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THE INVESTABLE LANDSCAPE FOR CANNABIS
GRAY STANGLER, Research Analyst
gstangler@fpcm.net

Cannabis, while still federally illegal, has become increasingly more accepted by Americans
nationwide. Thirty-six states now allow medical marijuana sales, and recreational sales
are legal in fifteen states. Over the past two years, publically-traded companies engaged in
the harvesting, production and distribution of Cannabis-related products have generated
a tremendous amount of investor interest. However, there are still many misconceptions
when it comes to the investable landscape, viable business models, and future opportunities.
At Financial Partners we have been tracking this industry closely, and we want to take this
opportunity to share our current perspective.

Broadly speaking, there are three categories of publically-traded companies associated with the Cannabis
industry. First are the U.S.-listed Canadian producers, who are perhaps the most recognizable names, and
include companies such as Aphria, Cronos, Tilray, Canopy Growth, and Aurora. These companies are the
largest players from a market-capitalization standpoint, have the easiest access to capital (via listed exchanges
or through debt offerings), and are the most well-established given the early nation-wide legalization of
recreational sales in Canada in 2018. In addition, a number of these producers have established jointventures with large U.S. consumer-goods companies (e.g. Constellation Brands and Altria). The Canadian
producers are licensed to cultivate, process, and manufacture a range of Cannabis products for sale to the
Canadian Provinces. In turn, the provinces are in charge of regulating the total amount of product to be
distributed to retail storefronts, most of which are government operated.
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The Canadian producers also conduct wholesale
export operations. While they are licensed to export
products to over 30 different nations, at the moment
Germany makes up the majority of international
sales. This may change quickly however, as Germany
has recently begun its own domestic Cannabis
operations. There are also a handful of cases where
Canadian product has been imported to the U.S. for
testing, but doing so requires specialized approvals,
and the U.S. is not considered an official market for
exports at this time.
The second category of publically-traded companies
associated with the Cannabis industry is the U.S.
“MSO”, or “Multi-State-Operator”.
This group
includes companies such as Curaleaf, Trulieve,
Green Thumb Industries, and Cresco Labs. These
companies operate within the United States but, as
Cannabis remains federally illegal, they have been
relegated to the Canadian stock exchanges for initial
public offerings and to trade on over-the-counter
markets. The U.S. market is also unusual because of
incongruent state-level legislation of Cannabis sales
and operations. Each state has separate policies
when it comes to licensing and distribution, and has
its own tax and licensing scheme. Products may
not cross state borders. Many states have required
operators to become vertically integrated (meaning
the producer must operate both the cultivation
facilities and the retail distribution facilities), and a
number of MSOs have chosen to become vertically
integrated even where it is not required, in order to
compete more successfully. Lastly, due to the U.S.
Federal Tax Code 280E which targets any business
with illicit sales from Schedule I/II substances, the
MSOs are essentially taxed on gross profits, as they
are not allowed to deduct any expenses from gross
income. This dramatically limits the profitability of
the U.S. MSOs.
The final category of publically-traded companies
participating in the legal Cannabis space could best
be labeled “ancillary services”. These businesses do
not directly produce, distribute or sell Cannabisderived products, but provide a range of products
and services that support the industry, such as
fertilization equipment, hydroponic equipment,
production/packing equipment, and real estate
financing services. This category includes companies
such as KushCo Industries and Innovative Industrial
Partners.
According to analysts, the total addressable market
for recreational and medical Cannabis sales in
Canada is estimated to be around USD $5-$6 billion
today, with USD $2.0 billion in total sales recorded in
2020 from the listed Canadian producers. Total sales
are expected to grow to USD $7 billion by 2025.

