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I. Introduction

On June 6th, 2018, the City of Sonoma received a petition from Mr. Jon Early entitled “Initiative 
Measure Amending the Municipal Code to Permit Personal Cannabis Cultivation on All Residential 
Properties and Establishment and Operation of Cannabis Businesses Within the City, Including Commercial 
Cultivation, Manufacturing, Retail, Delivery, Distribution, Testing, and Special Events” (the initiative).  The 
initiative would allow indoor personal cannabis cultivation on all residential properties within the City and 
would permit commercial cannabis businesses on properties zoned C (Commercial), with certain 
limitations.   Mr. Early also submitted a sufficient number of signatures to qualify the petition for the 
ballot, as certified by the City Clerk on July 18th.   

The Sonoma City Council accepted the City Clerk’s certification at its meeting on July 23rd and 
considered three possible actions allowed under Elections Code Section 9212: (i) adopt the measure 
outright, (ii) submit the initiative to the voters, or (iii) order a report analyzing the measure’s potential 
impacts on the community, and then decide between options (i) and (ii) within 10 days of receiving the 
report.  The Council chose to direct staff to prepare the report.   

The City Council directed that this report consider and analyze potential impacts of the Initiative.  
Elections Code Section 9212 provides sample categories of impacts to be studied, and allows the City 
Council to add categories as well.  The City Council directed staff to consider the impacts listed in section 
9212 categories as well as several other categories (i.e. H-L below): 

A. Fiscal impact;
B. General and specific plan consistency; planning and zoning consistency;
C. Impact on the availability and location of housing, and the ability of the City to meet its regional

housing needs;
D. Impact on infrastructure such as transportation, schools, parks, and open space, including

maintenance costs;
E. Impact on the City’s ability to attract and retain businesses and employment;
F. Impact on the uses of vacant parcels of land;
G. Impact on agricultural lands, open space, traffic congestion, existing business districts, and

developed areas designated for revitalization;
H. Impacts to city services, including code enforcement, law enforcement and potential additional

costs for the City;
I. Traffic impacts and parking issues;
J. Identification of potential properties that could be impacted by location of a business on site, and

the potential number of businesses that could be established;
K. Potential impact on lease rates for properties that would allow cannabis businesses; and
L. Any other impacts that may be determined during research regarding the measure.

The list of 12 types of impacts to be analyzed can generally be grouped into 4 categories: (A) land use 
impacts, (B) fiscal impacts, (C) impacts on City services and infrastructure, and (D) impacts on other 
businesses.  The analysis will generally follow this grouping, and will also provide a general overview of 
the current cannabis business market, including analysis of the different types of cannabis businesses 
proposed to be allowed by the Initiative and potential revenue that could be achieved if the Initiative 
included a tax measure or if the City adopted such a measure in the future.  Finally, the Appendix to this 
report contains legal, regulatory, and tax background information for cannabis regulation in the state, as 
well as land use maps prepared by City staff. 
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II. Brief Overview of Initiative

A copy of the Initiative is included in the Appendix of this report.  A detailed summary of the

Initiative may be found in the April 20, 2018 ballot title and summary prepared by the City Attorney.  

The below table contains a brief summary of (i) the City’s existing cannabis regulations, (ii) direction 

recently provided to City staff as part of the City’s continued development of cannabis regulations, and 

(iii) the proposed Initiative.

Existing Regulations 

(City’s Urgency 

Ordinances) 

Council Direction to Staff 

for potential new City 

regulations 

Initiative1 

Personal 

cultivation 

Indoor personal cultivation 

of up to 6 plants per 

residence is allowed for 

either medical or adult-use. 

Outdoor personal 

cultivation of any kind is 

prohibited. Allows outdoor 

cultivation in greenhouse. 

Allow outdoor personal 

cultivation of 3 plants outside 

of greenhouse; additional 3 

plants would need to be 

contained in a greenhouse or 

inside. 

Allows indoor personal 

cultivation2 of up to 6 plants 

per adult, and appears to 

prohibit outdoor cultivation3. 

Allows primary caregiver 

cultivation of up to 6 plants 

per patient (limit 5 patients). 

Commercial 

activities 

All commercial cannabis 

activities are prohibited 

except for deliveries of 

medical cannabis from 

licensed dispensaries 

outside the City (which 

dispensaries must have a 

City business license and 

pay the requisite fee). 

Allow medical cannabis 

deliveries from licensed 

dispensaries outside the City. 

Prohibit all other cannabis 

businesses. 

Allows cannabis businesses to 

engage in the following uses: 

cultivation, non-volatile 

manufacturing, retail/delivery, 

distribution, testing. 

Cannabis business are to be 

permitted uses in all 

commercial zones, requiring 

only a “zoning clearance” 

from the City’s planning 

department (i.e. a 

determination that the 

1 The Initiative is internally inconsistent and contains some ambiguity.  The descriptions in this table are therefore 

a general overview of the City’s current interpretation of Initiative provisions. 
2 The Initiative states that it allows personal cultivation for indoor “medical or adult use” in section 5.36.030, but 

only refers to medical cannabis cultivation in Table 2-1.  Allowing only medical cannabis cultivation is inconsistent 

with Proposition 64, which allows personal indoor cultivation. 
3 The Initiative does not expressly prohibit outdoor cultivation, but section 2(E) states that the scheme is 

“permissive” so if a use is not expressly permitted, it is banned.  The proposed regulations also appear to be 

intended to regulate indoor cultivation (see, e.g., section 5.36.030(C)(2) (“Security”), which requires sufficient 

security measures to prevent unauthorized access to all “enclosures and structures” used for cultivation).  

However, there are certain regulations that suggest that outdoor cultivation may have been contemplated (see, 

e.g., 5.36.030(C)(6) and (C)(8) regulating “interior and exterior lighting” (emphasis added) and compliance with

Best Management Practices for “waste, water, erosion control, and management of fertilizers and pesticides”).

https://www.sonomacity.org/documents/ballot-title-and-summary/
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applicant has complied with 

all applicable development 

standards). 

III. Cannabis Industry/Local Market Analysis

The Initiative places no limits on the number of commercial cannabis businesses that may occur
in Sonoma.  The great majority of local governments in California, if allowing commercial cannabis 
businesses, are placing caps on the number of businesses.  For example, Oakland allows eight cannabis 
dispensaries, Sebastopol allows seven total cannabis businesses (two medical retail, two adult retail, and 
two delivery retail), and Sonoma County allows nine dispensaries.  As cannabis has entered communities, 
there has been speculation on real estate ventures and the number of businesses that open can vary.   

In addition, the Initiative neither allows nor disallows the City to separately establish a cannabis 
business tax.  Should the Initiative be placed on a future ballot, it is conceivable that the City may also 
wish to prepare a companion tax measure to be placed before the voters at the same time.  As with other 
impacts, the amount of revenue that the City may be able to generate from a tax measure depends upon 
the type, number and size of cannabis businesses that may choose to locate within the City.  For this 
reason, HdL has provided a detailed market analysis, which is included in the Appendix.  The findings and 
revenue projections represent HdL’s best estimate for the market capacity based on common rates from 
25 current cannabis tax measures. 

Cannabis Retailers 

HdL’s model for revenues from cannabis retailers is based on consumer demand.  HdL’s analysis 
assumes a total population of 25,291 for the City of Sonoma and the surrounding area.  Assuming that 
cannabis consumers make up 14% of the population would yield a total customer base of 3,541.  This 
figure would likely support no more than 2 retailers, which may or may not be located within the City 
itself.  Applying assumptions for average transaction size and purchase frequency gives us an estimate of 
$6,203,376 in annual gross receipts.  Applying a tax rate of 4% on cannabis retailers would generate 
$248,135 in annual revenue to the City.  

Cannabis Manufacturers 

HdL has reviewed pro-formas for numerous cannabis manufacturers around California, which 
commonly average $2 million to $3 million in gross receipts.  From HdL’s analysis, it believes that the City 
of Sonoma could likely support only 1 or 2 small “boutique” manufacturers, due to the limited availability 
of allowable and affordable light industrial spaces.  Assuming $2 million in gross receipts and a tax rate of 
2%, these manufacturers would each generate around $40,000 in revenue for the City.  

 Distributors and Testing Laboratories 

Distributors tend to be located in cities that serve either a large, surrounding area of cultivation, 
or that serve a large surrounding customer base. On the North Coast, distributors tend to be located along 
the Highway 101 corridor. The City of Sonoma has very few commercial parcels available for either 
distributors or testing laboratories, and fewer still that have appropriate light-industrial type spaces.  In 
addition, commercial space within the City appears to demand a premium compared with spaces in the 
surrounding unincorporated area.  HdL does not see a strong argument for why either distributors or 
testing labs would choose to locate in the City, and so has not included either of these in its revenue 
estimates.   
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Cultivation 

Given the very small number of allowable parcels, we believe the City would be unlikely to attract 
more than perhaps 2 indoor cultivation operations, averaging 10,000 square feet each.  Applying a tax 
rate of $7 per square foot would generate $140,000 in revenue.  However, we believe the most likely 
scenario is that the City will have no cannabis cultivators, as they will seek out less expensive parcels in 
the unincorporated area outside of the City.  

