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Q1 2019 Limited Partner Update 

 

June 2019 

 

Dear Merida Limited Partner: 

Fund II is now closed to new investor capital and the vast majority of capital has been deployed 

across 25 investments. We executed on our strategy to invest across every major vertical within 

the cannabis industry and are we seeing the tangible benefits of our ecosystem connectivity thesis.  

Our efforts in Q1 were focused on portfolio development and ensuring each of our companies is 

executing along their respective mandates.  We see changes coming in the industry and have made 

significant progress along several fronts to best position each investment for these changes. 

Fund II will not be making investments into new companies, but we are seeing attractive follow-

on investment opportunities within existing portfolio companies.  We intend to reserve a portion 

of the proceeds from existing investments for those reinvestment opportunities, as well as for 

expected future option and warrant exercises.  We are selectively monetizing one of our public 

positions for this purpose and our goal is to return a significant portion of the proceeds to our 

investors but also to fully utilize the two years remaining in Fund II’s investment period to take 

advantage of these attractive opportunities within existing investments. 

The rapid evolution of the cannabis ecosystem and the manner in which traditional companies are 

looking to enter the space is more exciting than ever.  With adult-use passage in Illinois, the 6th 

largest state will join California and Michigan as top 10 states by population with adult-use laws, 

and Illinois will be the only state to have legalized cannabis by the legislature as opposed to ballot 

measure.  Illinois’ adult-use passage will help states trying to press ahead on changing their own 

laws, and put pressure on states like Iowa, Indiana, Kentucky and Wisconsin to at least pass 

medical laws as they now have a recreational state on their borders.  Illinois is projected to be a $3 

billion market, which dwarfs its current $225 million run rate.  It’s an incredible development that 

adds a tremendous amount of value to our portfolio.   

Other recent advances worth noting: 
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• Altria joined Constellation as another large oldline business making a major investment 

into a Canadian cannabis company in Q1 while  

• Novartis and several smaller pharmaceutical companies further aligned themselves with 

Cannabis companies.   

• One of Merida’s portfolio companies signed a Joint Development Agreement with a $7 

billion pharmaceutical company in early Q2 prior to this report (more on that below).   

• Authentic Brands, Sephora, Simon Malls, and CVS made major moves in CBD after the 

Farm Bill legalized all hemp-based products and constituents.  

• Greg Norman announced his entry into the CBD market (no word on whether it was his 

products that Phil Mickelson was caught vaping).   

• Greenlane’s (GNLN) recent listed on the Nasdaq, the first new issue to do so in the 

cannabis industry. 

• MTech’s (MTEC) awaited approval for trading make them and GNLN the first two U.S. 

ancillary companies to trade on Nasdaq.   

• Finally, it came to light that Goldman Sachs owns part of the ETFMG Cannabis ETF 

(Ticker “MJ”).   

Clearly the march to a normalized cannabis/CBD industry is moving apace in every way except 

for perhaps the most fundamental: federal legislation.  We remain convinced that this offers the 

singular best opportunity for asymmetric gains and we continue to strive to be positioned 

appropriately for the eventuality of deregulation.    

The medical side of the cannabis space will benefit most immediately by a change in the U.S. legal 

structure.  Rest assured that Merida’s portfolio is well represented here, with large investments in 

public company CB2 Insights, a medical data company; Vireo, a multistate operator uniquely 

focused on medical innovation and intellectual property; Manna Molecular, a transdermal delivery 

and technological innovation company; Vapor Dosing Technology, makers of a precision dosing 

technology that captures usage data; Emerald Scientific, a B2B platform for precision and 

laboratory equipment and supplies; Steep Hill Labs, which is both a lab testing and scientific data 

company; and lastly, Materia Medica Processing, an Italian CBD company.  We also continue to 

work towards finalizing a partnership for a medical license in Bermuda.   

We recently wrote in our last commentary:    

Until something is legal, it is very difficult to get the buy in of doctors, researchers and 

financing sources who will pay for long term research.  Doctors spend eight years of 

schooling/residency just to be able to properly identify ailments and potential treatments 

and they need information and validated data to feel comfortable guiding their patients to 

a specific treatment.  That data/research is about to explode like a Daisy Cutter all over 

the medical field as critical mass of research builds over the next two years.      

 

Anyone who thinks the ~$400 million of “medical” sales in Colorado last year, or $125 

million in New York for 2018 is the highest evolution of medical cannabis is very, very 

misinformed.  Ever heard of Anandamide?  You will be hearing about it more as we move 
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from the primordial sludge to a walking, talking pharmacological evolution. If the mature 

version of cannabis-based medicines is a baseball game in mid-April, then we are at the 

winter meetings where GMs make trades, and the schedule has just been released.  Teams 

are still looking at openings and rosters haven’t been set yet and no one really knows what 

their team will look like five months from now when the game starts.  That’s where we are 

in timeline of cannabis-based medicines.   

 

This still rings true. Even with the movement over the last 6 months, the infrastructure for 

cannabis-based medicines is still rudimentary.  With our deep exposure to the vertical, Fund II is 

positioned for both the present and the future.  Returning to the above teaser, a perfect example of 

that positioning is in Vapor Dosing Technology (VDT).  A beta version of their dosing device 

recently appeared in the Perrigo (Nasdaq: PRGO) investor presentation where they announced that 

they had signed a Joint Development Agreement with VDT to use the device for “nicotine 

cessation”.  This means that they hope to deliver the generic form of Nicorette as well as potentially 

new CBD formulations with generics and as part of new nicotine reduction formulations through 

the device.  The $2 million that could be due under the development agreement is non-dilutive and 

is equivalent to the total valuation at which Merida invested just 6 months ago.  Bear in mind that 

VDT already has a large purchase order from Kush (another example of our ecosystem in action) 

who will likely have an exclusive distribution agreement with an MSO by the time VDT’s device 

goes into full production.  The validation of both Perrigo and Kush could propel VDT into the 

medical device vertical well before other companies in the precision dosing race which we believe 

has a large TAM, particularly with new patients.  We are already looking into ways to partner VDT 

with CB2 to further accelerate adoption of their devices to capture as much native data from as 

broad a population as possible.     

