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Sacramento Comprehensive Cannabis Study
March 8, 2022

1. Introduction

The City of Sacramento (City) has retained a team led by Economic & Planning
Systems, Inc. (EPS) to conduct a comprehensive cannabis study (SCCS/Study).
The Study is directed to the City and is intended to inform public policy pertaining
to land use, fiscal/economic, and other regulatory/policy topics. The industry is
continually on the verge of significant change. After only a handful of years of
legalized adult cannabis consumption in Sacramento, the timing for this Study is
ideal as the City considers regulatory options. The Study revolves around the
following four questions:

1. What is the scale of the industry and its constituent elements in Sacramento?

2. How does the industry affect the City’s economy, real estate, and
neighborhoods?

3. Does the industry cover its related City service costs and generate surplus
revenue to the City?

4. Based on the literature and case studies, what are some possible directions to
explore regarding appropriate municipal oversight of the industry?

After a brief overview of the footprint of the industry in Sacramento, national,
State of California (State), and local industry performance metrics and trends are
discussed relative to industry performance and tax receipts. Case studies of other
jurisdictions and key literature review findings are included, providing the basis
for comparing and contrasting industry regulatory techniques. Several qualitative
trends and issues are examined to establish a foundation on which the
components of a successful regulatory framework can be identified. For example:

e Where and under what conditions have jurisdictions regulated industry to
ensure sustained health, resulting in a sustainable source of revenue?

e Can big tobacco, big pharma, or private equity be combined with local
stakeholders in a strategy to capture wealth in the local community?

e What tools and techniques are jurisdictions using successfully to ensure that
significant benefits accrue to communities in need?

e What is the most direct path to wealth creation? What cities have tried other
approaches, and how do the results contrast with Sacramento’s? For example,
does it make sense to facilitate major industry interests if the result is a larger
and more stable flow of tax proceeds, with expanded funding for local causes
or entrepreneurial support beyond the cannabis industry?

Economic & Planning Systems, Inc. (EPS) 1
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The ideal regulatory framework for the City depends on the City’s expressed
priorities. Cannabis is a dynamic, complex, new industry, highly subject to
changes in market conditions and federal regulations. There is a total of 5 years
of data on operating adult use cannabis in California. It is often cited as an engine
for social restitution, economic development, health/wellness, and public services
provision. Yet, industry and government are often not aligned in these efforts,
which also reflects its relative newness and its challenge to long-time social
convention, as well as legitimate concerns regarding youth exposure and other
societal ills.

The cannabis industry has been prominent in California for many decades, and the
illicit market remains dominant today. The State has been roundly criticized for its
high excise tax, which places legal cannabis in California at a consumer price
disadvantage and contributes to an overall cost burden that has become
problematic for small and medium-sized operations in Sacramento, and which
favors larger players with deep pocket investors that can survive a period of
minimal or negative cash flow while gaining market share. Cultivating and
growing a local niche of small Cannabis Opportunity, Reinvestment and Equity
(CORE), woman-owned, and other sought-after owner groups in Sacramento may
require a concerted effort, expanded Office of Cannabis Management (OCM)
resources, and supportive policies addressing the headwinds these firms face.

A legitimate case can be made for leveraging Sacramento’s excellent geographic
and political position in the State to allow arguably inevitable large firm growth to
facilitate the generation of more stable and predictable tax revenue. Again, being
precise about intended outcomes will help the City sort through candidate options
and approaches.

Study Focus Areas, Approach, and
Methodologies

A major priority of the Study is to understand how other jurisdictions have
handled these issues and options, as well as understanding the greater body of
literature on the emerging practice of cannabis regulation. EPS organized its
review of policy approaches across the following categories:

1. Land Use Regulation. Comparable city land use regulations related to the
location of the various cannabis industry sectors and adjacent uses.

2. Ownership: Structure and Ability to Transfer. Explore the range of
ownership structures in the industry from sole proprietors to large
organizational models with the intent to understand current trends and
operational specifics across the range. In particular, how is ownership
controlled and monitored by various jurisdictions?

2 Economic & Planning Systems, Inc. (EPS)
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Taxation and Fees. Investigate trends regarding the primary sources of tax
revenue generation from the cannabis industry. In particular, decreasing or
increasing reliance on the use of any types of taxes, changes in the tax rates
applied since legalization, and the introduction of exemptions. Identify other
jurisdictions’ strategies for allocating additional tax revenues.

A variety of methodologies are leveraged to provide a comprehensive overview of
industry dynamics. More specific and detailed discussions of methodologies are
included in the following chapters. Highlights are provided here:

Multi-City Case Studies. Following an initial period of evaluation, several
cities were chosen to serve as primary case studies, including Long Beach,
Oakland, Seattle, and Denver. Case studies were carried out to compare the
industry and regulations comprehensively, including but not limited to
dispensary ownership regulations and approaches. These case-study findings
are woven into the ensuing report on a topical basis. Interviews were held
with City cannabis management leaders in Oakland and Long Beach covering
a full range of topics as case-study follow-ups.

Literature Review. As an augmentation of case studies and interviews, EPS
conducted a comprehensive literature review. A list of documents accessed is
provided in the Bibliography. Documents were drawn from a combination of
academic, industry, government, and popular press sources.

Stakeholder and Key Informant Interviews. The EPS team conducted
wide-ranging and confidential interviews among industry practitioners and
representatives, government officials, academics, industry associations,
Property and Business Improvement Districts (PBIDs), developers,
consultants, lobbyists, neighborhood activists, and community members.

Real Estate Performance Evaluations (Leasing and Sale Trends). EPS
conducted detailed evaluations of all cannabis concentrations in the City,
focusing on performance metrics applying to both commercial district and
residential neighborhood impacts. A variety of commercial database
applications were used in these evaluations, as described in Chapter 5.

Fiscal Impact Analysis. EPS examined the impact of Sacramento’s cannabis
industry on the General Fund of the City to evaluate how the complete set of
revenues generated by the industry and related activities relates to public
service costs caused by the industry. It should be noted that the analysis
builds on departmental funding levels currently in place; however, sensitivity
analysis is provided, testing increased service levels for certain departments
most acutely impacted by the industry.

Economic & Planning Systems, Inc. (EPS) 3
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e Economic Impact (Input-Output) Analysis (EIA). The EIA measures the
total economic contribution of the industry to Sacramento County,! in terms of
jobs and economic output. This metric includes primary buyer/supplier
transactions with the entire spectrum of entities doing business with the
industry, as well as the expenditure of employee salaries in the local
economy.

Issues Overview

The Study represents an effort to identify best practices in the regulatory
oversight of the industry and to assess various options for the City.

The industry is continuously evolving. Over time, it is expected that federal
decriminalization and regulation will substantially change the industry dynamics.
In anticipation of sweeping changes, the industry is moving quickly to consolidate
and vertically integrate? to thrive in a larger but increasingly competitive market.

Consumer acceptance is partially a function of innovative design, packaging,
marketing, and branding. Small entrepreneurs are hard pressed, with pressure
from larger corporate-backed interests on one side and the black market on the
other. Even highly organized and competent enterprises operating in this space in
Sacramento are often unable to turn a profit and in some cases are behind on
State and federal taxes.

Hence, small locally owned enterprises are also under pressure from both market
conditions and tax burdens. Calibrated tax rates and reduced barriers to entry
may be needed to bolster these businesses. However, the best opportunity for the
industry to fund targeted programs may be reliant on the inevitable advent of big
business. On one hand, this may appear to contradict several public policy
objectives, including the ongoing goals of the City’s CORE program, but may
provide a larger, long-term pool of revenue to fund alternative entrepreneurial
and restitutive programs.

Can the City effectively incent collaboration to reduce front-end infrastructure
costs? How have other cities managed to sort through these and other
challenges? How can the City best harness market forces and an understanding of
industry economics to benefit its local citizens and business community?

! The federal Bureau of Economic Analysis county-based data provide the basis for input-output
multiplier analysis; therefore, analysis by county or groupings of counties is more reliable than
sub-county areas.

2 Vertically integrated businesses combine one or more industry functions, typically to achieve
greater efficiency or to support increased market share.

4 Economic & Planning Systems, Inc. (EPS)
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Cities such as Denver offer some clues. Several years ahead of Sacramento and
other California cities in legalization of both medical and recreational cannabis,
Denver has effectively assimilated the industry and the culture around it and
become a related tourist destination of sorts. Retail districts are replete with
upscale cannabis storefront dispensaries that blend in with a variety of other
boutiques.

From an economic development perspective, a key consideration is the spillover
effect the industry may have on other sectors in the Sacramento economy.

Is cannabis a viable and worthwhile pursuit as an industry providing broad benefit
to the City? Further, is it an appropriate industry worthy of directing persons or
groups/cohorts toward, or should more broad-based skills be emphasized across
more general categories of employment and business management/ownership?

An integrated approach to regulation and taxation will produce maximum benefits
such as optimal usage of tax revenues and other industry-generated funds
supporting reduced barriers to entry. Tax rates in Sacramento are not excessive
compared to other major cities studied. The most vulnerable community entities
are highly sensitive to costs of all types, including tax rates. The strongest
vertically integrated users have comparatively little sensitivity to tax rates and
other imposed costs.

Cannabis is a complex and challenging industry, and not a “training ground” for
the inexperienced. Later in this study, EPS posits that training initiatives be
spread more broadly across multiple skill sets and industries.

Based on research conducted for and represented by this report, the local
legalization and taxation of the industry is related to the following interrelated
issues and factors:

1. Restitution. The War on Drugs is generally accepted to have damaged
individuals, households, and cultures. There is a national effort among many
jurisdictions, including Sacramento, to make reparations through increased
access to business equity ownership in a young and volatile cannabis industry.

2. Economic and Community Development. Does cannabis contribute to or
harm the City’s efforts to grow and diversify and to train its labor force? How
does it affect the neighborhoods proximate to industry facilities? Does it
support growth in asset values, attract tourists, and contribute to the local
arts and culture milieu? What is the importance of the industry to the City and
regional economy?

3. Fiscal. The industry generates significant revenues to the City General Fund,
but are current tax rates sustainable in terms of facilitating a healthy and
growing local cannabis sector?

4. Health and Well-Being. For many, cannabis-derived products offer
alternative and potentially low-harm benefits for medical uses and may offer
a growing range of applications as further research and analysis continues.

Economic & Planning Systems, Inc. (EPS) 5
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This Study concerns itself primarily with topics #2 and #3 stated above. While
topic #1 will be further evaluated in planned follow-ups to this analysis, case-
study information provided from other U.S. cities is presented as a facilitation of
further study. Topic #4 will be informed over time as additional research
commences, potentially at such time federal prohibition of cannabis is lifted.

6 Economic & Planning Systems, Inc. (EPS)
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2. Chief Findings

A considerable portion of the unregulated industry is large and sophisticated,
sharing many practices and a common long-standing culture with the emerging
legal industry. Certainly, for elements of the unregulated market that routinely
damage the environment, violate labor practices, and create other societal harms
as a basis of their operational strategies, a viable case could be made for
reduction of illegal grows and their portion of supply. Nevertheless, beyond basic
common-sense measures, the correction of the legal cannabis market cannot be
based on, or even primarily focused on, enforcement.

Economic incentives are the primary solution. However, the City cannot
unilaterally correct the cannabis policy headwinds originating from the State,
a partner with which to lobby for reduced excise taxes, introduction of a
percentage cultivation tax, and strategic enforcement.

A central problem confronting these businesses is the amount of periodic debt
over income. It is not uncommon to see otherwise viable small operations in
Sacramento struggling to pay State and federal income taxes. Current Internal
Revenue Service (IRS) provisions (Section 280E) preclude otherwise common
business practices such as asset depreciation. For Sacramento’s local owners and
operators, might it make sense to reduce costs of operation and start-up in
support of creating a thriving local culture ahead of the gold rush in the offing?

Large and vertically integrated interests are gaining momentum in North America,
with a deeply financed mergers and acquisition wave sweeping the U.S., and
California in particular. Sacramento is a major focal point in the State’s cannabis
industry and has a strong position for future growth, if desired. Is there a rational
policy regime the City can advance that provides additional support to vulnerable
small and local operations over the next 3 to 5 years, while the industry and the
government sort out the rules and regulations on which locals and their investors
can base investment decisions?

Success in Sacramento may require the ability to command price premiums and
an experiential package that goes beyond cannabis and extends to local culture.
Denver has established success in this regard. Dispensaries in Denver are
welcomed in their communities, similar to the mostly positive reception in
Sacramento’s Midtown. Increased quality of experience, brand awareness (local
preference) on the revenue side, and appropriate training, financial assistance,
and reduced unit costs through economies of scale (shared facilities) are further
explored in this report based on case studies of other cities.

These case studies and supporting research suggest that cannabis revenues can
be targeted to the local equity/entrepreneurial culture, facilitating the opportunity
to leverage their skills into emerging opportunities.

