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Introduction

Bu: Sandro Piancone and Jorge Olson

Whitepaper Premise

"Smokable Hemp is the first real competitor to nicotine
cigarettes, and it is poised to Disrupt Tobacco!

Hemp Smokable Fast Moving Consumer Goods is an immense
opportunity in wholesale distribution and retailing. The courts
will ban menthol cigarettes and flavored vapes: Legislation
prohibits the sale of flavored cigarettes and vapes, starting in
California in 2021, and other states like Massachusetts, New
York, and New Jersey, with partial or total bans. We think the
ban on tobacco and nicotine products follow, state by state.

Hemp is legal in all states, with some litigation in a few states
regarding smokable Hemp. We don't know if this applies to fin-
ished FMCG like hemp cigarettes.Hemp flavored cigarettes are
legal to sell and can be merchandised on the counter. CBD is
not legal in all 50 states. The entry barriers are low, making
the category of creams, tinctures, and other consumer goods
subject to lawsuits, as were witnessing in California.

4,



A Quick View of Hemp in The USA

In the last few years, the Hemp related industries have seen a
massive change in the United States. It all started with the le-
galization of Cannabis for medical use in several early adopt-
ing states. After other states noticed the tax revenue, they soon
followed.

The second big step was the legalization of Cannabis for rec-
reational use. Again, it started with early adopting states such
as Colorado and then swept across the union with new legis-
lation allowing states to sell and collect taxes from revenue of
Cannabis.
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Hemp and CBD are not new; my first Hemp and CBD projects
date back to 2014, where | developed hemp lemonade and
hemp skincare products to include soap and lip balm.

I've been using hemp oil for more than twelve years now, and
I've noticed hemp pre-rolled cigarettes selling for a long time
online on private websites and on Etsy and Amazon.Hemp is
not a new plant; it has been used for more than six thousand
years in China and three thousand years in Europe.

The ancients used Hemp for paper, clothing, rope, to build
shacks, make clothes and ropes, and many other daily uses,
making Hemp the utilitarian crop of our ancestors. Even as
early as 1920, 80% of the UK's fabrics were made out of Hemp.
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Coming back to the hemp industry’s present view, Hemp and
CBD started rising in popularity ten years ago as cannabis en-
trepreneurs started dabbling into it's potential.

In the USA, Hemp was used even before America was colo-
nized; however, we'll leave the history of Hemp for another
publication. In this one, | wanted to give you an idea of how old
and useful Hemp has been around the globe in many distinct
cultures.

Sandro and | worked on several CBD projects and mentored
entrepreneurs in THC beverages, CBD tinctures and creams,
CBD pills, and many others. The industry grew on a steady
pace of education for the marketplace and products brought
by new entrepreneurs.
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Then, in 2018, the Farm Bill changed everything in the USA
from one day to the next, as hundreds of businesses, both
public and private, pivoted into Hemp and CBD. An immense
number of them, plus new entrepreneurs, all had the same
idea, that seemed a good one in isolation, “Let’'s get into hemp
farming.”

This new boom brought hundreds of companies into the Hemp
and CBD space. Most of them decided to do the same thing,
which got the oversaturation of hemp farmers and private
label CBD products such as oil, tinctures, creams, and many
others. These new companies don't offer a true Unigue Value
Proposition (USP) to customers, and their competitors have a
very low barrier of entry into the marketplace.

These two combined threats are now catching up to CBD con-
sumer products and already erased many hemp farmers from
the market. The surviving hemp farmers can dump their prod-
uctat 90% discounts or more (we're getting our Hemp ata 99%
discount,) or they can turn their Hemp into their own products,
such as consumer goods. Hemp cigarettes on the other hand,
seem to be the gold nugget in this hemp revolution. It offers
high margins for everyone in the supply chain, it also has a
high entry barrier and the highest existing demand of all the
other products combined. Hemp Cigarettes are not the same
as pre-rolls. The pre-roll market in Hemp has been around
before the new hemp revolution started.
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Now, with more entrepreneurs jumping into the Hemp busi-
ness ocean, theyre going into the pre- roll business as well.
Many of these entrepreneurs buy their pre-rolls; others make
it at home. These small operations don't regularly test their
Hemp, and the vast majority don't label the contents. Pre-
rolled hemp cigarettes are sold online or regionally in smoke
shops and liquor stores.

