he global cannabis industry is
growing up fast. In North Amer-
ica and Europe, legalization
measures are having a dramatic
effect for both users and inves-
tors. Globally, legal cannabis could top $66.3
billion in revenue by the end of 2025. In the
US., the industry—today valued at $12 bil-
lion—is expected to grow at a compound an-
nual rate of 24.1% by 2025, according to a 2019

report by Grand View Research.
Yet for all the gold in the proverbial hills,
producers and retailers face a rocky and

uncharted path to success.

In the European Union, most nations allow or
plan to allow for the medicinal use of cannabis
, or cannabidiol (CBD) products (nonpsychoactive

compounds derived from hemp). But many are

now growing more comfortable with the idea
of allowing legalized recreational cannabis use
as well. In August, Luxembourg announced that

it would become the first European country to

legalize cannabis production and consumption,
going further than even the Netherlands, where
recreational use is tolerated but technically illegal.

The Dutch system is a good example of the
kinds of vexing challenges businesses face. New
legislation often only increases legal and finan-
cial hurdles—many of which have not been seen
in any other industry. “It’s been a hassle at every
step,” says John Oram, founder and CEO of
NUG, a vertically integrated cannabis company
based in Oakland, California, USA.

The U.S., which many predict will become
the world’s largest cannabis market, is a great
example. While it is illegal at the federal lev-
el, 11 states and the District of Columbia have
legalized recreational marijuana, and 33 allow
medicinal use. Since each state has installed
its own regulatory framework, the result is a
patchwork of rules often in conflict with each
other and with federal law.
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For example, because interstate commerce
falls within federal jurisdiction, cannabis busi-
nesses cannot ship active ingredients or fin-
ished product across state lines, even if both
states allow legalized recreational use. This
also means that businesses cannot ship prod-
ucts on federal highways. Even more chal-
lenging, federally backed banks often refuse
to take on accounts from cannabis businesses
for fear of federal audit.

These conflicting regulations shaped
NUG's entire business model, forcing Mr.
Oram to build his own supply chain from the
ground up, including testing labs, growing
sites, harvesting and extracting operations,
packaging, wholesale and retail. He originally
was interested in setting up a retail business
only but quickly realized that this would be
impossible. “There was no system in place. By
necessity, we had to be vertically integrated.”

To grow his business in other states, Mr.
Oram faces the same logistical and regulato-
ry challenges as he did in California—he will

4

Growth, production and retail
operations at NUG; a cannabis
company based in Oakland,
California, USA

CANNABIS BY THE NUMBERS

Size of global cannabis industry

. $12 billion

in 2019

__$66.3 billion

by 2025 (estimated)

@0209\0?

High-end
@mww@ estimate of jobs
215 000 in the cannabis

[ industry in 2019

$39.2 billion to $48 billion

Expected increase from 2018
to 2019 in full-time cannabis
employment in the U.S.

LB
$4 billion
Value of global industrial

hemp industry in 2019—
which will more than

Estimated total economic impact of the double by 2025
cannabis industry in the U.S. in 2019
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UP NEXT NEW FRONTIERS

A sign neara Canada-
U.S. border crossing
reminds drivers that
transporting
marijuana into the
U.S.isillegal.

‘4 »
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“"The only thing we can transport is our brand

and our IP, but not the product.”
—John Oram, founder and CEO, NUG

have to build a supply chain again. “The only
thing we can transport is our brand and our IP,
but not the product,” he says.

While many expect the US. federal gov-
ernment to eventually legalize cannabis, until
that happens every company has to start from
scratch in each state, says Tom Adams, canna-
bis market analyst for BDS in Boulder, Colora-
do, USA. “It’s an enormous amount of money
wasted due to a federal problem.”

Crowded Risk Landscape

Businesses in Canada, where marijuana be-
came legal for recreational purposes in late
2018, face a different but equally challenging
environment, says William MacLean, CEO
of Wildflower Brands, which owns both a li-
censed Canadian retail cannabis chain and a
hemp CBD wellness product company that
sells goods nationally in the US. Canada
boasts a mix of public and privately run can-
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nabis stores, opening 100 stores within days of
legalization.

Yet for all the seeming enthusiasm, some
Canadian provincial governments have re-
stricted the licensing of retail shops, limiting
Wildflower’s ability to open more shops, Mr.
MacLean says. In May, Health Canada passed
a rule requiring new cannabis retailers to have
their stores fully built before they can apply
for a license—a rule nominally meant to en-
courage growth but that many say may only
stymie it.

The nation is cautious about the poten-
tially hazardous impact cannabis could have
on underage users as well. Canada has strict
guidelines for product packaging, requiring
child-resistant and tamper-evident packages
with clear health warnings and plain, unap-
pealing package designs. In addition, gov-
ernment enforcement officials can perform
inspections on facilities with no prior notice,
says James McMillan, senior vice presi-
dent of strategic business development
for HEXO Corp., a cannabis compa-
ny based in Gatineau, Quebec. “Even
pharma companies often get a 30-day
notice,” he notes.

There are also rules limiting growth
and scale. In Ontario, for example, li-
censed cannabis producers can only
operate one retail shop. Yet in British
Columbia, producers are prohibited
from operating any retail shops at all.

Wildflower found that while invest-
ment banks are eager to invest in these
companies, at the account level it is
still a challenge to get a bank account.
“We've had half a dozen accounts
closed because banks get scared,” Mr.
MacLean says.

He relies on his partner, Wildflower
CFO Stephen Pearce, to oversee risk
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management strategies and define solutions
when regulations conflict.

It is one of the reasons that Wildflower
chose to pivot to the U.S., where the company
can cultivate, manufacture and sell products

on a larger scale. LT
Risk forecasting and a keen eye to regula- It's an
tion are essential in the cannabis business— enormous
regardless of location. “It is constant work to amount
grow an operation to scale and t9 find capital of mone y
to build enough of a supply chain to ensure
delivery of product to market,” Mr. McMil- wasted due
lan explains. to a federal
At HEXO, risk analysis responsibilities are "
shared throughout the C-suite. “Our core prObIem'
leadership team conducts “what if” analyses at —Tom Adams,
every opportunity to identify all possible risks, cannabis market
and then we take the path with the most real- analyst, BDS

istic outcome,” Mr. McMillan says.

Before the 2018 Farm Bill, U.S. federal law
prohibited farmers from growing industrial
hemp for commercial profit, though retail
sales of products made with hemp were le-

gal. To avoid conflict, Wildflower imported THE TAKEAWAY
hemp from Europe to the U.S. and then ex- Revenues from legal
tracted the CBD oil in country. “There are cannabis could top
no models to assess this newly emerging $66 billion by 2025
framework, so risk management is essen- globally, jump-start-
tial,” Mr. MacLean explains. ing a new economic
In September, the U.S. House passed the ecosystem spanning
SAFE Banking Act, which would legalize re- health care to retail.

As the market swells,
competition will force
arenewed focus on
innovation and quality.
And like any emerging
industry, leaders must

lationships between the cannabis industry and
financial institutions. But as more countries
consider legalizing cannabis, the regulatory
challenges will be here to stay.

For businesses to thrive, ambitious entre-

preneurs should turn to an old playbook: Stay navigate a dynamic
laser-focused on quality while working to dif- regulatory landscape
ferentiate their products and brand from their covering everything
competitors. “In the beginning, quality was from packaging to
less important, but now it’s an expectation,” distribution.

Mr. Oram says. 1Q
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