Economic & Planning Systems, Inc. (EPS) 7
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Primary Conclusions

1.

The industry is growing and diversifying rapidly at the local, regional,
State, national, and global levels.

Based on taxes remitted to the City by cannabis businesses, the cannabis
industry in Sacramento took in more than $800 million in 2021. The industry’s
2021 income is more than 3.5 times the income of the industry during the
first full year of legalization in 2018. Consumer spending at Sacramento’s
cannabis retailers has increased rapidly, with annual year-over-year increases
of 51 percent and 42 percent, respectively, in the past 2 years.

Dispensary sales indicate Sacramento is a net exporter of cannabis to
the region and other parts of California.

With approximately $270 million in estimated taxable (excluding medical use)
sales in Fiscal Year (FY) 2020/21, Sacramento experienced sales exceeding
$500 per person in the City. As discussed in this report, reliable estimates of
legal per capita consumption are under $200, indicating that about 60 percent
of sales are oriented to other jurisdictions in the region and to pass-through
buyers. As a result, an increase in the number of dispensaries will further
strengthen Sacramento’s export position in the short term by adding

$40 million to $60 million in additional sales to be profitable. However, it is
likely additional jurisdictions may enter the market to compete for a share of
the potential tax revenue. In addition, local dispensaries are losing market
share to delivery services (also known as “non-storefront dispensaries”),

a category that is gaining market share following the e-commerce model.

A short-lived spike in industrial rents following legalization appears to
have eased.

Many of the industrial areas that are well-suited for cannabis production
facilities experienced dramatic spikes in asking lease rates in 2018 on the
heels of legalization. The rent spikes, which likely were due to a combination
of real demand and speculation, appear to have moderated, though pricing
pressure resulting from the growth of e-commerce and distribution remains.

Cannabis businesses have not had a negative impact on other nearby
retail or industrial uses.

An analysis of lease rates for retail and industrial uses in the areas
surrounding cannabis businesses found no pattern of negative impact on the
marketability of surrounding areas, as demonstrated by asking lease-rate
trends for available spaces.

Economic & Planning Systems, Inc. (EPS)
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Cannabis businesses have not had a negative impact on nearby home
values.

A comparison of home sales values within one-quarter mile of dispensaries
and those within larger control groups for the same areas found that proximity
to dispensaries does not reduce home values relative to other homes in the
same general area.

Cannabis businesses have not created increases in crime beyond the
levels generated by other businesses.

The proliferation of cannabis businesses in Sacramento has not generated

a proportional increase in crimes targeting these businesses, suggesting that
the enhanced security measures employed by these businesses are a strong
deterrent to crime.

Cannabis is important to the City General Fund.

Cannabis generates a fiscal surplus nearing $20 million annually to the City
General Fund. The contribution of cannabis to the City’s General Fund
indicates potential to increase OCM resources as heeded, including various
services to smaller minority- and woman-owned operations that are
vulnerable in today’s economic and policy environment, including incentives to
sustain CORE entrepreneurs.

Cannabis is a significant driver of the Sacramento County and City
economies.

The industry generates $2.3 billion in economic activity in Sacramento
County, supporting approximately 12,500 jobs annually. Based on the City’s
share of total Sacramento County economic activity, it is estimated that
$2.0 billion and 11,000 jobs are located in the City.

The industry is on the cusp of a profound change with federal
legalization combined with massive and ongoing technological
innovation.

Vertically integrated companies with deep pockets are already establishing
a position in Sacramento and the State. Large, well-capitalized players are
able to sustain major losses as they gain market share and future control of
the industry. Even without near-term legalization, major research efforts have
ramped up, informing diversified product development. Of notable concern,
the imposition of additional federal excise taxes on legalization could further
create pressure on the industry absent corresponding reductions in costs at
the State or local level.

Economic & Planning Systems, Inc. (EPS) 9
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10.Smaller local players may be partially protected through
"protectionist” policies of the City.
Local industry interests have indicated margins are too thin to be sustainable.
Larger corporate interests are also losing money in many cases, often as an
overt strategy to gain market share. Examples of useful steps to protect
smaller players may include reduced costs across the board, training
subsidies, and other tools and techniques suggested by case-study research,
combined with assistance and incentives to create local marketing/branding
premiums. Absent local intervention, large firms will use deep pockets of
funding and operational efficiencies to gain market share and drive small
players out. The causes are manifold and cannot be attributed to a single
cause. High State excise taxes, combined with federal tax and banking
restrictions, as well as the imposition of local industry taxes of normal
magnitude all combine to create a cost burden that needs to be addressed.
Importantly, current City limitations on the granting or transfer of ownership
is problematic for local operators, and (as discussed in this report), a “hybrid”
approach discouraging “permit flipping” such as the City of Oakland’s may
strike the right balance.

11.A major cultivation oversupply is working its way through the market,
with prices dropping precipitously.
Contributing to the problem, unregulated grows in California maintain an
unregulated price advantage, while contributing to a current glut of supply
(both legal and illegal). Cultivation in Sacramento has increased dramatically
since 2018. However, the high cost burden for legal production makes it
infeasible to compete with the unregulated market. Multiple sources report
that California cultivators are growing three times as much cannabis as can be
consumed in the State, which is both flooding the market and feeding product
to the illicit market.?> Something akin to “price parity” between the legal and
illicit market will need to be achieved to eradicate the problem, similar to what
Colorado has achieved.

12.Sacramento is well positioned to command a strong position in the
State’s trade of legal cannabis, even after federal legalization.

Sacramento is well-located in the State, appealing to the powerful distribution
functions, which are at the heart of the industry’s economics. Access to large
Northern California consumer populations, relatively low costs of labor and
land, and access to State policy makers all place Sacramento in strong
position for future cannabis growth and development. However, given the
advent of major greenhouse cultivation sites emerging throughout the State’s
coastal valleys, it seems likely cultivation will gradually seek out other
locations, reducing pressure on Sacramento’s industrial districts.

3 Forbes, Chris Roberts, “It's gonna be a bloodbath”; Epic Marijuana Oversupply Is Flooding
California, Jeopardizing Legalization, August 31, 2021.

10 Economic & Planning Systems, Inc. (EPS)
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13. The industry does not appear to produce negative economic effects on
commercial and residential districts.

The industry has settled into most districts with minimal negative impact. In
many cases, the capital investments in cannabis business facilities and other
neighborhood improvements have resulted in positive overall impact. Detailed
analysis of commercial and neighborhood economic effects in the City’s areas
of concentration (Districts 2 and 6 in particular) indicate the industry has not
substantially changed local market behavior. Over time, the industry will seek
to migrate to areas having a competitive advantage. The Denver case study
suggests the industry is likely to be economically and culturally assimilated
into the City over time. One important area raised by stakeholders is
continued efforts to ensure that youth are protected from inappropriate
marketing, such as billboards that promote cannabis use.

14. Local areas of potential saturation concern include cultivation and
delivery services in Districts 2 and 6.

This analysis looked at several indicators of over-concentration, including an
examination of the root zoning causes of the issue, as well as other measures
such as ratios of establishments to population and interviews of stakeholders.
However, as discussed in this report, it is likely that the market will “shake
out” over time, and it may not be necessary or productive to place barriers on
these uses. Cultivation is currently capped at 2.5 million square feet
(approximately 10 percent of total industrial space). While CUPs have been
granted for the total amount, space used for cultivation is well below the cap,
at about half of the allowed square footage. As discussed in this report,
demand for this use in Sacramento appears to have tapered somewhat,
suggesting that the cap may not be reached.

15. Many small and local firms need assistance in funding start-up capital
or ongoing operations.

The City can help to sustain the local industry until significant business
opportunities open up with relaxed federal regulation. In some cases,
incentives for providing shared capital benefitting multiple firms can be
explored. There is potential for techniques such as creating a local revolving
loan fund, seeded by above-referenced General Fund proceeds generated by
the industry. Other options for expenditure of tax revenue might include
improved City services needs (public safety, permitting times, etc.).

16. While OCM has been successful in obtaining major grants from the
State to fund specific needs, a sustained allocation of revenue for said
purposes will be more predictable than the pursuit of grants.

OCM budget needs should be further examined, and case-study lessons from
Oakland and other locales may offer lessons regarding the need to monitor or
enforce the complex types of equity transfers and investment activity that are
transpiring in the industry. Also, business operating permits (BOPs) struggle
to keep pace with ownership transfers and complex shared-use arrangements
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of business operations. Based on supplemental discussion and analysis, the
City could increase its OCM resources. At the same time, simplification of
ownership transfer and other requirements may reduce demands on staff
time. A range of ownership options are offered by Oakland and Long Beach,
as discussed in this report.

Additional Considerations

In addition to using the fiscal surplus identified in this report as seed funding for a
revolving loan fund program for all cannabis start-ups to reduce operational costs
and barriers to entry, it may be advisable to open up the range of industry-funded
benefits to establish a broad, cross-sectional skill base for victims of the war on
drugs to allow for both non-management employment in this industry and to open
the door to participation in other industries.

Sacramento is on the precipice of a new era in its economic development, with
epochal projects such as Aggie Square and others expected to grow and diversify
several industries related to the life sciences cluster. A strategy of providing
broad-based skills training to communities in need may be appropriate as a path
to directing interested CORE applicants back into a cannabis industry facing
continued federal illegality, intense economic pressures and transformation, and
major corporate consolidation and vertical integration.

A potential exists for Sacramento to leverage competitive advantage to extract
maximum benefit from the evolving industry as it takes residence in Sacramento
and simultaneously provide real opportunities for social equity applicants to gain
market share and generate wealth. The question is, how can CORE equity
participants and applicants be best served? Existing CORE permit holders
absolutely need the ability to transfer ownership to be viable. Currently, all CORE
members can transfer ownership interest in their businesses in the same manner
as non-CORE businesses, with the exception of the new Storefront permits, which
must stay 51 percent CORE for 10 years. However, to retain CORE benefits, the
business must stay at least 51 percent CORE.

Similar to a land trust incorporating deed restrictions in the field of affordable
housing to the exclusion of realized capital gains, should these permit holders be
denied the same opportunity as non-CORE owners to realize their maximum
potential nest egg as they sell their business? The 3-year vesting period as is
being considered for Oakland social equity owners may be an avenue to providing
this opportunity without the threat of permit flipping being seen in Chicago. The
argument against CORE owners selling 100 percent of their dispensary ownership
to the highest bidder is that if the purchasing owner is a non-CORE owner, then a
CORE opportunity is removed from the pool. This is solely predicated on
Sacramento’s dispensary limits.
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An alternative scenario may be possible, whereby Sacramento positions itself to
accommodate the industry on its regulatory terms, with the goal of levying the
maximum sustainable taxes to generate funds applied to a broadened range of
training across multiple industries. Tax rates in Sacramento are relatively
consistent with other major cities studied. The most vulnerable community
entities are highly sensitive to costs of all types, including tax rates. In contrast,
the strongest vertically integrated users have comparatively little sensitivity to tax
rates and other imposed costs.

Should the City support local players for a defined period of time or pivot to
accommodate the large and powerful industry that will influence the industry in
Sacramento and California? Depending on expressed priorities, both options are
possible. If well integrated, industry forces may be marshaled to constitute a
strengthened and better funded local policy program to the benefit of those in
need.
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3. Overview of Cannabis in Sacramento

Growth of the Industry

Based on taxes remitted to the City by cannabis businesses, the cannabis industry
in Sacramento is estimated to have generated more than $800 million in gross
receipts in 2021, as shown in Table 1. The industry’s 2021 income is more than
3.5 times the income of the industry during the first full year of legalization in
2018. Delivery, distribution, and cultivation now represent a significant portion of
the legitimate cannabis economy, accounting for 12 percent, 21 percent, and

24 percent of the total cannabis industry’s income in 2021, respectively.

In addition, these 3 sectors all took in more than $100 million in gross receipts in

2021.

Table 1. City of Sacramento Gross Receipts by Industry Function Group

Industry o

Function g Estimated Gross Receipts (Millions, per year)

Group 2013 2014 2015 2016 2017 2018 2019 2020 2021
Dispensary [1] $359M  $575M  $842M $1174M $1299M $1388M $161.0M $2199M $295.8 M
Delivery [2] - - - $0.001M $0.001 M $75M  $252M  $60.6M $102.0M
Distribution [3] - - - - - $6.7M  $234M  $93.9M $173.3M
Testing [4] - - - - - $0.5 M $1.5M $4.1M $9.0 M
Microbusiness [5] - - - - - - $0.9M $2.9M $3.8 M
Manufacturing [6] - - - - - $492M  $40.7 M $89M  $41.0M
Cultivation [71 - - - - $00M  $158M  $36.3M  $69.0M $195.5M
TOTAL $359M  $57.5M  $84.2M $117.4M $1299M $218.6 M $289.0M $459.3M $820.4 M

Source: City of Sacramento; EPS.