In comparison, total sales recorded
from U.S. MSOs in 2020 were $18
billion, up 52% from the previous year,
and are expected to grow to
$60 billion by 2025. This
is against a backdrop of
an estimated $50 billion in
current illicit market sales
nationwide. Although we
do not anticipate nationwide
legalization in the near
future (and illicit sales will
continue to compete with
legalized sales for some time), the
total addressable market opportunity in
the U.S. is still much larger than that of
Canada. The state of California alone is expected to
reach $7 billion in total legal sales in 2022.
Despite the large disparity in total sales, the Canadian
producers have a combined market cap of around USD
$25 billion, quite close to the U.S. MSO’s market cap
of $27 billion. In part, this disconnect stems from the
fact that the Canadian investable universe currently
has better access to capital, is more accessible from
a retail-investor standpoint, and does not operate
with as many political uncertainties. It also stems
from the potential for Canadian producers to expand
internationally. This is due to some strategic alliances
by key Canadian players. Canopy, for example, has
joined forces with Constellation Brands to invest in
the U.S. MSO, Acreage Holdings.
Ultimately, we believe the U.S. MSOs should be
the direct focus of our attention for investing
opportunities. 1) It is unclear whether or not
Canadian producers will be given access to export
product to the U.S. As Cannabis has evolved in the
U.S. so far, it is viewed as an industry to support
individual states and municipalities from a taxrevenue perspective. Therefore, it seems more
likely that legislation will restrict/limit international
imports in an effort to protect and cultivate the
domestic industry. Additionally, we anticipate state
legislatures will continue to prohibit interstate
commerce for Cannabis for as long as possible, given
the growth they are experiencing in tax revenues.
2) Given current legal restrictions, we believe the
U.S. operators will continue to gain market share
within the states where they currently operate, by
acquiring more cultivation and distribution licenses.
This will give them a competitive advantage by the
time full legalization is achieved in more states, and
if international entrants attempt to expand into their
existing markets.
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Among the current U.S. MSOs, we find Curaleaf and Trulieve the most interesting. That said, today’s
U.S. market is especially fragmented, with the top 4 largest companies accounting for only 12% of
total industry sales. While the specific strengths and weaknesses of these leading companies can be
discussed at a later date, there are a few macro-tailwinds for the U.S. Cannabis industry that are worth
highlighting at this stage:
 More markets are continuing to open up to recreational sales, with AZ and NJ already converting
from medical-only to including recreational sales, and SD, MT, and MS beginning to work on
their own state policies to do the same.
 There is increased mainstream adoption of Cannabis both as a recreational drug, and as an
effective alternative to a number of prescription medications.
 A Democratic government in both chambers of the U.S. Congress increases the likelihood of
supportive legislative changes at the federal level, such as criminal justice reform for past
marijuana-related offenses (MORE Act), federal legalization of Cannabis (STATES Act), and
marijuana-related banking reform (SAFE Banking Act).
In conclusion, FPCM views the Cannabis' industry dynamics as quite favorable for the largest
incumbent U.S. MSOs, and the overall opportunity set in the United States as much richer than that
of the Canadian market. As always, it becomes a question of what is the right price to pay for the
market opportunities and risks ahead, and when to act. We are closely monitoring the industry and its
catalysts, and will keep you updated as we review potential investments.

FINANCIAL PLANNING CONSIDERATIONS FOR COUPLES
VINCE MARSDEN, Partner, SVP Financial Planning
vmarsden@fpcm.net
Personal
financial
planning
focuses
on a broad range of issues, including
developing a budget, tracking income and
expenses, establishing future financial
goals, and addressing retirement, estate
planning, giving/gifting and insurance
needs. Implementation, monitoring and
modifications follow-on from the initial
planning phase, via regular reviews and
updating.
An experienced financial planner can be
of tremendous help to you in successfully
developing, implementing and monitoring
a comprehensive financial plan. We would
like to take this opportunity to share some planning insights of particular importance for couples,
whether married or in long-term relationships.
Money is a common cause of stress in many relationships, so it is vitally important that couples
discuss and understand their joint financial situation and collaboratively determine their long-term
financial objectives. The key to success, both in the initial planning stages and over the long-term, is
communication and openness between partners.
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At the outset of the financial
planning process, couples
must be open with one
another, sharing specifics
about income and expenses,
as well as assets and liabilities.
That is not to say that you
should hold all assets jointly,
rather that both parties
should understand their
complete (joint and separate)
financial picture. Once your
current situation is clarified,
you should jointly decide
on your immediate and
longer-term goals, consider
various financial strategies
for achieving them, and
outline the specific actions
needed for implementation. This is followed by
monitoring your progress with the plan over time,
and determining if you want or need to make any
changes. A financial planner can help you work
through the entire process, providing worksheets
for initial information gathering, mathematically
modeling your financial health under various
economic and market scenarios, and discussing
the merits of alternative financial strategies that
are best suited for you, in light of your goals and
financial challenges.
Couples should be in regular contact with their
financial planner, and both partners should
participate in the planning sessions and in the
subsequent meetings to assess progress and
next steps. All too often, we see just one of the
partners taking complete responsibility for dayto-day finances such as paying bills, and also
for planning financially for the couple’s future.
That same partner is often the only one dealing
with the couple’s financial planner and other
professional advisers.