HdL’s most likely projection for revenues under the Initiative is that the City may be able to 
generate between $164,000 and $328,000 in annual revenue from some combination of 1 to 2 retailers 
and 1 to 2 small boutique manufacturers.   

Please see the detailed analysis in the Appendix as well as the general discussion of fiscal impacts 
in section IV.B below for additional cannabis business market information. 

IV. Impact Analysis

A. Land Use Impact Analysis

The Initiative proposes to amend Tables 2-1 and 2-2 (“Residential Uses and Permit Requirements” 
and “Commercial Uses and Permit Requirements,” respectively), and proposes to add a new chapter 5.36 
(“Cannabis”) to the City’s development (zoning) code.  These amendments would allow cannabis 
businesses (consisting of cultivation, manufacturing, retail/delivery, and testing uses) in all commercial (C) 
zones.  Below are the major land use issues that we have noted for the Council’s consideration. 

i. Setbacks to Sensitive Uses

The Initiative requires a 600-foot setback to “sensitive uses,” including “schools.”  The Initiative’s 
definition of “school” specifically excludes “daycare centers and youth facilities.”  Thus, the Initiative 
would permit a cannabis business to be located within 600 feet of a daycare center or youth facility.  State 
law, however, prohibits licensed cannabis facilities from locating within 600 feet of a “school…daycare 
center, or youth center.”4   State law allows a local jurisdiction, like the City, to specify a different setback 
radius (either greater or less), but it does not appear to allow the City to remove daycares and youth 
centers as sensitive uses, which is what the Initiative proposes.  Arguably, a local jurisdiction could simply 
reduce the setback radius to zero and allow businesses next to a daycare center or youth center, 
effectively eliminating the sensitive use.  The Initiative removes the “daycare centers and youth facilities” 
from the buffer language with the goal of having no buffer.    Again, it is unclear whether that practice 
complies with current law. Please view the maps provided in the Appendix for the effect of both the 
Initiative buffer zones as well as buffer zones that would be consistent with state law. 

Also, the Initiative states that measurement of the distance between a “Cannabis Retail” and the 
sensitive use shall be made in a straight line from the boundary line of the property of the Cannabis Retail 
to the closest boundary line of the sensitive use property.  While the measurement language arguably 
tracks state law requirements, the Initiative only refers to “Cannabis Retail” businesses in the 
measurement section instead of all “Cannabis Businesses” like the previous section defining the sensitive 

4 Bus. & Prof. Code §26054(b).  Emphasis added.  See also sections 5026(a) and (b) of the Bureau of Cannabis 

Control’s draft regulations. 
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uses.5  In this way, the Initiative is internally inconsistent.  As indicated above, state law prohibits any 
licensed cannabis facility from locating within the sensitive use setback area, including cultivation, 
manufacturing, retail, distribution, and other cannabis businesses.  While this may be an oversight on the 
part of the Initiative drafters, if the Initiative is interpreted to only require a setback for “Cannabis Retail” 
businesses, then this provision of the Initiative would likely be inconsistent with state law.   

It is also important to note that the list of “sensitive uses” does not include other cannabis 
businesses – that is, cannabis businesses are allowed to locate within close proximity to one another.  
Some cities require or encourage cannabis businesses to cluster into certain locations in order to minimize 
citywide impacts.  Other cities expressly prohibit cannabis businesses from locating within a certain 
distance of another business.  The Initiative takes this policy decision away from the City and allows 
cannabis businesses to locate anywhere in the commercial district, as further described below.  This loss 
of local control is a significant impact unto itself, as it denies the City the ability to determine where 
businesses may best be located, in what number, under what conditions, and with what mitigations.  In 
doing so, the Initiative takes away the City’s ability to appropriately assign the costs of regulation to the 
entity being regulated.  Without the ability to avoid, reduce, or mitigate impacts, the impacts and their 
associated costs will be externalized onto the City and, ultimately, the City’s taxpayers. 

Finally, the Initiative allows all types of cannabis businesses at one location.  That is, cannabis 
business owners may co-locate multiple license types on the same premises, allowing a cultivator to 
process, manufacture or distribute their own product from a single business location.  This includes the 
allowance to cultivate, manufacture, distribute or sell cannabis for both medical and adult use from a 
single location, regardless of whether those two uses are compatible (e.g. manufacturing and retail).  State 
law allows local jurisdictions to regulate parcels to a single type of use, but again, the Initiative allows co-
location of all types of businesses as well as location of those businesses in close proximity to each other. 

ii. Number of Cannabis Businesses; Leasing; Locations

The Initiative limits cannabis businesses to only parcels zoned C (Commercial).  As explained 
above, the Initiative also prohibits cannabis businesses within 1,000 feet of the Plaza, within 600 feet of 
any school or City park, or within 250 feet of the library.  This results in just 33 parcels available for 
establishment of commercial cannabis businesses.  Maps illustrating potential cannabis business sites 
pursuant to these buffers have been included in the Appendix to this report. 

Applying only the buffers as defined by state law would exclude a number of parcels along 
Sonoma Highway that are otherwise allowed by the Initiative, but would allow cannabis businesses on 
many more parcels around the Plaza and library which are excluded by the Initiative.  In terms of the total 
number of parcels on which cannabis businesses would be allowed, the buffers in the Initiative appear 
to be more restrictive than the buffers defined in state law due to the Plaza buffer. 

The limited number of candidate parcels for any and all commercial cannabis activities poses a 
concern that property owners may demand a premium for leasing or renting these commercial spaces, 
making them less affordable for other businesses or even pushing out existing tenants.  From HdL’s 
analysis, it does not believe that there is enough demand for commercial cannabis space within the City 
to reward such speculation in the long term. 

5 See Initiative, section 5.36.050(D).  Similarly, only “Cannabis Retail” businesses are mentioned in section 

5.36.050(E) which governs location of new sensitive uses. 
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As a part of its analysis, HdL examined lease rates for those commercial properties that are 
currently available.  HdL found 21 Commercial-zoned properties or spaces that are currently advertised 
by commercial realtors.  The vast majority of these spaces fall within the buffer zones defined in the 
Initiative, making them unavailable.  Most of these are excluded due to their proximity to the Plaza.  HdL 
found 5 currently available spaces that would be allowed by the Initiative.   

An examination of annual rent or lease rates per square foot showed that spaces around the Plaza 
already demand a significant premium over similar spaces located along the Sonoma Highway.  Rents 
around the Plaza ranged from $54 up to $71 per square foot.  Along West Napa Street and Sonoma 
Highway, rents fell to a range of $27 to $36 per square foot.  Following Sonoma Highway outside of the 
City limits the rents fell even further, down to $15 to $19 per square foot. 

Further, the majority of available spaces were professional offices, rather than retail spaces.  
While office spaces could potentially be converted for retail use, they are unlikely to be appropriate for 
any other commercial cannabis uses such as manufacturing, testing or distribution.  HdL found only one 
currently available Commercial-zoned property that was appropriate for light industrial uses.  This space 
was offered at $10.20 per square foot.   

HdL believes that mostly cannabis retailers (as opposed to manufacturers or cultivators) would be 
willing to pay a premium for being located within the City limits, but it is important to note that the 
Initiative allows all types of cannabis businesses to locate throughout the commercial zone.  Commercial 
properties located along the Sonoma Highway immediately north of the City are already mapped by the 
County as allowing for cannabis businesses.  HdL also noted a number of light industrial spaces within 2 
miles of the City in the vicinity of Vineburg, Schellville and the Sonoma Sky Park.  These spaces all appear 
to be both more appropriate and more affordable for any kind of cannabis manufacturing, distribution, 
testing or indoor cultivation. 

And, while a location on or near the Sonoma Plaza would likely be attractive for cannabis retailers 
because it would capture considerable visitor traffic, these spaces are not available due to the 1,000 foot 
buffer prescribed by the Initiative.  Studies have shown that consumers are rarely willing to drive more 
than 15 minutes to make routine purchases, and will drive 20 minutes or more only for specialty items or 
“big-ticket” purchases.  Thus a cannabis retailer in the City of Sonoma would likely serve an area extending 
from Schellville to Glen Ellen. HdL believes that the population within this distance could likely support 
two cannabis retailers. 

However, the extremely limited number of candidate parcels for any and all commercial cannabis 
activities poses a concern that property owners may demand a premium for leasing or renting these 
commercial spaces, making them less affordable for other businesses or even pushing out existing 
tenants.  Anecdotal reports from Humboldt and Sonoma counties suggest that some property owners 
have attempted to demand prices that are up to 4 times higher, due to their potential for commercial 
cannabis uses.  While some real estate speculation may be inevitable in the near term, HdL does not 
believe that there is enough demand for commercial cannabis space within the City to reward such 
speculation. 