New Team Members 

Merida now has 20 full time employees, and has fully transitioned operations to our external 

auditor, SS&C, and our third-party administrator, Fleming Financial Services.  We recently added 

two senior operating partners, Pam Galassini and Thomas Harrison, to focus on portfolio company 

development and institutionalizing our portfolio companies in preparation for the next phase in the 

evolution of the cannabis industry.     

Pam Galassini 

Pam brings to Merida more than 20 years of pharmacy benefit management, where she interacted 

and negotiated extensively with both payors and pharmaceutical manufacturers. Pam served in a 

number of roles at Medco Health Solutions, Inc. including as the company’s Pharmaceutical 

Strategies & Solutions Senior Vice President, Government & Labor Senior Vice President and the 

Central Region Vice President of Sales.  The company was purchased by Express Scripts for $29B 

in 2011. 

Pam is a valuable addition to the team, particularly given the imminent involvement of medical 

companies in our industry.  Already Pam is adding value to our portfolio, acting in a quasi-COO 

role at Manna Molecular.  Additionally, Pam brings incredible operational know-how to some of 
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our licensing efforts, having served as the CEO of Leafline Labs, one of only two medical cannabis 

vertical operators licensed in the state of Minnesota. She holds a B.S. in Speech Communication 

and Rhetoric from the University of Illinois 

 

Thomas Harrison 

We are also lucky to have added Tom to our team to support our digital companies, particularly 

MediaJel to start.  Tom was previously the president, chairman and CEO of Diversified Agency 

Services (DAS), a global group of marketing services companies and division of Omnicom Group 

Inc., and now serves as chairman emeritus. Under Tom’s nearly 20-year tenure, DAS grew to 

become the largest worldwide holding company of entrepreneur-led marketing services companies 

competing in the public relations, CRM, promotional/experiential/field marketing, branding, 

research, events and talent procurement, along with clinically-focused companies in the healthcare 

and wellness sectors. 

 

Although he will start as the Chairman of MediaJel, Tom is far more than a media guy.  He is a 

former board member of Zynerba Pharmaceuticals (NASDAQ: ZYNE) and currently serves on 

the boards of Montefiore Health System and Madison Logic. Additionally, Tom was elected by 

his peers as a New York Academy of Medicine fellow; served as a member of The New York 

Academy of Sciences; is a recipient of the Ellis Island Medal of Honor; and holds an honorary 

doctorate from West Virginia University, where he earned a graduate degree in cell biology and 

physiology. 

 

 

Political/Regulatory Landscape 

As we wrote nearly a year ago, the dam of illegality is crumbling remarkably quickly.  While a 

state-by-state legal approach with a federal banking law loosening up traditional capital structures 

would be optimal for continuing our strategy of using asymmetric information to find value in the 

pre-legalization phase of the industry. Below are significant recent highlights.     

Federal Court orders DEA to Reassess Cannabis 

In a stunning move that signals the most significant judicial statement on cannabis to date, a federal 

appeals court gave medical cannabis patients and reform advocates a small but significant 

procedural victory recently, ruling that it would hold open a case challenging the scheduling status 

of marijuana under federal law.  In essence, the court is putting the federal government on notice 

that it must “promptly” make a decision on marijuana rescheduling so that those who rely on its 

medical benefits don’t suffer unjustly. 

Cannabis patients and advocates filed a lawsuit against the DOJ in a U.S. District Court in 2017, 

alleging that the Schedule I status of cannabis under the Controlled Substances Act (CSA) poses 

serious health risks and unfair economic disadvantages. 

The court dismissed the case last year after accepting the government’s scheduling discretion and 

ruling against each of the plaintiffs’ claims. It also argued that the plaintiffs should have first 
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pursued reform through an administrative process, seeking relief from the federal agencies 

responsible for drug scheduling, before pursuing judicial action. 

The U.S. Court of Appeals for the Second Circuit has agreed that it took the issue to the judicial 

branch prematurely when it should have exhausted its administrative options.  That said, the court 

also determined that unique circumstances apply, particularly as it concerns the two child plaintiffs 

who argued that current federal law both jeopardizes their health and creates legal uncertainty. 

Writing for the majority, Judge Guido Calabrese stated “[W]e are troubled by the Drug 

Enforcement Administration (DEA)’s history of dilatory proceedings.  Accordingly, while we 

concur with the District Court’s ruling, we do not dismiss the case, but rather hold it in abeyance 

and retain jurisdiction in this panel to take whatever action might become appropriate if the DEA 

does not act with adequate dispatch.”  Remarkably, these two sentences could force the DEA to 

de-schedule before any of the bills listed below have a chance to change the face of the federal 

legal regime.   

Safe Banking Act 

This bill would open up traditional banking and financial services to the cannabis industry by 

amending existing laws to preclude federal regulators from penalizing banks that accept cannabis 

clients.  The bill would also require the U.S. Treasury to update its obstructive FINCEN guidance 

and its Anti-Money Laundering guidance – both of which have been the two biggest hurdles 

preventing the cannabis space from joining the 21st century’s banking system.  While this bill fell 

short last year in the House Financial Services Committee, it did have strong bi-partisan support 

including 14 votes from conservative republicans.  It is worth noting that most of the major U.S. 

banks submitted written testimony in support of passage.  Reps Danny Heck and Ed Perlmutter 

plan to have the bill on the House floor for a full vote this month and believe they have the votes 

to get it passed out of the House, including over 1/3rd of the Republican caucus. On the Senate 

side, Financial Services Chairman Crapo was quoted recently as saying he did not want to get the 

bill heard.  However, it is widely believed that if the bill garners 300 votes in the House (out of 

435), he will allow it to be heard and will attach it to a “Must Pass” bill to ensure it gets moving.  

Self-interest may be the deciding factor as several Republicans in tough re-election battles see this 

as a key driver of voter interest and will push to pass legislation that voters now clearly favor. 

  

STATES Act 

The STATES Act amends the Federal Controlled Substances Act to remove cannabis from 

Schedule 1 in states where cannabis has been legalized (either recreationally or medically). This 

bill has 24 sponsors in the Senate and 175 sponsors in the House in addition to leadership’s support. 

