolescent cannabis use in Colorado has fallen to its lowest
level in nearly a decade. State numbers from the National Survey on Drug Use and Health show
that a little more than 9 percent of Colorado teens age 12 to 17 used cannabis monthly in 2015
and 2016. Rates of teen alcohol, tobacco, and heroin use are down sharply in the state, as well 4
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Teen pot use drops sharply in Colorado

% of 12-10-17 vear olds using marijuana in the past month
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In the states that border Mexico, the introduction of medical cannabis laws has led to a sharp
reduction in violent crime.** According to a study of crime along the border: “Whenever there is
a medical marijuana law we observe that crime at the border decreases because suddenly there is

a lot less smuggling and a lot less violence associated with that.”**

Another study, published in the Journal of Economic Behavior and Organization, focused on the
two-year window (2013 and 2014) when adult-use cannabis was legal in Washington, but illegal
in the adjacent state of Oregon. The study found a significant reduction in crime on the
Washington side of the border in 2013-2014 relative to the Oregon side and relative to the pre-
legalization years 2010-2012.*7 The authors offer four possible explanations: First, and most
obviously, they note that, for most users, cannabis produces “‘a state of relaxation and euphoria,”
which presumably “reduces the likelihood of engaging in violent activities.” “Second, this effect
is reinforced if cannabis is a substitute for violence-inducing substances such as alcohol, cocaine
and amphetamines.” “Third, the legalization of recreational marijuana may induce a reallocation
of police efforts away from cannabis pushers and consumers, and towards other types of
offenses,” they note. And finally, it “may have reduced the role of criminal gangs and small
criminals in local cannabis markets.”***

In another study published in the American Journal of Public Health, researchers analyzed 1.2
million traffic fatalities nationwide from 1985 through 2014, and found that deaths dropped 11
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percent on average in states that legalized medical cannabis. The decrease in traffic fatalities was
particularly striking — 12 percent — in 25- to 44-year-olds, an age group with a large percentage
of registered medical cannabis users. According to the study’s author: “Instead of seeing an
increase in fatalities, we saw a reduction, which was totally unexpected.” The author suggests
that some may have substituted consuming cannabis at home for drinking alcohol in bars.**

As data continues to emerge from legalized adult-use and medical states showing an absence of
significant negative side effects, along with substantial reductions in crime and even drunk
driving fatalities, forces opposing legalization will have little real-world validation to support
keeping the status quo of federal prohibition.

I. The Canada Effect: Foreign Progress

One of the main drivers of what is becoming not only a US move toward legalization, but slowly
a worldwide movement, is Canada’s federal legalization of adult-use cannabis with Royal Assent
on June 21, 2018.*° Canada’s move to legalize cannabis undermines the global drug policy
regime that has existed for decades. From the 1960s through the 1980s, much of the world,
including the US and Canada, signed on to three major international drug policy treaties: the
Single Convention on Narcotic Drugs of 1961, the Convention on Psychotropic Drugs of 1971,
and the United Nations Convention against Illicit Traffic in Narcotic Drugs and Psychotropic
Substances of 1988.*' Combined, the treaties require participants to limit and even prohibit the
possession, use, trade, and distribution of drugs outside of medical and scientific purposes, and
work together to stop international drug trafficking.*? Canada’s decision to legalize cannabis is
the most high-profile rebuke of the international treaties since they were signed.**

Legal adult-use cannabis sales in Canada will begin on October 17, 2018.** Canada’s Prime
Minister Justin Trudeau was a most outspoken advocate for legalization. His Liberty Party’s
marijuana platform, which he passionately and forcefully advocated, explains:

We will legalize, regulate, and restrict access to marijuana.

Canada’s current system of marijuana prohibition does not work. It does
not prevent young people from using marijuana and too many Canadians
end up with criminal records for possessing small amounts of the drug.
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Arresting and prosecuting these offenses is expensive for our criminal
justice system. It traps too many Canadians in the criminal justice system
for minor, non-violent offenses. At the same time, the proceeds from the
illegal drug trade support organized crime and greater threats to public
safety, like human trafficking and hard drugs.

To ensure that we keep marijuana out of the hands of children, and the
profits out of the hands of criminals, we will legalize, regulate, and restrict
access to marijuana.

Prime Minister Trudeau once recounted how his brother Michel in 1998 — six months before he
died in an avalanche in British Columbia — had been involved in a car accident.”> Police found a
few joints in the wreckage and charged Michel. But their father — the former Canadian prime
minister Pierre Trudeau — assured him it would be OK. “He reached out to his friends in the legal
community, got the best possible lawyer and was very confident that he was going to be able to
make those charges go away. We were able to do that because we had resources, my dad had a
couple of connections, and we were confident that my little brother wasn’t going to be saddled
with a criminal record for life. People from minority communities, marginalized communities,
without economic resources, are not going to have that kind of option to go through and clear
their name in the justice system,” he said. “That’s one of the fundamental unfairnesses of this
current system is that it affects different communities in a different way.”**° Ironically, October
17, 2018, the first day of adult-use legal sales, falls on the eve of Pierre Trudeau’s birthday.*”’

As cannabis legalization spreads across many parts of the world, on the precedent set by Canada,
history will undoubtedly long remember Prime Minister Justin Trudeau’s passionate advocacy, at
great personal political risk, for cannabis legalization. He showed what is possible if more
politicians had political courage to right wrongs and challenge the status quo.
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Already, in addition to Canada, two other nations have ended cannabis Prohibition. Uruguay
legalized adult-use cannabis in July 2017, the first country in the world to do so0.*® Georgia did
the same on July 30, 2018.*

In the UK, cannabis legalization took a major step forward on June 28, 2018. Home Secretary
Sajid Javid announced that British doctors will be allowed to prescribe cannabis medicines in the
Fall of 2018.%° Javid said: “Recent cases involving sick children made it clear to me that our
position on cannabis-related medicinal products was not satisfactory. Following advice from two
sets of independent advisors, I have taken the decision to reschedule cannabis-derived medicinal

products — meaning they will be available on prescription.”*'

The UK will reschedule cannabis, ending nearly a century of Prohibition, in part due to a public
outcry of support for a 12-year-old epileptic boy, Billy Caldwell, who nearly died after police
seized his cannabis-derived CBD medicine. The boy, who had previously gone for as long as
300 days without a seizure while taking the medication, was soon hospitalized, and public
outrage over his plight prompted the Home Office to return the boy’s medicine and grant him
a special license to temporarily continue his treatment.

His mother, who has been tirelessly advocating for medical cannabis, commented: “For the
first time in months I’'m almost lost for words, other than thank you Sajid Javid. Never has
Billy received a better birthday present, and never from somebody so unexpected,” noting that
Javid made the announcement on her son’s 13th birthday. “Crucially, my little boy Billy can
now live a normal life with his mummy because of the simple ability to now administer a
couple of drops a day of a long-maligned but entirely effective natural medication.”**

In continental Europe, cannabis legalization is also progressing, with a strong focus on medical
cannabis. Medical professionals are, in large part, driving the progress in Europe. Germany
legalized medical cannabis in the spring of 2017. With a large population, a rapidly-growing
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patient count, and robust public health insurance coverage, the country is widely expected to
become Europe’s key medical marijuana market.*®

Europe’s population is more than twice the size of the US’ and Canada’s combined. While
estimates vary, market intelligence business Prohibition Partners suggests that with around 12
percent of the continent’s population being “irregular” or “intensive” users, a fully legal and
regulated cannabis market would be worth more than €56 billion ($65 billion USD) annually.
Another report projects the European market could reach €115 billion ($132 billion USD) by
2028.%° On June 29, 2018 Luxembourg legalized medical cannabis, becoming the 30th country
in the world to do so.*

464

Aside from the US, ten of the most likely countries to legalize adult-use cannabis after Canada
are Jamaica, Czech Republic, Colombia, Peru, The Netherlands, Portugal, Spain, Iceland, and
France.*"’

There has also been talk of advances in cannabis law reform from unexpected places. On July 17,
2018, Lebanon's House Speaker told the US ambassador that the Middle Eastern nation is
preparing to legalize cannabis cultivation for medical use to boost its troubled economy.**®
Lebanon is the world’s third-largest producer of illicit hashish, the psychoactive resin produced
by cannabis plants.*®’

In Thailand, where mere possession of small amounts of marijuana can lead to 15 years in
prison, the National Assembly is considering and is expected to approve legalizing medical
cannabis in April 2019.*”° Even in South Korea, on July 26, 2018 the country’s food and drug
minister announced support for a new medical cannabis bill that is currently being debated by
the country’s lawmakers. Some believe South Korea will become the first Asian country to
legalize medical cannabis.*”!

As other countries follow the bold lead that Canada has taken, arguments in favor of
rescheduling and adult-use legalization in the US will gain even more traction. And when the
US legalizes, much of the developed world will eventually follow suit.
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J. Politics Is Local And Personal: Jobs In The US Cannabis Industry

According to ZipRecruiter.com founder Ian Siegel (his company claims to have helped over
one million businesses and 100 million job seekers): “You know what the fastest-growing job
category in the United States is? Marijuana.”*’? Siegel said that ZipRecruiter’s analysis
showed a 445-percent growth in job listings in the cannabis category year over year,

compared to technology jobs growing at 245 percent and healthcare positions at 70 percent.*”?

While the industry is implementing brand-new technologies and automation for cannabis
cultivation and processing, the human element will always be crucial because of the patient-
and consumer-facing retail aspect. Job post boards on Monster,"”* Indeed,*”” Google,
LinkedIn, and others list thousands of available positions. By 2021, the cannabis industry is
expected to create 410,000 jobs in the US.*’® Many plant-touching jobs fall in the $50k to
$90k range;*”’ though master growers can easily earn $100-$150k especially in the new East
Coast markets.*"®

Thousands attend industry job fairs across the country, often many more than organizers
anticipate.*”” Jobs in the industry range across all experience levels and backgrounds, from
bud trimmers and dispensary workers and growers to compliance experts, technology and
software experts, accountants, chefs, lawyers, lobbyists, community relationship managers,
security, product reviewers, real estate professionals, courier and delivery services, and many
others.”®” Specialized employment firms like Vangst have found thousands of new jobs for
their clients.*™!

Every new cannabis job (like every new medical cannabis patient) helps move a new family
and network of friends to support the industry. Every new cannabis business creates numerous
brand-new jobs. Some cannabis businesses can even transform a town. In an article called “A
Dying Southern Town Needed a Miracle. Marijuana Came Calling,” the New York Times
reported extensively on a small town in Arkansas. The mayor had tried without success to
attract numerous business to bring jobs and opportunity to his neglected, dying town, until a
cannabis cultivator agreed to set up operations. The mayor did not see a downside. “I consider it
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a miracle, I really do,” he said. “This is what we’ve been looking for. And what’s remarkable
about it is that they came and found us.”*** This story has been repeating across the country.

Mayors of large cities across the nation want the federal government to deschedule cannabis.
On June 11, 2018, the US Conference of Mayors, which represents mayors leading the 1,408
largest US cities with populations of 30,000 or more, adopted two measures urging the federal

- - 483
government to enact major cannabis law reform.™ The first measure says:

“The United States Conference of Mayors urges the White House, U.S.
Department of Justice and the U.S. Drug Enforcement Administration to
immediately remove cannabis from the schedule of the CSA to enable
U.S. federal banking regulators to permanently authorize financial
institutions to provide services to commercial cannabis businesses, and
increase the safety of the public.”***

The two measures also support extending safe and legal access to veterans and expungement
of marijuana convictions.

A few days earlier, on June 8, 2018, a group of 12 bipartisan state governors sent a letter to
congressional leaders urging cannabis law reform. The governors wrote: “Our states have
acted with deliberation and care to implement programs through thoughtful and
comprehensive legislation and regulations. Our citizens have spoken, we are responding. We
ask that Congress recognize and respect our states’ efforts by supporting and passing the
STATES Act.”*’ The letters signers included governors from states that have legalized adult-
use, Governors Cuomo (D-NY), Murphy (D-NJ), and Wolfe (PA-DA), and even signatures
from Republican Governors Burgum and Hogan of North Dakota and Maryland.**

As the cannabis industry creates more jobs, grass roots support for legalization will only
increase. And local and state elected officials will continue to respond to their constituents,
who will increasingly be supportive of legalization as older voters are replaced by new
millennial voters. Jobs and the resulting grass roots support is yet another force that will move
Congress to act.

K. Cannabis Banking Is A Federal Priority

While the federal government has not yet provided legal protections for banks to service the
cannabis industry, largely due to Rep. Pete Sessions (TX-R) blocking numerous legislative
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advances at the House Rules Committee, the Trump administration realizes the importance of
doing so, for safety reasons, even though it has not yet acted publicly.

Treasury Secretary Steven Mnuchin has suggested in several appearances before congressional
committees that he wants cannabis businesses to be able to access banking services. On
February 7, 2018, he told the House Financial Services Committee: “I assure you that we don’t
want bags of cash . . . We do want to find a solution to make sure that businesses that have large
access to cash have a way to get them into a depository institution for it to be safe.”*®” A week
later, on February 15, 2018, Mnuchin told the House Ways and Means Committee that issuing
updated banking guidance is “at the top of the list” for the Treasury Department: “I can tell you
we’re working on it as we speak.”**®

New York and California (which is studying the viability of a state-run bank for the industry),
and other states, have strongly encouraged banks to work with the cannabis industry. *** In Los
Angeles, voters in the November election will decide whether or not to amend the city charter to
“allow for the establishment of a municipal financial institution or bank without further voter
approval” to service the cannabis industry.*® In the meantime, some dispensaries must take
extraordinary security measures due to the volume of cash they are handling such as metal

. . . 491
detectors, armed security officers, extensive surveillance, and even bulletproof structures. o

In June 2018, a spokesman for the American Bankers Association, representing thousands of
large and small member banks, said: “The time has come for Congress and the regulatory
agencies to provide greater legal clarity to banks operating in states where marijuana has been
legalized for medical or adult use.”** The Independent Community Bankers of America, which
represents small lenders, endorsed a bill that would restrict federal regulators from penalizing

. . . . 493
banks that provide services to cannabis businesses.

On June 13, 2018, Federal Reserve Chairman Jerome Powell said that the current gap between
federal and state laws “puts federally chartered banks in a very difficult situation. It would be

487

https://www.forbes.com/sites/tomangell/2018/02/06/trump-treasury-secretary-wants-marijuana-money-in-
banks/#826¢5963a538

488 https://www.thecannabist.co/2018/02/15/marijuana-banking-treasury-blumenauer-mnuchin/99123/
49 hitps://westfaironline.com/104541/new-york-regulator-encourages-state-banks-to-work-with-medical-marijuana-

companies/; https://www.nbcsandiego.com/news/local/New-Push-for-Statewide-Cannabis-Cash-Banking-System-
487454931 .html

490 hitps://www.leafly.com/news/politics/los-angeles-will-vote-on-a-cannabis-bank
1 hitps://www.nbesandiego.com/news/local/New-Push-for-Statewide-Cannabis-Cash-Banking-System-
487454931 .html

492 https://thecrimereport.org/2018/06/18/banks-lobby-to-allow-dealings-with-pot-industry/
493
Id.

62



great if that could be clarified. Our mandate has nothing to do with marijuana, so we just would
love to see it clarified.”**

On August 24, 2018, state banking officials from Pennsylvania, Alaska, Connecticut, Hawaii,
Louisiana, Michigan, Montana, Nevada, New York, Oklahoma, and Washington state sent a
letter to Congressional leaders “urg[ing] Congress to consider legislation that creates a safe
harbor for financial institutions to serve a state-compliant business or entrusts sovereign states
with the full oversight and jurisdiction of marijuana-related activity.”495

Congressional protections for cannabis banking would go a long way towards advancing the
industry. If Secretary Mnuchin is accurate about the issue being a top priority for the Treasury
Department, banking protections may come soon if not immediately after Pete Sessions is voted
out of Congress in November.

L. Cannabis Normalization

While the cannabis industry still occasionally finds it difficult to hire some professional service
firms, especially in a public-facing role, amongst the nation’s large law firms and some
accounting firms there is an increasing willingness to service the industry. Some large law firms
like Akerman, Arent Fox, Cozen O’Connor, Duane Morris, Fox Rothschild, Foley Hoag,
Greenspoon Marder, and Nixon Peabody have established dedicated cannabis practice groups,
and expect a surge of lateral hires.*”® These are in addition to the numerous growing law firms
that are dedicated to the industry, like the Hoban Law Group.

Except for Marcum with a robust dedicated cannabis accounting group,*”’

the nation’s largest
accounting firms have been slower to embrace the industry, which has created space for mid-

sized and smaller firms to flourish in the industry.**®

As more mainstream, top professional firms become involved, support and connections for the
industry will only increase.

M. The Influence Of California Culture

According to California’s famous former governor Arnold Schwarzenegger, who has a history
with cannabis: “That is not a drug, it’s a leaf.”*"”
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With California’s legalization in January 2018 and the ever-increasing mainstreaming of
cannabis culture in California, many more Californians are beginning to agree with Mr.
Schwarzenegger. According to a BDS Analytics study conducted in Q1 2018, there has been a
significant increase in cannabis consumption among Californians in one year.”*® 29 percent of
adults in California (about 9 million people) were cannabis consumers (at least once in the
past six months), up from 23 percent in 2017.

The BDS Analytics study also revealed some interesting information about cannabis
consumers. Despite stereotypes, 53 percent of consumers had full-time jobs with an average
annual income of nearly $70,000.°°' California consumers are more active than their
counterpart non-consumers, considered either accepters or rejecters. 43 percent of consumers
participate in outdoor recreation once or more a week; whereas 35 percent of acceptors and
only 25 percent of rejecters do. 40 percent of consumers go to the gym a minimum of once a
week, whereas 30 percent of acceptors and 27 percent of rejecters do.”* 31 percent of
consumers practice yoga or pilates at least once a week, while 26 percent of acceptors and
only 20 percent of rejecters attend a yoga/pilates class weekly.””

Another study conducted by Consumer Research Around Cannabis showed that cannabis
consumers in the Los Angeles Greater Metropolitan Area are more likely than non-users to be
white collar workers who are employed full time and regularly exercise.””*

California’s legalization of cannabis for adult-use, and normalization of cannabis, is having an
outsize influence on the nationwide debate, just as New York legalizing will. Beyond
California’s huge population of more than 40 million,”” and having the world’s fifth largest
economy (with 2017 Gross State Product of $2.747 trillion),”*® California’s impact stems from
its disproportionate cultural reach and ability to shape opinion.””’” California’s adult-use
legalization in January 2018 was a pivotal step toward legalizing cannabis nationwide.

For better or worse, people around the country, and across the world, look to California as a
cultural model and trendsetter.””® From Hollywood stars like Scarlett Johansson and Leonardo
DiCaprio, to Apple and Google, California’s culture and innovations reach almost every
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corner of the planet. Cannabis consumption will be normalized by California-created movies
and shows depicting the consumption of cannabis as typical as having wine or beer after a day
of work.”® Beyond normalization, cannabis is increasingly presented in films and television as
a just cause, with positive societal, economic, racial and public health implications.”"

California, with its ability to shape US culture, will spur nationwide awareness. Education and
familiarity will help drive reform. As explained next, so will direct lobbying.

N. Increased Lobbying Efforts, Support From Other Industries

On May 21-23, 2018, hundreds of cannabis industry leaders and lobbyists visited members of
Congress as part of the National Cannabis Industry Association’s (NCIA) 8th annual Lobby
Days.”'! Many elected officials including Congressman Blumenauer joined the group.

Rep. Blumenauer, founder of the Congressional Cannabis Caucus, said: “The politics is going to
help us here and it's setting the stage for a really very monumental session next year if the results
in the election go the way I think they will. More and more voters are talking about it, and the
people who care, the advocates, get more organized, as there's more activity that's taking place
across the country.”'? “We’re pushing every day looking at things we can do here,”
Blumenauer said. “Next year, I think all the pieces can come together.”"

The NCIA spent $431,000 on Washington lobbying in 2017, and many individual companies
hire their own lobbyists.”'* Marijuana Policy Project (MPP), another lead federal lobbying
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organization, was involved in the ballot initiatives to legalize, regulate, and tax cannabis in
Colorado, Alaska, Maine, Massachusetts, and Nevada. NORML is another prominent non-profit
advocacy group in the cannabis industry. NORML has been opposing Prohibition and advocating
for legal reform since the 1970s, when it led successful efforts to decriminalize minor marijuana

offenses in 11 states and significantly lower penalties in all others.’"®

The cannabis industry lobby is very active in some states. During Colorado’s 2018 legislative
session which ended in May 2018, the state’s industry spent $720,000 on lobbyists, more than
the oil industry lobby, which spent $530,000, and the liquor lobby, which spent $560,000.°'® In
New York, medical cannabis companies such as PalliaTech, Vireo Health, and Etain spent $2
million on lobbying in the state between 2013 and 2017.%"

On the federal level, the industry has also recently received support from unprecedented quarters.