We believe that, for long-term financial success,
it is crucial for both members of a couple to
participate in understanding their finances and in
defining future financial goals. This means that
both of you should also participate in the meetings
and correspondence with your financial planner
or other advisors. Taking this approach means
you will both be fully informed about your overall
financial situation, and will understand whether
you are on track to meet your most important
goals. The joint participation also ensures that
each of you will have the necessary knowledge
to handle your financial transactions and make
sound financial decisions, should your partner
become unable to participate. This is important
for young couples as well as older partners, as
unexpected absences, illnesses or accidents can
happen at any time.
Of equal importance, by participating together,
both of you will build a personal relationship with
your financial adviser, who will be there to guide
and assist you whenever you need their expertise.

If you would like to discuss your financial planning needs, please contact us at
vmarsden@fpcm.net or (646) 277-7310.

OUR INVESTMENT OUTLOOK
AARON COHEN, Ph.D., Partner, President, Portfolio Manager
acohen@fpcm.net
The first quarter of 2021 started on sound footing with stronger economic growth and solid performance by U.S.
equity markets. The news has been more mixed outside the U.S., due to lower vaccination rates and, in some
cases, less fiscal stimulus. In general, we expect a positive investment environment due to the continuation
of economic reopening, fiscal stimulus and low interest rates. However, the outlook is not without risks as
detailed below.

INVESTMENT “BALANCE SHEET”
POSITIVES...
+ Rapid and massive Monetary and Fiscal

responses continue to support financial
markets, credit and the unemployed.

AND, THE NOT SO POSITIVE…

-

In spite of the positive news regarding
vaccinations, it will take time to re-absorb
unemployed workers and fully resume normal
economic activity; moreover, there is the risk
of new Covid variants that could be resistant to
current vaccines.

-

Political uncertainty: given the large deficits
at Federal, State and Local levels, there is the
potential for higher personal and corporate tax
rates, and increasing regulation.

-

Valuation is becoming a bigger concern as
equity prices have increased disproportionally
to earnings estimates for the near future.
Moreover, there are pockets of increasing
speculation in the marketplace. High valuation is
likely to translate into mediocre rates of return
over the next 5-10 years.

-

Inflation expectations have increased. Higher
inflation rates would place Central Banks in
difficult policy positions.

-

A secular decline in globalization could pose a
significant headwind to economic growth.

-

The Covid crisis is likely to have serious, difficultto-predict, long-term consequences. Among
other possible outcomes, consider:
(1) extremely high debt levels that could
undermine currency stability and growth;
(2) potential increases in inflation expectations as
a result of massive monetary stimulus;
(3) higher taxes;
(4) serious political and socio-economic
ramifications;
(5) backlash against globalization;
(6) changes in consumer behavior;
(7) increasing government intervention in the
economy.

+ The global economies should continue to reopen as the pace of vaccinations accelerates,
which should support economic growth over
the next several months. Significant pent-up
demand will be an important tail-wind for
the economy over the next 6-12 months.

+ There is plenty of liquidity in the system, and
short-term rates are expected to remain at
extremely low levels for the next couple of
years.

+ Credit conditions have improved quite
substantially over the past 6 months and
remain supportive.

+ Risk-assets are expensive, but certain sectors
and stocks are attractive relative to bonds.
We expect investment flows to favor equities
over the next couple of years, reversing a
long term trend.
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WHAT ARE WE WATCHING?
1-Poor; 5- Excellent; Trend: ⇑ improving,  deteriorating,  ⇓stable⇔
KEY

The Economy

Apr
2021

3-

Jan
2021

COMMENTS

2+

The global economy is expected to growth at a faster than normal pace while a reopening
takes place, thanks to the massive vaccination campaign, and the potential for eventual
herd immunity. We are positive about the global economy in the short- and mediumterm. However, we are skeptical about growth potential after we return to some level
of “normality”, due to the unforeseen consequences of massive stimulus and changing
behavioral patterns.

Consumer
Spending

3-

2+

Consumption experienced significant shifts as a result of the pandemic. Some of these
shifts might be permanent (e.g. more remote work, more meals at home, increased
purchases online, etc.), but many will prove to be temporary. U.S. consumers have
saved significantly over the past year, on top of increased savings and deleveraging that
took place over the past decade. This places consumers in a good position to ramp-up
spending once lockdowns and social-distancing restrictions diminish. For a period of
time, we expect a significant increase in spending related to offline shopping, travel, and
entertainment.

Employment

2+

2-

The employment picture should continue to improve from very low levels as socialdistancing restrictions lessen.

5 -

Massive monetary stimulus, both in the U.S. and the rest of the world, is fueling
economic growth. We expect long-term interest rates to increase over time, but still
remain relatively low in the medium-term, anchored by the unprecedented “near-zero”
interest-rate policies of Central Banks.

