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The Stakes for Virginia \,/ Canaar o2

Virginia's cannabis market will top $2B annually. The question isn't if it will grow, but who benefits?

With smart design, profits stay with local farmers and small businesses; without safeguards, the
market will be captured by a handful of multi-state corporate operators, leaving farmers and small

entrepreneurs shut out.

Virginia has a once-in-a-generation opportunity to design a long-term sustainable
cannabis market that:

e (Generates revenue
e Protects small businesses and farmers, and
e Avoids the costly mistakes made in other states.



Equity Fails Without Fair Markets N\ Bataboe

Equity isn't about being first in line — it's about whether the market is survivable. Other
states gave priority access but left incumbents with all the advantages.

Result: Equity licenses flipped, captured, or failed.

o Equity applicants were prioritized on paper, but the markets they entered were
structured to favor incumbent operators (lllinois, Maryland, New Jersey)

o Equity operators failed because consolidation, predatory contracts were left
unchecked (Connecticut, California, Arizona)

Virginia must avoid this mistake by designing a fair market first,
then layering equity licensing access on top.



Lessons From Other States’ Failures \,/ Sl

e Arizona: Of 26 social equity dispensaries awarded, only 3 remain under original equity
ownership.

e Missouri: In 2024, regulators revoked 25 micro business licenses (40% of awards) after
uncovering predatory contracts.

e lllinois: Equity applicants were awarded licenses, but nearly all were locked into
exploitative management deals.

e New York: Private equity firm manufactured a debt trap for equity licensees.

The lesson is clear: Equity licenses without market protections become targets
for exploitation, not pathways to ownership.
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Why Virginia Needs a Two-Tier Cannabis Market

What a Three-Tier System Looks Like (Alcohol Today):

e  Structure: Producer > Mandatory Distributor > Retailer
e Nationwide, a handful of alcohol distribution companies control nearly all distribution.
e This creates choke points, drives up prices, and blocks small brands from accessing shelf space.

What a Two-Tier System Looks Like:

e  Structure: Grower/Manufacturer - Retailer.
e Producers can choose to self-distribute or hire independent distributors.
e This flexibility checks distributor power and keeps supply chains responsive.

Why Two-Tier Matters for Virginia:

Small, mom and pop producers can get products into local stores without gatekeepers.
Two-tier means shelves reflect consumer demand, not corporate distributors.”

Encourages both large distributors (serving major markets) and small regional distributors.
Keeps consumer prices lower and ensures broader economic benefits across communities.
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Ownership Firewalls That Prevent Monopolies

To protect fair competition, Virginia must establish strict firewalls between different license types.

e Cultivators - may also hold 1 processor + 1 distributor license (stacked rights)
X Cannot own or finance retail stores (Pay to Play)
e Processors & Distributors > must remain independent
Y Cannot own farms or retail stores
e Retailers > may own up to 3 dispensaries
> Cannot own cultivation, processing, or distribution licenses
e Microbusinesses - integrated on-ramp for small operators
May cultivate, process, and sell their own products

> Cannot own standard retail licenses

No cross-ownership between retail and supply chain licenses. These firewalls prevent monopolies,
protect farmers, and guarantee shelf space for small, locally sourced craft products.



License Type

Ownership Limits

Integration Rights

Restrictions

Why It Matters

Cultivator (Farmers)

Max 1 per entity

May also hold 1 Processor + 1
Distributor license (stacked
rights)

Y Cannot own or finance
retail dispensaries

Farmers can move up
the value chain without
being displaced by
retailers

Processor
(Manufacturing)

Max 1 per entity

Independent processing
only

Y Cannot hold cultivation or
retail licenses

Prevents manufacturers
from squeezing out
farmers or retailers

Distributor

Max 1 per entity

Independent logistics +
wholesale

Y Cannot own or finance
cultivation, processing, or
retail

Keeps supply chain
neutral, no middleman
monopolies

Retail Dispensary

Max 3 per entity

Retail only

Y Cannot hold or finance
cultivation, processing, or
distribution licenses

Protects shelfspace for
Virginia-grown products
and small brands

Microbusiness
(Small-scale integrated
license)