[1] Dispensary includes storefront only.

[2] Delivery to consumer.

[3] Distribution between industry functions; includes broader logistical services.

[4] Testing of cannabis products.

[5] Microbusiness is a small operation with activities crossing functional areas.

[6] Manufacturing includes processsing of raw ingredients and production of products.

[7] Cultivation is growing and harvesting cannabis plants; only allowed indoors in Sacramento.
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Consumer spending on cannabis products in Sacramento, measured by gross
receipts at delivery and dispensary businesses, was nearly $400 million in 2021,
as shown in Figure 1. The share of consumer spending on cannabis products at
delivery-only dispensaries has grown from 10 percent of spending in 2018 to

40 percent in 2021, with nearly $200 million in spending at delivery-only
dispensaries in 2021.

For context, bars and restaurants in Sacramento took in approximately

$744 million and liquor stores took in approximately $80 million in 2021.
Spending at Sacramento dispensaries in 2021 was roughly comparable to
spending at gas stations ($408 million) and more than double the spending at
clothing stores ($198 million) in 2021, as shown in Figure 2.4

Figure 1. Consumer Cannabis Spending at Sacramento Retailers
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Source: City of Sacramento Office of Cannabis Management, EPS.

42021 consumer spending in other categories based on ESRI Business Analyst’s Retail Profile.
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Figure 2. City Sacramento Consumer Spending in 2021
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Gross receipts across most types of cannabis businesses in Sacramento have
increased every year since legalization. The various permitted activities in the
cannabis industry are generally categorized into 7 major groupings, known as
Industry Function Groups (IFGs),®> which are described in detail and summarized
in Table 5 later in this chapter). Table 1 and Figure 3 provide citywide
summaries of gross receipts for each of the IFGs.

Gross receipts for manufacturers have not followed the same growth trend as the
other IFGs. In the first year of legalization, manufacturing was the second-largest
cannabis business sector in the City by gross receipts, taking in nearly

$50 million. However, revenues for manufacturers have not matched the growth
of the overall industry, with manufacturers taking in only $41 million in gross
receipts, although this figure is a marked increase over their performance in
2020, when they took in approximately $9 million.

5 A vertically integrated business may include multiple functions, but each function area generally
will require a separate business operating permit, unless it is a microbusiness.
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Figure 3. Gross Receipts by Industry Function Group
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Based on results from a survey of cannabis businesses conducted by the City’s
OCM, it is estimated there are approximately 8,000 people employed directly by
the cannabis industry in the City, as shown in Table 2. Further, it is estimated
that more than half (53 percent) of those employed in the industry are in the
cultivation sector, making this by far the most labor-intensive sector of the
industry in Sacramento.

Table 2. Cannabis Employment by Industry Function Group (2021)

Square Feet per Full Estimated Employee

Time Employee FTE's
(FTE)[1]
Industry Function Group
Cultivation 375 4,224
Manufacturing 450 457
Distribution 150 1,363
Retail 150 709
Delivery 100 1,216
Total 7,970

Source: City of Sacramento; EPS.
[1] Square feet per employee assumptions are based on intial data

provided by the Office of Cannabis Research pertaining to a survey
of local cannabis businesses within the City.
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As shown in Table 3, cannabis is in the top 10 industries by number of employees
in the City, contributing significantly to the local economy. For further discussion
of the cannabis industry’s impact on the larger economy and the finances of the
City, see Chapter 6.

Table 3. Top 10 Industries by Employment in City of Sacramento (2021)

Number
Employed in
City of
Rank Industry Sacramento [1]
1 State Government 25,000
2 Local Government - Education 11,500
3 Transit and Passenger Transportation 11,400
4  Individual and Family Services 10,800
5 Full-Service Restaurants 9,000
6 Hospitals 8,900
7 Limited-Service Restaurants 8,500
8 Emploment Services 8,300
9 Cannabis 8,000
10 Other Real Estate 7,800
Source: IMPLAN, EPS.
[1] IMPLAN is a private economics firm that provides data and

software for analyzing local and regional economies.
Employment data from IMPLAN is available at the County
level - City estimates for Sacramento were produced from this
data by adjusting IMPLAN totals based on the proportion of
total County residents that live within the City (83 percent) and
rounded to the nearest 100.

In addition to increasing gross receipts overall, the number of cannabis
businesses has increased each year since legalization in 2018, with particularly
strong growth in 2020, when the 112 new licenses issued more than double the
amount of licensed cannabis businesses from 2019. Growth in 2021 has slowed
somewhat, with only 46 new businesses added.
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As shown in Table 4 and Figure 4, the number of cannabis businesses has
increased every year since legalization. Cultivation businesses now account for
35 percent of all licensed cannabis businesses, up from 23 percent in 2019, and
growth in delivery businesses has been strong as well, mirroring the growth in
delivery businesses’ gross receipts. Despite issuing zero licenses for delivery
dispensaries in the first year of legalization, there are now 58 licensed delivery
dispensaries, making it the second largest industry function group by number of
licenses.

Table 4. Licensed Cannabis Businesses per Year®

2018 2019 2020 2021
New  Total New  Total New Total New  Total
Industry Function Group
Cultivation 9 9 13 22 47 69 20 89
Distribution 1 1 7 8 20 28 7 35
Manufacturing 3 3 8 11 9 20 7 27
Transport 0 0 1 1 2 3 0 3
Micro 0 0 0 0 3 3 3 6
Lab 4 4 0 4 0 4 0 4
Delivery 0 0 18 18 31 49 9 58
Storefront 30 30 0 30 0 30 0 30
Total 47 47 47 94 112 206 46 252

Source: City of Sacramento Office of Cannabis Management, EPS.

6 Real estate, floor area, and crimes analysis is based on data provided by the City’s OCM in
July 2021. Data provided in January 2022 show 264 licensed cannabis businesses—to be
consistent throughout the Study, any discussion of cannabis businesses in Sacramento refers to
the data provided in July 2021.
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Figure 4. Trends in Licensed Cannabis Businesses per Year’
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7 Storefront dispensaries were not included in this chart because their numbers have not changed
since legalization. Microbusinesses, testing laboratories, and transport-only businesses were
excluded as there are relatively few of these businesses, and excluding them improves the chart’s
legibility. See Table 4 for more detailed information.
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The major IFGs are summarized below:

22

Cultivation. Indoor cultivation in Sacramento is heavily concentrated in the
City’s industrial zones in Council Districts 2 and 6. Cultivation expanded
rapidly in Sacramento and elsewhere in the last few years; however, long-
term trends point toward extensive indoor grow operations in California’s
coastal regions. While cultivation is land intensive and can introduce odor
concerns, it continues to be an important component of smaller-scale,
vertically integrated “microbusinesses” that prefer to directly control product
from seed to final product. Capital costs are very high at the outset. The use
generates a substantial fiscal benefit to the City. While some continued growth
is likely advisable for the health of the industry, cities around the country are
beginning to place limits on this use.

Manufacturing. While manufacturing is a relatively small use in terms of
industry footprint, is makes a useful contribution to the City’s local economy
with skills and other crossovers to other manufacturing. This use is at the
center of the creative process in the cannabis industry and features high start-
up costs and specific technical skills among employees. Progress on IRS
depreciation limitations and banking limitations will be helpful to this function.
Shared facilities are a potential necessity, offering the possibility of pairing
CORE participants and other small operators with larger vertically integrated
firms where proper incentives can be put in place.

Distribution and Logistics. Characterized by warehouse, office, and fleet
parking uses, distributers occupy a central position in the industry as the
“connective tissue” between cultivators, manufacturing, and retail.
Distributors pay cultivation and excise taxes to the State and are at the center
of the “burner permit” problem in California, whereby product is legally
purchased (and taxes paid) from cultivators, then sold in the unregulated
market. Current lawsuits allege the State has turned a blind eye to excessive
cultivation resulting in California while realizing the benefits of the flat tax on
cultivation (itself an identified problem). This use is a natural fit in the
Sacramento Region and generates major fiscal benefits to jurisdictions.
Operator interviews indicate that sustaining operations is more difficult than
start-up challenges. The industry requires sophisticated executive skills and
relies on various emerging software products. Multi-State Operators (MSOs)
are prevalent in this sector.
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e Non-Storefront Dispensaries (Delivery). Delivery services are growing
quickly and steadily gaining market share relative to bricks-and-mortar
dispensaries. This function has very low barriers to entry and uses mostly
unskilled labor, with the exception of management. Like dispensaries, these
services provide a major fiscal benefit to the City. These services are heavily
concentrated in industrial areas such as District 6. It is expected that these
establishments will undergo considerable shake out as the market matures.

o Dispensaries. Effectively retail operations, these stores are major fiscal
contributors and are heavily staffed by modestly paid and trained
“budtenders” and management personnel. Current limitations on the transfer
of ownership to non-CORE firms in Sacramento have inhibited the ability of
local owners to find buyers.® Along with non-retail dispensaries, an estimated
60 percent of product is sold to consumers outside the City. An additional
10 dispensaries, as allocated by Sacramento, would increase the export share
and could be met with additional regional competition as additional
jurisdictions enter the market. Other cities offer some interesting alternatives
to qualifying their respective “equity participants,” as discussed in this
chapter. The City of Oakland is considering using a 3-year vesting period®
after initial BOP issuance to help eradicate “permit flipping” among applicants
not otherwise interested in owning and operating. Oakland currently allows an
open transfer of ownership for non-equity owners, but only allows equity
owners to sell their business to other equity owners. As part of this approach,
if a local brand for CORE products can be established which commands a price
premium which loyal customers are willing to pay, all manner of retail
cannabis outlets in Sacramento may have a basis to compete more effectively
on an ongoing basis, providing the potential to continue operations without
selling to outside investors.

8 A 1-year moratorium on all ownership transfers is set to expire in May 2022. Otherwise,
ownership interest in a permit is allowed to change provided there is continuity in ownership. The
permit may not be “sold”.

° Oakland adopted a 1:1 non-equity to equity ownership policy for all cannabis permits.
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Table 5 provides a synopsis of the characteristics of these components of the
cannabis industry in Sacramento.

Table 5. Overview of Cannabis Industry Function Groups (IFGs)

IFG (1) Characteristics

Cultivation Sacramento - indoor only

High power requirements for indoor operations

Odor draws neighborhood complaints from certain facilities
Evolved into element of sophisticated corporate operations
Some concern of underutilization of urban industrial land

Manufacturing Industrial facility small to medium size

Contribution to City economic structure

High start-up costs, significant infrastructure

Requires working knowledge of technical processes
Seamlessly integrated into vertically integrated businesses
Good technical sector with cross-over, retain and encourage
Supports other sectors of economy

Distribution Warehouse, fleet parking, office

& Logistics Sales, marketing, marketing, customer care, functions

High security requirements and costs

Farmer, manufacturing, and sale outlet relationships

Can arrange logistics around testing, packaging, other value adds

Can be vertically integrated with emphasis on distribution,

Sophisticated multi-disciplinary operations

Executive level skills, knowledge of industry, taxation, packaging,
testing, and all other aspects of industry

Regional coverage beyond Sacramento

Sacramento viable as distribution location - good fundamentals

Non-retail dispensaries |Warehouse plus office

(delivery service) Unskilled labor with exception of management

50% drivers, also dispatch and management

Gaining significant market share from dispensaries following
e-commerce trends in general

Have created significant concentrations in industrial areas

Dispensary Effectively a retail operation

(bricks and mortar) Performs well in a variety of retail environments

Losing market share to delivery companies

Significant start-up costs

Owners transitioned from medicinal to recreational, capped at 30
Major movement among MSOs to control market share (M&A)
Budtenders make minimum wage plus or slightly more plus tips
Sacramento = major exporter to region

(1) Excludes "microbusinesses”, which are a combination of above components, often in a campus.
Also excludes testing, which is normally located in standard office and R&D uses.
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Figure 5 below illustrates the linkages between these major components by way
of the industry supply chain. Of note in the supply chain is the relative importance
of the distribution function. These entities collect and pay cultivation and excise
taxes to the State and have control over what product gets to market through
their relationships with cultivators, manufacturers, and retail dispensaries. They
are increasingly MSOs as these entities seek market share in California and other
domestic U.S. cities ahead of expected federal legalization. This trend is further
detailed in Chapter 4.

Figure 5. Cannabis Supply Chain Diagram

The Cannabis Supply Chain in California

000

First
Distributor

Graphic reprinted from the Legislative Analyst’s Office December 2019 report,

“How High? Adjusting California’s Cannabis Taxes.”