5 -

With already extremely loose monetary policy, the pressure is on governments to
maintain or expand fiscal stimulus. As with monetary stimulus, the long-term negative
consequences of this unprecedented support are unknown. Watch out for potential
increases in Federal and State taxes.

Monetary Policy
& Interest Rates

Fiscal Policy

5 -

5 -

Leverage &
Credit

3-

3-

Credit conditions and credit markets recovered significantly thanks to the massive
support from monetary and fiscal policies, and the rally in equity markets. We still
expect an increase of defaults in the short-term, as creditors put pressure on delinquent
borrowers after the hiatus due to forbearance during the pandemic.

Inflation

3+

4-

The Covid shock was essentially deflationary; however, inflationary expectations have
increased as a result of the massive monetary and fiscal stimulus. Central Banks could
be overestimating their ability to contain inflationary pressures in the medium-term.

4-⇓

Real Estate is a mixed picture. Outside of large cities the residential housing market
has been particularly strong. On the commercial side, the industrial, single-family, and
multi-family sectors continue to show strength, while sectors such as lodging, office,
senior-living and student housing have been weak. Banks are starting to pressure
borrowers who have fallen behind in their payments.

Real Estate

4-⇓

Corporate
Activity

4-⇓

4-⇓

Corporate activity has been ramping up. Even buybacks are coming back. M&A activity
should continue to increase as we return to “normality”. However, capital expenditures
continue to be weak, and we should expect some deleveraging after the economy
stabilizes.

Valuation

1+

2-⇓

The strong rally over the past year combined with lagging earnings, have left markets
in overvalued territory. However, equity valuations vary widely, with some countries,
sectors and stocks still attractive relative to interest rates.

Cycle
(10-2+credit)

4-
⇑

3-⇑

The yield curve has steepened considerably in the U.S., consistent with expectations for
faster economic growth and higher inflationary expectations. We believe there is a low
probability of entering another recession over the next 2 years.

Market
Technicals

3-

3-

Market Technicals are mixed to negative. The long-term trend is very strong, but
breadth is peaking and there are abundant signs of speculation.
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OUR STRATEGIC SUMMARY
Despite expecting higher volatility and a potential sharp but short correction as the global economy re-opens, we
continue to have a constructive outlook in the short-term thanks to continued low interest rates, massive fiscal stimulus,
and improving earnings. However, we also believe that long-term risks have increased and investors should not be
swayed by a wave of excess optimism and speculation. We still advise caution and patience given the current economic
and political uncertainties. Over the long-run, we continue to favor equities over fixed income.

1-Poor; 5- Excellent; Trend: ⇑ improving,  deteriorating,  ⇓stable⇔
Outlook
ASSET CLASS

Apr
2021

Jan
2021

Equities-U.S.

2+

3-⇔

EquitiesGlobal

3-

3+

U.S. Bond
Market

Real Estate

COMMENTS

Equity markets look over-extended, but we continue to have a constructive outlook
in the short-term thanks to continued low interest rates, massive fiscal stimulus, and
improving earnings. However, we also believe that long-term risks have increased
and investors should not be swayed by a wave of excess optimism and speculation. We
recommend:
Current Stage: Be selective. Use cash carefully, contingent on the situation. We
recommend shifting slowly to more defensive stocks, especially focusing on
dividend paying companies with potential for dividend growth.
 Longer term: High current valuation points to mediocre equity returns in the longterm. We are currently assuming long-term equity returns of 4-7%.


A weaker U.S. $ is helping to close the global performance gap versus the United
States. Emerging markets are attractive at this time, as they benefit from a weaker U.S.
currency, a cyclical upturn, higher commodity prices, and more reasonable valuations.
We believe there is little value in the U.S. bond market at this time. We favor equities.
Strategy:
 The 20-30 year sector offers more value than the short-term. Add to positions in
preferreds, and consider eventually taking a tactical trading position in 30-year
Treasuries.

1+

3+

1+



Use TIPS only in special cases. Implicit inflation rate seems too low.



Favor investment-grade corporate bonds with 3-10 year maturities. Consider bond
funds and ETFs. However, in spite of low credit spreads, selective high yield could
be interesting given the improving credit and economic conditions.



Selectively buy tax-exempt bonds for individuals in high-tax brackets. Consider
bond funds and ETFs.

3+⇔

On the commercial side, we expect some recovery in office, retail, senior housing,
hotels, and student housing. The housing market should continue to show strength,
but is expected to moderate from the frantic pace of the past few months. Higher
inflationary expectations and economic growth should give support to the sector in the
near-term.

