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Q4/Year End Limited Partner Update 

 

February 2019 

Dear Merida Limited Partner: 

As we turn the page on 2018, a year of incredible growth and activity at Merida, we are excited to 
close Merida Capital Partners II (Fund II), which will have made ~20 investments and deployed 
more than $50M over the twelve months since launch.  When Fund II launched in February of 
2018, we had four full time employees, and had a vision to become one of the leading institutional 
investors in the cannabis industry.  We are humbled and grateful for the investor support and 
engagement we have received during the year, which has largely turned our aspirations into reality 
in just one year.   

As of February 1, 2019, Merida has 16 full time employees, an outsourced controller, Tim Hawkins 
of LTBD, and a third-party administrator, Fleming Financial Services.   As we turn our attention 
to Fund III and to managing the companies in our existing Fund II portfolio, we will be opening a 
Toronto office to go with our three-person San Francisco team and three-person mid-Atlantic team.  
We also have team members in the Midwest and Florida to cover our investors and portfolio 
companies situated there.  The size and breadth of our team allows us to synthesize vast amounts 
of information and perform diligence in a more comprehensive manner, and to involve ourselves 
pervasively within our portfolio company governance, driving our “ecosystem connectivity” thesis 
forward.  We believe that the results we achieve with our investments will validate our thesis.  As 
the cannabis landscape continues to evolve, our consistent approach to diligence and strategy will 
further resonate with the sophisticated investor base that cannabis now attracts.   

While we devote modest resources to our external communications, we have established a position 
as a thought leader within the space.  We have nearly 3,000 followers on Twitter and our Reddit 
“Ask Me Anything” generated 86 comments, marking it as one most interactive segments for any 
cannabis presenter.  Media outlets approach us regularly to comment on breaking stories and our 
commentaries and tweets are widely discussed by industry participants.  As many of you are aware, 
our Partner, Daisy Mellet, has been listed among the 100 Most Influential People in cannabis in 
2018.  She surely deserves it as a key component of Merida’s external and internal process.   
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2018 found Merida profiled in MJBiz Daily as a leading investment firm, and Forbes, Bloomberg 
Rolling Stone, and Business Insider were just a small sampling of outlets to feature Merida and 
our team members.  The crossover appeal of Merida’s thoughtful approach is reflected in a recent 
invitation to keynote a long-term health care conference so that we could educate ~100 executives 
in managed and assisted living as to best prepare their companies and organizations for the effects 
of cannabis on their clientele.  That will take place in June.   

While some of our media profile has an intangible value that is hard to quantify, we try to have a 
clear vision on our goals when we engage with public media so that we avoid the trap of seeking 
publicity as a vanity project.   

Regardless of the activity, our primary objective is to advance the interests of our portfolio 
companies so that we can generate the highest possible returns within a risk-mitigated framework.  
Q4 proved to be a period of rapid growth, portfolio advancement, and an exciting time for the 
realization of this goal.  Our expanded presence helps to smooth much of the friction associated 
with cannabis investing and attracts talented professionals who are transitioning from other 
financial sectors into cannabis.  We continue to add such professionals to our team with an eye on 
operational experience and expertise.  We added two key employees in Q4:     

Matt Bartlett 

Matt brings to Merida 15 years of relevant experience in capital markets, commercial and 
agricultural finance, CPG, beverage M&A and global wine & spirits.  Prior to joining Merida, Matt 
cofounded Garden Society, a boutique Sonoma County cannabis company with a respected edible 
line of products distributed throughout California and featured in Forbes, LA Times, NPR, Metro 
and ESPN. Matt also has experience in logistics and supply chain from his tenure at Costco’s 
Kirkland Wine & Spirits and several multi-nationally distributed Napa, Sonoma and California 
premium & luxury wine brands.  Prior to his operational roles, Matt established the Wine Division 
for Bank of Marin (NASDAQ: BMRC), was Vice President at American AgCredit, a part of the 
National Farm Credit System, and was a VP and Regional Manager in Capital Markets Finance 
for HSBC.  Matt is a graduate of Cal Poly San Luis Obispo and Sonoma State University.   

Matt will primarily focus on investment due diligence as well as the operating and business 
development aspects of our West Coast and CPG-focused companies, Freedom Leaf, Canndescent, 
Her Highness, Kushco and GrowGeneration. 

Colin Kelley  

Colin has nearly 20 years of experience in finance, operations, management consulting and 
technology. Colin is an experienced operator in the cannabis space, serving for three years as CFO 
and COO of Minnesota vertical operator, Leafline Labs, where he currently serves on the Board 
of Governors. Colin has previously helped found Haze Delivery, a cannabis delivery and wholesale 
market platform and is also a member of the editorial board of Cannabis Dispensary Magazine. He 
has held management roles at Dun & Bradstreet, Investors Bank & Trust, Wind River Capital 
Management, and Fresenius Medical Care. Colin has consulted to the SAP Business Incubator and 
the Civilian Research & Development Fund. He earned his BSBA in Management and Finance 
from Bryant University in Rhode Island. 
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Colin will support Merida’s due diligence efforts, provide operational oversight and support for 
Merida’s two operating control investments, Jova Wellness and MCP Wellness Michigan, and 
work with Merida’s MSO portfolio companies, 4Front, Vireo and when the Valley Ag transaction 
closes, the ultimate acquirer as well.  
 
 

 

Political Landscape 

The most important federal regulatory movement in the 4th quarter was the 2018 version of the 
Farm Bill.  Typically, cannabis is not part of the conversation around farm subsidies, nutritional 
assistance, and crop insurance but with hemp in legal limbo, and strong support for hemp from 
Senator McConnell, the 2018 Farm Bill addressed hemp’s legal status and opened the door for 
legalization of cannabis’ closest cousin.   

To provide a little background, hemp is defined in the legislation as the cannabis plant (yes, the 
same one that produces marijuana) with one key difference: hemp cannot contain more than 0.3% 
of THC, per section 10113 of the Farm Bill.  In short, hemp can’t get you high.  For decades, 
federal law did not differentiate hemp from other cannabis plants - all of which were effectively 
made illegal in 1937 under the Marihuana Tax Act and formally made illegal in 1970 under the 
Controlled Substances Act which banned cannabis of any kind.  Now, under this new legislation, 
any cannabis plant that contains more than 0.3% THC would be considered non-hemp cannabis 
— or marijuana — under federal law and would thus have no legal protection. 

This new legislation has radically transformed the policy on hemp in the U.S. However, there 
remain some misconceptions about what, exactly, this new policy will change.  Existing pilot 
programs to study hemp (often labeled “industrial hemp”) that were approved by both the U.S. 
Department of Agriculture (USDA) and state departments of agriculture allowed for small-scale 
expansion of hemp cultivation for limited purposes. The 2018 Farm Bill, meanwhile, is more 
expansive, allowing hemp cultivation broadly and well beyond current pilot programs that have 
been limited to a study of market interest in hemp-derived products.  The Farm Bill explicitly 
allows the transfer of hemp-derived products across state lines for commercial or other purposes. 
It also puts no restrictions on the sale, transport, or possession of hemp-derived products, so long 
as those items are produced in a manner consistent with the law. 

However, the new Farm Bill does not create a completely free system in which individuals or 
operators can grow hemp whenever and wherever they want. There are numerous restrictions.  
Merida’s commentaries have consistently addressed the aftermath of legalization.  Legality = 
regulation.  Our portfolio is constructed such that we are well-positioned to take advantage of the 
CBD//Hemp evolution. 

Interestingly, there will be significant, shared state-federal regulatory power over hemp cultivation 
and production. Under section 10113 of the Farm Bill, state departments of agriculture must 
collaborate with the state’s governor and chief law enforcement officer to submit a plan for the 
cultivation, licensing and regulation of hemp to the Secretary of USDA.  This plan can only 
commence upon the Secretary of USDA’s approval. In states opting not to devise a hemp 
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regulatory program, the USDA will construct a regulatory program under which hemp cultivators 
in those states must apply for licenses and comply with a federally-run program.  This system of 
shared regulatory programming is similar to options states had in other policy areas such as 
Obamacare insurance marketplaces, or OSHA workplace regulations—both of which had 
federally-run systems for states opting not to set up their own systems. 