That said, this is the current market.  There are no guarantees as to whether the current market 
will hold, and whether cannabis businesses, including manufacturing or other industrial-like uses, would 
desire to locate in more traditional office spaces, particularly given ever-changing growing and 
manufacturing techniques.  The Initiative allows all cannabis businesses to locate throughout the 
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Commercial zone, so it is important to keep in mind that these businesses could potentially convert space 
traditionally used for other purposes in the Commercial zone for cannabis uses.   

iii. On-Site Consumption

The Initiative contemplates on-site consumption at cannabis businesses6 and at special events,7 
for which a conditional use permit must be obtained.  As indicated above, the Initiative would allow 
cannabis businesses to locate 600 feet away from a school.8  However, state law prohibits use (i.e. 
consumption) of cannabis within 1,000 feet of a “school, daycare center, or youth center,”9 so the Initiative 
may conflict with state law to the extent that it does not recognize that consumption cannot occur within 
1,000 feet of a school, daycare, or youth center.10  

Moreover, on-site consumption may have nuisance-like impacts to neighboring properties, 
including odors and noise from ventilation systems and on-site patrons.  The Initiative makes a passing 
reference to an “application” for “Cannabis Retail” businesses that includes an “operational plan” for any 
proposed on-site consumption.11  However, as described in more detail below, the Initiative does not 
appear to require more than just a zoning clearance in order to operate (i.e. no formal application and 
review process).  Even if the Initiative is interpreted to require some kind of application that includes an 
on-site consumption operational plan, it does not require that any such plan actually be approved by the 
City.12  However, smoking cannabis would still be regulated by Chapter 7-24 of the City’s zoning ordinance, 
which would likely prohibit smoking outside a private commercial property.  In this regard, the Initiative 
again conflicts with the City’s zoning ordinance.  That said, there are other forms of “consumption” that 
may be allowed under the Initiative, and the City does not appear to have the opportunity to review and 
approve any business plan associated therewith.    

iv. General Plan Consistency

The General Plan describes the C District as follows: 

This designation is intended to provide areas for retail, hotel, 
service, medical, and office development, in association with 
apartments and mixed-use developments and necessary public 
improvements. Schools, day care facilities, fire stations, post 
offices, emergency shelters, and similar activities may be 
3allowed subject to use permit review. Heavy manufacturing and 
industrial uses are not allowed. 

6 See Initiative, section 5.36.080(F). 
7 See section 5.36.110(A). 
8 As also explained above, use of the term “school” only in this buffer zone – without “daycare and youth center” – 

may be contrary to state law. 
9 Health & Safety Code 11362.3.  Emphasis added. 
10 Note that state law would allow the City to reduce or extend sensitive use buffers, as the Initiative proposes, but 

there is no state law provision that clearly allows reduction or extension of buffers for use or consumption.  That is, 

it appears that state law’s prohibition on use of cannabis within 1,000 feet of those sensitive uses cannot be 

amended by local jurisdiction. 
11 See Initiative, section 5.26.080(F)(1)(i) and (ii). 
12 See Initiative, section 5.26.080(F)(1)(ii). 
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The Initiative allows all types of commercial cannabis businesses, including manufacturing, 
distribution, cultivation, transportation, testing, retail sales, and delivery of cannabis, in the C District.  The 
General Plan states that “heavy manufacturing” is not allowed in the C District.  It is unclear whether 
cannabis manufacturing or manufacturing with a testing component would be considered “heavy 
manufacturing” such that it conflicts with the General Plan requirements for the C District.  The Initiative 
purports to only allow only “solvent-free” extraction processes for manufacturers, but specifically refers 
to both volatile and non-volatile manufacturing licenses allowed by the state.13  So it is unclear whether 
either or both of these types of uses would be consistent with what is allowed in the General Plan (i.e. if 
one or both types of cannabis manufacturing was considered “heavy”).  

It is also worth noting that all manufacturing uses currently allowed in the C District14 require a 
use permit – none are permitted by right.  The Initiative proposes to include cannabis manufacturing as a 
by-right use in the C-1 District. 

v. Zoning Inconsistency

The Initiative states that it allows personal cultivation for “medical or adult use” in section 
5.36.030, but only refers to medical cannabis cultivation in Table 2-1.  Therefore, the Initiative creates 
an inconsistency between the amended zoning regulations (i.e. Table 2-1 in section 19.10.050) and 
other text of the Initiative purporting to allow “adult use” of cannabis in residential zones. 

Also, as described above, the Initiative proposes to allow all types of cannabis businesses as “by 
right” uses in the commercial zoning districts.  A majority of uses in the commercial zoning district 
require a use permit.  In fact, all but one manufacturing use require a use permit.  The Initiative would 
allow all cannabis businesses (whether retail, manufacturing, cultivation, testing, or retail/delivery) by 
right – that is, without a use permit which means no review or oversight by the Planning Commission.  
While the lack of use permit requirement does not, per se, create an inconsistency in the Zoning 
Ordinance, listing cannabis businesses as “by right” uses would place them in the minority of uses that 
enjoy that status.   

Finally, there is a minor inconsistency with the Zoning Ordinance in terms of the parking 
requirements.  The Initiative requires one parking space for every 300 square feet of retail space, which 
is consistent with Sonoma Municipal Code Section (SMC) 19.48.040.  Delivery services for testing 
laboratories are required to provide one parking space for every 400 square feet of floor area, and 
manufacturers or distributors are required to provide one space for every 1,000 square feet.  These 
requirements are generally consistent with the SMC standards, and therefore should be sufficient to 
combat any parking impacts.  However, the SMC (at section 19.48.040) requires manufacturing uses to 
have one space for every 500 square feet of floor area; a minor deviation from the one spot per 400 
square feet required by the Initiative.  But this provision does create a minor inconsistency with the 
Zoning Ordinance.   

vi. Zoning Clearance/By Right Use

In the Initiative, all types of cannabis businesses are permitted by right in all commercial 
districts.  The Initiative does not appear to require more than a “zoning clearance” from the Planning 

13 See Initiative, section 5.36.070 and section 5. 
14 Artisan/Craft Manufacturing, Food/Beverage Manufacturing, Furniture Fixtures/Furniture Manufacturing, 

Recycling Facilities (reverse vending and small collection), Research & Development, 

Warehousing/Wholesaling/Distribution. 



Page 10 

Department to establish a cannabis business – that is, it does not require any other discretionary permit 
or approval from Planning Department staff, Planning Commission, or City Council.  Proposed section 
5.36.100 sets forth grounds for cannabis business “Permit Revocation or Modification,” and references 
“revocation of a local permit” in 5.36.050, but there is no other indication in the Initiative that any such 
permit is required.  It is possible that proposed section 5.36.100 refers to a use permit issued for a 
special event pursuant to proposed section 5.336.110, and that the “local permit” is simply the City’s 
zoning clearance sign-off. Thus, under the Initiative, a commercial cannabis business owner could 
receive the local approval required to pursue a state license from the Planning Department simply by 
proposing the use at the counter without a public hearing, input from neighboring businesses/uses, etc. 

Many counties and cities across the State have implemented competitive application processes 
for permitting cannabis businesses, which allows those cities to select the best businesses that are most 
likely to succeed for their community.  These competitive processes also allow the city to negotiate 
voluntary agreements with potential businesses to help address needed community services.  
Development agreements, operational agreements, neighborhood impact fees and community benefit 
fees are all tools that have been used to generate revenue or to require businesses to give back to the 
community through service or charitable contributions.  However, all of these creative tools depend 
upon having a discretionary review process in place for cannabis businesses.  The Initiative deprives the 
City of the opportunity to enter into such agreements with prospective cannabis businesses.  Moreover, 
the Initiative’s lack of a required permit or public hearing process may allow impacts to occur that would 
normally be mitigated during and as a result of this type of review.  For example, there would be no 
public input or input from neighboring property owners that might identify potential odor, noise, traffic, 
parking, or other impacts prior to establishment of any cannabis business – the business would simply 
be allowed to locate in the commercial district.   

Finally, the Initiative allows a “self-certification procedure” for medical cannabis businesses 
engaged in commercial cannabis activity within the City prior to September 1, 2016.  Those businesses 
can submit a “self-certification application” to the City, along with an unspecified fee for the application 
and for annual “compliance monitoring,” during which time the City can determine if the business is in 
compliance with the Compassionate Use Act of 199615 and, if so, issue a certificate recognizing that the 
business has received the necessary local approval to seek a state license.  It may have been the intent 
of the Initiative to reward  those businesses with the “self-certification” process, but the text appears to
require fees and annual monitoring for those businesses while it does not so require for new cannabis 
businesses, whether medical or other types. 

vii. Outdoor Cultivation

The Initiative does not expressly prohibit outdoor cultivation.  Section 2(E) of the Initiative states 
that the scheme is “permissive” so if a use is not expressly permitted, it is banned.  Since outdoor 
cultivation is not expressly permitted, it would therefore appear to be banned.  Also, all proposed 
regulations appear to pertain to indoor cultivation and section 5.36.030(C)(2) (“Security”) requires 
sufficient security measures to prevent unauthorized access to all “enclosures and structures” used for 
cultivation.  Again, while the Initiative appears to prohibit outdoor cultivation, this ambiguity could lead 

15 The Initiative is unclear about whether a medical cannabis applicant operating prior to enactment of the 

Initiative would be required to demonstrate that it had been complying solely with the Compassionate Use Act of 

1996 or whether it would be required to demonstrate that it had complied with all applicable cannabis laws as 

they have been adopted and amended since September 1, 2016. 
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to potential lawsuits from outdoor cultivators who believe the Initiative language allows outdoor 
cultivation.   

viii. Housing; Agricultural and Vacant Land

The Initiative allows adult-use consumption and indoor cultivation of up to 6 plants in 
residences.16  As described herein, however, the Initiative is ambiguous as to whether outdoor 
cultivation is allowed.  Nuisance-like outdoor cultivation impacts could in turn impact sales of 
surrounding homes.  Also, commercial cannabis businesses near residential zones could impact sales of 
nearby homes; cause more traffic, parking, and criminal issues in nearby residential areas.   