Location of Industry Function
Groupings

As shown in Figure 6, the cannabis industry is not distributed evenly throughout
the City. The central areas of the City, such as Midtown, contain a large
proportion of the City’s licensed storefront dispensaries, while Districts 2 and 6
contain the majority of cannabis production, manufacturing, and distribution uses,
as shown in Table 6. Based on the new City Council districts adopted in
December 2021, Council District 8 is the only district in the City without a licensed
cannabis business. However, Council Districts 1, 3, and 7 only have a total of

4 cannabis businesses between them.
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Figure 6. City of Sacramento Distribution of IFGs
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Table 6. Cannabis Businesses by Function Group per Council District

City Council District

1 2 3 4 5 6 7 Total

Industry Function Group
Cultivation 1 19 0 2 4 63 0 89
Distribution 0 7 0 2 5 21 0 35
Manufacturing 0 6 1 1 4 15 0 27
Transport 0 0 0 0 0 3 0 3
Micro 0 3 0 0 1 2 0 6
Subtotal Production 1 35 1 5 14 104 0 160
Lab 0 3 0 0 0 1 0 4
Delivery 0 10 0 11 3 34 0 58
Storefront 0 7 1 10 3 8 1 30
Total [1] 1 55 2 26 20 147 1 252

Source: City of Sacramento Office of Cannabis Management, EPS.

[1] Includes businesses with active licenses as of July 2021.

The uneven distribution and concentration of cannabis businesses is due to

2 primary factors: (1) the location of zoning districts that permit cannabis uses
and (2) the location and availability of industrial buildings well-suited for cannabis
business users. Table 6 shows the distribution of cannabis businesses across the

Council Districts. Neighborhood and real estate impacts as a result of this
distribution are explored in further detail in Chapter 6.

Economic & Planning Systems, Inc. (EPS)
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Key Chapter Findings

28

The industry is growing and diversifying rapidly at the local, regional, State,
national, and global levels. Based on taxes remitted to the City by cannabis
businesses, the cannabis industry in Sacramento took in more than

$800 million in 2021. The industry’s 2021 income is more than 3.5 times the
income of the industry during the first full year of legalization in 2018.
Consumer spending at Sacramento’s cannabis retailers has increased rapidly,
with annual year-over-year increases of 51 percent and 42 percent
respectively in the past 2 years.

While consumer spending at storefront cannabis dispensaries grew steadily
from 2013 to 2021, spending on cannabis delivery sales has grown
dramatically in the last 4 years, accounting for more than a quarter of
cannabis retail sales in Sacramento in 2021.

The cannabis industry is now among the top 10 employment sectors in the
City, with approximately 8,000 workers, half of whom are estimated to be in
the cultivation sector.

Council District 4 (Midtown) continues to have the highest concentration of
storefront dispensaries in the City, while District 6 contains more than half of
the City’s non-storefront delivery dispensaries.

District 6 contains a majority of production-related cannabis operations, with
104 of the 160 such operations in the City (as of July 2021); District 2 has the
next highest production concentration with 35 operations (as of July 2021).
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4. Economic Trends in the
Cannabis Industry

Introduction

This chapter describes overarching trends in the industry, followed by trends
nationally, statewide, and in the City. It includes case studies of Long Beach,
Oakland, Denver, and Seattle on issues of ownership, taxation, concentration, and
social equity initiatives.

Macro-Level Trends

For centuries, cannabis has been used for its medicinal, as well as psychotropic,
effects. Two events in the 20th century—the 1925 International Opium
Convention, which effectively banned its exportation worldwide, and the 1937
Marijuana Tax Act, which banned hemp and cannabis production in the United
States—effectively created a worldwide prohibition on cannabis cultivation,
distribution, and consumption. During this prohibition, cannabis continued to be
cultivated and consumed illegally worldwide. In the 1970s in the Netherlands,
cannabis began to be used legally, both medicinally for cancer treatment (and
later HIV/AIDS) and recreationally following decriminalization. Over the past half
century, cannabis has become increasingly important for both its therapeutic and
mood-enhancing qualities.

International Market Dynamics

Increasing legalization for both medicinal and recreational cannabis is driving a
global market that is projected to grow from $28.3 billion in 2021 to

$197.7 billion in 2028, an annual growth rate (CAGR) of 32 percent.!® North
America dominates the international market and was valued at $16 billion in
2020.

As the first of the G12 (industrially advanced) nations to fully legalize cannabis,
Canada has become the leader in the medical cannabis sector. During the past
couple of years, the nation’s federally licensed industry has expanded into medical
cannabis markets such as Australia, Germany, and Brazil. Canadian capital and
operating experience are being leveraged in more than a dozen overseas
markets.!!

10 https://www.fortunebusinessinsights.com/industry-reports/cannabis-marijuana-market-
100219

1 1bid.
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A 2018 report discussed the dynamic of cross-border stock listings, merger and
acquisition deals, partnerships between entities from different countries, and
breakthrough export and import policies allowing international movement of
cannabis products, primarily for medicinal purposes.? However, the international
picture is evolving rapidly; cannabis usage is at varying stages of legality and
decriminalization in several countries in Europe, South America, and parts of Asia.
In many countries though, cannabis is expected to remain illegal in the near term.

International research and development are contributing to an evolving product
market. Continuous developments in extraction and infusion, along with
standardization of products, is contributing to global popularity and demand for
both medicinal and recreational cannabis products. More than 130 cannabinoids
have been isolated in cannabis plants, and those have fueled wide-ranging
research and development efforts for both medical and recreational purposes.
Super clone plants are being developed with the intent to highlight specific
elements and significantly increase tetrahydrocannabinol (THC) percentages
through concentrates.

Multi-national corporations are consolidating and expanding into international
markets. Arena Pharmaceuticals, Inc., a biopharmaceutical company, is focused
on developing and delivering medicine to American and Swiss patients.

In addition, it’s expanding into the Asian market via a partnership with Everest
Medicines.3 In December 2021, Arena Pharmaceuticals, Inc. was acquired by
pharmaceutical giant Pfizer for $100 per share in an all-cash transaction, for a
total equity value of approximately $6.7 billion.

Recently, increased legalization and product development have attracted major
multi-national corporations across a wide range of interests, including
pharmaceuticals, beverages, and plant sciences. Table 7 shows the top multi-
national interests in the industry.

2 An Overview of Cannabis Legalization Around the World, Omar Sacirbey, MJBizDaily Report,
2018.

13 Bojana Petkovi¢, Insider Monkey, August 13, 2019.
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Market 2021 Core
Capitalization Eamings Product
Name Location ($Billions) ($Billions) Offerings Notes
Aphria Ontario, Canada N/A $058B Medical Consumables 2020 Merger with Tilray
Ongoing, Publically Traded
Under TLRY Ticker
Scotts Miracle-Gro Ohio,US $8.98B $08 B Cannabis Cultivation Aids
Innovative Industrial Properties  California, US $6.0B $0.1B Cannabis Real Estate
Trulieve Cannabis Florida, US $498B $038B Medical
Recreational Consumables
Green Thumb Industries Alberta, Canada $478B $028B Medical
Recreational Consumables
Canopy Growth Ontario, Canada $3.88B -$0.8B Medical
Recreational Consumables
Tilray Ontario, Canada $3.78B $0.2B Medical Joint Venture with AB
Recreational Consumables InBev
Cresco Labs, Inc. lllinois, US $298B $0.4B Medical 500 Dispensaries in
Recreational Consumables  Califomia through recent
Retail acquisition
Aurora Cannabis Alberta, Canada $1.28B $0.4B Medical
Recreational Consumables
OrganiGram New Brunswick, Canada $0.68B $068B Cannabis Cultivation
HEXO Ottawa, Canada $0.3B $0.28B Medical
Recreational Consumables
Charlotte's Web Holdings Colorado, US $028B $008B CBD/Hemp Consumables
Greenlane Florida, US $0.1B -$0.1B Cannabis Ancillary Products
The Green Organic Dutchman  Ontario, Canada $0.1B $008B Medical Largest Publically Traded

Recreational Consumables

Organic-Only Cannabis
Grower

Source: Zippia, CompaniesMarketCap.com

Before legalization of recreational cannabis in California, the State was already
considered an international epicenter of cannabis production. This has not
changed as a result of legalization. To the contrary, international companies have
significantly increased their pursuit and acquisition of California cannabis
businesses throughout the supply chain.

Developing a National Industry

Across the nation, the legal cannabis industry has naturally organized itself in a
range of industry function groups (IFGs) that make up the seed-to-sale supply
chain, as described in Chapter 3. As the industry evolves, new IFGs are
becoming more clearly defined as research and development (R&D) becomes
increasingly important to the industry and support for consumption lounges
potentially generate a new retail IFG.

Cultivation

Cultivation is becoming increasingly sophisticated, gravitating toward greenhouse
mixed-light cultivation as a more sustainable approach to indoor growing and
producing the highest quality flower product. Mixed-light cultivation focuses on
the plant’s growth and maturity with the goal of harvesting high-quality flower in
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significantly reduced growth cycles using a fraction of the electricity and
minimizing water usage through advanced irrigation techniques and treating and
reusing irrigation water.

Sacramento vertically integrated cannabis company Natura has erected multiple
new greenhouses as part of their master plan expansion. Glass House Farms,
near Carpentaria, has the capacity to produce 113,000 dry pounds of sellable
cannabis with its more than 500,000 square feet of greenhouse space. With its
recent acquisition of 5.5 million square feet of former tomato greenhouses in
Camarillo, Glass House Farms expects the facility to produce more than
180,000 dry pounds of sellable cannabis. The facility includes an on-site well,
water treatment facilities, an automated roof-washing system, supplemental
lights, and natural gas cogeneration facilities producing power, heat, and CO2,
and at 6 million total square feet, Glass House Farms is the largest California
cannabis cultivator.

NUGS, a vertically integrated corporation, recently signed a Memorandum of
Understanding (MOU) to acquire a Sacramento cannabis cultivation facility
spanning more than 15,600 square feet, with the potential to accommodate an
estimated 500 grow lights. It is estimated to produce 2 to 3 pounds of premium
exotic cannabis flower per light per harvest across an estimated 5.75 harvests per
year, suggesting an upside potential of more than 7,000 pounds of premium
cannabis flower per year, or more than 14 pounds per light. At 2021 prices
($1,800/Ib. for premium flower), that represents $12,600,000 per year.

Simon Yu, CEO of NUGS, commented, “This deal represents the potential to
sharply increase our premium cannabis production capacity and materially
augment our status as an emerging leader in the vertically integrated California
cannabis marketplace. We have already amassed years of experience refining our
cultivation methods and strains in an outdoor framework with our NUGS Farm
North site. Adding a top-tier indoor cultivation operation stands to help us further
build upon that success and drive more volume in the premium flower market,
which has powerful implications, given our recent expansion into the dispensary
marketplace with our MDRN Tree downtown LA dispensary location. The
combination grants NUGS expanding operations at both ends of the farm-to-sale
model.”#

Although the trend is moving toward more sustainable practices, cultivation
continues to include both outdoor and indoor production of cannabis flower.
Nationally, wholesale cultivation has been under severe operational pressure in
recent years as the price of flower has dropped dramatically as the number of
legal cultivators has increased, but illicit product has continued to circulate in the
market. Additional pandemic-related challenges resulted in significant levels of
unprofitability in 2020, as shown in Figure 7.

14 preeti Singh, SA News Editor, SeekingAlpha.
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Figure 7. Wholesale Cultivator Profitability
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Source: Marijuana Business Factbook.

Manufacturing

Bioavailability is essentially absorption of a product as a percentage of the dose of
the product being consumed. In the cannabis industry, increasing bioavailability is
driving manufacturing R&D. With vaporizing bioavailability at 36 percent to

61 percent, smoking flower at 25 percent to 27 percent, and edibles at 4 percent
to 12 percent, one of the primary areas of R&D in cannabis manufacturing
revolves around increasing bioavailability in manufactured products. In cannabis,
flower is flower (packaging is the primary area where manufacturing engages
flower products), and all other products are manufactured. “Traditionally there
were only three types of cannabis products available to most consumers on the
black market: flower, hash, and homemade edibles. While flower remains the top-
selling product category in today’s legal market, production of concentrates and
infused foods and beverages has become more sophisticated over the years, and
a much wider array of tetrahydrocannabinol (THC) containing goods—from
transdermal patches to dry powder inhalers—are now accessible.”*>

One evolving area of extraction technology has been focused on better
bioavailability of cannabinoids and the elimination of less desirable and more
harmful delivery methods such as smoking or vaping. Other methods of delivery
that help with the bioavailability of cannabinoids by circumventing metabolism
(including sublingual, or below the tongue; transdermal patches; and topical
sprays or creams) continue to be developed and are increasingly in demand by

15 John S. Forrester, Lisa McTigue Pierce, Bob Sperber, May 27, 2021, PowderBulkSolids.com.
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consumers. The isolation of molecules is an extremely high value product as it's
been reported that both cannabigerol (CBG) (16) and cannabinol (CBN) (17)
isolates, for example, can bring between approximately $30,000 and $50,000 per
kilo.16

These extraction and manufacturing practices are generating infused products
ranging from topicals (skin products) to highly concentrated consumables. Unlike
the more established cultivation landscape, this product area is highly
unpredictable in terms of consumer demand preferences and is subject to the
watchful interest of established consumer packaged goods companies. Even with
highly publicized efforts announcing household names in alcoholic beverages
investing in infused beverage product lines, market surveys of industry revenue
figures indicate that consumers have not made a measurable shift towards
cannabis infused products at the expense of established competitors. This leaves
the door open for smaller regional enterprises to consider developing carefully
crafted products, but such initiatives should likely be of a restrained nature to
avoid the crippling losses that are more tolerable for publicly traded companies
with stable international product lines.