The Farm Bill also outlines actions that are considered violations of federal hemp law (including 
such activities as cultivating without a license or producing cannabis with more than 0.3% THC). 
The law details possible punishments for such violations, offers pathways for violators to become 
compliant and even differentiates which activities (such as repeated offenses) qualify as felonies.  
The 2018 Farm Bill continues the 2014 Farm Bill efforts to protect hemp research. Section 7605 
re-extends the protections for research and the conditions under which such research can and 
should be conducted. Further, section 7501 of the Farm Bill extends hemp research by including 
hemp under the Critical Agricultural Materials Act. This provision recognizes the importance, 
diversity, and multifaceted aspects of hemp as both a plant and an industrial material.   

Another myth about the Farm Bill is that it legalizes all cannabidiol (CBD).  This simply isn’t true.  
Cannabinoids derived from hemp are legal, if and only if that hemp is produced in a manner 
consistent with the Farm Bill, associated federal regulations, association state regulations, and by 
a licensed grower. All other cannabinoids, produced in any other setting (such as those isolated 
from THC-rich cannabis plants), remain a Schedule I substance under federal law and are thus 
illegal. The one exception is pharmaceutical-grade CBD products that have been approved by 
FDA, which currently includes one drug: GW Pharmaceutical’s Epidiolex. 

In our recent commentary on the Farm Bill, we highlighted salient takeaways, led by these five 
thoughts: 
 

1. It leads the way for our government to legalize cannabis, by providing an analog. Following 
on the heels of Canadian adult-use launching and now the legalization of hemp, regulators 
have two distinct sets of data on which to base a cannabis “STATES” Act or related 
legislation.    
 

2. More hemp means more cultivation, leading to more agtech innovation, which in turn leads 
to more efficient operations (and more ancillary spending on packaging, equipment, testing 
etc.)  You can expect a fair amount of hemp cultivation to come online and bring more 
professional growers into the hemp cultivation space. That will give cannabis growers even 
more information/data/feedback from which to derive their own value. GrowGen actually 
created a hemp professional division in Q3 to service these new cultivators. 
 

3. CBD is going to be huge...as a standalone product for patients, as a nutraceutical for health 
and wellness, and as an additive to cannabis to balance ratios and various other 
applications. Expect ubiquitous CBD to provide more product choices for patients, and 
more formulations for MSOs and sophisticated cannabis companies. It will also be a huge 
boon in limited license states that restrict products in some manner, like NY/MN/PA with 
extract-only limitations. 

 
4. Sophisticated cannabis extractors/companies understand CBD better than traditional CPG 

companies and will find ways to exploit its qualities, particularly in the short term. As 
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legalization normalizes CBD, expect those with resources and scientific knowledge to push 
the productization of CBD since legality will allow for more formal resources to help 
existing operators. Think analytical chemists, formulators and pharmaceutical experts.  
Expect every MSO to have a CBD brand by mid-2019.  

 
5. The research provisions and pure operator ambition are about to take research on CBD to 

incredibly granular levels. CBG, CBC and THC-V are about to be exposed as powerful 
cannabinoids with individualistic qualities that need to be exploited. We also believe that 
the research will prove efficacy in a manner that doctors, insurance companies and general 
society et al. understand and trust.  

 

Significant State Highlights: 

California continues to struggle with regulatory changes and the end of 2018 could be what one 
experienced executive called an “extinction event” due to the fact that California’s regulator for 
cannabis, the BCC, can no longer issue temporary licenses.  It is interesting to note that California’s 
tax receipts are 60% lower than predicted when adult-use was implemented on January 1, 2018.   
The state is actually attempting to rationalize its own mandate to get more of the state’s operators 
online while also starting to crackdown on operators throughout the supply chain who do not 
comply with the new tighter rules.  One component of that has been the crackdown on testing labs, 
which has led to two full suspensions of labs, Sequoia being the most penalized lab with a seeming 
death sentence.   

Our portfolio company, Steep Hill Labs, made necessary changes to its regulatory testing methods 
when it discovered that certain machines were not tuned to the correct sensitivity or were incapable 
of complying with BCC rules due to confusion about certain particle sensitivity requirements.  
Steep Hill acted immediately to remediate the issues and has recently been recertified to commence 
all regulatory testing.  Still, the modest hiatus was a lesson for the operating team there and Jeff 
Monat as Chairman has ensured that Steep Hill continues to progress towards a high-performance 
lab that sets the standard for all labs in the state.   The rigor required was a contrast to previous 
California rules and their enforcement.  This tighter enforcement has forced many operators to 
change their operating methodologies to a much more expensive baseline, something we predicted 
in making several of our ancillary investments.   

We believe California will finally start to track towards its $6-7B prediction by Q2 and we think 
it will do at least $4.5B of legal cannabis sales in 2019. 

Michigan is now one of the most important states from Merida’s perspective, given our substantial 
investment in MCP Wellness Michigan.   We view MI as an attractive market primarily because 
the medical law passed in 2018 was very broad in scope and immediately yielded to an adult-use 
law passed by ballot in November 2018.  With a population of ~7M adults 21 and older and over 
300K registered patients, BDS Analytics estimates the market for legal cannabis sales in MI will 
grow from nearly $950M in 2018 to roughly $1.4B in 2020.   The state has already announced that 
it will give priority of adult-use licenses to existing medical operators as of December 31, 2018.  
Given its substantial extant size and exclusive position as the only state in the Midwest to approve 
recreational cannabis sales, we are poised for a full rollout in 2020. 
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Using 2018 numbers, MI currently represents the fourth largest legal state cannabis market in the 
U.S., after CA, CO, and WA. Considering BDS’s “three phases of state market expansion,” MI 
appears to be poised to enter the second or hyper-growth phase, where growth rates accelerate for 
several years upon rollout of recreational sales. In Colorado, hyper-growth occurred from 2014 to 
2016, when Y/Y growth rates were 110%, 45%, and 31%, successively.  

Canaccord Genuity recently compared MI’s initial licensing framework to Arizona or California, 
in that there was already a substantial patient base before a formal law was passed.  As adult-use 
rolls out in 2020, much will depend on the tax disparity between those leveled on medical and 
those on adult-use sales.  We also believe that Michigan’s new medical regulations are punitive 
towards legacy operators who do not comply with licensing requirements, which is a big advantage 
for our investment in MCP Wellness.  Michigan authorities have begun to show much more caution 
in licensing new businesses and we think the bottleneck in Michigan is going to increase by Q3, 
right when we should be opening the 6th and 7th dispensaries in the MCP Wellness portfolio.      

New York is much easier to predict than New Jersey because a comprehensive outline for New 
York has been released.  Rather than wait for the legislature, Governor Cuomo is attempting to use 
the budget reconciliation process to pass an adult-use law.  The law would radically change the 
New York landscape, and interestingly, add flower back into the product mix after it was 
essentially banned in New York’s medical law.  With only 28 open dispensaries in the state, an 
adult-use law that could license up to 150 new dispensaries should put New York in the range of 
$2B for 2020 projected sales and nearly $3B for 2021.  

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.  

Maryland has crossed 90,000 active patients, hit $100M in cannabis sales and there are still more 
than 25 licensed dispensaries set to open there. The program continues to look like one of the big 
winners on the East Coast with broad geographical dispensary coverage, a wide product set, highly 
inclusive categories of who can recommend treatment (NPs, PAs, podiatrists, dentists) with more 
than 3,000 registered caregivers and 1,000 doctors signed on, and one of the broadest mandates 
from government to replace opioids with cannabis.  Merida has already made a convertible loan 
to a dispensary in Maryland, which will give Merida operational control if it desires to convert the 
Note at maturity (which occurs in nearly 18 months) or when a regulatory change allows the license 
to transfer.  

Ohio finally launched cannabis sales and Cresco Labs was the first dispensary to open in the state. 

New Jersey is poised to legalize adult-use cannabis, although the current set of proposed rules 
continues to be a moving target.  We project a bill passing in April with rules reconciliation 
occurring this summer and expect the regulation to take effect in early 2020. 

Missouri, Utah, and Iowa look to be the next states that will implement medical programs since 
their laws passed in November of 2018.  Iowa is particularly interesting because it allows home 
growing which is unusual in a state that has had strong headwinds for the launch of a medical 
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program.  Missouri should have a broad program given its rule set and the 60 licenses it plans to 
issue.  Utah is just getting ready to implement its licensing rules and could be slow in rolling out 
its program. 

