Before You Invest:
Cannabis Essentials

A publication of

In partnership with

WHAT
IS
CANNABIS?
Cannabis is a family of annual flowering herbs that has been in human use
for thousands of years in applications ranging from early textiles and
religious ceremonies to modern concentrates, cosmetics and consumer
goods.
Cannabis production has emerged at a global level within the past decade
due to regulatory reforms in many countries. Today, cannabis products
present a variety of industrial and commercial opportunities as markets
emerge with a resurgence of production capabilities to meet growing
consumer demand.
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WHAT
IS
HEMP?

Industrial hemp differs from the recreational and
medicinal cannabis plants in the concentration
levels of Tetrahydrocannabinol (THC), the
psychoactive compound known to produce the
“high”. Throughout the U.S. and most of Europe
industrial hemp is typically codified as containing
less than 0.2%-0.3% THC by law.

Hemp is a plant varietal of the Cannabaceae family that includes its medical and
psychoactive cousins, though it is largely processed worldwide as a commercial crop
to produce paper products, textiles and other industrial
Both George
usages varying from construction materials to biofuels.
Washington and Thomas Consumable hemp products have come to market offering
Jefferson grew hemp on an assortment of oils, resins, concentrates, flower, topical
their plantations.
applications, food products and beverages.

WHAT
IS
CBD?

CBD is short for cannabidiol, a non-psychoactive
compound found in the flower of the cannabis plant
(either hemp or marijuana). Many consumers have
begun to use CBD for its believed therapeutic
benefits from both a medical and wellness
standpoint, though its short and long-term effects
are still under study.

CBD products ranging from oils and tinctures to topicals and consumable foodstuffs
have exploded as consumer awareness and acceptance have shifted and products are
becoming widely distributed and standardized.
The EU has classified CBD-infused food and beverages as “novel foods” as they were
not commonly found in the marketplace prior to 1997 and are restricted by the body for
its member countries unless otherwise legislated. Other forms of CBD – topicals, oils,
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etc. – are generally understood to be outside of the Novel Foods regulations and are
widely available throughout many EU countries.
In the U.S., the passage of the Farm Bill in December 2018
thrust CBD into the forefront of the national spotlight. The
passage of the Farm Bill has triggered an explosion of CBD
through chained retailers around the country, including
Walgreens, CVS and Kroger.

Tetrahydrocannabinol (THC) is one of at least
113 cannabinoids identified in cannabis. THC
is the principal psychoactive constituent of
cannabis.

CPG companies have
scrambled to
incorporate CBD into
the full lineup of
their offerings.

WHAT
IS
THC?

RECREATIONAL AND MEDICAL CANNABIS USE

Currently, Canada and Uruguay are the only two countries with full federal
legalization. The U.S. legal recreational market is projected to
expand by 33% in 2019 alone, driven by
Over one and half healthy growth in populous medical states,
pounds of cannabis new recreational states coming online and
was discovered in a the stabilization of the California recreational
2,700-year-old
market following its underwhelming rollout in
Chinese tomb.
2018.
The legalization of medical products in over 60 countries has led to
dramatic growth, with legal medical sales topping $12 billion in 2018.
Use of the drug varies from treatment of chronic pain to improved appetite to the
treatment of symptoms of degenerative or neurological conditions.
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Many European countries regulate the use of medicinal cannabis, limiting the various
aspects of production or implementation such as the level of THC content, parts of the
plant in use, or prescription approval processes.
Currently 33 U.S. states operate some form of
medical market, with $10.4 billion in legal
By 2040, Cannabis sales nationally in
will eclipse $630B in 2018. These markets
exist in legal gray-areas
sales, equaling the
as federal guidelines on
current global beer
cannabis continue to list
market.
it as a controlled
Schedule I drug, leading to issues with banking
capabilities, regulatory changes, and criminal
liability
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The face of the cannabis user is greatly changing and moving away from the “typical
stoner” stereotype as access to products increases and consumers are educated on
the benefits of cannabis.
The current cannabis user is equally as likely to be male or female. The largest
proportion of cannabis users falls in the 56-79 age bracket, although a slight majority of
users are under the age of 40.
Top Five Medical Conditions Treated
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Most are using cannabis 5+ times
per week in smaller doses to treat
anxiety, pain, depression or
insomnia. They tend to use
cannabis in more leisure, solitary
occasions, like relaxing at home,
while doing chores, at concerts, or
camping with friends.

