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Foreword


by Jodie Emery


Cannabis Activist and Advocate


The cannabis industry appears to be one of the fastest growing markets ever seen throughout North America, and it’s expanding worldwide. With so much excitement and uncertainty about what the future holds, this is a valuable time to create opportunities of all kinds.


What was recently a mysterious underground subculture and industry has become increasingly mainstream with enormous public acceptance after decades of total prohibition. A wide range of people are now involved from the deeply-rooted pioneers, advocates, and providers of decades past to the newly-established pot businesses and investors—some of whom may have never touched a joint!


Cannabis is affecting every part of the economy, having an impact on farming, manufacturing, research, tourism, retail, entertainment, media, hospitality, and many other areas. Numerous sectors have been influenced by marijuana law reform; you don’t even need to grow or sell the plant itself, because ancillary services are continuing to expand.


Why do you want to get involved in this exciting emerging cannabis industry? Where do you see yourself in this new legal landscape? That is the most important question to ask as you begin reading this book. The motivation behind your participation will have a big impact on your success over time.


With the legalization floodgates opening across North America and the world, mainstream money has been unleashed to help fuel the growth of cannabis companies. Venture capitalist and angel investors are looking for the best place to park funds and create profits. Countless individuals and businesses are competing with each other to establish brands and corporate models, hoping to capture a share of what’s being touted as one of the biggest industries ever created.


In this new period of rapid growth, the “green rush” has ratcheted up competition. Increased choices and diversity leads to innovation, resulting in better products and services for consumers, but you have to be ready for the challenges of fast-paced change. Like any entrepreneur, you should get involved in something that matters to you, related to a vision or cause that you’re passionate about.


So, what are you passionate about? What are your skills, and what expertise can you provide to help secure success? And most importantly: do you love cannabis? You should already have (or should begin cultivating) a love for the plant and what it represents if you want to be authentic and supported by consumers.


Cannabis isn’t something new, so it’s important to understand and respect the cannabis culture’s deeply-rooted history. Aside from the massive and profoundly important topic of Drug War harms and reparations that are owed, especially to marginalized and radicalized people, there’s also the history of the fledgling industry’s struggle for acceptance.


Not too long ago, cannabis businesses were very rare. Finding bongs and pipes was problematic, and there were no public dispensaries beyond a very tiny number of West Coast jurisdictions serving medical marijuana patients. Thanks to decades of constant activism, advocacy, and political lobbying, laws and society have been slowly evolving to allow for the growth of many cannabis-related industries.


My husband, Marc Emery, was one of those early pioneers in the 1990s and the only business-focused activist in the movement. He promoted capitalism and enterprise to finance political advocacy, selling banned books and magazines like High Times and opening headshops to sell bongs, pipes, vaporizers, and other “illicit paraphernalia.” He published Cannabis Culture Magazine and Pot TV and sold seeds over the counter and through the mail to the United States and worldwide. The seed money raised went right back to political law reform, and that’s why so many supporters patronized his business—they knew his company was giving back to the community and cause.


There were—and still are—risks involved in the ever-changing cannabis industry. Millions of cannabis consumers, advocates, and entrepreneurs have been charged and jailed for cannabis-related crimes. In 2005, Marc was arrested by U.S. and Canadian police to face life in U.S. prison for funding legalization, as stated by the Drug Enforcement Administration. He ultimately pled guilty and served a five-year sentence, returning home to Canada in 2014.


Like some others, our long history of cannabis activism has been closely tied with our various businesses and that has earned enormous brand respect and loyalty. Our Cannabis Culture enterprise recently expanded to include dispensaries, which Marc and I were recently arrested and charged for. Long-established brands and businesses are rare, especially because the massive, deeply-entrenched, and long-established community has been forced to stay in the shadows of prohibition for so long.


But this new age of legalization is the perfect time for growth, innovation, and opportunities of all kinds. Now that marijuana is mainstream, it represents increasingly powerful economic influence. And all across North America, pioneers who have sacrificed to change pot laws, creating more access and liberty—and business opportunities—in the process, are hoping to find a place in the new legal industry. Hopefully this book will help them find inspiration and success!


We are all very fortunate to be witnessing a time of such significant legal, social, and political change. Cannabis isn’t going away anytime soon . . . so dream big, focus on your passions, and always aim to be outstanding in your field!









Preface


Starting a business is always an uphill climb. From deciding on a business structure to finding a storefront location, the journey is long. And if you want to get started in the cannabis industry, that journey can take some unexpected turns. Start Your Own Cannabis Business will hopefully help you navigate those turns with a combination of useful information, tips, resources, and insightful stories about cannabis pioneers who have helped carve out the path for you.


Two of those entrepreneurs are Hunter Garth and Caleb Patton. The bearded Garth seems to be as chill as they come. After all, he works with marijuana.


But this was not always the case.


Returning home after serving with the United States Marine Corps in Afghanistan for four years was not easy. Readapting to civilian life was not easy. And, as you might imagine, overcoming the trauma of war was not easy—is it ever?


“During my life in deployment, I was hyper-exposed to trauma, but I really negated it all, telling myself that it was not that bad. I really took a tough-guy approach while I was in the Marine Corps,” Garth reveals.


However, coming back home was a whole other issue. He could no longer live in denial. “My deployment had pretty extensive consequences. During my transitional period, I was not thinking right, I was not sleeping well, I wasn’t handling things in an appropriate manner,” he continues. He needed a change.


So Garth put his stuff in a U-Haul and, with 400 bucks in his pocket, moved from his home state of Florida to Colorado, and never looked back. Pretty much the opposite: he was now incentivizing his friends to do the same.


Recognizing a Light-Bulb Moment


Caleb Patton had served in Iraq and Afghanistan alongside Hunter Garth. Upon returning home, he had to undergo a calvary of his own. Suffering from excruciating physical and mental pain from an injury he got during a training accident in which seven of his fellow Marines were killed, Patton had turned to alcohol and pharmaceutical drugs. After a long quest, he found relief in cannabis. He never imagined weed would change his life—not only on a personal level but also on a financial one.


When Garth returned from Afghanistan, he found himself without a job, without a college education, and without any experience beyond being a Marine. He was 23 years old, and to a certain extent, it looked like the story of his life was over.


One day, he walked into a dispensary in Denver to get some cannabis, which helps him soothe and deal with posttraumatic stress more easily, and saw an armed guard. “His behavior, how he presented himself, and his general attitude were very off-putting,” he describes.


He immediately thought that nobody wants to feel uncomfortable when buying weed. This was his a-ha moment: “I’ve got extensive knowledge about cannabis and a military background. I can do this better,” he realized.


That same day, he decided to reach out to his friend Caleb to discuss his idea. This is how Iron Protection Group (IPG) came to be, formed by four former Marines without any outside funding or help from people with prior business experience.


The co-founders often say that IPG is not a security company that specializes in marijuana: it’s a marijuana company that specializes in security. The concept is not hard to grasp: In an industry where each batch of product is worth tens of thousands of dollars and is not covered by insurance; where almost every transaction is made in cash; and where access to traditional banking is quite limited (we’ll explain why later in this book), danger abounds. There are millions of dollars in product and actual cash sitting around at any given moment.


So what IPG does is make sure that everyone involved in producing, selling, and transporting the product and the money derived from it is safe—and feels that way.


“People are not necessarily afraid of guns but rather of the people using them,” Garth contends when asked about the issue of IPG personnel carrying guns. “All our team served in the military and was in combat; we would literally go out and fight the Taliban. So we have extreme confidence around firearms and extreme training to use them correctly. However, we are also all very calm in our approach to threats and danger. We are quiet professionals. This means we know our jobs and our skills; we don’t need to prove we are badass.”


A Wide-Open Industry


As you’ll find throughout this book, Garth’s story is the embodiment of the cannabis industry’s values—it shows that the industry is not just about growing and selling weed.


This is an industry that loves the Wall Street suit type as much as it loves the underdog and the guy or gal voted “least likely to succeed.” There is space for anyone with good ideas and good intentions.


“We started IPG with four guys, and in about 60 days we already had 30 employees,” Garth says. “We went from nothing to a multimillion-dollar business in literally two months, but none of us had business knowledge—we weren’t even 25 years old. All we knew was there was a problem in the industry, and we could help fix it.”


IPG went on to learn some hard—but valuable—business lessons along the way. Ultimately, Garth and Patton went on to ink an acquisition deal with General Cannabis, a $24 million, publicly traded company.


General Cannabis gave the IPG partners equity in the parent company while financing IPG and retaining the entirety of the team. This meant that IPG could now count on the support of a corporate structure (back office, legal, and financial backing) without having to actually sell out.
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You can get the full version of IPG’s story at http://entm.ag/u5j.






 





“This company was built by brothers helping brothers, and we intend to follow that path,” Patton adds.


Effort + Vision = Success


This success story clearly shows how anyone—educated or not, connected or not, experienced or not—can make it in the cannabis industry. “I had made a million dollars, personally, by the time I turned 26,” Garth discloses.


On the other hand, this story also provides numerous lessons about what’s important when creating a business. Funding and expert advisory are central to the realization of a business idea; the fact that the guys at IPG got lucky does not mean anyone else will. In order to make it in the cannabis world, you’ll need to plan ahead, raise money, and get good advice.


Having said that, know that you’ll have to put a lot of effort into your business. “People think they will become rich overnight. But this is rarely the case. Cannabis today is a long-term play,” Marvin Washington, Super Bowl champion turned cannabis investor and activist, points out.


“We could have been eaten alive in this process. Someone could have easily taken the company from our hands,” Garth reflects. “I now understand the public space and the nuances of finance, but I didn’t at the time. Education and mentorship were the most important takeaways from this experience.”


“You need to be extremely confident on what you know, and get help with what you don’t know,” he advises.


So with these key principles in mind, let’s get aboard the cannabis train. You are about to embark on what could be the adventure of the century in a movement that could redefine history forever.


Are you ready?


Let’s go!









CHAPTER 1


Introduction to Cannabis and the Marijuana Industry


The first thing anyone seeking to start a cannabis business needs to understand is the industry in which she will operate. While every industry is its own little universe, the marijuana industry is like no other.


This is an industry pierced by controversy, by social and racial issues, and by strong economic interests. It impacts (almost always positively) health care, drug abuse and overdose figures, the number of opioid prescriptions, taxation, public finances, agriculture, the jobs market, real estate, criminal justice, gender inequality, the correctional system, the environment, and the stock market. You name it, and weed legalization will probably have some kind of effect on it.


So let’s take a closer look at the world of weed and what it holds for you and your future as a cannabis entrepreneur.


Cannabis by the Numbers


An interesting way to frame the significance of the cannabis industry is to look at the numbers for legal cannabis sales in the U.S. and compare them to the additional economic impact of these businesses, which includes things like the wages paid to their employees, state and local taxes paid by the businesses, and real estate and construction activity generated by the launch of a new cannabis business. Check out Figure 1–1.


It’s no wonder that cannabis impacts the economy when you consider how the general population feels about it. “I think that one of the things that really attracts a lot of people to the cannabis industry is that they feel like they are making a positive difference in the world,” adds Diane Stratford Czarkowski, co-founder of marijuana consulting firm Canna Advisors.
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FIGURE 1–1: U.S. Cannabis Industry Economic Impact


Source: Marijuana Business Daily’s “Marijuana Business Factbook 2017.”
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FIGURE 1–2: U.S. Marijuana Enthusiasm Index


Source: AZMarijuana.com. Find it at https://azmarijuana.com/dans-stash/map-u-s-marijuanaenthusiasm-index/.


Check out the level of enthusiasm for cannabis in each U.S. state in Figure 1–2.


This enthusiasm didn’t happen overnight, though. Cannabis has a long history both culturally and as a business. So before moving on, we’ll share a bird’s-eye view of the evolution of cannabis use and legislation in the U.S.


How We Got Here: A Bit of History


Marijuana use can be traced back more than 4,500 years with early adoption in China, Siberia, India, and Nepal, among other places. However, its regulated use in the U.S. is what interests us the most. So let’s fast-forward to the turn of the 20th century.


Regulations that mentioned hemp-based drugs were first introduced in the U.S. in 1885 and 1889. In 1906, the U.S. Congress passed the Pure Food and Drug Act, which created labeling requirements for certain drugs, including cannabis, but enforcement was not widespread.


Cannabis preparations were still easy to get until the 1930s with popular medications like “One Night Cough Syrup” and “Piso’s Cure” containing cannabis. Only in the fourth decade of the century did marijuana prohibition really kick in. It all started with the Uniform Narcotic Drug Act of 1932 and continued with the Marihuana Tax Act of 1937, which imposed “an occupational excise tax upon certain dealers in marijuana (…) a transfer tax upon certain dealings in marijuana,” and safeguarded “the revenue there from by registry and recording.” While the law did not make cannabis illegal, it was used by law enforcement to arrest dealers and users, arguing they were not paying these taxes.


The real change, nonetheless, came with the infamous 1936 propaganda film Reefer Madness (see Figures 1–3 below and 1–4 on page 5 for some now-funny ads railing against marijuana) and the 1938 Federal Food, Drug, and Cosmetic Act, which created a framework for the U.S. Food and Drug Administration (FDA) to regulate cannabis.
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FIGURE 1–3: Anti-Cannabis Propaganda from the 1930s


Public domain.
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FIGURE 1–4: Anti-Cannabis Propaganda from the 1930s


Public domain.


But probably the most relevant milestones in this trajectory to illegality were the 1952 Boggs Act and the Narcotic Control Act of 1956, which established mandatory sentencing for marijuana-related crimes and made punishment for such offenses much more significant.


The “War on Drugs” and What It Means Today


Nowadays, most of these regulations are no longer valid. The current, applicable law derives from the 1970 Controlled Substances Act (CSA), which repealed the Marihuana Tax Act, creating a new federal policy that regulated the manufacturing, importation, possession, use, and distribution of certain substances. The CSA created five categories for these substances based on their accepted medical uses, safety profiles, and potential for abuse.


Under the new CSA, cannabis was categorized as a Schedule I drug. These are “drugs with no currently accepted medical use and a high potential for abuse,” the DEA argues, putting cannabis in the same category as heroin, lysergic acid diethylamide (LSD), and 3,4-methylenedioxymethamphetamine (ecstasy). They even deemed it less useful than cocaine, methamphetamine and crystal meth, and fentanyl.


As reference, Table 1–1 contains a few examples of drugs in each one of the DEA’s five categories or schedules, determined by the agency’s conception of their “acceptable medical use” and their dependency or abuse potential.


The final piece of legislation relevant to this framework is the 1986 Anti-Drug Abuse Act, signed by President Ronald Reagan, which established the much-discussed mandatory minimum prison sentences and the infamous “three-strikes” policy. This act allowed Reagan’s successor in the White House, George H.W. Bush, to commence the so-called “war on drugs” in 1989.


The aforementioned “tough on crime” laws forced judges to sentence people for petty offenses, obliging them to hand out unreasonably long prison sentences for simple drug possession and very small sales even among medical users.


“The war on drugs is actually a war on people,” co-owner of online magazine Cannabis Culture and famed cannabis activist Jodie Emery concludes. “It is a war that is being used to hurt people and violate their civil liberties. The number of gross human rights abuses and civil rights violations that go on every day under the name of the war on cannabis or the war on drugs (justified by the argument that cannabis is dangerous, which is not true) is exasperating. In the end, the law hurt much more people than cannabis ever will.”
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TABLE 1–1: Examples of Drugs in Each of DEA’s Five Categories or Schedules


Source: DEA Drug Scheduling. Find it at https://www.dea.gov/druginfo/ds.shtml.