The proposed Initiative limits commercial cannabis businesses to only properties zoned 
Commercial, so there does not appear to be any foreseeable mechanism whereby housing would be 
displaced by cannabis businesses.  It does not appear that there would be any measurable impact on 
housing availability, or upon the ability of the City to meet its Regional Housing Needs Allocation. 

All of the parcels allowed by the Initiative appear to be developed, so it does not appear that the 
Initiative would have any impact on vacant parcels of land.  Under the proposed Initiative, all commercial 
cannabis businesses would be located in Commercial zones.  No commercial cannabis uses would be 
allowed on agricultural lands or open space. 

B. Fiscal Impact Analysis

i. Code Enforcement; Law enforcement; Legal analysis

With regard to commercial cannabis activities, there may be impacts to City services from the 
Initiative’s cannabis businesses.  The frequency, nature, and types of impacts associated with the 
Initiative’s cannabis businesses could vary greatly depending on the number and location of those 
businesses, as well as the willingness of the owners/operators of those businesses to work with the City 
in case problems or conflicts arise.  Given that the Initiative simply allows cannabis businesses to locate 
throughout the Commercial zone and without any discretionary City review or permit, the City’s 
enforcement (whether code enforcement, law enforcement, or potential legal analysis and any proposed 
Initiative amendments) will be strictly reactionary.  That is, the City will have to issue zoning clearances to 
qualified parcels/businesses first, and then employ any required enforcement actions after the fact.  

The City has not seen a drastic increase in reports to code enforcement or calls to law 
enforcement associated with the currently-allowed personal indoor cultivation, which is also allowed by 
the Initiative.  If the Initiative is interpreted to allow outdoor cultivation17, there could be an uptick in code 
enforcement reporting from neighbors of outdoor residential cultivators.  

Further, State law requires, and the Initiative recognizes, that owners of commercial cannabis 
businesses obtain the required state license for the type of use proposed.  Cities that enacted cannabis 
regulations prior to adoption of the state licensing scheme often provided for extensive background 
checks, etc. as part of the permitting process.  However, the state licensing requirements now prohibit 

16 Proposition 64 actually allows personal indoor cultivation of up to 6 plants per residence, not per adult.  So the 

Initiative is arguably inconsistent with state law in this respect. 
17 See section A.vii above.  
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anyone with certain criminal history (e.g. felonies) from entering the commercial cannabis industry, so 
presumably that cost is borne by the applicant as part of a state license approval. 

Moreover, the City Attorney’s ballot title and summary and this report note a variety of provisions 
in the Initiative that are (i) ambiguous, (ii) may not be enforceable due to conflicts with state law and/or 
preemption, and (iii) are internally inconsistent.  If adopted, staff and/or the City Attorney may 
recommend potential amendments18 in order to clarify certain provisions and/or minimize the City’s 
liability.  Full legal examination and analysis of the Initiative and suggestion of amendments, potentially 
with the assistance of outside counsel and/or consultants, would result in additional costs.    

ii. Regulatory/Discretionary Permit Fees; Revenue/Tax19

State law allows the City to recover the direct costs associated with processing a permit or 
entitlement; performing investigations, inspections, and audits; and administrative enforcement of the 
permit or entitlement.20  Cities that regulate cannabis businesses generally require some kind of 
discretionary permit (e.g. a use permit), and some cities require cannabis businesses to pay annual permit 
renewal fees.   

The absence of these regulatory fees in the Initiative is notable.  As explained above, the 
Initiative’s proposed cannabis businesses are only required to obtain a zoning clearance – that is, they 
would only have to demonstrate to the Planning Department that their proposed uses are consistent with 
the regulations contained in the Initiative, applicable development standards, and required building and 
fire code standards.  They would not be required to obtain any kind of discretionary permit from the City, 
and therefore the City will not acquire any fees from cannabis business owners relating to establishment 
of a cannabis business or continued operation of that business.   

Some cities require large regulatory permit fees up front (averaging approximately $22,000) as 
part of the application for and approval of a discretionary permit (e.g. for yearly inspections or audits, 

18 See Initiative, Section 7 (“Amendment”). 
19 A more comprehensive analysis of the potential tax implications of the Initiative can be found in the City of 

Sonoma Cannabis Business Market Analysis in the Appendix to this report. 
20 See Mitigation Fee Act, Gov. Code §§66000 et seq. 
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permit/license renewal fees, etc.).21  The City of Modesto, for example, requires a permit fee of $23,340 
to cover all the cost associated with the management and oversight of their cannabis program.  The 
Initiative does not require such a discretionary permit.   The Initiative does not provide a mechanism to 
defray costs associated with inspections made prior to or after issuance of a zoning clearance allowing the 
cannabis business.  The Initiative allows only for a ministerial zoning clearance, rather than a discretionary 
permit.  This ministerial permit requires far less staff time, but in doing so it denies the City the ability to 
perform a better analysis and review of the potential impacts of each proposed business, and prevents 
the City from being able to require any conditions or mitigations to reduce those impacts.  The inability to 
provide this sort of up front regulatory oversight may be considered an externalized cost of this Initiative. 

In addition to such up front application review costs, HdL has worked with many jurisdictions to 
develop an annual fee for ongoing oversight of cannabis businesses.  This fee covers a cannabis 
management program that includes risk-based inspections, response to complaints, background checks, 
permit renewals, administrative actions and ongoing training for staff.  As with the application review 
process, the cost of this ongoing compliance and enforcement program can vary, depending upon the 
desired level of oversight.  Most commonly, such an application and review program involves 60-75 hours 
of staff time for a variety of departments, generally including planning, law enforcement and the City 
Attorney.   

In HdL’s experience, a reasonably comparable program for the City of Sonoma may involve 75 
hours of combined staff time for each of 2 cannabis businesses, with a total annual cost of $31,068, or 
$15,534 for each business.  Because the Initiative only allows for a ministerial zoning clearance, the City 
would likely not have the ability to require these kinds of fees for ongoing compliance and enforcement.   
These types of costs, which are commonly employed by other Bay Area cities, are shown in the 
table below as an illustration. (These are not hourly rates for the City of Sonoma.)

Sample Annual Regulatory and Enforcement Costs for Two Cannabis Businesses Based on 
Average Rates for Other Bay Area Cities 

Department Avg. Hourly 
Rate 

Hours Required Program Cost 

Law 
Enforcement 

217.33 103.5 21,636.00 

City Attorney 337.50 15.00 4,950.00 

Other City staff 158.25 31.50 4,482.00 

Total 713.08 150.00 31,068.00 

21 HdL has evaluated and conducted application reviews for over 1,400 cannabis businesses in the past three years.  

In addition, HdL staff have conducted compliance and financial reviews for over 11,000 cannabis businesses while 

working as regulators in California, Colorado, and Nevada.  This experience has provided HdL with significant data 

that informs the “fit gap” analysis for the application review process for prospective cannabis businesses.  This 

analysis considers the multiple steps of the review process, the staff that will be participating in each step, and 

number of hours for each.  The complexity of the process varies for each county or city, depending on their desired 

level of review, but a recent process for the City of Walnut Creek, which HdL believes may be comparable, 

concluded that each application would take 19.75 hours to review at a cost of $4,628 for each applicant.  
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However, because the initiative only allows for a ministerial zoning clearance, the City would not 
be reviewing any permit applications or requiring fees for that review.  And other cities also require annual 
permit fees or the like for ongoing compliance and enforcement costs.  When these ongoing compliance 
and enforcement costs are added to the up front permit review costs, the total first-year cost to permit 
and monitor each cannabis business would be around $20,162.  Under the Initiative, the only cost 
associated with establishing a cannabis businesses would be the cost of a ministerial zoning clearance. 
City staff currently charges $110/hour for zoning clearance review, with a quarter hour minimum.   

Finally, the Initiative does not propose any tax or taxing scheme for cannabis businesses. Other 
cities regulating cannabis businesses have instituted tax requirements based on gross receipts, business 
and/or cultivation square footage, and plant quantity.22  Other cities have required and negotiated 
development agreements to guarantee certain payments to the City.  Again, the Initiative does not 
propose any tax that would provide general revenue for the City.  However, cannabis businesses under 
the Initiative would still be subject to the City’s local sales tax requirements,23 and would be required to 
obtain a City business license. 

C. City Services, Infrastructure, and Traffic Impact Analysis

It is possible that some commercial cannabis activities could have a direct impact on public 
infrastructure, including increased electrical load or water use from indoor cultivation facilities.  HdL’s 
analysis suggests that commercial cultivation would be unlikely under the proposed ordinance, due to the 
lack of appropriate candidate parcels.   Other commercial cannabis activities such as retail, manufacturing 
or distribution should generally carry no more impact on infrastructure than other, similar non-cannabis 
businesses. 