The alcohol industry views cannabis legalization and advances in the industry with mixed
feelings. Alcohol companies’ bottom lines are directly adversely affected by cannabis
legalization. In Washington State, a survey showed that the average yearly spend per person was
almost identical for cannabis and alcohol.”'® In Aspen, Colorado, annual cannabis sales in 2017
exceeded alcohol sales; it is believed to be the first time that annual legal cannabis sales have
topped alcohol anywhere in the US.>" But alcohol companies also realize that the end of
cannabis Prohibition is inevitable. They understand the industry well, are starting to invest in it,
and are starting to publicly support it.

On July 12, 2018, for the first time ever, a major alcohol association announced its support of
ending federal prohibition so that states can legalize cannabis without interference. The Wine &
Spirits Wholesalers of America (WSWA), with nearly 400 member companies in 50 states,
distributing more than 80 percent of all wines and spirits sold at wholesale in the US,’*°
announced “an official policy position in favor of a state’s right to establish a legal, well-
regulated, adult-use cannabis marketplace.”521 WSWA Acting Executive Vice President for
External Affairs Dawson Hobbs said: “Eight decades ago, Americans acknowledged that the
Prohibition of alcohol was a failed policy. The state-based system of regulation, adopted after
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Prohibition, created a U.S. beverage alcohol market that is the safest, most competitive and best
regulated in the world.”**

Cannabis-industry lobbying, and lobbying support from other industries such as the alcohol
industry, is yet another force pushing toward federal legalization.

O. Forces Opposing Legalization

Smart Approaches to Marijuana (SAM) is one of the only significant non-profit advocacy groups
financially opposing legalization efforts. But they and others like them are rapidly losing the
battle for the hearts and minds of Americans.>* Their motivations are unclear. Yet there is an
immutable truth they cannot defeat. The public understands that, putting all the medical benefits
of cannabis aside, however you measure the consequences of use, cannabis is significantly less
harmful to users and society than tobacco or alcohol, which are both regular industries.***
Tobacco, alcohol, and opioids, all legal and widely-available, kill tens of thousands a year, while
there has never been a death attributed to cannabis.’”

SAM’s message is getting little traction, but advances in cannabis law reform must overcome
more powerful, entrenched, monied interests directly threatened by advances in the industry.

Ardent opposition comes from the private prison industry and police and prison guard unions. As
cannabis arrests and prosecution become a thing of the past in many states and cities, jails and
prisons are losing a large portion of their population. In 2008, the California prison union
provided funds to help defeat Proposition 5, a measure to create prison diversion programs for
nonviolent drug offenders.”*® The end of Prohibition is a serious if not existential crisis for parts
of the private prison industry.

Police unions are very concerned. In 2015, nationwide arrests for possessing small amounts of
marijuana exceeded those for all violent crimes, even as social attitudes were changing and a
number of cities and states already legalized or decriminalized small quantities.’*” That year, law
enforcement agencies made 574,641 arrests for small quantities of marijuana intended for
personal use, 13.6 percent more than the 505,681 arrests made for all violent crimes, including
murder, rape and serious assaults.”*®

Not surprisingly, in California, a group called the Coalition for Responsible Drug Policies, which
was heavily involved in campaigning against the 2016 successful initiative to legalize adult-use,
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was funded by groups representing the California Police Chiefs Association, the Riverside
Sheriffs’ Association, the Los Angeles Police Protective League’s Issues PAC, and the
California Correctional Supervisor’s Organization.’”

Nevertheless, in more and more jurisdictions, in 2018, police officers can no longer use non-
violent marijuana possession arrests to gain overtime hours. The public, and many prosecutors in
not-yet-legalized states, are unwilling to continue to allow senseless marijuana arrests and
imprisonment drain state tax coffers and harm untold lives and families, with generational
impacts impossible to measure.

Large pharmaceutical companies have also been a formidable force opposing advances in
cannabis law reform.”*® Pharmaceutical company Insys spent $500,000 to block adult-use
legalization in Arizona. ' Purdue Pharma and Abbott Laboratories, makers of the painkillers
OxyContin and Vicodin, respectively, are among the largest contributors to the Anti-Drug
Coalition of America.”

The tobacco industry is fighting battles on many fronts - cannabis legalization is not a direct
threat. But the industry has historically opposed legalization measures.”*® For his 1996 Senate
campaign, Attorney General Jeff Sessions received donations from the tobacco company R.J.
Reynolds that were so excessive that some of the money had to be returned. According to one
report: “the tobacco industry helped get Jeff Sessions elected to the Senate in 1996.”7**

On the other hand, tobacco companies, facing declining revenues, especially domestically, are
undoubtedly thinking about profiting from cannabis. Opposing an issue is sometime a great way
to learn about the other side. An article titled, “Waiting for the Opportune Moment: The Tobacco
Industry and Marijuana Legalization,” describes how in the 1970s Philip Morris “applied for and
(were) granted a special permit to grow, cultivate and make marijuana extracts.”>>

Ultimately, truth and facts will prevail over bottom line-driven opposition. In the public, there is
little passion for opposing adult-use legalization, many are just ambivalent or uneducated; the
voices of organized, motivated, rational advocates are increasingly resonating in halls of power.

P. Selected Quotes On Legalization And Cannabis

The individuals and organizations quoted here make strong statements regarding cannabis
legalization and consumption. They are from all walks of life and across the political spectrum.
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Most importantly, aside from the Prohibitionists quoted for context at the beginning, the
sentiments expressed represent the views of the majority of the American public.

Harry J. Anslinger, Commissioner of the US Bureau of Narcotics 1930-1962, Testimony to
Congress in support of the Marijuana Tax Act of 1937: “[T]he primary reason to outlaw
marijuana is its effect on the degenerate races.” “Marijuana is an addictive drug which
produces in its users insanity, criminality, and death.” “Reefer makes darkies think they're as
good as white men.” “You smoke a joint and you’re likely to kill your brother.” “There are
100,000 total marijuana smokers in the US, and most are Negroes, Hispanics, Filipinos and
entertainers. Their Satanic music, jazz and swing, result from marijuana usage. This
marijuana causes white women to seek sexual relations with Negroes, entertainers and any
others.”

President Richard Nixon (RN) (Transcript of May 26. 1971 Oval Office Conversation with
Chief of Staff Harry Robbins “Bob” Haldeman):

RN: Now, this is one thing [ want. [ want a Goddamn strong
statement on marijuana. Can I get that out of this sonofabitching, uh,
Domestic Council?

HRH: Sure.

RN: I mean one on marijuana that just tears the ass out of them.
I see another thing in the news summary this morning about it.
You know it's a funny thing, every one of the bastards that are
out for legalizing marijuana is Jewish. What the Christ is the
matter with the Jews, Bob, what is the matter with them? I
suppose it's because most of them are psychiatrists, you know,
there's so many, all the greatest psychiatrists are Jewish. By
God we are going to hit the marijuana thing, and I want to hit it
right square in the puss, I want to find a way of putting more on
that. More [ unintelligible ] work with somebody else with this.

HRH: Mm hmm, yep.

RN: I want to hit it, against legalizing and all that sort of
thing.

President Jimmy Carter (August 2, 1977): “Penalties against drug use should not be more
damaging to an individual than use of the drug itself. Nowhere is this more clear than in the
laws against possession of marijuana in private for personal use.”*°

Melissa Etheridge (October 16, 2005): “Instead of taking five or six of the prescriptions, I
decided to go a natural route and smoke marijuana.”’
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e Jay Leno: “Forty million Americans smoked marijuana; the only ones who didn’t like it were
Judge Ginsberg, Clarence Thomas and Bill Clinton.”**®

e Jennifer Aniston: “I enjoy smoking cannabis and see no harm in it.”**’

e Glenn Beck (April 6, 2009): “I think it’s about time we legalize marijuana . . . We either put
people who are smoking marijuana behind bars or we legalize it, but this little game we are
playing in the middle is not helping us, it is not helping Mexico and it is causing massive
violence on our southern border . . . Fifty percent of the money going to these cartels is
coming just from marijuana coming across our border.”**

e Richard Cowan, Former Director of NORML: “One of the problems that the marijuana
reform movement consistently faces is that everyone wants to talk about what marijuana
does, but no one ever wants to look at what marijuana prohibition does. Marijuana never
kicks down your door in the middle of the night. Marijuana never locks up sick and dying

people. Marijuana does not suppress medical research. Marijuana does not peek in bedroom
99541

windows.

e [ouis Armstrong (musician): “It really puzzles me to see marijuana connected with narcotics,
dope and all that crap. It’s a thousand times better than whiskey — it’s an assistant — a friend.”**?

e Pat Robertson (March 7, 2012): “I really believe we should treat marijuana the way we treat
the beverage alcohol. I’ve never used marijuana and I don’t intend to, but it’s just one of
those things that I think: this war on drugs just hasn’t succeeded.”*

e Sean Hannity (June 19, 2013): “I don’t think there should be jail terms [for marijuana]. I
believe in decriminalization.”**

e President Barack Obama (January 2014): “I don’t think it’s more dangerous than alcohol.”>*

e Illinois Compassionate Use of Medical Cannabis Pilot Program Act (January 1, 2014):
“The recorded use of cannabis as a medicine goes back nearly 5,000 years. Modern medical
research has confirmed the beneficial uses of cannabis in treating or alleviating the pain,
nausea, and other symptoms associated with a variety of debilitating medical conditions,
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including cancer, multiple sclerosis, and HIV/AIDS, as found by the National Academy of

Sciences' Institute of Medicine in March 1999 . . . The medical utility of cannabis is

recognized by a wide range of medical and public health organizations, including the

American Academy of HIV Medicine, the American College of Physicians, the American

Nurses Association, the American Public Health Association, the Leukemia & Lymphoma

Society, and many others.”>*

e Sebastian Marincolo (German Author and PhD in Philosophy): “A marijuana high can
enhance core human mental abilities. It can help you to focus, to remember, to see new
patterns, to imagine, to be creative, to introspect, to empathically understand others, and to
come to deep insights. If you don’t find this amazing, you have lost your sense of wonder.
Which, by the way, is something a high can bring back, t00.”>*

29548

e Martha Stewart (June 12, 2013): “Of course I know how to roll a joint.

e Andy Warhol: “I think pot should be legal. I don’t smoke it, but I like the smell of it.”>*

e Dr. Sanjay Gupta (CNN) (August 8, 2013): “[Marijuana] doesn’t have a high potential for
abuse, and there are very legitimate medical applications. In fact, sometimes marijuana is the
only thing that works... [I]t is irresponsible not to provide the best care we can as a medical
community, care that could involve marijuana. We have been terribly and systematically
misled for nearly 70 years in the United States, and I apologize for my own role in that.”>>

e The Dalai Lama (ardent opposer of alcohol and drugs) (October 15, 2013): If marijuana had
55551

pharmaceutical virtues, it would be “the exception.

e Rick Steves (January 7, 2015) (credits cannabis for making him a better travel writer): “I
have used cannabis all over the world.” “I think that people don’t realize that the sky will not
fall when we legalize marijuana. .. We’ll just take the crime out of it. It’s already a huge
black market economy.”*?

e National Academy of Science, Report (January 2017): Reviewed 10,000 scientific abstracts
and reached nearly 100 conclusions that found many medical uses for marijuana and
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cannabis-derived products, including that “conclusive or substantial evidence” exists for
cannabis’ efficacy in patients suffering from chronic pain.>>®

Senator Kirsten Gillibrand (D-NY) (February 14, 2018): “Legalizing marijuana is a social

justice issue and a moral issue that Congress needs to address, and I’'m proud to work with
Sen. Booker on this legislation to help fix decades of injustice caused by our nation’s failed
drug policies.””**

Dr. Ron Paul (R-KY) (February 15, 2018): “Medical marijuana can also serve as an effective
pain reliever, making it a viable alternative to opioids. This may be why states that have
legalized medical marijuana have fewer deaths related to opioid abuse. These states have also

experienced a decrease in crime and black-market activity . . . President Trump and the rest
of the GOP would be foolish to stand with Sessions. Eliminating the Rohrabacher
Amendment would expose the Republicans as ‘fair weather federalists’ who only support
state autonomy when the state policies conform to the GOP’s agenda. This would cause the
GOP to lose support of younger liberty-minded voters who expect their elected officials to
consistently defend limited government and individual liberty . . . Allowing states to decide
whether or not to legalize medical marijuana is a case where the politically popular thing to
do is also the right thing to do. President Trump and the Republican Congress should stand
for federalism and liberty and preserve the Rohrabacher Amendment.”>>

World Health Organization (WHO) (February 2018): CBD has “been demonstrated as an
effective treatment for epilepsy” in adults, children, and even animals, and that there's
“preliminary evidence” that CBD could be useful in treating Alzheimer's disease, cancer,
psychosis, Parkinson's disease, and other serious conditions.>*°

Senator Cory Booker (D-NJ) (February 23, 2018): “Our country’s drug laws are badly
broken and need to be fixed. They don't make our communities any safer - instead they
divert critical resources from fighting violent crimes, tear families apart, unfairly impact
low-income communities and communities of color, and waste billions in taxpayer dollars
each year.””’

Former Speaker of the House John Boehner (April 11, 2018): “I’m joining the board of
Acreage Holdings because my thinking on cannabis has evolved. I’'m convinced de-
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scheduling the drug is needed so we can do research, help our veterans, and reverse the
95558

opioid epidemic ravaging our communities.
The Atlantic Magazine (April 19, 2018): “The marijuana wars are entering a new phase. The
first phase, over whether or not to legalize the recreational use of cannabis, is over. The
partisans of legalization have won the battle for public opinion. Soon, marijuana legalization
will be entrenched in federal law. At this point, to fight against legalization is to fight against the
inevitable. The only question now is what form America’s legal marijuana markets will take.”>’

Senator Charles Schumer (D-NY) (April 20, 2018): “The time has come to decriminalize
marijuana. My thinking — as well as the general population's views — on the issue has
evolved, and so I believe there's no better time than the present to get this done. It's simply
the right thing to do.”

Dr. Sanjay Gupta’s Letter to Attorney General Jeff Sessions (April 24, 2018): “I feel
obligated to share the results of my five-year-long investigation into the medical benefits of
the cannabis plant. Before I started this worldwide, in-depth investigation, I was not
particularly impressed by the results of medical marijuana research, but a few years later, as |
started to dedicate time with patients and scientists in various countries, I came to a different

conclusion. Not only can cannabis work for a variety of conditions such as epilepsy, multiple
sclerosis and pain, sometimes, it is the only thing that works. I changed my mind, and I am
certain you can, as well. It is time for safe and regulated medical marijuana to be made
available nationally.”®

Politico Magazine (April 24, 2018): “Evolution on the marijuana issue is proceeding at warp

speed in political terms. Nearly 50 years of federal marijuana prohibition is about to
95561

disappear.

Rep. Tim Ryan (D-OH) (July 20, 2018): “As co-chair of the House Addiction, Treatment, and
Recovery Caucus, I've been hesitant to support legalizing marijuana in the past. But after
meeting with countless Ohio families and youth whose lives have been irreparably harmed by
a marijuana arrest, I find the social and economic injustices of our marijuana policy too big to
ignore. I firmly believe no person should be sentenced to a lifetime of hardship because of a

marijuana arrest. It is morally wrong and economically nonsensical. That is why I am calling
59562

for an end to marijuana being used as an excuse to lock up our fellow Americans.
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Southern District Of New York Federal District Judge Jack Weinstein (July 7, 2018): “Like
many federal trial judges, I have been terminating supervision for ‘violations’ by individuals
with long-term marijuana habits who are otherwise rehabilitated. No useful purpose is served
through the continuation of supervised release for many defendants whose only illegal
conduct is following the now largely socially acceptable habit of marijuana use.”®

Senator Elizabeth Warren (D-MA) (June 6, 2018): “Outdated federal marijuana laws have
perpetuated our broken criminal justice system, created barriers to research, and hindered
economic development,” commented Senator Warren in a statement. “States like
Massachusetts have put a lot of work into implementing common sense marijuana
regulations - and they have the right to enforce their own marijuana policies. The federal
government needs to get out of the business of outlawing marijuana.”

Senator Cory Gardner (R-CO) (June 6, 2018): “The federal government is closing its eyes
and plugging its ears while 46 states have acted. The bipartisan STATES Act fixes this
problem once and for all by taking a states’ rights approach to the legal marijuana question.
The bipartisan, commonsense bill ensures the federal government will respect the will of the
voters - whether that is legalization or prohibition - and not interfere in any states' legal
marijuana industry.”%*

Representative Steve Cohen (D-TN) (November 14, 2017) (questioning Attorney General
Jeff Sessions on his past remarks regarding marijuana): “You said one time that ‘Good
people don’t smoke marijuana. Which of these people would you say are not good people?
John Kasich, George Pataki, Rick Santorum, Ted Cruz, Jeb Bush, George Bush, Arnold
Schwarzenegger, Supreme Court Justice Clarence Thomas?”*®

NJ Health Commissioner Dr. Shereef Elnahal (July 23, 2018): “I am asking my fellow
physicians to enroll in the program and consider medical marijuana as another effective,
therapeutic tool for many of their patients. In lectures that I have delivered to medical schools
and teaching hospitals across the state, | have reviewed the evidence behind the therapy.
Research has demonstrated the efficacy of marijuana in treating chronic pain, epilepsy,
Crohn’s disease and more. Better research is needed, and the administration is advocating for
descheduling the drug at the federal level to obtain necessary funding.”*
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V. THE MANY FACETS OF THE US CANNABIS INDUSTRY

The US has an estimated total of 2.1 million medical cannabis patients and nearly 2,500
dispensaries serving medical and adult-use cannabis.’®’ There are many facets to this rapidly-
growing industry. Room here allows only for an overview — there is much more.

A. Myriad Medical Applications, Many Still Not Known/Tested

Medical cannabis. The term engenders many questions.

What is it? Medical cannabis is cannabis in a dry leaf form or in a derivative formulation such as
an oil, edible, tincture, sublingual, capsule, inhalable, or topical product, used for a medicinal
application. The forms of medical cannabis are the same forms used for adult-use recreational
cannabis, but medical cannabis is available in certain specific cannabinoid combinations and
genetic profiles, sometimes hard to create, tailored to address specific conditions.

Does it work? Medical cannabis heals or provides relief from a multitude of 21st century
problems, like chronic pain, post-traumatic stress disorder, chemotherapy side effects, HIV,
epilepsy, Alzheimer’s, autism, arthritis, migraines, sleep apnea, multiple sclerosis, asthma,
diabetes, anxiety, glaucoma, pancreatitis, Parkinson’s, ulcerative colitis, Crohn’s Disease,
menstrual cramps, trauma, and many more.”®

What is the effect on the patient? Dry leaf cannabis, or commonly-available traditional cannabis,
is available in hundreds of strains, generally divided into Sativa (energizing), Indica (relaxing),
hybrids of Sativa and Indica, or CBD-dominant (non-psychoactive) variations. Countless
varieties of those strains have been identified, and each strain can be hybridized to produce an
endless cycle of new strains (with nearly-infinite divergent genome sequencing, or genetic
profiles).”®
psychoactive cannabinoid THC (tetrahydrocannabinol). Medical cannabis in a derivate form
may contain a mixture of cannabinoids such as THC and CBD (the non-psychoactive
cannabinoid constituent cannabidiol), or individual cannabinoids in an isolated form.

Dry leaf cannabis contains all of the plant’s cannabinoid constituents, including the

How does it work? Cannabis does not directly create the most famous cannabinoids associated
with the plant, THC and CBD. Instead, it synthesizes several cannabinoid acids which must be
“activated,” usually by heat (traditionally, smoking, or now common, vaping) to yield the two
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well-known compounds THC and CBD. Cannabinoids can also be naturally decarboxylized in the
plant post-harvest, using another factor of decarboxylation, time.””® In addition to THC and CBD
precursors, there are a number of related cannabinoid acids produced by cannabis, including
eight major cannabinoid acids and as many as 100 other detectable cannabinoid acids.””!
Cannabis plants also have naturally high levels of terpenes (aromatic organic compounds found
in many plants).

A groundbreaking 2011 paper by neurologist and researcher Dr. Ethan Russo described the way
cannabinoids and terpenes work together to boost and modulate the effects of one another in the
body’s endocannabinoid system, often called the “entourage effect.” Dr. Russo found that
terpenes “could produce synergy with respect to treatment of pain, inflammation, depression,
anxiety, addiction, epilepsy, cancer, fungal and bacterial infections.”’* Nearly all of the major
terpenes in cannabis are either analgesic (anti-pain) or anti-inflammatory.’”