House Democrats currently present the bill’s biggest hurdle as are they pushing to include 

contentious amendments, particularly around social justice reforms and de-scheduling.  Timing of 

this bill is late 2019 and the upcoming presidential election in 2020 will ensure it is politically 

driven.  

 

FDA Oversight 

The FDA held hearings on May 31 on CBD regulations with Merida’s Chief Scientific Officer 

Deb Kimless playing a key role in the testimony.  The goal is to have CBD products regulated like 

nutraceuticals, with some baseline production and manufacturing standards to bring uniformity 
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and modernization to the marketplace.  We expect formal regulations to begin hitting the tape by 

late 2019.  With our recent transformational merger of Freedom Leaf Health with Green Lotus 

Hemp, we are watching all CBD regulations closely as this is an area where we see incredible 

opportunities.  

 

Significant State Highlights: 

California is on track to do at least $4.5 billion of legal cannabis sales in 2019.  That will represent 

~50% of total cannabis grown in the state as the black market continues to benefit from a chaotic 

regulatory landscape driven by the haphazard manner of California’s shift to an adult-use market.  

When observers predicted smooth transition in late 2017, we were concerned by several of 

California’s quirky aspects and the ability to account for how regulations would deal with the wide 

range of “loosely regulated elements” (to wit - loosely enforced retail regulations, non-existent 

mandated lab testing, cooperatives which are quasi-medical non-profits and a separate distribution 

vertical).    

What is remarkable is how the change to an enforced regulatory scheme hampered ordinary, 

compliant operations due to an overwhelmed regulatory body that enforced too much change too 

quickly on industry participants, many of whom virtually froze their businesses as they scrambled 

to meet new regulations.  While we believe in the power of a highly regulated market, the manner 

in which California messaged, implemented and enforced changes has created chaos across 

previously functioning aspects of its market.  The real winner of 2018 in CA are the regulatory 

lawyers overwhelmed with clients who are incapable of navigating the new legal labyrinth without 

legal representation.   

Michigan’s market continues to evolve in anticipation of 2020 adult-use legislation taking effect.  

The state is in the process of transitioning to a new regulatory body, away from LARA, which was 

created more for the regulation of liquor sales than for cannabis sales.  We expect the new regulator 

to push forward aggressively on Michigan’s laws based on the fact that they are already 

considering allowing recreational sales in 2019, which would be a boon to companies (like our 

own MCP Wellness Inc.) already operating there.   While we wait for recreational sales, 

Michigan’s medical market continues to be one of the strongest in the country with over 300,000 

registered patients. 

New York has grappled with an adult-use law for nearly 8 months and the bill will be a focus of 

the 2019 winter session.  The eventual passage will earn Merida additional Cresco Labs stock as 

part of the sale of Valley Agriceuticals.  New York has also greatly expanded its medical program 

and it is already on track to do $300 million in 2019, which would turn into a $4 billion market 

were adult-use passed.  

Oklahoma looks to have one of the broadest medical programs in the U.S.  The recently passed 

law permits home growing, barely defines medical cannabis and allows patients to possess large 

amounts of cannabis.  That combination has led to incredible activity for a state many considered 

anti-cannabis just one short year ago.  We expect Oklahoma sales to equal or exceed medical sales 

in Illinois in 2019, making it a state on our target list for opportunities.  
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New Jersey will have adult-use on their ballot in November after failing to put forward a passable 

legislative solution.  New Jersey is almost certain to pass the ballot measure given how adult use-

is polling.  The state did successfully expand its medical program, which includes a de-

verticalization of the state’s operators and which we believe will greatly expand the patient base 

while putting New Jersey on track for a $250 million market in 2020 and a $2 billion recreational 

market if/when their recreational ballot measure passes in 2019.   

Florida has settled lawsuits against its Department of Health by issuing 5 new licenses, taking its 

total vertical licenses to 22.  Florida also nears 300,000 patients and remains one of the fastest 

growing patient bases in the country.  The fact that Governor Desantis has shown significant 

Libertarian leanings in how he dealt with the lawsuits as well as a separate dispute with Trulieve 

bodes well for a Florida recreational measure working its way to the ballot over the next 12 months.    

Missouri will launch its medical program in August when it accepts applications for what seems 

like a broadly constructed medical bill.   With 6 million people, a strong base of farming interests 

that helped accelerate the bill’s passage and a somewhat lax medical construct, Missouri could 

resemble Massachusetts’ medical program over the next 2 years, with a TAM of $200 million by 

2022.   

 

 

 

By far the biggest news in 2019 has been the Canopy Growth/Acreage tie-up, which essentially 

enables Canopy to buy Acreage at a fixed rate when the U.S. Government deschedules, 

decriminalizes or legalizes cannabis.  Due to certain rules around ownership and benefits accruing 

from illegal markets, Canopy cannot move the agreement forward until a significant regulatory 

event occurs-that being a decriminalization or legalization in some manner at the U.S. federal level.  

At the same time, Acreage shareholders will receive a one-time payment upon approval of roughly 

10% of their holding and will then receive Canopy shares in a fixed ratio that values the company 

at ~$3 billion.  It’s an interesting transaction from many angles.  Here’s a quick summary:  

1. Canopy itself is tethered to Constellation Brands through a structured investment that entitles 

Constellation to own a majority of Canopy.  The likelihood of Constellation having approved such 

a tie-up is something we prefaced nearly a year ago when we highlighted that Constellation’s 

involvement would position Canopy to enter the U.S. market through some regulatory creativity 

that Constellation had learned through its own multi-national efforts.  It is worth speculating that 

Constellation would allow this transaction given their belief in the importance of Canopy’s early 

and prominent U.S. positioning.  It is also worth noting that Constellation likes the fact that 

Acreage is highly exposed to political figures, something they must view as a virtue.   Interestingly, 

the dilution from the Acreage deal would force Constellation to write another $1.7 billion check 

to achieve a majority.  Canopy deserves a ton of credit for how they have maneuvered 
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Constellation from the beginning.  Chalk this up as another intriguing chess move by Bruce Linton 

and company.  