In 2014, the U.S. witnessed more than 1.5 million drug-related arrests. Eighty percent of them were for simple possession and almost half for marijuana-related offenses, Emery points out. A 2016 study from Human Rights Watch showed that nearly 600,000 people are arrested for possession of cannabis in the U.S. every year. That means that more than one person is arrested every minute of the year for holding weed; it also means that more people are arrested for cannabis crimes than for all violent offenses combined. Notably, the system continues to criminalize minorities with these low-level cannabis busts. Although black and white people use cannabis at roughly comparable rates, black people were four times as likely to be arrested for possessing it.


“People of color, minorities, all sorts of marginalized groups, are disproportionately targeted, criminalized, even in a legal framework,” Emery points out.
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Keep up-to-date on all local, state, and federal laws pertaining to cannabis use so your business can adapt quickly.






 





So what does this mean for you, the prospective cannabis business owner? It means that the business you are entering has had a long history of legal and cultural challenges. Because of that, the industry is constantly adapting to the laws and regulations that govern it—and you.


THC and CBD


Before getting into the current legal status of cannabis across the U.S., we need to understand the basics of the cannabis plant and its components as very diverse business opportunities can derive from each one.


Scientists are still researching and learning about the cannabis plant and its genetic profile. While we are discovering new things about marijuana, we have known for many years now that the two main chemical compounds in weed are delta-9-tetrahydrocannabinol (THC) and cannabidiol (CBD).


THC and CBD are part of a family of active chemical ingredients that cannabis (and other) plants produce, called cannabinoids. While there are many interesting facts about these compounds, all you really need to know for the time being is the difference between THC, THCa, and CBD.


THCa is a non-psychoactive chemical present in cannabis plants, which, when dried, loses its “a” (or acid) component, creating THC, the so-called psychoactive ingredient in weed. Consequently, THC is often responsible for getting cannabis users “high” or “stoned.” If you’re thinking about starting a business aimed at recreational cannabis users, this is the compound that should interest you the most.


Due to THC’s psychoactivity, most countries are still cautious about allowing its use. However, THC is believed to have other properties beyond the recreational experience, like stimulating the appetite, suppressing nausea, treating inflammation and insomnia, and so on.


Ram Mukunda, CEO of cannabis pharmaceutical company IGC, agrees. “Further, there is scientific evidence that low doses of THC that are too small to cause inebriation can help Alzheimer’s patients alleviate many of their adverse symptoms,” he says. “This is an unexplored pathway as most of the research focuses on higher dosage of THC that causes patients to get high.”


CBD, on the other hand, is believed to have no psychoactive effects and can even be extracted from industrial hemp and hops plants. In fact, it is often said that CBD actually reduces the psychoactive sensation generated by THC. As such, it is frequently used to treat children and adults suffering from epilepsy and other grave ailments and brain disorders. So if you’re looking at the medical or wellness side of cannabis, pay close attention to CBD and high-CBD cannabis strains and products.


Figure 1–5 on page 9 shows a chart taken from Leafly.com. On the left side you’ll find THC, which “directly stimulates the CB1 receptor. This interaction underlies the major psychoactive effects of cannabis consumption,” the accompanying article explains.


On the right side of the image is CBD, which “reduces, or ‘antagonizes,’ THC’s ability to stimulate CB1 receptors. This can decrease some of THC’s effects, especially negative effects like anxiety and short-term memory impairment,” the author adds.


“Naturally occurring compounds in cannabis occur in different proportions and often have opposite effects. This is the case of THC and CBD for psychosis risk, for example,” Dr. Godfrey Pearlson, a professor at Yale University’s School of Medicine and director of the Olin Neuropsychiatry Research Center, comments.


Given its lack of psychoactivity, the use of CBD products like oils and other extracts is allowed in many countries, sometimes even without a medical prescription. Some countries that have at least depenalized the use of CBD products are Argentina, Austria, Belgium, Belize, Brazil, Bulgaria, Canada, Chile, China, Colombia, Costa Rica, Croatia, Cyprus, Czech Republic, Denmark, Estonia, Finland, France, Georgia, Germany, Greece, Guam, Guatemala, Hungary, Iceland, India, Ireland, Italy, Latvia, Lithuania, Luxembourg, the Netherlands, Netherlands Antilles, Northern Ireland, Norway, Paraguay, Peru, Poland, Portugal, Puerto Rico, Romania, Russia, Slovenia, South Africa, Sweden, Switzerland, the U.S., Uruguay, and the U.S. Virgin Islands.
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FIGURE 1–5: THC vs. CBD


Source: Amy Phung/Leafly. Find it at www.leafly.com/news/science-tech/cbd-vs-thc-cbd-notintoxicating.


In addition, the World Anti-Doping Agency, which is responsible for drug testing among Olympic athletes and tends to set the criteria for anti-doping in most sports across the globe, removed CBD from its list of banned substances in 2017. Other natural and synthetic cannabinoids like THC remain prohibited, but as of 2018, athletes around the globe will be allowed to use CBD—assuming laws in their countries permit it.


The Current Legal Landscape


All this history lays the groundwork for what matters most to you as a cannabis entrepreneur—the current legal landscape. A handful of legal cases, including Printz v. United States (1997), Crosby v. National Foreign Trade Council (2000), and Gonzales v. Raich (2005), set the precedent for the legislation that, to a certain extent, regulates legal cannabis today. As a potential business owner, you need to remember that the largest challenges related to starting and operating a cannabis business stem from legal compliance. In other words, there is no way around this section: if you own a marijuana business, you need to know everything about the laws that apply and the history behind them. Think of it as your crash course in legalization.


Back to business: the first major milestone in legalization was the Ogden Memo of October 19, 2009, conceived as a guide for U.S. Attorneys on “the exercise of investigative and prosecutorial discretion.” The intention was to steer the use of investigative and prosecutorial resources away from “individuals whose actions are in clear and unambiguous compliance with existing state laws providing for the medical use of marijuana” and toward “significant traffickers of illegal drugs, including marijuana, and the disruption of illegal drug manufacturing and trafficking networks.”


A couple of years later, in 2011, Deputy Attorney General James M. Cole issued a memorandum of his own: the first Cole Memo. The memo was intended to provide legal protection for caregivers (“individuals providing care to individuals with cancer or other serious illnesses, not commercial operations cultivating, selling, or distributing marijuana”) and reiterated the importance of prosecuting drug traffickers (rather than state-legal producers and retailers) established in the Ogden Memo, although it did not protect legal cultivators from federal prosecution.


Finally, there’s the so-called Cole Memo 2.0 of 2013, which was applicable until Attorney General Jeff Sessions controversially rescinded it in 2018. This memo exhorted federal authorities to stay out of states’ issues, letting local law enforcement agencies and regulators decide the fate of their legal cannabis businesses, incentivizing a “hands-off” approach.
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Laws may have changed yet again since this book was written. Be sure to check with your local and state governing bodies for the most up-to-date legalization information.






 





A memo from the Office of the Attorney General, Jeff Sessions, dated January 4, 2018, rescinds the Obama-era policies (most notably the Cole memo) that paved the way for country-wide legalization. As of this writing, AG Sessions has returned the power to decide how to enforce federal cannabis laws to federal law enforcement agencies and U.S. attorneys around the country. But for the time being, it seems that most U.S. attorneys in states with legal marijuana are not willing to waste their time and government resources prosecuting legal cannabis businesses and consumers.


“The other important piece of legislation is the Rohrabacher-Farr amendment or Rohrabacher-Blumenauer amendment, which doesn’t allow any money to be spent prosecuting state-legal medical marijuana businesses—although it ends up applying to recreational business as well,” Bradley Blommer, a litigation and real estate attorney with Green Light Law Group, comments.


With the help of international law expert Zameer Qureshi, we have come up with a list of some additional literature that you can check out if you’re interested in learning more about the history of cannabis, its prohibition, and its relegalization around the world:


       [image: ][image: ]     Abel, Ernest L. Marihuana: The First Twelve Thousand Years. Springer, 1980.


       [image: ][image: ]     Barcott, Bruce. Weed the People: The Future of Legal Marijuana in America. Time Books, 2015.


       [image: ][image: ]     Blaszczak-Boxe, Agata. “Marijuana’s History: How One Plant Spread Through the World.” Live Science (October 17, 2014). www.livescience.com/48337-marijuana-history-how-cannabis-travelled-world.html


       [image: ][image: ]     Clarke, Robert C. and Mark D. Merlin. Cannabis: Evolution and Ethnobotany. University of California Press, 2016.


       [image: ][image: ]     Drug Policy Alliance. A Brief History of the Drug War. www.drugpolicy.org/issues/brief-history-drug-war.


       [image: ][image: ]     Holland, Julie, ed. The Pot Book: A Complete Guide to Cannabis. Park Street Press, 2010.


       [image: ][image: ]     Jones, Nick. Spliffs: A Celebration of Cannabis Culture. Chrysalis Impact, 2003.


       [image: ][image: ]     Kalant, Harold. “Medicinal Use of Cannabis: History and Current Status.” Pain Research and Management 6, no. 2 (Summer 2001): 80–94.
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Take into account that the landscape of the cannabis business evolves constantly and rapidly, so things may change at any given moment. Having said this, let’s take a look at the steadier variables—those that are not likely to transform overnight.
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Vicente Fox Quesada is the former president of Mexico and a Harvard Business School alum. In recent years, he’s become a vocal advocate of cannabis legalization, presenting his arguments in numerous public events across the U.S. So we decided to ask him to share a message for American cannabis entrepreneurs.


In his view, the United States is currently going through a migration process, from illegality to legality, from prohibition to regulation. “This process starts with education, with a formation of public opinion,” he says. “But this takes time.


“We need citizens, families, and communities to become comfortable with the idea that everything will work better with [cannabis] legalization and regulation. For this to happen, it’s crucial that people come to terms with the fact that cannabis is not all bad, that there’s a good side to it, and that we need to take advantage of its medical and other benefits.


“Once this process of transformation of public opinion gets going and reaches majority (or close to majority) levels, the political guild will intervene and proceed to legalize cannabis, to convert this into a regulated arena that responds to the population’s real needs,” he continues.


“We’ve seen this kind of policy succeed in numerous U.S. states as well as across the globe in places like the Netherlands, Portugal, and Uruguay,” Mr. Fox points out. “So why not take it to a federal level everywhere?”


“Only when we proceed to legalize we will see this business taken away from traffickers’ and cartels’ hands and put in the hands of entrepreneurs, allowing for planning, regulation, a market, strategy . . . all the tools available in the [legal] business world,” he adds. “This is the only way to really promote economic growth in the cannabis sector, taking it from the underground to the mainstream—to the business world.”


“Why benefit vicious drug cartels when hard-working Americans could be the ones reaping the economic benefits of cannabis production and trade?” he asks. “Legalization is the way to stop violence and turn it into economic prosperity.”









Understanding Cannabis Legalization in the U.S.


Cannabis legalization is sweeping through the world from South America to Oceania and from Africa to Western Europe—and the U.S. is no exception. Even though at the time of this writing marijuana remains a DEA Schedule I, federally illegal substance, eight states (Alaska, California, Colorado, Maine, Massachusetts, Nevada, Oregon, and Washington) and the District of Columbia have laws in place to allow adults to use weed recreationally. In addition, 22 more states permit the use of marijuana for medicinal purposes, while 16 others have CBD-specific laws, which don’t allow pot per se, but tolerat some non-psychoactive cannabis derivatives.
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FIGURE 1–6: Legalization in the U.S.


Source: NORML.


Figure 1–6 shows a (slightly edited) screenshot from an interactive map that can be found at http://norml.org/laws.


Even though the legal status of cannabis may have changed since its publication (see the timeline in Figure 1–7 on page 14) on a state or even federal level, it’s important to comprehend the difference between the diverse levels of legality of cannabis. To put it simply, the U.S. has:


       [image: ][image: ]     Places where cannabis remains illegal. Period.


       [image: ][image: ]     Places where some derivatives of the cannabis or hemp plant are legal under medical prescription. These places tend to allow the use of CBD-based therapeutics and other non-psychoactive cannabinoid-based products.


       [image: ][image: ]     Places where the cannabis plant and its derivatives are legal under medical prescription.


       [image: ][image: ]     Places where any adult can use marijuana for recreational purposes under certain conditions (which vary from location to location).
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FIGURE 1–7: Timeline of State Marijuana Legalization Laws


Source: Civilized.life. Find it at https://www.civilized.life/articles/evolution-america-marijuana-laws-charts/.


While this simple categorization might help you get started, it’s fundamental to know that there are many levels of regulation within each market. Any business in the industry is subject not only to federal and state rules and guidelines, but also to municipal and local protocols, procedures, and directives.


You should get guidance from a professional team that’s up to date with all these different regulatory levels as well as consider using some kind of software to keep track of the ever-evolving laws (if it’s available in your state). A few compliance software providers include CannaRegs, which tracks and aggregates the diverse laws, regulations, and taxes that apply to any cannabis business at the municipal, state, and federal levels; iComply Cannabis; MJ Freeway Business Solutions; WebJoint; Complia; and Simplifya. With these platforms, users can easily find all the rules that apply to their business and set up alerts to remain updated on any changes.


For practical purposes, this book will focus on starting businesses in states with full-blown medical marijuana programs and adult use states as these encompass most of the legal market and offer the lowest barriers to entry. While we’ll be looking into the U.S. opportunity in particular, most of our suggestions should apply to numerous other overseas markets like Israel, Germany, Canada, Uruguay, Switzerland, and Australia, just to name a few.


While it might sound somewhat counterintuitive, government regulation creates opportunity. “Actually, the greatest wealth creation has usually come out of regulated industries,” famed cannabis investor Micah Tapman, who likes to think of himself as an “oddly skeptical yet optimistic venture capitalist,” comments. “If you take the time to understand this regulated industry, you take the time to solve its complexities, then you’ll be one of the only people operating there. So, quite frankly, you’ll have more room to operate.”


To supplement the tilt of U.S. states with legalized recreational marijuana, Table 1–2 shows a list of U.S. states that only have legalized medical marijuana—as of December 2016:
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TABLE 1–2: U.S. States with Legalized Medical Marijuana


Source: DEA Drug Scheduling. Find it at www.dea.gov/druginfo/ds.shtml.


The Cannabis Market


Another important thing to know before getting into the marijuana industry is what the current market looks like. There are many different estimates for cannabis sales. Since most of the top analytics firms in the space collaborated in New Frontier Data’s “The Cannabis Industry Annual Report: 2017 Legal Marijuana Outlook,” you can use their figures as reference.


As per New Frontier Data’s estimates, legal cannabis sales in North America reached about $6.6 billion in 2016; recreational marijuana sales accounted for roughly 29 percent, while the remaining 71 percent went to medical marijuana. Although significant, the $6.6 billion still represents less than 12 percent of the total $56 billion Arcview Market Research estimates North Americans spent on weed last year.


“Legalization is supposed to accomplish three goals: to stop criminalizing people for pot (when it’s nonviolent, peaceful people); to stop criminalizing the existing industry, which is worth billions and already out there; and to stop spending law enforcement money on marijuana law enforcement,” Cannabis Culture’s Jodie Emery argues.


Scott Greiper is the president of Viridian Capital Advisors, an investment bank and advisory practice in the legal cannabis industry. “One of the more unique dynamics of the cannabis industry is that it is a very large cottage industry—by Bloomberg measures, $40 billion to $50 billion in annual cannabis consumption in the U.S.,” he points out, predicting a migration toward industrial-scale providers run by executives with proven track records in other industries over the next few years.