What is the potential? The proven treatment and therapeutic benefits of medical cannabis are
numerous. What remains to be seen is how many more undiscovered and undocumented
medicinal properties the cannabis plant offers. Some of the plant’s minor cannabinoids are still
being discovered. Concentrates of some of those cannabinoids and certain combinations of them
may yield transformative cures. Sadly, federal illegality has stymied any systematic research and
clinical trials of cannabis in the US in the era of modern medicine.

Widespread medical cannabis acceptance will transform 21st century healthcare by unleashing
on the cannabis plant the wisdom of modern science and medicine, fueled by capitalism and
necessity.””* The medical system as we know it (i.e., treatment with dozens of prescription drugs
in some cases) will look much different ten years from now because of medical cannabis.

From the first records of use of the cannabis plant as medicine 5,000 years ago, cannabis has
been a medicine for 4,920 of those years, but unfortunately, not for the past 81 years - during the
era of modern medicine. Whether undiscovered combinations or concentrations of cannabinoids
and terpenes, prove to be the elixir of life, reducing tumors, curing cancer, and slowing aging,
will take careful science to determine.”” But there are vast proven benefits cannabis is having
every day, fundamentally transforming patients’ lives.

Medical cannabis saves untold lives that would otherwise be destroyed by opioid abuse and
diminished with other serious medical conditions. It prolongs the enjoyment of life for many
seniors, helps heal the emotional scars on battle-hardened veterans, and is utterly transformative
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for children with otherwise-incurable forms of epilepsy. Some medical cannabis patients are
alive today only because of cannabis.

If well-documented anecdotal reports of cannabis-producing perceived miracles for other
patients are proven clinically true under rigorous medical trials, medical cannabis holds
enormous promise to transform modern healthcare. All of this from a plant that has led to more
needless pain and suffering, only due to Prohibition, than any other substance in the world.

More than 150 medical organizations including the American Medical Association (AMA),
American Nurses Association (ANA), American Public Health Association (AAPHA), and
American College of Physicians, endorse the use of medical cannabis.’”®

Uninformed skeptics have called medical cannabis a panacea. It may be that too, but there can
be no doubt of the efficacy of medical cannabis in improving the lives of patients. For many, it is
the only medicine they want. In a comprehensive California study of 7,525 California adults, 92
percent said that medical marijuana alleviated symptoms of their serious medical conditions,
including chronic pain, arthritis, migraine, and cancer.”’” Some parents are relocating their
families from other countries to obtain access to medical cannabis for their children.’”

At the beginning of 2018, out of nearly 200 million residents in the 30 states where medical
cannabis has been legalized, medical cannabis patients totaled approximately 2.25 million
people.”” Based on current patient-to-total-population rates, if medical cannabis were legal
nationwide today, there would be 3.5 million medical cannabis patients.’*” Medical cannabis
sales alone are expected to grow from $4.7 billion in 2016 to $13.3 billion in 2020.>*'

Israel, which calls itself the “Innovation Nation,” has been the world’s preeminent leader in
medical cannabis research. Israeli companies are involved in cutting-edge cannabis research. In
1964, Israeli chemist and Hebrew University professor Raphael Mechoulam, the “grandfather of
marijuana research,” was the first to isolate and identify THC.** He has also promoted the
therapeutic benefits of CBD for years. In 2016, with some exasperation, he said: “We knew 35
years ago that cannabidiol could be helpful in treating seizure disorders.”™ In April 2017, after a
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keynote speech at Colorado State University, he told the Denver Post: “I believe that CBD has to
be moved from the highest illegal situation. And once it’s moved, more people will be using it.
And I hope it will become a major (medicinal) drug.”**

1. Severe Illnesses And Disorders

For serious illnesses and disorders such as cancer, multiple sclerosis, Parkinson’s Disease,
Alzheimer’s Disease, ulcerative colitis, Crohn’s Disease, and autism spectrum disorder, medical
cannabis has demonstrated healing and therapeutic properties to treat symptoms and alleviate
treatment side effects, unmatched in scope and ability by any other substance in the world.”®

25 percent of cancer patients use cannabis for relief from symptoms and from treatment side
effects.’™ In an Israeli study of Chron’s disease, medical cannabis achieved “complete
remission” in nearly half the subjects.”®’ For children with autism, medical cannabis has been
transformative; ™ clinical trials are being undertaken across the world to investigate.” One
multiple sclerosis patient partaking in a clinical study of medical cannabis in Montreal said: “I
used to wake up in the night, screaming in pain . . . ’'m not waking up at night anymore. I’d say
80 per cent of the pain is gone. Last year, I felt like . . . I’1l be stuck in that wheelchair for the rest
of my life. Last week, my neurologist said he hadn’t seen me move like that in years. It’s a
miracle.” The mother of a 12-year-old Delaware boy with Dystonia (involuntary muscle
contractions) who uses medical cannabis said he was previously heavily sedated and “basically
comatose. This child would have died at the age of 9. To see him thriving, going to school, going
on field trips and going to Mexico? We would have never done that.”*’' Hundreds of similar
accounts are reported.

While the healing and therapeutic properties of cannabis for treating serious illnesses and
diseases (often alongside traditional treatments to help alleviate side effects) has been recognized
for some time, the medical benefits of cannabis are increasingly being realized for more
common, widespread ailments.
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The Washington Post analyzed news articles about medical cannabis from 1995 (a year prior to
California adopting the first program) to 2017 to determine whether a narrative shift was being
seen in news coverage.””” In the period from 1995 to 1999, the Washington Post ran 56 articles
about medical cannabis that associated it with cancer, 73 articles that mentioned HIV/AIDS, and
only seven articles associating medical cannabis with opioid addiction, epilepsy, or PTSD. That
relative emphasis has flipped in the last five years. The Post continued to make the connection to
cancer, in 71 articles, but only 31 articles included HIV/AIDS. Meanwhile, The Post ran 195
articles that connected medical cannabis to opioid addiction (71), epilepsy (83) or PTSD (41).
The results were similar when analyzing coverage in the New York Times.””?

Because of its proven effectiveness for these additional common conditions and afflictions,
widespread across the US, medical cannabis is increasingly garnering significant attention.

2. Incurable Epilepsy

More than three million Americans, including almost 400,000 children, live with epilepsy, with
one-third suffering treatment-resistant seizures.”* Two famous 12-year-olds, Alexis Bortell
challenging US cannabis Prohibition in the Second Circuit Court of Appeals,”” and Billy
Caldwell provoking a public outcry in the UK that led to the immediate rescheduling of medical
cannabis,”® helped bring awareness to the transformative healing that cannabis provides to many
epileptic patients. There are thousands of children who, due to epilepsy, would not be leading a
remotely-normal life and suffering from cognitive deterioration—some would no longer be

alive—but for medical cannabis.”’

As discussed in Section IV(C), the FDA recently approved Epidiolex (a plant-based formulation
of CBD) to treat two rare forms of epilepsy.””® GW Pharmaceuticals had studied the drug in

more than 500 children and adults with hard-to-treat seizures, overcoming numerous legal
hurdles to performing their research.’”’

Published in The New England Journal of Medicine, GW’s findings stem from a double-blind,
placebo-controlled study—the most scientifically rigorous type of investigation possible.*® Dr.
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Orrin Devinsky, neurologist, and director of the Comprehensive Epilepsy Center at New York
University Langone Medical Center, said: “This study clearly establishes cannabidiol as an
effective anti-seizure drug for this disorder and this age group. It certainly deserves to be studied
in other types of epilepsy.”®"!

Ancient societies in Africa, China, Greece, India, and Rome used cannabis to treat what we now
refer to as epilepsy and other seizure disorders. Although they were most likely ignorant of the
cause and mechanism of epilepsy, such cultures were aware of the healing and neuroprotective
properties of cannabis.*’*

Today, in the US, we have much more awareness of the cause and mechanism of epilepsy. What
remains is more conclusive research demonstrating the wide-ranging potential for cannabis to
treat epilepsy.

3. Replacing Opioids And Healing Opioid Addiction

Excessive prescribing of opioids by the medical community in the past decade and illicit opioid
use has led to a spike in opioid-related deaths in America.’” From Michael Jackson, to Prince, to
Bethenny Frankel’s boyfriend Dennis Shield, the epidemic has left a trail of destruction, ruining
hundreds of thousands of lives and diminishing the potential of countless highly-functioning
people through addiction, not to mention wasteful spending. Between 1999 and 2014, sales of
prescription opioids in the US nearly quadrupled, yet there was no overall change in the amount
of pain Americans reported.®®* In 2015, two million Americans had a substance use disorder
involving prescription pain relievers.’” 94 percent of respondents in a 2014 survey of people in
treatment for opioid addiction said they chose to use heroin because prescription opioids were
“far more expensive and harder to obtain.”®

Opioids kill over 40,000 Americans (of the 63,600 total drug overdose deaths) each year.®”” In
2016, doctors wrote 66.5 opioid prescriptions per 100 persons. 19 of every 100 Americans
received one or more opioid prescriptions, with the average patient receiving 3.5 prescriptions.”
In 2016, opioids were involved in 42,249 deaths; opioid overdose deaths were five times higher
in 2016 than in 1999.°” According to the Health Resources and Services Administration: “The
Nation is in the midst of an unprecedented opioid epidemic. 116 people a day die from opioid-
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related drug overdoses. Prevention and access to treatment for opioid addiction and overdose
reversal drugs are critical to fighting this epidemic.”®'

Cannabis’ potential in fighting the opioid epidemic is two-fold: it can (a) replace or enhance opioids in
the treatment of chronic pain, and (b) serve as an exit ramp for those fighting opioid addiction.®""

According to Dr. Peter Grinspoon of Harvard Medical School (January 2018): “While marijuana
isn’t strong enough for severe pain (for example, post-surgical pain or a broken bone), it is quite
effective for the chronic pain that plagues millions of Americans, especially as they age. Part of
its allure is that it is clearly safer than opiates (it is impossible to overdose on and far less
addictive) and it can take the place of NSAIDs such as Advil or Aleve, if people can’t take them
due to problems with their kidneys or ulcers or GERD.”"

Cannabis’ superiority over opioids has been known for a long time. In 1868, Sir John Reynolds,
physician to Queen Victoria, wrote: “The bane of many opiates...is that the relief of the moment is
purchased at the expense of tomorrow’s misery. In no one case to which I have administered Indian
hemp, have I witnessed any such results.”®"

In 1887, Philadelphia physician Hobart Hare wrote: “CANNABIS INDICA has been before the
profession for many years as a remedy to be used in combating almost all forms of pain, yet,
owing to the variations found to exist as to its activity, it has not received the confidence which I
think it now deserves . . . The advantages in [cannabis] use over opium consist chiefly in the
absence of prostration and nausea after its ingestion, and in the partial lack of soporific power
which it possesses compared to the opiate, for in certain cases sleep is not always desirable when
pain is to be removed....I have found the efficient dose of a pure extract of hemp to be as
powerful in relieving pain as the corresponding dose of the same preparation of opium.”®"*

Opioid overdoses routinely cause death by overloading the opioid receptors in the brain’s
cardiorespiratory centers, with the result being “respiratory depression” that causes users to
simply stop breathing and die.®'> The brain is rich in cannabinoid receptors, but there are almost
no cannabinoid receptors in the brain’s cardiorespiratory centers—no one has ever consumed so
much cannabis that they stopped breathing.®'®
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The reason patients prescribed opioids often become addicted is because pain medications
simply mask symptoms but do not treat the root cause of the pain, and tolerance is built over
time.*'” The World Health Organization (WHO) has recommended adoption of a three-step
“analgesic ladder” to meet the therapeutic challenges presented by opioid tolerance. In this
approach, analgesic therapy is initiated with a non-opioid analgesic. As the underlying condition
progresses and pain becomes more intractable, a weak opioid is substituted for the non-opioid.
Eventually, a strong opioid is introduced. But the underlying problem of opioid tolerance
persists.®’® More and stronger opioids are needed to achieve the same effect. In contrast, medical
cannabis masks pain, but also, as research is continually showing, addresses and heals the source
of the pain. As the source of the pain is treated, medical cannabis dosages can be lowered.

A study published June 17, 2016 in the American Pain Society’s Journal of Pain of 244 medical
cannabis patients in Michigan found a 64-percent decrease in opioid use.”®'’ The study
concluded that “many chronic pain patients are essentially substituting medical cannabis for
opioids and other medications for chronic pain treatment, and finding the benefit and side effect
profile of cannabis to be greater than these other classes of medications.”®*’ An exhaustive study
released July 10, 2018 by researchers from the University of California San Diego and Weill
Cornell Medical College found that “statewide medical cannabis legalization implemented in
1993 to 2014 in the US was associated with close to 30-percent reductions in Schedule III
opioids received by Medicaid enrollees.”**!

States that have legalized cannabis for adult-use use saw a six-percent drop in total opioid
prescriptions.®* States with active dispensaries saw 3.742 million fewer daily doses filled.**

Medical cannabis is saving lives that would have been lost to opioids. In states that have a
medical cannabis program, opioid overdose deaths were 25 percent lower than in states that do
not have a medical cannabis program.®** States that provide legal access to cannabis also
experience significantly fewer opioid-related hospitalizations.**

Many long years after doctors reported its advantageous pain-relieving properties, the potential
of cannabis is finally again being realized. Because cannabis can interject at the on-ramp for
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opioids as a replacement and provide an off-ramp to assist with healing from opioid addiction,
legalization of cannabis will undoubtedly go a long way toward addressing the opioid epidemic.

4. Post-Traumatic Stress Disorder

One often intractable problem for which cannabis provides proven relief is post-traumatic stress
disorder (PTSD) and often-associated deplression.626 PTSD—once referred to as “shell shock” or
“battle fatigue”—is a debilitating condition that follows exposure to ongoing emotional trauma
or in some instances a single terrifying event. Many exposed to such experiences will suffer from
PTSD.®”” The symptoms include persistent frightening thoughts with memories of the ordeal and
frightening nightmares, and often feeling angry and in emotional isolation.®*®

According to the VA, more than 20 percent of the 2.7 million Iraq and Afghanistan veterans will
experience post-traumatic stress or depression.®”’ 22 veterans commit suicide every day.**’

Dr. David Bearman in Santa Barbara, California treats more than 100 patients with PTSD.
Among those reporting that cannabis alleviates their symptoms are veterans of the Vietnam war,
the first Gulf War and the recent and current Middle East conflicts.*' Similar benefit is reported
by victims of family violence, rape and other traumatic events, along with children raised in
dysfunctional families.®**

About 22 percent of the 20.4 million veterans in the US (including 7.1 million from the Gulf War
era),>” totaling more than 4 million veterans, now use cannabis, according to a recent American
Legion survey.”* Under current VA policy, while veterans are not denied VA benefits because
of cannabis use and are encouraged to discuss it with their VA doctors, VA doctors may not
prepare medical cannabis recommendations for veterans, even in states where it is legal.**
Veterans also have to pay for it out of pocket, even in states like California where medical
marijuana has been legal for more than two decades.®*® Some veterans are, unfortunately,

compelled to illicitly sell or barter their legally-prescribed opioids to obtain cannabis.

According to one veteran: “We all have friends or family who we have lost to suicide or opioid
addiction and can’t wait for other help anymore. We hope to keep (the marijuana efforts) all

626 https://hempedification.wordpress.com/2018/04/08/p-t-s-d-and-cannabis-mechanism-of-action/.
627
Id.
628 Id.
629 http://thehill.com/opinion/healthcare/394083-veterans-are-left-out-of-medical-marijuana-protections
630
Id.
! https://www.linkedin.com/feed/update/urn:li:activity:6425523334225760256
632
Id.
%33 hitp://www.pewresearch.org/fact-tank/2017/1 1/10/the-changing-face-of-americas-veteran-
34 hitps://www-m.cnn.com/2018/04/28/health/veterans-grass-roots-
marijuana/index.html?r=https%3A%2F%2Fwww.google.com%2F
835 https://www.publichealth.va.gov/marijuana.asp
836 https://www-m.cnn.com/2018/04/28/health/veterans-grass-roots-marijuana/index.html

83

opulation/




sustainable at least until the VA can prescribe it. Everyone comes to find relief from everything
from anxiety and depression, the PTSD, the lack of sleep and chronic pain, to get over opioid
addiction. We’ve seen it all.”®’ Another veteran told CNN that cannabis is a better option than
the “mess of pills” or “combat cocktail” of antipsychotics and opioids the VA put him on when
he returned from combat.®*® He said: “I didn’t feel good. I didn’t feel bad. It was like I was just
existing.” Like a lot of guys he knew, he self-medicated with “quite a bit of beer on a daily
basis,” which he knew was dangerous. “It really was rolling the dice with alcohol and pills, and it
was a negative result,” he said. Now, he advocates for compassionate use for other veterans,
“there is no doubt about it: This is something that works.”®*

One veteran returned from Iraq in 2003 haunted by post-traumatic stress. He had seen friends
die. At one point, he was prescribed 14 different drugs. “I stopped all the pills cold turkey,” he
said, “and I picked up cannabis, ‘cause in my opinion, it was either find relief or suicide.”®*
Nick Etten, Annapolis graduate and a former Navy SEAL, said: “We see cannabis not as a
gateway drug. We see it as an exit path off opiates.”®' He said: “Cannabis is the safe,
responsible choice. It helps with the Big Three we struggle with after combat — pain, sleep and
anxiety — and it is safer than many medications.”**

Another veteran spent three years in the Marine Corps and 13 years with the Glendale Police
Department in Arizona—where he was exposed to murders, suicides and people dying in his
arms—Ileaving him emotionally crippled. Drugs prescribed for PTSD “turned me into a zombie,’
he says. “I was so out of it that I couldn’t even drive, so they (the police department) had to
medically retire me.” Alonzo stopped showering, his wife left him, and he nearly lost his house.
Then a friend suggested he try cannabis to relieve his symptoms. “It’s been a godsend. It curbs
my anxiety, and it makes me sleep fantastic for at least four hours. It needs to be studied.”®*

A Harvard-trained doctor who worked for the VA for 15 years then established a private practice
to advise patients on medical cannabis said: “Time and time again I saw patients whose lives

were destroyed by the ravages of drugs and alcohol. It occurred to me that I had seen all these
29044

2

harmed individuals, but never anyone who was sick from cannabis.
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On June 7, 2008, the Senate Appropriations Committee approved an amendment to allow VA
doctors to issue medical cannabis recommendations to military veterans.®* But all proposed
amendments for veterans access are so far, sadly, not getting a chance for a vote in the House.

As discussed in Section IV(B)(4), the House Rules Committee (Pete Sessions, Chair) has
prevented multiple amendments concerning medical cannabis access for veterans from going to
the House floor for a vote, despite pleas from Republican members.®*® 92 percent of veteran
households support research into medical cannabis, research that the VA Department is presently
federally-precluded from doing.*’

Research is beginning to scientifically validate the efficacy of cannabis to treat PTSD and how it
interacts with receptors in the brain’s emotional centers—the amygdala and hippocampus—to
reduce anxiety.** Based on cross-country data from Statistics Canada, an observational study by
researchers at the British Columbia Centre for Substance Use presented May 31, 2018 at the
annual conference of the Canadian Public Health Association in Montreal showed that Canadians
with PTSD who use medicinal cannabis are 60 to 65 percent less likely to have major depressive
episodes or thoughts of suicide compared with those who do not treat their symptoms with
cannabis. The study is the first national-scale indication of the effectiveness of cannabis at
mitigating the hallmark symptoms of PTSD.**

In the US, funded by a $2.15 million research grant from the University of Colorado, Dr. Sue
Sisely, after a seven-year struggle with the US government, is conducting the first FDA-
approved controlled phase 2 clinical trial—a triple-blind, outpatient, randomized, placebo-
controlled study of 60 veterans—to evaluate smoked medical cannabis as a treatment for
PTSD.® She said: “I was dismissive and judgmental, then I started losing a lot of vets in my
practice to suicide, and it became a big wake-up call. The veteran community has a higher rate of
prescription drug overdose, and many vets discovered they can substitute cannabis for the more
addictive medications they’ve been prescribed, which is how we started to examine this.”®" Dr.
Zach Walsh, a clinical psychologist at the University of British Columbia, is leading Canada’s
first randomized, controlled trial to evaluate the impact of medicinal cannabis on PTSD, in
partnership with Tilray.*>*
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The more than 4 million veterans that already use cannabis provide extensive anecdotal
examples of cannabis’ efficacy for treating PTSD. Federal legalization of cannabis would go a
long way toward improving the lives and wellness of veterans, emergency responders, and so
many others suffering from PTSD and depression.