2. Canopy is providing Acreage with some powder to continue an acquisition strategy by allowing 

Acreage to issue 58 million shares.  That said, many operators may hesitate to take Acreage 

currency due to the future complexity around closing this transaction, and having those shares 

convert into Canopy shares.  Canopy would have been better off giving Acreage a loan or a credit 

line because we think this could force Acreage to potentially overpay for assets to overcome this 

somewhat hard to define currency. 

3. The core risk of this transaction to Acreage holders is Canopy stock, which many analysts deem 

expensive by almost any metric.  It is likely that Acreage used that leverage to get a strong yielding 

one-time payment, but the majority of consideration will eventually be stock that could be much 

lower (and the price paid for Acreage could correspondingly be much lower).  In addition, we 

think the company has several large goodwill write-offs looming which will knock more than $1 

billion from its asset base. The Hiku purchase is one example of a $250 million write-off that 

should have been made already.  The Ebbu purchase should have several hundred million of 

impairment as well.  There are others but these are amongst the biggest.     

4. If Acreage was in the market to raise capital that would have been incrementally dilutive to 

shareholders, this transaction makes perfect sense.  Acreage could have determined that raising 

capital could be challenging in this environment.  Additionally, had they not entered into this 

transaction, their stock would have likely dropped a fair amount given how their peers have traded 

over the last 60 days.  Tethering themselves to what many see as a wildly expensive stock while 

they are just beginning to bring interesting operations online (NY/PA chief among them) is not 

optimal, but going to market with huge capital needs for build out while your stock is declining 

and the market in general is weak is less optimal.  It could be that Acreage needed what some 

analysts see as $200 million in capex and working capital over the next 12 months.  If capital 

becomes tight in the 2H of 2019, this could look like a much smarter play by Acreage-a play which 

protected their stock and shareholders at a time when other companies are facing a much tighter 

capital market. 

5. Canopy may find itself in need of capital over the next 12 months.  We have tried to estimate 

how much of the Constellation money remains and we are starting to circle a range of $1.5 billion 

as remaining cash on the balance sheet.  After the one-time dividend, capex Acreage requires and 

its own losses, we think that Canopy has spent nearly $3 billion dollars to date of the $5 billion 

received from Constellation.  Much of that spending has been on foreign operations that will not 

generate significant cash flow for a few years.  A general perception that Canopy needs additional 

capital could prove detrimental to its stock price given this has been a major part of the bull case 

has been that this is an asset with a bulletproof balance sheet.   
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MSOs remain the hottest vertical in cannabis due primarily to their size and scale.  There are now 

a wide range of MSO strategies, geographical concentrations, and financial results to choose from 

when reviewing the vertical.  Canadian public markets are now stuffed with public company 

MSOs, which should ultimately allow investors to compare and contrast the most attractive 

companies.  We summarize some key data for your edification.   

 

 

Public Comparables - U.S. Multi-State License Roll-Ups As of 5/28/2019

US$MMs

Company Name

Next

Financials

Last

Close

FD

Shares

Equity

MC

Net

Debt

Enterprise 

Value LQA

2018E

Rev

EV / 2018E 

Rev

2018E

EBITDA

EV / 2018E 

EBITDA

2018E

Margin

Trulieve Cannabis Corp (a) 5/30/2019 12.24$               110         1,346$          (6)$         1,340$      144$        103$        13.0x 46$            29.4x 44.4%

MedMen (b) 5/31/2019 2.19                  670         1,464            (38)         1,426       146          40            nm (47)             nm n/a

Green Thumb Industries (c) 5/30/2019 12.04                181         2,182            (139)       2,043       83            53            38.7x 2                nm 3.0%

iAnthus (d) 7/31/2019 3.97                  233         926              (197)       729          63            49            14.8x (34)             nm n/a

Liberty Health Sciences (e) 6/28/2019 0.60                  348         208              (6)           202          10            0              nm (5)               nm n/a

Sunniva (f) 7/31/2019 3.12                  48           148              16          164          11            14            11.6x n/a n/a n/a

TerraTech (g) 5/10/2019 0.72                  91           65                11          77            22            31            2.4x n/a n/a n/a

Golden Leaf (h) 7/31/2019 0.78                  735         569              2            572          18            17            34.6x (15)             nm n/a

Acreage Holdings (i) 5/14/2019 19.29                108         2,091            (554)       1,537       42            81            19.0x (5)               nm n/a

Columbia Care (j) 6.62                  223         1,475            1,475       52            39            37.5x n/a n/a n/a

Cresco Labs (k) 5/30/2019 10.77                364         3,925            (126)       3,799       68            43            87.7x 2                nm 4.6%

Harvest Health (l) 5/30/2019 7.50                  416         3,120            (116)       3,005       68            47            64.1x 10              nm 22.0%

Curaleaf (m) 5/30/2019 9.00                  593         5,334            (340)       4,995       299          205          24.4x n/a n/a n/a

Vireo Health (n) 7/31/2019 3.57                  111         394              (50)         344          n/a 18            19.1x 3                nm 16.7%

4Front/Cannex (o) 1.12                  630         706              706          n/a n/a n/a

MariMed (p) 7/31/2019 2.95                  195         576              11          587          14            12            49.5x 2                nm 20.3%

CLS Holdings (q) 6/28/2019 0.31                  125         38                3            41            10            n/a n/a n/a n/a n/a

Green Growth Brands (t) 5/15/2019 2.95                  200         589              (49)         541          39            n/a n/a n/a n/a n/a

CSAC (x) 6/30/2019 19.33                33           632              (102)       530          -           82            6.5x 27              19.7x 33.0%

Median excludes any data point labeled "nm". 21.7x 24.5x 20.3%

Average excludes any data point labeled "nm". 30.2x 24.5x 20.6%

Company Name

2019E

Rev

EV / 2019E

Rev

2019E

EBITDA

EV / 2019E 

EBITDA

2019E

Margin

2020E

Rev

EV / 2020E 

Rev

2020E

EBITDA

EV / 2020E 

EBITDA

2020E

Margin

Last

Update

Trulieve Cannabis Corp (a) 223$          6.0x 96$         14.0x 43.0% 302$        4.4x 133$        10.1x 44.0% 5/6/2019

