
Outlook for Cannabis Sales in 2016

We estimate marijuana sales (including a 10% special sales tax and a 2.9% state sales tax) in Colorado reached $1.0
billion in 2015, up from $730 million in 2014. Medical marijuana sales in 2015 was over $398 million, up modestly from
$386 million in 2014, while recreational sales in 2015 were an estimated $632 million, versus $343 million in 2014. In
the recreational market there was significant growth in the number of retail stores, from 322 to 422, grow operations
from 397 to 514 and licensed product manufacturers from 98 to 168. The number of medical marijuana centers
increased modestly, from 505 to 516 and the number of medical grows also increased modesty, from 748 to 751. The
number of licensed medical marijuana cardholders at the end of November 2015 was 109,922, down about 5% from
115,457 at the end of 2014. In the states with legal medical marijuana programs, we believe Colorado has the highest
ratio of medical card holders to population, at 2.2%. We estimate retail recreational prices were relatively stable for the
year. Total consumption of marijuana in Colorado, including the illegal market could be between $1 and $2 billion
annually. This suggests the legal market is at least 50% of the total market in the state. Absent a reduced premium to
the black market, we think it will be difficult for the recreational market to approach the 83% growth posted in 2015.
Growth between 25% and 35% in the recreational market and 0 to 5% in the medical market suggests the total
Colorado market will grow to $1.2 billion to $1.3 billion in 2016, or 15% to 25% overall.

Sales in Washington in 2015 of recreational marijuana were $473 million, up from $51 million in 2014, although sales
began in the second half of 2014 so the comparison includes 12 months in 2015 versus 6 months in 2014. In Q4
recreational sales in Washington, including the states’ 37% excise tax, were $155 million, or a $620 million annualized
run rate, about equal to the annual recreational sales in Colorado. Washington’s population of 7 million is 40% greater
than Colorado’s 5 million, so all else equal, sales in Washington could exceed Colorado’s by 40%. But all else is not
equal, in particular, the high excise tax results in higher retail prices in Washington versus Colorado and a greater
premium to the black market as well. If sales in 2016 were flat with the Q4 run rate, annual sales in Washington would
grow 31%. We think the market could grow to $750 million,or over 55%, which would be 20% larger than the current
Colorado recreational market. A study commissioned by the Washington State Liquor Board estimated the Washington
medical market at $480 million, which is consistent, but on the high end, of comparisons with the Colorado and Arizona
markets, and $390 million in the black market. This would put the total market at $1.3 billion. We think the illegal market
in Washington could be significantly higher, or approaching $600 million annually. In either case, there is room for the
market to grow. In addition, growth should be aided by an increase in the number of allowed retail sites from 334 to 556
(in December, only 197 stores were active in the market) and prices that have been falling 2% to 3% per month
recently.

Sales of recreational marijuana in Oregon began October 1, 2015. Registered medical marijuana dispensaries were
allowed to being selling a limited suite of products-dried leaves and flowers, immature marijuana plants and seeds,
through December 31, 2016. This is a temporary measure, authorized by Oregon Senate Bill 460. Oregon currently
has 315 authorized dispensaries, serving almost 77,000 patients. We estimate sales of medical marijuana in Oregon is
between $230 and $275 million annually. This is based on the average monthly consumption of medical marijuana
cardholders in Colorado, who consume between $250 and $300 per month of marijuana. Based on population, Oregon
is about 70% of the size of the Colorado market, Oregon recreational sales could reach $500 million annually in about
two years, assuming a similar pace in Oregon as that experienced by Colorado. Oregon’s sales tax is 25%, lower than
the 35% excise tax imposed in Washington and not far from Colorado’s tax regime that imposes a 2.9% sales tax
transfer fund, 10% retail excise tax and a 15% excise tax on wholesalers. However, prices of illegal marijuana in the
Oregon market is about 15% lower than both Washington and Colorado (per a High Times survey), and this could
result in faster growth and greater consumption than we have assumed in the estimates above. We estimate the
medical market in Oregon is about $230 million and the illegal market about $800 million. Recreational sales in
Washington in the first twelve months of legalization was $225 million. In Colorado it was $343 million. Washington is a
much larger state, in population, than Oregon, but had a slow start, while Oregon’s start has been much less
troublesome. We believe the recreational market in Oregon in 2016 will exceed $200 million and the medical market
will be flattish.
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Source: Colorado MED, Washington State Liquor and Cannabis Board, Chardan Capital Market Estimates. 