 
 

Q4 saw significant industrial developments that demonstrate the continuing evolution of the 
cannabis ecosystem. The Farm Bill has catalyzed an arms race of Canadian investments in the 
global hemp market.  Tilray, Canopy, Aurora and other mid-level Canadian operators are 
scrambling to find hemp investments within the cannabis or CBD ecosystem.  Canopy spent 
$400M for ebbu, a company that specializes in CBD formulations for beverages and which 
announced their intention to spend $500M on U.S. focused hemp operations.  Aurora bought 
several European hemp producing companies. The Green Organic Dutchman acquired Hempoland 
while Tilray recently acquired a hemp food company, Manitoba Harvest.  It will be interesting to 
see how this arms race plays out since CBD is certain to be a highly competitive market and with 
so many U.S. companies building de novo infrastructure to compete, it is unclear that simply 
deploying huge investment dollars will serve the Canadian companies well.  Canadian prohibition 
and regulatory uncertainty on CBD and edibles in general has forced those companies to stretch 
for acquisitions, whereas U.S. MSOs can simply launch CBD brands through their existing sales 
channels.  This is an area worth watching as the U.S. has a distinct advantage over their Canadian 
peers in CBD on everything except balance sheet size.    

 
Another piece of significant news that we covered extensively in Q4 was Altria’s investment in 
Cronos (CRON).  While beverage companies Constellation, Molson, and Heineken have already 
made plays in cannabis, Altria is the first tobacco company to invest in a Canadian cultivator.  
Altria invested $1.8B for 45% of CRON and received warrants equal to another 105%, making 
this a control investment for Altria.  We believe this trend will accelerate, particularly as the Farm 
Bill drives CPG companies to chase the CBD opportunity.  Soft drink, health food, and 
pharmaceutical companies are all circling large-scale operators in the U.S. and Canada and we 
predict two more large investments from these types of companies by the middle of Q2 2019. 

It’s also worth noting that there have now been several interesting scientific announcements related 
to investments in non-cannabis cannabinoid production.  Amyris (AMRS), an unknown Canadian 
company, and Cronos/Gingko are just two of the joint ventures announced to pursue fermentation-
based cannabinoid production.  While we don’t have an angle or thesis developed around this yet, 
we are watching it closely to see if a new vertical evolves around the science presented thus far.   
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The hottest vertical in cannabis remains MSOs.  Canadian public markets are now stuffed with 
public company MSOs, which should in the long term allow investors to compare and contrast the 
most attractive companies.  Several of the Q4 public listings have performed terribly, with Mjardin, 
and TILT performing particularly poorly.  Since this is such an important area in our industry, we 
felt it necessary to share some data we have compiled related to MSOs generally.   
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Medical Data and the Shift to “Cannabis-Based Medicines” 

Similar to the New Frontier consumer study that dispelled certain myths about cannabis usage and 
the consumer mindset, another of our portfolio companies has revealed compelling research 
around patient usage.  We love actionable medical data and we believe that the more data available 
to doctors and medical professionals, the more they will begin to engage in the discussion of 
cannabis.  As we shift from medical cannabis to cannabis-based medicines, empirical and 
epidemiological data is going to be king for quite some time.  Our recent investment in CB2 is 
driven by that thesis, as well as the fact that the fragmented landscape for real world data will 
hinder consolidation of patient usage data.  Enter CB2 and their trove of patient interactions at the 
point of recommendation.  Aside from the fact that this data is the kind of information craved by 
medical professionals and insurance companies alike, CB2’s work helps the industry by 
highlighting why patients seek cannabis, what other drugs they currently take for their ailments, 
and how patients who have shifted to cannabis-based medicines are faring. 

The CB2 Insights report was eye opening for us since it dispelled the myth that chronic pain is far 
and away the driving force behind cannabis usage.  We had always questioned the numbers coming 
out of California, which showed 70% or more of patients were diagnosed with chronic pain as the 
reason for their medical card. CB2 analyzed 463 patients from four medical states (Maine, 
Delaware, Massachusetts, and Connecticut) for one month. Nearly 35% indicated mood disorders 
like ADHD, anxiety, or PTSD. Coming in at a close second, 33% of those surveyed said they used 
cannabis for chronic pain conditions, such as arthritis. Sleep was a distant third with ~15%.  
Ironically, sleep related disorders are not on approved condition lists as of now.  

CB2 shows that it’s the lack of mood disorders and stress-related disorders on approved condition 
lists that drive people to simply ask for medical cards based on neuropathic or chronic pain.  Now 
that PTSD has been accepted as a qualifying condition in many states, we can expect much more 
detail on this over the next six months.  It is important for medical professionals to understand that 
cannabis is often sought as a reprieve from mental anguish so that they can begin to look at 
cannabis based medicines rather than opioids or benzodiazepines (many of which are highly 
addictive) as solutions.  Ironically, the fallacy that cannabis causes mental health issues could be 
the reason for which no mood disorders appear on approved condition lists.  We think the science 
on this will become clear in the short-term.   

The other potential long-term advantage to enhanced data focused on patient cannabis use lies in 
the pharmaceutical development sphere.  Knowing the precise reasons for patient demand will 
allow companies to target cannabinoids that treat those ailments.  When that transition occurs, 
cannabis will have finally reached the first inning of the evolution to cannabis-based medicine and 
that is when substantial research dollars will flow and pharmaceutical and biotechnology 
companies will go shopping in the sector.  

We covered the evolution to cannabis-based medicines extensively in our most recent 
commentary, which is a must read if you are looking for further information and data on this 
important shift in the cannabis industry.  
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Q4 Deployments 

We have been active in identifying and closing transactions that continue our ecosystem 
connectivity thesis.  Q4 was by far our most active quarter since inception, with deployments at 
$18M.  Fund II crossed $50M during the quarter and most significantly, we are on the verge of 
liquidity in three more investments, with 4Front merging with publicly traded Cannex, Valley Ag’s 
acquisition by a leading Pubco and CB2 Insights’ imminent public listing.   

MCP Wellness Inc. - $7,000,000 (includes Q4 ’18 and Q1 ’19) 

Between Q4 2018 and Q1 2019, Merida has invested $7M in the equity of MCP Wellness Inc., a 
vehicle formed to hold a 51% ownership interest in a Michigan-based dispensary owner (referred 
to as “Wolverine”).  The remainder of the capital necessary to close the 51% purchase of 
Wolverine has already started to flow into MCP Wellness, which has also drawn attention from 
MSOs looking for attractive assets in Michigan.  Wolverine generated $16M in revenue over 2H18 
and $2.4M in January despite our expectation that revenues would drop dramatically due to rule 
changes around wholesale supply.  The company’s results exceeded our expectations by 70% and 
demonstrate the resiliency of their business model, driven primarily by their prime locations within 
the Michigan market.  The Company has proven to have an extremely attractive margin structure 
with Gross and Operating Margins of 47% and 33% that further drives our thesis.  Most important 
to us, the company is profitable and with Merida-led improvements, should grow both their 
revenue and profitability over the intermediate term.  As the industry matures, we will focus on 
acquiring cash flow positive businesses at attractive valuations like Wolverine.  The Company 
operates three dispensaries in Detroit, Michigan with plans to open four additional dispensaries 
across the state over the next two months (Ann Arbor, Battle Creek (2x), and Acme Township) 
due to their prequalified approvals within those jurisdictions 

o The dispensaries that are currently operating are named Detroit Provisioning Center 
(“DPC”), Far West, and Healing Tree. 

o The two Battle Creek dispensaries received state approval during the week of 
January 21st. 

o Far West and Healing Tree are two of the most and highest rated dispensaries in 
Detroit on WeedMaps. 
 

Additionally, Wolverine has cultivation licenses in Hazel Park and Acme Township and is 
applying for cultivation & extraction licenses for its DPC location. We plan to build a cultivation 
facility at the DPC location to control a portion of its supply chain and materially improve margins 
through vertical integration.  We believe that Wolverine has a material first mover advantage over 
other MI operators that are currently raising capital, including the recently announced Michicann 
transaction which has indicated a valuation of $800M on pro-forma revenues of $100M, or 8X 
revenue which is far above our cost of entry. 
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While the state of Michigan has no explicit license limit, each municipality can choose to opt into 
or out of the adult-use program.  Due to certain municipalities opting out of the program, in 
addition to strict zoning restrictions in municipalities that opt into the program, there is a natural 
cap on the number of dispensaries that will be able to open in Michigan. We feel that Wolverine’s 
head start includes both the necessary time to get operations up and running as well as allowing 
them to choose from more advantageous locations than will be unavailable to future operators. 