The Initiative also does not allow the City to analyze environmental impacts, including traffic-
related impacts that are associated with road infrastructure impacts.  Because the Initiative allows 
commercial cannabis uses by right (with a zoning clearance), there is no discretionary action that would 
necessitate environmental review.  And because the Initiative does not limit the number of commercial 
cannabis businesses that could be located within the City, it is difficult to ascertain whether there will be 
a quantifiable impact on infrastructure maintenance costs.   

Also, the City receives certain infrastructure funding from the federal government.  To staff’s 
knowledge, the federal government has not withheld infrastructure funding from California cities that 
allow cannabis activities prohibited by federal law.  However, this is still new and uncharted territory.   

An analysis of the current uses of the allowable parcels shows that there are a variety of retail and 
office uses within the zone.  Retail spaces are usually well situated to accommodate a steady flow of 
customer traffic  It is possible that some cannabis businesses may create impacts on traffic.  The Initiative 
limits cannabis retailers to hours of operation from 9 a.m. to 9 p.m.  Data shows that cannabis retailers 

22 Sonoma County passed a general tax on the privilege of cultivating/dispensing/manufacturing cannabis by state 

license type (e.g. a range of $1.00 to $11.25 per square foot of cultivation space depending on type of license; 0% 

to 3% of gross receipts depending on type of operating license [manufacturer, distributer, etc.]).   
23 Retail sales of medical cannabis to patients with identification cards are currently exempt from local sales tax.  

The City’s current sales tax and use rate is .0975.  



typically need a flow of around 120 customers per day.  Cannabis retailers may be seen as personal 
service-style businesses with in-and-out customers, and it is possible that these customers could cluster 
arrival at peak times, which may impact traffic and parking in and around the business.  And, were a 
cannabis retailer to locate in a building designed for professional offices, it is possible that that such a use 
may present a considerable increase in traffic compared to the current use. 

As discussed in the Land Use Impact Analysis above, the Initiative requires one parking space for 
every 300 square feet of retail space, which is consistent with Sonoma Municipal Code Section (SMC) 
19.48.040.  Delivery services for testing laboratories are required to provide one parking space for every 
400 square feet of floor area, and manufacturers or distributors are required to provide one space for 
every 1,000 square feet.  These requirements are generally comparable or favorable to the SMC 
standards, other than for manufacturers which require one space for every 500 square feet of floor area.  
This could be a potential concern, as the Initiative does not allow for a discretionary review or any 
conditions of approval, which is how the City generally addresses traffic and parking concerns.   

D. Non-Cannabis Businesses Impact Analysis

The Initiative would limit the City and community’s abilities to identify appropriate locations and 
zoning districts for commercial cannabis activity, and to conduct environmental review and impose 
mitigation.  As explained in section C above, there is no mechanism available in the Initiative for the City 
to enforce any kind of traffic or parking plans, study pedestrian or vehicular circulation, etc.  As such, 
commercial cannabis businesses could locate in undesirable locations, detract from future “best and 
highest use” of surrounding parcels, and result in the loss of existing nearby businesses.   

Also, it is difficult to project or analyze the impact that legal cannabis businesses may have on the 
City’s ability to attract or retain other businesses.  This is because the impact would likely be driven more 
by the subjective values of individual business owners towards cannabis, rather than any objective, 
market-based forces.  While we may assume that there are business owners who may not wish to locate, 
or stay located, near a high-profile cannabis business, there are presumably many more for whom 
this would simply not be an issue and/or would welcome this new neighbor.

As with any other industry, the cannabis industry does not exist in a vacuum.  Those businesses 
that actually grow, process, manufacture, distribute and sell cannabis products support a wide variety of 
other businesses that may never touch the actual product itself.  These include a wide variety of 
contractors including building and construction, lighting and electrical, HVAC, permitting, and 
engineering, as well as a host of ancillary businesses such as bookkeepers, accountants, tax preparers, 
parcel services, marketing and advertising agencies, personnel services, facilities maintenance, security 
services, and others. 

The economic benefits are not limited to those in the cannabis industry, itself.  Cultivators and 
manufacturers bring new money into the community by selling their products into a statewide market.  
Their profits and the salaries they pay move into the general local economy, supporting stores, 
restaurants, services, and other businesses.    

In sum, location of cannabis businesses in the Commercial zone may have impacts to existing, 
non-cannabis businesses.  While many such impacts are speculative, particularly economic impacts, the 
most foreseeable impacts would likely be traffic and parking concerns. 
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Detailed Cannabis Industry/Local Market Analysis 

The Initiative neither allows nor disallows the City to separately establish a cannabis business tax.  
Should the Initiative be placed on the November 2020 ballot, it is conceivable that the City may also wish 
to prepare a companion tax measure to be placed before the voters at the same time.  As with other 
impacts, the amount of revenue that the City may be able to generate from a tax measure depends upon 
the type, number and size of cannabis businesses that may choose to locate within the City.   

HdL has been working with 25 local governments around California on tax measures for the November 
2018 ballots.  HdL has therefore used common rates from these measures (shown in the table below) for 
purposes of revenue projections and has divided its analysis into categories based on the different types 
of uses allowed by the Initiative. 

Common Local Tax Rates Among 2018 Ballot Measures 

Cannabis Business Type Initial Rate Maximum Rate 

Cultivation (indoor) $7 per square foot $10 per square foot 

Manufacturing 2.5% of gross receipts 4% of gross receipts 

Distribution 2% of gross receipts 3% of gross receipts 

Retail 4% of gross receipts 6% of gross receipts 

Testing 1% of gross receipts 2.5% of gross receipts 

Cannabis Retailers 

The Adult Use of Marijuana Act created a single license type for cannabis retailers (Type 10), 
though it is available in both M (Medical) or A (Adult Use) versions.  The Bureau of Cannabis Control 
created an additional Type 9 license for non-storefront retailers which conduct retail cannabis sales 
exclusively by delivery.  Local jurisdictions have the authority to allow either or both types of retailers, 
under either or both M and A designations. 

In May, California’s three cannabis licensing agencies readopted their emergency regulations for 
another 180-day period, with a number of minor changes.  Among these changes was a provision that 
applicants may now obtain a single license to conduct both medicinal and adult-use cannabis activity. 
Additionally, licensees may continue to engage in commercial cannabis activities with other licensees 
regardless of their A or M designation.  

On July 13th, these agencies released their draft non-emergency regulations for a 45-day comment 
period.  Included within these most recent revisions is a change to California Code of Regulations Section 
5416(d) which now states that deliveries can occur in “any jurisdiction within the State of California.”  This 
regulation took effect on June 6, 2018 and will remain in force at least until December 6, 2018.  If left 
unchallenged, it will invalidate any local ban on deliveries currently in force and pre-empts any such future 
bans.   

This may be a significant issue for the City of Sonoma, as Section 5.36.080(B)(5) of the proposed 
Initiative effectively bans cannabis deliveries into the City unless the delivery service either has a valid 
business permit issued by the City, or pays an annual fee. The initiative seems to have a goal to restrict 
delivery services to just those operators within the City as noted below. 
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Notwithstanding section 5.36.080(B)(1), delivery from dispensaries not located within the City of 
Sonoma shall be permitted, subject to payment of an annual fee equal to twice that of a Major 
Conditional Use Permit, as such fee is established annually.24 

The change in the recently-issued draft regulations would effectively invalidate this requirement 
of the Initiative, allowing any licensed cannabis retailer to deliver cannabis to addresses within the city 
limits, without having to get a permit from the City25.   

Data collected for a Standardized Regulatory Impact Assessment conducted for the Bureau of 
Medical Cannabis Regulation (now Bureau of Cannabis Control)i found that 57% of cannabis retailers 
statewide use a storefront location, while 47% conduct business using a delivery service. The 4% overlap 
in the results represents retailers that sell through both a storefront and a delivery service.  This 4% figure 
is believed to be an underestimate due to certain reporting requirements.  The Weedmaps website 
(weedmaps.com) shows three cannabis delivery businesses within 5 miles of the Sonoma Plaza, none of 
which appear to be licensed by the Bureau of Cannabis Control.   

Estimates of the percentage of the population that uses cannabis on a regular basis vary from 
around 10% to 13%ii, up to as high as 22%iii.  For the City of Sonoma, with a population of 11,054, this 
would mean somewhere between 1,105 and 2,432 potential cannabis consumers.  Storefront recreational 
and adult-use cannabis retailers typically average around 120 customers per dayiv, with a total customer 
base of around 2,500 customers.  From this, we can assume that overall cannabis consumers in the City 
of Sonoma, itself could likely only support 1 retailer.   

If we include the population from the surrounding unincorporated area between Temelec, 
Vineburg, and North to Glen Ellen, this adds an additional 14,237 people, for a total customer base of 
25,291.  Applying the same assumptions gives a potential customer base between 2,529 and 5,564 
cannabis consumers, which would likely be able to support two retailers. 