| predict the pre-roll business will disappear entirely in the
next two years. Because they're not testing or labeling, States
are already banning the sale of smokable flower and pre-rolls.
This trend will continue, either forcing pre-rolls out of the mar-
ket or instituting new testing and labeling requirements that
small companies can't follow. In the end, this is not a bad thing
for Cannabis, Hemp, and CBD related industries. Rogue en-
trepreneurs selling pre-rolls with THC don't help the market-
place; it just gives it a bad taste or a bad smoke.
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I
State of the Industry

Hemp Cigarettes are currently legal to sell in 4/ States. Louisi-
ana is now not selling them. However, the Secretary Commis-
sioner of the Louisiana Office of Alcohol and Tobacco Control
paid us a visit at Hempacco, Co. Inc., one of the largest produc-
ers of hemp cigarettes in the USA, to learn about how hemp
cigarettes are made responsibly and with the highest levels of
compliance.

In @ marketplace filled with hand-rolled hemp cigarettes and
products without labels, compliance will be a determining fac-
tor in hemp cigarettes’ success in the USA.

As of June 2020, most of the marketplace products are either
pre-rolled hemp cigarettes or biomass byproduct machined
cigarettes.Both products have little or no batch processing, no
capability of recalling the product, and are not compliant with
current CBD or THC regulations.

If you walk into a convenience store or smoke shop, you might
see a hemp cigarette that looks like a joint; it's not; it's is a pre-
rolled hemp cigarette. Hand-rolled cigarettes or pre-rolls get
their name because, before these came into the marketplace,
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the consumer had to roll their own hemp cigarettes. These
consumers would buy Hemp and rolling paper to roll their
own Hemp cigarette.

This was a difficult and expensive proposition because buying
Hemp in small quantities is not viable, and many companies
don’t ship Hemp online.

Currently, you can buy one or two Hemp pre-rolled cigarettes
that someone else rolled for you. A single pre-roll price varies
at convenience stores and liquor stores from $5 to S15 for ev-
ery single pre-roll.




O
Kitchen Table Pre-Roll Production

Most pre-rolled hemp cigarettes sold online and in retail stores
are made on kitchen tables, small offices or outdoor patios.
These have no food handling permits, they don't have compli-
ance of any kind, no certificates of origin for their Hemp, and
many don't even have testing certificates for their Hemp.

This means the product can be hot. We call the product “hot”
when it contains more than the 0.53% THC required by feder-
al law. After visiting farms, and speaking with farmers, Hemp
brokers, and Hemp testing laboratories, they all tell me that
all Hemp flower is hot. Hemp flower requires processes to be
compliant, and you can't harvest the Hemp Flower and sell it
as is to consumers.

Pre-rolls are made manually or with semi-manual processing,
and they are not scalable. Imagine someone filling cigarette
paper with Hemp on their kitchen table. Or for the sophisticated
operator, they are small semi-manual machines that can help
you fill the paper faster by shaking the product into cones that
contain the paper. The operator then fills each cone with the
right amount of Hemp, turns it on, moves to the next one, and
at the end, twists the top of each cigarette by hand.
12



Therefore, pre-rolled hemp cigarettes are expensive because
they are expensive to make. The fastest pre-roll operation |
spoke with for this white paper told me he could make one
thousand pre-rolls per day. He also confessed his employees
could only do five hundred per day. This might seem like a lot,
but when you consider a machine can make more than the
same one thousand hemp cigarettes in one minute instead of
one day, the hand method fails in the scalability meter.