5. Sleep Aid

Roughly 60 million Americans are affected by insomnia each year,*> and about 10 percent of US
adults deal with chronic insomnia.®** Cannabis can be a highly-effective sleep aid. Even those
with the most stubborn insomnia can find their escape to sleep with a sedating Indica strain. THC
has a mild sedative effect.®> Aged Indica strains naturally degrade THC, producing cannabinol
(CBN), which is five times more sedating than THC.**®

Approximately 22 million Americans have sleep apnea in varying degrees of severity.”’’ “Sleep
apnea is a condition where when you’re asleep the airway becomes narrower. The muscles of the
throat relax, and it’s harder for people to breathe. As the airway becomes narrower, a vacuum
gets created in the back of the throat.”®>® This vacuum is what leads to snoring, and in severe
cases, the throat closes completely. Sleep apnea produces a host of medical problems - it can
cause strokes, heart attacks and other cardiovascular problems, high blood pressure, diabetes,
heartburn, obesity, and hypertension, along with millions of poorly rested drivers.®”’

As study of 73 sleep apnea patients published in January 2018 by University of Chicago and
Northwestern University scientists found that a cannabinoid medication significantly helped their
conditions.®® Patients reported less fatigue and fewer symptoms than the placebo group; the
higher the dose, the better the patients did. Those with the most severe symptoms benefitted the
most from the cannabinoid. Patients also showed the biggest reduction in symptoms at the point
in their sleep cycle when they were usually the most acute.®®’ According to Dr. Jerald Simmons,
Stanford-board certified in Sleep Medicine, Epilepsy and Neurology: “There are no medications
available that people can take to treat this, so if there’s a medication that works it would be very
helpful. It could help decrease these other issues that sleep apnea can cause.”**

Though research is still in its infancy, early results are promising for cannabinoids’ effect on
sleep apnea. As with other uses for medical cannabis, much more research is needed.
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6. Elderly Patients

Germany’s University of Bonn and others have reported successful work with cannabis treatment
of dementia and THC effects on aging.®® Cannabis has been shown in Israel and Santa Rosa,
California to bring wide-ranging relief to residents of residential care facilities.***

With the introduction of medicinal cannabis into senior care facilities, the patients became less
agitated, were happier, ate better, slept better, and required 20 percent fewer prescription
medications.®®’

Seniors are the fastest-growing demographic of cannabis users.*®® The popularity of medical
cannabis in Florida — the state now has nearly 160,000 medical cannabis patients (100,000 new
patients in 2018), see Section IV(F)(6) — is indicative of its positive effects for elderly patients.

7. The Future

Research conducted to date has shown there is still so much to learn about the cannabis plant’s
1.7 But the plant
may also hold yet undiscovered applications that could be fundamentally transformational. As
Acreage Holdings CEO Kevin Murphy said: “If you can take the cannabis plant, process it
correctly and make it a doseable, predictable and a consistent medicine, this will be the silver
bullet for medicine in the next 100 years. This plant is simply a remarkable plant.”®®

ability to treat conditions and symptoms for which it already proven beneficia

Research in 2014 by Dr. Peter McCormick of the UK’s University of East Anglia

found that mice induced with human breast cancer tumors had tumors shrink with THC.*** The
report states: “The chemical may disrupt cancer cell growth as it binds to CB2 receptors, which
are much more abundant on cancer cells than on healthy ones.”®"

On July 30, 2018, a groundbreaking study by researchers at Queen Mary University of London
found that mice with pancreatic cancer that were treated with CBD alongside chemotherapy,
survived almost three times longer than those treated with chemotherapy alone.”' Lead
researcher Professor Marco Falasca said: “This is a remarkable result . . . The life expectancy for
pancreatic cancer patients has barely changed in the last 40 years because there are very few, and
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mostly only palliative care, treatments available. Given the five-year survival rate for people
with pancreatic cancer is less than seven per cent, the discovery of new treatments and
therapeutic strategies is urgently needed.”®’

Another remarkable study published in the British Journal of Pharmacology on July 17, 2018 by
Prof. Dr. Burkhard Hinz of Rostock University Medical Center in Germany examined the
potential of cannabis for direct treatment of cancer. Dr. Hinz wrote:

Results emerging from preclinical studies suggest cannabinoids elicit
effects at different levels of cancer progression, including inhibition of
proliferation, neovascularization, invasion and chemoresistance, induction
of apoptosis and autophagy as well as enhancement of tumour immune
surveillance . . . Thus, cannabinoids may complement the currently used
collection of chemotherapeutic agents, as a broadly diversified option for

. . . . 673
cancer treatment, while counteracting some of their severe side effects.

Dr. Hinz’s studies showed that cannabinoids may stop cancer cells from dividing and invading
normal tissue, they may block the blood supply to tumors, and may enhance the body’s immune
response against the growth and spread of tumors.*”* Dr. Hinz said: “There is still a need for
additional anti-cancer drugs. In this context accumulating data from preclinical models suggest
that cannabinoids elicit anti-cancer effects on several levels of cancer progression. Clinical
studies are now urgently needed to investigate the impact of cannabinoids on cancer growth and
progression in patients.”®”

Acreage CEO Kevin Murphy discussed cannabis treating cancerous tumors:

We talk about cancer. Cannabis is the silver bullet for cancer. When
you’re going through chemo and radiation it helps with pain relief and
helps with nausea. We have seen it reduce tumor sizes . . . We’ve seen it
happen more than a handful of times. When someone is on their last
couple of months and basically they’re using cannabis on high dosages
frankly to transition from life to death and have miraculously found that
certain strains are reducing certain tumors, let me tell you something,
that’s what we want to prove and put it on the front page of the Wall Street
Journal and Washington Post.”
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The future of medical cannabis holds enormous promise for dealing with the “Emperor of All
Maladies,”®”® and so many other major diseases, illnesses, and problems. More research is
needed before firm conclusions can be reached; conclusive evidence must be presented.

With the end of Prohibition on the horizon, the urgently-needed research Dr. Hinz calls for, “to
investigate the impact of cannabinoids on cancer growth and progression in patients,” may
finally uncover the ultimate, transformational potential of the maligned cannabis plant.

B. Rapidly-Growing Adult-Use Sector

The line between medically-recommended cannabis and adult use or “recreational” cannabis is
blurry. Many cannabis users are self-medicating without visiting a doctor, or simply improving
their wellness, such as eating and sleeping better, by consuming cannabis.

Cannabis is increasingly being used “recreationally” instead of other available means of relaxing
and reducing anxiety. One study found that more than a fifth of adult-use cannabis consumers
use less beer, spirits, painkillers and sedatives than standard consumers.®’’ Legal adult-use
cannabis consumers use 27 percent less over-the-counter pain medications, 22 percent less sleep
aids, 21 percent less alcoholic spirits, and 20 percent less beer than cannabis consumers in states
that have not legalized adult-use marijuana.®’®

Aspen, Colorado’s 2017 sales of cannabis exceeding liquor is indicative of a wider acceptance of
cannabis as a replacement for alcohol.’”” A Boulder industry participant said: “I think people are
looking for something different from alcohol, which is essentially poison, and marijuana is
botanical. I don’t say that with judgment, but you feel some lingering effects with alcohol.”**

The benefits of cannabis over alcohol - no hangover, no calories, and no liver damage, among
others, is proving attractive to many. More US adults than ever before are using cannabis.
According to a July 2018 Gallup poll, nearly one in four Americans between the ages of 18 and
29 say they “regularly” or “occasionally” consume cannabis.’®' A nationally representative
survey published July 24, 2018 of 16,280 US adults found that one in seven used cannabis in

876 https://en.wikipedia.org/wiki/The Emperor of All Maladies
77 hittps://mjbizdaily.com/report-rec-cannabis-consumers-use-less-alcohol-pain-medications-sleep-aids/
678
Id.
579 https://www.thecannabist.co/2018/02/08/aspen-marijuana-shops-sold-11-3-million-2017-topping-liquor-stores-
first-time/98503/
680 14,

81 https://www.marijuanamoment.net/one-in-four-young-americans-consume-marijuana-survey-finds/

&9




2017.°% On April 20, 2018, the annual unofficial cannabis holiday, a record amount of legal
cannabis was sold across the country, $87 million worth in one day, up 61 percent from 2017.°%

Many older consumers (55+) are re-engaging with cannabis, with 56 percent of consumers in
that age group reporting a return to cannabis after having tried it at a younger age.®**

In mature adult-use cannabis markets like Washington, California, Nevada, and Oregon, new
products and accessories are constantly brought to the market, such as advanced edibles, and
high-tech concentrates that capture cannabis trichomes (the hair-like structures found on
cannabis flowers that contain terpenes) and extractions.”® Lightly-processed concentrates like
kief and hash range from 20 to 60 percent THC, while extractions like butane hash oils and CO2
oils can range from 50 to 90 percent THC.®®

Non-flower alternatives to cannabis are growing in popularity. In 2017, in Colorado, for
example, more than one third (37.7 percent) of total sales were non-flower products, compared to
25.4 percent in 2015.°*” The most popular alternatives are oil-filled vaporizer cartridges, wax and
shatter concentrates, and infused edibles. At California dispensaries, THC and CBD-infused
sparkling beverages introduced on July 30, 2018 sold out immediately.®® Washington’s Leira
Cannagars produces “handcrafted cannabis cigars made from organic flowers, glazed in solvent
free rosin, and sealed in cannabis leaves, providing hours of enjoyment,” available in $100,

$420, $1600, and $10,000 variants.®® Dispensaries in mature-market states have extensive
menus with dozens of edible, beverage, chocolate, cake, and candy varieties.®

New high-technology products are introduced every day in numerous segments.”' According to
Todd Harrison of CB1 Capital: “[TJomorrow’s cannabis consumer won’t just smoke it; they’ll
drink it, eat it, rub it on, take it as a pill, or wear it as a patch. They’ll take bubble baths in it.”6%2
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According to a recent report, “Wellness centers around the country have taken treatments to new
highs by infusing spa treatments, like massages and manicures, with CBD.”%”

As more discrete means and formulations for consuming cannabis, such as vape pens and
beverages and edibles become increasingly popular, cannabis users are increasing, and cannabis
use can be more frequent, as users are not restricted from using these means of consumption in
many locations.

Linda Gilbert, BDS Analytics’ managing director of consumer insights, notes that the culture in
legal states says it is acceptable to microdose throughout the day. It is not acceptable to drink
alcohol throughout the day, however, no matter what state you are in. Similarly, it is not socially
appropriate to consume cough syrup just because it feels good. “We haven’t been able to come
up with an example of any other product that consumers can look to as being everything from
fully recreational to fully medical,” she says. “No other product really lives in that space where
it’s appropriate for multiple occasions throughout the day, too. You can use it at night, you can
use topicals in the morning or edibles in the afternoon or topicals after exercising. Cannabis is
unique in that way.”***

A Rabobank analysis found that women, in particular, who have avoided illegal marijuana are
likely to begin consuming cannabis more consistently once it is legalized. The analysis
specifically highlights professional women looking to relax after work without consuming
calories from a glass or two of wine. “The guys, the young men, we say, they’re already
smoking,” said Steve Rannekleiv, Rabobank’s global beverages strategist. “It’s the people who
are the more educated, more affluent, they are saying ‘if it’s legalized, I’ll give it a try.” And
that’s definitely the demographic of the wine consumer.”*”

Because of the rapidly-increasing interest in cannabis among many demographics and age
groups, with many waiting for legalization before consuming again for the first time in many
years, widespread legality will generate enormous sales revenues and taxes. According to the
Canadian Government, Canadians spent an estimated USD $4.63 billion on cannabis in 2017,%°
with a population smaller than California.””” In the US, with nine times the population of
Canada, and some 75 million annual visitors,*”® total demand for cannabis (legal and black
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market) is projected to reach $100 billion by 2025.°”” By that time, much of the cannabis market
will be the legal cannabis industry. The black market will not be able to compete.

C. Sports

A May 27, 2018 Boston Globe headline read: “Forget protein shakes. The newest workout
supplement? Marijuana.””® Peter Grinspoon, a primary care doctor at Massachusetts General
Hospital said: “The fact that a lot of people are saying it helps them can’t be ignored.””!

Athletes of all kinds find benefits from cannabis. Professional sports players like NFL player
Mike James’** and former NFL and NBA players Marvin Washington and Al Harrington are
amongst the highest-profile players raising awareness. Former New England Patriots tight end
Martellus Bennett estimated that roughly 90 percent of current NFL players use cannabis, largely
to deal with the physical pounding endured during the season.’” Former NBA forward Kenyon
Martin said 85 percent of NBA players regularly use cannabis.””* According to former NHL
player Riley Cote, half of the NHL players he played with smoked cannabis.””

Former NBA commissioner David Stern said last year that medical cannabis should be removed
from the league’s banned substances list.”% On July 20, 2018, Don Fehr, NHL Players
Association Executive Director, said that with the impending legalization of cannabis in
Canada on October 17, it is “possible that the NHL and NHLPA could come to an informal
understanding about marijuana usage among players in the league.”’”” Basketball’s BIG3 has
become the first US professional sports league to allow its athletes to use CBD.”” Former
college basketball player and CEO of KushCo Holdings, formerly Kush Bottles (OTCQB:
KSHB), Nick Kovacevich said: “[A] lot of athletes are using it for medical purposes — and CBD
is a far healthier long-term solution than popping traditional pain relievers, many of which are in
the dangerously addictive opiate family of drugs.”
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Beyond professional athletes, amateur athletes commonly report on the benefits of cannabis. For
one 39-year-old who won his age group in the South Beach Triathlon and placed third in the
NYC Triathlon, cannabis is a genetically-engineered workout supplement—a combined focusing
agent for exercise and a pain reliever that numbs his post-workout aches.”” THC allows him to
stay focused on things like his heart rate, or stay motivated. “My mind is always all over the
place, I can get caught up in what’s going on around me,” he says. “Weed helps me keep my
mind focused, if you can imagine that.”’"’

Because of its healing-properties, especially reducing inflammation and relieving pain, cannabis
is enormously beneficial for athletes of all forms. Its psychoactive properties can be helpful for
endurance athletes. For purely recreational and relaxation purposes, many athletes prefer
cannabis to alcohol because of its lack of calories and lack of lingering effects. After drinking six
beers or a few cocktails, one cannot effectively exercise. Cannabis not only does not interfere
with endurance endeavors, it can assist.

D. Skin Care

Cannabis is also proliferating in skin care and beauty products,”' from cannabis-infused lip
balms to moisturizing body washes.”'* Cannabis-derived oils mimic the skin’s lipids almost
exactly, making it very readily absorbed at the cellular level, and CBD is lauded as an effective
agent for curbing seasonal dryness, and chronic skin irritations like rosacea and eczema.”"”
Cannabis’ anti-inflammatory properties address psoriasis and allergic dermatitis, and help to
reduce redness and wrinkles.”"*

“Cannabis is America’s latest gold-rush,” says Alexia Inge, the co-founder of website Cult
Beauty, which is known for spotting skincare industry trends. “The human body has an
incredible biological affinity to this plant,” explains Inge, “and when it comes to wellbeing
through ingestion or topical application, the use of quality, whole-plant extracted CBD can have
hugely beneficial anti-inflammatory, calming and protective effects on our skin.”’"

According to dermatologist Dr. Adam Friedman: “There are lots of cannabinoid receptors
throughout the brain and body, and our body produces endogenous cannabinoids.” The
cannabinoid receptor is involved with everything from pain to appetite and can be stimulated by
both the cannabinoids produced naturally by the human body and by those found in the cannabis
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plant. “The effects [in skincare] can reduce keratinocyte (skin cell) turnover, inflammation and
even sebum production,” says Friedman. “They are also likely to have an antioxidant effect.”’"®

It is only very recently that cannabis has been subject to examination for its skincare benefits.
With research restrictions lifted, the topical use of cannabis for aesthetic and medical skincare
applications will continue to proliferate.

E. Pets

In 2017, Americas spent $69.5 billion on their pets, more than ever before.”!” Pet medicine,
supplies, and veterinary services make up 55 percent of pet-related spending in the US, or more
than $42 billion a year.”'® Drug spending makes up $8.6 billion of the total.”"’

Dr. Gary Richter, 47, a 20-year veterinarian, has been outspoken on the topic of cannabis for
pets, researching its uses for years. The issue is “at the forefront of the conversation in the
veterinary world right now,” he said. “While there are some differences in how cannabis affects
pets compared to humans, they can benefit in many of the same ways people do,” Richter said.
He adds that his professional experience “has shown me that there is enormous potential to treat
medical conditions with cannabis.”’*

Another veterinary technician said: “Every animal with a spinal column also has an
endocannabinoid system, so it stands to reason that cannabis can help many species. I think
we’ve reached an inflection point in society now where cannabis use in humans has become
much more widespread and accepted. People see the good it does in people and want to provide
the same benefits to their pets.”’*!

Robert Silver, a retired 25-year veterinarian from Boulder, Colorado observed animals
undergoing cannabinoid therapies and recovering from conditions that had been hard to treat
with either conventional or other integrative medicine approaches.””* He said that he has

seen cancerous tumors shrink and many go into complete remission with cannabis, noting that in
some cases CBD was effective, and in others a blend of THC and CBD worked best.””® He has
also seen dogs that have been given CBD in place of prescribed arthritis medication “do better
than on the NSAIDs,” and dogs with low-grade seizures who were able to stop their
anticonvulsant therapies by switching to cannabis.
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New York, Nevada, and California are considering legislation to legalize medical cannabis for
animals, saying it could help pets with chronic illnesses.”**

Should the efficacy of medical cannabis for pets prove the same or similar as it has and will for
humans, a significant percentage of the $70 billion Americans spend annually on their pets,
including some of the nearly $9 billion in medication, may be used to purchase cannabis.

VI. FEDERAL ILLEGALITY CREATES THE ARBITRAGE OPPORTUNITY

The medical, adult-use, and ancillary cannabis verticals translate into a huge industry, with vast
room for growth to meet known demand.

In 2017, the worldwide legal cannabis market grew by 37 percent from 2016 to $9.5 billion.”*
At more than $8.5 billion, the US legal cannabis market accounted for 90 percent of it.”*® US
cannabis sales are projected to grow at a compound annual growth rate of 25 percent through
2021.7%" By 2022, legal cannabis revenue in the US market is projected to nearly triple from
current levels, reaching more than $23 billion.”*® The total US demand for cannabis in 2025 is
projected to reach $100 billion.”** Federal legalization in the near term would likely accelerate

these growth rates and projections.

The US legal cannabis industry is already flourishing in Western adult-use and mature medical
program states like Colorado, California, Washington, Oregon, Nevada, and California. Those
states have existing medical and adult-use programs generating billions in annual revenue,
hundreds of millions in tax revenue, tens of thousands of jobs, and are still growing.

In states like Massachusetts (where adult-use retail sales are just beginning), and in states like
New York, New Jersey, Illinois, Michigan, Pennsylvania, and Florida, with burgeoning medical
programs and for some impending adult-use legalization, the US cannabis industry is
experiencing rapid growth, much faster growth than any other industry. The end of federal
Prohibition would catalyze that growth exponentially. Even if the US federal government takes
several years to pass comprehensive cannabis law reform, vast affluent markets along busy
interstate travel corridors, with millions of annual visitors, are opening and expanding.
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In the immediate near term, Massachusetts is set to become the “Colorado of the East Coast,””*°
and more. If Colorado set an analogous precedent, Massachusetts will be a robust market.”' In
2017, cannabis sales in Colorado reached $1.5 billion.”** 301 metric tons of cannabis (301,000
kg) was sold in Colorado last year.”*> Massachusetts’ population is 6.8 million, about 20 percent
larger than Colorado’s population of 5.7 million.”**

According to a June 2018 Massachusetts Department of Health report, one in five of the state’s
adults use cannabis (more than half of adults in Massachusetts perceive slight or no risks).”*’
Half of Massachusetts residents 18 to 25 years old reported using cannabis in the past 30 days.”*°
Rates of cannabis use in Massachusetts are expected to increase substantially. In comparison, in
Colorado, 984,000 adults used cannabis in 2017, about one in six of the state’s population, with
visitors accounting for approximately 13 percent of the total 160 million overall individual use
days.”” Massachusetts has about the same number of annual visitors as Colorado, 27 million.”®

Massachusetts dispensaries in cities like Boston, Worcester, and Springfield, along major
interstate travel corridors, will be for some time the only adult-use dispensaries east of the
Mississippi River. Tens of millions of people, many affluent, live within a short distance. Dozens
of higher education institutions in the greater Boston area enroll more than 250,000 students a
year, many from neighboring states without adult-use cannabis.”” A fully-developed adult-use
market in Massachusetts is projected to reach $1.2 billion within two years.”*” As in Nevada,
those projections are likely to be far exceeded.”"!