U.S. $

3-

3-

The U.S. Dollar has rallied since the beginning of the year after weakening considerably
in the 2H20, helped by the steepening yield curve. However, we expect the U.S. Dollar
to weaken further over the next few months. A weaker U.S. Dollar should benefit
emerging markets & commodities. Remember that currencies are a “relative game” so
watch out for developments in other currencies.

Gold

3+

4-
⇑

Gold has weakened considerably this year, probably due to the stronger U.S. Dollar,
the steepening yield curve, and competition from cryptocurrencies. We continue to be
optimistic on gold as a hedge against higher inflation.

Commodities

4-
⇑

4-
⇑

Commodities should continue to benefit from the economic reopening, and eventually
from a resumption of weakness in the U.S. Dollar.
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KEY INVESTMENT TAKEAWAYS



The current high valuation of equity markets,
record low interest rates, and long-term economic
risks point to mediocre rates of return over the
next decade. Implementing a proper financial
plan with realistic expectations and a particular
emphasis on liquidity needs, will be critical to
long-term financial success.



We remain constructive on equities over the
short-run, especially relative to bonds. Longerterm, we like low-volatility yielding stocks, as in
our new YES strategy.



We remain optimistic about a sharp rebound in
economic activity after vaccinations ramp-up
and we achieve some level of “herd immunity”. In
the short term, this will disproportionally benefit
the sectors and styles that have taken the brunt
of the economic downturn - small-caps, value
stocks, energy, financials, travel-related and
industrials sectors. However, stock prices might
already reflect a good part of this improvement,
so we should tread with considerable care.







International markets, especially emerging
markets, could offer attractive investment
opportunities in the medium-term.
We expect the yield curve to remain steep, barring
the possibility of the Federal Reserve targeting
the shape of curve itself. Do not underestimate
the risk of higher inflation. Unfortunately, the
bond markets offer little protection against
inflation at the current time.
Credit risks will remain high for a period of time.
Beware of high-yielding situations with weak
balance sheets.



Political and geo-political risks continue to be high
and could have a meaningful impact on markets.
Timing is impossible to predict, so stay the course
and hedge if necessary - mostly with cash.



For the most part, we recommend disregarding
short-term movements in the equity markets.
Today’s short-term fluctuations are driven in good
part by flows in and out of passive investments,
quant strategies fueled by momentum-investing,
and the new culture that focuses on headlines
instead of fundamental news and analysis.
This short-term volatility (i.e. “noise”), although
it could generate anxiety, also creates long-term
investment opportunities.



Even though we are optimistic about equities
in the short-term, we continue to have serious
concerns about the economy and markets
over the longer-term. Political “populism”, low
productivity, extreme expansionary global
monetary policies, and fiscal irresponsibility are
dangerous headwinds for global economies and
equity markets.



“Bear Markets” are to be expected. The recent one
should remind us all of the unpredictability of tail
risks, the need to have a long-term investment
horizon, and the importance of having a solid
financial plan that contemplates facing these
types of risks.



We continue to be opportunistic and patient and,
as always, are keeping an eye on your long-term
objectives.
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We hope you have enjoyed this issue of our publication. Please contact us with your questions
and with yourcomments, and your requests for future topics at contact@fpcm.net. We look
forward to hearing from you!
Thank you for your continued confidence and support.

Your

FP/CM Team

Financial Partners Capital Management
150 East 52nd Street, New York, NY 10022
t 646-277-7310 | f 646-277-7315 | fpcm .net | LinkedIn

Disclaimers:
This newsletter might contain forward-looking statements, which involve risks and uncertainties. Actual results may differ significantly from the results described
in the forward-looking statements. The information contained herein is for illustrative purposes only and should not be considered an offer to sell or a solicitation
of any offer to buy interests in any particular investment. The inclusion of real estate properties discussed herein should not be perceived as investment
recommendations and may no longer be held. Opinions and estimates expressed herein reflect the current judgment of Financial Partners Capital Management
(FPCM), and are based on information obtained from sources, which are believed to be reliable, but FPCM does not offer any guarantees as to its accuracy or
completeness. Nor are they intended as a forecast or guarantee of future results. The information is not necessarily updated on a regular basis: when it is, the
date of the change(s) will be noted. In addition, opinions and estimates are subject to change without notice. FPCM, its officers, directors, employees, customers,
or affiliates may have a position, long or short, in the securities mentioned herein and/or related securities, and from time to time may increase or decrease such
position or take contra position. FPCM may have other relationships with any company mentioned in this commentary. Past performance is not a guarantee
of future results. No future or current client should assume that the future performance of any specific investment, strategy or product referred to directly or
indirectly will be profitable or equal to any corresponding indicated performance levels. Reproduction without written permission is prohibited.
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