While estimates might provide a clear picture of what to expect in terms of the market size and potential, understanding how many Americans live in states with legalized marijuana (see Figure 1–8) can help you make some back-of-the-envelope calculations of your own.


Legal sales are currently surging at a compound annual growth rate of 16 percent; New Frontier expects them to surpass $24 billion by 2025. Over the longer term and under a federally legal regime, Greiper has argued that the U.S. marijuana market (including ancillary businesses) could exceed $100 billion in value.


Adding to the point about growth, Arcview Market Research’s editor in chief Tom Adams says, “I’ve covered a long series of entrepreneur-started, rapidly growing industries, from home video and cable television to the internet, and I have seen only one other industry that has the growth prospects that cannabis has, and that was the broadband internet industry.”


By way of comparison, Adams points out that the broadband Internet industry reached $5 billion in revenue and then continued to grow at a more-than-30 percent compound annual growth rate over the following five years. Similarly, Arcview expects the North American cannabis industry to grow at a 27 percent CAGR over the next five years. Figure 1–9 illustrates one of these growth projections.
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FIGURE 1–8: Number of Americans Living in States with Legalized Marijuana


Source: Civilized.life. Find it at www.civilized.life/articles/evolution-america-marijuana-laws-charts/.


“The industry is at about 5 percent of what it will be someday,” concurs Tyler Stratford, director of client operations for cannabis consulting firm Canna Advisors. “Even if the path forward is not straight, we are certainly on a path forward. The tide has changed, and there is no turning it back now.”
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FIGURE 1–9: Growth of Legal Medical and Adult Use Marijuana Sales


Source: New Frontier Data.


No matter which numbers you look at, one thing is clear: a booming market with a pre-existing demand like the marijuana market creates an unprecedented opportunity for business ventures of all sizes and natures. And, as can be seen in Figure 1–9 on page 17, it’s not just medical marijuana that will be extremely profitable. Recreational cannabis also holds great promise. As Tom Adams, who also serves as BDS Analytics’ managing director and principal analyst, puts it, “Cannabis is the next big thing in home entertainment.”


Furthermore, according to Marijuana Business Daily’s “Marijuana Business Factbook 2017,” in 2016, roughly 70 percent of wholesale cultivators, retailers, and infused-product manufacturers declared they had hit or surpassed their break-even point within a year.


While the 2017 survey revealed that this number had tumbled to 55 percent, the figures were still impressive, given that most other industries have a two- to three-year break-even period.


While researching for his own book on cannabis and the capital markets, Leslie Bocskor, investment banker and president of cannabis advisory firm Electrum Partners, looked into many other industries’ average break-even times and has not found any other where “that many businesses reach break-even within a year. I don’t think there is any historical reference that comes close.”


“This fact acquires even more relevance when you look at how many businesses typically fail and do not reach break-even within three years. It really highlights how much economic power is being shifted into this industry, which then is going to translate, in many ways, into dramatic changes in how we live,” Bocskor asserts.


On the flip side, marijuana businesses operate in a legal grey area. This means they often lack access to a lot of information that traditional businesses have. “This new industry is very fragmented, and there is not a lot of data out there. Things are changing, but we need human intelligence, human experience to filter all the data that’s becoming available and to make sense of it,” Matt Karnes, founder of financial analysis and research firm GreenWave Advisors points out.


There are, however, an increasing number of private research and analytics firms being founded, and they are beginning to create the knowledge necessary to establish the industry. Here is a list of the top analytics firms (with links to their websites) and what kind of data each one tracks:


       [image: ][image: ]     The Arcview Group generates in-depth market research: https://arcviewgroup.com


       [image: ][image: ]     Baker Technologies focuses mostly on point-of-sales and customer data: www.trybaker.com


       [image: ][image: ]     BDS Analytics also offers point-of-sales data, in addition to consumer research and industry intelligence: www.bdsanalytics.com


       [image: ][image: ]     Cannabis Benchmarks has one of the most complete data sets on the wholesale market: www.cannabisbenchmarks.com


       [image: ][image: ]     Consumer Research Around Cannabis creates cross-referenced local consumer preferences data: www.consumerresearcharoundcannabis.com


       [image: ][image: ]     Eaze shares sales data and consumer preferences information: www.eaze.com


       [image: ][image: ]     GreenWave Advisors releases reports on the state of the industry, lab testing, retail sales, and the coexistence of legalized medical and recreational use marijuana markets: www.greenwaveadvisors.com


       [image: ][image: ]     Headset focuses on market data, business intelligence, and retailer-direct data: http://headset.io


       [image: ][image: ]     Marijuana Business Daily publishes reports on financial benchmarks and business facts, as well as a licenses directory: https://mjbizdaily.com


       [image: ][image: ]     New Frontier Data dives deep into the state of legal cannabis markets across the globe, and in numerous U.S. states; sales projections; diversity reports; investor studies; tax collection and potential estimates; and industrywide trends: https://newfrontierdata.com


       [image: ][image: ]     Viridian Capital Advisors tracks stock performance, capital raises, and M&A activity in the public and private sectors: www.viridianca.com
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According to Marijuana Business Daily’s “Marijuana Business Factbook 2017,” there were a total of 20,000 to 28,000 cannabis businesses in the U.S. that year. Retailers represented the largest category dealing directly with the product with 3,300 to 4,300 businesses, followed by wholesale cultivators (2,500 to 3,500), and infused-products manufacturers (1,600 to 2,000). Ancillary services, products, and technology companies accounted for the remaining 13,000 to 18,000 businesses in the space.


These businesses employed an estimated 165,000 to 230,000 people nationwide with 80,000 to 110,000 of these employees actually working directly with marijuana.






 





In conclusion, Max Simon, founder and CEO of Green Flower Media, the largest online cannabis education platform, says: “While the cannabis industry is exploding with opportunity, possibility, and growth, it’s also a very, very difficult business landscape to operate in. So what that means is that people should be prepared to be resilient. This is an industry that will require more work, more time, more patience, more risk than just about anything else.”


What this means for you, the entrepreneur, is that you will need to brace yourself for a few years of hard work—and a lot of personal satisfaction, too. It all starts with research, so before you dive into starting your business, you should familiarize yourself with some of the most important industry background information you need to know (beyond the legal info). One of the best topics to start with is high on everyone’s radar these days: medical marijuana.


Medical Marijuana


Cannabis has been proven to have medicinal properties—this is no longer anecdotal. Understanding that marijuana is actual medicine is fundamental to anyone starting a business around medical cannabis.


“Because cannabis is a Schedule I substance, there has been a dearth of research, of properly controlled, double-blind, placebo-controlled, crossover trials of cannabis as a medication. So a lot of the information we really need has not been produced because the government has stood in the way of proper clinical trials,” Dr. Godfrey Pearlson explains, implicitly suggesting another line of business: clinical trials and medical research.


However, there are an increasing number of peer-reviewed scientific studies showing the diverse medical properties of this plant and its components—see bullet list below. “We now know that cannabis cannot only help greatly ill people, but [that] it also has wellness benefits for many other people,” Arcview’s Tom Adams comments, paving the way for wellness-related (non-clinical) businesses as well.


“The medical benefits of marijuana have been studied; they are no longer a myth. What is a myth is the assumption that by smoking marijuana you will get all the benefits of cannabis,” says Aras Azadian, CEO of Avicanna, a Canadian cannabinoid therapeutics company, which was the first cannabis-related company to be admitted into Johnson & Johnson Innovation, JLABS @ Toronto—proving that cannabis businesses can also be mainstream ones.


Understanding marijuana legalization and the medical benefits of cannabis becomes particularly important in the context of the opioid crisis that is hitting America so hard, Brendan Hill argues. Hill is the drummer for rock band Blues Traveler and owner of a cannabis dispensary in Washington state. “There are numerous reports from states with legalized marijuana that show that opioid use and abuse has come down and death rates have come down,” he says.
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You should take into account that, while cannabis is believed to not generate addiction, it can spawn dependence. Also notice that long-term effects have not been fully studied yet.






 





“There is reasonable evidence that, where states have legalized medical marijuana for a variety of purposes, opioid prescription and death rates actually do fall significantly,” Dr. Pearlson confirms. So if you happen to live in a state where opioids are a prevailing problem, you can certainly find a way to help by starting a cannabis business.


Beyond treating addiction, cannabis is used for many other disorders. “If you follow the science, you will come to the logical conclusion that the medicinal benefits of cannabis are real. Cannabis has helped out with some indications and illnesses that Western medicine has usually treated with opiates and other pharmaceuticals that are detrimental to people’s health,” Super Bowl champion turned cannabis advocate Marvin Washington says.


“To me, cannabis is not about getting high; it’s about getting patients to feel better. If we can show that people are medicating responsibly and doing it to feel well, we’ll be able to change the narrative around the plant,” he adds. However, changing the narrative also implies getting people to understand that, while cannabis can treat a lot of conditions, it’s not the cure-all that some people like to present it as. So as vast as the opportunities in this space might be, not every idea can translate into a viable company.


Instead of discussing the literature and science behind the use of cannabis to treat certain ailments in depth, as it is such a comprehensive topic, we’ve decided to share a list of the main qualifying medical conditions in the U.S.—meaning the disorders that at least one state considers justify the prescription of medical marijuana to a patient:


       [image: ][image: ]     Acquired immunodeficiency syndrome (AIDS)


       [image: ][image: ]     ADHD


       [image: ][image: ]     Alzheimer’s disease


       [image: ][image: ]     Amyotrophic lateral sclerosis (ALS) or Lou Gehrig’s disease


       [image: ][image: ]     Anorexia


       [image: ][image: ]     Arthritis


       [image: ][image: ]     Autism


       [image: ][image: ]     Cachexia, or wasting syndrome


       [image: ][image: ]     Cancer


       [image: ][image: ]     Cerebral palsy


       [image: ][image: ]     Chronic pain


       [image: ][image: ]     Crohn’s disease


       [image: ][image: ]     Cystic fibrosis


       [image: ][image: ]     Decompensated cirrhosis


       [image: ][image: ]     Depression


       [image: ][image: ]     Dravet syndrome


       [image: ][image: ]     Dystonia


       [image: ][image: ]     Epilepsy and seizures


       [image: ][image: ]     Fibromyalgia


       [image: ][image: ]     Fibrous dysplasia


       [image: ][image: ]     Glaucoma


       [image: ][image: ]     Hepatitis C


       [image: ][image: ]     Human immunodeficiency virus (HIV)


       [image: ][image: ]     Huntington’s disease


       [image: ][image: ]     Hydrocephalus


       [image: ][image: ]     Hydromyelia


       [image: ][image: ]     Inclusion body myositis


       [image: ][image: ]     Inflammatory bowel disease (IBD)


       [image: ][image: ]     Insomnia


       [image: ][image: ]     Interstitial cystitis


       [image: ][image: ]     Lennox-Gastaut syndrome


       [image: ][image: ]     Lupus


       [image: ][image: ]     Migraines (intractable)


       [image: ][image: ]     Multiple sclerosis (MS)


       [image: ][image: ]     Muscular dystrophy


       [image: ][image: ]     Myoclonus


       [image: ][image: ]     Nail-patella syndrome


       [image: ][image: ]     Neurofibromatosis


       [image: ][image: ]     Neuropathies


       [image: ][image: ]     Parkinson’s disease


       [image: ][image: ]     Post-concussion syndrome


       [image: ][image: ]     Post-laminectomy syndrome with chronic radiculopathy


       [image: ][image: ]     Post-traumatic stress disorder (PTSD)


       [image: ][image: ]     Reflex sympathetic dystrophy
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For an up-to-date, state-by-state list of qualifying conditions, check out www.leafly.com/news/health/qualifyingconditions-for-medical-marijuana-by-state.






 





       [image: ][image: ]     Residual limb pain


       [image: ][image: ]     Rheumatoid arthritis (RA)


       [image: ][image: ]     Severe nausea


       [image: ][image: ]     Severe psoriasis and psoriatic arthritis


       [image: ][image: ]     Sickle cell disease


       [image: ][image: ]     Spasmodic torticollis (cervical dystonia)


       [image: ][image: ]     Spasticity


       [image: ][image: ]     Spastic quadriplegia


       [image: ][image: ]     Spinal cord injury or disease


       [image: ][image: ]     Spinocerebellar ataxia


       [image: ][image: ]     Syringomyelia


       [image: ][image: ]     Tarlov cysts


       [image: ][image: ]     Terminal illness (with short life expectancy)


       [image: ][image: ]     Tourette syndrome


       [image: ][image: ]     Traumatic brain injury (TBI)


       [image: ][image: ]     Trigeminal neuralgia


       [image: ][image: ]     Ulcerative colitis


For further information on medical marijuana, you can refer to Michael Backes’ Cannabis Pharmacy: The Practical Guide to Medical Marijuana, Jack Herer’s The Emperor Wears No Clothes: Hemp and the Marijuana Conspiracy, or Christian Rätsch’s Marijuana Medicine: A World Tour of the Healing and Visionary Powers of Cannabis.


A comprehensive list of 23 additional texts and scientific studies on cannabis and its medical benefits can be found at Avicanna’s website: http://avicanna.com/backgroundinformation.


For an all-encompassing view of cannabis and its future, look into Steve DeAngelo’s The Cannabis Manifesto: A New Paradigm for Wellness.


Intake Methods


Before ending this introductory chapter, let’s look into intake methods, as these can influence the type of product you might wish to sell.


A very large percentage of people believe that smoking is the only way to consume marijuana. A smaller percentage have also heard about edibles and vaping. However, the number of delivery methods in existence today is much higher and so are the number of business opportunities. Check out some of the most popular intake methods in Figure 1–10 on page 24.
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FIGURE 1–10: Different Ways of Consuming Cannabis


Source: Image by Agustina Yofre. Find it at http://cargocollective.com/agustinayofre.


“The fact that cannabis is usually used as a whole plant is a problem. Cannabis has close to 500 chemical constituents that interact with each other, creating an entourage effect,” Yale University’s Dr. Pearlson says.


“If you go to a pharmacy and buy a Tylenol, that’s just one thing: acetaminophen. Whereas if you are taking cannabis as a medicine, you are taking in a whole bunch of cannabinoids, terpenoids, etc. that are very different from strain to strain,” he says. So cannabis entrepreneurs have two further potential business arenas as a result: one from isolating specific compounds from the cannabis plant and the other from breeding new strains with particular chemical profiles.


Taking advantage of the fact that medical research of cannabis is easier in Canada, Avicanna has been working on developing transdermal patches, capsules, sublingual sprays, topical creams, and other delivery mechanisms based on their understanding of how cannabinoids work. “So, comprehending the benefits of cannabis and cannabinoids is the first step. The second one is understanding the most efficient delivery of those cannabinoids for different indications,” CEO Aras Azadian explains, pointing out that inhalation isn’t always the best method. For instance, by smoking cannabis, you don’t get the topical benefits of cannabinoids, those good for your skin, which you would get by applying creams and other topical solutions.


The Rise of a New Paradigm


The traditional perception of cannabis is generally associated with flower products—or dried buds—but that’s changing rapidly with the rise of new types of products.


“While flower sales still dominate with over 50 percent of the market, the growth rate of the flower category is much slower than other segments, like concentrates, pre-rolls, and vapor pens, which are showing well over 100 percent growth year over year,” Leafly co-founder and Headset co-founder and CEO Cy Scott says. To illustrate the popularity of each delivery method, check out some recent information that Headset, Scott’s data and analytics firm, shared in Figure 1–11 on page 26.