In the City, there are 26 active BOPs ranging from boutique social equity
manufacturers to large-scale infusion manufacturers, creating gummies, candies,
tinctures, topicals, tablets, and capsules, as well as major extraction facilities.
Nearly all Sacramento manufacturers are operating out of pre-existing industrial
buildings. These manufacturers are involved in extraction, infusion, and
production, with some providing distribution and services directed at cultivators,
as well as vertically integrated seed-to-store operators. Manufacturing in the
Sacramento cannabis industry provides broad opportunities in an extremely
dynamic market.

Distribution

Distribution companies in the California cannabis product chain have three
fundamental responsibilities: collect the pre-sale dry cultivation taxes from the
cultivator when they pick up the product, document the track-and-trace sequence
through manufacturing and testing, and collect the excise tax from the retail
dispensary when delivering the retail product to market. Many of the larger
companies provide manufacturing and testing facilities as well.

This vertical integration provides opportunities to develop partnerships with
favorable brands and control supply to retail dispensaries. Others develop
relationships with premium cultivators and manufacturers, providing them with
packaging, storage, quality control, testing, and distribution, in addition to
inventory management, order scheduling/tracking, and cash collection services.

16 May 5, 2021, David Hodes Cannabis Science and Technology, May 2021, Volume 4, Issue 4,
pages 20 to 26.
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The State’s Type 11 license allows the distributor to provide a wide range of
services. The largest of these offer their services statewide, with business
relationships extending to hundreds of cultivators, manufacturers, and
dispensaries.

The increasing importance of the distribution function is one of the most
significant national trends in the cannabis industry. Within the industry, significant
competition for market share has led to a drive toward vertical integration,
particularly among the manufacturing and distribution IFGs. The prospect of
future national legalization provides added incentive for this consolidation, to both
respond to new national competition and expand into other markets in
anticipation of a national logistics chain.

The industry’s prospects for future profitability are demonstrated by the recent
mergers & acquisitions (M&A) activity, with larger corporate or other equity-
backed entities seeking to maximize market share across state lines and national
borders, even in the absence of any federal regulatory framework enabling
interstate commerce. For example, Cresco Labs (Cresco), a Chicago-based
vertically integrated company valued at more than $5.8 billion, is making major
acquisitions in both the medical and recreational arenas.

Cresco’s cultivation footprint across 8 states is in excess of 828,000 square feet
with 221,000 of that in California. In addition, their acquisition of Origin House is
unique in that “Cresco wasn't looking to simply buy retail licenses, grow farms,
and processing sites. Rather, it found that the best way to grow sales and
infiltrate the largest marijuana market in the world (California) was to acquire one
of the very few companies to hold a cannabis distribution license in the Golden
State. Buying Origin House allows Cresco Labs to get its products into
approximately 575 California dispensaries, representing about 65% of all legal
retail locations in the state.” In addition, as the nation’s largest legal market and
a State synonymous with high-quality marijuana, comparable to its reputation in
the wine industry, large cannabis interests from other states and other countries
are motivated to find a way to enter the California market.

As the legal cannabis industry continues to expand in California (about 36 percent
of California communities allow some form of cannabis), consolidation will
continue, and smaller operators will face intensifying competition.

The State also provides Distributor Transport Only licenses, which allow the
distributor to transport cannabis goods between non-retail licensees but not to
any licensed retailer (or the retailer portion of a licensed microbusiness), except
for immature cannabis plants or seeds. A Distributor Transport Only licensee has
the option to select “Self-Distribution” during the application process. This
distributor may only transport cannabis goods that the licensee has cultivated or
manufactured. In addition, a Distributor Transport Only self-distribution licensee
is not permitted to transport cannabis goods cultivated or manufactured by other
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licensees or to hold title to any cannabis goods, unless they are authorized to do
so under another State-issued license.

Testing Labs

Testing labs provide the services to ensure the cannabis product that gets to the
market is consistent with the requirements of the California Department of
Cannabis Control. They test for terpenes, pesticides, potency, microbial
contaminants, residual solvents, heavy metals, mycotoxins, and water activity.
Some will also offer their customers other services whether they are looking to
develop a new product, perfect an existing one, identify potential contamination in
their facility, or identify a new strain they are developing. There are only 4 BOPs
in Sacramento. With the increased emphasis on new product research, this IFG
would appear to have growth potential.

Storefront Retail Dispensaries

Retail storefront dispensaries are the only public onsite venue for cannabis users
to view finished product, discuss various strains with budtenders, and purchase
cannabis products. Like any retail establishment, they range from extravagant
destination centers with classes and events to no-nonsense, low-cost outlets in
industrial districts. Upon entering and checking in with a receptionist, customers
are often led from the reception area into the primary retail area and greeted by a
budtender who provides one-on-one service. Today, dispensaries carry many
products such as nearly all forms of cannabis for consumption, equipment, and
company lifestyle items.

36 Economic & Planning Systems, Inc. (EPS)



Sacramento Comprehensive Cannabis Study
March 8, 2022

Figure 8. Cannabis Retailer Revenues and Costs
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Graphic reprinted from MJBizDaily Factbook.

Non-Storefront Retail Delivery

Retail delivery businesses fall into two categories. Most dispensaries operate
delivery like mail carriers. Stores receive orders, which are then loaded into a
vehicle and sent to the customer. Called “hub and spoke,” this delivery method is
reliable and low-cost, but often slow, much to the frustration of the store and
consumer alike. There is a large untapped market in California. The State
legalized recreational marijuana in 2016, but it is only sold in 35 percent of the
State. The remaining 65 percent does not have access to a dispensary. This could
be for several reasons, including lack of resources to develop regulations or a
legal prohibition on the sale of cannabis in retail stores.

However, in a 2020 ruling, a Fresno, California, judge affirmed the right to deliver
to these areas by dismissing a lawsuit by 24 California cities seeking to ban
deliveries.'” Some delivery-only dispensaries are carrying an inventory of product
in the vehicle. California allows operators to work out of a vehicle with $3,000
worth of inventory, and $5,000 worth if the merchandise includes pre-orders.
There are legislative efforts to increase the in-vehicle inventory size to between
$10,000 and $25,000. With these mobile dispensaries, customers order on an app

17 Matt Burns@mijburnsy / 8:32 AM PSTeNovember 16, 2021
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from the available inventory in a nearby vehicle. But the predominant trend in the
industry is to have a bricks-and-mortar warehouse for product and vehicle
storage, as well as an office and dispatch center. With this model, customers can
order from the entire inventory that the delivery dispensary has on hand.

Consumption Lounges

New California legislation enables local jurisdictions to allow the preparation or
sale of non-cannabis food or beverage products by a licensed retailer or
microbusiness in an area where cannabis consumption is allowed. This new
legislation has the potential to significantly alter the cannabis consumption/food
service landscape. A cannabis consumption lounge license in California allows the
following activities:

e Smoke, vaporize, and ingest cannabis or cannabis products on the premises of
a retailer or microbusiness.

e Prepare and sell non-cannabis food or beverage products in compliance with
all applicable provisions of the California Retail Food Code by a retailer or
microbusiness.

A cannabis consumption lounge license in California also has multiple restrictions,
including age restrictions, visibility, alcohol and tobacco prohibitions, and other
operational restrictions.

A cannabis consumption lounge license in California, is a Type 10-Retailer license
with a specific consumption cafe/lounge destination. At this time, consumption on
site is not allowed in Sacramento. However, the integration of consumption
lounges into the City has the potential to significantly increase opportunities for
entry into the industry as license holders could partner with existing restaurants
and create shared facilities with minimal up-front capital.

Vertical Integration

Eventual federal legalization and the ongoing expansion of legalization in other
countries will continue to drive vertical integration in the industry. As it rapidly
evolves into a mature industry with a growing global presence, it will begin to
resemble other mature industries. The geographic distribution of activities along
the supply chain will begin to align along patterns similar to other consumer
product industries, as functions gravitate toward locations that provide the
optimal combinations of production inputs and costs. For example, large scale
cultivation will tend to seek lower land costs and ideal weather conditions (low
humidity and cool nights), larger consumables manufacturing facilities will tend to
gravitate toward metro fringe locations, and major distribution operations will
expand their presence across the transportation network.
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National Trends

The efforts of an increasing number of states to adopt cannabis legalizing
frameworks in light of the ongoing federal prohibition and continued listing of
cannabis as a Class 1 Drug has led to a patchwork of regulations in each state,
without federal oversight.

The legal recreational and medical cannabis industry in the United States
developed over the past decade, beginning with Colorado and Washington in
2012. Following legalization in those 2 states, the US Department of Justice
issued the Cole Memorandum, stating that the federal government would only
intervene in state-sanctioned cannabis production in instances of failure to
prevent criminal involvement, sales to minors, or illegal diversion to other states.

These first 2 states were joined by Oregon and Alaska in 2014. All 4 states
instituted market-based licensing systems, similar to the regulation of alcohol
sales in states without state-run alcohol monopolies. Since then, all but 13 states
have legalized medical cannabis sales, and the humber of states allowing adult-
use sales will likely continue to grow, resulting in estimates of $100 billion in
economic impacts annually within the next 5 years.'8

8 MJBizDaily Factbook.
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The figure below illustrates recent and projected growth in legal adult-use and
medical cannabis sales in the U.S., compared with declining sales of illicit
cannabis, as most states that have legalized marijuana sales have seen notable
decreases in illicit market sales. Of the remaining illicit sales nationwide, California
continues to be a primary supplier.t®

Figure 9. Annual Growth of Legal Versus Illicit Cannabis Sales in the US
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As the demand for cannabis products has increased, the composition of the
product preferences has also evolved, with growth in edible products from

8 percent of total sales in 2018 to 11 percent in 2021. A spike in vaping in 2019
has reduced moderately but continues to account for about a quarter of sales.
Flower product for smoking remains approximately half of sales volume.

Figure 10 provides an illustration of the composition of cannabis product sales.

19 MJBizDaily California Market Woes.
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Figure 10. Cannabis Product Composition
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Data preceding widespread legalization found that 30 percent of users in the
United States drive approximately 70 percent of demand for cannabis.?° The
extent to which these heavier users drive legal versus illicit sales is not clear.
However, it has been found that storefront dispensaries tend to be frequented by
older consumers (aged 38+), likely out of a combination of ability to pay higher
prices and stronger aversion to illicit activity.

Following the end of Prohibition in the 1930s, the achievement of price parity
between legal and illicit alcohol markets was the primary factor reducing the size
of illicit operators, and the same patterns will likely hold true for cannabis. Price
parity will be the primary path toward eradication of the illicit markets that exist
across the country, most notably in California, with its entrenched illegal industry.
In addition, consumers are likely to prefer legal products if there is a perception of
good quality control.

But the unregulated industry remains sophisticated in its scale and interstate
logistical capabilities, sharing many operating practices and sometimes supply
chain partners with their established in-state legal counterparts. Certainly,
elements of the unregulated market that systematically damage the environment,
violate labor practices, and threaten public safety as a result of their operational
practices are prime targets for stepped-up enforcement at the State and local

20 Marijuana Policy Group data cited in June 24, 2016, Econlife article by Elaine Schwartz,
“How Price Changes in Marijuana Markets.”
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levels. However, the daunting challenge of transforming large swaths of labor and
resources that power the illicit industry into a legalized framework is more likely
to be accomplished by thoughtful regulatory policy design than any targeted
surge of law enforcement activity.?!

Regulatory requirements for licensing and operating guidelines in some of the
largest State cannabis markets have facilitated vertical integration and
consolidation of supply chains within plant-touching functions. However, the
absence of federal legalization and existing local regulations have prevented these
market actors from absorbing licensed medical dispensaries, recreational retailers,
specialty product manufacturers, and complementary functions such as
technology and transportation. These typically smaller businesses outnumber the
vertically integrated ones by an estimated ratio of approximately 10:1, as they
are protected in the near-term by the absence of economies of scale

(e.g., interstate transportation networks, unrestricted use of complicated
transnational financial services) that federal legalization will eventually provide.??

