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LEGAL DISCLAIMER


This book and its contents are intended for educational purposes only and should in no way be interpreted as medical, legal, or any other advice concerning the cultivation, sale, or any other use of marijuana, which although legal in some states and local jurisdictions throughout the United States, is at the time of publication of this book illegal under federal law, as well as in other states and local jurisdictions. The author and publisher do not advocate violating applicable law. Because of the variety of laws, regulations, and ordinances concerning marijuana and the fact that the advice and strategies contained herein may not be suitable for your situation, the author and publisher, make no expressed or implied warranties and assume no liability whatsoever, concerning the accuracy or reliability of the information contained herein, including warranties about the legality of, or likelihood of success in, conducting a cannabis business. The author and publisher recommend that anyone reading this book research applicable laws, and consult with appropriate licensed professionals and other experts, before taking any action in connection with, or based on, the contents of this book.
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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.


       [image: ][image: ]     Mikuriya, T. H. “Marijuana in Medicine: Past, Present and Future.” California Medicine 110, no. 1 (January 1969): 34.


       [image: ][image: ]     NORML. Marijuana Law Reform Timeline. http://norml.org/shop/item/marijuana-law-reform-timeline.


       [image: ][image: ]     PBS. Busted—America’s War on Marijuana. www.pbs.org/wgbh/pages/frontline/shows/dope/etc/cron.html.


       [image: ][image: ]     Russo, E. B. “History of Cannabis and Its Preparations in Saga, Science, and Sobriquet.” Chemistry & Biodiversity 4, no. 8 (August 2007): 1614–1648.


       [image: ][image: ]     Walton, R. P. Marihuana, America’s New Drug Problem: A Sociologic Question with Its Basic Explanation Dependent on Biologic and Medical Principles. JB Lippincott Company, 1938.


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


 








[image: ][image: ] Cultivating Cannabis Employment






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.”
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