Figure 1–12 on page 27 shows a graph for the state of Washington alone, where Headset has more extensive data.


Finally, Table 1–3 on page 27 shows the results of a survey that online cannabis education platform Green Flower Media conducted among its most loyal subscribers—no matter where they live, showing which delivery methods people use (they could pick more than one):


“Most of the entrepreneurs are assuming flower-based products are the entry point into the market,” Eric Layland, founder and principal of cannabis marketing and branding firm Canna Ventures, explains. But this approach is pretty simplistic. “In general, smoking is on the decline in the U.S. [Thus, you should] look at alternative delivery systems to smoking/dabbing. Regular consumers and new users need products that allow them to experience cannabis in a manner that they are comfortable [with].”
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FIGURE 1–11: Most Popular Cannabis Product Categories in Several U.S. and Canadian Jurisdictions


Source: Headset. 2017. www.benzinga.com/news/17/09/10108982/millennials-are-smoking-less-weed-but-still-consuming-marijuana-the-rise-of-cann
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FIGURE 1–12: Most Popular Cannabis Product Categories in Washington State


Source: Headset. “On the Come Up: Concentrates Category Shows Consistent Growth.” Find it at http://headset.io/blog/on-the-come-up-concentrates-category-shows-consistent-growth.
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TABLE 1–3: Green Flower Media Users General Data


Source: Green Flower Media. 2017.


Intake Methods and Market Opportunities


Right now, the route to market for most cannabis and cannabis-derived products is through licensed marijuana retailers, although some low-dosage CBD products can be sold at regular retail stores.


However, “the future for cannabinoids is not going to be in cannabis-specific channels. It’s going to be over the counter, behind the counter, pharmaceutical products, recreational products . . . They are all going to be sold in their specific places,” Avicanna’s Azadian predicts.


So different delivery mechanisms will be available at different retail outlets. Smokable cannabis products will likely still be sold at marijuana retailers, cannabisbased pharmaceuticals might end up being sold solely at pharmacies, and so on. This dynamic is creating (and will continue to create) different retail opportunities.


Another way to look at this is from a demographics standpoint. “So take the example of Whoopi & Maya’s brand,” Max Simon, founder and CEO of Green Flower Media, points out. “Their products are 100 percent geared toward women and predominantly women who are dealing with menstrual or pain issues. These are good products, but they are not unique in the sense that there are similar products out there. But they have managed to customize their delivery methods for this particular demographic.”
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To better understand the different forms in which a patient can consume cannabis, consider reading Ed Rosenthal’s Beyond Buds: Marijuana Extracts—Hash, Vaping, Dabbing, Edibles & Medicines.






 





Another Option: Industrial Hemp


Beyond medical and recreational marijuana, the cannabis industry also encompasses the cultivation, processing, and trade of industrial hemp, which many argue could end up having a larger economic impact than its psychoactive cousin, weed. So far, 34 states in the U.S. have hemp laws in place, allowing the production and/or research of cannabis sativa L. that contains very low levels of THC—typically below 0.3 percent.


While we could discuss the properties and potential of hemp for pages, let’s keep this overview as brief as possible in order to move on to the main topic at hand: starting a cannabis business.


To make a long story short, industrial hemp, a nonpsychoactive member of the cannabis family, as its THC levels are almost negligible, can be used to make plastics, oils, fuels, fabrics, paper, and CBD-rich products, among many other things. In addition, hemp has enormous nutritional value, and its cultivation and later processing are believed to result in a carbon-negative activity. This means that, while the plant itself pulls carbon from the air, hemp products that are later discarded will biodegrade, returning carbon to the soil and replacing an element that is often drained by cultivation cycles.


For more information on industrial hemp, check out:


       [image: ][image: ]     Hasse, Javier. “Why Hemp Could Be the Future of Plastics.” Benzinga (May 5, 2017). www.benzinga.com/markets/emerging-markets/17/05/9405826/why-hemp-could-be-the-future-of-plastics.


       [image: ][image: ]     Hasse, Javier. “Why Industrial Hemp Could Prove a Larger Economic Driver than Marijuana.” High Times (September 11, 2017). https://hightimes.com/business/why-industrial-hemp-could-prove-a-larger-economic-driver-than-marijuana/.


       [image: ][image: ]     “Hemp 101: The Ecology of Hemp.” Recreator (April 20, 2017). https://recreator.org/blogs/hemp-101/hemp-101-the-ecology-of-hemp.
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In this chapter, we’ve looked into the main topics related to cannabis and the industry around it. You now know about its market potential, about the increasing social acceptance of marijuana, about how legislation has not caught up to this change in public opinion and perception, and about how that may affect your business.


In addition, we’ve gone over the main compounds present in cannabis and their diverse effects on and medical benefits for the body; the different intake methods and how each one has its own particular traits; the current legal landscape and the states where you could start a cannabis business; and even industrial hemp (briefly).


So now that you’ve completed our crash course in Cannabis 101, it’s time to get down to business. Next up: the first major questions you should ask yourself before jumping into the marijuana industry.









CHAPTER 2


The First Major Decisions


Now that you have familiarized yourself with the basics of the cannabis plant, its history, its legal issues, and the industry around it, it’s time to jump into the first major decisions you’ll need to tackle as a cannabis entrepreneur.


The questions in this chapter will not only allow you to figure out if you can and should participate in the cannabis industry, but it will shape your business going forward. Answering these queries will be essential to creating your business plan and financial model, to determining your capital needs, and to applying for a license if one were needed. So take a seat, ask yourself these questions, and think about them—hard. The answers you end up with should be unequivocal and unambiguous. Are you ready?


Is This Business the Right One for You?


Support for cannabis legalization in the U.S stands at a record high. In April 2016, CBS News released a poll showing that 61 percent of Americans believe marijuana should be legal. This number rose to 64 percent by October 2017, according to a Gallup survey.


Per Gallup’s conclusion, these figures demonstrate that, as the positive results of legalization become more evident in multiple states, public perception of marijuana is shifting, and the stigma around weed is being steadily overcome—largely driven by the medical marijuana movement. The only real stigma that remains today is related to cannabis’ illegality, rather than to public perception, BDS Analytics’ Tom Adams contends.


“Regulations around cannabis are changing rapidly around the world, along with social acceptance,” says Derek Riedle, founder and CEO of the cannabis and lifestyle media company Civilized. “Think about this in the fullness of time: in a few years, opposition to cannabis will become marginalized as cannabis becomes more mainstream and people continue to realize that it is not the ‘boogie man’ that we have been told it is for generations.”


Having said that, Viridian Capital Advisors’ Scott Greiper warns that a percentage of the U.S. population still frowns on marijuana. There are legal implications as well: anyone who wants to get involved in this industry has to take on the reputational and legal risk(s) because even though numerous states have legalized it, cannabis is still a Schedule I, federally illegal drug under the Controlled Substances Act.


A Unique Business Model


On top of the risk of federal prosecution, IRS targeting, and asset seizure, cannabis entrepreneurs have to cope with the hazards of conducting a business that deals mostly in cash, since a majority of traditional financial institutions—banks, credit card issuers, and payment transaction companies—won’t provide services to the industry. In addition, there are often risks surrounding transactions conducted with proceeds from what may still be considered an illegal enterprise in some areas, specifically for those who don’t grow or distribute the plant. That’s why security services like the ones provided by IPG become so essential.


Canna Advisors’ Tyler Stratford adds that this is an industry for people with thick skin. “You need to withstand and fight against adversity in this space and be willing to help change the course forward,” he says. “Be ready to be an industry operator and advocate.”


No matter how progressive our society has become, we are still not completely familiar with cannabis; we are not used to having it around like we are with alcohol. So anybody who opens one of the first operations in any given jurisdiction has to be an advocate.


As an entrepreneur, you will have to “be able to explain why this is not something to be feared. Cannabis has actually been a part of our culture for thousands of years; only for a short period of time was it put into prohibition,” Canna Advisors co-founder Diane Czarkowski supplements. “If you can’t talk about this with people, I don’t see how you are going to be successful, as you are going to keep perpetuating the same belief system.”


So prepare to challenge the stigma, educate, advocate, and fight both for people’s right to use cannabis and your right to run a cannabis business. The road will run uphill.


The Only Constant Is Change


Yet another question anyone evaluating an incursion into the cannabis industry needs to ponder is: are you comfortable with uncertainty and frequent change?


If not, then this nascent industry is not for you. “None of this has ever been done before,” Czarkowski asserts. “Sometimes change happens so frequently that you don’t have time to implement the last change before you have to make a change again.”


Of course, there is one chance you will have to take as an entrepreneur starting a business in any industry: are you ready to put all your faith in your problem-solving abilities, risking your financial safety in the pursuit of a larger reward?


“You need to be able to get to the edge of the cliff and decide that you are going to jump. Since you don’t always know where the landing spot is, your challenge is to build a hang glider and eventually turn that hang glider into a plane and, ultimately, a jet,” Civilized’s Riedle concludes.


Are You Welcome?


Another thing to consider is: are you even allowed to participate in the cannabis industry? And if so, how?


As you already know, regulations vary from one jurisdiction to another, but a lot of them will only allow people with no criminal records to partake in the industry—or touch the plant—while others will only allow state residents to start plant-touching businesses. Some add even more prerequisites: the most common are being up to date on your taxes and not having any DUIs. Find out what your state and municipal requirements are, and make certain you meet them before taking any other steps. However, if you fulfill the conditions listed above, you’ll probably be fine to apply for a license.
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On the opposite end of the spectrum are jurisdictions like Oakland, California, which is seeking to make up for some of the harm that the war on drugs caused by giving people with marijuana-related criminal charges priority in the licensing process.


“This type of policy reflects one of the best, formidable human virtues: forgiveness, absolution,” former Mexican President Vicente Fox Quesada says. “When it’s correctly exercised, forgiveness can really amend our social fabric, taking away business from the hands of criminals and putting it in the hands of a community of entrepreneurs and businesspeople who will do a really good job at managing it and generating societal and economic benefits as it does.


“I see people criminalized, marginalized, suffering violence on the back of cannabis’ illegality. But these people were not born criminals; the system has turned them into criminals by not providing them with access to higher education and a well-paid, decent job,” he adds. “If we presented the right opportunities for these people, legal opportunities, opportunities to have a respectable life, we would be able to turn them into an asset for the economy and the country as a whole. And what better way to rescue people who suffered due to the war on drugs than by including them in the emerging legal cannabis sector, offering them decent, well-remunerated jobs?”









To Touch or Not to Touch?


If, after considering all the factors above, you’ve decided you want to (and can) move forward with a cannabis business, the next big decision is picking a side, so to speak: do you want to touch the plant?


One would assume that businesses touching the plant bring higher risk and, thus, higher rewards. However, this is not always the case.


Risk is naturally higher when a business cultivates, sells, or even handles marijuana—and so are the complexity and rigidity of the regulations that apply to it. However, returns are not always directly proportionate to this risk. In fact, many plant-touching subsectors of the industry, like wholesale cultivation and edibles manufacturing, face problems like shrinking margins, increasing competition, and difficulty in scaling up. Growing such businesses usually requires a lot of capital, real estate investments, new employees, and time.


That said, entrepreneurs need to remember that there is no cannabis industry without cannabis production. It is also vital to realize that plant-touching businesses are not limited to cultivation and retail—you will find a long list of business ideas later in this chapter.


No matter what type of business you choose, efficiency is key. If you can come up with a way to help make the cannabis industry more automated and more efficient, you’ve got yourself a business, Tyler Stratford says. “It’s really about making everything more efficient, about how little you can touch the plant, and how few times can you have someone touch and move the product,” he adds.


Still, you might continue to wonder about the incentives for going with a plant-touching business. Well, whiskey might help you decide.


In other words, we haven’t seen the Jim Beams, Jack Daniels, and Johnny Walkers of the cannabis industry emerge yet. You could fill one of those spots—be the first to create a legacy product or brand. “Whether they are medical or recreational, there are very few brands that cross state lines nowadays. So there’s a real opportunity to create a great national, and even international, brand,” Stratford says.


“The biggest incentive is that, really, you can control your own destiny in a lot of ways. You are not relying or depending on the industry’s growth, like being an ancillary company; you are not relying on any of the market demand outside of what you create for your own business,” he adds. “On the operations side, touching the plant might be the shortest way to making money and not remaining in debt over a long time.”


On the other hand, businesses that do not touch the plant often offer reduced risk and the potential for higher rewards. Think about scaling up a software company or advisory firm: it is often easier to grow and get into multiple states with these sorts of companies than it is to increase the size of a grow operation or retail location. Once the product or service is created and polished, your main job will be to grow your client base and distribution capabilities.


While the path for a business that will not touch the plant might seem easier at first, starting such a business often requires a certain level of technical and/or technological knowledge and a relatively large amount of seed capital. But this doesn’t mean that nonexpert entrepreneurs should shy away from this sector, as there are plenty of nontechnical opportunities in consumption devices, physical security, marketing, public relations, event planning, media, etc. (Be patient; we’re almost to the list of business ideas!) However, to whet your appetite, here’s an infographic (Figure 2–1 on page 36) that illustrates how legalization can give birth to unexpected ancillary businesses.
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FIGURE 2–1: Canna-Tourism by the Numbers


Source: New Frontier Data.


Actually, if you’re looking to start a business in a more mature market, meaning in a state that did not legalize cannabis very recently, the ancillary side of the industry might provide more opportunities. “All you have to figure out is what problems exist,” Diane Czarkowski notes. “On the other hand, in a brand-new market, direct operators are the first to open [a business], and then it takes a little while until there is really a demand for some of those ancillary businesses, with the exception being those you’d really need at the very beginning to help the businesses run, like a security firm, record keeping, or even delivery services for moving product from one place to another.”




 






tip
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Whether you choose to get up close with the plant or serve another sector of the cannabis market, it is essential to remember that cannabis businesses are all about compliance. In other words, you can’t hope to succeed unless you know the rules that govern both the touch and no-touch parts of the industry.






 





And now the table you’ve been waiting for: Table 2–1 on page 37 shows a long list of possible cannabis businesses for you to consider.


In an industry where breakeven arrives relatively quickly, it’s not making money that’s the most difficult part of the job—although it’s becoming harder every day. Rather, it’s getting the permits to start your business and keep it operational. You will read about these aspects of a cannabis business in detail in Chapters 5 through 8.
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TABLE 2–1: Cannabis Business Options


Source: Green Flower Media. 2017.


Picking a Subsector


There are many subsectors in the marijuana industry. A clear categorization is the one used by Viridian Capital Advisors, which suggests dividing the space into 12 segments:


        1.    Agricultural technology


        2.    Biotechnology and pharmaceuticals


        3.    Consulting services


        4.    Consumption devices


        5.    Cultivation and retail


        6.    Hemp


        7.    Infused products and extracts


        8.    Investments and M&A


        9.    Miscellaneous ancillary products and services


      10.    Physical security


      11.    Real estate


      12.    Software and media


Some of these sectors require a lot of technical or technological knowledge and plenty of capital. For a budding entrepreneur like you, it’s probably wise to focus on the most accessible ones: consulting services, cultivation, retail, hemp, infused products, extracts, physical security, and other ancillary products and services.


However, this is an industry with open doors, receptive to anyone with good intentions and a heart in the right place. Every time he talks in public, Andrew Pitsicalis, CEO and president of Purple Haze Properties, a celebrity licensing company that represents Digital Underground, Jane’s Addiction, and many other artists, shares a story.