MedMen (b) 172           8.3x (76)          nm n/a 491          2.9x 66            21.6x 13.4% 5/6/2019

Green Thumb Industries (c) 188           10.9x 29           70.5x 15.4% 420          4.9x 134          15.2x 31.9% 5/6/2019

iAnthus (d) 176           4.1x 23           32.1x 12.9% 331          2.2x 88            8.3x 26.6% 5/6/2019

Liberty Health Sciences (e) 11             18.4x (6)           nm n/a 66            3.1x 13            15.5x 19.7% 5/6/2019

Sunniva (f) 123           1.3x 18           9.3x 14.4% n/a n/a n/a n/a n/a 5/6/2019

TerraTech (g) 85             0.9x 9            9.0x 10.0% n/a n/a n/a n/a n/a 5/6/2019

Golden Leaf (h) 51             11.3x 10           56.6x 20.0% n/a n/a n/a n/a n/a 5/6/2019

Acreage Holdings (i) 292           5.3x 72           21.4x 24.6% 560          2.7x 157          9.8x 28.0% 5/6/2019

Columbia Care (j) 137           10.8x 31           47.4x 22.7% 391          3.8x 132          11.1x 33.8% 5/13/2019

Cresco Labs (k) 217           17.5x 59           64.7x 27.0% 504          7.5x 152          25.0x 30.2% 5/6/2019

Harvest Health (l) 184           16.3x 40           75.1x 21.7% 566          5.3x 183          16.4x 32.3% 5/6/2019

Curaleaf (m) 353           14.2x 97           51.5x 27.5% 718          7.0x 257          19.4x 35.8% 5/6/2019

Vireo Health (n) 89             3.9x 22           15.6x 24.7% 219          1.6x 55            6.3x 25.1% 5/6/2019

4Front/Cannex (o) 73             9.6x 7            nm 9.9% 298          2.4x 51            13.9x 17.0% 5/6/2019

MariMed (p) n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a 5/6/2019

CLS Holdings (q) n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a 5/6/2019

Green Growth Brands (t) 11             48.7x (5)           nm n/a 116          4.7x 35            15.3x 30.5% 5/6/2019

CSAC (x) 180           2.9x 85           6.2x 47.3% 232          2.3x 115          4.6x 49.8% 5/6/2019

Median excludes any data point labeled "nm". 9.6x 32.1x 22.2% 3.4x 14.6x 30.3%

Average excludes any data point labeled "nm". 11.2x 36.4x 22.9% 3.9x 13.8x 29.9%
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Q1 Deployments 

MCP Wellness - $4,900,000 

MCP Wellness is Merida’s largest single investment to date.  Merida completed its payment 

obligations to our Michigan partners (through MCP Wellness) in early Q2 and now has the option 

to own 51% of Michigan-based operator Green Skies/Healing Tree and affiliates, all subject to 

regulatory approval.  MCP Wellness just made its second step en route to public listing as part of 

a three state amalgamation that includes CannCure, a Florida-based licensee (and subsidiary of Sol 

Global) and 2 distinct California operations: One Plant, a 17 dispensary operation; and Northern 

Emeralds, a highly regarded grow operation led by a cannabis cultivation pioneer, Cody Stross.   

As detailed in our last Shareholder letter, Merida created a special purpose vehicle (SPV), MCP 

Wellness Inc., in order to purchase a controlling stake in a Michigan retail operation that also held 

cultivation licenses, with the intent to either take that company public or create liquidity through 

another method.   

We found our liquidity method when we identified that the sale of Verano Brands to Harvest forced 

Verano to divest itself of 3 Boys Farm, which reverted to Sol Global.  Knowing Sol was not an 
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operating company and thus without a way to monetize 3 Boys, we used our relationship with 

Sol’s executives to propose a combination and were able to come to terms on a transaction that 

would value MCP Wellness at $76.5 million for 51% of the Michigan operation for a $150 million 

initial purchase price and result in a newly formed public entity.  We also have aggressive earn 

outs which are certain to yield additional value since they are based on revenue in year one and 

EBITDA in years two and three.  It should be noted that all earn outs will be priced at the go public 

price (as opposed to the current price of the stock when the earn out is earned), which should create 

additional yield for our investment.   

With the addition of One Plant and Northern emeralds, the combined operation will have strong 

performance and revenue from day one.  Furthermore, the new MSO recently signed an LOI with 

the Canadian company, Goldstream (GSX), for a reverse takeover that will result in Merida 

receiving publicly listed shares.  We expect these two factors to help drive the MSO equity price 

up, resulting in further gains for our investment.   

MCP Wellness’ operation in MI alone generated $3.9 million in May with projections to open 6 

additional dispensaries in the next 3 months.  Our largest projected revenue producer, Ann Arbor, 

is set to open its doors in June. The combined companies are projecting 2019 revenue in excess of 

$100 million and 2020 revenue at more than $260 million.  Finally, the most important aspect for 

driving investor interest is that 3 Emeralds will be one of only a few MSOs to have positive 

EBITDA in 2019 (even after factoring adjustments) and should have one of the higher EBITDA 

lines in 2020.  
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Manna Molecular - $500,000 Series B 

 

Fund II has been looking for entry points into Manna for nearly a year, but the company’s frugal 

operating manner and small overhead made that impossible.  Our only investment was in Fund I, 

and while it wasn’t a particularly large investment, it did result in Merida owning 10% of the 

company.  We have watched the company grow, accelerate adoption, and execute on their plan.  

After Manna’s announcement of a global partnership with Aphria, we thought that the chance to 

deploy Fund II capital at reasonable valuations might never happen.  However, the expansion 

required of their existing business, and the need to scale their operating team quickly motivated 

the company to raise additional capital at a $10 million valuation, which was offered to Merida 

first due to our deep involvement in some of the company’s core decisions.    