The quickly-growing medical cannabis programs and soon-to-come adult-use markets in New
York, New Jersey, and Illinois (42 million residents in total) will be a boon for the industry.
Florida’s medical program is on track to exceed $1 billion by 2020, if not sooner. During the
next year, the medical program in Pennsylvania will also grow rapidly, and medical cannabis
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will become even more widely available and-regulated in Michigan, along with likely adult-use
legalization. Maryland has a swiftly-expanding medical program, and soon potentially adult-use.

Nevertheless, federal illegality and the Schedule 1 status of cannabis creates a host of challenges
and impediments to the industry, as more fully described in Section III(A), including hurdles to
access banking, extortionate taxation, limited insurance options, stymieing of medical research,
and challenges finding professional services and real estate. Some of these difficulties are less
pronounced in certain mature-market states, but the industry is still far from fully-normalized
without federal legality. Taxation and banking affects all industry participants.

Perhaps the single biggest challenge for large, growing cannabis companies in the US, as
discussed in Section ITI(A)(2), is the lack of access to the US capital markets and traditional
sources of investment capital from institutional and venture funds. Only a select few large funds
have studied the industry. The federal illegality overhang has prevented, with a few limited
exceptions, investment into the industry from other industries that have parallels and natural
affinities with the cannabis industry, such as the pharmaceutical, alcohol, and tobacco sectors.

In addition, many institutional and retail investors are still unaware of the existence of high-
quality, publicly-traded US cannabis companies. Perhaps most in the US are still unfamiliar with
cannabis and the industry. This knowledge gap, which will not last too long, is a key factor
creating the arbitrage opportunity.

When the end of Prohibition is in sight and certainly in the months leading up to it, national
media will be flooded with reports on successful cannabis companies. There will be an influx of
investment into the industry. Large investment capital pools always look for growing industries;
none is growing faster than cannabis. Retail investors will increasingly participate as the industry
proliferates. Every patient whose qualify of life is transformed by cannabis will have an
interested family and network. Every adult who sees a health and wellness improvement from
substituting cannabis for alcohol will be a potential investor. Most retail cannabis investors have
been investing in the Canadian cannabis industry. As the industry in Canada grows and
enormous gains continue to be made, and the US industry continues to expand, capital invested
in the Canadian industry will look south for growth.

The end of Prohibition will remove the federal-illegality barriers to the industry, especially the
ability for US cannabis companies to list on a US stock exchange and have normalized banking
access. A normal taxation scheme will instantly increase profit margins by double-digit
percentages. Top-notch professional services and real estate will be widely available to the
industry. Combined with a groundswell of new institutional, related-industry, and retail
investment, as the end of Prohibition becomes a certainty and a date is fixed, US cannabis
companies are poised to see growth rates that will rival if not eclipse the returns seen in Canada
over the past 2.5 years for the large licensed producers.
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At present, due to the capital and knowledge barriers owing to federal illegality, there is an
enormous valuation gap for strong US cannabis companies.

A comparison of USD share prices over two years, between August 31, 2016 and August 31,
2018, of the five largest Canadian licensed producers by market capitalization, Canopy, Aurora,
Aphria, Cronos, and Hydropothecary, shows how much growth is possible in the nascent US
cannabis industry in a short time.

The two-year chart below for the five largest Canadian cannabis companies shows share price
increases ranging from an over 2400-percent increase for Cronos to a 190-percent increase for
Hydropothecary:

CRON, CGC, ACBFF, APHQF, and HEXO — 2-year share price increases
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Canopy Growth Corp. (NYSE:CGC) (Market Cap: $9.3B USD): On August 31, 2016, CGC
(formerly OTC:TWMIJF) shares closed at $2.84; on August 31, 2018, CGC shares closed more
than 1,500 percent higher at $45.72.

CGC — 2-year chart
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Aurora Cannabis Inc. (TSE:ACB; OTCMKTS:ACBFF) (Market Cap: $8.3B CAD). On August
31, 2016, ACBFF shares closed at $.67 USD; on August 31, 2018, ACBFF shares closed nearly
900 percent higher at $6.68 USD, reaching as high as $11.94 on January 23, 2018.

ACB — 2-year chart
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Aphria (TSX:APH; OTCQB:APHQF) (Market Cap: $3.5B CAD): On August 31, 2016, APHQF
shares closed at $1.97 USD; on August 31, 2018, APH shares closed more than 550 percent
higher at $12.96 USD, reaching as high as $18.10 on January 10, 2018.

APH — 2-yeart chart
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Cronos Group (NSDQ:CRON) (Market Cap: $1.8B USD): On August 31, 2016, CRON
(formerly OTC:PRMCF) shares closed at $.39 USD; on August 31, 2018, CRON shares closed
more than 2400 percent higher at $9.88 USD.

CRON - 2-year chart
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Hydropothecary Group (TSE: HEXO; OTCMKTS:HYYDF) (Market Cap: $996M CAD). On
March 19, 2017, HY YDF began trading at $1.44 USD; on August 31, 2018, HYYDF shares
closed 190 percent higher at $4.20 USD.

HEXO — 18-month chart

May Jul Sep How 2018 Mar May Jul

* * *

Many early investors in publicly-traded Canadian cannabis companies have seen ten-fold returns
and much more in only two years. Legalization in Canada is a certainty; the date of the first
sales, October 17, has already been set. While there remains uncertainty regarding how the
Canadian market will look, the legal status of the industry in Canada is surely a central factor in
the multi-billion-dollar valuations for the largest Canadian companies.

Returns for early investors in large, well-capitalized US cannabis companies, as federal
legalization becomes a certainty in the US, may rival and exceed returns for early investors in
Canada. The regulatory landscape in the US has created an enormous valuation arbitrage, but it
will not last for too long.

A key takeaway from a July 24, 2018 GMP Securities report on the US cannabis industry is the
exponential increase in the projected aggregate US public cannabis market valuation, to bring
valuations on par with Canadian companies. According to GMP: “[I]ncluding readily
addressable international export opportunities, the public Canadian cannabis sector is currently
valued at ~2x—3x industry sales at maturity in 2022. Applying this multiple to a 2022 US
cannabis industry sales estimate of ~§US20b [considerably lower than other estimates], we
derive an implied aggregate public market valuation of ~US$50b for the US sector, or ~10 times
higher than currently.”’**

To demonstrate the large market potential of individual states in the US, GMP highlights
Arizona; a medical-only state which is currently generating approximately $400 million in
annual retail sales. Arizona’s market is about 30 percent larger than Canada’s entire medical
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market though the state has a population of 7 million, just 1/5th that of Canada.”* 140,000
Arizonans, 2.54 percent of Arizona residents, have a medical cannabis registration card.”*

GMP’s bottom line recommendation: “The US cannabis industry offers an attractive risk/reward
profile, hence we believe investors should actively pursue exposure to the sector.”’*’

Early investors in the US cannabis industry will be rewarded because of the knowledge and
valuation gap created by federal illegality. As Kevin Murphy said: “There is a mismatch between
risk and reward. A $7 billion market today to a $150 billion opportunity leaves a lot of room for
margin and opportunity. And that’s where I believe this is going to tip over very quickly.”’*°

A. Institutional Capital Almost Entirely Excluded

As noted, the US cannabis industry faces a host of challenges and impediments due to cannabis’
Schedule 1 status - perhaps principal among them is raising the vast sums of capital required to
build the infrastructure for a new industry from the ground up.

Canadian companies have seen significant institutional investment due to cannabis’ evolving
legal status in Canada. For example, Vanguard’s $110 billion Developed Market Index has
invested $50 million in large Canadian cannabis companies.”"’

But large institutional investors have not (yet) invested in the US cannabis industry. Primary
investors in US cannabis companies’ private placements have been family offices and high-net-
worth individuals. Several private equity funds and capital pools have made considerable US
cannabis investments like Arcview, Privateer Holdings, Tuatara Capital, MedMen Capital,
Gotham Green, Merida Capital, Case Verde Capital, Poseidon Asset Management, Salveo
Capital, Navy Capital, Phyto Partners, and Tiger Capital. CB1 Capital is a hedge fund focused on
the industry, especially the medical and wellness aspects. There are also a few publicly-traded
cannabis investment firms, like Mentor Capital (OTC: MNTR) and Tidal Royalty
(OTC:TDRYF), and Innovative Industrial Properties Inc. (NYSE:IIPR), which invest in real
estate for the cannabis industry.

Because of the federal illegality status, many large funds have not researched or followed the US
cannabis industry. Funds managing assets for the Church of England, sovereign wealth funds,
union pensions, and similar multi-billion-dollar investment pools cannot and have not pursued
investments into the industry because of the federal illegality. Nevertheless, stories abound in the
cannabis industry about bankers and institutional traders, after a pitch from a cannabis company,
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explaining that their company cannot invest due to Prohibition, but then pulling out their
personal checkbooks to participate.

Institutional capital is slowly beginning to look at the US sector more closely, and the industry is
the precipice of major expansion. According to a recent article in The Street, Cannabis Industry
Sits on Precipice of Major Expansion: “Not the slow trickle of PIPEs and venture funding rounds
investors have seen since 2014 but a full-fledge boom. Over the last two weeks, the cannabis
industry has seen events which could bring a wave of institutional investment into the sector, as

well as other changes.”’**

B. Pharmaceutical, Alcohol, Tobacco, Related Industry Capital Mostly Excluded

The cannabis industry has seen several notable investments by major alcohol companies.

Constellation Brands (NYSE:STZ, $35B market cap), owner of Corona beer and Mondavi wine,
is at the forefront. On June 29, 2018, Constellation reported in its fiscal first-quarter 2018 results
a $700 million gain from its October 2017 groundbreaking $186 million purchase of a nearly 10-

percent stake in Canopy.’*

On August 15, 2018, Constellation stunned the cannabis industry, announcing a $5 billion CAD
(%4 billion USD) investment into Canopy, bringing Constellation’s ownership of Canopy to 38
percent, along with warrants that could give Constellation a stake of more than 50 percent.”
Canopy CEO Bruce Linton said: “This is rocket fuel. We’re going to be way more global.””'
The New York Times reported that as “sales of beer fall in the US, brewers have begun to bet
that legalization of marijuana around the globe, especially the US, will continue to build
momentum and sales of cannabis products will take off . . . alcoholic beverage companies are
trying to buy into the cannabis industry before they become disrupted by it.””** The Wall Street
Journal called Constellation’s investment a “major bet on the potential global market for

cannabis-infused drinks and other products.”’>

On August 1, 2018, Molson Coors Canada announced an agreement with Hydropothecary to
create a joint venture focused on non-alcoholic, cannabis-infused beverages for the Canadian
market.”* Molson will maintain a 57.5 percent controlling interest in the JV. Molson CEO Mark
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Hunter said cannabis increasingly “is becoming part of the lifestyle of many consumers” in
Canada, and: “Consumers who want to enjoy cannabis as they would a beer — in moderation —
are able to do so, which is quickly driving acceptance and adoption.”””

Canopy’s and Hydropothecary’s competitor cannabis companies are all pursuing or considering
beverage opportunities. On June 22, 2018, Aurora’s Chief Corporate Officer Cam Battley said:
“We’ve said specifically we’re interested in the infused beverage space and we do intend to enter
that market.””*® Lagunitas Brewing Company, owned by Heineken, recently began distributing
its beer-like, non-alcoholic Hi-Fi Hops throughout California.”’ Early September 2018 media
reports discuss alcohol companies like Anheuser Busch and Diageo looking at the industry.”®

On February 8, 2018, tobacco company Alliance One International (NYSE:AOI) (annual sales
exceeding $1.5 billion) announced that it bought controlling interests in two Canadian cannabis
producers, believed to be the first foray by a significant tobacco business into the cannabis
industry.”® According to AOI’s press release: “The combined Canadian cannabis acquisitions
are anticipated, subject to regulatory approvals, to have approximately 1 million square feet of
production space within a three year period and with the opportunity to become a truly
international cannabis company.”’®

Aside from GW’s pursuit of FDA approval for Epidiolex, the pharmaceutical industry has made
very limited investments into the medical cannabis industry. Johnson & Johnson recently
accepted two medical cannabis businesses, Avicanna and Vapium Medical, into its Canadian
JLabs Innovation network.”®' But the federal illegality of the cannabis industry precludes most
pharmaceutical companies—now—from investing directly in the cannabis industry.

Other potentially aligned industries are the coffee and confectionary industries. On April 12,
2018, Canadian coffee company Second Cup (TSE:SCU) announced an agreement with
Canadian cannabis clinic operator National Access Cannabis to develop and operate a network of
cannabis stores.”®* Second Cup’s board chairman Michael Bregman said: “(Cannabis) is going to
be an awfully big business in Canada, and we have some amazing locations. I wish I knew now
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in what form we would be pursuing and participating. We’re just trying to position ourselves so
we can participate as the opportunities arise and the legislation is formed.””*

On August 6, 2018, reports discussed William Wrigley Jr. IT (Wrigley family scion and
billionaire) leading a $65 million investment round for Surterra Wellness, a medical cannabis
startup in Georgia with licenses to operate in Florida and Texas. He said: “When I understood
the massive benefits, it really changed my mind about the industry. You don’t see too many
opportunities to have that kind of an impact in an industry that is being created from scratch.”’**

As a percentage of the hundreds of billions of dollars available in the pharmaceutical, alcohol,
tobacco, soda, coffee, confectionary and other related industries for US cannabis investment, the
amounts invested thus far have been miniscule. That will change with impending legalization.

Constellation CEO Robert Sands suggested the company would invest in the US market if it
were legal to do so: “We are not going to do anything that is violative of federal law, but we are
looking closely at that issue and making sure we understand what we can do and what we can’t
do,” he said. If it’s legal, “we will do it.”’% Alexandre Ricard, CEO of Pernod Ricard (distributor
of brands such as Absolut Vodka, Glenlivet, Jamesons, Chivas Regal, and Beefeater) said: “We
look at it closely. The whole sector is watching it closely.”’*®Acreage CEO Kevin Murphy said:
“Big alcohol is clearly interested in the space. They are in and around the space today. . . |
believe you are going to see more big alcohol and spirits making moves into the space.”’®’

J. Pieter Sikkel, tobacco giant Alliance One’s president and CEOQ, said the company intends to
“broaden our business portfolio over the next three to four years by focusing on consumer-driven
agricultural products, with increased operating margins when compared to our historical leaf
processing businesses.” ®®

Todd Harrison of CB1 Capital aptly described the large cannabis companies and the wide range
of appeal for related industries: “They are biotech companies in drag, large-scale producers of
consumer-packaged goods, or both. They’ll use cannabis and hemp as base-line ingredients for
an array of end-products ranging from medicine to cosmetics to pet supplements to plastic
composites, and more, and those margins will improve as cannabis prices decline.”’®
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On June 2, 2018, at an investor panel at the CWCB Conference in New York City, Acreage
Holdings president, George Allen, recounted how Acreage was approached by an unspecified
Fortune 10 board member expressing interest.”’° The only Fortune 10 company with an obvious
connection to cannabis is Johnson & Johnson,””' but large technology companies on that list
could also be interested. Mr. Allen also said that major pharmaceutical companies have formed
special board committees to consider entries into the cannabis industries.”’

Undoubtedly, term sheets have already been drafted and alliances formed between the major US
cannabis companies and related industries. But large investments have not, yet, been deployed.

VII. MULTI-STATE, VERTICALLY-INTEGRATED, AND POISED TO CAPITALIZE

Large US multi-state vertically-integrated operators are particularly well-situated to experience
rapid growth as the US cannabis industry expands and legalization brings a flood of investment
capital into the industry.

There is a clear demarcation in the cannabis industry between plant-touching companies, on one
hand, and the essential ancillary businesses that facilitate the cultivation, extraction and
processing, and retail selling of cannabis, on the other hand. The ancillary businesses do not face
many of the obstacles faced by plant-touching businesses, and in many cases have been able to
grow and operate for years as regular businesses.””.

Cannabis packaging and labeling, including child-resistant packaging, is a key ancillary
segment.””* During the first half of 2018, California’s poison control centers received 386 calls
involving children 19 years and under who ingested cannabis mostly in edible forms.””” While
that number is very small compared to the 15,545 calls received in 2017 for ingestion of
analgesics (aspirin, Tylenol, Advil) and cannabis is highly unlikely to cause any permanent
damage,”’® it is imperative that cannabis be kept out of children’s hands. KushCo Holdings
(OTC: KSHB), formerly Kush Bottles, is one of the leaders in this area. Others include
Marijuana Packaging and Pollen Gear.

Cannabis testing laboratories is another important ancillary vertical. Cannabis testing alone is
expected to become a $1.4 billion market by 2021, up from $866 million in 2016.””" Evio
(OTCMKTS), DigiPath (OTCQB: DIGP), Steep Hill Labs, SC Laboratories, CannaSafe
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Analytics, and CW Analytical Laboratories are leading US testing labs. Some cannabis testing
will likely move in-house, a model that Acreage Holdings is developing.””®

Cultivation products and services, including technologies such as lighting, are essential to the
industry. Scotts Miracle Grow (NYSE:SMG), which has a division focused on cannabis
cultivation, GrowGeneration (OTC:GRWG), and Urban-Gro are some of the leading US
companies in this area.

Another key ancillary is manufacturing and supply of cannabis extraction/processing equipment.
One of the leaders is Precision Extraction Solutions. Great extraction equipment is made in
Germany. Manufacturers of consumption devices like oil cartridges and vaporizers will also see
a boon with more cannabis users. The Blinc Group is an incubator for startups in this area.

Verticals like payroll, staffing, cash processing and storage, security, and software are important
ancillaries.””” Hypur and MJ Freeway are key players. NASDAQ-listed cannabis company,
MTech Acquisition (MTEC), is a $50 million Special Purpose Acquisition Company that intends
to acquire assets in several ancillary verticals including compliance and software.

Yet, despite the lack of direct adverse effects on these ancillaries from federal illegality, and the
varied opportunities in the ancillary sector, investors in the US cannabis industry would be well-
served to look closely at plant-touching businesses, specifically multi-state vertically-integrated
cannabis companies. These companies are generally structured as holding companies with
subsidiaries that hold state licenses to cultivate, extract and process, and sell cannabis at retail
medical and adult-use dispensaries.

As explained next, a principal reason to consider vertically-integrated, multi-state plant-touching
companies is that the state licenses they own create a barrier to competition, giving them a
crucial early-mover edge. If a large company in an ancillary industry, such as Microsoft with
software or Monsanto with agriculture technology, were to enter the cannabis industry, it could
displace many smaller companies in a particular ancillary vertical. In contrast, vertically-
integrated cannabis companies holding licenses in restricted-license East Coast and Midwest
states cannot be replicated. They are poised for tremendous growth.

A. Operating In Limited-License Versus Unrestricted-License Markets
In every state with legal medical and/or adult-use cannabis, all plant-touching activity such as

cultivating, extracting/processing, and selling/transporting cannabis requires a state license.

A fundamental dynamic of the US cannabis industry is the delineation between: (1) the free-
market unrestricted licensing regime in Western states like California, Colorado, Nevada,
Washington, Oregon, and Arizona, as well as Michigan, and soon Oklahoma, and (2) the limited,
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restricted-market licensing regime in East Coast states like Massachusetts, New York, New
Jersey, Florida, Pennsylvania, and Maryland, and in Midwest states like Illinois and Ohio.

Unrestricted-License States - California has issued 6,421 cannabis licenses, including 3,844
cultivator licenses, 830 manufacturer licenses, and 683 retail dispensary licenses, accounting for
40 percent of all active cannabis licenses nationwide.” Colorado has roughly 1,400 licensed

81 and 520 dispensaries.”** Nevada issued an initial cap of 132 adult-use retail stores
through November 2018 (limited to previous medical cannabis licensees), but afterwards the
state will open the application process to any interested applicants.”*> Washington State has
issued approximately 2,000 cannabis business licenses, including more than 500 cultivators and
500 retail licenses.”®* Oregon has licensed 1,900 cannabis businesses’™ including 598
dispensaries.”® Arizona has 130 dispensaries for its medical cannabis-only program (with
140,000 patients.)’®’ In these states, it is relatively easy to obtain a cannabis business license.

cultivators

Restricted-License States - In contrast to the Western States, which aside from California are not
very highly-populated, the highly-populated East Coast states have issued far fewer licenses.
New York, with a population of nearly 20 million, initially granted only five vertically-integrated
licenses before recently expanding to ten; New Jersey, with a population of nine million granted
only six vertically-integrated licenses before accepting applications for an additional six on
August 31, 2018; Pennsylvania, with nearly 13 million people, only granted 13 licenses; Florida,
with a population of over 20 million, granted 14 vertically-integrated licenses; Illinois with a
population of 13 million, granted 60 licenses for dispensaries and 22 for cultivation; and Ohio,
with more than 11 million people, granted 12 vertically-integrated licenses. ™

Another primary differentiator is that, in Western states, licenses are often for a single tier, such
as cultivator, extractor/processor, or dispensary, while licenses in the East Coast and Midwest
states, for now, are usually vertically-integrated for all tiers of the cannabis value chain.