He contends that the so-called “green rush” is for everyone—not just Ivy League graduates. “You might not have the route that some groups and big-money people have, but everyone can find a niche—something that works for them,” he says, arguing that people can do a lot of things around cannabis, from making edibles or growing actual flower to packaging, public relations, graphic design, marketing, and ancillary products like rolling papers.


“Cannabis users are not just going to smoke cannabis; they are going to enjoy everything around the lifestyle of that,” Pitsicalis adds, bringing up his cannabis lifestyle radio, Purple Haze Radio, which officially launched in 2018 and seeks to embrace everyone in the cannabis culture and be a positive influence on this collective.


Similarly, Mehka King, director of the documentary The Color Green: Cash, Color and Cannabis and host of the CashColorCannabis podcast, tries to not always talk about weed on his shows. “I try to introduce entertainment, politics, and pop culture into the conversation about the cannabis sector,” he says. “So you can see it’s a very wide conversation that cannabis creates; it’s not as narrow as people believe.”


You will very likely hear a lot of “experts” say that the days when anyone could start a cannabis business are over and that the industry now wants professional entrepreneurs with proven track records migrating from other industries. But this is certainly not the case. A creative idea, a willingness to work hard, and a good team will take you very far in this flourishing field. And down community lane, never underestimate the importance of networking. As Lori Glauser, co-founder and COO at EVIO Labs, a publicly traded cannabis analytical testing and advisory services firm operating multiple labs, puts it: “There is no shortage of cannabis business conferences, networking events, and even job fairs that people can attend to learn about the industry and see the opportunities that are available. There is a huge range of companies that touch the space—not just growers and retailers, but specialty insurance, security, software, packaging and supplies, HR and payroll services, and more.”


“Just like any other industry, the cannabis industry offers an enormous range of different opportunities for people to play in—from customer service jobs all the way up to concierge services and event companies. So what I’d recommend they do is find the place where they already have existing skills, an existing background, existing experience,” Green Flower Media founder and CEO Max Simon concurs. “People get excited about growing or making products. But I would say it’s best to stay away from these areas if they don’t have any experience in this field.”


In addition, make sure you are developing a special product. “Bad quality will not fly in this industry,” he concludes. And cultivate a strong, reliable supply chain. This is crucial to maintaining consistent quality and preventing other people from knocking off your products.


On a final note, John Sidline, principal at public relations firm The Cannabis Story Lab, reminds us not to forget about the diversity of the cannabis user base. Don’t just think about the stereotypical “stoner” when you are coming up with a product. “Remember the 80-year-old Parkinson’s patient who is trying to get control of his tremors,” he says, “or the soccer mom who doesn’t like to have a cocktail at the end of the day but wouldn’t mind to have a little bit of a buzz or something like that . . .”


If you’re looking to start a business in spaces like software, agricultural technology, media, or real estate, check out some of the numerous incubators, business accelerators, and mentorship programs, like CanopyBoulder, Gateway Incubator, or Greenhouse Ventures, which have been created to guide you in this very complex endeavor and help you raise capital beyond your friends and family circles. While these programs might demand equity participation in the businesses they back and mentor, they can also help reduce consulting and advisory expenses enormously.


Realistic Possibilities


Two things are key in determining which subsector (and ultimately, which specific line of business) is the right one for you: your skill set and the competitive landscape.


Your Skills


On the aptitude side, the main questions you should ask yourself are:


       [image: ][image: ]     What do I know, and what don’t I know? What am I good at?


       [image: ][image: ]     What do I have experience in? How can I apply my talents to this industry?


       [image: ][image: ]     What do people close to me know? Would they be willing to be a part of my team? What are they good at?


Advisors across the board often urge people to avoid changing jobs. Change your industry instead by figuring out how to make your background useful in a new field. The cannabis industry provides the perfect opportunity to do just that since it’s a relatively new and emerging sector. Think about what skills you already have from your experience in other businesses that might apply in a lateral move to being a cannabis entrepreneur.


Your Competition


On the competitive landscape side, you’ll need to do extensive market research to find out which subsegments are saturated in your state and which ones still have space for new businesses. Take into account that there are still a lot of unmet needs in the industry, especially when it comes to companies servicing exclusively cannabis businesses.


Take the example of Wurk: it does regular old payroll management. However, its system has been created especially for the cannabis industry. Other similar companies include:


       [image: ][image: ]     Baker Technologies (www.trybaker.com): customer engagement


       [image: ][image: ]     CanPay (www.canpaydebit.com): debit payments processing


       [image: ][image: ]     Green Flower Media (www.learngreenflower.com): online education


       [image: ][image: ]     Headset (http://headset.io): retailer-direct data


       [image: ][image: ]     High Times (https://hightimes.com), Leafly (www.leafly.com), and Herb (https://herb.co): media


       [image: ][image: ]     IPG (www.ironprotectiongroupsecurity.com): physical security


       [image: ][image: ]     Salar Media Group (www.salarmediagroup.com) and Proven Media (https://provenmediaservices.com): public relations


All these businesses do things that other, much larger companies have been doing for decades; what differentiates the firms above and drives their success is their focus on the cannabis industry.


“With good connections and a little bit of foresight of the needs this industry will create as it expands, you can create something with great potential,” CannaAdvisors’ Tyler Stratford says.


Location


Location is central to figuring out your market selection equation. You can either pick a location first and then determine which business is most likely to succeed there or think of a business and then find the right location for it. Do not forget, though, that many states only allow residents to start plant-touching businesses, so be sure to find out whether your state has an open or closed market.


“A cannabis business has two specific types of markets: an open market like you see in Colorado or Oregon and a closed market like you see in Florida or New York,” says Kyle Speidell, co-founder and CEO of The Green Solution, a cannabis company with more than a dozen retail locations in Colorado.


An open market allows for anyone who fulfills the legal requirements to start a cannabis business to start one, no matter what state he or she was born or resides in. Conversely, a closed market only allows its own residents to start cannabis businesses. You would need to domicile there and spend a few years actually living in that state and paying taxes before you could start a business in the cannabis space. So market location analysis up front is key when determining your initial strategy.


“Everyone believes that by just getting into cannabis you will become rich, and that is far from the truth; your profitability will be determined right from the start with your market analysis,” Speidell explains. “If you are in an open market, your brand will matter significantly more than a closed market, and if you do not have the strong background knowledge on how to build a brand, you will not appeal to customers that have a plethora of choices. If you are in a closed market, you will have more opportunity to succeed, even when you make mistakes, but you should use that time wisely to build something others cannot easily catch up to because your brand will matter as the market moves to an open model.” Figure 2–2 on page 42 illustrates how location can determine your possibilities by showing how cannabis-friendly tourism companies are more likely to succeed in certain states or cities.
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FIGURE 2–2: Canna-Tourism Destinations


Source: New Frontier Data.


Location can also determine which kind of business you can start in another way. “If you are, let’s say, in rural Iowa, and not in an urban area like New York City, the possibility of getting involved in the cannabis industry through the production of hemp might be much easier,” Electrum Partners’ Leslie Bocskor adds.


A rural location like this would also be great for people seeking to make a business out of servicing hemp cultivators. If you don’t want to grow hemp, you could provide farmers with the right kinds of nutrients for hemp cultivation, build greenhouses, supply lighting for indoor grows, offer clean energy options, or process the raw material to make plastics, paper, or oils. Again, the options are ample.


Take into account the existing infrastructure as well. To better illustrate this point, respected cannabis activist and successful entrepreneur Steve DeAngelo holds up his company as an example. Harborside was the first cannabis company to start growing weed in Monterey County, California. He primarily chose this location for the pre-existing infrastructure: there were unused greenhouses that could be purchased and refurbished for a reasonable price, a large unemployed workforce with experience growing and cutting flowers, and a climate that was ideal for cultivating marijuana.


“I know, from my position in Harborside, that about 80 to 90 percent of the current supply going into the legal, medical cannabis market in California is produced indoors under high-intensity lamps. And there are two issues with that mode of production,” DeAngelo explains. “The first one is that it consumes vast amounts of energy and has a horrible carbon footprint. . . . The second problem is that growing cannabis indoors, as opposed to growing it in a greenhouse facility, is extremely expensive.”


So by finding the right location in terms of climate, infrastructure, and workforce, Harborside was able to start producing cannabis that was the same or better quality as other producers for at least half the cost.


On the other hand, if you’re seeking to start a cannabis business in an urban area, you’ll probably be more inclined to create a lifestyle-oriented company: maybe a smokers’ lounge or dispensary or a firm that makes products for cannabis users, such as bongs or pipes.


Conduct Initial Market Research


Lastly, you’ll need to go back to the market research stage to determine what your target customer base or audience will look like. “Even people in the business believe that cannabis consumers stand in a straight line, but they don’t,” documentary filmmaker and podcaster Mehka King says.


Understanding the diversity in the market is particularly important when you are thinking of ways to reach your consumers and searching for creative and fun ways to engage them (we’ll look further into this in Chapter 8, Getting the Word Out). For now, ask yourself questions like:


       [image: ][image: ]     Will you make products for men, women, or everyone?


       [image: ][image: ]     Will your client base have a Millennial skew, or will it be tilted toward baby boomers?


       [image: ][image: ]     Are you aiming at recreational users, medical patients, or both?


       [image: ][image: ]     Is your ideal customer a blue-collar worker or a white-collar worker?


       [image: ][image: ]     Does your typical customer own a car? Is he a drinker? Does he use Facebook, Instagram, Twitter, and Snapchat?


Use your answers to these questions to create a plan for setting your business up around your customer profile. “Any business that deals with the consumer, whether it’s Procter & Gamble or the grocery store down the street, needs to have a plan to decide what products to carry [or make] and how to market them,” says Consumer Research Around Cannabis vice president Jeffrey Stein. That plan includes figuring out who your target consumer base will be, what it will look like, what it will sound like, the age range, the income range, and so on. And this discovery process starts with consumer research, which will become increasingly indispensable as the cannabis industry continues to grow and competition surges. Let’s take a look at some research stats about cannabis customers.
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If you’re still having trouble deciding on the right location for your business, the map from the people at DankGeek (shown in Figure 2–3 on page 45) might help. They used trends software that has access to geotagged Twitter data to uncover which U.S. states talk about cannabis more than alcohol. The results are based on more than one million geotagged tweets issued over a month-long period. The team looked at tweets for each state containing common cannabis terms (weed, marijuana, 420, etc.) and compared them with tweets containing common alcohol terms (beer, whiskey, wine, etc.).


The states that talked about weed the most were:


           [image: ][image: ]     California


           [image: ][image: ]     Nevada


           [image: ][image: ]     Georgia


           [image: ][image: ]     Texas


           [image: ][image: ]     Maryland


 


Also, in the following states, and only in these five, women discussed marijuana more than men did—while Twitter usage by gender is pretty balanced.


           [image: ][image: ]     Hawaii


           [image: ][image: ]     Arkansas


           [image: ][image: ]     Missouri


           [image: ][image: ]     West Virginia


           [image: ][image: ]     Wyoming
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FIGURE 2–3: Who Tweets What?


Source: DankGeek.com.









Research by Talking to Investors


Micah Tapman is a prolific marijuana investor and managing director at one of the top cannabis business accelerators, CanopyBoulder, which focuses on highly scalable, ancillary businesses in the cannabis industry. In his view, the best way to come up with a strong business idea is to start talking to investors.


While talking to customers can help you get a better idea of what the public wants, and talking to potential partners and team members can help you determine your actual possibilities, talking to investors will provide insight into what the people with the big money are willing to support.


Think of this process as writing a book. “You might do better if you start by talking to publishers before you figure out exactly what you want to write because publishers can tell you what they want to publish,” Tapman suggests.


Now, translating this analogy into business lingo, imagine you reach out to 20 investors and three of them say they would love to see you work on, for example, a point-of-sales software system. Well, now you know that the odds of getting their support if you assemble a team dedicated to building that system are fairly high.


“I like to recommend you start with real conversations with investors, with building up your network, (and) with finding the people who will give you money,” Tapman concludes.


Research by Working in the Trenches


One way to learn the business from the ground up is to learn on someone else’s dime while collecting a paycheck. Hadley Ford is the CEO and co-founder of iAnthus Capital Management, one of the largest investment firms in the cannabis space. Based on his experience in the industry, he proposes an alternative route to starting a marijuana business: “If you currently have a regular job outside the cannabis industry and you’ve had some track record of success and excellence, the best thing you can do to get into cannabis is to go work for a cannabis company,” he says.
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Consumer Research Around Cannabis (www.consumerresearcharoundcannabis.com/) offers market insights by state and multistate data. As an example, the firm (in conjunction with Green Market Report (www.greenmarketreport.com/) shared some multistate information showing that a large percentage of the people who declared they had purchased cannabis from a legally authorized retailer:


           [image: ][image: ]     Have a full-time (47.1 percent) or part-time (17.1 percent) job


           [image: ][image: ]     Are white-collar workers (27.3 percent), business owners or managers (13.7 percent), or professionals (13.0 percent), while 10.2 percent are retired


           [image: ][image: ]     Are married (40.9 percent), while 34.2 percent have never been married


           [image: ][image: ]     Drive a Ford car (19.1 percent), Chevrolet (16.2 percent), Toyota (14.4 percent), or Honda (12.4 percent)


           [image: ][image: ]     Are frequent wine drinkers (23 percent) or frequent beer consumers (14 percent)


           [image: ][image: ]     Have a dog (60 percent) or a cat (36.7 percent)


           [image: ][image: ]     Have a 401(k) account (25.8 percent)


           [image: ][image: ]     Are white (53.8 percent), of Hispanic descent (24.8 percent), black (14.1 percent), or Asian (3.4 percent)


           [image: ][image: ]     Have used Facebook (81.1 percent), Instagram (52.7 percent), Pinterest (46.8 percent), Twitter (45.7 percent), or Snapchat (44.8 percent) at least once in the past month


           [image: ][image: ]     Subscribe to Netflix (59.2 percent), Amazon Prime (27.9 percent), or Hulu (27.4 percent)


           [image: ][image: ]     Visited McDonald’s (43.4 percent), Taco Bell (18.3 percent), Wendy’s (17.8 percent), or Burger King (17.6 percent) at least once in the past four weeks


           [image: ][image: ]     Drank Coca-Cola (31.2 percent), Pepsi (23.8 percent), Dr. Pepper (13 percent), Mountain Dew (12.1 percent), or Sprite (11.1 percent) at least once during the week before the poll


       Source: Consumer Research Around Cannabis. 2017.
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Take all the most important things mentioned in this chapter, and you’ve got Jane West’s story. The tale of how her brand rose to fame, of how she became one of the most prominent advocates in the cannabis industry, named “the most widely recognized female personality in cannabis” by Inc. magazine in 2016, is marked by the overcoming of social stigma, the embrace of the reputational and legal risk that came with getting involved in the pot space, the need to become an industry operator and advocate, the lack of seed capital, the taking advantage of a pre-existing skill set, an industry migration rather than a job change, the recognition of an unfulfilled need and the capitalization of said opportunity, and the fortune of being at the right place at the right time.


The year was 2013. Jane West, a mother of two in her 30s, lived in suburban Denver, Colorado. She had a pretty good job planning corporate events, making roughly $90,000 each year, working from home. “I loved, loved, loved this job I had held for eight years,” she declares.