Usage Frequency
About Once A
Week

8%
11%
47%

15%

A Few Times A
Month
2-4 Times A
Week

Current users also drink alcohol
A Few Times A
like red wine and beer. They are
Year
19%
not using cannabis to replace
alcohol but rather as something to
5+ Times A
add to occasions with alcohol. The
Week
Source: Brightfield Group, 2019
majority mix alcohol and cannabis
together. Since legalization in various U.S. states, 55% of surveyed cannabis users
said they were using more cannabis but only 31% said they were drinking less.
SHIFTING PUBLIC SENTIMENT
Patient and consumer demand have grown to critical mass in recent years as more
medical research begins to support patient claims and social norms relax on
recreational adult-use. One of the largest consumer groups in medical and recreational
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markets are adults 65+, who typically use products to manage pain or other medical
symptoms. Support from patient groups and healthcare concerned voting blocs has
pushed socio-political shifts in the way adults view cannabis.
INDUSTRY POACHING CPG TALENT
More and more international cannabis
operators are bringing in executives from the
consumer-packaged goods world. A prime
example of this race for talent was Tilray’s
January 2019 announcement of 4 key
executive hires from Nestle, Diageo,
Starbucks and The Coca-Cola Company.
These outside leaders are bringing their
expertise in branding, marketing and product
innovation to the emerging industry.
There is a push toward centralized purchasing models that reduce costs and
minimize product disparities, creating the economies of scale that would unleash mass
production and retail in the event of legalization in the U.S. It has become a race to get
as large as possible as fast as possible; these firms have been growing both through
applications for permits in new markets as they come online and through acquisitions
of local operators in other markets.
PRODUCT FORMATS
As markets first emerge, flower is generally the most popular product – until recently
flower dominated nearly all black-market sales and was synonymous with marijuana.
However, flower’s market share is actively declining (in nearly every market), as newer
consumer segments begin purchasing cannabis form factors that don’t require smoking
or cause the notorious marijuana smell.
While flower’s importance in the cannabis sector is waning, its deceleration should not
be overstated – it still makes up 49% of overall sales in the U.S. today. Edibles are one
of the fastest growing categories, with subcategories like gummies and drinks
displaying strong growth trajectory, particularly amongst newer and younger users.
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CANNABIS
AROUND
THE
WORLD

EUROPE
Key Distribution: Pharmacies
Largest Product Type: Oils & Medicinal

CANNABIS SALES
2019
2023
$700M

$7.9B

The tide is turning in Europe, and around the globe, when it comes to cannabis
regulation. Though global entities such as the United Nations (UN) and World Health
Organization (WHO) have maintained a strictly anti-cannabis stance over the course of
decades, the international community appears to be warming to the prospect of legal,
regulated cannabis markets.

Ancient
Roman
author &
naturalist,
Pliny the
Elder, often
wrote about
cannabis

In early 2019, the World Health Organization
formally recommended that cannabis be
rescheduled to a less strictly regulated category,
and that the cannabinoid CBD be removed from
international control altogether.

The European Union’s legal cannabis market is poised to grow
rapidly, especially once supportive continent-level (or global)
regulations are in place, which looks to be imminent. CBD products
have been labelled as “novel foods” and are more strictly regulated than in the United
States. Once established, further regulations will pave the way for a stable and
scalable medical cannabis market across the region, rather than the patchwork that is
in place today.
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CANNABIS SALES
2019
2023
$346M

$2.7B

Germany’s medical cannabis market drives more than half of the legal sales in Europe,
due to both its population size, high per capita income, relatively lenient regulations,
and access to products afforded by insurance coverage of
The hops in beer is medical cannabis.

in the same family
of flowering plants
as cannabis. Beer
and Cannabis are
COUSINS!