The primary strategic impetus for this investment is to give Merida exposure to an existing retail 
cannabis operation at an attractive valuation and acquire revenue generation at reasonable costs 
for both its future cash flow value and the equity value such operations have garnered in the last 
two years, where acquisitions have ranged from 2.5X sales to undeveloped licenses being sold for 
close to $100M.  Additionally, we see several opportunities for synergies within the portfolio, 
namely Canndescent, KushCo (“KSHB”), Freedom Leaf (“FRLF”), and Manna Molecular.  New 
Frontier Data (“NF”) projects that with adult-use, Michigan’s legal TAM could increase to 
$1,915M by 2025, with ~$1,400M of that coming from adult-use sales. 

For those who want to explore the Wolverine opportunity in more detail, and those who may be 
interested in co-investing directly in MCP Wellness we have extensive materials on both our 
investment and the opportunity. 
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Contingent upon Wolverine’s ability to secure state licenses in Grand Rapids and Warren (which 
would increase total locations to 13 by year-end), we project revenues of $50M for FY2019 and 
$85M in FY2020. 

The below chart shows each of the markets where Wolverine has or is pursuing a dispensary. 
Based on an average monthly spend of $200 and the license caps in each municipality, we believe 
that Wolverine’s dollar-market share could be as high as $171M. 

 

 

At an implied Enterprise Value of $113M, we believe the Wolverine transaction compares 
favorably to publicly listed comparables, yielding material upside to MCP Wellness:  

Market Population Market Size 
(3.03%)^ 

Market Size ($) @ 
$200/p/m 

Active Market & 
Caps 

Market 
Share % 

Wolverine      
Market Share $ 

Detroit Metro*         5,300,000         160,590   $      385,416,000  4 of 24 17%  $    64,236,000  

Battle Creek            136,000             4,121   $          9,889,920  2 of 3 67%  $      6,593,280  

Traverse City            143,000             4,333   $        10,398,960  1 of 1 (4 cap) 100%  $    10,398,960  

Grand Rapids         1,100,000           33,330   $        79,992,000  4 of 4 100%  $    79,992,000  

Warren**            135,000             4,091   $          9,817,200  2 of 2 (10 cap) 100%  $      9,817,200  

Total       $  171,037,440  
*Includes Ann Arbor which does not have a current license cap.    
**Segmented from Detroit Metro      
^3.03% Adoption rate = 300k registered patients relative to 9.9m total state population  
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CB2 Insights - $2,800,000 (includes Q4 ’18 and Q1 ’19) 

Between Q4 2018 and Q1 2019, Merida has invested approximately $2.8M in the equity and 
convertible debt of CB2 Insights.  We purchased two securities in the CB2 capital stack.  First, 
Merida invested CAD 500K in equity units priced at CAD 0.50 per unit.  Each unit is comprised 
of one common share, one-half of a 3-year warrant at a strike of CAD 0.80, and one full 3-year 
warrant at a strike of CAD 1.00.  Additionally, Merida bought USD $2.4M in senior-secured 
convertible debt.  The debt will have a term of five years, carry a cash interest rate of 12%, and is 
convertible into equity at CAD 0.50 per share. 

CB2 has a mission to simplify the medical cannabis journey across the value chain through a suite 
of healthcare technology products and services delivered through three distinct brands – each 
serving a unique vertical.  

1. Canna Care Docs (“CCD”) is a leading cannabis evaluation and education group, with
medical clinics operating in twelve jurisdictions. CCD has served more than 265,000
patients looking to integrate cannabis into their treatment regimen.

2. Sail offers a comprehensive cannabis-specific EMR platform and data collection tools to
support clinics and clinicians across multiple countries.

3. TokeIn is the industry’s only app-based customer loyalty and engagement platform used
by cannabis retailers.
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CB2, the parent brand, ultimately works to build predictive analytics tools through real-world 
evidence (“RWE”) based on the controlled data input ingested from each of its sub-brands. In 
layman’s terms, the Company collects patient data, from the first time they enter a medical clinic 
to get a medical marijuana card to the point of sale at a dispensary. This data, or RWE, is then used 
to deliver actionable insights both to its customer base and the industry at-large.  

The Company operates 28 cannabis-specific evaluation and education centers in twelve U.S. states 
and supports 60,000 patients annually.  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. 

CB2 Insights will look at a three-pronged growth strategy over the next twelve months.  Central 
to its strategy is the growth of its patient base by way of organic and M&A activity. As more 
patients bring more data, the Company will work to ensure it remains the largest cannabis-focused 
data aggregator in the medical cannabis industry.  Areas of focus will be: 

A roll-up strategy for additional cannabis-specific clinic operations throughout the US 
The company will work to grow its existing 60,000 patient count through acquisitions of smaller, 
established clinical operations with a target of >$1M in revenue and positive cash flows per 
acquisition 

Organic growth of the existing clinic operations throughout the US 
With twelve states currently being served, CB2 Insights will look to new states that have opened 
up with a medical cannabis framework to assess adding new brick and mortar operations within 
each new state (note:  21 states are available for new expansion) 

Patient loyalty application used by dispensaries will see additional market penetration  
In less than one month, CB2 Insights has seen more than 16 new dispensaries sign on to use its 
TokeIn application – further growth will ensure that patients can be tracked post-clinical visit to 
assess product usage, consumption preference and efficacy.  

Importantly, CB2 has initiated a reverse take-over (“RTO”) with a Canadian shell, MVC 
Technologies Inc. (“MVC”), and plans to go public in Q1 2019. This is attractive as it will lend 
liquidity to Merida’s investment, the structure of which is discussed later. Before the company 
goes public, they are completing private placement financings to boost the capital base (including 
the Merida equity unit transaction). While the majority of CB2’s current revenues stem from the 
CCD medical clinic business, the Company was founded as a medical data hub and analytics 
company, following patients from diagnosis to treatment.  In fact, CCD was originally an external 
software client of Sail, and the Company acquired the CCD franchise to better manage data 
collection and optimize its software development. CB2’s goal is not only to be the source of the 
largest pool of medical-marijuana focused data in the industry, but also to bridge a gap that exists 
between information gathered at prescribing medical clinics and the pharmaceutical dispensaries.  
The primary strategic motivation for our interest in CB2 is a continued pursuit of investments in 
rapidly evolving digital verticals that build valuable and robust data sets over time. 
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With run-rate revenue of CAD $11M and gross profit of roughly CAD $8M, it is evident that CB2 
has built the necessary critical mass of operating locations and patient data collection centers.  The 
steadily-growing and consistent clinic business provides CB2 with strong financial flexibility to 
continue to drive its organic and acquisition-based growth trajectory.  Access to the public equity 
market via its proposed Canadian listing also helps improve the robustness of the Company’s 
sources of investment capital, as well as providing CB2 with a potentially attractive share currency 
to be used in clinic group acquisitions. 

CB2 is also highly synergistic with several of Merida’s other portfolio companies and our broader 
partner ecosystem.  The most logical partnerships are with our other data-driven technology 
holdings.  New Frontier would have great use of CB2’s patient-level behavior data, and could 
logically distribute it to medical marijuana producers, retail dispensaries, pharmaceutical 
companies and a broad population of medical professionals.  With CB2’s comprehensive database 
of tens of thousands of active patients and New Frontier’s industry-leading data distribution, a 
partnership could generate material incremental revenue to the Company’s base financial 
projections.  Within the healthcare and testing vertical specifically, CB2 should develop business 
relationships with Steep Hill and Ionization Labs.   For example, the Company could pair its patient 
records with product/strain-specific lab testing data to study behavioral correlations that lead to 
different health outcomes.   Additionally, CB2 could easily sell CBD-based products through its 
physical clinic centers, partnering with Freedom Leaf to stock their line of OTC products.  Finally, 
as Merida grows its investments in licensed producers and retailers, CB2 could also yield a natural 
pipeline of new patients that could be served by our medical dispensaries. 

Kushco-$2,360,000 add-on (includes Q4 ’18 and Q1 ’19) 

We participated in Kushco’s $34M registered direct offering in December as part of 
our continuing efforts to add to our positions when the pricing is attractive.  We purchased 
$2.36M of Kushco stock at an average price of $4.06 per share. Given Kush’s recent 
price range of $5.75-$6.25,  general revenue growth and increased progress in their fast-
growing hydrocarbons business, we are confident that the company will continue to expand their 
leadership in several of the key logistics verticals over time.   