One night, while having dinner at a restaurant, a friend of hers (who knew she was an avid cannabis consumer) offered a marijuana-infused edible. She describes that as an amazing night, filled with laughter and joy. And so Jane’s pleasant experience with weed quickly became a business idea: “Now that the recreational use of cannabis is about to become legal in Colorado, I will start hosting pot-friendly parties,” she thought. “It’s going to be amazing!”


A scant couple of weeks later, she decided to just go for it. “For the first time ever in my life, because both my kids had started school full time, I had free time in my hands. And, since I had been planning events for maybe 10,000 people, planning a cocktail party for 150 people at an art gallery was a fun thing to do.”


And so she did. Her first cannabis event caught the attention of the food editor at The Denver Post, who became interested in her story, met her, attended one of her events, and decided to feature it on the first page of the newspaper’s food section.


“This article was particularly huge because it ran on January 8, 2014, the weekend of legalization [in Colorado],” Jane explains. Due to this unique occurrence, every major media outlet in the U.S. had sent a reporter to Denver, so Jane decided to invite them all to one of her cannabis events. The party was a hit, Jane remembers. But when the CNBC segment on Colorado’s legalization aired and heavily featured Jane, her bosses at the Washington, D.C.-based events planning firm she worked for were not at all happy. And just like that, Jane was out of a job.


“I didn’t think I was going to get fired when I started this,” she says. She was left with no choice but to embrace her destiny. Fortunately, demand for her services was hotter than July.


She continued on until April 2014, when the city of Denver shut down one of her events, eventually charging her with a misdemeanor. “I am now a criminal, with six criminal charges,” she adds.


Legal prosecution forced Jane to transform her events into fundraisers. She was not willing to give up on her project, even if that meant making zero dollars out of it. “This new focus got us international media attention,” she says.


Riding this notoriety wave, Jane and famed entrepreneur Jazmin Hupp decided to start the cannabis networking group Women Grow in August 2014, after raising $42,000 in seed capital. Soon there were chapters in nearly 50 cities nationwide, with tens of thousands of regular attendees. While the group’s revenues are still catching up with its brand recognition, the venture has nonetheless proven invaluable to Jane in terms of experience and industry connections. It also helped plant the seeds of her next business venture. With Women Grow, she’d successfully helped women engage in the cannabis space as professionals. Now she saw the need to connect women consumers with cannabis.


“I was ready to do something real,” she says.


From organizing so many events, Jane had noticed it was close to impossible to find bongs (a type of marijuana consumption device) that were consistent in quality and design. They were either too big, or too ugly, or too round at the bottom so they could not stand, or just too different from one another. As cannabis went mainstream and users became more sophisticated, even replacing things like wine drinking with weed consumption, there was a gap that needed filling, and Jane was determined to be the one who did that. So she reached out to Grav Labs, a company she believed was great at making cannabis-related glass products, and asked them to make a customized, Jane West-branded line of marijuana consumption devices—which now generate millions of dollars in sales a year.


Their advice and input were fundamental, Jane recognizes. So was their help in getting her product to market, and her brand name and logo really out there. Following the success of her initial product line with Grav Labs, the Jane West Collection, her team’s first line of proprietary smoking accessories, has been conceived for women, and holds the potential to revolutionize the way women see cannabis.


To learn more about Jane and get more exclusive quotes from her, read the full story at http://entm.ag/26j.






 





“Because there is a dearth of capital and there is a dearth of good people, you can prepare a good resume and get hired in the middle management of some big operation. . . . work nine-to-five for six to 12 months, and learn the business from the inside and see what it takes to launch your own business in the space,” Hadley Ford adds.


In addition to learning the nuances of your specific subsector, getting a job in an existing cannabis company can help you understand the challenges all cannabis businesses face. It can ultimately become a differentiator when raising capital for your own business because, unlike many other prospective cannabis business owners, you’ll have experience in the sector.


Talking about how EVIO Labs hires, co-founder and COO Lori Glauser adds, “From entry-level couriers and cannabis samplers, analytical chemists, and biologists all the way up to senior executives with experience growing a business and running multiple labs and technical personnel . . . most of our employees came to EVIO with little or no prior cannabis testing experience since cannabis testing is a relatively new business. In fact, some have never consumed (or very rarely consume) cannabis. We don’t necessarily look within the cannabis industry for our candidates as cannabis science can be learned. We bring professional scientists and customer service-oriented people from a variety of industries.”


“Even if you decide to raise money from your Uncle John, by getting a job, you’ll have a good answer when he asks what you know about cannabis,” Ford comments.


If you already have a job in this industry, congratulations! You’re way ahead of the curve! If not, and if you have the ability to move away from an existing job in another industry, make the move and get learning.









CHAPTER 3


The Initial Planning


Once you’ve conceived the basics of your business-to-be, you should move on to coming up with an appropriate, skilled team and a realistic business plan and financial model. There is a lot more than you might imagine between having an idea and actually being able to execute it.




[image: Figure 3–1...]





FIGURE 3–1: When Cannabis Businesses Were Founded


Source: Marijuana Business Daily’s “Marijuana Business Factbook 2017.”


“This is a very deep rabbit hole,” Electrum Partners’ Leslie Bocskor warns in a humorous tone. However, don’t get cold feet. People have been founding cannabis businesses and running them successfully for years, as Figure 3–1 shows. It’s definitely not too late to get aboard.


One recommendation that generates wide consensus among experts is the need for a lawyer and a CPA. These professionals will prove instrumental to preparing your business plan and financial model, as well as to determining your capital needs, legal obligations, and potential challenges and benefits of operating in this industry. Moreover, a CPA will not only keep your books, but also will help you make all kinds of important decisions, like if you should lease or buy equipment.




 






tip
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Before doing anything else, find a co-founder, someone who supplements your abilities and knowledge, and will support you, as almost every person interviewed for this book suggested. Take time to evaluate your potential partners and pick them wisely; make sure you have shared goals and values. Uncountable cannabis businesses have failed on the back of disagreements between partners.






 





“Lawyers and CPAs are essential. This is something that I tell people interested in getting into the cannabis industry and people migrating from the black market or what we call ‘grey market,’ which is an unregulated medical market. Regulations in this industry change very rapidly, and you need to keep up with them. A CPA and an attorney are your best side dogs in shepherding you through all these changes and keeping you current,” says Anne Van Leynseele, a lawyer at 7 Point Law specializing in the cannabis industry, who was named as one of the Top Women Attorneys in 2017 by Seattle Met magazine. This is a highly regulated, complex business. Never forget this!
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NORML offers a directory of attorneys servicing the cannabis industry at their site: http://lawyers.norml.org.






 





In addition, take into account that, while a business lawyer can do some of the work, a cannabis company needs an attorney or firm experienced in cannabis who will be a lot more familiar with all the risk factors involved in operating in such a multifaceted industry. So try to find lawyers who have been working in the marijuana space for a while.


“There are a lot of lawyers out there who have never done what you are asking them to do as a company,” Van Leynseele says, suggesting you ask them how many cannabis clients they have worked with when picking your counsel, as they are legally obliged to answer sincerely.


Getting Started


Keeping those broad suggestions in mind, it’s time to jump into the planning phase. The first thing you will want to ask yourself during the initial planning stage is Who will run this business?


This might seem like a ridiculous question at first, but it is not. Many entrepreneurs already have other businesses or day jobs, so they don’t have much time left to run their new cannabis business. At some point, they’ll be faced with the decision of quitting their day jobs or getting someone else to run their marijuana business.


If you will run the business, you’re clear to move on to the next step of the initial planning. However, if you won’t be in charge of everyday operations, you’ll need to find someone suited for the endeavor.


It’s a good idea to start with the people around you for those key positions. Find out what they are good at, and make them a part of your initial team. Remember that experience in the cannabis industry is not necessary, although it is always a plus. Depending on the size of your new business, you might consider who will take on the following roles:


       [image: ][image: ]     Someone who will deal with investors, banks, taxes, and other financial issues


       [image: ][image: ]     Someone who will deal with providers, vendors, and potential clients


       [image: ][image: ]     Someone who will hire and manage your personnel


       [image: ][image: ]     Someone who will take care of your initial communications


       [image: ][image: ]     Someone who will help you with all your business planning and general operational issues


       [image: ][image: ]     Someone who will handle your business’ security


Returning to the issue of finding a partner, Jay Czarkowski, co-founder of Canna Advisors, explicates that “every person has [their] own strengths. So maybe if you’re a good salesperson but you’re not very strong on the financial side, you might want to go out and find a co-founder who’s strong financially or vice versa.”


Once you’ve identified the right people for your team, you’ll need to define exactly what you want to accomplish with your business. Diane Czarkowski remarks: “You can’t open a dispensary and not really have a feel for what the experience will be like. Will you be a combination of a sort of doctor’s office and a high-end coffee shop? Or will you want to be a convenient, get-out-the-door-quickly dispensary? Or will you go for a valuedriven experience, offering the best prices in town?” These are things you need to decide beforehand.


The third step in this early planning is to conduct a deeper analysis of the competitive landscape. In this line, employing techniques like the SWOT (strengths, weaknesses, opportunities, and threats) analysis might prove effective.


Finally, you’ll have to decide if and how you will want to scale your business. What’s the end game? Do you want to eventually get acquired by a larger company? Do you aspire to go public? What are your long-term goals? All these are important questions to ask yourself as you map out a mission statement and business plan.


The Mission Statement


Before going any further, you will want to clearly define your company’s mission. This will help you remain focused and not get diverted by all the ideas that constantly arise during the process of building a business—especially in an industry as new and all-encompassing as cannabis. In other words, come up with a few phrases that unequivocally state what your company does and what it wants to be doing in the future. You can ask yourself questions like these to help parse out your mission. Do you want to:


       [image: ][image: ]     Become the king of edibles?


       [image: ][image: ]     Become the number-one producer of cannabis in your state?


       [image: ][image: ]     Run the leading cannabis oils company?


       [image: ][image: ]     Break ground as the first cannabis-focused human resources agency in your region?


Narrow your focus to set your mission apart and avoid the pitfall of trying to be all things to all cannabis customers. “The lack of focus in the cannabis industry is world-renowned,” Cameron Forni, co-founder and president of Cura Cannabis Solutions, one of the largest marijuana companies in the U.S., points out. “It is absolutely amazing how people can want to own everything from grow operations to processing plants, to edibles manufacturing facilities, to retail stores, to limos that come and pick people up and drive them around retail stores, to advertising companies that advertise in the limos . . . In the end, people get this paralysis from all these new ventures and ideas and products and segments.”


Matt Gray, founder and CEO of HERB, the most engaged cannabis community on social media, says, “People don’t buy what you do; they buy why you do it. Doesn’t matter if you are a dispensary, a producer, or a product brand. What’s most important to the consumer is to know that you care.” Of course, the way you communicate this is deeply intertwined with who your customer is. You should know who you want to make products for or offer services to by now (see more on this topic in Chapter 2).


To further illustrate his point, Gray points to HERB’s mission. After seeing a friend who had gone through a traumatic experience that had him on the verge of suicide recuperate using cannabis, Gray decided to start a platform aimed at educating users on the benefits of marijuana. “From day one, our mission has been to smash the stigma around cannabis and to show people the magnificent potential of this plant,” he says.


“Having my why clear has allowed me to build a great company, a strong community, and a magnificent team. Once people know why you are doing what you are doing, they will be ready to care about what you do and how you do it.”


So before moving on to a more formal business plan, ask yourself why you want to get into the cannabis business—beyond just making money. What do you want to accomplish, and why?


Run the resulting statement past the people close to you and ask them if it makes sense to them, if your mission is clear enough, and if it generates any kind of emotion. If your family and friends, people who are not necessarily involved in the cannabis industry, can grasp what you want to accomplish, your team will likely be able to do so as well.


Next, we’ll look into the main elements involved in coming up with a viable business plan to pitch to investors, support your operations, and even butter up regulators.


Getting to Know the Business Plan


Probably the most important element of your business’ initial development is the business plan. One vital reason for creating a business plan derives from the necessity to raise capital: you need something to show potential investors, even if they are friends and family members.


“If you have family and friends who are willing to invest in you and your dream, that is very helpful, of course, but it’s also a lot of responsibility. You will owe it to these people to perform well,” Cannabis Culture’s Jodie Emery says.


Based on the extensive experience that Electrum Partners’ Leslie Bocskor has in helping people build businesses, he advises you to really focus on the due diligence and business plan parts of the startup phase. “Most businesses fail because they did not conduct the proper research before they started,” he says.


“We cannot stress enough the importance of research, hard work, being good at money management, research, and more research when you are starting a business,” Daniel Cheine, co-founder of the cannabis-focused social network, advertising platform, and knowledge database CannaSOS, agrees.


An ideal business plan should provide an overview of the market and include your business’ vision and mission. Viridian Capital Advisors’ Scott Greiper suggests a few other questions you might want to answer as you craft a plan:


       [image: ][image: ]     What’s your go-to-market strategy? What kind of channel will you pick: direct or indirect?


       [image: ][image: ]     Will revenue come from one-time transactions, or will it be recurring?


       [image: ][image: ]     What is the level of price competition in the market, and have you factored that competition into your business model?


       [image: ][image: ]     Can gross/operating margins be maintained in a downward pricing environment?


       [image: ][image: ]     What are your ongoing capital requirements relative to your increase or decrease in burn?


       [image: ][image: ]     Will growth be organic or is marketing and advertising an important component of the overall growth strategy?


For investors, the viability of your business model is fundamental, Greiper, who has helped raise more than $500 million for emerging growth companies, adds. For instance, you should pay close attention to pricing pressures. Never assume the pricing for your product (whether it is a piece of software, an extraction technology, a lighting system, or even packaging) will remain static or increase over the next few years. In the current environment, you will most likely be wrong.


“This is a hypercompetitive environment right now,” Greiper says. “So the metrics that you put in your business plan and financial model have to be relevant and current with the facts on the ground, [basically factoring in] a continued decline in wholesale prices and increased and better-funded competition that is coming in with better management teams.”


However, a business plan is intended not only to show investors the profitability potential of your enterprise but also to show regulators how your business will benefit the community. To that end, consider the following:


       [image: ][image: ]     How many jobs will you create?


       [image: ][image: ]     Will you benefit any minorities or marginalized communities?


       [image: ][image: ]     Will your store, office, or production facility be located in an economically disadvantaged area?


       [image: ][image: ]     Will you help sick people?


       [image: ][image: ]     Will you have a positive impact on the opioids epidemic?


Once you’ve done some strong self-examination, you can sit down to craft a plan. A typical business plan will include the following:


       [image: ][image: ]     Executive summary. This is a short yet enticing summary of the business. Although it usually appears first, this section is often written last—after you have put all the other pieces of the plan in place.


       [image: ][image: ]     Product/service description. Here you include specifics about what you are selling, why it is a viable idea, and what goes into the production.


       [image: ][image: ]     Industry analysis. Remember everything we discussed in Chapters 1 and 2? Investors want to know those industry basics, too. Talk about the big picture of cannabis, and back up your statements with facts and numbers.


       [image: ][image: ]     Competitive analysis. Who is competing in your product/service space? This is where you lay out what you do differently and how you do it better than the other guy.


       [image: ][image: ]     Marketing and sales. Here you talk about your plans for getting the word out about your business. How will you promote the product? Where will you advertise? How will you sell it? Do you plan to use traditional or more conceptual types of marketing?


       [image: ][image: ]     Management. In this section, you tell readers who is running the show. Potential financial backers are particularly interested in this information because they want to know to whom they are entrusting their money. Include all the key people involved with day-to-day operations. If this is a solo venture, include a bio that features your applicable experience.