1 per entity

May cultivate, process,
and distribute at micro
scale

Y Cannot hold or finance
cultivation, processing, retail
or distribution licenses

Creates on-ramps for
small entrepreneurs

Pharmaceutical
Operators

Max 25,000 sq.
ft. canopy for
adult use

May operate a capped number
of dual medical/adult-use
dispensaries

"4 Must reserve significant
shelf space for smaller
producers;

Allows patient
continuity while
blocking corporate
domination
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Tiered Licenses That Let Farmers Start Small and Grow

Virginia's cultivation licensing must allow farmers start small and expand responsibly:

e Microbusiness: <3,500 sq. ft. indoor or 10,000 sq. ft. outdoor.

e Tier 1-3: Canopy-based tiers up to 25,000 sq. ft. indoor.
e Expansion tied to Market Health Reviews, ensuring supply matches demand.

Why it matters: Farmers can enter at a manageable scale, preventing oversupply while creating
pathways to expansion for successful operators.

Processing licenses should provide low-barrier entry points:

e Type 1. Extraction, infusion, packaging.
e Type 2: Infusion-only (e.g., baked goods, gummies).
e Type 3: Packaging & labeling only.

Tiered licenses let farmers and mom and pop entrepreneurs start small, scale responsibly, and build
Virginia-owned brands.



Equity Only Works in a Protected Market \,/ Canar o2

e What Went Wrong Elsewhere
o “First access” without protections = equity licenses flipped, captured, or hollowed out.

o Markets tilted toward incumbents, leaving equity operators with symbolic ownership
only.

e Virginia’'s Fix
o Firewalls: No cross-ownership between retail and supply chain.
o  Ownership Caps: Stop monopolies before they form.

o Transfer Restrictions: Keep licenses in Virginian hands during early years.

Equity is meaningless without structural protections.
Virginia can make it real by designing a fair market first.
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Guardrails That Keep Licenses in Virginian Hands

e Prevent Backdoor Corporate Control

o  Require VCCA approval for long-term management agreements & brand licensing.

o Treat hidden equity, convertible debt, and exclusive IP licensing as ownership interests.
e Protect Equity Licenses

o Equity licenses transferable only after a predetermined # of years.

o Define True Parties of Interest (anyone with control, profit-sharing, or financing rights).

o Passive Investor Limits: Investors capped at 5% equity with no control — allowing capital in,
while blocking backdoor ownership.

e Digital Neutrality
o  Ban delivery apps/marketplace platforms from owning licenses or privileging their own products.
o  Protects small brands from algorithmic exclusion.

Guardrails close loopholes, stop pay-to-play schemes, and keep licenses in Virginian hands.
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Defining and Enforcing Equal Opportunity
Courts demand that equity provisions be measurable and enforceable. Virginia can define equal opportunity with

clear metrics:

e Market Share Limits: No single operator may exceed a % cap of total licenses or canopy.

e Diversity in Supply Chain: Require equity participation across cultivation, processing, distribution, and retail.
e Ownership Transparency: Mandate disclosure of beneficial owners and financial interests.
How to Enforce It:

e VCCA must conduct regular reviews of market share & ownership concentration.

e Publish public reports and trigger corrective actions if thresholds breached.

e Tie Market Health Reviews to equity benchmarks, not just price/supply data.

Equity is only real if the law defines and enforces equal opportunity with measurable metrics.
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Licensing That Is Fair, Transparent, and Legally Defensible

e Dual-Track Applications + Weighted Lottery
o Equity and General pools open simultaneously — no claims of exclusion.
o Prevents lawsuits claiming one group was unfairly excluded.

e Weighted Lottery
o Applicants earn tickets for objective factors: prior cannabis conviction, distressed
farmer status, licensed hemp producer, veteran status, low-income status.

e Rubric and point weights published in advance.
o Independent auditor certifies the draw.
o Transparency = Legal Shield
o Publish results, scores, and weights.
o Create a short appeals process with strict timelines.