The gross receipts for retailers is variable depending upon the number of retailers serving a given 
population, so it’s reasonable to expect that more retailers will mean fewer customers for each and, thus, 
lower gross receipts. Retailers are the only cannabis business that specifically serves the local community, 
rather than feeding into the statewide market, and so the number of dispensaries can be assumed to be 
somewhat proportional to the local population.  Consumer demand for cannabis is assumed to generally 
be a constant, regardless of its legal status or the availability of dispensaries, and so it’s reasonable to 
expect that more dispensaries will mean fewer customers for each and, thus, lower gross receipts.    

However, there will always be an upper limit.  We anticipate that providing greater access to 
dispensaries or retailers would initially facilitate a shift in cannabis purchases happening through legal, 
regulated means rather than through the black market, especially for non-medical cannabis.  Eventually, 
though, the local cannabis market will reach saturation, at which point new cannabis retailers will simply 
cannibalize sales from existing retailers.  The taxable amount of gross sales will likely plateau at some 
point, regardless of the number of retailers. 

Under California’s regulatory program, it is anticipated that consumers will have little reason to 
purchase cannabis in the medical segment rather than buying in the adult use segment.  Both medical and 
adult use cannabis will pay the State cultivation tax and excise tax, with the only advantage being an 
exemption from regular sales tax for qualifying patients with a state-issued identification card.  Currently 

24 Note that the City may move away from requiring base fees for use permits to a cost-recovery/deposit system, 

which could impact this provision. 
25 HdL published an issue update on this subject in July, including guidance for cities and counties that may wish to 

express their opposition to this change. 
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there are only 6,172 such cardholders in California, and just 167 in Sonoma Countyv.  Eligibility for this 
limited sales tax exemption will cost consumers approximately $100 per year, plus time and 
inconvenience, for a savings of 8.625% in the City of Sonoma.  It’s anticipated that this will provide no 
price advantage for the vast majority of cannabis consumersvi. 

The Bureau of Cannabis Control projects that more than half of the adult use purchases currently 
in the black market will transition to the legal market to avoid the inconvenience, stigma and risks of 
buying unknown product through an unlicensed sellervii.  Essentially, the easier, cheaper and more reliable 
it is for consumers to access quality cannabis legally, the less reason they will have to purchase it through 
the black market.  That same study projects that 60% of those currently in the legal, medical cannabis 
market will shift to the adult use market, for the reasons noted above.  The availability of legal adult use 
cannabis is also anticipated to produce a small 9.4% increase in consumer demand.  

The shift from medical to adult use sales is not expected to change the overall volume of sales, 
only the category into which they fall.  Once the legal, adult use market is properly functioning, it is 
anticipated to capture about 61.5% of the overall cannabis market in California.  The legal medical 
cannabis market is projected to decline to just 9% of the overall market.  The other 29.5% is expected to 
remain in the black marketviii.   The vast majority of retail licenses issued by the Bureau of Cannabis Control 
are for retailers who will operate both medical and adult use from the same premises. 

For purposes of revenue projections, we have provided a model based on consumer demand. For 
each assumption, we have provided a range of three estimates: low, medium and high.  We estimate that 
cannabis consumers make up anywhere from 10% to 22% of the City’s population, with a “best estimate” 
of 14%.  For HdL’s model we assume that any retailers in the City of Sonoma would draw customers from 
the surrounding area, serving a total population base of 25,291, as described above.  This yields an 
estimate of cannabis consumers from a low of 2,529to a high of 5,564, with a best estimate of 3,541. 

The average cannabis transaction is $73, and average frequency of purchases is twice a monthix.  
Applying these figures to the customer base, above, we develop a range of annual gross receipts 
generated by Sonoma residents of between $4,430,983 and $9,748,163, with a best estimate of 
$6,203,376. 

Low   

Estimate

"Best" 

Estimate

High 

Estimate

City population 11,054 11,054 11,054

Surrounding communities 14,237 14,237 14,237

Total customer base 25,291 25,291 25,291

Percentage of population that uses cannabis 10.0% 14.0% 22.0%

Number of cannabis users 2,529 3,541 5,564

Average transaction amount $73 $73 $73

Transaction frequency (per month) 2 2 2

Monthly gross receipts $369,249 $516,948 $812,347

Annual gross receipts $4,430,983 $6,203,376 $9,748,163

Annual revenue by tax rate (below)

2.5% $110,775 $155,084 $243,704

3.5% $155,084 $217,118 $341,186

5.0% $221,549 $310,169 $487,408

Revenue Projections for Cannabis Retailers in the City of Sonoma 
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Cannabis Manufacturers 

The manufacturing sector is still evolving and expanding, which presents significant opportunities 
for innovation, business development and job growth.  The range of products being produced includes an 
ever-increasing variety of edibles such as candies, cookies, dressings, and infused (non-alcoholic) drinks. 
Manufacturers may produce their own extract on site, or they may buy extract from other Type 6 or Type 
7 licensees.  Much like any other industry, cannabis manufacturers often depend upon other businesses 
to supply them with the various materials or components that go into their final product.  These suppliers 
do not have to be located in or even near the same jurisdiction as the final manufacturer and may be 
located anywhere throughout the state.   

Some manufacturers may handle all steps from extraction to packaging the end product in the 
form of vape pens or other such devices.  Others may handle only discreet steps, such as making the raw 
BHO, which is then sold either directly to retailers or to a Type N manufacturer who will package it into 
vapor cartridges or other end consumer products.  Manufacturers also produce a wide variety of tinctures, 
as well as topicals such as cannabis infused lotions, salves, sprays, balms, and oils. 

As of August 12th, the Manufactured Cannabis Safety Branch (MCSB) of the California Department 
of Public Health has issued 668 cannabis manufacturing licenses statewide.  Of these, 347 are for non-
volatile extraction, 209 are for volatile extraction, 91 are for non-extraction manufacturing and 21 are for 
packaging and labeling.  These 668 licenses are held by 434 unique businesses.   

The MCSB has issued 35 manufacturing licenses in Sonoma County, of which 21 are for Type 6 
non-volatile extraction, 12 are for Type N non-extraction manufacturing, and only 2 are for Type 7 volatile 
extraction.   

The MCSB estimates that there may ultimately be as many as 1,000 cannabis manufacturing 
businesses in California, employing around 4,140 people.  This is an average of 4 new jobs per 
manufacturer, though this figure likely varies significantly depending on the size and nature of each 
business. 

HdL has reviewed pro-formas for numerous cannabis manufacturers seeking permits in counties 
and cities throughout California.   From this review we have seen a range of gross receipts from around 
$1 million to over $5 million, with an average in the range of $2 million to $3 million.  HdL’s analysis 
assumes that the City of Sonoma could support only 1 or 2 manufacturers.  We believe these would likely 
be smaller “boutique” manufacturers.  The number of manufacturers would most likely be limited by the 
availability of allowable commercial properties with appropriate light-industrial spaces. 

We shall use an average of $2.0 million for purposes of this analysis.  When we apply the range of 
tax rates discussed previously, these businesses could generate between $40,000 and $200,000 in annual 
revenue for the City, as shown in the table below.  We believe the most likely scenario would be either 1 
small manufacturer, or none at all.  For purposes of revenue estimates, we shall use 1 manufacturer, taxed 
at a 2% rate, generating $40,000 in annual revenue for the City. 

Type 6/7/N/P 

Manufacturer

# of 

Licenses

Avg Gross 

Receipts

Total Gross 

Receipts

Revenue @ 

2.0% Tax 

Rate 

Revenue @ 

3.5% Tax 

Rate

Revenue @ 

5.0% Tax 

Rate 

Manufacturers 1 $2,000,000 $2,000,000 $40,000 $70,000 $100,000

Manufacturers 2 $2,000,000 $4,000,000 $80,000 $140,000 $200,000

Cannabis Manufacturers
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Cannabis Distributors and Testing Laboratories 

The business model for distributors is based on a percentage markup on the price paid to their suppliers. 
This markup is commonly 20% to 30%.   While there is not an abundance of data to determine the average 
gross receipts for distributors, HdL has reviewed a number of pro-formas for distributors seeking licenses 
in other jurisdictions.  These indicate anticipated gross receipts in the range of $2 million to $3 million per 
year, with an average of $2.5 million.   

Distributors tend to be located in cities that serve either a large, surrounding area of cultivation, or that 
serve a large surrounding customer base. On the North Coast, distributors tend to be located along the 
Highway 101 corridor.  The Bureau of Cannabis Control has so far licensed 28 distributors in Santa Rosa, 
8 in Ukiah, 16 in Arcata.  While there are a few distributors in out of the way places such as Covelo, Potter 
Valley and Boonville, these tend to be exceptions. 

The Bureau of Cannabis Control has so far only issued licenses for 28 testing laboratories in all of California.  
These laboratories tend to be located in cities that serve a large amount of commercial cannabis activity 
in the surrounding area such as Eureka, in Humboldt County, and Salinas, in Monterey County.  There are 
currently 2 licensed testing laboratories in Santa Rosa and one in Novato.   

The City of Sonoma has very few commercial parcels available for either distributors or testing 
laboratories, and fewer still that have appropriate light-industrial type spaces.  In addition, commercial 
space within the City appears to demand a premium compared with spaces in the surrounding 
unincorporated area.  We do not see a strong argument for why either distributors or testing labs would 
choose to locate in the City, and so we have not included either of these in HdL’s revenue estimates.   