       [image: ][image: ]     Operations. How does that day-to-day work get done? This part of the plan details the “how” of the business. The specifics will depend on whether you are selling a product or service, operating a storefront or online store, or partnering with a related company.


       [image: ][image: ]     Financials. The goal here, with the help of your accountant, is to make realistic projections based on researching similar businesses and then specifying what you think you’ll need in terms of financing. Because this section is so vital to your success, it is covered in greater detail on the next page.


 








[image: ][image: ] Is a Business Plan Really Necessary?






While many investors and finance experts will assure you that a business plan is absolutely essential, others, like CanopyBoulder’s Micah Tapman, believe it is completely useless.


It no longer makes sense for startups to come up with an old-fashioned business plan, Tapman contends. A plan is something that family and friends usually want to see, but more sophisticated investors are increasingly looking for something else. “You know that you don’t know most of the stuff that you need to know,” he says. “So what you need is an outline, not a full plan.”


Other things Tapman believes you need to build a business, instead of a business plan, are:


           [image: ][image: ]     Confidence, to be willing to start down the path to owning a business


           [image: ][image: ]     Humility, to recognize that your assumptions and beliefs will often be wrong


           [image: ][image: ]     Mental agility, to change things in your plan as you learn and evolve


       Tapman says there is one thing you certainly won’t know during the planning phase, and that is how your business will operate.


Let’s say you are planning to start a logistics company, providing transportation and storage services to cannabis companies in California. Most likely, you won’t know much about this business at first: you can find out how much it costs to buy a truck and lease a warehouse but not much more.


“Most investors today, I think, are happy to see a business plan in the form of a PowerPoint presentation that is 15 or 20 slides long, covering the basics of what you are trying to do, and a short spreadsheet,” Tapman says. “We want to know things like if you have factored the cost of your trucks’ insurance. Now things like if you are going to buy or lease trucks, I don’t care at this point. The fact is you can’t predict this.”






 





For more detailed information on what to include in your business plan, check out Entrepreneur’s book Write Your Business Plan.


The Financial Plan


Most business owners recommend you get professional help when putting a business plan together. For the financial part, seek out an accounting pro like a CPA. For the legal side of things, it’s never too early to hire a lawyer. Just like monthly health insurance premiums can save you thousands of dollars when you get sick, being compliant from the start can avoid huge litigation expenses down the line.


A financial plan is fundamental to any startup. In this document, you will assess your current and future assets, liabilities, income, net worth, asset allocation, financial goals, reinvestment plans and targets, tax deductions, real estate costs, and so on. In addition, a good, strong, farsighted financial plan often includes an exit strategy, a way to sell at least part of your business once it’s big enough; this might be an outright sale or an IPO at a major stock exchange, among other options.


Some of the elements you need to include in your financial plan are:


       [image: ][image: ]     Your real estate costs and whether you are better off renting or buying a property


       [image: ][image: ]     The key people running the business and how much they will make


       [image: ][image: ]     Your construction costs


       [image: ][image: ]     Your operational costs


       [image: ][image: ]     Your advisory expenses
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Make sure you have enough money in your budget for professional financial and legal advice. Prepare to spend $15,000 to $20,000 a year on your legal counsel, cannabis lawyer Anne Van Leynseele says. In addition, beware of so-called “financial advisors,” as the term is meaningless—basically anyone can call him or herself that. Play it safe and hire a trained professional, like a CPA or a CFA.






 





According to Marijuana Business Daily’s “Marijuana Business Factbook 2017,” the cost of starting a cannabis business varies widely depending on the sector. So, while starting an ancillary services firm has a median cost of $15,000, opening a testing lab costs about $700,000. Dispensaries stand somewhere in the middle, with a median startup cost of $192,500.


Median operating expenses also vary considerably, ranging from $72,000 a year for ancillary services firms to $900,000 for dispensaries. Check out complete data sets in Marijuana Business Daily’s report.


 








[image: ][image: ] What’s Your Worth?






In 2017, HempStaff, a leader in legal cannabis recruiting and dispensary training, shared a data set showing average salaries for certain cannabis professionals by state:


Alaska


           [image: ][image: ]     Cultivation manager: $70,000 to $80,000 per year


       Arizona


           [image: ][image: ]     Dispensary agent: $10 to $12 per hour


       California


           [image: ][image: ]     Trimmer: $10.00 to $12.50 per hour


           [image: ][image: ]     Dispensary manager: $45,000 to $60,000 per year


           [image: ][image: ]     Extraction manager: $80,000 to $100,000 per year


           [image: ][image: ]     Assistant grower: $40,000 to $60,000 per year


           [image: ][image: ]     Master grower: $100,000 per year


       Colorado


           [image: ][image: ]     Master extractor: $52,000 to $70,000 per year


           [image: ][image: ]     Master grower: $70,000 to $100,000 per year


           [image: ][image: ]     Office manager: $35,000 to $40,000 per year


           [image: ][image: ]     Dispensary agent: $10 to $13 per hour


       Illinois


           [image: ][image: ]     Dispensary agent: $12 to $15 per hour


           [image: ][image: ]     Agent in charge: $15 to $20 per hour


           [image: ][image: ]     Master grower: $85,000 to $95,000 per year


       Maryland


           [image: ][image: ]     Master grower: $120,000 per year


           [image: ][image: ]     Dispensary agent: $12 to $14 per hour


       Massachusetts


           [image: ][image: ]     Master grower: $120,000 per year


       Ohio


           [image: ][image: ]     Master grower: $100,000 to $120,000 per year


       Oregon


           [image: ][image: ]     Dispensary agent: $11 to $12 per hour


           [image: ][image: ]     Dispensary manager: $30,000 to $45,000 per year


       Pennsylvania


           [image: ][image: ]     Master grower: $75,000 to $120,000 per year


           [image: ][image: ]     Extraction manager: $75,000 to $85,000 per year


           [image: ][image: ]     Compliance officer: $75,000 to $85,000 per year


       Rhode Island


           [image: ][image: ]     Master grower: $80,000 to $100,000 per year


       Washington


           [image: ][image: ]     Assistant grower: $25,000 to $40,000 per year


Source: HempStaff Salary Data, 2017.






 





To provide further context, the report also goes into median annual revenue and average net profit margins for these businesses. So, for instance, ancillary services firms generate about $100,000 in revenue per year and get a 31 percent margin, while dispensaries have median annual sales of $1.7 million at a 19 percent net profit margin. Take into account that these figures can vary widely from state to state, partially due to large differences between effective tax rates and labor costs. Also take into account that the people you hire will have an enormous impact on your financial plan and overall profitability. The cannabis industry pays very well, and you will need to offer salaries comparable to the national average. Check out the sidebar on page 60 to get a feel for how much cannabis employees can earn.


Ultimately, being able to start a successful business boils down to knowing how and when to ask for help. If you have no idea how to raise money, get advice. If you don’t know everything about the product or service you will offer, get advice. If you aren’t a legal expert, get advice. Always get advice from real experts—the people who have been working in the industry for years.


Tax Code 280E


The most (or only) boring thing about cannabis, and probably about modern-day life, is paying taxes. And taxes for marijuana businesses are even more complex than they are for most companies. Consequently, most seasoned cannabis business owners will strongly advise you to hire a CPA to do your taxes and ensure your business remains compliant.


You can find a directory of CPAs servicing marijuana businesses at either of these two links:


       1.    www.ganjapreneur.com/marijuana-accounting-firms


       2.    https://industrydirectory.mjbizdaily.com/accounting


Despite getting professional help, if you will be touching the plant, you need to know about one particular regulation: § 280E, found in the U.S. tax code under Title 26, Subtitle A, Chapter 1, Subchapter B, Part IX. This regulation concerns the deductions you will be able to make and thus the effective tax rate that will apply to your business.


In most businesses, you can deduct, among other things, salaries, wages, transportation and car expenses, equipment, supplies, furniture, legal expenses, professional fees, rent, depreciation of equipment, utilities, repairs, insurance, advertising, travel costs, many types of commissions, meals, interest from business loans and mortgages, retirement plans, software, and other service subscriptions from your taxes.


However, businesses profiting from the sale of cannabis cannot. Due to marijuana’s continuing federal illegality, cannabis businesses can only deduct the cost of goods sold and, in some cases, expenses derived from the provision of caregiving or medical services. This means that the effective tax rate for cannabis businesses is a lot higher than usual, sometimes reaching 45 percent. Some business owners even report they have been charged up to 70 percent of sales in taxes.


“Because of the tax code 280E, you can’t make any business deductions besides cost of goods and one inventory person. So everything from rent, utilities, salaries, and advertising to paperclips, printers, and computers, you can’t deduct,” explains Brendan Hill, drummer for the band Blues Traveler and cannabis impresario. “So even a store like Paper & Leaf [his dispensary on Bainbridge Island, Washington], which generates $4 million or $5 million in revenue per year, can only deduct our cost of goods, which is probably a third of this number, but all the other expenses are basically taxed.”


In some cases, plant-touching businesses that have losses on the books still have to pay taxes, GreenWave Advisors’ Matt Karnes, a CPA, adds. Ancillary businesses, though, are treated like regular businesses and can take their deductions normally.


 








[image: ][image: ] Location, Location, Location






Location is one of those things you need to pay close attention to when starting a cannabis business. Where you decide to set up your business will have a huge impact on your prospects, and thus your business plan and financial model.


In order to find the place that is right for you, you will have to evaluate numerous factors, including zoning issues; proximity to schools, public parks, child-care centers, churches, libraries, rehab centers, community-service agencies, and other public spaces; water rights; energy rights; infrastructure; applicable taxes; how the licensing process works; and, of course, lease or purchase costs.


Take into account that, when renting, landlords have to explicitly agree (usually in writing) to have a cannabis business operate in their property. In addition, the real estate in question cannot have a mortgage on it.


“Upon finding out that a cannabis company is in residence, either by lease or by ownership, a mortgage provider can call the entire mortgage in 30 days,” cannabis attorney Anne Van Leynseele explains.


Other fundamental things to know are your land use rights and what your water source will be as well as how much water you will be able to use and what your water runoff requirements are. These elements are critical and very often overlooked.









Go-to-Market Strategies


One of the elements you should consider during the startup phase is the go-to-market strategy, which includes things like how you will sell your product or service in an industry as localized and fragmented as the cannabis industry. Are you going to knock on the doors of thousands of dispensaries and growers? Are you going to focus only on direct sales? Ultimately, how will your product or service reach your customers?


Keep in mind that each customer segment can be most easily reached in a particular way. So before going any further, you need to know which segment each customer group comprises and figure out if you can reach them all. Here are a few strategies to consider:


       [image: ][image: ]     Direct sales


       [image: ][image: ]     Indirect sales through partners and distributors


       [image: ][image: ]     Joint ventures


       [image: ][image: ]     Online sales


“The direct sales model is often the most profitable because there is no middleman, but it is also usually the most expensive because you will have to hire a lot of salespeople to go knocking on doors and making phone calls,” Viridian Capital Advisors’ Scott Greiper explains. “So there should always be, in my opinion, an indirect sales strategy as well, whether that’s a website that can take orders, whether that’s a distribution company that will take your product and distribute it among hundreds of businesses in their network.


“You need to develop relationships with people within the industry who can represent your product,” he adds. “This is the cheapest customer acquisition strategy, albeit not the most profitable.”


In this line, one important thing to consider is conflict. Make sure your diverse sales channels do not overlap; this will confuse your employees and customers.


Your Legal Status


One last thing you should decide during the initial planning phase, before moving on to raising capital, getting a license, and setting up shop, is your legal status going forward. In other words, decide what kind of organization you want to set up to protect your personal assets in case something goes wrong with your business.


“How you establish the organization of your company is essential in your success down the road,” Anne Van Leynseele explains. Solid foundation documents are key in this process. “Even if it’s a single person, every company needs to establish either an LLC, a general liability partnership, or a corporation for personal protection.”


Notice that sole proprietorships are somewhat problematic because they do allow creditors to claim some of your personal assets to cover company debt. “Even if you think you don’t own very much, as you build your business you will start to have personal assets that would make it worthwhile for someone to reach out and grab those,” Van Leynseele points out.


Another part of creating a useful, sound operational agreement is clearly outlining each partner’s roles and responsibilities. It is common to see partners failing to make their initial investments or fulfill certain obligations when these are not explicit contractual requirements.


Entity formation is also key to sound tax planning, Bradley Blommer of Green Light Law Group adds. “Regulations like the IRS’ 280E [tax code] are applicable to certain licensees more than others. So getting a good CPA who is an expert in the 280E is crucial for anyone starting a new cannabis business,” he concludes.


 








[image: ][image: ] Meet Andy Williams, Serial Cannabis Entrepreneur






Consider the story of Andy Williams, co-star of MSNBC’s Pot Barons of Colorado and serial cannabis entrepreneur. In just a few years, Andy and his brother Pete built a marijuana empire that includes Medicine Man Denver, one of the largest and best-ranked cannabis dispensaries in the U.S.; Medicine Man Technologies, a marijuana industry consulting services and solution management company that trades over the counter under the MDCL symbol; an intellectual property holding company; and a real estate holding company, among others.


Growing up, Andy and Pete were far from affluent. They had, nonetheless, managed to build relatively decent careers for themselves. Andy, an industrial engineer who had not been very lucky with his business ventures in the past, had made it to the management levels of the corporate world. Meanwhile, Pete had set up a custom tile company, but to make ends meet, he also worked as a caregiver, helping medical marijuana patients in Colorado.


Being in constant contact with cannabis and having a knack for inventions, Pete had come up with his own system for growing marijuana and was making pretty good money from selling pot. Nonetheless, growing weed illegally in his basement was not ideal. So Andy and Pete put a business plan together and decided to pitch it to their mom, Michelle, and her husband, Lou Zeman, even though the pair had never used cannabis before, or expressed any interest in the industry. It seems the couple liked the proposal, because they quickly agreed to put in $150,000 in seed capital.


The initial business plan the Williams brothers came up with included financial projections for three years. “They were very detailed, month-to-month forecasts for each year,” Andy notes. “Our projections were based on how the market looked at the time, what we projected the market would be, how much [cannabis] we could grow, etc. . . . Five years later, my brother Pete decided to compare these projections with the actual numbers, and they were pretty damn close.”


With $150,000, the siblings set out to find a physical location for their company-to-be, Medicine Man. The first big problem the Williams brothers encountered was real estate. Even though vacancy rates in Denver were pretty high at the time, nobody was willing to rent out their space to a marijuana grow operation. After an extensive search, they finally came across a 40,000-square-foot building in Montbello—an industrial area in northeast Denver—which was partly occupied by a spice company. The smell the factory emanated made the remainder of the property undesirable to almost any entrepreneur. But Medicine Man’s business would be no stranger to strong odors either.


The remainder of this pot baron’s story is pretty well known. After two very successful years in operation, Medicine Man bought the entire building, forcing the spice factory to move elsewhere.


Due to state regulations, the Williams brothers were quickly required to get into the retail side of the cannabis industry as well. This vertical integration ended up being fundamental in the construction of a brand that now enjoys not only statewide but also nationwide recognition—if not fame.


Capitalizing on that good name, Andy, Pete, and a business associate and now friend, Brett Roper, started another company in 2014: Medicine Man Technologies. As the brothers’ companies continued to expand, they branched out into other endeavors: an intellectual property holding company, a real estate holding firm, a cannabis processing and research company, and even a business that invests in cannabis businesses and helps them go public on major stock exchanges. In addition, Andy and Pete are extremely committed to “the fight to protect the industry from those who want it dismantled and the fight to normalize the industry at the local, state, and federal levels.” They are often a part of the cannabis-related legislative process in their home state of Colorado.