Makes the system predictable, fair, and defensible in court.



Phasing Licenses for Stability and Equity \,/ Farabola

e Retail First, Scaled to Demand (Over 3 Years)
o License 350-400 retail stores, regionally distributed to ensure statewide access and avoid bottlenecks.
o  No Local Opt-Outs: Local governments cannot ban cannabis businesses outright, only zone them
reasonably (like pharmacies or liquor stores).

e Cultivation Scaled to Demand
o License 120-150 proportionally across Microbusinesses and Tier 1, Tier 2 and Tier 3 cultivators.
o  Additional canopy granted only after biennial Market Health Review shows unmet demand.

e Aligning Medical Operators With Equity Launch
o  Medical operators may enter adult-use only once the first independently owned equity dispensary is open.
o Aligns incentives so incumbents and equity applicants have a shared interest in getting the legal market
open quickly.
o  Prevents incumbents from capturing the market before independent small businesses have a fair shot.

e Retail drives demand. Cultivation should follow, not lead. By phasing retail evenly over three years and
matching canopy to the stores that actually open, Virginia avoids oversupply, stabilizes prices, and gives equity
businesses a fair shot at survival.

A synchronized rollout where incumbents, social equity, and small businesses start on level ground.
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Year 1(Launch) Year 2 (Expansion) Year 3 (Full Market)
5= Retail 5= Retail 5= Retail
+150 licenses, statewide, limit opt-outs +100 licenses, +100-150 licenses,

target = 1 per 25k residents Final tranche: 350—-400 statewide

Cultivation Cultivation Cultivation

Micro + Tier 1, Tier 2 only, Micro, Tier 1, Tier 2 allowed if Tier 3 allowed, canopy expands
<12.5k sq. ft. canopy demand supports (Market Health with demand

Review) <25k sq. ft. canopy

<12.5k sq. ft. canopy
£ Medical £ Medical £ Medical
Remain medical-only Transition once first equity Fully integrated into adult-use

dispensary opens

Phase retail evenly, measure what actually opens, and match cultivation to shelf space. That is how Virginia
avoids collapse and ensures small businesses can thrive.



Oversight That Keeps the Market Durable N e

e Market Health Reviews: Track wholesale prices, supply and enforce a balanced market,
retail access, illicit market share, and equity participation. VCCA can pause or expand
licensing based on economic evidence.

e Use-It-or-Lose-It Rule: Licenses must be operational within 24 months; idle licenses
revert to equity applicants. Prevents speculation and hoarding.

e Independent Audits & Public Dashboards: Publish lottery results, license transfers,
and ownership data. Independent audits of licensing rounds and management
agreements keep the system honest.

Markets drift. Oversight corrects. Regular reviews, transparency, and use-it-or-lose-it
rules keep Virginia’s system fair and durable.
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The Only Way to Beat the Illicit Market: Compete Head-On

The challenge isn't local; it's the interstate grey market, where wholesale cannabis is cheap (<$400/Ib), widespread
and deeply entrenched. A competitive, accessible legal market must win on price, access, and trust.

Virginia's Advantage: Two-Tier Market Converting Consumers
e  Encourages specialization & e Long-standing legacy operators
consumer choice. hold customer loyalty.
e Retailers - compete on service, e Innovative licensing pathways
variety, local trust. needed to bring them into the legal
system.

e  Distributors > adapt quickly to
demand, keep prices low. e  Access: At least 1 store per 25,000

) residents, plus statewide delivery.
e  Small producers - direct shelf

access » competitive, innovative e  Price Discipline: Combined excise
craft products. + sales taxes capped at <20%.