Cannabis Cultivation 

The cannabis cultivation market in California has already exceeded its saturation point 3-times 
over, which suggests that there is not enough room for those growers already licensed, much less new 
entrants into the market.  As of July 11th, the CalCannabis Division of the California Department of Food 
and Agriculture has issued 4,276 cultivation licenses statewide.  97 of these licenses are for cultivators in 
Sonoma County. 

The proposed Initiative does not specifically disallow outdoor or mixed-light cultivation, but by 
limiting all commercial cannabis activity to parcels zoned Commercial, it seems very likely that any 
cannabis cultivation in the City of Sonoma in accordance with this Initiative would almost certainly be 
limited to indoors and would encompass no more than 10,000 square feet of canopy, falling within the 
definition of a Type 2B “Small Indoor” license.  Given the very small number of candidate parcels, we 
believe the City would be unlikely to attract more than perhaps 2 indoor cultivation operations, averaging 
10,000 square feet each.  We believe the most likely scenario is that the City will have no cannabis 
cultivators, as they will seek out less expensive parcels in the unincorporated area outside of the City. 

The table below shows the range of revenues that could be generated from a tax on cannabis 
cultivation of $7 per square foot, $8 per square foot or $10 per square foot.  The annual revenues from 
such a tax could range from $140,000 to $200,000.  Again, we believe that this scenario is unlikely. 
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License Type # of 

Licenses

Average 

Square 

Footage

Total Square 

Footage

Revenue @ 

$7/sf 

Revenue @ 

$8/sf

Revenue @ 

$10/sf

Indoor 2 10,000 20,000 $140,000 $160,000 $200,000

Cannabis Cultivation
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Legal and Regulatory Background for California 

The legal and regulatory status of cannabis in the State of California (“State”) has been 
continually evolving ever since the passage of Proposition 215, the Compassionate Use Act of 1996 (“the 
CUA”), which de-criminalized the use, possession and cultivation of cannabis for qualifying patients and 
their primary caregivers when such use has been recommended by a physician.  The CUA did not create 
any regulatory program to guide implementation, nor did it provide any guidelines for local jurisdictions 
to establish their own regulations.   

The lack of legal and regulatory certainty for medical marijuana (or cannabis) continued for 
nearly 20 years, until the passage of the Medical Cannabis Regulation and Safety Act (“MCRSA”) in 
October of 2015.  MCRSA created a State licensing program for commercial medical cannabis activities, 
while allowing counties and cities to maintain local regulatory authority.  MCRSA required that the State 
would not issue a license without first receiving authorization by the applicable local jurisdiction.   

Under MCRSA, commercial medical cannabis activities are regulated by a variety of State 
agencies.  The California Department of Food and Agriculture (CDFA) established a new CalCannabis 
division, which will create, issue, and suspend or revoke licenses for the cultivation of medical cannabis.  
The Bureau of Medical Cannabis Regulation (later renamed the Bureau of Cannabis Control, or BCC) in 
the Department of Consumer Affairs, will administer, enforce, create, issue, renew, discipline, suspend, 
and/or revoke licenses for distributors, testing laboratories, and retailers.  The California Department of 
Public Health’s newly created Manufactured Cannabis Safety Branch (MCSB), will license cannabis 
product manufacturers, and will develop standards for the production and labeling of all medical 
cannabis products. 

On November 8, 2016, the voters of the State of California approved Proposition 64, the Adult 
Use of Marijuana Act (“the AUMA”), which allows adults 21 years of age or older to legally grow, 
possess, and use marijuana for non-medical purposes, with certain restrictions. The AUMA requires the 
State to regulate non-medical marijuana businesses and tax the growing and selling of medical and non-
medical marijuana.  Cities and counties may also regulate non-medical marijuana businesses by 
requiring them to obtain local permits or restricting where they may be located.  Cities and counties 
may also completely ban marijuana related businesses if they so choose. 

On June 27, 2017, the State of California passed SB 94, which repealed MCRSA and incorporated 
certain provisions of MCRSA into the licensing provisions of AUMA. These consolidated provisions are 
now known as the Medicinal and Adult-Use Cannabis Regulation and Safety Act (MAUCRSA).  MAUCRSA 
revised references to “marijuana” or “medical marijuana” in existing law to instead refer to “cannabis” 
or “medicinal cannabis,” respectively.  MAUCRSA generally imposes the same requirements on both 
commercial medicinal and commercial adult-use cannabis activity, with certain exceptions.   

All State license types other than Type 8 Testing Laboratories shall be designated either “A” for 
Adult Use or “M” for Medical”.  A single licensee will be allowed to hold both A and M licenses, but it’s 
unclear whether they will be able to operate both on the same premises. 

MAUCRSA incorporated the Type 5, 5A and 5B cultivation licenses from AUMA, which will allow 
for cannabis farms of unlimited size.  No Type 5 licenses will be issued before 2023, however, and local 
jurisdictions will still retain the authority to disallow or limit the size of cannabis cultivation.  It is 
anticipated that CDFA will limit the number of Type 5 licenses, but this is not yet clear. 

AUMA and MAUCRSA eliminated the Type 12 Cannabis Transporter license type from MCRSA.  
Instead, cannabis cultivators, manufacturers and retailers (but not testing laboratories) are now allowed 
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to transport their own product, provided they have a separate distributor license.  Independent 
cannabis distributors will likely pick up a larger portion of that business, too.  In its place, MAUCRSA 
incorporated the Type 12 license for cannabis “Microbusinesses” from AUMA, which allows a combined 
non-medical cannabis business with up to 10,000 square feet of cultivation, and which can manufacture, 
distribute and sell their product on-site to retail customers, provided they meet all of the individual 
license requirements for all of the activities they choose to undertake.  

MAUCRSA also made a fundamental change to the local control provisions.  Under MCRSA, an 
applicant could not obtain a State license until they had a local permit.  Under MAUCRSA, an applicant 
for a State license does not have to first obtain a local permit, but they cannot be in violation of any local 
ordinance or regulations.  The State licensing agency shall contact the local jurisdiction to see whether 
the applicant has a permit or is in violation of local regulations, but if the local jurisdiction does not 
respond within 60 days, then the applicant will be presumed to be in compliance and the State license 
will be issued.  

On September 16, 2017, Governor Brown signed AB 133, which makes a number of major and 
minor “clean up” changes to the State’s regulations, most notably regarding vertical integration.   
MAUCRSA authorizes a person to apply for and be issued more than one license only if the licensed 
premises are separate and distinct.  With the passage of AB 133, a person or business may co-locate 
multiple license types on the same premises, allowing a cultivator to process, manufacture or distribute 
their own product from a single business location.  This includes the allowance to cultivate, 
manufacture, distribute or sell cannabis for both medical and adult use from a single location.  However, 
these allowances are still subject to local land use authority, so anyone seeking to operate two or more 
license types from a single location would be prohibited from doing so unless local regulations allow 
both within the same zone. 

Most recently, on November 16, 2017, the three State licensing agencies simultaneously issued 
emergency regulations to implement these many new laws.  These emergency regulations were closely 
based upon draft regulations that had been released for review the previous Spring.  Those draft 
regulations were withdrawn after the passage of SB 94, as they had been based upon the now-defunct 
MCRSA.  The draft regulations made a number of interpretive changes to the regulatory framework 
defined by the various pieces of legislation.  Most of these were small, but some are more significant. 

The table on the following page lists the 30 different license types currently available from the 
State.  Of these, 29 are available under either A (Adult Use) or M (Medical).  Only the Type 8 Testing 
license does not distinguish between these categories.  All told, there are 59 different licenses and 
variations available.  



Page 25 

Type Activity Description Details Licensing 

Agency

Notes

1 Cultivation Outdoor; Specialty, Small Up to 5,000 sf, or 50 plants on non-

contiguos plots

CDFA A, B

1A Cultivation Indoor; Specialty, Small 501 sf - 5,000 sf CDFA A, B

1B Cultivation Mixed-Light; Specialty, Small 2,501 sf - 5,000 sf CDFA A, B, C

1C Cultivation Outdoor/indoor/mixed; Specialty 

Cottage, Small

Up to 25 plants outdoor; up to 2,500 sf 

mixed light; up to 500 sf indoor

CDFA A, B, C

2 Cultivation Outdoor; Small 5,001 sf - 10,000 sf CDFA A, B

2A Cultivation Indoor; Small 5,001 sf - 10,000 sf CDFA A, B

2B Cultivation Mixed Light, Small 5,001 sf - 10,000 sf CDFA A, B, C

3 Cultivation Outdoor; Medium 10,001 sf - one acre CDFA A, B, D

3A Cultivation Indoor; Medium 10,001 sf - 22,000 sf CDFA A, B, D

3B Cultivation Mixed-Light; Medium 10,001 sf - 22,000 sf CDFA A, B, C, D

4 Cultivation Nursery Seeds, clones, immature plants only CDFA A, B

5 Cultivation Outdoor; Large Greater than 22,000 sf CDFA A, B, E

5A Cultivation Indoor; Large Greater than 22,000 sf CDFA A, B, E

5B Cultivation Mixed-Light; Large Greater than 22,000 sf CDFA A, B, C, E

Cultivation Processor Trimming, drying or packaging of non-

manufactured cannabis only

CDFA A, B, F

6 Manufacturer 1 Extraction; Non-volatile Non-volatile extraction only, infusion, 

packaging and labeling

MCSB A, B

7 Manufacturer 2 Extraction; Volatile Volatile or non-volatile extraction, 

infusion, packaging and labeling

MCSB A, B

N Manufacturer Infusion for Edibles, Topicals No extraction allowed MCSB A, B, F

P Manufacturer Packaging and Labeling No extraction allowed MCSB A, B, F

S Manufacturer Mfg. in a shared use facility Cannot exceed $1 million/year MCSB A, B, F