While our stock is fully registered, we do not think the current stock price currently reflects 
Kush’s leadership and dominance over these supply chain segments.  It should be noted that 
Kush recently announced annual revenue growth of 177% and Q1 2019 was 186% had a YoY 
revenue gain, although margins were deeply affected by inefficiencies in their own supply chain 
which we expect will change in the next two quarters.  We are particularly excited by their recent 
announcement of $75M of long-term supply agreements with large operators in the 
space who requested confidentiality with respect to their names.  In their last earnings call, 
Kush announced they had 19 clients of over $500,000 per annum and it is our belief that they are 
a sole source provider for at least 3 of the largest MSOs in the U.S. 
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Freedom Leaf – $1,750,000 

Freedom Leaf (FRLF) is a public company engaged primarily in the formulation and production 
of hemp-derived CBD for the retail and wholesale markets primarily in the U.S.  Management has 
spent the past several years building a portfolio of brands - most of which were acquired in 2018 
- with the goal of becoming one of the leading hemp-derived CBD extraction, formulation and 
manufacturing players in the space.  Our entry price of $.12 with 100% warrant coverage at both 
$.18 and $.25 gives us tremendous upside as the company progresses.   

Since our investment, the company has re-branded itself from Freedom Leaf to Freedom Leaf 
Health, a clean healthcare company focused on premium CBD health and wellness products for 
adults, children and pets. This includes a new logo, website, branding, marketing, and packaging, 
which will be fully implement over the next quarter. As part of Merida’s investment, senior partner 
David Goldburg became Chairman of the Freedom Leaf Board of Directors.  

FRLF represents Merida’s first investment in a U.S. hemp-derived CBD business. With the 
passage of the Farm Bill, Freedom Leaf is poised to be our vehicle for aggressive expansion into 
the hemp/CBD vertical.  

The company will need to purchase equipment and supplies, many of which can come from the 
Merida eco-system: Kushco (which they have used in the past) for packaging supplies and 
industrial gases, Emerald Scientific for reagents and labs supplies, Steep Hill for third-party 
testing. And the company is looking to introduce new product lines, including a CBD transdermal 
patch and is in discussions with Manna Molecular to purchase a MannaBot One 3d printer and 
license the patches, initially in the U.S. and down the road in Europe. 

The other exciting opportunity is to place the Company’s products on traditional marijuana 
dispensary shelves, which is not currently the case today for nearly every hemp-derived CBD 
company. Given Merida’s extensive relationships with individual and multi-state license operators 
from Florida to Massachusetts to California, we intend to aggressively seek out new markets for 
FRLF’s products. There is also an opportunity to use the company’s CBD to combine with THC 
products in production operations we have relationships with to achieve optimal formulations in 
states like NY, PA, MD, and Minnesota.   

The Hemp CBD Portfolio 

IRIE 

Irie’s main product is hemp oil (ingested orally) sold under the following labels: Daily, Calm, 
Balance, Pain, Feminine, Kids, and Lifeline. Each of these oils has a unique blend of natural herbs 
meant to treat specific conditions and include lavender, peppermint, vitamin E oil, monk fruit, 
basil, Devil’s Claw (an herb native to Africa to treat arthritis and pain), Skullcap (a staple for 
treating pain in Chinese medicine), and curcumin (a key component of turmeric, known for anti-
inflammatory properties). Other products include hemp oil capsules, pain cream, face serum for 
every type of skin condition, and CBD infused honey and coconut stick snacks.  
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For its products, Irie uses full spectrum organic hemp CBD - which includes other compounds 
found in the hemp plant such as CBG, CBN, CBC, Terpenes, Phenols & Flavonoids - which in 
various formulations has the most beneficial impact (the “entourage effect”) for whatever 
condition is being addressed. Irie uses organic hemp seed oil and a coconut oil medium-chain 
triglyceride (MCT) as the base blends for its products.  

Irie is in over 200 retail outlets today, including specialty stores and grocery stores (including 17 
of 23 stores of pilot program at ShopRite in New Jersey).  Direct retail sales account for ~65% of 
revenue, with the remaining ~35% internet. The company is in discussions with a Canadian 
distributor, with the potential to gain access to 1,700 new retail outlets.  

HempOLOGY 

This is FRLF’s Ayurveda focused hemp CBD product line, which was introduced in limited form 
in 2Q18. The company offers four herbal vaporizers, all produced from whole plant hemp extract 
and organic Ayurvedic herbs harvested in India (from farms owned by the developer/owner of 
NuAxon extractors).  

The four lines are: Herbal (energy boost), Movement (joint and muscle pain), Clarity (stress 
reduction), and Relaxation. Each of these vape cartridges contain unique combinations of saffron, 
flaxseed, turmeric, ginger, nutmeg, and several Indian leaves and flowers. All the vape extracts are 
produced in India locally.  
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VividGro - $1,600,000 Add on 

Vividgro (VG) is an Agtech roll up by which we are partnering with an LED lighting company 
originally owned by Pegasus, a $2B PE firm in NY.  VG has a small, but fast growing base of 
existing business that can be scaled over time but the primary thrust of our investment is to quickly 
acquire 4-5 Agtech companies that can synergistically work together to compress the sales cycle 
and adoption of cutting-edge technologies.  Over time, we can then use the footprint of these 
technologies to acquire other complimentary businesses to run through the VG platform.  VG will 
be an enterprise solution for vertical operators who need efficiency to compete with VG providing 
much of the technology once its footprint is established.  

VividGro has already executed a sales partnership with GrowGen that has opened an entirely new 
sales channel for them, with lights, sensors and controls selling briskly through GrowGen stores.  
They are also under NDA and in due diligence with 4 targets for acquisition, one being a control 
sensor company to replace the Agrilyst acquisition we originally expected to make when first 
investing in VG.  That transaction largely broke down through revised estimates and sales friction 
Agrilyst was experiencing in their downstream sales efforts, and the unwillingness of their team 
to revise the price accordingly.  While we believe Agrilyst will be successful long term, we felt 
like the entry point had become expensive and harder to risk mitigate and in conjunction with the 
VG management team, we terminated the LOI and began ramping up our diligence efforts on 
competitors who offered similar value propositions along the lines we originally targeted in 
Agrilyst. 

The company is well capitalized for its acquisition strategy and we believe 1-2 acquisitions will 
be closed in the next 90 days. 

Simplifya – Follow on $1,500,000 Series C Preferred Lead Investment 

Merida led Simplifya’s Series C round, after a small participation in the Series B round in January 
alongside Fund I.  The company’s progress is encouraging and while the price was higher than our 
original investment nearly a year before, the fact that the remainder of the round closed within 
days of our investment showed the appetite for the company’s securities at the negotiated price.  
Merida again received preferential warrant coverage for leading, which we think will yield 
significant upside as the company solidifies itself as a leading compliance solution for operators, 
governments, and service providers like banks.  
 
Since our first investment the company has advanced its product offerings, state reach, and focus 
to include MSOs for bespoke solutions.  Simplifya recently notified us that one of the largest MSOs 
has been trialing the Simplifya solution for the past 30 days and appears ready to sign a contract 
for 100 locations with onboarding to start this month.  This would equal 20% of Simplifya’s 
existing base of deployments and mark an important milestone in their evolution.  We expect that 
an announcement of this magnitude will catalyze adoption when it hits the public airwaves, which 
we expect in the next 45 days.   
 
Simplifya also has seen significant progress on its government services products.  Although they 
have not spent as much time or money in building out this side of the business, they do offer a 
basic solution currently for government, and after multiple discussions, they believe they will 
receive a contract from a mid-sized California municipality to build out additional validation and 
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compliance audit tools.  As with the MSO channel, this is a white space for compliance providers 
like Simplifya and we believe could lead to a paradigm shift in their revenue numbers exiting Q1.  
 
Simplifya also has been working with one of the largest cannabis insurance companies about 
offering Simplifya to its 5000+ clients at a discount so that these clients use Simplifya’s risk-
mitigation tools.  It is also likely that the insurance company could require Simplifya’s tools in 
order to qualify for insurance discounts, which would be an incredible result for Simplifya as it 
would garner them captive clients.     
 
Lastly, Simplifya’s banking tools are finally launched and North Bay Credit Union has mandated 
that 10 clients use the Simplifya validation tool.  North Bay intends to add five of their banking 
clients per month.  Simplifya has indicated to us that they are currently in discussions with three 
other banks relating to similar arrangements. 

Steep Hill Labs - $1,000,000  

As discussed in last quarter’s letter, 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.   