The restricted, vertically-integrated licensing regime in the large East Coast and Midwest
markets creates a barrier that is making the vertically-integrated licenses in those states
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increasingly valuable. A Florida license tied to an operator that had not yet begun selling
cannabis sold in June 2018 for $53 million.”® Another Florida license was acquired for $46
million.””® A land grab is occurring across the limited-license markets to acquire licenses and to
apply for new ones as additional applications are accepted, though some of the states have
capped their license numbers for the foreseeable future.

As more patients join medical cannabis programs and adult-use is legalized, many of the East
Coast and Midwest states will increase license availability,”' but early entrants have a
significant advantage as they stake claims and build brands with large-scale cultivation facilities,
advanced extraction and processing facilities, and trusted dispensaries in busy retail locations.

For plant-touching companies, the barriers to competition are non-negotiable. Without a state
license, a company cannot grow, process, or sell cannabis in the state. The most well-capitalized
pharmaceutical company and companies with extensive reach and distribution capacity and retail
presence like Amazon, Ebay, Pfizer, Merck, Johnson & Johnson, Coca Cola, CVS, Duane
Reade, Walgreens, and Starbucks cannot sell into a state market without a license. The
companies that hold the licenses are the gatekeepers to the entire US cannabis market.

Direct, consumer-derived revenue in the cannabis industry is earned predominately at
dispensaries selling in-store and via delivery. As iAnthus’ Hadley Ford says: “We operate a
network of cash registers.””"* All other ancillaries are competing for a share that revenue. Multi-
state operators give investors direct access to the principal source of cannabis revenue.

In contrast to the limited-license regime creating a barrier to entering the market in the East
Coast and Midwest states, the unrestricted license regimes in the West Coast states present little
barriers to entry. Almost any qualified applicant with a bank account and a business plan can
apply for and obtain a license. As an investor, especially in publicly-traded companies, it is
difficult to gain broad exposure to those free-market jurisdictions, with limited exceptions such
as California’s CannaRoyalty (CSE:CRZ; OTC:CNNRF) discussed in Section VIII(E).

B. Branding Advantage

As in all consumer-facing industries, brand recognition will be critical to success in the cannabis
industry. Two of the main brand categories that will emerge are brands of cannabis products and
dispensary brands. While cannabis products cannot cross state lines, multi-state operators’
brands can achieve a nationwide following. In addition, multi-state operators can create a
recognized dispensary brand in numerous locations across the country offering customers a

"8 http://www.sun-sentinel.com/news/politics/florida-medical-marijuana/fl-reg-medical-marijuana-operation-
20180606-story.html

79 http./floridapolitics.com/archives/253901-medical-marijuana-firm-sold-43m-deal

! Some states like New York and Florida have been subject to litigation challenging the limited number of licenses
made available. It is likely that similar litigation will occur in many other states.

792 https://www.youtube.com/watch?v=twPvCyEMMWS, see interview beginning at 52:00.

108




consistent experience. Those recognized dispensary brands can also carry their own branded
cannabis products or other companies’ brands manufactured in-state.

For cannabis product manufacturers, dispensaries are the only means of distribution. Thus, multi-
state operators in limited-licensing states can effectively be kingmakers for brands to achieve
broad success. In major adult-use states like California, Colorado, Washington, and Oregon, due
to the vast number of business operators, the market is fragmented with no brand achieving more
than 15 percent market share.”” In contrast, multi-state companies are able to position the same
brands in numerous stores in multiple states, capturing large market share. As Acreage Holdings
CEO Kevin Murphy said: “The brands will ultimately start with distribution in each state.”””*

The branding advantage also applies to ancillary products sold directly to consumers in
dispensaries, mainly consumption devices like vaporizers. Many new and repeat consumers will
purchase new consumption devices, as new technologies continue to emerge. Multi-state
operators sell their own white-label devices or choose among third-party devices to carry in
dispensaries. Without having keen insight into consumption devices, it is hard for an investor to
pick one manufacturer. Dispensary operators are best-positioned with their consumer-facing
operations to do so. They will propel certain consumption device brands ahead of others.

Thus, investing in a company that operates many retail dispensaries in multiple states allows an
investor to participate in the upshot from crucial branding and consumption devices.

C. No Interstate/International Commerce Under Federal Legalization

One of the key market dynamics that will almost certainly remain in place even after federal
legalization (under the proposed STATES Act or similar) are the present restrictions on interstate
and international commerce. Presently, intellectual property, equipment, branding, and industry
employees may cross state lines and US borders, but cannabis and cannabis-derivative products
may not cross state lines, even between adjoining legal states, and may not cross the US border.

Essentially, the industry in each US state operates on its own island that must grow, produce, and
sell all cannabis products within the state for consumption within the state.””> For the foreseeable
future, these artificial barriers to free-market commerce will remain in place. There will not be a
national market for cannabis products or an import/export market for a long time.

Because of the restriction on transporting cannabis interstate and internationally, wholesale and
retail prices in one state (and in Canada and other countries) have little to no bearing on prices in
other US states, except to the extent that consumers within range of multiple adult-use legal
states may choose to purchase products from the cheapest market to transport back to their home
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state. With closed state borders, multi-state vertically-integrated operators are able to have
significant control over their bottom line in individual states. They have only in-state
competitors, with whom they often collaborate, but cannot be undercut by imports from other
more mature markets with cheaper wholesale and retail cannabis products.

Years after federal legalization, free market dynamics will likely a encourage a shift to interstate
and also international commerce in cannabis. Movement toward a free-trade globalized cannabis
market will result in significantly reduced domestic cultivation and regular-way commoditization
of cannabis. Removing import and export restrictions would shift a large segment of the market
to imports from countries with climates and labor conditions far more favorable for growing and
some processing of cannabis, such as in South America and Africa.

Colombia is a key country to watch as a potential major exporter. In 2017, a gram of cannabis
cost Canada’s lowest-cost cannabis producer, Aphria, $2 to grow; in Colombia, cannabis can be
grown at $.05 per gram, or 40 times cheaper than in Canada.””® Several notable companies are
making significant investments into ultra-large-scale Colombian cannabis cultivation and
processing infrastructure. New York-based Northern Swan is the majority owner of a fully-
licensed, vertically-integrated Colombian cannabis company called Clever Leaves, which
expects to become the world’s largest medical cannabis grower by 2023 with over 10 million
square feet of growable terrain that could produce up to 30,000,000 ml of full spectrum cannabis
oil annually.””” Other large Colombian operators include Khiron Life Sciences (CVE:KHRN;
OTC:KHRNF), ICC Labs (CVE:ICC; OTC:ICCLF), and PharmaCielo.

A decade or two in the future might also see vast amounts of standard-quality cannabis being
grown in Africa, where it may be grown for even cheaper than in Colombia.””® Canopy and
Supreme Cannabis (TSX-V:FIRE; OTC:SPRWF) have invested millions in Lesotho, the first
African nation to allow medical cannabis cultivation and export.””

Nevertheless, as the US industry evolves over the next decade, two key aspects will remain in
place. First, state dispensaries in densely-populated areas will be the gateway to retail revenue.
Second, value-added derivative products and high-margin formulations sold as recognized
brands will be a large segment of the industry. Companies with a network of advanced
processing facilities and well-regarded dispensaries and brands will be the US market leaders.

D. Former Import Black Markets, No Existing Cultivation Infrastructure

Another key advantage for vertically-integrated companies in limited-license East Coast and
Midwest states is that unlike in California, Washington, and Oregon, the East Coast and Midwest
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states have little local black-market cultivation. Instead, East Coast and Midwest states are vast
import black markets. Dispensaries in East Coast and Midwest states do not have to compete
with local black-market cultivators undercutting their pricing.

East Coast and Midwest dispensaries will also see decreasing competition from the import black
market. Many former black-market exporters on the West Coast are joining the legal industry.
West Coast states are also requiring strict inventory management and tracking for legal
operators. Further, enforcement on the West Coast is increasing against the shrinking number of
black-market exporters who do not participate in licensing regimes. These factors will all
contribute to decreasing black market exports from West Coast states to import states.

The lack of direct competition with black-market cultivators will prove to be a significant
advantage for license holders in East Coast and Midwest states. As legal cannabis prices fall in
limited-license adult-use markets, it will be less economical and increasingly difficult (with
much more available law enforcement) for black-market operators to import cannabis to East
Coast and Midwest states from the West Coast. The vast range of products and the far better,
safer purchasing experience at a legal dispensary will draw many black-market consumers to the
legal industry and many new customers who would not have purchased on the black market.

With no local cultivation black market, and a diminished import black market, operators in
limited-license East Coast and Midwest states have enormous addressable markets.

E. Falling Dry Leaf Prices

Another key dynamic of the cannabis industry is inevitably falling wholesale flower prices as has
been observed in Colorado and Oregon®” which can undermine a cultivator’s business model
and margins. Without vertical integration, in unrestricted licensing states wholesale cultivators
are forced to meet in-state market prices to sell to dispensaries or extraction/processing facilities.

In limited-license markets, on the other hand, where cultivation is part of a vertically-integrated
licensing model, falling wholesale flower prices have little bottom line effect because companies
can add value and margin at the extraction/processing level, and also maintain a floor for retail
pricing. Further, as dry leaf cannabis increasingly becomes an input ingredient for various
formulations and products, cheaper dry leaf will actually increase margins for vertically-
integrated operators. According to GMP Securities, EBITDA margins should reach
approximately 40 to 50 percent at maturity for fully vertically-integrated operators.**' GMP’s
estimate is based on cultivation margins to be similar to those projected for Canada at
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approximately 25 to 30 percent, with the ability to participate in retail adding another
approximately 15 to 20 percent of EBITDA margin.*”

F. Best Practices

While cannabis products cannot cross state lines, as noted information and best practices can.
Multi-state cannabis companies benefit tremendously from sharing information, standard
operating procedures, and best practices across operations in multiple states. Multi-state
operators have a unique diversified view of the cannabis industry, ranging from cultivation and
extraction and processing technologies and techniques, to dispensary design and operations,
popular products with consumers, new trends, attracting new customers and community
integration, and challenges to be expected as markets mature.

The ability to share information, react to market trends, and avoid and mitigate problems based
on experiences learned in other states, gives multi-state companies a significant competitive
advantage over their single-market competitors.

G. Streamlined Support And Scale

Operating a cannabis company in the US requires significant legal and accounting support to
comply with evolving regulations and compliance and taxation issues such as IRC Section 280E
(See Section I1I(A)(4)). Smaller cannabis companies are required to spend disproportionately on
professional services to meet regulatory requirements.

Other challenges faced by the cannabis industry as a result of federal illegality such as reduced
access to banking, insurance, and real estate are also mitigated for larger companies due to their
size and negotiating leverage. Large multi-state companies have a pre-positioned support
structure with standard operating procedures and experienced professionals in legal, accounting,
banking, and design that have opened operations numerous locations across the country.

Further, because it is expensive to build and staff a retail store in a prime shopping area, many
stores in the busiest retail corridors of the country are national chains like Starbucks, Dunkin
Donuts, Chipotle, Subway, McDonalds, and Burger King. In some cases, retail stores must be
prepared to operate at a loss for months or even years before turning profitable. Large multi-state
cannabis companies have the capitalization to open and to sustain a retail operation until
profitability, giving them a significant edge in establishing early-mover market share.

The cannabis industry, at least in the limited-license East Coast and Midwest states, is headed in
the same direction as the coffee, beverage, tobacco, pharmaceutical, and alcohol industries where
several large companies account for most of the market. There will of course be room in the
industry for strong mid-sized companies and craft-type unique dispensaries. But the largest
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companies can most easily engage in strategic mergers and acquisitions to position themselves to
dominate the industry, just as the largest companies in many similar industries have.

H. Obtaining New Licenses

As limited-license states expand licensing opportunities, and especially as new states open
medical cannabis programs and grow to adult-use markets, multi-state operators also have a big
advantage in obtaining new licenses, which is becoming increasingly competitive.

There are two ways to obtain a state cannabis license, applying for one or acquiring one from a
license holder. Large multi-state companies are well-positioned in both areas.

State regulators are keen to ensure that their new programs and markets start the right way. They
want to be make sure no troublesome practices emerge such as cultivators and dispensaries
diverting products to the black market or selling to unlicensed consumers (in the case of medical
programs) or underage consumers. The industry is an object of fascination to the media that will
seize on any such stories. Regulators will be more comfortable with a company applying for a
license with a track record of operating successful, compliant businesses in multiple states. These
companies will have already succeeded with license applications in multiple states. They know
how to prepare strong presentations to regulators. Finally, many states license applications are
expensive to prepare and file, and applicants must demonstrate significant dedicated capital.

In addition, as noted, acquiring licenses through purchase is becoming increasingly expensive in
limited-license states. Only large multi-state cannabis companies have the capital to compete to
acquire licenses in the large East Coast and Midwest states. As multi-state companies become
larger and better capitalized, they will only move further ahead of their smaller competitors in
their ability to spend large sums of money expanding into new lucrative markets.

I. Institutional Capital Will Flow To Large, Well-Capitalized Diversified Entities

Finally, some institutional investors and related-industry investment capital will naturally
gravitate towards non-plant-touching ancillary businesses which might be perceived as safer
investments. But many will research the industry closely and conclude, as this Paper posits, that
companies presenting the best reward/risk profiles are well-capitalized vertically-integrated
operators in multiple states with experienced, professional management.

The positioning of these multi-state, vertically-integrated companies in each tier of the industry
value chain - cultivation through dispensing - hedges against unexpected developments in any
one tier. In addition, diversification across multiple states counterbalances the risk of regulatory
changes or licensing scheme adjustments in individual states. In an industry that will be brand-
new to almost all institutional investment capital, the largest, well-capitalized, diversified
companies will be highly attractive candidates for major investments.
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VIII. SELECTED US MULTI-STATE VERTICALLY-INTEGRATED COMPANIES

As the inevitability of federal legalization draws closer, the cannabis industry presents an
unequaled opportunity for investment returns. Cannabis Prohibition will only end once. But
investors must be cautious. Some businesses, despite their founders’ best intentions, simply have
no chance to realize long-term success in the industry. There will be many unrealized dreams.
There are also unsavory, unreliable actors.

Two familiar but crucial company-specific criteria that an investor in the cannabis industry must
look at carefully are: the company’s management team and barriers to competition.

With regard to management, especially in the cannabis industry, a previous track record of
success outside of the industry, and within the industry, is vital. There is no shortage of
individuals who are passionate about cannabis. The executives who treat the cannabis industry
like any other industry, essentially growing and selling widgets, making sure no shortcuts are
taken and all regulations are complied with, and maintaining top-down professionalism
throughout an organization, are the ones that will succeed.

Pay close attention to management’s stated vision for their company from months and years past
and see how they have executed. A good reputation, and strong relationships and alliances within
the industry with competitors, vendors, financiers, and professionals are key to success. Ensure
the management team is well-liked and has formed and nurtured the connections critical to
position their company to succeed. Finally, strong communication skills are essential for
cannabis executives, particularly to educate the public and regulators about the benefits of
cannabis and to help remove the fading stigma.

The importance of barriers to competition and duplication cannot be overstated. The notion that
investing anywhere in the cannabis industry will yield strong returns is misguided. Many startup
cannabis companies will struggle for market traction and will not succeed. For example,
hundreds if not thousands of companies are producing CBD products, some with dubious quality
and efficacy. Many companies appear to have a unique product or idea, but often there are
dozens of other companies built on the same business model.

One of the key barriers is the state licensing regime discussed above. High-tech products and
processes with strong, defensible intellectual property protection can also create barriers.
Ancillaries requiring specialized knowledge and equipment like testing laboratories have a
relatively secure position. But companies that are one of many, with no differentiation and
barriers to duplication, have nothing to prevent a larger similar company from displacing them.
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Several multi-state vertically-integrated companies are profiled below, followed by details on
several others. These companies meet the management and barriers criteria and are particularly
well-positioned as cannabis normalization expands state-by-state and eventually federally.

A. Acreage Holdings

Acreage Holdings, based in New York, is the largest cannabis company in the US by several
measures, among them geographic footprint. As of early August 2018, Acreage subsidiaries hold
licenses to cultivate, extract/process, and/or sell medical and adult-use cannabis in 15 states,
including New York, New Jersey, Massachusetts, Florida, Illinois, Pennsylvania, Connecticut,
Maryland, Maine, New Hampshire, Ohio, Oregon, and California.®*” Acreage owns a minority
share in edibles company Dixie Brands and a REIT that owns nine industrial and commercial
properties (660,000 square feet) leased to 23 best-in-class cannabis operators in Colorado,
Oregon, Washington, and Arizona.***

Acreage’s stated vision is: “We deeply believe in the transformational power that cannabis has to
heal and change the world.””®

Acreage CEO Kevin Murphy has been investing in the cannabis industry since 2011, and in 2015
he formed a holding company that morphed into the present holding company structure which
operationally and financially controls its operations in 15 states.**® According to Mr. Murphy,
Acreage’s “goal is to build out the rest of our team, build out the rest of the country, and, given
that we were one of the first players in the space and today we are the largest player in the space,
we would like to maintain that position going forward. So, from our vantage points it’s really
about the aggregation of other assets.”*"’

Mr. Murphy told CNBC on July 23, 2018 that the company expects to go public this year: “Our
goal is take the stock and really the tangible assets of that stock and use that to go out and
aggregate more of this country’s assets in cannabis.” Murphy explained that “the traditional
benefits of scale for any business are dramatically amplified in the nascent world of

cannabis... The difference between ‘good’ and ‘excellent’ execution is unusually large and we
plan to take advantage of that by creating a template for excellence and delivering it
systematically.”*%

On April 11, 2018, Acreage stunned the cannabis industry when it announced the appointments
of former Speaker of the United States House of Representatives John Boehner and former
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Governor of the State of Massachusetts Bill Weld to its Board of Advisors. Speaker Boehner and
Governor Weld’s joint statement said:

While we come at this issue from different perspectives and track records,
we both believe the time has come for serious consideration of a shift in
federal marijuana policy. Over the past 20 years a growing number of
states have experimented with their right to offer cannabis programs under
the protection of the 10th amendment. During that period, those rights
have lived somewhat in a state of conflict with federal policy. Also, during
this period, the public perception of cannabis has dramatically shifted,
with 94% of Americans currently in favor of some type of access, a shift
driven by increased awareness of marijuana’s many medical applications.

We need to look no further than our nation's 20 million veterans, 20
percent of whom, according to a 2017 American Legion survey, reportedly
use cannabis to self-treat PTSD, chronic pain and other ailments. Yet the
VA does not allow its doctors to recommend its usage. There are
numerous other patient groups in America whose quality of life has been
dramatically improved by the state-sanctioned use of medical cannabis.

While the Tenth Amendment has allowed much to occur at the state level,
there are still many negative implications of the Federal policy to schedule
cannabis as a Class 1 drug: most notably the lack of research, the
ambiguity around financial services and the refusal of the VA to offer it as
an alternative to the harmful opioids that are ravishing our communities.

We are excited to join the team at Acreage in pursuit of their mission to
bring safe, consistent and reliable products to patients and consumers who
could benefit. We have full confidence in their management team and
believe this is the team that will transform the debate, policy and
landscape around this issue.*”

Speaker Boehner tweeted that day: “I’m joining the board of #AcreageHoldings because my
thinking on cannabis has evolved. I'm convinced de-scheduling the drug is needed so we can do
research, help our veterans, and reverse the opioid epidemic ravaging our communities.”'"° The
tweet received 25,000 likes from some of Mr. Boehner’s 1.4 million followers. The
announcement, according to some reports, sent the “Internet Ablaze.”"!