Other Medical Marijuana Markets 
The six largest medical marijuana markets are Arizona, California, Colorado, Michigan, Oregon, and Washington. We 
estimate these six markets contain upwards of 95% of the 1.1 million medical marijuana patients in the US. To date 
medical marijuana has been approved in 24 states, with a combined population of 145 million. The six states with 
significant medical marijuana patients have a combined population of 69.1 million. The penetration rate of patients to 
population in these six states is 1.6%, while it is much less than 1% in the remaining states. Much of this is due to the 
relative immaturity of the market in states like Illinois, New Hampshire, Maryland, Minnesota, and New York, but much 
is also due to highly restrictive regulatory regimes, like New York’s, that limit the market.  

Sales $ in M 2014 2015E 2016E

Recreational $ 394 $ 1,105 $ 1,771

  Colorado $ 343 $ 632 $ 821

  Oregon $ 0 $ 0 $ 200

  Washington $ 51 $ 473 $ 750

Medical $ 1,026 $ 1,119 $ 1,143

  Colorado $ 386 $ 399 $ 408

  Oregon $ 195 $ 219 $ 225

  Washington $ 425 $ 480 $ 490

Total $ 1,400 $ 2,203 $ 2,894

  Colorado $ 729 $ 1,031 $ 1,229

  Oregon $ 195 $ 219 $ 425

  Washington $ 476 $ 953 $ 1,240
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 Source: State Cannabis boards and Chardan Capital Markets estimates. 

Arizona medical marijuana patients consume, on average, 0.75 ounces per month of marijuana. This has been 
steadily increasing; about 12 months ago, the average patient consumed about 0.5 ounces per month of marijuana. At 
$300 per ounce this equals $227 per patient per month. In Colorado, the average medical marijuana patient 
purchases about $290 per month. If we use $250 per month per patient, this puts the total medical market at about 
$3.3 billion annually. 

There is ample growth potential in the medical marijuana market but we believe significant changes will be required in 
the market structure of the individual states. Colorado has been successful due to a relatively market-friendly regime 
that doesn’t limit access to an arbitrary number of participants nor does it restrict prices and conditions eligible to 
obtain a medical card are ample. This has resulted in prices competitive with the black market, and robust consumer 
demand.  

If all of the 24 states with legal marijuana regimes reached the 2.2% penetration rate achieved in Colorado, the total 
annual market would exceed $9.5 billion. This is unlikely to happen quickly, but even a lower ultimate penetration rate 
of 1.6% and a 10 year runway to achieve it would result in a total market of $7.0 billion and a CAGR of 8%. Of course, 
as more states legalize medical and recreational marijuana, this growth rate will likely increase. 

Total sales, recreational and medical, in 2014 are estimated between $3.4 and $3.5 billion, about $4.4 billion in 2015 
and about $5.3 billion this year. In 2017 it is unlikely any additional major recreational markets will ramp, or have a 
significant impact on sales. Given these circumstances, we think the legal sales in 2017 will be about $6.0 billion, or  
up about 13% over 2016. In 2018 there could be many more recreational markets including Arizona, California, and 
Nevada and medical markets in Florida and Pennsylvania. Depending on the outcomes of ballot initiatives in 
November, 2018 could be a very high growth year for the industry. 

in 000’s Patients Population Penetration

Arizona 87 6,400 1.4%

California 575 37,300 1.5%

Colorado 110 5,000 2.2%

Michigan 100 9,900 1.0%

Oregon 77 3,800 2.0%

Washington 136 6,700 2.0%

Big 6 1,085 69,100 1.6%

18 Other States 70-100 75,900 0.1%
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ANALYST(s) CERTIFICATION: The analyst(s) responsible for covering the securities in this report certify that the
views expressed in this research report accurately reflect their personal views about “Company” and its securities. The
analyst(s) responsible for covering the securities in this report certify that no part of their compensation was, is, or will
be directly or indirectly related to the specific recommendation or view contained in this research report.