The legal market only beats the illicit one by being cheaper, closer, and trusted —
and that means including legacy operators in the solution.



Marketing Framework for Local Brands \,/ caes

e Virginia-Grown & Equity-Certified Branding
o  State-sponsored seals allow small and equity businesses to differentiate products.
o  Builds consumer trust in legal, local, and equitable cannabis.

Buy Legal, Buy Local Campaign
o  State-funded consumer education: highlight why buying legal supports farmers, small businesses,
and community reinvestment.
o  Critical for converting pre existing-market consumers.

Direct-to-Consumer Event Licensing
o Low-cost “cannabis showcase” permits for farmers’ markets, festivals, and fairs.
o  Proven in New York: generated millions for small growers blocked from retail shelves.

Shared Processing Hubs
o Regional GMP-compliant facilities licensed by the state.
o  Allow small farmers to launch value added products without multimillion-dollar labs.



Embedding Equity in Law Makes It Durable \,/ Carapola

e Why Virginia Needs Legislative Findings

o Courts look to legislative intent to uphold equity provisions.

o A clear preamble makes equity protections legally defensible, explicit.
e Key Findings to Include in Statute

o Repair Harms of Prohibition: Acknowledge disproportionate impact of prohibition on Black and
brown Virginians and historically excluded communities.

o Inclusive Economic Development: Guarantee meaningful opportunities for participation and
growth.

o Prevent Consolidation: Mandate a competitive, two-tier market that inhibits monopolization.

o Compete With lllicit Market: Ensure legal products are affordable, accessible, and trusted.

Equity isn’t symbolic or a standalone program. By embedding these findings into
statute, Virginia makes equity durable, enforceable, and defensible in court.
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Appendix: Implementing and Protecting a Two-Tier Market

If ownership rules aren't clear, corporations will use loopholes to control licenses through shell companies, family members, or
side contracts. New York’s experience shows that strong definitions keep the two-tier system fair and enforceable.

Key Guardrails to Consider

Keep Tiers Separate: Supply licenses (cultivation, processing, distribution) and retail licenses (dispensary, delivery,
on-site use) must never overlap.

Who Counts as an Owner (TPI): Anyone with control, profit rights, financing arrangements, or upstream ownership —
even indirectly.

Passive Investors: Allow small investors (<5%) who have no control or management rights. This brings in capital but
blocks backdoor takeovers.

Bright-Line Triggers:
o Any deal worth 10% of revenue, 50% of profits, or $100k/year counts as ownership.
o  Management, branding, or long-term revenue-sharing agreements require regulator review.

Safe Harbors: Fixed-rent landlords, consultants, and service providers are fine — as long as they don't cross into
control.

A two-tier market only works if ownership is defined broadly and loopholes are closed. These guardrails keep Virginia’s

market open, fair, and enforceable.
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Appendix - Enforcing Retail Caps & Farmer Protections

Ownership caps and farmer protections stop corporate concentration — but only if control is clearly defined and loopholes are
closed. Without clear definitions, companies can evade caps through shell entities, family members, or financing deals.

Key Guardrails to Consider

Retail Caps: No one with a controlling interest (220% ownership or profit rights) can hold more than 3 retail licenses.

e Aggregation Rules: Count ownership across family members and shell companies; include convertible shares or future
equity.

e Revenue Triggers: Any deal above 10% of revenue, 50% of profit, or $100k/year is treated as ownership, not just a
contract.

e Farmer Pathways: Farmers may stack a processor and distributor license to move up the value chain.
Manufacturer Limits: Manufacturers cannot buy cultivation licenses — protecting farms from corporate capture.

e Pharma Guardrails: Pharmaceutical operators capped at 25,000 sq. ft. canopy; limited vertical rights allowed for
patient continuity but shelf space must be reserved for independent Virginia producers.

Retail caps and farmer protections keep agriculture at the center of Virginia’s market — ensuring local farms, not
corporations, shape legalization.