For the full story behind Andy, Pete, and Medicine Man, including exclusive quotes, visit http://entm.ag/x5j.






 





The time to start building your business has finally come. Before doing anything else, get a good lawyer and a good CPA, identify the key people who will be part of your team, and decide who will run your business.


Once you have these basics established, you can move on to creating a mission statement, a business plan, and a financial model. In addition, this is the time to get acquainted with all the rules and regulations that apply to the business and location you’ve chosen; remember that there will always be multiple levels of regulations and, on occasion, these might even conflict. So, again, you should get help from a professional in navigating these turbulent waters.


The number-one thing to keep in mind from this point forward is this: Always remain compliant with the law. The slightest error might doom your business for good.









CHAPTER 4


The Financing Issue


Kevin Harrington, the original host of ABC’s Shark Tank, is often regarded as the creator of the infomercial. Having sold more than $5 billion worth of products over his career, he is frequently invited to talk about business and entrepreneurship.


During a conversation in September of 2017, Harrington revealed that whenever he asks the entrepreneurs in the audience at any of his events if they will need to raise capital at some point in the near future, only maybe 10 to 20 percent raise their hands.


“So the rest of you are financially independent and have all the money you are ever going to need for your business?” he challenges the attendees. Suddenly, all hands go up.


This anecdote illustrates pretty clearly a problem that is common to most entrepreneurs in any industry: the disregard for the need to raise capital. People often believe that they will be able to put only a little money into starting a business and they will not only recover it quickly but also start making a profit in no time.


However, it is more likely than not that your own money will not be enough to even start your business. So let’s take a look at how to raise capital for your company-to-be.


“Just like with any other business, if you are going to be raising money, any investor will be concerned with three things: number one, how much money are you raising; number two, how will you use that money; and number three (and this is the most important), how will he or she get his or her money back,” Canna Advisors’ Jay Czarkowski contends. Consequently, the first thing you need to do is come up with a clear plan to pay your investors back.


Also central to this process is getting your capital needs right. What if you go out and raise $1 million, which seems like a lot, and it ends up not being enough? What if you actually need $1.5 million?


Think about the Williams brothers: they thought they’d need a lot less money than they ended up requiring. They were fortunate enough to be surrounded by people with the financial means and the willingness to support their venture and its evolving needs. But not everyone can be as lucky.


As you read in Chapter 3, getting off to a strong financial start really begins with having a good business plan to show potential investors. But financing is also about reaching out to as many people as possible. A pristine business plan and financial model are worthless if nobody gets to see them.


“We tried to get funding from venture capitalists, from the crowd, from private investors, seed investors, angel investors,” CannaSOS co-founder and CEO Oleg Cheine comments. “We sent out like 20,000 emails.”


The bottom line is that entrepreneurs have to be persistent. “There is nothing like persistence. Good investors will appreciate that and thank you for insisting down the road,” financial marketing veteran Hugh Austin concludes.


The Banking Problem


So what about banking? Can a cannabis business head down to the local bank and set up a checking account like any other business? The answer, it turns out, is complicated. Leaving more complex services like investment banking aside, commercial banks offer two basic products: credit and everyday banking, which includes checking accounts.


Due to the federal illegality of marijuana, almost no banks in the U.S. offer credit to the industry. In fact, access to capital is mostly limited to so-called “private mortgages” or private investors—think venture capital funds or family offices.


On the other hand, there are regular old banking services. Again, some of them, like issuing or processing credit card payments, are not available to most cannabis businesses—regardless of whether they are in contact with the plant. However, some other services, like ownership and use of a bank account, are accessible; in fact, many businesses and investors in the industry say they would never transact with a company with no bank account. Check out Figure 4–1 to see just how difficult it is for a cannabis business to access traditional banking avenues.


Access to bank accounts is clearly becoming more widespread, as you can see below. Still, it’s harder to get a bank account for a cannabis business than for any other legal business out there—and the difficulty increases for plant-touching companies. Notably, this limited access is not because financial institutions are not allowed to service the pot industry but because many of them are unwilling to face the risk or additional regulatory burden of doing so.
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FIGURE 4–1: Cannabis Companies’ Access to Bank Accounts


Source: Marijuana Business Daily’s “Marijuana Business Factbook 2017.”


“All banking and financial services legitimately participating in the cannabis industry must be able to prove to state and federal regulators that their cannabis clients comply with the law,” says Dustin Eide, CEO of CanPay, the first debit payment network built specifically for compliant cannabis dispensaries. “It’s a high bar, and most institutions and services do not want to go through the extra work and expense required to be in compliance.”


“The due diligence, reporting, and oversight associated with providing banking services to cannabis businesses is costly; banks do not have the appetite to become investigative entities, which leads to the current catch-22 situation,” Giadha Aguirre de Carcer, founder and CEO of New Frontier Data, explains. “The cannabis industry is currently primarily cash based, leading to significant lack of transactional transparency, leading to banks fearing money-laundering risk, leading to banks not wanting to provide services, leading to the industry remaining cash-based—a true conundrum and one likely to only go away if the industry becomes federally legal or if state-based compliance and reporting standards improve significantly.”


So what does this mean for you? What should a cannabis entrepreneur do to find capital? For the time being, several alternatives to traditional banks (like credit unions and specialized firms providing banking services) have emerged to service the industry. As of early 2017, 13 percent of ancillary businesses and 34 percent of plant-touching businesses in the industry received services from a credit union instead of a traditional bank, according to Marijuana Business Daily’s Factbook.


“The community banks and credit unions see banking in the cannabis industry as a community safety issue, first and foremost. They should receive all due credit for building programs that are intended to make their communities safer by eliminating the need for cannabis businesses to transact in cash and carry that cash around in their communities,” Eide adds.


Luckily, the banking situation seems to be getting a lot better. Actually, according to the Associated Press, data from the U.S. Department of the Treasury shows that the number of banks and credit unions servicing marijuana businesses in the U.S. spiked from 51 in March 2014 to more than 300 by March 2016. However, more often than not, these institutions charge cannabis businesses higher-than-usual fees for their services.


Check out a listing of financial institutions that service the cannabis industry at https://industrydirectory.mjbizdaily.com/banking-point-of-sale and at www.ganjapreneur.com/cannabis-banking-payment-processing.


Despite the increasing number of financial institutions servicing the cannabis industry, credit is still very rarely available for marijuana businesses.
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Before moving on, here is some cautionary advice: be careful how you fund your company.


“Back in 2014, most companies were raising debt. No matter what kind of debt, the fact of the matter is that, for an emerging growth company without a lot of existing revenues, cash flow, or big backlog of forward revenues, you may be in a position where you can’t either service the debt and keep it current, or pay off the debt when it comes due,” Viridian Capital Advisors’ Scott Greiper explains. “And this is a real problem because then someone else will own your company.”


Note that the data in Table 4–1 below represents the capital raised by global cannabis-related companies captured by Viridian Capital Advisors’ Cannabis Deal Tracker market intelligence initiative and may not be entirely comprehensive.
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TABLE 4–1: Cannabis Capital


Source: Data shared exclusively by Viridian Capital Advisors.


This said, funding a company with equity is not easy, but you should at least try to do so.






 





“Getting funding for a cannabis business presents very unique challenges because you can’t just get an SBA or small business loan, and banks are not going to lend money to you either,” Super Bowl champion turned cannabis entrepreneur and investor Marvin Washington explains. “Unless you are migrating, leaving your career at Wall Street or Silicon Valley—which a lot of people have done—and have a nest egg, you will have to go through nontraditional routes to get your financing.”


So where exactly does an entrepreneur turn for funding? Let’s explore some important topics related to getting your cannabis cash in place.


Seed Capital and Series “A” Raises


Your first (or seed) capital round will, more likely than not, be completed with money from family and friends or personal savings prior to your market debut. Although this limits your options, this is the reality of the industry nowadays since traditional funding for cannabis startups can be hard to come by.


The second (or Series A) round, which takes place sometime after your launch, may attract professional, third-party investors, after you have managed to accumulate a few pilot or regular customers.


“A seed round is aimed at building a product, service, or technology and getting some early traction, typically in the form of beta or pilot customers,” Viridian Capital Advisors’ Scott Greiper says. “This will help you establish some reference cases. Investors will want references from clients in the future.


“A Series A round is for moving into normal operations and your initial scale-up: hiring more people, broadening your product line, ramping up sales and marketing efforts, coming up with more distribution agreements, maybe even some initial PR, so you can get some articles, press releases, and visibility,” he says.


One final note: while family and friends will take common stock in your company in exchange for their hard-earned money, professional investors will most often look for some kind of additional benefit.


“Early-stage investors investing in startup companies typically invest in preferred stock. It’s not common stock, which gets to sit with every common shareholder; they have certain special rights like a dividend payment, interest payment . . .” Greiper adds. “So the early-stage entrepreneur should be raising his or her first tranches of capital in the form of equity and is likely to see preferred equity as the first type of professional money that is being offered.”


Valuation


The other big concept an entrepreneur needs to understand before going out to raise capital is how valuation works.


Simply put, your company’s valuation is equal to its net worth or what a sensible buyer would be willing to pay for it. You may not know this, but in the early days, your company’s valuation is often determined by how much equity you need to give out in exchange for the money you get, rather than by an actual calculation of its potential value. At first, there aren’t many other simple ways to value your company.


So imagine you go and raise $50,000 and give your investor 5 percent of your company in exchange for it. There, you just got a $1 million valuation. If instead you manage to raise $200,000 from your friends and family and end up distributing 10 percent of your company among them, you just went to market at a $2 million valuation.


Calculating the real value of your company is difficult, and it often means having to set your ego aside. However, take into account that, if someone is offering $50,000 for 5 percent of your company, which you haven’t even started yet, they are basically implying that your idea is at least a million-dollar idea. So whether or not you ultimately agree with the terms of the investment, take that valuation as a compliment.


Another important thing to remember is to never base your valuation solely on those of your competitors. Nothing ensures that 1) their business model is actually similar to yours, even if it seems that way, and 2) they were valued correctly.


“You can’t grow a business with valuation,” Scott Greiper comments. “You grow a business with capital.


“And underneath that is even a more significant point. Getting a seed round done at the right valuation is not only important to bring in the right investors and try to minimize dilution but also to show future investors how you manage, invest, and capitalize on the money people give you—how you use it to grow your business.”


Some investors suggest there is even merit and strategic thinking behind taking a lower valuation than you would like for your seed or Series A rounds. “If you price your first rounds right and generate strong returns for your investors, your chances of getting a higher valuation, more capital, and better investors in your later rounds get significantly enhanced,” Greiper concludes.


Think of it as hiring a stockbroker. If he gets your first trade right, you are more likely to stick with him, even if he misses the target in your second or third trade, because he managed to make you money fast.


Small-business loans are not available for cannabis businesses. So where will you get the money you need to start a business?


Before we look at the diverse funding alternatives available, you should remember to be careful with the way in which you choose to finance your company, to get comfortable with the fact that its valuation will be determined by others, and to reconcile with the idea of going to your friends and family for the first round of capital.


Now it’s time to look at the different people and firms investing in the cannabis industry. In the following chapter, we’ll take a look at the main steps you should take to approach the investors pouring money into cannabis businesses. From family offices to venture capitalists, there are things all investors value and others that are very specific to each type.


In general, investors like to see:


       [image: ][image: ]     More than one founder


       [image: ][image: ]     A strong management team


       [image: ][image: ]     A scalable business idea


       [image: ][image: ]     People committed to the cannabis industry and movement


So, without further ado, let’s dig into funding alternatives.









CHAPTER 5


Funding Alternatives


Since banks and traditional financial institutions do not generally offer loans to cannabis businesses, many cannabis entrepreneurs fall back on family members and friends for seed capital—and this is probably the best choice. Nonetheless, not everyone is surrounded by affluent people willing to make risky investments. And, even among those who are, many would rather not mix their personal and professional lives.


Below you’ll find some other common funding alternatives for the cannabis industry, which might come in handy when raising seed capital or when looking for additional funds for your business after a friends and family round. Not every one of them will be right for your business, though. The type of business you are trying to finance and the way you do it are intrinsically intertwined.


Hadley Ford of iAnthus Capital Management proposes an analogy. Imagine you want to get into the alcohol business: “You can open a bar, you can become a vintner, you can launch a new vodka brand. . . . It’s the same thing in cannabis.”


Regardless of the business you want to start, there are a few things that are common to every financing process. The first one, always, is having or opening a bank account of your own.




 






tip
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Make sure that every investment you get is compliant with state and federal securities laws and find out about the limitations for out-of-state investors.






 





After that, consider turning to family members and friends for your initial capital. “Even though you may not want to go to a family member, the fact is that the biggest issue anyone writing checks ever has is trust: the question of whether you are going to be good at what you say you are good at—of whether you’ll be able to execute,” Ford says.


“The people in your own circle, in your own community, have a better appreciation of these issues. So that is the first circle of money, as it were.”


“Also keep in mind that you can offer some of your initial employees equity in your company as part of their pay, saving cash at first. This is what we did with our company,” Oleg Cheine and Daniel Cheine, co-founders of CannaSOS, add—although many other experts strongly advise you avoid giving equity to your employees for very diverse reasons, from avoiding dilution to fully retaining your ability to decide if and when to sell your business.


Many cannabis entrepreneurs and investors recommend you raise capital from the very beginning. However, others have argued that developing your company before getting investors in can help you go to market with a better valuation and avoid having third parties involved in the development of your brand. “A lot of investors ask for too much equity in your company in relation to the money they offer,” recognized cannabis journalist Debra Borchardt says, based on her years of covering the industry’s financing processes.


Think hard about how you want the investor/entrepreneur relationship to shake out in the long run before deciding on what funding source is best for you. Let’s explore some more of those possible sources next.


Family Offices


Outside family members and friends, another recurring source of capital for cannabis businesses is family offices. A family office is a private wealth management firm, similar to a hedge fund, but serving just one or a few very wealthy families and high-net-worth individuals. However, getting their attention is not easy; everyone wants their hard-earned money, but few are considered worthy of it.


If you decide to go this way, try to attend family office-focused events; while most of these are invite-only, a little googling can lead you to some events open to the public. An intermediary firm with connections in the family offices space will facilitate introductions, help you with pitches, and get you invites to the right events. However, these firms tend to avoid brokering deals. A few such firms are:


       [image: ][image: ]     SCN Corporate Connect (www.smallcapnation.com)


       [image: ][image: ]     Family Office Networks (https://familyofficenetworks.com)


       [image: ][image: ]     Cavendish Global (http://cavendishglobal.com)


       [image: ][image: ]     Family Office Club (http://familyoffices.com)


“What we do is prepare the company and its CEO to get a very focused, nonpromotional message across to family offices,” Hugh Austin, CEO and founder of SCN Corporate Connect, explains. “The deal we have with family offices is that we will minimize the amount of time they have to spend learning the basics about a potential investment. So instead of sending them document after document, we send a five- or six-minute video and, maybe, a short deck highlighting the company’s revenues, if its management team is special, whatever sets it apart.”


This does not mean that any company paying these firms’ fees will get an automatic introduction to these sophisticated investors. It’s important to maintain a good relationship with family offices and retain their trust, SCN Corporate Connect’s managing director Bryan Crane adds. “We don’t take just any deal to them. These unique sources of capital want to see high-quality deals and often shy away from friends and family rounds. So we try to take them Series A and Series B rounds,” he notes.
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