In October, Merida invested $1M in the Company’s most recent funding round, a senior note 
offering.  Merida purchased an 18-month note with an annual cash coupon of 4%, priced at par.  
Additionally, Merida received (at no cost) 500,000 warrants with a strike price of $1.00 per share. 
This warrant has a duration of ten years, and it may be exercised on a cashless basis.  A $1.00 per 
share reference price would imply a pre-money equity valuation of $18 million and an enterprise 
value of $24 million.  This EV would translate to a valuation of approximately 3x 2019e revenue 
and 1x our estimate of steady-state revenue at current lab capacity. 

Importantly, Merida has received two board seats out of a total five-seat board.  Alongside the 
other two independent directors (currently seat number five is vacant) that strongly support our 
desired corporate changes, we believe Merida will have the power to protect shareholders and 
shape the way the company makes capital allocation decisions.  With board rights and a chance to 
influence capital flow, we believe that Merida has secured an attractive investment price, with 
material incremental upside if the California business surpasses our estimates.  Merida remains 
excited about the prospect of Steep Hill becoming a leader in the California lab testing space, as 
well as the potential to monetize global business opportunities from the company's valuable R&D 
efforts. 

MediaJel / YoCanna - $1,025,000 (includes Q4 ’18 and Q1 ’19) 

Merida made a follow-on investment of $750,000 in MediaJel’s preferred series seed round, with 
up to an additional $750,000 scheduled to be funded in Q1 2019.  To recap, MediaJel is a marketing 
services company with two primary businesses: (1) MJ - marketing campaigns for cannabis and 
other consumer products brands and (2) YoCanna - an online discovery tool for cannabis 
consumers.  The company has developed solid traction in gaining marketing customers, with a 
current revenue run-rate in excess of $1.5M across more than 20 brand accounts.  
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The pre-money valuation of this seed round is $15M, up materially from our initial purchase of 
founder (common) shares at a $3M pre-money basis.  Additionally, Merida received 50% warrant 
coverage struck at 110% of the current round’s valuation.  The Company has stated that it believes 
2019 revenue should exceed $7M, resulting in an attractive multiple of 2x forward revenue for a 
high-margin services company that is growing its top-line well in excess of 100% per year. 

We should note that we have had a profound impact on MediaJel’s visibility within the cannabis 
industry.  Our goal in using MediaJel as the backbone of our “3 Deep Questions” series was 
achieved when leading cannabis financial media site Benzinga recently tapped MediaJel to 
produce content at its Miami Cannabis Conference.  We also performed three more CEO 
interviews (with Kim Rivers of Trulieve, Hadley Ford of Ianthus and Jessica Billingsley of MJ 
Freeway) while in Miami to further promote MediaJel’s platform.  Look for those interviews to be 
released within weeks.      

MainStem Follow on Investment $600,000 Bridge Note 

We provided Mainstem with additional bridge funding out of their Series B and in anticipation of 
their Series C round.  With warrants, Merida has an attractive entry point of Mainstem of around 
$7M, which is less than 3.5X 2018 revenues.   MainStem is a technology company that facilitates 
transactions between operators and vendors.  Much like the Amazon marketplace, MainStem is a 
one-stop location providing its business customers with all the tools and operational resources they 
require.  MainStem achieves this by offering a vast number of products that they have curated 
while expanding product offering by connecting customers directly to other wholesale distributors 
and manufacturers at no mark up to their customer.  MainStem manages the entire ordering process 
and logistics while providing their customers with a single marketplace platform that has an ever-
growing list of products.   

MainStem is trying to revolutionize the way traditional supply chain management has been done 
in the cannabis industry over the last 20+ years and complements GrowGen and Kushco (with 
whom MainStem already works), which has a much larger base of products and clientele but also 
a much larger cost structure due to its physical presence.  Through API integration with Biotrack 
(already completed), and potentially Baker, MJFreeway and other leading Seed to Sale vendors or 
service providers, MainStem offers additional revenue streams for these companies, which further 
drives integration.   

Emerald Scientific - $600,000 Add-on 

Emerald Scientific (“Emerald”) is an ecommerce platform for the sale of scientific and precision 
equipment, lab equipment and virtually all things related to extraction and labs.  The innovative 
component of the company and its advantage is that they transferred their traditional knowledge 
of laboratory process into a three-part business model for servicing cannabis and hemp focused 
companies while helping them stock their labs with the appropriate equipment and goods.  Emerald 
has a high touch sales support team that provides information on some of the more technical 
equipment and materials and which differentiates their model from just any ecommerce site.  
Another big advantage is they are one of the largest, if not only, dedicated provider of the specific 
goods and equipment for the extraction vertical.  With several thousand SKUs and stable retail 
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margins on their sales, we are excited by their continued growth over the past year and believe 
they will exceed $6M in sales in 2019 while the company was profitable in 2018.  At a $7M 
valuation, our cost of entry for Emerald was less than 2X 2018 sales which is a modest price to 
pay for a fast-growing supply chain stalwart.  

Emerald’s ecommerce platform is the base of the business and drives the other two verticals.   Their 
lab testing and validation vertical is how they prove their scientific bonafides, connect to the 
decision makers within each lab and create additional engagement with their downstream buyers.  
Furthermore, their Emerald Conference is a much-heralded event that attracts many of the 
extraction and lab professionals in cannabis.  Coincidentally, one of Emerald’s largest client is 
Steep Hill Labs, which buys their reagents and lab testing consumables from the company.  
Emerald is also in talks with both Ionization Labs on supporting the sale of Ionization’s 
maintenance kits, and Mainstem, with whom they have already created some light integration to 
see if they can merge their catalogues and cross-sell.  We are also excited by their launch of 
Emerald Canada, which will serve the nascent extraction market there as it builds out in 
anticipation of the huge supply chain needs to support edibles and infused products which will hit 
Canada in late 2019/early 2020.   

 

Jova Wellness - $585,000 Add on - Convertible into Majority Control 

Jova Wellness is a recently opened dispensary in Prince George’s County, Marylan.  Merida 
provided a term loan in Q3 and also hold convertible debt which can be exchanged for 52.5% of 
the company at our discretion (provided such conversion is in compliance with state laws).  We 
have seen dispensary prices in Maryland go as high as $4.5M and a typical purchase is in the $3M 
range.  When the loan matures and is due, we will have paid only $500,000 for a majority position 
in the dispensary.  Additionally, Maryland has certain rules for dispensaries that are advantageous 
for profitability since they limit ownership and allow dispensaries to buy in bulk and then make 
certain products (like pre-rolls) on site.  Over the next few months, we will implement process for 
creating high margin products at the dispensary such as pre-rolls and Manna patches while tapping 
our local networks and connection to growers like GTI, GrowWest, and Vireo for consistent raw 
and finished products.   

Prince George County currently has one of the lowest patient penetration rates in Maryland and is 
poised for upside growth as Jova opens over the next month.  The county also has restrictive zoning 
requirements that are partly driving the low penetration rates as there are two unopened 
dispensaries within its boundaries (we are in discussions to acquire one of those through a 
management contract that converts to equity).  Since their launch in January, Jova has seen sales 
steadily climb although it is difficult to project full year sales at this point.  We will have more 
concrete feedback on their performance over the next few weeks as they are finally on Weedmaps 
and Leafly as of last week.  
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4Front - $500,000 Investment in pre-RTO round 

Now that 4Front has announced its intention to merge with CSE-traded Cannex, Merida will 
receive almost instantaneous liquidity from this investment.  The downside, if there is one, is that 
we are somewhat reliant on the execution of Cannex and 4Front rather than 4Front alone, which 
was not our original thesis.  We know the Cannex operation quite well and investors in Merida 
Capital Partners, LP, our first fund, are some of the largest investors in Cannex, which gives us 
some comfort and connectivity there as well.  We believe 4Front is a strong operational team who 
has done a masterful job of winning licenses and then building first class dispensaries, branded 
Mission.  In Pennsylvania as one example, their dispensaries attract patients from areas where 
competing dispensaries are located.   

Josh Rosen and Kris Krane are strong historical operators and Kris in particular is well connected 
at a regulatory level in many places from his early consulting work.  The valuation for our 
investment is also attractive, which now stands deeply in the money with the current Cannex 
trading price.  We do not have a current estimated closing date for the Cannex/4Front merger but 
when it closes, we will assess both the liquidity profile of the stock and the potential of the 
combined entity before making any decisions on our holding period.  

With an entry cost that would translate to a CAD $.78 stock price in a Cannex merger, the CAD 
$1.30 recent price of Cannex would represent a greater than 50% gain for Merida in just six months 
if the transaction closes.  