State Trends

California’s illicit marijuana industry has existed for decades and continues to
compete with licensed cannabis businesses across the State, in addition to
supplying a significant share of the market in states where cannabis remains
illegal. As noted previously, while other states that have legalized cannabis have
seen illegal activity decline precipitously, the illegal market remains strong in
California. The entrenched nature of the industry, combined with the continued
demand from states where marijuana remains illegal, contributes to the continued
strength of the illegal sector in California. However, both the continued prohibition
of sales in many jurisdictions and the impact on product pricing from State taxes
help drive the illicit market in the State.

The charts below illustrate the sizable share of unlicensed retailers in various
regions of the State and the pricing differentials between licensed and unlicensed
purveyors of marijuana flower for storefront and delivery sales.

21 North Bay Business Journal.

22 Marijuana Business Factbook.
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Figure 11. Estimated Licensed and Unlicensed Retailers by Region
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Figure 12. Average Price for Cannabis Flower by Retail Type
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In addition to impacting taxable sales by licensed retailers, the illicit industry
contributes to the current oversaturation of the market for raw cannabis leaf.
However, the dramatic increase in licensed cultivation over the last few years is
also a key factor. The current oversupply of flower is inducing rapidly falling prices
for the commodity. According to the Northern California Cannabis Alliance, prices
of $1,400 to $1,500 per pound (dry weight) are necessary for a profitable
cultivation operation. With prices falling well below these levels, a structural
oversupply has emerged.

The State has rolled out a flawed, unpopular regulatory system for cannabis and a
tax structure that is fueling the illicit market. A key point of contention among the
oldest, most entrenched community of cannabis businesses in Northern California
starts at the beginning of the supply chain: cultivation, cannabis concentrate
extraction, and manufacturing. Many business owners allege that the State failed
to accomplish the goals set out in Proposition 64 by allowing large uncapped
grows in the wake of its 2018 emergency regulations. Unlike the widespread
appreciation by many long-time business owners for the State’s implementation
of medical marijuana use legalization in Proposition 215, the combination of
Proposition 64's lack of specific small business initiatives and the patchwork
nature of localities’ ordinances has seemed to favor a certain kind of new entrant:
capital-rich corporations that can successfully absorb the cost of a high
compliance burden and market fluctuations in the price of flower. More
specifically, many experienced business owners report that potential licensed
growers are deciding to go back to the unregulated market in a frustrated
reaction to some of the administrative roadblocks, as well as the effective tax
rates that result from combined assessments at all levels of government.

The recent commitment by the Governor to reduce the State tax burden to
support the industry should benefit the industry, particularly if the flat cultivation
tax is eliminated. Legislation proposed in February 2022 would discontinue
imposition of the cultivation tax as of July 1, 2022. However, the bill would
increase the excise tax by an additional 1 percent starting at some point between
July 1, 2025, and July 1, 2026. The Department of Finance estimates will
generate half the amount of revenue that would have been collected with the
cultivation tax. While the elimination of the cultivation tax would benefit wholesale
cultivation businesses or functions, the additional State excise tax will create a
further disadvantage for retailers relative to the illicit market. It is unclear how
the State will use the excise tax revenues.
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Despite the issues noted above, the State has experienced strong year-over-year
tax receipt growth. However, major concerns are emerging regarding the effects
of falling commodity prices, and it is expected that growth rates could diminish or
potentially turn negative. The chart below illustrates the growth in cannabis-
derived taxes collected by the State from 2018 to 2021. While revenue continued
to increase from 2020 to 2021, the rate of growth was significantly below that of

the previous 2 years.

Figure 13. State of California Cannabis Tax Revenues—2018-2021
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State Cannabis Sales Dynamics

The 8 northernmost counties in California with licensed cannabis as a group have
the highest per capita cannabis sales in the State. The area is known for high-
quality cannabis and is a net exporter. Per capita cannabis sales in Sacramento
County have typically been close behind those of the northern counties, in part
likely because of sales to residents of Placer and lower El Dorado Counties. Sales
in El Dorado County increased dramatically in the second quarter of 2021,
possibly because of resumption of tourism to South Lake Tahoe.

Figure 14. Quarterly Licensed Cannabis Sales per Capita by California Region
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Annual spending per capita in each of the regions from 2018 through 2021 is

detailed in the table below.

Table 8. Annual Licensed Cannabis Sales per Capita 2018-2021

County/ Annual Per Capita Sales [2]
Region [1] 2018 2019 2020 2021
Extrapolated Extrapolated
Sacramento County $103.57 $127.34 $191.42 $202.81
Yolo County $10.76 $70.89 $140.74 $168.31
El Dorado County $74.55 $100.32 $146.32 $186.64
Greater Sacramento [3] $97.83 $118.32 $181.29 $197.41
Bay Area [4] $94.55 $114.37 $132.95 $140.44
Central Coast [5] $73.84 $105.68 $162.01 $180.62
Central Valley [6] $32.53 $42.95 $79.65 $94.20
Metropolitan Southern California [7] $39.67 $56.89 $104.04 $127.57
North State [8] $86.72 $166.66 $249.72 $318.18
Other [9] $43.35 $57.23 $131.20 $154.62
Statewide Average $55.30 $73.64 $115.75 $134.82

Source: CDTFA; EPS.

[1] Counties without recorded cannabis sales data excluded.
[2] Data covering 3 quarters each for 2018 and 2021 extrapolated into annual estimates.

[3] Includes Sacramento, Yolo, and El Dorado counties.
[4] Includes the nine counties included in ABAG.

[5] Includes Santa Cruz, Monterey, San Luis Obispo, and Santa Barbara counties.

[6] Includes Fresno, Kern, Kings, Merced, San Joaquin, Stanislaus, and Tulare counties.

[7] Includes Los Angeles, Orange, Riverside, San Bernardino, San Diego, and Ventura counties.
[8] Includes Butte, Humboldt, Lake, Mendocino, Mono, Shasta, Siskiyou, and Trinity counties.

[9] Includes Calavaras, Nevada, and Imperial counties.

State Tax Trends

A comparison of the taxes for all states that have approved legal adult-use

cannabis yields a range of potential approaches, both at the State and local level.
Some states like California charge wholesale taxes (which are cumulative and
built into the purchase price); many states also charge excise taxes (which are
cumulative and are built into the purchase price), and most states have state
sales taxes and local sales taxes. Alaska’s tax is based purely on weight.

Based on the comparison by state, California is on the high end of recreational
cannabis taxes at the State level, and largely is consistent with other states at the
local and county level. The State’s 6 percent sales tax mandates an additional

1.5 percent local sales tax and allows an additional 2.5 percent optional local tax.
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Local Trends

Sacramento’s cannabis industry reveals strong growth in consumer demand and
receipts, but local cultivators, retail storefront owners, and delivery operators are
struggling with high taxation, the price pressures of an aggressive and successful
illicit market, and the financial pressures of lack of access to banking and the
current limitations on outside investment.?* Much of this is due to federal
restrictions, 280E, and State taxation. But there are areas of local taxation,
ownership, and ownership restrictions that are under the control of Sacramento
policies. These local trends are explored and compared to the case-study cities of
Seattle, Denver, Oakland, and Long Beach.

Industry Metrics

Consumer spending at cannabis dispensaries in the City has grown steadily, with
a CAGR of 30 percent between 2013 and 2021. Since 2018, however, spending on
cannabis delivery has grown far more dramatically, with a CAGR of 138 percent.

Figure 15. Consumer Spending on Legal Cannabis in Sacramento (2013-2021)
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23 Storefront retailers are under a 1-year moratorium that prohibits changes in ownership
interest. It will expire in May 2022.
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Gross receipts have increased dramatically across most IFGs in Sacramento since
legalization in 2018, but manufacturing has experienced a much greater degree of
variability than other IFGs. Microbusinesses, which include a range of functions
including manufacturing, have also experienced greater variability. Much of the
decline in manufacturing revenues during 2020, however, likely was due to
pandemic-related production interruptions.

Figure 16. City of Sacramento Gross Receipts by Industry Function Group
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Source: City of Sacramento Office of Cannabis Management, EPS.
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For some IFGs, a correlation exists between gross receipts and the amount of
space occupied in the City. However, the space occupied by cultivation has
increased far more dramatically than the gross receipts from cultivation, primarily
because of falling prices of marijuana leaf because of both overcultivation and
pressure from the illicit market. Conversely, dispensary square footage has been
static in recent years as gross revenues have continued to grow. As a result,
revenue per square foot of cultivation space has declined, while revenue per
square foot of dispensary space has increased, as shown below.

Figure 17. City of Sacramento Occupied Square Footage by IFG
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Source: City of Sacramento Office of Cannabis Management, EPS.
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Figure 18. City of Sacramento Gross Receipts per Square Foot by IFG
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The 2018 spikes in revenues per square foot for several IFGs, particularly
manufacturing, correspond with spikes in asking lease rates (rents) in industrial

Sacramento Comprehensive Cannabis Study
March 8, 2022

Dispensary

Distribution
Delivery
Testing
Manufacturing
Cultivation
Microbusiness

zones throughout the City in 2018, as discussed in Chapter 5.
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The chart below illustrates the increase in cultivation floor area between 2018 and
2021. The dramatic expansion of cultivation area in 2020 coincided with the
severe decline in flower prices throughout the State, potentially contributing to
the much smaller expansion of cultivation area since.

Figure 19. City of Sacramento Cultivation Floor Area Growth
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Source: City of Sacramento Office of Cannabis Management, Clty of
Sacramento Planning Department, EPS.

Sacramento Industry Function Group Characteristics Overview

The range of IFGs that make up the seed-to-sale supply chain in Sacramento are
consistent with both the national and State trends. These IFGs are considered for
their particular regulatory, economic, employment, land use, physical plant, and
locational advantages and characteristics, as well as issues of taxation,
ownership, and concentration. Table 9 below condenses these characteristics for
comparison. As the industry evolves, new IFGs are becoming more clearly defined
as R&D becomes increasingly important to the industry and support for
consumption lounges potentially generates a new retail IFG.
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Taxation, Ownership, and Concentration Characteristics of Sacramento Cannabis Industry Functional Classification (IFG)

IFG

Characteristics

Taxation

Cultivation

Sacramento - indoor only, substantial range in size
High power requirements for indoor operations
Vertically integrated may have more merit than stand-alone for Sac
Can buy cheaper elsewhere
Only important to extent needed to control quality
Land intensive
Odor draws neighborhood complaints from certain facilities
Resource intensive (may be changing - water conservation tech)
High infrastructure cost at front end
- relatively high barriers to entry across board

Major fiscal benefit

State excise tax on weight needs to be dynamic, not flat
Required at front end
Compound effect as "tax on tax"
State applies 1.8% mark-up

City could lobby State regarding reduction/change
Combine forces with other cities as appropriate

Manufacturing

Industrial facility small to medium size
Contribution to City economic structure
High start-up costs, significant infrastructure
Requires working knowledge of technical processes
Can be advanced - R&D and testing: scientist to "executive chef"
Mature processes can be automated/limited training requirements
Small scale facilities and land requirement compared to cultivation
Seamlessly integrated into vertically integrated businesses

Modest fiscal benefit, important economic driver
Possible to control tax exposure by taking possession but not title
IRS 280E (limiting write-offs) is particularly large issue
Consider reduction of local tax burden to equity participants
and higher value added manufacturing operations (economic dev)

Distribution &

Warehouse, fleet parking, office

Major fiscal benefit

Logistics Sales, marketing, marketing, customer care, functions Pass through of State cultivation tax
Compliance software designed for cultivators Collect on cultivation side, collect State excise from retailer,
Storage, trucking functions paramount provide both to the State (outside of City taxes)
High security requirements and costs
Ideally located on central point in freeway system (trucking)
Farmer, manufacturing, and sale outlet relationships
Can arrange logistics around testing, packaging, other value adds
Can be vertically integrated with emphasis on distribution,
but with multiple BOPs
Uses owned or leased vehicle fleet
Truck driver and warehousing jobs
Non-retail Warehouse plus office Major fiscal benefit

Dispensaries
(delivery service)

12,000 SF facility can provide Statewide service

Target range similar to grocery delivery radius

Unskilled labor with exception of management

50% drivers, also dispatch and management

Gaining significant market share from dispensaries following
e-commerce trends in general

Consumer credit transactions - Ledger Green/MC - viable (also disp)

Collects 15% SET from consumer, State/local sales tax, Sac BOT sales tax
Incidence of SET payment to distributor presents cash flow hit

Also pays taxes on vehicles and fuel
Sensitive to rising fuel costs

Dispensary (bricks
& mortar)

Effectively a retail operation
Performs well in a variety of retail environments
Requires an estimated $4 to $6 million in gross sales
10 additional stores implies capture of $40-60 million in spending
Losing market share to delivery companies
Budtenders make minimum wage plus or slightly more plus tips
Declining margins resulting in reduced benefits in urban locations
Sophisticated operators unable to pay income taxes and maintain profit
Many waiting for investor buy-out
Investor buy-outs are often calibrated to accrued debt levels
Debt to net income is becoming unsustainable
Potential for continued retail dispensary cash flow issues
Future shaky for operations needing to sell asset to raise cash
Unable to obtain loans (banking restrictions)
IRS 280E (write-off restrictions)
Significant start-up costs
Complex staffing, payroll, etc.