The advantage these small pre-roll companies have is that
they can sell artisanal, handcrafted hemp cigarettes. They
could market them as one of a kind, high CBD or CBG yielding
products for the curious consumer. In reality, these products
are not branded, they're packed in plastic containers that are
not food grade, and each one is different in the Hemp blend, in
how it burns, in the percentage of CBD and THC, and in how it
tastes. In other words, there is no consistent, brandable cus-
tomer experience.
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Yes, a company could come in and
compete in this space by crafting
high-end pre-rolled hemp cigarettes.
The real issue here becomes once
again in scalability.

Once the pre-roll individual entre-
preneur receives a regular size retail
order, he won't be able to produce
thousands of pre-rolls on demand
from a large or medium retailer.




For example, one of our customers had a very successful pre-
roll handcrafted cigarette business. They got an order for one
hundred thousand sticks from a local medium-sized conve-
nience store chain, and they had to tell them “nol!” or at least,
‘not now.” The entrepreneur then called us to explore their
manufacturing options.

The brand owner will now offer the retail chain the same
Hemp style, with quality control, batched processing, safety
measures in place, sold for $8 to $20 for a pack of 20 hemp
cigarettes to the consumer, instead of $10 per pre-roll. Pre-roll
paved the road for hemp cigarettes, but now it's time to make
the jump from handcrafted non-label to fabrication with test-
ing and safety in mind, protecting the consumer’s health, and
smoking experience.
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Retail Sales

Early adopters of hemp cigarettes are retailers such as liquor
stores, independent convenience stores, gas stations, and
smoke shops. Some franchised convenience stores are al-
ready carrying hemp cigarettes, but they lack significant pen-
etration, packaging, or branding.

Mass retail accounts, including supermarkets and pharma-
cies, are not yet carrying hemp cigarettes, but this is common.
They are not early adopters. They will see how the market-
place adopts hemp cigarettes before they allow them on their
shelves.




After all, the largest of these mass retail chains are publicly
traded and care about sales and regulation, and market per-
ception.Retail stores are not the only opportunity for hemp
cigarettes. Depending on the quality and branding, catalogs,
eCommerce, direct response, and concerts are just some of
the channels lacking good penetration with hemp cigarettes.

The Driver in Covenience Stores is Cigarrettes

Sales
In-Store Contribution

[l

CIGARETTES

31% of All Revenue from
Convenience stores comes
from Cigarettes and Tabacco

OTP
Other Tabacco 6.7%

PACKAGED BEVERAGES
(Carbonated soft dinks
15.3%)

FOOD SERVICE

(Prepared food, commissary:
hot, cold, frozen dispensed
heveranes 22.6%)

BEER
(6.3% for stores selling beer)

CENTER STORE

(Salty snacks candy,
packaged sweet snacks,
alternative snacks 10.4 %)

OTHER
(7.7%)




The Driver in Convenience
Stores is Cigarettes

According to the National Association of Convenience Stores,
or NACS, regular tobacco cigarettes and other derivatives like
chewing Tobacco and vapes drive the entire convenience store
business. Nearly 40% of total sales accounted for in conve-
nience stores are cigarettes. What does this mean? It means
people walk or drive to a convenience store with the intent of
buying cigarettes; once they are there, they purchase some-
thing else.

The NACS study doesn't account for total sales coming from
these same clients. The MACS report is a significant market
driver for hemp cigarettes because the consumer is already
determined to buy cigarettes.

Cigarettes are not an impulse buy or a secondary purchase in
the store the way candy or a snack would be to smokers. The
hemp cigarette marketer's job is to educate and get the same
smoker to taste high-quality Hemp and turn them into return-
INg and recurring customers.
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Ten clients buying hemp cigarettes weekly at a convenience
store can sustain an entire marketplace in any small town or
large city. Ten packs can equal $S600 per month per store at
the retail sales level.

A small territory with one thousand stores yields $600,000 in
monthly sales to a retailer, S300,000 in sales to the distribu-
tor, and $200,000 for the manufacturer.