 

New Frontier - $500,000 Add-on 

We provided New Frontier $500K of capital under an attractively priced LOC which is debt with 
warrants attached, giving us upside optionality with the protections of a debt security.  As we have 
detailed at length, digital adoption has proven to be a challenge for cannabis companies.  To give 
two examples, leading S2S companies like MJ Freeway and Biotrack have barely cracked $10M 
in revenue after a decade of operations.  Nonetheless, the change to commercial grower-led 
industry (and MSO driven) over the past two years has increased the need for data tools.   

New Frontier’s Consumer Study and new value-added stock tools have greatly accelerated the 
adoption of their platform and complement accretive acquisitions they are looking at.  The 
challenge they are starting to solve is to understand what data people want, and more importantly, 
what they are willing to pay for.  As a concrete example of New Frontier’s value-driven shift in 
their data focus over time, their data ingestion in mid-2018 was 70% macroeconomic, 20 % social 
and public health, 5% investment related and 5% consumer behavior.  The current makeup of that 
ingestion is 30% investment related, 30% consumer behavior, 20% social and public health and 
20% macroeconomic.   

We recently visited one the larger MSOs who told us they are partnering with NF on a bespoke 
data program and NF itself has reported a significant increase in larger companies paying for their 
digital tools and Equio.  NF is currently in diligence on three such acquisitions, financed through 
third parties not affiliated with Merida, and we believe at least one will close in Q1 2019.  The 
purpose of these acquisitions would be to accelerate revenue growth and complement the 
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broadening of the Equio platform as NF looks to potentially list on a public exchange in order to 
create a liquid currency that would allow them to aggressively roll up digital companies who offer 
specific tools that can be broadcast through Equio.   

We are also starting to see significant upticks in NF’s stickiness and time spent on its platform as 
NF offers more diverse sources of information that are not widely available.  While challenges 
remain, revenues virtually doubled YoY to just over $800,000 for 2018 and we have already seen 
January and February 2019 sales exceed previous revenue monthly highs.  
 
 

Vaporization Technology, Inc. (aka “Viva”) - $475,000  

Merida invested in Viva to capitalize on their hardware/software consumption solution - an 
innovative device that allows users to program their cannabis intake to a precise level, while 
capturing data around the contents of consumption using 18 algorithmic data points.  With Kushco 
performing diligence, and placing an order for 10,000 units, we felt comfortable investing in the 
development of the technology as Kushco brings the Viva vape to market.  As the market bifurcates 
into medical patients and recreational consumers, precision dosing will remain an important 
component of medical usage.  Viva is an opportunity to capitalize on an early stage investment at 
a modest valuation with much of its future sales to be achieved through the power of Kushco’s 
sales platform.  The final Viva vape form factor was completed recently (pictured below).  We 
believe that several MSOs will look to capitalize on the Viva vape’s data capturing capabilities 
and look to lock a long-term exclusive deal.  Kushco has already initiated these conversations and 
they are progressing.  We are most excited about the data the Viva vape will provide on user habits, 
consumption and terpene/cannabinoid contents of the respective vape carts used in the Viva.    

 

 

We also see synergies with our portfolio companies MainStem, CB2 (on data capture/wellness), 
and Manna on distribution possibilities and further product innovations.  The company is in the 
process of selecting their contract manufacturer and we expect this product to hit the market in 
mid-2019. 
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Materia Medica Processing (MMP) – $472,000  

Merida acquired 25% of MMP, a start-up engaged in the processing and formulation of CBD 
(Cannabidiol) extract derived from hemp.  The company is headquartered in Bolzano, Italy, and 
the CBD processing lab is located in Sienna, Italy for the purification and formulation of CBD 
extract from Hemp.  In the first year of operations, the company will sell CBD extract (with 
different levels of CBD and terpene profiles) into the wholesale market. In year two, MMP will 
sell retail products - oils (tincture), pure extract (resin), crystal, patches, gel caps (subject to more 
regulatory clarity) – direct to the consumer. Down the road, the company intends to white label 
products for third-parties (Merida is already working on a joint venture with a pharmaceutical 
company located in Spain). 
 
MMP purchases raw non-GMO hemp directly from European certified growers (Spain and Italy 
being the highest quality), which is then sent to a third-party in Germany (90% of supply, with the 
remaining 10% extracted in Italy) for extraction (MMP also has a partner for terpene processing). 
MMP is implementing a rigorous testing process to insure its supply meets the maximum THC 
limits and has the CBD content the company is looking for. After the raw extract is delivered to 
the Siena facility, the MMP chemists – who have years of experience in the pharmaceutical 
extraction and purification of full spectrum CBD - begin the purification process. The raw extract 
is put through an advanced technological process of short-path/thin film evaporation and 
distillation in order to remove impurities and chlorophyll while isolating select cannabinoids and 
terpenes. Flash chromatography is then performed to remove all traces of THC, resulting in a final 
product that is completely THC-free. After the purification process is complete, cannabinoids and 
terpenes are added back to the finished product to produce a unique CBD blend that delivers 
consistent and effective results. 
 
MMP represents Merida’s first investment in Europe, where we believe the hemp-derived CBD 
and medical cannabis opportunity is tremendous.  Unlike the U.S., medical cannabis is legal across 
most of the EU with consumers able to purchase product in the neighborhood pharmacy and 
medical reimbursement is becoming the norm given the single-payer regimes across the continent. 
Despite these dynamics, the EU is short product in every market.  

Starting with MMP, Merida’s objective is to build a best in class CBD processor that can produce 
and distribute the highest quality products - first in Italy and then throughout the EU. We have 
additional upside optionality if Italy or other EU countries legalize recreational use. The MMP lab 
has the capability to process THC/CBD from cannabis as well as hemp-derived CBD.  

Ionization Labs - $333,333 (Q1’ 19) 

After participating in Ionization Labs seed financing in 2018, Merida has committed up to 
$1,000,000 in a bridge convertible note to be funded over Q1 and Q2 2019.  To recap, Ionization 
Labs is a technology company that provides real-time, decentralized lab testing services for 
cannabis and hemp producers.  Similar to our thesis with Steep Hill Labs, as the industry evolves, 
tools and services that provide quality control and quality assurance are in high demand -those 
tools that can be sold without large hardware purchases even more so.  The company's flagship 
testing solution, which is currently launching in commercial accounts across the U.S., is 
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a hardware and software platform that collects real-time data that is processed in the cloud for fast 
chemical analysis and advanced analytics reporting.  The $2,500 base cost per month for 100 tests 
is both affordable and a compelling value for high volume producers.  We are also excited that 
Emerald Scientific will exclusively sell Ionization Labs’ core calibration kit and service its 
accounts with their monthly needs – thus further driving connectivity value to our portfolio.   

The attractiveness of Ionization's testing solution to customers is readily apparent: their 
technology is fast, accurate, mobile, cost-effective, and simple to operate.  The 
company's founders and scientists are leaders in their fields and have extensive experience in 
analytical device technology design, miniaturization, software development and big data in 
addition to prior experience in highly regulated testing markets.  Ionization will utilize a 
subscription-based SAAS model, and hardware is leased to clients with a recurring revenue 
model.  Every sample that is processed will create a unique, traceable data ID that will be 
saved, creating a valuable library of sample results for the company. 

Ionization's impressive data collection efforts, as well as potential connectivity 
with complementary investments like Steep Hill, should yield incremental value to Merida as a 
lead investor.  We believe our pre-money valuation cap of $8M should prove to be extremely 
attractive and will help build a dominant testing services company in North America and beyond. 

 

HerHighness - $250,000 

HerHighness is Merida’s modest foray into the branded niche product category, as they offer a 
suite of female-focused products targeting a rapidly growing vertical.  With lessons learned from 
our investments in Canndescent, Manna Molecular, KushCo and Freedom Leaf, we have identified 
areas of consumer product categories that are likely to see disproportionate growth.  Her Highness 
is focused on one of those areas. We think female focused luxury products are an interesting 
section of the consumer landscape and given our relationships with distribution companies in 
California, we think HH was worth a risk at a small price to us.  

Whether it’s CBD footpads for high heels (something we hope Manna will manufacture), to THC-
V dominant vape pens, which should let health/weight conscious women enjoy cannabis without 
the munchies, HH has some interesting ideas around products that we believe can be manufactured 
everywhere and sold in both high volume outlets, but also in our network of dispensaries in more 
constrained markets like Michigan, Maryland etc.  The scalability of a brand that can be 
manufactured locally regardless of market is also attractive, which led us to support this type of 
asset-light model.  If the HH test case is successful, it could lead to much further brand penetration 
for Merida to coincide with what we have called the “Year of the Consumer”, as quoted by both 
Rolling Stone and MJBiz Daily. 