Historically, Speaker Boehner was opposed to cannabis law reform. In 2011, he wrote an Ohio
constituent that he was “unalterably opposed to the legalization of marijuana or any other FDA
Schedule I drug.”®"? Spokesman David Schnittger said Mr. Boehner’s evolving position has been
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the result of close study after leaving office.*"> Mr. Boehner said: “I have concluded
descheduling the drug is needed so that we can do research and allow VA to offer it as a

treatment option in the fight against the opioid epidemic that is ravaging our communities.”™*

Over the following days, Speaker Boehner explained the evolution in his thinking, in many
interviews, including pointing to the failed war on drugs. He said: “Over the last 10 or 15 years,
the American people’s attitudes have changed dramatically. I find myself in that same
position.”*'* He explained: “When you look at the number of people in our state and federal
penitentiaries, who are there for possession of small amounts of cannabis, you begin to really
scratch your head. We have literally filled up our jails with people who are nonviolent and

frankly do not belong there.”®'°

Speaker Boehner was not deterred from joining the cannabis industry by Jeff Sessions’ January
announcement to nullify the Cole Memo: “When I saw the announcement, I almost chuckled to
myself,” Boehner said, “I don’t know why they decided to do this. It could be that the attorney
general is trying to force the Congress to act.”®!”

Bill Weld, former Massachusetts Governor (1991-1997), 2016 Libertarian Party Vice
Presidential nominee, Chief of the Department of Justice’s Criminal Division (1986-1988), and
US Attorney for the District of Massachusetts (1981-1986),*'® said the conventional wisdom
about marijuana during the Reagan administration was that it acted as a “gateway drug” to more
harmful substances. “Now there’s some evidence that it can become an exit drug” and an
alternative to opioid addiction, which has become the primary public health concern in
Massachusetts, Mr. Weld said.*" “If some states don’t want marijuana to be legal, that’s their
prerogative,” Weld said. “But that shouldn’t be dictated by the nanny state in Washington.”**°
“Millennials who will inherit the kingdom before long, they are even more positive about
cannabis than the populous at large,” Mr. Weld said. “You can look at the trend of millennial
opinion and you can see the future.”*' Mr. Boehner echoed Mr. Weld’s sentiment on forward
progress. He said: “You can see where this is going. Over the next five or ten years, this will
be available all over the country.”**

813 | 4.
814 | 4.
815 hitps://www.bloomberg.com/news/articles/2018-04-1 1 /ex-speaker-john-boehner-joins-marijuana-firm-s-
advisory-board
816
Id.
817 Id
818 https://en.wikipedia.org/wiki/Bill_ Weld
819
Id.
820 hitps://www.bloomberg.com/news/articles/2018-04-11/ex-speaker-john-boehner-joins-marijuana-firm-s-

advisory-board
821 I d .

822 hitps://twitter.com/tomangell/status/10021971033749381172s=21
117




The announcement that Speaker Boehner and Governor Weld joined Acreage Holdings was a
watershed moment for the cannabis industry.*”® According to Mr. Murphy: “They really give us
a good roadmap of how things work legislatively, and they also are compassionate men that had
the courage to change their minds about cannabis, and that I believe really turned a lot of heads
and its made others think about why this isn’t the scary drug that’s Schedule 1 with no medicinal
value.”®** Mr. Murphy said: “They have a keen understanding of who’s doing what when and
what motivates people in government to do what they do, and to have that knowledge in-house to
really migrate through all the twists and turns is going to be a huge help for us.”*

George Allen, Acreage’s president said: “We view this advocacy that we get from these two
gentlemen as immensely positive for the industry.”**® Vahan Ajamian, a leading cannabis
industry analyst then at Beacon Securities, commented: “It is difficult to overstate the impact of
this monumental event for the U.S. cannabis sector.”®*’ He said that Mr. Boehner’s move
“should send shockwaves throughout the industry,” and that “this news should serve to
‘legitimize’ the sector and further perk up investor interest.”®*® Erik Altieri, NORML executive
director said: “Former Speaker Boehner is still held in high regard by a large percentage of the
GOP membership and voter base. We look forward to his voice joining the growing chorus
calling for an end to cannabis criminalization.”**

Speaker Boehner’s effect on the industry was felt immediately. The very evening of Mr.
Boehner’s announcement on April 11, 2018, President Trump told Senator Gardner (R-CO) that
despite Mr. Sessions’ January memo, the US government would not interfere with the cannabis
industry (see Section IV(E).) Senator Gardner had been holding up President Trump’s DOJ
nominations, but Mr. Boehner’s announcement certainly influenced the President.

Speaker Boehner and President Trump are close friends. On April 26, 2016, in a speech at
Stanford University, Speaker Boehner said he has played golf with the President for years and
that they are “texting buddies.”®° On December 7, 2016, he told an Ohio television interviewer:
“When I was speaker, if [ was having a tough week, I’d always get a call from Donald. He’d pat
me on the back, cheer me up. He’s a good guy.”®" In August 2013, Mr. Trump and Mr. Boehner
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golfed together at one of Trump’s golf courses, and Trump donated $100,000 to a Boehner-
aligned super-PAC.**

As Speaker Boehner mentioned in his April 11 statements and as he repeats often, one of his

primary interests in the cannabis industry is the life-changing benefits that cannabis will bring to
so many veterans suffering from PTSD and other ailments. A VA Department survey found that
nearly a million veterans may be using medical cannabis,**
as four million.®*

though the number is likely as high
But the VA Department, owing to federal law, will not recommend cannabis
products for patients, and has declined for the most part to study potential benefits.***

Acreage is dedicated to advancing the cause of veterans’ access to medical cannabis. The
company worked with House Committee on Veteran’s Affairs Chairman Phil Roe (R-TN),
Ranking Member Tim Walz (D-MN), and Representative Lou Correa (D-CA) to provide
assistance and input during the drafting of the VA Medicinal Cannabis Research Act of 2018
(H.R.5520) introduced on April 16, 2018.** The legislation would authorize the VA Secretary to
conduct and support research on the efficacy and safety of medicinal cannabis, and require
annual reports from the VA Department for the next five years on how it intends to exercise that
authority.**” The bill has 55 co-sponsors.**® On May 8, 2018, the House VA Committee voted
unanimously to pass the bill, which remains pending a floor vote. Co-sponsor Rep. Correa said:

Today’s committee vote is a historic step for our veterans and cannabis
research. For veterans throughout my district, cannabis is an invaluable
medicine for managing their pain. I am honored to see such support in
finally taking action to help veterans in need of medical cannabis. With the
opioid crisis raging across America, it is imperative to the health and safety
of our veterans that we find alternative treatments for chronic pain and
service-related injuries. Opioid prescriptions for veterans have increased by
270 percent since 2003, resulting in 68,000 veterans developing an opioid
addiction and a two-fold increase in accidental opioid overdose deaths.
This is unacceptable.**’

Mr. Murphy speaks frequently and passionately about helping veterans and fighting the national
scourge of opioids. He said: “Opioids kill 115 Americans every day in this county. We’re on a
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crusade to change that statistic.”**" Mr. Murphy said: “Acreage is committed to providing access
to medicinal cannabis to those in this country who can benefit from it. I do not know of a more
deserving group than our military veterans. Cannabis represents a new frontier in medicine and
we need to support veterans in both access and research. Introducing this bill is a necessary step
to make that happen.”®*' George Allen, Acreage’s President, said: “When 20 percent of veterans
do this, each of them put their VA benefits at risk. This is a community self-declaring that there’s
a medical benefit to cannabis to treat anxiety and pain, not simply to get stoned. They want a
consistent experience that’s reliable for a long period of time. This is where the industry is really
evolving and that’s where we’re taking and running with it.”***

On July 23, 2018, Acreage announced that it had raised $119 million in a private placement
round, the largest cannabis funding round in US cannabis history,** and one of the largest
cannabis industry capital raises ever.*** Acreage received interest from a broad selection of
high-net-worth individuals and family offices in the United States, Canada and other overseas
markets.** A large portion of Acreage’s investors are doctors.

Mr. Murphy said: “The response we received from our investor partners was profoundly
encouraging. The combination of monies raised and the rollup [of Acreage-invested companies]
cements Acreage as one of the best capitalized companies in the industry with a footprint that is
second to none. This gives us an exceptionally strong investment proposition to bring into the
public markets in our upcoming listing.”*°

According to Mr. Allen, despite Acreage’s incredible fundraising success, untold billions remain
on the sidelines: “I think there’s still some reticence to invest at the institutional levels,
specifically pension funds or pension-fund backed investment vehicles. The reason for that
largely remains that there’s an issue in the United States around banking prohibitions and the
notion that an investment into Acreage Holdings can have downstream implications for whatever
pension fund or investment vehicle that invests in us for the rest of their business. Until that gets
cleaned up, our expectation is for the most part institutional investors will be sidelined from this
opportunity.”’
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Investor interest in Acreage abounds in the US. According to Speaker Boehner, “There isn’t one
day that has gone by since I joined Acreage that someone hasn’t stopped me to talk to me about
investing in cannabis or their experience with cannabis.”***

This Fall, the company expects to be listed on the Canadian Securities Exchange through an
RTO (reverse takeover) transaction. Mr. Murphy said: “We are planning on listing on the CSE
for many reasons, including the positive reception that the Canadian institutional investment
community has shown to the U.S. cannabis industry and to Acreage in particular. Additionally,
the CSE has become the exchange of choice for U.S. companies like ours. The liquidity on the
CSE is incredibly attractive to Acreage, and we know that retail investors in the U.S. have
become comfortable with that exchange.”®*

Cannabis industry investors and analysts have high expectations for Acreage’s public offering.
According to one analyst: “I think Acreage Holdings stock has explosive upside potential. It
received broad media coverage, including multiple TV appearances by its CEO. While some
analysts believe that doesn’t matter, studies show that familiarity generates strong impressions in
low-information contexts. So, it really does matter that Murphy was seen on Bloomberg and
CNBC. Also, don’t forget about Boehner and Weld. Those two political insiders are—in addition
to advising the company on legal and regulatory matters—giving a lot of credibility to what
might just become a very successful IPO.”**

Whether Acreage will one day reach the Fortune 100 is anyone’s guess, but the company has the
leadership team, foundation, positioning, and vision to be dominant in the US cannabis industry.

B. Cresco Labs

Chicago-based Cresco Labs is likely the second-largest cannabis company in the US. Cresco
operates cultivation, extraction/processing, and dispensary facilities in six states: Illinois,
Pennsylvania, Ohio, Nevada, California, and Arizona. Cresco’s footprint across those states
includes over 88 million residents. Cresco has 760,000 square feet of cultivation capacity —
estimated to be the largest in the US.**' According to the company: “We are industry experts -
leading the cannabis conversation with a dogged dedication to developing quality cannabis
products, each one obsessively researched and refined. Our fixation on regulatory compliance,
passionate product improvement, and innovation have made us one of the fastest growing
companies in the industry.”*>?
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Cresco has won ten licenses in the most competitive, highly-regulated markets including the

highest three scores in Illinois, the second highest score in Pennsylvania, and the seventh highest
score in Ohio. Cresco has achieved 100-percent market penetration in Illinois and Pennsylvania,
and the highest market share in both of those markets at 25 percent and 45 percent, respectively.

According to CEO Charles Bachtell: “We’ve been rewarded by focusing on our original mission
— elevating and normalizing cannabis by committing to regulatory compliance and fundamental
business practices. There’s no trick to it. We wanted to build the model for regulated cannabis,
and we’re doing it.”*> Mr. Bachtell explained: “I was an attorney in the most scrutinized and
regulated industry in America [mortgages] from 2007 to 2015 and now I’m an operator in the
most scrutinized and regulated industry in America from 2015 going forward. It’s just a different
subject matter. Arguably I’'m a bit more passionate about this. While I liked mortgages, you’re
not helping people deal with nausea from cancer, and you’re not part of a cultural shift. You’re
not impacting the criminal justice system in the way this program allows you to.”*

Founded in [llinois, a state with a new but rapidly-growing medical cannabis program, Cresco
has focused extensively on the medical aspects of cannabis. Cresco’s website contains a
comprehensive guide for patients and doctors with information on research, products, cannabis-
based treatments and animated how-to videos to answer patient questions.®”

Cresco has also invested significantly in educating the public, especially in the Midwest, about
the medicinal and wellness benefits of cannabis. In Illinois, in October 2015, Cresco launched a
million-dollar “State of Relief” campaign, spending on print advertising, radio commercials,
billboards, social media and in health-related publications to educate about Illinois” medical
cannabis program.**® Cresco won a Healthcare Marketing Report National Healthcare
Advertising Award for the campaign, the first cannabis company to receive that honor.*’

A day after Illinois Governor Rauner signed the Alternative to Opioids Act, on August 29, 2018
Cresco launched a multi-state awareness campaign with the message that cannabis is legal
medicine in 30 states and a non-lethal, less-addictive option for treating pain than prescription
opioids.*® As part of the campaign, Cresco is placing vending machines in high-traffic
locations filled with replica narcotic pill bottles with messaging focused on #NOpioid and
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#NObituary, accompanied by vignettes from people whose lives were changed when they
switched from prescription opioids to cannabis.®*’

To guide its education and marketing strategy initially, Cresco identified two main groups in the
Illinois market—the patients who had already accepted cannabis, and the ones who had never
tried it before but who were recommended it by their doctors. “That made us look at what
cannabis is, how cannabis should be marketed, how cannabis should be branded, how it should
be packaged—it made us look at that differently than I think a lot of the existing operators in the
existing markets needed to,” Mr. Bachtell said. “From day one, we worked on developing a
brand suite, and we worked heavily—we put a ton of effort and focus and attention of
developing messaging and marketing that was directed to the different market segments—the
person who’s never tried it, the 65-year-old grandmother who swore she would never do this, to
the consumer who’s already OK with it, to the connoisseur who’s going to participate in this
program and is sophisticated and knowledgeable.”®

Cresco has 110,000 square feet of cultivation in Illinois in three facilities and operates a
dispensary.®®' Some of Cresco’s 250 various cannabis products are sold in every one of the
state’s 60 dispensaries.** Cresco’s product lines include:

- “Cresco” branded “elevated everyday cannabis. THC-focused products
available in flower, vape pens, and multiple forms of extracts. Each
product falls into one of three proprietary categories: Rise, Refresh, Rest,
named and color-coded to help the user intuitively identify the desired
effects of the relevant strain’s cannabinoid.”

- “Reserve” branded products designed for “more discerning palates,
Reserve is a manifestation of the best efforts of our strains. Reserve
products are made from our most premium and exclusive plants, and are
the reward of years of selective breeding. Masterful cultivation techniques
coax the ideal expression of each cultivar. These exceptional products are
sought-after by premium cannabis connoisseurs.”

- “Remedi products are designed for the medically-minded patient, with
forms reminiscent of traditional pharmaceuticals. All Remedi products are
CBD or CBN forward with an emphasis on balanced THC levels. Remedi
gives patients consistent, dependable relief. Options provide precisely-
dosed non-combustible products including tinctures, capsules, salves,
sublingual oils and transdermal patches.”
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- “Mindy’s Edibles” products (created by James Beard Award Winning
Chef Mindy Segal) sold in 56 of Illinois 60 dispensaries, and in
Pennsylvania. That product line is expected to generate $5 million in 2018
revenues and move into Nevada, California, and Ohio.%*

In Pennsylvania, Cresco is the primary supplier for medical cannabis products to many of the
state’s dispensaries, which have seen shortages due to excessive demand.*** For months in 2018,
Cresco was the only operating cannabis grower and processor in Pennsylvania,** supplying all
of the state’s dispensaries with products.*®® When Pennsylvania first allowed dry leaf cannabis to
be sold in its medical cannabis dispensaries on August 1, 2018, a “game-changer” for medical
cannabis in Pennsylvania,*®’ Cresco supplied all 16 of the state’s operational dispensaries with
dry leaf cannabis including two of its own dispensaries in Pittsburgh and Bulter.**®

Cresco’s Pittsburgh dispensary opened on June 27, 2018. The 8,000-square-foot facility is the
largest in the state. It carried 100 different cannabis products before the addition of more than 30
strains of cannabis dry leaf in August. The dispensary can accommodate up to 400 patients per

day and the dispensary complex also houses a cannabis education center. **

In Ohio, Cresco will complete construction on its purpose-built 50,000-square-foot facility in
Yellow Springs, divided between cultivating and processing,””° in late August 2018.5"" After also
winning a dispensary license in Ohio (there were 375 applications), Cresco is one of only five
fully vertically-integrated operators in the state (population 11.7 million).*”?

In Nevada, Cresco owns cultivation and processing facilities, and one of the most productive
adult-use dispensaries located just off the strip in Las Vegas.®” In California, Cresco partnered
with one of the largest indoor commercial farming networks in California and will have
immediate access to up to 600,000 square feet of already-constructed indoor cultivation facilities

as product demand dictates. Cresco has also entered into a lease arrangement with Canna-Hub at
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their zoning-approved Mendota, California location where Cresco will operate their processing
and manufacturing facility producing their full suite of award-winning concentrates, vape pens
and infused edible line. In Arizona, Cresco owns a vertically-integrated license with cultivation,
processing, and one dispensary location near Phoenix.®’*

Like other large US cannabis companies, Cresco is pursuing opportunities for acquisitions and
aggregation of cannabis assets in additional states including New York, New Jersey, and Florida.
Cresco plans to become publicly-listed on the Canadian Securities Exchange in the Fall 2018.

C. 4Front Ventures

4Front Ventures is another multi-state vertically-integrated US cannabis company, with licenses
in four states: Illinois, Pennsylvania, Massachusetts, and Maryland.®”> 4Front operates two of its
Mission-branded dispensaries, one in Chicago and one in Allentown, Pennsylvania,®’® and
expects to have at least seven dispensaries open across the Northeast by the end of the 201
4Front is also pursuing opportunities for expansion in other states. The company has strong
relationships with the leading US industry executives and supporters.

877
8.

4Front is not as large as Acreage or Cresco, but it is a standout amongst the large multi-state
vertically-integrated companies. According to 4Front: “Our team members care deeply about the
promise of medical cannabis and we are putting conscious capital to work in order to create an
inclusive and accountable industry that provides for the health and wellness of our patients,
supports the communities where we do business, and creates respectable jobs. In order to stay
true to this mission, each decision we make is informed by our guiding principles of integrity,
compassion, and accountability.”®’®

In its early days, 4Front provided guidance through the regulatory and licensing process, having
licensed the intellectual property from a company associated with Harborside, the largest
dispensary in California founded by Steve DeAngelo.”® 4Front obtained 50 operating licenses
%9 1n 2015, the company decided
to actively pursue acquiring its own licenses. 4Front’s co-founder and President Kris Krane is a
lifelong drug policy reform advocate, previously holding executive positions at NORML and
Students for Sensible Drug Policy. His drive to eliminate cannabis stigma and expand
appropriate access is a big part of the company’s culture.®' Mr. Krane is highly-respected in the

for partners in some of the country’s most competitive markets.
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industry, and a thought leader and frequent writer.** 4Front recently added to its Board of
Directors an early pioneer in the Canadian cannabis industry, Tom Flow, a co-founder of
MedReleaf (sold to Aurora for more than $2.5 billion),* and the company completed a $13.4
million private placement round.***

4Front’s CEO Josh Rosen, formerly a vice president at Credit Suisse, said 4Front’s people and
heritage sets it apart,”™ and his own transition from Wall Street to cannabis was motivated by the
opportunity to apply his financial services and analytic acumen to affect social change.886 He
said: “We are particularly excited about how dynamic the industry is proving to be and how were
seeing significantly greater traction both from a policy standpoint as well as just from an overall

sentiment standpoint as it relates to providing safe and secure access to cannabis.”
Like Acreage and Cresco, 4Front plans to list on the Canadian Securities Exchange this year.

D. iAnthus Capital

1Anthus Capital Holdings, Inc. (CSE:IAN; OTC:ITHUF) is a leading publicly-traded US multi-
state, vertically integrated cannabis company. iAnthus became one of the first US cannabis
companies with a multi-state strategy to go public when it listed on the Canadian Securities
Exchange in September 2016. iAnthus CEO Hadley Ford laid out the company’s vision:

We believe there is a significant opportunity to provide financing to the
U.S. cannabis industry right now. This is an existing $50 billion industry
moving from a shadow economy to a legalized, highly-regulated business
opportunity governed by individual state laws and regulatory systems.
There is a serious lack of investment capital currently available to fund
this industry transition. iAnthus is poised to fill that gap by sourcing
capital through the Canadian public markets, thereby offering the
opportunity to participate in the industry's growth to the investment

community as well.*’

Initially, the company focused its efforts on Colorado as an entry to the US market, but the
company ultimately pivoted to the East Coast due to regulatory barriers for out-of-state owners
in Colorado and, perhaps more importantly, the recognition that state markets with a limited
number of licenses create a high barrier to entry, which guaranteed substantial market share once
operational. “We typically look for states with large addressable markets,” explained Mr. Ford.
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“So, that would start with a large population. A full rec program would be nice, but if it’s not full
rec then we want to see a lot of indications and a lot of ingestion methods. And then also the
ability to get a card to be treated. That’s how we pick our markets, and so far we’ve been very
successful in these efforts.”*®

1Anthus also opted to focus their expansion efforts on one of the most appealing aspects of
certain US markets discussed above: vertical integration. “We’re vertically integrated,” Mr. Ford
explains. “Investors have a choice to be north or south of the border. When you’re south of the
border, you’re getting a retail margin; north of the border, you’re getting a wholesale margin. So
I think people would be very excited in Canada if they could sell product at $6.00 or $7.00 a
gram; we’re selling product at $10.00, $11.00, $12.00 a gram, and we get to capture all that retail
margin as part of the value for the investor.”®

Initially, iAnthus entered each of their state markets by partnering with an existing licensed
operator by providing a loan facility and/or acquiring a minority interest in the company. Those
opening investments were then converted to 100-percent ownership positions in four states:
Florida (GrowHealthy Holdings, LLC), Massachusetts (Mayflower Medicinals), New York
(Citiva Medical, LLC) and Vermont (Grassroots Vermont). iAnthus also has ongoing strategic
investments in two more states— Colorado (Organix) and New Mexico (Reynolds Greenleaf &
Associates)—with a partial ownership interest in each company.