The same retail store could sell other hemp cigarette brands
with similar numbers. A company providing three, four, or even
five brands could see their numbers at one million per month,
per thousand convenience stores, much higher for tobacco
shops.
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How does this compare to tobacco cigarette sales? According
to the Tobacco Policy Center, tobacco cigarettes sell $500,000
per store per year in the United States. This number doesn't
account for vapes. Vapes are a good measure of how a new
product targeting tobacco cigarette consumers can impact the
market. Vape sales have seen incredible growth in the past
five years, stealing away cigarette consumers and picking up
millennials by the thousands with their many variations and
flavors.

Hemp Cigarette marketers aim to do the same in the hemp cig-
arette space. With the different Hemp, CBD, CBG, and colors,
fragrances, and flavors, hemp cigarettes will impact the mar-
ketplace, taking market share away from tobacco cigarettes.




1
Ecommerce

Ecommerce allows the sale of Hemp cigarettes at almost ev-
ery level. The largest Etailers are already selling them; Am-
azon, eBay, Etsy, and other large companies sell Hemp ciga-
rettes, calling them herb cigarettes.

This means new entrepreneurs can sell in these large stores,
plus in their own online store and make up to ninety percent
gross margin. Online searches of the key phrase “hemp cig-
arettes” increased 450% month to month at the time of this
writing, demonstrating an opportunity for online and offline
sales of the product. eCommerce is one of the best opportuni-
ties for non-CBD products, like hemp flower, rolling hemp pa-
per, and hemp cigarettes; it's why we're currently working on
a single marketplace that qualifies and rates Hemp, and gives
farmers a place to sell directly to the consumer.
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I
Adoption

It's still early in the adoption curve of hemp cigarettes, and
hemp cigarettes are a novelty item bought by early adopters.
Giving consumers a good customer experience and educa-
tion on CBD, CBG, Hemp, and THC will be key to garner more
and faster adoption.At the moment, there is not any significant
advertising and no education about hemp cigarettes online
or offline. After monitoring chat rooms and social media for a
month, all the chatter from new and aspiring consumers are
only questions. What is this? Is it legal? Does it have THC? Will
it relax me? Among other questions.

Companies entering the marketplace should consider narrow-
ing their audience based on income, customer experience, and
education. We can learn a lot from the cigar industry. Cigar
enthusiasts can spend six dollars for a cigar, and they can also
spend twenty dollars or seventy-five dollars for another cigar.
They can tell the difference in the product, the feel, and the ex-
perience. A high-quality single hemp cigarette with 10% CBD
will sell for two dollars each in the future. The same product
in a high-end package with CBG could sell for twenty-five dol-
lars per hemp cigarette.
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Retail Profits

The tobacco business is a penny enterprise where retailers
and distributors make two percent or four percent of sales. A
retailer making ten percent on tobacco products is rare be-
cause tobacco companies operate as an oligopoly. These large
enterprises are grandfathered into the USA legal system and
economy. New companies are blocked from entering, manu-
facturing, and even importing cigarettes. This is why you don't
see a wide selection of Japanese, Brazilian, or Turkish ciga-
rettes in your /-Eleven.
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Hemp cigarettes are currently not regulated as Tobacco or as
a controlled substance. Profits are equal to or more than any
other FMCG (Fast Moving Consumer Good.)

The retailer can make thirty, forty, or even fifty percent gross
margin on products. Compared with $10 per pack of hemp cig-
arettes, compared with $S0.25 to S0.50 per pack.

Distributors have it good as well, making from twenty to thirty
percent.Wholesalers buying truckloads can earn five to twelve

percent to warehouse and sell hemp cigarettes to wagon-job-
bers and other small distributors.

Sales

4%

40%

50%

i Other Tabacco I I Hemp cigarettes
4% 40 -50%
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How about Brand Owners? Businesses that own their brand
of hemp cigarettes can make from fifty to ninety percent gross
margin on sales depending on their product quality and chan-
nel.