Major fiscal benefit
Collects 15% SET from consumer, State/local sales tax, Sac BOT sales tax
Amounts to 28% wholesale price up front
Incidence of SET payment to distributor presents cash flow hit
May need to reduce local sales taxes to compete with illicit market
Price parity with unregulated market required to "move the needle"
Can possibly avoid local tax reduction if State reduces SET

Source: EPS.
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Taxation, Ownership, and Concentration Characteristics of Sacramento Cannabis Industry Functional Classification (IFG)

(continued)

IFG

Ownership

Concentration/Land Use

Cultivation

Initially controlled by legacy illicit cannabis farmers in rented facilities
Limited control on leasing costs
Evolved into element of sophisticated corporate operations
Consider limiting to:
1) vertically integrated
2) owner occupied

Appropriate use of industrial land?
Small vertically integrated firms may prefer control
Denver issued moratorium in oveer concentrated neighborhoods
Long Beach, no constraints other than buffers
WA has a 2 million square foot limit on cultivation
Critical to install appropriate security
Offsite grows in coastal regions (e.g., Glass House) - key trend

Manufacturing

Shared facilities avoid duplicating infrastructure
What models most applicable? Market versus subsidized?
Induce through tax incentives and grant funding?
Shared manufacturing ordinance could facilitate equity
participation in certain facets, with specialized training
Some vertically-integrated firms interested in incubating equity participants

Limited concentration issues particular to this use
Volatile extraction - special fire protection considerations
Good technical sector with cross-over, retain and encourage
Supports other sectors of economy

Distribution &

Sophisticated multi-disciplinary operations

Storage function is of potential concern

Logistics Executive level skills, knowledge of industry, taxation, packaging, Sacramento viable as distribution location - good fundamentals
testing, and all other aspects of industry Central point on transportation grid
Regional coverage beyond Sacramento Low cost of operating
Primary acquisition target for large industry Proximity to major population
Mullti-State Operators (MSOs) are prevalent Improving manufacturing prospects would be mutually reinforcing
Potentially some opportunities for equity participants Compares favorably to cultivation if there is a need to limit uses
Non-retail High concentration of small operators Significant concentrations in industrial areas

Dispensaries
(delivery service)

Origin with medical cannabis, have scaled up with recreational product
Easy to form business and initiate operations, challenge in sustaining
Candidate for operational assistance in the form of low interest loans

- good opportunity for equity participants

High concentrations of establishments/capita
Likely to see continual stream of new entrants sans limit
Potential preference accruing to major players
Amazon? Uber?
How long will the current model last?

Dispensary (bricks |Major movement among MSOs to control market share (M&A) Major export sector - 60% leaves City
& mortar) Owners transitioned from medicinal to recreational, capped at 30 New entrants in Sacramento County and eslewhere likely
CORE members have fees waived (remove barrier to entry) C-1 areas may need to be phased-in as blight is addressed
Moratorium to be released - attract business partners Midtown developers and brokers have accepted this use
Concern: permit flippers Compares favorably to many other uses
Oakland approach: merit-based with 3 year hold Success in integrating with retail/entertainment
Eligibility is from police beats - arrest rate stats Positive evidence of investment in area
Long Beach: Census Tract with socio-economic criteria Consumption lounges worth exploring
New social equity permits: Interview favored over lottery
Source: EPS.
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Ownership Considerations

The nascent legal cannabis industry is evolving so rapidly that it is almost
impossible to capture a current profile of the industry before a new significant
development alters the landscape. With states legalizing both through ballot
measures and legislative actions, new laws and regulations are expanding the
national cannabis footprint, and there is significant pressure at the national level
in support of full legalization.

States and cities are creating new legislation based on what they perceive as the
best legislative efforts of other states and cities. Sacramento and the case-study
cities analyzed for this report have ownership structures that are as dynamic as
the industry in that they are experiencing the significant financial pressures of
volatile wholesale flower prices, dramatic increases in extraction products, State
taxation rates well beyond any other industry, and competition from thriving illicit
operators. This discussion looks to contrast and compare Sacramento’s ownership
limitations, tracking, and transfer.

Local Ownership

Major corporate interests are absorbing small local stakeholders nationwide to
gain market share. Because it remains illegal to transport cannabis across state
lines, major operators must establish a market footprint in each state to build a
national presence. California’s size makes it an extremely valuable part of the
national market. Within the State structure of the law, it is useful to consider
paths that Sacramento can take to both provide support to local craft
entrepreneurs and capture the economic benefits of a nationalized industry.

The California Department of Cannabis Control is the agency that issues and
regulates State licensing for all aspects of cultivation, manufacturing, distribution,
testing, and sale of cannabis products. While the State also regulates the taxes
and other industry specifics (see Appendix D), it is silent on issues of ownership,
deferring to each community to craft its own regulations. California was able to
look to the early legalization efforts of Washington, Colorado, Alaska, and Oregon
to craft the State proposition, but these efforts did not foresee how dynamic the

industry has become.

The City’s OCM is responsible for granting and monitoring BOPs and ownership
requirements for all cannabis businesses in the City. Both the State-granted
licenses and City-granted BOPs are based on the individual applicant’s/entity’s
qualifications and have no value. They cannot be transferred, sold, or assigned.
The State language does allow ownership in a cannabis business to be
transferred. Partial ownership transfer is allowed when the new owner is deemed
to be qualified by the State. Full transfer requires a new license.
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Sacramento does not limit the number of permits an individual or entity can have,
with the exception of retail storefront dispensaries in which no single person or
entity is allowed to have ownership interest in more than one dispensary. In the
current cap of 30 dispensaries, past practices of ownership entities have
compromised the ownership restrictions, resulting in a consolidation of several
licenses under multi-corporate ownership. The 10 new CORE dispensary BOPs will
also be subject to this restriction. There are other limiting factors on the issuance
of BOPs, which are discussed below in the Concentration section of this chapter.

In the seed-to-sale discussion, Sacramento does not prohibit current dispensary
owners from vertical integration. These owners have the opportunity to obtain
licenses and BOPs throughout the supply chain, including cultivation, and when
the moratorium on transfer of non-CORE dispensary licenses ends, they will be
allowed to be acquired or partner with larger corporate interests as part of the
national consolidation trend.

Tracking Ownership

Sacramento city code requires that every director and any individual/entity who
owns more than 20 percent of a cannabis business, regardless of their authority
over that business, must submit for a background check and be tracked by the
OCM. If the cannabis business is a storefront dispensary, every director and
owner, regardless of percentage of ownership, must be tracked. When surveying
most of the cannabis businesses licensed in the City, it is clear that an
overwhelming majority have opted to structure themselves as corporations.

As has been seen in multiple City documents, many of these corporate entities
have the potential themselves to be owned by other corporate entities and even
holding companies. This multi-layering of ownership presents considerable
challenges in uncovering and tracking a complete ownership structure. The
importance of this in all IFGs except retail storefront dispensaries is primarily
limited to qualifying owners through the background check. Recently proposed
adjustments to Sacramento’s ordinance will simplify this further for background
check purposes. But for the retail storefront dispensaries, ownership in more than
one dispensary is prohibited, and with a cap on dispensaries, ownership can be
extremely valuable. Identifying individual ownership in complex corporate
structures and holding companies will require significant resources to ensure that
individuals have ownership in only one retail storefront dispensary. And as the
City cannot restrict ownership individuals or entities from adopting corporate
structures, other solutions will need to be explored.

Transfer of Ownership

The City allows the transfer of part or all of a cannabis business ownership with
the exception of retail dispensaries. There is a moratorium on selling dispensary
ownership that is set expire May 11, 2022. For businesses other than storefront
dispensaries, transfer of ownership must be reported to the OCM on the Cannabis
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Business Information Change Form, which must be completed with both the
information of any entity relinquishing ownership, regardless of the percentage
owned, and the information of any potential new ownership.

Language from the form reads, “List any new person who has an aggregate
ownership interest of 20% or more in the cannabis business. If a holding
company has an ownership interest of 20% or more in the business, that holding
company and its ownership percentage must be listed as well as the individuals
that own the company. The CEO and members of the board of directors of the
cannabis business and any holding company must be listed regardless of the
percentage of their ownership interests.”

Ownership Case Studies

As the national and State cannabis industry continues to evolve, ownership
structures will most likely continue the trend of consolidation. Vertical integration
and market share expansion are important trends in the industry. Denver,
Oakland, and Long Beach are among the many cities that allow for outside
investment and vertical integration. Unlike Seattle, which does not allow cannabis
producers to provide retail sales, Sacramento’s allowance of vertical integration
from seed to sale is consistent with national and State trends.

It is useful to consider the experiences of other regulators wrestling with the
travails of managing the fiscally lucrative cannabis industry.

The following case-study discussions provide a range of tools and techniques
being used by various jurisdictions. To capture the maximum range of content
and ideas for consideration, creative State policies have been evaluated in
addition to those of cities and counties.

Seattle

Seattle Ownership

The Washington State Liquor and Cannabis Board (WSLCB) is the licensing
authority for the state’s cannabis program that combines the recreation and
medical markets. The WSLCB is not accepting applications for new retail,
producer, or processor licenses. There are 3 primary cannabis business license
categories in Washington: production/cultivation, processing, and retailing.
Companies can grow and process cannabis, but producers can’t also sell cannabis,
and retailers can’t grow and process their own cannabis. In addition to not
allowing for full seed-to-sale vertical integration, Washington cannabis businesses
cannot accept investment from non-Washington state entities. Individuals must
live in Washington state for at least 6 months before applying for a cannabis
license. All business entities applying for a cannabis license must be formed in
Washington and all individuals listed as “true parties of interest” must meet and
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maintain the Washington state residency requirement. There are more than
100 producer/processer licenses in Seattle and 77 dispensary licenses.?*

Until recently, Seattle did not have a social equity program and conducted a
Cannabis Equity Survey and Analysis. This has led to the recently appointed Social
Equity Task Force that is working to provide recommendations to the WSLCB to
establish the social equity program. Recently, the state has directed that all
cannabis retail licenses that have been subject to forfeiture, cancellation, or
revocation or licenses that were not previously issued by the WSLCB will be filled
through the Cannabis Social Equity Program.

The WSLCB is also accepting applications for new Transportation and Research
licenses and new Cannabis Cooperative registrations. The practice of home
cultivation for adult use is prohibited in Washington state, though limited home
grows are permitted for medical marijuana patients. There is a growing effort to
change this, although a recently introduced bill to allow it failed.

Seattle has also seen at least one financial institution, a credit union, make a full
transition to supporting the cannabis industry, including:

e Cash management checking accounts with designated Account Managers
providing one-on-one service.

e Employee accounts.

e Online banking and vendor payments.

e Direct deposit payroll.

e Remote deposit capture via check scanner with same day credit.
e Cash pick-up and delivery services.

e ACH transfer processing.

Seattle Ownership Tracking

Washington has multiple levels of ownership, including sole proprietorship
partnerships, corporations, multi-level structures, and nonprofits. The tracking of
ownership is done both at the initial application process and through their transfer
of ownership process. These applications require the listing all true parties of
interest. The WSLCB conducts financial and criminal background investigations on
all true parties of interest, including:

e Sole proprietorship—the sole proprietor.

e General partnership—all partners.

24 http://magazine.cannabisbusinesstimes.com/article/june-2021/state-of-washington-state-
cannabis.aspx
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e Limited partnership, limited liability partnership, or limited liability limited
partnership—all general partners and all limited partners.

e Limited liability company (LLC)—all LLC members and all LLC managers.

e Privately held corporation—all corporate officers and directors (or persons with
equivalent title) and all stockholders.

e Multilevel ownership structures—all persons and entities that make up the
ownership structure.

e Any entity(ies) or person(s) with a right to receive revenue, gross profit or net
profit, or exercising control over a licensed business—any entity(ies) or
person(s) with a right to receive some or all of the revenue, gross profit, or
net profit from the licensed business during any full or partial calendar or
fiscal year, and any entity(ies) or person(s) who exercise(s) control over the
licensed business.

e Nonprofit corporations—all individuals and entities having membership rights
in accordance with the provisions of the articles of incorporation or bylaws.

In addition, it tracks married couples’ ownership and stipulates that a married
couple may not be a true party of interest in more than 5 retail marijuana
licenses, more than 3 producer licenses, or more than 3 processor licenses.

A married couple may not be a true party of interest in a marijuana retailer
license and a marijuana producer license or a marijuana retailer license and a
marijuana processor license.