DISCLOSURES

Chardan Capital Markets intends to seek compensation for investment banking services from all companies under
research coverage. Chardan Capital Markets or its officers, employees or affiliates may execute transactions in
securities mentioned in this report that may not be consistent with the report’s conclusions.

RATINGS

Buy: Expected to materially outperform sector average over 12 months and indicates total return of at least 10% over
the next 12 months.

Neutral: Returns expected to be in line with sector average over 12 months and indicates total return between
negative 10% and 10% over the next 12 months.

Sell: Returns expected to be materially below sector average over 12 months and indicates total price decline of at
least 10% over the next 12 months.

FORWARD-LOOKING STATEMENTS: This Report contains forward-looking statements, which involve risks and
uncertainties. Actual results may differ significantly from such forward-looking statements. Factors that might cause
such a difference include, but are not limited to, those discussed in the “Risk Factors” section in the SEC filings
available in electronic format through SEC Edgar filings at www.SEC.gov on the Internet.

COMPENSATION OR SECURITIES OWNERSHIP: The analyst(s) responsible for covering the securities in this report
receives compensation based upon, among other factors, the overall profitability of Chardan Capital Markets including
profits derived from investment banking revenue and securities trading and market making revenue. The analyst(s) that
prepared the research report did not receive any compensation from the Company or any other companies mentioned
in this report in connection with the preparation of this report. The analysts responsible for covering the securities in
this report currently do not own common stock in the Company, but in the future may from time to time engage in
transactions with respect to the Company or other companies mentioned in the report. Chardan expects to receive, or
intends to seek, compensation for investment banking services from the Company in the next three months.

GENERAL: This report is provided for informational purposes only. It is not to be construed as an offer to buy or sell a
solicitation of an offer to buy or sell any financial instruments or to particular trading strategy in any jurisdiction. The
information and opinions in this report were prepared by registered employees of Chardan Capital Market. The
information herein is believed by Chardan Capital Market to be reliable and has been obtained from public sources
believed to be reliable, but Chardan Capital Market makes no representation as to the accuracy or completeness of
such information. Opinions, estimates and projections in this report constitute the current judgment of the author as of
the date of this report. They do not necessarily reflect the opinions of Chardan Capital Market and are subject to
change without notice. In addition, opinions, estimates and projections in this report may differ from or be contrary to
those expressed by other business areas or group of Chardan Capital Market and its affiliates. Chardan Capital Market
has no obligation to update, modify or amend this report or to otherwise notify a reader thereof in the event that any
matter stated herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently
becomes inaccurate.

Chardan Capital Market does not provide individually tailored investment advice in research reports. This report has
been prepared without regard to the particular investments and circumstances of the recipient. The securities
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discussed in this report may not suitable for all investors and investors must make their own investment decisions
using their own independent advisors as they believe necessary and based upon their specific financial situations and
investment objectives. Estimates of future performance are based on assumptions that may not be realized.
Furthermore, past performance is not necessarily indicative of future performance.

Chardan Capital Market salespeople, traders and other professionals may provide oral or written market commentary
or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed in this research.

Electronic research is simultaneously available to all clients. This report is provided to Chardan Capital Market clients
and may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the
express written consent of Chardan Capital Market. Receipt and review of this research report constituted your
agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion or information
contained in this report (including any investment recommendations, estimates or target prices) without first obtaining
express permission from Chardan Capital Market.

This report is not intended for distribution to, or use by any person or entity in any jurisdiction or country where such
distribution or use would be contrary to local law or regulation.

For investors in the UK: In making this report available, Chardan Capital Market makes no recommendation to buy, sell
or otherwise deal in any securities or investments whatsoever and you should neither rely or act upon, directly or
indirectly, any of the information contained in this report in respect of any such investment activity. This report is being
directed at or distributed to , (a) persons who fall within the definition of Investment Professionals (set out in Article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Order”)); (b)persons
falling within the definition of high net worth companies, unincorporated associations, etc. (set out in Article 49(2) of the
Order); (c) other persons to whom it may otherwise lawfully be communicated (all such persons together being referred
to as “relevant persons”). This report must not be acted on or relied on by persons who are not relevant persons.
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