Themarginsvary somuch because productscanvary thismuch
in quality. Companies can make a cheap, low CBD, low-quality
hemp product and retail it from five to seven dollars.

On the other hand of the spectrum, a CBG high-end hemp cig-
arette can sell from ten to twenty dollars per pack of twenty
hemp cigarettes.
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Cigarette Sales

“Tobacco is a S1Trillion Market”

Tobacco sales are over $17Trillion, and the USA sells $47.8 bil-
lion per year in cigarettes. The USA sells $47.8 billion per year
In cigarettes without counting other tobacco products. This fig-
ure has remained steady for the last ten years. The largest cig-
arette manufacturers in the USA are all publicly traded com-
panies so we can see their sales, market cap, and all financials.

Philip Morris International Inc. (NYSE: PM) has a market cap of
$124.7 Billion British American Tobacco PLC (NYSE: BTI) has a
market cap of $81.53 Billion Altria Group Inc. (NYSE: MO) has
a market cap of $74.46 Billion Imperial Brands PLC (LON: IMB)
has a market cap of $13.05 Billion.




RA International Group PLC (LON: RAI) has a market cap of
S61.32 Billion. The sales numbers you see in the last page don't
reflect e-cigarettes or chewable Tobacco. E-cigarettes just by
themselves have increased their sales by more than 600% in
one year. These products require a mechanism of delivery that
can be more expensive. Hemp cigarettes can hit the market at
$10 to $20 per 20-pack.

However, many hemp cigarette manufacturers will launch
their brand of vapes or e-cigarettes after gaining market share
with their products.

Market value in millions U.S. Dollars

50 =
Lo 4759 4736 47.80 4739
' 45.36 4549 4556

40 -

30 =

20 =
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I
Value Propositions

Hemp cigarettes will cease to be a novelty and will move to the
mainstream cigarette category in less than two years. Why
would people smoke hemp cigarettes? What is the Unique
Value Proposition these new products provide? Here is a list
of value propositions offered by Hemp Cigarettes:

- Faster delivery of CBD and CBG than pills, creams and tinc-
tures

- Smoking Cessation (will enter clinical trials at the end of
2027)

- Healthier smoke than Tobacco
- Get cannabis benefits without the high
- Party smoke instead of e-cigarettes: sharable and sanitary

- Smoke CBD rich hemp cigarettes to come down from Can-
nabis

- Different taste and smoking experience than Tobacco
28



The principal value of hemp cigarettes is faster delivery of CBD
and CBG, making Hemp cigarettes the new functional smok-
able. Smokers can feel the effects of high yielding CBD and CBG
hemp cigarettes within one minute. As the market progresses
and technology catches up with the category, more flavors
and specific blends will come into the market with such func-
tions as relaxation, sleep, energy, and focus, amount others.

Hempacco, Co. Inc,, the leading manufacturer of hemp ciga-
rettes in the US, will start with clinical trials for smoking ces-
sation this year. This would create a double benefit for hemp
smokers, with the delivery of CBD together with the potential
of quitting tobacco cigarettes.
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SWOT Analysis

Strengths

Hemp cigarettes enjoy a new, semi-regulated market. The
product is early in the consumer adoption stage, so new com-
panies have a chance to compete based on service, quality,
and niche. Not just on distribution and funding.

Weaknesses

Most products on the market are unregulated and made with
bad or low-quality Hemp, this can affect the marketplace, the
consumer experienceandbring fasterregulationinto the space.

Opportunities

Be first to market and establish a presence with consumers,
then exit by selling to larger companies that want access to
those same consumers. Consolidation is another opportunity.
Larger companies and investors can take over the entire space
by buying smaller brands and establishing a portfolio.
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Brand expansion will be the next opportunity for established
brands. Look at all of the Tobacco related products in the mar-
ketplace. You can find menthol cigarettes, all kinds of cigars,
vapes, chewable Tobacco, and many more. Hemp has the same
opportunity. Imagine a high-end hemp cigar handcrafted and
selling for fifty dollars each.