Seattle Ownership Transfer

Washington allows working with existing licensed businesses to either purchase a
licensed business through a new entity, which is called an Assumption, or
purchase some or all interest of a licensed business via a Change in Governing
People, Percentage Owned, or Stock/Unit Ownership. Applications and
qualifications of license ownership are required to be secured through the state
before purchasing any interest in the business.

Oakland

Oakland Ownership

The City of Oakland took a very different road to ownership in the industry.
Oakland has been a national leader in creating systems that help cannabis
businesses thrive. In 2015, in an attempt to create an institutional culture shift
toward placing greater weight on equity and inclusion of historically marginalized
communities, the Oakland City Council voted to create the nation’s second
Department of Race and Equity (following Portland) and tasked it with analyzing
policies and systems through a racial equity lens. The City of Oakland decided on
a policy that would award permits to equity applicants and general applicants on a
1:1 ratio. It also put an initial cap on dispensary permits at 4 and included a
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provision for the Oakland City Administrator to allow up to 8 new dispensary
licenses per year. It also directs that no individual or entity shall have a direct or
indirect interest in more than 2 dispensary permits. The process for general
applicants to obtain a dispensary permit is via scoring of the application by city
staff. Equity applicants who submit complete applications are selected through a
public drawing. There are 14 storefront dispensary permits in the city and an
additional 12 that are approved but not yet operational. The City of Oakland did
not put the caps on non-storefront retail delivery permits, and there are no other
limits on the number or type of permits individuals or entities can hold. The City
of Oakland allows for both outside investment and vertical integration.

Oakland Ownership Tracking

The City of Oakland does not expressly define a methodology of tracking
ownership other than the information that is required in the initial application. The
application requires definition of the type of business structure being used, as well
as a list all persons directly or indirectly interested in the permit sought, including
all officers, directors, general partners, managing members, stockholders, and
partners. Equity applicants are required to file additional qualifying information.

Oakland Ownership Transfer

Oakland does not limit the sale of cannabis ownership for general permit holders.
It does require any new ownership interest to acquire State licensing. In addition,
the Oakland zoning code states that permits only “apply to the premises and the
entities or individuals originally specified, except upon written permission of the
City Administrator’s Office granted upon written application to the City
Administrator’s Office made in the same manner as required in the original
application process.” Anyone with a direct or indirect interest in the permit that
was not listed on the original application must undergo a live scan background
check, and inspections of the originally permitted premises by relevant agencies
may be required. In other words, a general applicant can transfer their ownership
in a cannabis business to anyone, provided the new permittee submit their own
application and go through the permit process.

The city’s general business transfer code has language that the city interprets to
preclude transfer of their interest to a non-equity business; however, the city is
exploring allowing the transfer of equity permits to anyone after a 3-year vesting
period. Because of Oakland’s initial requirement of 1:1 equity to general cannabis
permits, the pool of equity owners will continue to be replenished.

Long Beach

Long Beach Ownership

When Long Beach set their original ordinance, the city limited dispensary licenses
to 32, which were quickly spoken for by the existing medical dispensaries. It did
not set caps on other permits, although it did not allow for non-storefront retail
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delivery permits. It also does not allow for processor cultivation permits. The city
allows for vertical integration under the State’s microbusiness license designation,
and it does not have language in its ordinance limiting the number of cannabis
businesses any single individual or entity can own.

In its efforts to provide social equity applicants a path to entry into the industry,
Long Beach is introducing 8 new dispensary permits, shared manufacturing uses,
and introducing an unlimited number of retail delivery opportunities exclusive to
equity applicants. The goal is to provide equity applicants opportunities in the
industry with lower initial capital investment requirements than the higher initial
investment cultivation and retail dispensary opportunities.

Long Beach Ownership Tracking

The City of Long Beach does not expressly define a methodology of tracking
ownership other than the information that is required in the initial application. The
application requires definition of the type of business structure being used, as well
as a list of all owners and managers in the permit sought, including all officers,
directors, general partners, managing members, stockholders, and partners.
Equity applicants are required to file additional qualifying information.

The city does define what constitutes an owner in its ordinance. "Owner” means
any of these:

e Any person with an ownership interest of 10 percent or more in the Adult-Use
Cannabis Business applying for a permit.

e The chief executive officer of an entity, including nonprofits.
e A member of the board of directors of a for-profit or nonprofit entity.

e All persons in an entity that have a financial interest of 10 percent or more in
the proposed Adult-Use Cannabis Business, including but not limited to:

— A general partner of an Adult-Use Cannabis Business that is organized as a
partnership.

— A non-member manager or managing member of an Adult-Use Cannabis
Business that is organized as a LLC.

— Any person holding a voting interest in a partnership, association, or LLC.

— All officers or directors of an Adult-Use Cannabis Business that is
organized as a corporation, and all shareholders who individually own
more than 10 percent of the issued and outstanding stock of the
corporation.

Long Beach Ownership Transfer

Long Beach allows for the transfer of ownership of cannabis permits through a
process with the Office of Financial Management. A Minor Cannabis Transfer of
Ownership Application is required when a business is adding owners to their
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license whose ownership percentage totals between 10 percent and 49 percent of
the business. The City of Long Beach Office of Financial Management does not
stipulate a process for more than 49 percent but does have an application and
review process when a business owner is transferring their interest to another
party through a business license application. It is an administerial process, and
the policy has generated multiple brokers advertising businesses for sale. The
new equity-focused shared use is not intended as a salable license but rather an
opportunity to provide equity applicants an existing facility in which to operate
without significant start-up costs. Long Beach is crafting the ordinances for non-
storefront delivery and the 8 new equity applicant retail dispensaries.

In interviews, they are working through how the ordinance will address sales of
equity dispensary ownership.

Denver

Denver Ownership

Denver, along with Seattle, approved recreational cannabis on January 1, 2014,
but had allowed medical cannabis since 2000. Denver has more than
1,100 cannabis licenses operating out of nearly 500 locations.

Denver’s moratorium on licensing new medical marijuana stores and medical
marijuana cultivation facilities continues to be in effect; however, the bill reserves
new applications for new medical marijuana products manufacturer, medical
marijuana transporter, and retail marijuana business licenses from social equity
applicants until July 1, 2027, to provide social equity applicants an opportunity for
ownership of cannabis businesses. Denver is only accepting applications from
non-social equity applicants for a medical or retail testing facility or R&D license
or is applying for a retail marijuana business license that will be co-located with a
medical marijuana business of the same type.

In addition, Denver has instituted a consumption lounge pilot program that will
provide additional ownership opportunities.

Denver Ownership Tracking

Denver keeps a database for active individual and business licenses, as well as
inactive licenses; however, it is for all business license types and is limited to
identifying the applicant. It does not address ownership structure. As Denver rolls
out its opportunities for social equity applicants and attempts to regulate the
transfer of social equity ownership to maintain 51 percent social equity through
July 1, 2027, a more advanced tracking system will be imperative.

Denver Ownership Transfer

In general, all cannabis businesses are transferable from one person to another
on approval by the Director of Marijuana. There are additional requirements for
transfers of marijuana transporter businesses, which are subject to limitations set
by Colorado state law. Transfer of ownership of cannabis off-premises storage
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facility permits or cannabis delivery permits have additional requirements. Denver
recently adopted language so that before July 1, 2027, equity applicants are
allowed to transfer business interests to either other social equity applicants or to
non-social equity applicants, as long as 51 percent or more of the business is held
by one or more social equity applicants. After July 1, 2027, businesses held by
social equity applicants are transferable either to other social equity applicants or
non-social equity applicants following an approval process. Non-social equity
owners are not limited and can transfer their entire interest to another
individual/entity.

Denver also has a common ownership restriction in that if one or more licenses
share the same licensed premises, an application to transfer ownership of any one
of the licenses shall not be approved if the transfer would result in that license no
longer having common ownership with the licenses sharing the same licensed
premises.

Ownership Conclusions

The case studies on ownership, ownership tracking, and transfer of ownership
provide several important comparisons to be made.

Ownership

There are distinct attributes of how ownership has a direct correlation with how
the initial cannabis ordinances were crafted:

e Seattle is, on the one hand, the most restrictive in the sense of requiring a
6-month residency requirement, prohibiting outside investment, and not
allowing seed-to-sale vertical integration. Ownership requirements initially did
not include an equity component and were among the least restrictive,
favoring well-capitalized legacy owners. The state is now focused on a social
equity program and is identifying ownership opportunities dedicated to social
equity applicants.

e Both Sacramento and Long Beach placed caps on dispensaries in particular
and allowed the previous medical permit holders to convert to recreational
permits, effectively closing out any new ownership opportunities. Both cities
are using similar social equity initiatives to create a more diverse ownership
playing field through additional dispensary ownership opportunities. Long
Beach is taking this a step further through their shared manufacturing facility
program and opening non-storefront retail opportunities for social equity
applicants.

e Denver was also without a social equity program and implemented a dynamic
and fast-growing cannabis industry that was market driven and allowed to
succeed and fail based on consumer preference. While current ownership is
rapidly consolidating through major mergers and acquisitions, Denver has
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selectively identified several IFGs for new social equity ownership, including a
consumption lounge pilot program.

e Oakland’s approach to requiring a 1:1 social equity to general ownership
model for all cannabis permits is widely considered one of the most innovative
and fair in the country. In addition, allowing up to 8 additional dispensaries
per year provides a growth approach that is measurable and adjustable.

Some interesting opportunities exist for Sacramento to build on the success of
previous policy initiatives and interesting new initiatives in the industry:

e The potential to adopt a 1:1 social equity to general ownership model for all
IFGs moving forward.

e The potential to identify ownership growth areas in the industry and direct
those opportunities to social equity applicants.

e The potential to adopt a more fluid and less reactive approach to ownership by
allowing “up to” growth models for the IFGs.

e The potential to open an entirely new IFG and perhaps restaurant niche in the
space of consumption lounges, combined with food production and service.

Ownership Tracking

Given the complex ownership structures of both individual IFG owners, as well as
vertically integrated corporations already establishing footholds in Sacramento,
ownership tracking is one of the more difficult puzzles to solve in the current
ownership cap structure, while allowing for vertical integration. There appear to
be 3 potential avenues for the City to explore:

1. Hire an outside consultant/firm to manage and implement the tracking
through IRS, banking, and other industry methods.

2. Create a position or positions in the OCM, and hire experienced staff to
manage and implement the tracking in house.

3. Remove the one permit restriction on retail storefront dispensary ownership
and streamline the individual/entity ownership reporting requirements to
promote transparency.

Avenues 1 and 2 both would require significant resources to implement but, given
the complexity of the corporate structures, may be necessary to uphold the
provision of the ordinance. A hybrid approach would be to hire a consulting firm to
train staff to manage and implement the tracking internally, but this would still
require significant additional resources. The threat of Avenue 3 is that the recent
trends of publicly traded companies buying multiple dispensary licenses in locales
contribute to a consolidation and monopolization of the market. This is only
exacerbated by the allowance of vertical integration. A remarkable example of this
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is the Florida-based and Canadian-traded company Trulieve. Following the recent
acquisition of a major competitor, they will now have 149 retail locations in

11 states, including Florida, and more than 3.1 million square feet of cultivation,
with 6 of those dispensaries in California.

Ownership Transfer

Each of the case studies have some version of ownership transfer and, with the
exception of Seattle, they all offer vertical integration and outside ownership.
Denver, Sacramento, and Long Beach all provide protection for social equity
ownership interests to maintain the social equity aspect of the permits. Oakland’s
ordinance provides for an ongoing social equity ownership model and is looking to
see how to allow social equity businesses to sell to the highest bidder.

If Sacramento looks to make adjustments to the ownership model in line with
Oakland’s (1:1 ratio and an “up to” policy), selling a dispensary should not reduce
the social equity pool of ownership. Under the current policy, Sacramento will
need to look to other ways to allow social equity dispensary owners to maximize
their investment.

Taxation Considerations

The cannabis industry is federally illegal, and the product is taxed at the State
level at higher rates than other “sin” products, largely out of tax generation
aspirations. Early states to legalize have generated high excise taxes that they
have directed to the General Fund. California pursued this approach as discussed
in the State Taxation Trends, and as a result, Sacramento and other California
communities have real dilemmas regarding their relationship to the State taxes,
their local concerns, and the health of the industry.

The confusing nature of the opt in/opt out State legalization structure creates
different taxation metrics across counties and cities. This decentralized approach
pits communities against each other to reduce local tax rates in an effort to
capture market share.

The table below provides a comparison of Sacramento to neighboring
jurisdictions. It is important to note that while a significant number of these
communities do not allow cannabis, the Iure of cannabis tax revenue has many of
them contemplating entering the market, which will potentially put additional
pressure on Sacramento’s local tax rates.
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Table 10. Local Tax Comparison

County/City [1]

Local Taxes

Sacramento County

Sacramento
Sutter County
Yolo County

Davis

West Sacramento
Woodland
Solano County

Benecia

Dixon

Rio Vista