HerHighness has also been selected to present at the Roth Capital Conference in March, alongside 
larger public companies like Kush and GrowGen. 
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New Leaf Data-Cannabis Benchmarks-$250,000 convertible note 

As we evaluated the data landscape in cannabis, we identified medical data as an area we found 
intriguing, leading to our subsequent investment in CB2.  We also saw the lack of a strong 
commodity reporting source for wholesale pricing of cannabis and hemp, particularly as the Farm 
Bill began to look like a fait accompli, which motivated us to invest a modest amount in New Leaf 
Data aka Cannabis Benchmarks.  We had long heard feedback from New Frontier as to the clicks 
on their site on the Cannabis Benchmarks material and while we always thought the concept of a 
wholesale pricing tool was interesting, we believe the Farm Bill will catalyze a commoditization 
of hemp and the attendant services that come with that.  As hemp becomes a widely available 
commodity, spot pricing is almost sure to be an aspect of operations at a large wholesale level.  
Whether its crop insurance, forward contracts, or bulk deliveries of biomass or oil, there is clearly 
a need for an independent and reliable pricing source.  Enter Cannabis Benchmarks. 

With a team that includes a former corporate lawyer and an S&P executive, Cannabis Benchmarks 
service should find wide adoption with larger industrial players who enter the hemp space, and we 
believe will become a key input into contracts that govern hemp/cannabis delivery contracts.  As 
the service gains adoption, we are now in a position to make a larger investment.  We also gain 
the additional value of having more data at our fingertips, which is Merida’s stock in trade.  Over 
time, we believe New Frontier and Cannabis Benchmarks will be able to collaborate on several 
initiatives and at a very modest entry cost(a conversion cap)     

 

Valley Agriceuticals (Pending Acquisition) $130,000 Warrant Exercise 

As part of our Valley Agriceuticals (“Valley Ag”) investment, we had received warrants that are 
now being exercised in anticipation of Pubco pending acquisition of Valley Ag.  These warrants 
are exercisable into Valley Ag stock, which will be compensated in cash, Pubco shares and 
warrants if the transaction closes.  Pubco’s status as a public company limits what we can disclose 
regarding our compensation package but when the transaction closes, we will highlight the effect 
on our P&L from this investment.     

Pubco is a fast-growing MSO that has shown an ability to execute in tightly regulated markets and 
develop well-received products for each of their markets.  We had previously looked at the 
misunderstood New York market and its seemingly underestimated potential as one of those 
informational asymmetries we could not ignore.  We believe Pubco will do a great job in a New 
York market that has seen strong growth in patient counts as state rules have liberalized.   

 

  



28 

Significant Company Updates: 

Vireo Health 

In FY18, Vireo Health generated $18M of revenue and $2.3M of EBITDA in Minnesota, New 
York, and Pennsylvania. Since our investment last summer, Vireo had its license reinstated in 
Maryland (cultivation and one dispensary with revenue expected in 2Q19), received a processing 
license in Ohio (revenue expected in 3Q19), and was awarded three retail licenses in PA.  

In February 2019, the company announced a $50M financing round led by Eight Capital and 
Canaccord. Merida invested in the last round at a $103M pre-money and $120M post-money 
valuation. The pre-money value for the current round is $400M. Vireo then plans to 
consummate an RTO (a vehicle is in place) in Canada, with a publicly traded stock anticipated on 
the CSE by March 31.  

In anticipation of this new round, the company has expanded its footprint substantially over the 
past 6 months, with binding purchase and sale agreements for cultivation, retail and wholesale 
operations in Arizona, Puerto Rico, Nevada, Massachusetts, New Mexico, and California.  

At the time of our investment, Vireo was projecting FY19 revenue and EBITDA of $37M and 
$9M and FY20 revenue and EBITDA of $76M and $22M. On a PF basis, Vireo is now projecting 
FY19 revenue of $89M increasing to $219M in FY20, with EBITDA margins between 25% and 
30%. 

Canndescent 

In FY18, Canndescent generated ~$13M of revenue and was able to maintain some of the highest 
wholesale pricing (~$2,900 per lb.) in California due to its position as the leading premium flower 
brand in the market. The company has had tremendous success with its Canndescent branded pre-
roll product (representing 19% of total revenue) and its mid-priced flower offering under the brand 
name “good flower”, accounting for ~40% of average store sales across the company’s product 
line offerings.   

In January, the company announced a new financing round led by Del Morgan and Benchmark 
and is seeking up to $75M at a pre-money valuation range of $250-$350M. Merida led the last 
round, which was in the form of a note convertible into equity at a $90M valuation in the event of 
a qualified financing transaction with additional warrants at ~$130M valuation.  

In February 2019, the company launched its premium line of vape pens and cartridges in all five 
effects under the “Stylus” brand, and early indications are that this will be a strong area of revenue 
growth and will further diversify Canndescent’s product line. With proceeds of the offering, 
Canndescent plans to enter 3-4 new markets in 2019, beginning with Arizona. Management is 
projecting FY19 and FY20 revenue of $44M and $139M with a 4Q20 run rate of ~$200M.  
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NAV Calculation 

To date, our NAV valuations have been: 

Inception (February): $1.00 - $6M deployed 

March 16th: $1.24 - $9.1M deployed 

June 16: $1.31- $40M (as of February 21, 2019) 

Please note that the NAV tracker reflected in the chart below shows only investments up to 
December 31, while our deployments described above reflect early Q1 2019 activity as well. One 
of the difficult aspects of constructing a portfolio that we have attempted to mitigate is the risk of 
extended illiquidity.  By participating in attractively priced private rounds in public, or potential 
public companies, we have tried to shorten the duration of our portfolio’s illiquidity, without 
sacrificing returns.   

We have booked the portfolio for purposes of recalculating the NAV of the Fund based on two 
straightforward concepts.  Public companies are booked at their trading level at the close and 
private companies are booked at cost unless there has been an arms-length transaction of more 
than $500K since our investment.  In some cases, like MainStem, MediaJel, or Simplifya, later 
rounds led by Merida do not trigger a change unless at least $500K of outside money comes in 
alongside our capital.  While that often means that our P&L is likely to be understated as companies 
grow in value without outside price validation, we view it as the only way to consistently book our 
portfolio without spending fund resources to independently verify our internal price. 
Canndescent’s recent round is a perfect example of our conservative methodology since we 
participated in the previous round and will rebook their value in our tracker when their current 
round is completed.   
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We could not be more thankful for the support we have received from our investors.  We will 
continue to work hard to establish a standard of transparency 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 Non-Realized Gross %  Total
at Cost Invested Gain Return P&L

Grow Generation 2,806,175$    7.0% 539,500         19.2% 3.9%
Kush + Summit 7,126,000      17.7% 3,594,501      50.4% 26.1%
Jova Wellness 825,000         2.1% -                 -            -               
Merida Capital Cultivation 1,231,308      3.1% 1,158,037      94.0% 8.4%
Jushi 125,000         0.3% 533,750         427.0% 3.9%
New Frontier 2,500,000      6.2% 487,489         19.5% 3.5%
Simplifya 500,000         1.2% -                 -            -               
Mainstem 2,100,000      5.2% -                 -            -               
Steep Hill 3,799,991      9.4% 3,211,535      84.5% 23.3%
Canndescent 3,000,000      7.5% -                 -            -               
Emerald Scientific 700,000         1.7% -                 -            -               
Vireo 2,000,025      5.0% -                 -            -               
VividGro 2,750,001      6.8% 1,000,000      36.4% 7.3%
YoCanna 1,000,000      2.5% 670,000         67.0% 4.9%
Vapor Dosing Technology 475,000         1.2% -                 -            -               
Ionization Labs 230,000         0.6% -                 -            -               
Materia Medica 472,723         1.2% -                 -            -               
Freedom Leaf 2,040,000      5.1% 2,346,000      115.0% 17.1%
4Front 501,353         1.2% 215,507         43.0% 1.6%
Laurel Harvest 135,000         0.3% -                 -            -               
Her Highness 250,000         0.6% -                 -            -               
New Leaf 250,000         0.6% -                 -            -               
CB2 2,400,000      6.0% -                 -            -               
Green Skies 3,000,000      7.5% -                 -            -               

Subtotal 40,217,575$  100.0% 13,756,320$  
Portfolio Marked at Cost 15,377,748$  38.2%

Fund II - Investment & Gain by Position