 

We believe this valuation represents a significant discount to the company’s worth.  One MSO 

specifically had offered a highly structured transaction that started at $20 million with earn outs 

that could take it to $30 million or more but our connectivity to the company and our promise of 

operational support and a fast close allowed us to negotiate a strong transaction.  We then put our 

new operating partner, Pam Galassini, into a COO-like role at the company to ensure responsibly 

managed growth.  Pam’s Medco experience puts Manna in a position to institutionalize at a time 

when pharmaceutical companies are kicking the tires of potential partnerships with the company.  

 

KushCo - $510,000 PIPE 

The most surprising aspect of Kush’s Q1 was the fact that Goldman Sachs was looking to research 

and potentially initiate coverage on the company but their firewall on cannabis prevented it.  With 

Greenlane’s listing on the Nasdaq, it’s safe to say that Kush would be one of the first existing 

companies to uplist.  We added to our Kush position primarily because their organic revenue 

growth continues to impress and we believe that the shift to larger producers favors Kush’s evolved 

supply chain.  Kush did $35 million in revenues last quarter, up from $25 million in the previous 

quarter, and we see the hydrocarbon business as just beginning to hit its stride. 

We also see a deeper, less obvious reason to add to the position.  Kush is one of 4 approved C-Cell 

wholesalers, all of which are prohibited by C-Cell from poaching each other’s clients.  This is a 

significant designation as C-Cell cartridges are a vast majority of the vape cartridge market.  C-

Cell’s prohibition has softened recently, and now that Jupiter, one of the other 4 wholesalers, is 

merged into publicly traded TILT, Kush is poised to poach its clients. 

 

Steep Hill Labs - $250,000 

As discussed in past letters, Merida has taken an active operational role at Steep Hill, helping 

install an independent board of directors and newly constituted management team led by CEO 

Andrew Rosenstein.  Over the past several months, Andrew and his team have made substantial 

progress with respect to the Company’s California lab.  On the operations side, Steep Hill now has 

a fully-functioning lab with a 3 to 5 day turnaround time, which is competitive in the California 
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market. The Company has a strong relationship with its regulator (the California Bureau of 

Cannabis Control) and their new chief science officer has been highly successful in improving 

throughput and building crucial standard operating procedures. 

From a financial standpoint, Steep Hill has cut monthly operating expenses by 50% and is working 

diligently to rebuild existing customer relationships and form new ones.  While revenue growth 

has been slower than management would like, we believe that Merida’s ecosystem represents an 

extremely fertile ground for acquiring new testing customers.  We are confident that the California 

business will be on much more solid operating footing within the next several months.  Finally, 

we believe Steep Hill represents one of the few industry platforms that can be used to acquire and 

build testing labs on a national (and international) scale.  As consolidation occurs within MSOs, 

Merida believes that geographic scale will be crucial for companies like Steep Hill that sell services 

to the cultivation and processing industry. 

 

Mainstem-$1,500,000 - Add On 

 

We added to our Mainstem position in Q1 as they look to double year over year sales.  Mainstem’s 

B-to-B platform has seen consistent increases in SKUs available, visits from buyers and gross sales 

in each month in 2018 and early 2019.   In 2018, the company did $1.9 million of revenue, up from 

$1.2 million in 2017.  They are currently projecting $4 million of revenue for 2019 as they solidify 

some of the key integrations they need to drive sales on their marketplace.  The biggest challenge 

is locking in larger integrations like MJ Freeway, and the company is working towards this.  Our 

entry point continues to be at attractive levels relative to the revenue base and we think Mainstem 

will start to see interest from potential acquirers in late 2019. It’s interesting to note that packaging 

remains the largest seller on the Mainstem platform. 

 

MediaJel - $1,050,000 

 

We completed our investment in MediaJel’s preferred series seed round.  The company has 

developed solid traction in gaining marketing customers, with a current revenue run-rate in excess 

of $1.5 million across more than 20 brand accounts. The Company has stated that it believes 2019 

revenue should exceed $7 million, resulting in an attractive entry multiple of 2x forward revenue 

for a high-margin services company that is growing its top-line well in excess of 100% per year. 

The Company has also recently made tremendous strides in their strategic business development.  

In May, MediaJel appointed Tom Harrison as Chairman of the Board.  We are confident that his 

expertise in building diversified marketing and advertising services firms makes Tom the perfect 

person for this role.  Additionally, Merida has been actively assisting the MediaJel Board in 

assessing strategic acquisitions to further accelerate their impressive organic growth.  
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CB2 Insights - $377,000 Add On 

 

CB2 operates 28 cannabis-specific evaluation and education centers in 12 U.S. states and supports 

60,000 patients annually.  Their medical clinics require minimal investment capital and are cash-

flow positive and growing, displaying the characteristics of a high-quality business.  CB2 has 

chosen to reinvest its cash flow into building what we believe will be one of the largest patient 

medical data sets in the cannabis industry.  The company has deployed proprietary technology to 

collect data during the interaction with each patient to better assess how cannabis is successfully 

integrated into treatment regimens. 

The company recently reported a solid quarter ended March 31.  Adjusted revenue, assuming all 

acquisitions had closed at the start of the year, totaled $3.3 million CAD, implying a run-rate in 

excess of $13 million.  We anticipate, however, that the company will continue to make accretive 

clinic acquisitions.  While we are disappointed at the weak trading of the shares since its public 

listing, we note that CB2 now trades for less than 1.5x run-rate revenue with minimal cash burn 

stemming from investments in their data business.  Merida is actively collaborating with CB2 and 

its management to develop strategies that will help highlight and alleviate this deeply discounted 

valuation to the investment community. 

New Frontier - $750,000 Add on 

 

We provided New Frontier $750,000 of capital under our attractively priced LOC which is debt 

with warrants attached, giving us upside optionality with the protections of a debt security.  New 

Frontier has continued to grow its revenues, hitting monthly highs in each of the last 4 months, 

and has pending partnerships with the NASDAQ, Price Waterhouse Coopers, and most 

importantly, an agreement to merge into an existing pubco on the CSE.  Our capital ensured that 

they did not falter on the way to getting public and helped them lock in another fast-growing tech 

company that will be merging into the pubco contemporaneous to New Frontier.  We currently 

believe that the transaction will close in Q3.    
 