At the end of 2018, there were approximately 40,000 insured
patients receiving reimbursements from public insurers - an
exponential increase
since the
implementation of
Germany’s medical
program in March of 2017. Germany’s cannabis
market is dependent on imported supply today,
and the country will likely continue importing at
least through 2020 based on current demand
trends.
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SWITZERLAND
Key Distribution: Pharmacies
Largest Product Type: Tincture

CANNABIS SALES
2019
2023
$8.9M

$117M

Switzerland currently allows roughly 3,000 patients to access cannabis products for
medical purposes, although regulations are in progress to loosen these restrictions.
Current regulations allow THC levels up to 1% in
CBD-based products, allowing for the sale of a
variety of products known as “cannabis light.” This
market has exploded (due to a legislative error, a
similar situation unfolded in Italy), likely paving the
way for future regulation changes.
Switzerland is also exploring recreational cannabis
legalization through a new pilot program that is
working its way through parliament. If approved, it
would allow 5,000 patients to access recreational
cannabis products over an extended period to study its effects over the course of a
decade. This long-term study will help drive decision making around the full legalization
of recreational cannabis, but decisions are not expected to be made prior to 2024.

NETHERLANDS
Key Distribution: Pharmacies & Coffee Shops
Largest Product Type: Flower

CANNABIS SALES
2019
2023
$76M

$1.1B

Despite its well-known status as a center for marijuana, Dutch “coffee shops” are not
technically legal. Medical cannabis sales reached $2.2 million in 2018, with a very
restrictive system of authorization for patients. Only a small number of products are
being authorized for sale through dispensaries.
However, the Dutch government has been closely watching experiments with cannabis
legalization around the globe and are gradually moving the market towards a legitimate
and thriving recreational adult-use industry, with the total sales for the country
expected to exceed $1 billion by 2023.
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CANADA

CANNABIS SALES
2019
2023

Key Distribution: Pharmacies & Dispensaries
Largest Product Type: Flower

$1.6B

$8.1B

The much-hyped opening of Canada’s recreational cannabis market in October 2018
was hampered by supply shortages, regulatory hiccups and tight marketing
restrictions, leading to underwhelming sales, relative to
expectations, in 2018.
With the expected addition of edibles to the offering of legal product
types in mid-December 2019, growth will accelerate in the shortterm. However, long-term prospects in the country may be limited
compared to the U.S., due to the relatively small size of the
Canadian population and the likelihood of continued marketing
restrictions and tight commercial regulations.
Canada’s legalization leaves much of the restriction up to its provinces who may
decide on their own if they will permit production or sale within their territory. Highly
populated urban areas in Ontario and Quebec have to date been underserved by retail
operations. Estimates place the concentration of retail shops within Canada at onetenth of the per-capita level of Colorado, indicating considerable room for growth in the
market as more dispensaries open to handle the large consumer demand.
LATIN AMERICA/SOUTH AMERICA
Key Distribution: Pharmacies
Largest Product Type: Flower

CANNABIS SALES
2019
2023
$131M

$269M

Latin America has a complicated history with cannabis due to years of violence
stemming from drug trafficking in the region. These markets are young and still very
much under development, with several countries awaiting the publication of regulations
and others expected to develop new regulations over the near term.
Uruguay became the first and only country in Latin/South America to legalize the
recreational use of cannabis with an estimated $13 million in sales in 2018, expected
to double to $27 million in 2019. However, the law establishes a highly regulated
industry; only two products have been approved for sale to date. Though prices are
10