Or smaller, everyday hemp cigars that burn in thirty minutes
and sell for seven dollars each. Another product in the mak-
ing is CBG cigarettes. They with the same THC properties but
without the psychologic experience; CBG offers a rich physi-
cal experience without the high and without the threat of a DUI
or testing positive in @ marijuana test. Entrepreneurs can sell
high yield, low THC CBG cigarettes for a premium, such as fifty
dollars for a pack of twenty cigarettes.




The market for CBD, CBG, and hemp cigarettes is so new that
listing just the opportunities will require a brand-new white
paper. At this moment, there is room to be first and take over
the entire category. This type of opportunity only comes with
FMCG and is not available in farming, testing, equipment, dis-
tribution, retail, eCommerce, or any other step in the supply
chain.

Threats

Imagine a small entrepreneur making individual hand made
Hemp cigarettes at home. The product has a recall because
someone tested positive for Cannabis, or the product is just
moldy or expired, bringing sweeping regulation or unwanted
attention to the entire industry. Surviving this threat will be the
companies that can see the future and self-regulate with age
verification, hemp laboratory testing, and batch processing.

Where is the money going?

Investment in the Hemp industry has canalized into farming.
Public companies, entrepreneurs, small businesses, and new
businesses all focused on Hemp farming after the Hemp Bill
passed. What is the result? Hemp is down in price from three
hundred dollars per pound for the high-end Hemp to fifty and
even twenty dollars per pound for the same product.
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We've gotten offers of six dollars per pound from farmers that
could lose their entire crop. For other farmers, we'e refrig-
erating their product to save it from spoiling. This is excellent
for Hemp Cigarettes as well as other consumer goods. Hemp's
price is at an all-time low, there is an oversupply of product,
and thousands of acres are still being farmed, increasing the
supply even more, with not sufficient demand. You can buy
Hemp in almost every state in the union and get it to your lo-
cation for a low price.

All this has not affected the price of hemp cigarettes or con-
sumer goods. Hemp, CBD, and CBG products are still at a pre-
mium. Hemp went from a cash crop to a commodity in one
year. Hundreds of thousands of pounds of Hemp are sitting in
warehouses with no plan.

When we visited a trade show for farmers in March of 2020,
farmers from California told us they have their entire crop, plus
the next crop, ready for sales, with no realistic way of selling
it. When we talked to hemp brokers and sales exchanges, we
heard the same message. One Hemp association we do busi-
ness with has four hundred thousand pounds of Hemp and
growing, with no customers buying more than ten pounds at
a time. In our own Hemp Smokable Expo, we meet hundreds
of farmers with the same problem; they have the Hemp, they
don't have the clients, and don't know how to get them.
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Cigarettes require a lot of Hemp. A production of one truck-
load of hemp cigarettes requires twenty thousand pounds of
Hemp. A well-established market of only one city like San Di-
ego can easily absorb several truckloads of hemp cigarettes
every single month. Los Angeles and New York can go over
many truckloads of hemp cigarettes per month.

| stated that Hemp production in the USAis up, and prices of all
kinds and Hemp types are down up to ninety percent, meaning
Hemp cigarette brands can still enjoy very high-profit mar-
gins without the fear of running out of Hemp in the future. Low
hemp prices create a stable supply chain for the hemp cig-
arette category, turning Hemp into a commodity. Turning all
this Hemp into a Fast Moving Consumer Good can hold up a
pricing model that gives the retail stores and the distributors
a very high margin. The smokable Hemp market, specifically
Hemp cigarettes, is there; it will come from the nine hundred
billion dollar tobacco industry.

‘| believe the largest opportunity in FMCG in the next five years
is in Hemp Cigarettes”

Jorge S. Olson
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Sandro Piancone and Jorge Olson

Founders of Hempacco, at their hemp cigarette factory in
San Diego, CA, where theyre working on Disrupting Tobacco
by creating consumer packaged goods, new smokable hemp
intellectual property, and private label partnerships.