Ionization Labs - $333,333 Add on 

 

As we discussed in our previous shareholder update, Merida has completed the funding of its 

$1,000,000 commitment in a bridge convertible note to Ionization Labs.  Ionization Labs is 

a technology company that is building a network of on-site lab testing services for cannabis and 

hemp producers.  Their producer customers are able to quickly test for potency, cannabinoid 

content and quality control, without the need to access large, centralized regulatory labs. 

 

Ionization's impressive data collection efforts, as well as potential partnerships 

with complementary investments like Steep Hill, should yield incremental value to Merida as a 

lead investor.  Ionization Labs has seen a marked increase in inbound inquiries since the passage 

of the Farm Bill. In addition, we believe that MSOs and brands with high quality standards (like 

Canndescent and Cresco) will find great use in Ionization Labs products. We believe our pre-

money valuation cap of $8 million should prove to be extremely attractive and will help build a 

dominant testing services company in North America and beyond. 
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Significant Company Updates: 

 

GrowGen 

 

GrowGen has now expanded to 24 locations throughout 8 markets in North America. The 

Company’s growth is being driven through high double-digit same store sales, an aggressive 

acquisition and consolidation strategy, the opening of de novo stores, and increased activity on its 

e-commerce platform. The Company is consistently delivering over 100% year over year growth, 

and financial performance has improved in all areas. As a result, commensurate with Company’s 

release of its first quarter record results, GrowGen management provided revenue guidance for 

2019 of $60 to $65 million, an increase of over 100% versus 2018 revenues. The forward annual 

revenue targets appear achievable with first quarter 2019 revenues up by almost 200% year over 

year and by approximately 50% from the 4th quarter of 2018. Another transformational milestone 

for the Company was demonstrating its first quarter of profitability since inception with adjusted 

EBITDA of over $600,000.  GrowGen may be the first ancillary company of any size to actually 

achieve true EBITDA.    

To date, revenue and profit trends are even higher in the second quarter, which seasonally is the 

strongest. The performance of the newly acquired stores in Palm Springs, Reno and New 

Hampshire, and the newly opened stores in Oklahoma and Maine is exceeding expectations, and 

there is a strong pipeline of new acquisition targets set to close in the second quarter. In addition, 

as GrowGen continues to purchase larger volumes more efficiently from its vendors and turns over 

the inventory it acquired at a deep discount from BWSG, gross margin expansion will be realized.  

Merida continues to believe GRWG is meaningfully undervalued, trading at less than 2.5X 2019 

estimated revenues. As an OTC ancillary company, Grow Generation is not garnering as much 

market attention as a plant touching company or multi-state operator listed on the Canadian 

exchanges. We expect GrowGen’s stock will eventually break out as the market identifies the 

incredible acquisition metrics the company is able to achieve and with a strong second quarter and 

more visibility from an up-listing to NASDAQ on which management is currently focused on the 

process. Distribution for its own proprietary products, and HeavyGardens.com for direct to 

consumer online sales), the Company now has the foundation to surpass $100 million of sales in 

2020 while maintaining its strong margin expansion 

 

Henry’s Original-$1,000,000 (Q2) 

 

Henry’s is a private, California-based vertically-integrated operator and brand, whose popular 

flower and pre-roll products are cultivated entirely from Mendocino County. The Company has 

created a brand identity through this regional legacy. Merida views Henry’s as not only an 

opportunity to invest and grow a scalable value brand tied directly to ground zero of the cannabis 

industry, but to also invest in a vertically-integrated company that controls its supply chain and 

therefore will operate at relatively robust EBITDA margins in the long-term. Their business model 
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is in contrast to lower-margin white-label distribution plays, most notably Flow Kana and Lowell 

Bros. 

 

Henry’s positions its products as the highest quality for the best value: farm-direct, sun-grown, 

Clean-Green Certified (and someday Organic, once cannabis is rescheduled at a federal level) 

cannabis for the most competitive price. This “every-day man” customer focus differs from that 

of portfolio company Canndescent which focuses on the premium sector, and as such we feel the 

Company is a good fit and balance for the Merida portfolio. What we find appealing is the brand 

recognition that the Company has already achieved, both in the Northern and Southern California 

markets, with virtually no marketing spend to date.  Henry’s products are already available in  250 

dispensaries throughout the State (roughly 40% market penetration), and with increased 

production and distribution functions, in tandem with marketing spend for the first time and key 

hires (CMO, CFO), we see significant upside.  

Henry’s currently has 8 cultivation licenses, 1 processing license, 1 distribution license, and 1 retail 

dispensary license. Henry’s currently has over 100,000 sq. ft. of hoop-house cultivation (with 

significant upside to grow if certain local regulations change as expected). The Company also has 

built a nursery program that allows them work with local 3rd party growers and buy back at 

subsidized cost their finished product, thereby leveraging supply of product outside the purview 

of their licenses, originated using their high-quality genetics and tested to ensure their standards. 

These 3rd party flower purchases also allow the Company to keep up with very strong demand. 

Henry’s is more focused on building the brand with retail partners (as opposed to building up their 

own retail function), including some of the biggest in the State, such as Medmen, Harvest, 

Apothecarium, Airfields, Harborside, and Hrba. For context, BDS Analytics, whose state-wide 

sales data is not very reliable but probably the best available, recently ranked Henry’s 2nd in the 

State for pre-roll sales, and 9th in the State for flower sales. The Company offers 1/8 Oz. flower 

jars, pre-roll 4-packs, and single 1g pre-rolls, all in 15 different seasonal varieties, including CBD-

heavy variants. Henry’s will be expanding into more SKUs post Series B close, including single 

gram and ½ Oz. flower jars, Omura flower carts (a new and innovative product, think Pax pods, 

but instead of oil, the pods or carts have a single serving of flower that is disposable), and 

eventually in Q4 or Q1 2020, an oil-vape pen product. Henry’s is taking its time to develop this, 

as they are mindful of creating a pen that ties back to its Mendocino County flower brand and is 

differentiated from what is out there now. The Company also creates a significant amount of bio-

mass that is not ultimately selected or used for its existing flower and pre-roll products and would 

be a perfect source for extracting oil. The Company has shared prototypes with us and it we feel 

confident the product will be distinct in the space. 
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Merida is leading Henry’s $11 million Series B preferred equity round with an aggregate $4 

million equity commitment - $1 million was funded at the end of Q1, and an additional $3 million 

will be funded in Q2 (partly from Fund III). The preferred equity is priced based on a pre-money 

valuation of $38 million ($49 million post-money), which we justified based on a 2019E revenue 

projection of $15 million at the beginning of the year, equating to a 2.5x forward revenue multiple. 