quite accessible, low THC levels will undermine sales and enable persistent
competition from the black market.
Colombia’s legalization of both cultivation and export
could represent significant market opportunities for
companies that are able to navigate the complex reality of
corruption and organized crime in Colombia.
Cannabis is illegal for commercial sale and public
consumption in Colombia, but the laws for medical and
personal use have become more flexible. In 2017, the
federal government legalized medicinal use and licensed
the manufacturing of medical cannabis products (<1%
THC). Individuals can grow up to 20 plants for personal
use only. Medical cannabis can be produced and exported
from Colombia.
Companies wishing to sell CBD products in Colombia must receive approval from
INVIMA, the Colombian National Food and Drug Surveillance Institute. The first
approvals were granted in H1 2019 to companies selling CBD-infused skin care
products such as face cream, body lotion and lip balm.

The Mexican Executive Branch signed changes to the
Federal Penal Code and General Health Law in June
2017 that allow for the production and use of cannabis for
medical and scientific purposes. Medical cannabis laws
stipulate that cannabis products must contain less than
1% THC. CBD with <1% THC is legal for purchase and
does not require a prescription. Companies wishing to
commercialize CBD products must be authorized by
COFEPRIS (Mexican equivalent of FDA).
Between November 2018 and early-2019 the government granted 57 licenses for CBD
products or materials, including tinctures, capsules and gummies. However, those
licenses were halted in March 2019 and are pending further review against claims that
the original licenses were not compliant with medical cannabis regulations.
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U.S. Sales

U.S.
MARKET
UNITED STATES
Key Distribution: Pharmacies
Largest Product Type: Flower
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CANNABIS SALES
2019
2023
$11.1B

$22.7B

The U.S. cannabis market is expected to experience strong growth with a compound
annual growth rate (CAGR) of 20% between 2019 and 2023. The total market size for
cannabis in the U.S. is projected to reach $22.7 billion in sales by 2023, with
recreational sales forecasted to comprise $16.8 billion of the industry total.
The market is beginning to witness massive amounts of raised capital, partnerships,
major consolidation and acquisitions among players creating vertical integrations that
may prove hard to
compete with for many
small firms. There has
been a wave of
cannabis companies
going public on
Canadian stock
exchanges, setting the
stage for an influx of
capital into U.S.
markets to help fuel
expansion, which is
expected to continue
through 2019 and
MEDICAL
RECREATIONAL
beyond.
Source: Brightfield Group, 2019
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MARKETS

Billions

Major shifts in socio-political support for legalization have spurred momentum as
progressive proposals have been put forth in states like Illinois, and other midwestern
states, such as Ohio, open to medicinal usage. Increases in medical research and
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development, as well as the expansion of approved covered- medical conditions, such
as anxiety, chronic pain, and insomnia, will create growth opportunities in these startermarkets.
California has been growing despite a complex web of
regulations and tax structures that stifled growth upon initial
opening of the recreational use market. As growth rates have
slowed to low single digits in existing recreational markets,
many of the more populous states along the East Coast and in
the Midwest are scaling dramatically in size and offer much
greater long-term potential as legal and entry barriers begin to
soften.

Cannabis
dispensaries in
Colorado
outnumber
Starbucks 3:1

Illinois recently achieved a major victory for cannabis proponents, becoming the first
state to fully legalize recreational sale and use through the legislative process. Other
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states, like Vermont, had legalized recreational use but had not established guidelines
or regulations for the production and sale of products.

REGULATORY
AND
POLITCAL
OVERVIEW

Clarity at the federal level would
provide needed consistency, helping
states model and draft legislation to fit
their constituents and markets with
proven regulatory structures.

The U.S.’s evolving political and regulatory environment will greatly impact the
future direction of the cannabis industry at large. Major shifts in socio-political
support for legalization have spurred momentum as progressive proposals have been
put forth in other midwestern states, such as Ohio, to open to
medical markets.
Betsy Ross’s
2018 FARM BILL

famous flag of the
United States was
made of hemp.

