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In 2018, Canada became the second country to legalize the cultivation, possession, purchase, and
consumption of recreational cannabis. This means that an adult can legally possess 30 grams of dried or equivalent
legal cannabis in public, buy from a provincially-registered retailer, grow up to four cannabis plants for personal use,
and make cannabis products!. Cannabis-related businesses are gradually developing and the number of cannabis
users in Canada is on a steady rise, as seen in charts below. This article will highlight the banking barrier faced by
cannabis companies and its remediation.
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Chart 2:
The chart below shows that overall, the
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percentage of Canadians that reported
self-use of cannabis increased by 2.7%
from the first quarter in 2018 to the final
quarter in 2019. The chart also shows the
percentage of increase among difference
age groups.

l

One of the barriers faced by Licensed Producers (‘LPs’) is limited access to traditional banking?. A company
that is licensed by Health Canada to grow, process, sell for medical purposes, research and conduct analytical tests is
a licensed producer.? Banks consider cannabis-related business as high-risk and tend to be hesitant to provide
financial services to such companies. While some banks support companies that are in the medical field, others shy
away from this industry, since it adds to the challenge of conducting enhanced due diligence while some are simply
not on board with the legalization of cannabis.* The U.S. federal government deems the use, sale, and possession of
cannabis with over 0.3% tetrahydrocannabinol (THC) illegal despite the fact that it is legal in 11 states. This creates a
conundrum for banks in Canada since banks fall under federal jurisdiction in the U.S.> Hence, they could be accused
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of money laundering for supporting cannabis-related businesses, as anything federally illegal -- including cannabis --
violates the Bank Secrecy Act.

Some cannabis companies have turned to blockchain technology to add transparency and accountability to
their supply chain management of cannabis businesses which could potentially bring positive effects to the social
stigma surrounding cannabis use.® For example, TruTrace has partnered with Shoppers Drug Mart, Canada’s largest
pharmacy chain, to create blockchain-secured programs to track and trace cannabis production from genome to
distribution.” The information obtained will remain unaltered in an open, decentralised distributed ledger that uses
cryptography to link growing list of blocks. This will effectively show that trail from the growers all the way to the
users. With high transparency and accountability, banks may be more inclined to do business with cannabis
companies.

While the majority of recreational cannabis dispensaries are still dealing with cash, a few have already
started accepting cryptocurrencies as a viable payment option for customers. Assets like cryptocurrencies —that are
based on blockchain technology — could potentially give LPs access to banking services that are not provided by
traditional banks®. Realising that there is an underserved market in the industry, CanaKush set up a decentralized
banking infrastructure by accepting cryptocurrencies as payment. Although this keeps both the customer and the
company safe, the system still depends on national banking and payment processing networks, as cryptocurrencies
need to be converted to fiat money®. Banks that accept cryptocurrencies from cannabis companies could only be
adding more pressure and increasing risk to their cumbersome compliance program.*°

During the COVID-19 pandemic, observers in the cannabis industry saw some changes to policies that helped
companies to stay afloat. Health Canada streamlined and amended policies which benefitted LPs in that to allow for
more flexibility and accelerate some processes . Provinces also initiated faster payment models to help LPs with
cash flow issues. During the pandemic, the retail sales from cannabis stores rose steadily to about 35% since the
lockdown in March, as shown in the chart below.
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Across the border, the_scientific community hinted that cannabis may be beneficial in preventing COVID-
19, which garnered support to change the Secure and Fair Enforcement (SAFE) Banking Act from a bill into a
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legislation. This will provide a safe harbor for banks and others providing financial services, 13 by allowing basic
financial services to these cannabis-related businesses!®. The talk around this bill has certainly triggered an
awareness on the extremely restrictive financial constraints which the legal cannabis industry currently faces.? It is
clear that there is an economic growth in cannabis related-businesses and as in any developing industry, investments
and financial incentives will drive the economic momentum forward, which is crucially needed in this industry. As
everyone benefits from the taxes that come from come from the sales of legalized cannabis, should not they also
benefit from the same financial services enjoyed in other business industries.
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