Unlike other multi-state operators, all of iAnthus’ state licenses were acquired, rather than
obtained by application. iAnthus has not sought any licenses by way of application—including in
states like Ohio and Pennsylvania—though iAnthus will certainly be looking at neighboring New
Jersey and other states.

iAnthus is currently focused on constructing and permitting of their cultivation, processing and
retail facilities in all of their key markets, with a total of six dispensaries and four cultivation
facilities operational at this time. The following is a brief summary of the status of each market:

Florida - In January 2018, iAnthus acquired 100-percent ownership of GrowHealthy Holdings,
LLC, which holds one of only fourteen medical cannabis licenses currently issued in Florida.*”
GrowHealthy—through its affiliate McCrory’s Sunny Hill Nursery LLC, which iAnthus has the
right to purchase for a nominal fee upon state approval—is a vertically integrated cannabis
operation licensed to cultivate, process, transport and dispense medical cannabis.®"

GrowHealthy’s cultivation operation is a partnership with four Central Florida nurseries, each
with over 30 years of horticultural cultivation, operations and financial reporting experience and
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expertise.®”> GrowHealthy’s cultivation and processing facilities are centrally located in Lake
Wales. Roughly 25,000 square feet of the facility has been operational since April 2017, with
areas dedicated to vegetation, flowering, extraction, commercial kitchen and packaging.**® The
cultivation operation is a state-of-the-art indoor hydroponic system, with an automated,
palletized benching system.** The facility has an additional 125,000 square feet available for
expansion, a portion of which is under construction slated to be complete by Q2 2019.%”

Florida sales commenced on November 13, 2017, through the company’s state-wide delivery
program.896 GrowHealthy now operates five delivery vehicles that service the entire state out of
its West Palm Beach dispensary, which is not yet open to the public.**” The company recently
reported that it has signed leases for seven dispensary locations, with another dozen prospects in
the works. By the end of 2018, the company expects it will have fifteen signed leases.

The company initially expected to open its flagship West Palm Beach dispensary in July 2018,***

but that target was delayed to Q4 2018. Three dispensaries are scheduled to open in Q4 2018:
West Palm Beach, Tampa and Orlando. Four more locations are leased—Miami, Deerfield
Beach, Brandon and Sarasota—with a stated goal of opening two new dispensaries per quarter in
2019.%”” GrowHealthy’s license permits it to open as many as 25 dispensaries in Florida.

Massachusetts - iAnthus has been invested in the Massachusetts market for several years through
its now wholly-owned subsidiaries Mayflower Medicinals, Inc. and Pilgrim Rock, LLC.
Mayflower owns and operates a 36,000-square-foot cultivation and processing facility in
Holliston, which is capable of producing 2,625 kg annually. The Holliston operation is billed as
“a state-of the-art cannabis cultivation, commercial kitchen and processing ... facility outfitted
with sophisticated automated systems including lighting, fertigation, and environment controls
that enable high production levels and quality while reducing labor and operating costs.””" The
Holliston facility began production in January 2018,”" undertook its first harvest and extraction
cycle in April 2018,”** and reached full operational capacity in July 2018.
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Massachusetts medical cannabis sales commenced on June 25, 2018, through the company’s
patient home delivery program. Shortly thereafter, the company opened its first dispensary in the
state on July 19, 2018. Located on Harvard Avenue, in the Allston neighborhood of Boston, this
was the second dispensary opened in Boston.””* The location is currently a medical dispensary,
though the company will convert it to adult-use sales as soon as permitted by the state following
testing laboratory finalization, likely by the end of September.’””

iAnthus has a second dispensary location in development in Lowell, for which the company has
a signed lease and a provisional license from the state. The company has a third dispensary
location in development, which management has suggested would be in Worcester.””® Given that
Massachusetts’ adult-use dispensary approval process has been plagued by regulatory delays,”"’
it is difficult to predict when the Lowell and Worcester sites might open.

New York - On February 1, 2018, iAnthus acquired 100 percent of Citiva Medical, LLC, which
holds one of only ten vertically-integrated medical cannabis licenses in New York, for $18
million.””® Citiva’s license allows it to build and operate a cultivation and processing facility and
four dispensaries.

Citiva’s cultivation and processing facility is located on the grounds of the former Mid-Orange
State Correctional Facility in the Town of Warwick, New York.”” The company began
construction of this facility in late-July.”'® Phase 1 of the Warwick build-out was upsized from an
initial footprint of 20,000 square feet to 39,500 square feet,”'' in anticipation of statewide supply
shortages in 2019.°'2 Completion of the upsized Phase 1 facility is expected in Q2 2019, with an
anticipated production capacity of 2,400 kg annually.”"® The Warwick facility will be a state-of
the-art perpetual harvest facility. The property will support scaling up to 125,000 square feet of
cultivation and processing space, with plans to begin a second build-out phase in 2020.”"* Given
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that the Warwick site will not provide any product until Q2 2019, iAnthus will likely need to
purchase product wholesale from an existing licensed cultivator to supply its dispensaries.”"”

Citiva’s medical cannabis license currently permits a total of four dispensaries, to be located in
Brooklyn, Staten Island, Duchess County and Chemung County. In February 2018, iAnthus
secured a lease for its Downtown Brooklyn location, at 205 Flatbush Avenue, just across from
the Barclay’s Center and Atlantic Terminal, a very high-traffic location. Citiva’s Brooklyn
dispensary will be one of only two dispensaries permitted in the borough, which has a population
of 2.6 million residents. The Brooklyn dispensary is nearing completion of build-out and is slated
to open in Q4 2018.°'® Citiva’s Staten Island location will be the only dispensary servicing the
island’s 500,000 residents. It is also slated to open in Q4 2018. Citiva’s final two dispensaries
will be located in Wappinger Falls (Duchess County) and Big Flats (Chemung County), with
tentative plans to open in 2019.

Vermont - GrassRoots Vermont Management Services, LLC is a wholly-owned subsidiary of
1Anthus. Grassroots Vermont holds one of only five medical cannabis licenses in Vermont. The
company recently upgraded their cultivation and processing facility to a total footprint of 6,900
square feet, including increased cultivation space, a commercial kitchen and improvements to
processing equipment. The facility is now capable of producing 200 kg of cannabis annually.
Grassroots Vermont has one operational dispensary in Brandon, with plans to begin construction
soon on a second dispensary in Williston.”'’

New Mexico - iAnthus has 24-percent equity ownership of Reynolds Greenleaf & Associates. In
partnership with RG&A, iAnthus manages three cultivation facilities that collectively house
1,200 plants, a 10,000-square-foot manufacturing facility, and three Licensed Non-Profit
Producers that collectively own six medical dispensaries with plans to add two more in the near

?1® The financial results of Reynolds Greenleaf are not currently consolidated with iAnthus
919

future.
due to the minority ownership position.

Colorado - In December 2016, iAnthus acquired 100 percent of the real estate and non-cannabis
assets of Organix, LLC. Organix is a medical and adult-use cannabis company with a 12,000-

square-foot cultivation and processing facility in Denver and a retail dispensary in Breckenridge,
which reportedly has an estimated 30 percent market share of Breckenridge.”*® iAnthus owns all
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of the equipment, brand and intellectual property of Organix.”*' Because Colorado law prohibits
out-of-state ownership of cannabis assets, iAnthus has not assumed 100-percent ownership of
Organix. Organix financial results also cannot be consolidated onto iAnthus’ books. Instead,
profit generated by the company is paid to iAnthus through management and services
agreements. All revenue generated by Organix to date has been re-invested in the company.’**

1Anthus’ expansion strategy involves building a dozen dispensaries, a brand-new cultivation
facility in New York, and expansion of its existing cultivation facility in Florida, all by Q2 2019.
This strategy will obviously result in substantial capital expenses. iAnthus estimates that capital
expenditures, on average, for each dispensary build-out will be roughly $500,000.°* Assuming
iAnthus meets its near-term dispensary expansion goals, the company will construct seven
dispensaries in Florida, four in New York, two in Massachusetts and one in Vermont between
now and mid-year 2019, for a total dispensary capex estimate of $7 million. Management
estimated that the cultivation and processing facility in Warwick, NY would require roughly $7
million,”** though this estimate was based on the initial design footprint which was later
expanded by 45 percent. Finally, the estimated capex for the current expansion of the Lake
Wales (FL) cultivation and processing facility is $8.1 million.”*> Combined, the capex needed for
the company’s stated expansion plans is roughly $25 million.

1Anthus expects to cover these projected capital expenses, in part, with the proceeds of a recent
investment by Gotham Green Partners, a New York-based private equity firm focused on
deploying capital into cannabis and cannabis-related enterprises.”*® This raise generated net
proceeds of approximately $46 million after fees and costs. A portion of those funds were used
to pay off the remaining balance of a $20 million loan. After payoff, net proceeds to iAnthus
capital were expected to be roughly $32 million. iAnthus intends to use this cash to fund their
announced cultivation and dispensary build-outs and pursue expansion. **’ Reflecting on the
benefits of the raise, Mr. Ford said: “There are two things in the US world of cannabis that you
find a dearth of in today’s environment. One is money, the other is people. With Gotham Green,
we find ourselves in the rare instance of having killed two birds with one stone. These are some
exceptionally knowledgeable and savvy investors. They provide money, but they also bring a
team that helps build great companies.”***

921 Id

922

https://dlio3yogOoux5.cloudfront.net/ 12db4b0680fc5175f2daecec8854b28a/ianthuscapital/db/301/1283/conferenc
e_call audio/3789726.mp3
923 hitps://soundcloud.com/reddit-user/ianthus-capital-holdings-conference-call-may-14-2018-recording/s-J X9t
924

Id.
9Zhitps://www.newswire.ca/news-releases/ianthus-highlights-cultivation-expansion-and-dispensary-plans-in-
operational-update-for-growhealthy-69090501 1.html
926 https://www.newswire.ca/news-releases/gotham-green-partners-invests-us50-million-in-ianthus-to-accelerate-
growth-initiatives-682577151.html
927 Id.
928 hitps://soundcloud.com/reddit-user/ianthus-capital-holdings-conference-call-may-14-2018-recording/s-JX9tI
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The Gotham Green capital raise added substantially to iAnthus’ fully diluted share count.
Currently, the company has 50,092,039 shares issued and outstanding plus an additional
58,485,090 reserved for issuance, for a fully diluted share count of 108,577,129. This places
iAnthus Capital’s fully diluted market cap at approximately $600 million USD, based on a $5.50
USD share price.

iAnthus reported its Second Quarter 2018 financial results on August 29, 2018. Given that the
company is in full build-out mode, the report showed substantial increases to capital expenses
and operating expenses. Looking forward to 2019, CEO Hadley Ford offered the following

guidance:’*

e [Cost of Goods COGS] varies widely depending upon which state you’re in and which
methods you’re using, but it’ll typically be between $1.50 to $2 a gram. And it’ll be a
little bit less if you’re shifting towards green house. A bit more if you’re indoor.

e  We would expect to see EBITDA margins in the mid-to-low 30s, I would think, on a
steady-state basis

e [Revenue ramp projections are] a little bit of a wild card because we’re growing. We’re
building. So it’s really, you know, when do you open? If you’re opening in April vs. May
that has a big impact for the year’s revenues. But my guess would be between $20M and
$30M of revenue in 2018, and that would ramp 3x or 4x going into 2019. Because that’s
all greenfield. A 48-million-person addressable market greenfield operation, that’s going
to be an incredibly fast ramp.

E. Other Companies

Chicago-based Green Thumb Industries (CSE:GTI; OTC:GTBIF) is another large multi-state
vertically-integrated company, with operations in eight states, including eight manufacturing
facilities, and interests in 13 dispensaries such as the popular Rise dispensaries (and 53 retail
licenses overall). GTI became publicly traded on the CSE on June 13, 2018. As of September 5,
2018, its share price has nearly doubled.

CEO Ben Kovler, whose great-grandfather was an early investor in Jim Beam shortly after
Prohibition,”’ speaks thoughtfully about the potential of the cannabis industry, and the dynamics
of the industry. He told CNBC’s Jim Kramer on June 27, 2018: “Right now, there is a moat
around our business. Both in the states and the country, the federal prohibition provides a moat
around our business for us to execute. Us going public in Canada allows us access to capital,
drives down that cost of capital to build scale in these markets because everybody wants in. Let’s

2 https://www.youtube.com/watch?v=dYK6WF9SWJg

930 https://www.bloomberg.com/news/articles/2018-05-14/jim-beam-heir-turns-to-pot-with-plan-to-build-a-
cannabis-empire
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be real. There is a huge demand for this. The alcohol companies are seeing it, and you’ve

seen evidence of them paying attention. We don’t think history repeats, we think history rhymes.
And right now, we think brands distributed at scale in cannabis is going to be very similar to
what happened in alcohol.”"

Canada-based MPX Bioceutical Corporation (CSE:MPX; OTC:MPXEF) is another company
with operations in multiple US states, mainly in Arizona and Nevada, recently in Maryland, and
expanding to Massachusetts. In June 2018, MPX acquired a Canadian licensed producer
Canveda,”? making it the only company with operational cannabis cultivation facilities in the US
and Canada. MPX’s COO Beth Stavola is a long-time supporter of New Jersey governor Phil
Murphy. After signing an executive order mandating review of the of New Jersey’s medical
cannabis policies, Governor Murphy gave one the signing pens to Ms. Stavola saying: “Beth,
you represent not just you but the whole industry as well.””** MPX will be a strong candidate for
one of six new licenses New Jersey will issue in November. On August 25, 2018, MPX opened
its Bethesda, Maryland dispensary, less than ten miles from the White House and a mile from
Walter Reed National Military Medical Center.”**

California’s CannaRoyalty (CSE: CRZ; OTC:CNNRF) is focused on the California market and
is not yet a multi-state vertically-integrated operator like the other companies mentioned here.
But CannaRoyalty is poised to be amongst the leaders in the California market with assets and
investments in research, popular brands, and infrastructure in California and other states that
provide the company with an extensive distribution network. CEO Marc Lustig and President
Afzal Hasan are articulate, well-liked executives.

Liberty Health Sciences (CSE:LHS; OTC:LHSIF) is establishing a solid Florida footprint. The
company is Aphria’s “white knight in the US,” according to well-liked CEO George Scorsis.

Several other large private US multi-state vertically-integrated cannabis companies, including
Curaleaf and Vireo, plan to become publicly-listed in the next six months.

%! https://www.cnbc.com/2018/06/27/gti-founder-anti-pot-laws-create-a-moat-around-marijuana-business.html

32 hittps://globenewswire.com/news-release/2018/06/11/1519511/0/en/MPX-Completes-Acquisition-of-Canadian-
Licensed-Producer.html

933 https://www.youtube.com/watch?v=fNuLGxucV5w

3% https://bethesdamagazine.com/bethesda-beat/business/first-medical-marijuana-dispensary-in-downtown-
bethesda-aiming-for-aug-25-opening/
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IX. SUGGESTIONS FOR US CANNABIS INDUSTRY INVESTORS

One of the unique aspects of the cannabis industry, because it is still new, is the connections an
investor can build with key players in the industry. At conferences and events, investors can hear
from and speak with important industry participants making and shaping industry news. Another
aspect that makes the cannabis industry particularly intriguing is the constantly evolving legal,
political, and business landscape. By studying the industry and following thought leaders,
investors can synthesize the extensive flow of information regarding important legal reforms and
political and business developments.

Events and conferences — A great way to meet industry leaders and participants is to attend an
annual or quarterly cannabis industry conference. Some are open to the public and some are
geared to institutional investors and may require membership or an invitation. The best national
conferences and events include MJBizCon, CWCB Expo, Cannabis Business Summit & Expo,
Benzinga, Canaccord Genuity’s conferences, Lift, Cannabis Science Conference, and
CannaCon.”” In New York and New Jersey, monthly CannaGather meetings are a great way to
become acquainted. The National Cannabis Bar Association (NCBA)’s Cannabis Law Institute
events provide an in-depth look at legal issues affecting the industry. Certain aspects of the
industry have their own focused conferences and many smaller events occur in cities across the
country. People from every part of the industry and all walks of life attend industry events.

Websites, Social Media — While important cannabis industry news is increasingly receiving
mainstream attention, visiting industry-specific websites and following key companies and
figures on social media are an important component to keeping up with developments.
Mainstream media articles often only scratch the surface, and many reporters do not understand
the industry yet. If you invest with a company or are considering it, review the company’s and its
executives’ social media activity. Facebook company investor groups can be a good way to track
progress. Yelp, Google, and Weedmaps reviews give great insight into how patients and
customers are reacting to dispensaries. Take a trip to see facilities being built and in operation.

The best US industry-focused websites include: New Cannabis Ventures, MJBiz Daily,
Marijuana Moment, Cannabis Business Times, Green Market Report, Gangapreneur, Leafly,
CannabisFN, Civilized, Vox, High Times, 420 Intel, and The Cannabist. Some individuals to
follow on social media include: Tom Angell, Kyle Jaeger, Alan Brochstein, Kris Krane, John
Morgan, Dr. David Bearman, Todd Harrison, Steve DeAngelo, Debra Borchardt, Brian Staffa,
Keith Stroup, Save Stacks, Justin Zaremba, Dan Adams, Earl Blumenauer, James West, Mindy
Segal, Beth Stavola, and Dr. David Nathan.

Reddit Weedstocks — Most significant industry developments are posted and discussed on
Reddit’s Weedstocks forum. The forum has more than 60,000 subscribers. Like the cannabis
industry, it has grown rapidly in the past 18 months. As with any Internet forum, the quality of

935 https://www.newcannabisventures.com/cannabis-industry-events/
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discussion and commentary varies, but there are expert investors and experts in the cannabis
industry on the forum. A wide variety of cannabis investment-related topics are discussed. If
time allows for checking only one resource for a day’s news, Weedstocks often is a great source.
A lot of the discussion especially historically is on the Canadian cannabis landscape, with many
investors interested in Canopy and Aphria, but recently the focus is increasingly turning to the
US industry. Searching the forum by keyword is a great way to learn about a company or topic.

Industry/Advocacy Associations — Cannabis industry business and advocacy associations allow
investors to meet leaders in the industry and help advance industry interests. The National
Cannabis Industry Association (NCIA) is the country’s leading industry business association.
Some states have their own Cannabis Industry Associations. Leading non-profit advocacy
organizations include NORML, MPP, and SSDP.

Company Conference Calls/Presentations/Interviews/Podcasts — Public company quarterly
conference calls are a great way to learn about companies and the US industry more broadly.
Investor presentations from prior calls, conferences, and events are often available on YouTube
on other industry websites. (See Reddit for links to many of these). Some presentations at the
38™ Annual Canaccord Genuity Growth Conference in Boston on August 8-9, including a
discussion with Acreage’s Speaker John Boehner and Kevin Murphy, are available on Wall
Street Webcasting.”® James West has interviewed many of the industry’s leading executives and
participants — the videos are available for viewing on the Midas Letter website. KCSA’s Green
Rush podcast often has insightful interviews, as does the Cannabis Business Minds podcast.

Elected Officials — Certain elected officials are forceful advocates for the industry like Reps. Earl
Blumenauer (D-OR) and Dana Rohrabacher (D-CA). Follow their activities and announcements.
Contact your local elected officials to ensure they are representing their constituents’ views.

Connect — The cannabis industry is a welcoming industry. As a new industry, many of the key
participants have not been involved for very long and are willing to help others meet new people
and build connections. Great opportunities are often discovered through word-of-mouth.
Personal relationships and reputations are as crucial in this industry as anywhere, if not more.
Build a strong network to help you contribute and gain. There is much to be gained.

936 http://wsw.com/webcast/canaccord30/
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