In addition, Merida received $2 million of warrants, exercisable at a price based on a pre-money 

valuation of the Company equal to the lesser of (i) 20% below the valuation of the Company agreed 

to for purposes of any Series C fund raising round, or (ii) $55,000,000. After accounting for 

warrants, Merida will own nearly 11% of the Company on a fully-diluted basis. Finally, Merida 

operating partner Mina Mishrikey is representing the firm on Henry’s five-person board. 

Henry’s produced $2.9 million in revenue in 2017, its first year of sales, and $4.5 million in 2018. 

Through Q1 of 2019, the Company generated $1.6 million of revenue, and expects their monthly 

revenue figures to ramp up throughout the rest of 2019 as they penetrate into more retail outlets, 

roll out new products, double their production, and make their first serious marketing push. We do 

not expect the company to hit our projected $15 million revenue forecast for 2019 due to a 

problematic initial roll out with their distribution company but we feel good about the Company 

achieving strong top-line growth to the $10-12 million range, and much stronger growth in forward 

years with brand development and regulatory changes.  

We expect Henry’s to burn through a little more than half the Series B proceeds in 2019 as they 

scale, come close to breakeven on a bottom-line basis in 2020, and achieve significant positive 

cash flows in 2021 and beyond, with mature EBITDA margins of 34%. Henry’s is well-positioned 

to gain market share in California, the biggest market in the country and the world, and Merida 

sees the potential for the Company’s brand to elevate and cross the fragmentation gap 

geographically through licensing agreements outside of the Golden State. The valuation entry point 

seems attractive relative to comparative transactions with warrants to position Merida well for 

outsized returns in the long-run.  
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Vireo Health 

 

Vireo recently announced that it had received patents for CBD infused tobacco and that it had 

hired Harris Bader from ABInBev (the owner of Budweiser).  Vireo also announced $18.5 million 

of revenue, a 70% YoY gain, with positive EBITDA in both the most recent quarter and full year 

2018. 

 

Cannabis Benchmarks/New Leaf  

 

Watch the link below to get a sense of why we are bullish on the prospects for Cannabis 

Benchmarks, which we believe will create the first widely used spot index in the space.  

https://www.bnnbloomberg.ca/video/~1701505 

 

NAV Calculation 

As you can see from our NAV tracker, a significant amount of our portfolio remains booked at 

cost at the end of Q1, including MCP Wellness, which has already entered into a transaction which 

would change the value of the securities on Merida’s books.  It should also be noted that many of 

our public equities remain close to their lows, something that can change quickly in the volatile 

cannabis landscape.  With the recent public listing of Jushi, and potential listings of several of our 

private companies in the intermediate term, we continue to remain excited by the portfolio’s 

operating performance, the potential for liquidity, and the progression of our companies in 

implementing institutional quality governance  

 

https://www.bnnbloomberg.ca/video/~1701505
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We are thankful for the support and engagement of our shareholder base as we work towards 

establishing a standard of transparency and communication that is unmatched in the cannabis 

industry while also maintaining vigilance for governance and the relentless pursuit of value as we 

close the capital phase of Fund II and move to the monetization phase.  Please don’t hesitate to 

reach out to a team member if you have any questions or concerns.     

 

Very Truly Yours, 

 

Mitchell Baruchowitz 

Managing Partner 

 

Investment %  of Total Gross %  Total

at Cost Investment Gain * Return P&L

Grow Generation 2,806,175$         5.5% 1,019,500$         36% 3.9%

Kush + Summit 7,636,000           15.1% 5,085,565           67% 19.2%

Valley Ag - Merida Capital Cultivation 730,000              1.4% 2,749,132           377% 10.4%

Merida Capital Cultivation 226,163              0.4% (226,163)             -100% -0.9%

Jova 910,000              1.8% -                      -                      0.0%

Jushi 125,000              0.2% 1,037,500           830% 3.9%

New Frontier 3,250,000           6.4% 487,489              15% 1.8%

Simplifya 2,000,000           3.9% 344,518              17% 1.3%

Mainstem 3,100,000           6.1% (0)                        -                      0.0%

Steep Hill 4,049,989           8.0% 3,211,537           79% 12.1%

Canndescent 3,000,000           5.9% -                      -                      0.0%

Emerald Scientific 700,000              1.4% -                      -                      0.0%

Vireo 2,000,025           3.9% 6,662,856           333% 25.2%

VividGro 2,850,005           5.6% 1,000,000           35% 3.8%

YoCanna/Mediajel 1,375,000           2.7% 670,000              49% 2.5%

Vapor Dosing Technology 475,000              0.9% -                      -                      0.0%

Ionization Labs 563,333              1.1% -                      -                      0.0%

Materia Medica 472,723              0.9% -                      -                      0.0%

Freedom Leaf 2,040,000           4.0% 3,060,000           150% 11.6%

Cannex/4Front 501,353              1.0% 1,446,893           289% 5.5%

Laurel Harvest 135,000              0.3% -                      -                      0.0%

Her Highness 250,000              0.5% -                      -                      0.0%

New Leaf 250,000              0.5% -                      -                      0.0%

CB2 2,777,085           5.5% (73,910)               (0)                        -0.3%

MCP Wellness Michigan 7,920,000           15.6% -                      -                      0.0%

Manna Molecular 500,000              1.0% -                      -                      0.0%

TOTAL 50,642,851$       100.0% 26,474,916$       52.3% 100.0%

* These returns are pro rata and not adjusted for tranche entry point, exclude fees and expenses, and liquidity discounts for 

    for restricted stock positions. 

Fund II - Investment & Gain by Position *