The 2018 Farm Act, also known as the Agricultural
Improvement Act of 2018, removed hemp from the DEA’s list of
Schedule I drugs, therefore lifting restrictions on the sale, transport, or possession of
hemp-derived products. This opened the flood gates as large corporations moving to
establish industrial hemp-based CBD production facilities.
As a recognized crop, the industry and farmers enjoy additional protection and
assurances. However, the bill does not remove all barriers to the production and sale
of CBD products made from hemp as ingestible products are still making their way
through FDA approvals.
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2019 STATES ACT
The Strengthening the Tenth Amendment Through Entrusting States Act (STATES)
was reintroduced in Congress in 2019 as many states sought clarity from federal
administration regarding their stance on criminal prosecution of cannabis related
products. The bipartisan legislation would clear up longstanding confusion of state
legislations versus federal law on cannabis effectively carving out a
“respect states’ rights” exemption for individuals and businesses in compliance with
state laws relating to the regulation, manufacture, production, possession, distribution,
administration or sale of cannabis products.
2019 SAFE ACT
The Secure and Fair Enforcement (SAFE) banking act would serve as another large
step forward for the legitimation of cannabis businesses by protecting the business
banking practices of those operating in medical and recreational states. The current
environment imposes difficulties for businesses to pay their bills and employees in a
legitimate, non-cash way.
As a federally controlled substance, many risk-averse banks are hesitant to do
business with legal cannabis businesses. The STATES act may be the needed
groundwork that would allow a safe political environment for passage of the SAFE Act.
APPROVED MEDICATIONS
GW Pharmaceuticals’ Epidiolex was officially approved on June 25, 2018, making it the
first FDA-approved medication containing a purified drug substance that is cannabisderived. Epidiolex, an oral solution of pure plant-derived CBD, targets severe,
treatment-resistant epilepsy syndromes, such as Dravet
syndrome, Lennox-Gastaut syndrome, Tuberous Sclerosis
Complex and Infantile Spasms.
The unprecedented approval of this product helped forge the path for the DEA’s first
and only incidence of reclassifying a plant-derived CBD medication from a Schedule I
to a Schedule V drug – lending legitimacy to the use of CBD overall as a medicinal
product and thus garnering more popular support for the 2018 Farm Bill.
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Disclosures:
Investing involves risk, including possible loss of principal. ETF shares are
bought and sold at market price, not net asset value (NAV), and are not
individually redeemed from the Fund.
An investment in the Fund is subject to investment risks, including the possible loss of
some or the entire principal amount invested. There can be no assurance that the
Fund will be successful in meeting its investment objective. While the shares of the
Fund are tradable on secondary markets, they may not trade in all market conditions
and may trade at significant discounts in periods of market stress. ETFs trade like
stocks, are subject to investment risks, fluctuate in market value and may trade at
prices above or below the ETFs net asset value. Companies involved in marijuana
industry face intense competition, may have limited access to the services of banks,
may have substantial burdens on company resources due to litigation, complaints or
enforcement actions, and are heavily dependent on receiving necessary permits and
authorizations to engage in medical marijuana research or to otherwise cultivate,
possess, or distribute marijuana. Since the use of marijuana is illegal under United
States federal law, federally regulated banking institutions may be unwilling to make
financial services available to growers and sellers of marijuana. More information
about these risks can be found in the Fund’s prospectus.
An investor should consider the investment objectives, risks, and charges and
expenses of the Fund before investing. The prospectus contains this and other
information about the Fund. A copy of the prospectus is available at thcxetf.com
or by calling Shareholder Services at 800-773-3863. The prospectus should be
read carefully before investing. Current and future holdings are subject to
change and risk.
The Cannabis ETF is distributed by Capital Investment Group, Inc., Member
FINRA/SIPC, 100 E. Six Forks Road, Suite 200, Raleigh, North Carolina 27609. There
is no affiliation between OBP Capital, LLC, Merlin Asset Management, LLC, Innovation
Shares LLC, including their principals, and Capital Investment Group, Inc.
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