8 Testing Shall not hold any other license type BCC A

9 Retailer Delivery only No storefront allowed BCC A, B

10 Retailer Retail sale and delivery BCC A, B, F

11 Distributor Various categories based on size BCC A, B

12 Microbusiness Cultivation, Manufacturer 1, 

Distributor and Retailer 

< 10,000 sf of cultivation; must meet 

requirements for all license types

BCC A, B

Self-Distribution Distribution of own cannabis or 

cannabis products only

BCC A, B, F

Event Organizer Up to 10 cannabis events annually BCC A, B, F

CDFA

MCSB

BCC

A

B

C

D

E

F

California Department of Food and Agriculture, CalCannabis Division

All license types except Type 8 Testing must be designated either "A" (Adult Use) or "M" (Medical)

State License Types Under MAUCRSA

Calfornia Department of Public Health, Manufactured Cannabis Safety Branch

All license types valid for 12 months and must be renewed annually

Mixed-light cultivation licenses classified as either Tier 1 (6 watts/sf or less) or Tier 2 (6 watts/sf up to 25 watts/sf)

A person shall be limited to 1 Medium license of any type until January 1, 2023

No Type 5 licenses shall be issued before January 1, 2023

Established by licensing agencies through rulemaking process

Bureau of Cannabis Control 
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The emergency regulations established a number of new license types, which fill in some gaps in 
the industry chain.  CalCannabis established a separate Processor license for facilities which conduct 
only the drying, curing, trimming, grading, packaging or labeling of non-manufactured cannabis 
products.  CalCannabis also established two tiers for all Mixed-Light cultivation sizes.  Tier 1 applies to 
cultivators which use 6 watts per square foot of supplemental light or less, while Tier 2 applies to 
cultivators which use between 6 watts and 25 watts per square foot.   

The Bureau of Cannabis Control established a new Type 9 license for Non-Storefront Retailers 
which conduct cannabis sales exclusively by delivery, as well as a Self Distribution license for cultivators 
or manufacturers which wish to distribute only their own product.  The Bureau also created a system for 
permitting cannabis events, where cannabis will be sold or consumed, and a license type for Event 
Organizers.  Permits for cannabis events may only be issued to persons or businesses holding an Event 
Organizer license. 

The Manufactured Cannabis Safety Branch created three additional manufacturing license types. 
The Type N license is for manufacturers that produce edible or topical products using infusion or other 
processes, but that do not conduct extractions. The Type P license is for manufacturers that only 
package or repackage cannabis products or label or relabel the cannabis product container.  The Type S 
license is for manufacturers who conduct commercial cannabis activities at a shared use facility, as 
defined in Section 40190.   
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State Tax Considerations 

To determine what local tax rates might be most appropriate, they must be considered in the 
context of other taxes imposed by the State.  Any local taxes will be in addition to those taxes applied 
through the Adult Use of Marijuana Act (AUMA), which imposes both a 15% excise tax on purchases of 
cannabis or cannabis products and a separate cultivation tax on harvested cannabis that enters the 
commercial market, as well as sales tax.  Taxes are most commonly expressed as a percent of price or 
value, so some method of conversion is necessary to allow development of an appropriate cultivation tax 
based on square footage. 

The State cultivation tax is 
set at a rate of $9.25 per ounce of 
dried flower or $2.75 per ounce of 
dried leaf.  Because these rates are 
set per ounce, rather than as a 
percentage of price paid, the tax is 
the same whether the cultivator is 
producing commercial-grade 
cannabis at $500 per pound or top-
grade cannabis at $2,500 per 
pound.  The cultivator is generally 
responsible for payment of the tax, 
though that responsibility may be 
passed along to either a 
manufacturer or distributor via 
invoice. at the time the product is 
first sold or transferred.   The 
distributor is responsible for 
collecting the tax from the 
cultivator upon entry into the 
commercial market, and remitting 
it to the Board of Equalization. 

The cultivation tax of $9.25 
per ounce of dried flower is 
equivalent to $148 per pound.  Just 
a year ago, HdL would have 
assumed an average wholesale 
market price for dried flower of 
around $1,480 per pound, which 
would make that $148 equal to 10% 
of value.  Since then, however, 
prices have plummeted.  
Competitive market forces enabled 
by legalization have brought the 
average price for indoor cannabis 
down to around $1,000 per pound, 
or even less (cannabis prices vary 
greatly based on quality of the 

product)x.  

Category Amount Increase Cumulative Price

Producer Price $1,000 $1,000 $1,000

State Cultivation Tax $9.25/oz $148 $1,148

Local Tax 2.50% $25 $1,173

Batch Testing $50/lb, + 0.50% $55 $1,228

Wholesale Price w/ Taxes $1,228 

Total Tax at Wholesale $228 

Tax as % 22.80%

Manufacturer Markup 20.00% $246 $1,474

Local Tax 4.00% $59 $1,533

Total Manufacturer Price $1,533 

Total Taxes at Manufacturer $287 

Total Tax as % 18.72%

Distributor Markup 30.00% $460 $1,992

Local Tax 3.00% $60 $2,052

Total Distributor Price $2,052 

Total Taxes at Distributor $347 

Total Tax as % 16.90%

Retailer Markup 100.00% $2,052 $4,104

Local Tax 6.00% $246 $4,350

State Excise Tax 15.00% $616 $4,966

Total Retailer Price $4,966 

Total Taxes at Retail $1,209 

Total Tax as % 24.34%

CA Sales Tax (non-medical) 6.25% $310 $5,276

Local Sales Tax 1.00% $50 $5,326

Total Taxes at Retail $1,569

Total Tax as % 29.45%

Total Local Tax 8.25% $439.62

Cumulative Cannabis Taxes- HdL Companies
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Conversations with cannabis industry trade groups suggest that the cumulative tax rate on the 
end product should remain at or around 30%.  Higher rates create too much price disparity between legal 
and illegal cannabis, making it harder for the regulated industry to compete with the black market.  Higher 
local tax rates can also make a county or city less attractive to the industry, especially for manufacturers 
and distributors, which have greater flexibility in choosing where to locate.    We believe that setting rates 
that adhere to this 30% rule will help keep the local cannabis industry competitive with other cultivators 
across California, thus encouraging the transition to a legal industry. 

The above table shows how the cumulative tax rate on adult-use cannabis builds as the product moves 
towards market.  The value of the product increases as it moves through the supply chain towards market, 
with manufacturers, distributors and retailers each adding their own markup.  Testing laboratories do not 
add a direct markup to the product, but the cost of testing and the loss of a small test sample can add 
around $55 per pound.  Any or all of these activities may be taxed. 

This model assumes a hypothetical case where cultivation, manufacturing, testing, distribution 
and retail sale all happen within the same jurisdiction and are thus all subject to that jurisdiction’s tax 
rates.  In actuality, this is unlikely to be the case.  Manufacturers may work with product purchased from 
anywhere in California, and may sell their product to retailers elsewhere, as well. The cumulative tax 
burden for any product at retail sale will almost always include a variety of tax rates from numerous 
jurisdictions.  
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General Economic Impacts 

Discussion of regulating and taxing the cannabis industry can too often overshadow the larger 
jobs and economic development issues that typically accompany efforts to attract new industry.  Word 
that a new business or industry is looking to bring hundreds of new jobs to a community is more commonly 
met with open arms and offers of tax incentives.  The cannabis industry is perhaps completely unique in 
that the inherent jobs and economic development benefits are welcomed more grudgingly and met with 
the disincentive of special taxes.   

As with any other industry, the cannabis industry does not exist in a vacuum.  Those businesses 
that actually grow, process, manufacture, distribute and sell cannabis products support a wide variety of 
other businesses that may never touch the actual product itself.  Cultivators support garden supply stores, 
green house manufacturers, irrigation suppliers, soil manufacturers, and a wide variety of contractors 
including building and construction, lighting and electrical, HVAC, permitting, and engineering.  
Manufacturers support many of these same businesses, plus specialized tooling and equipment 
manufacturers, and product suppliers for hardware, packaging, and labeling.  All of these businesses 
support, and are supported by, a host of ancillary businesses such as bookkeepers, accountants, tax 
preparers, parcel services, marketing and advertising agencies, personnel services, attorneys, facilities 
maintenance, security services, and others. 

The economic benefits are not limited to those in the cannabis industry, itself.  Cultivators and 
manufacturers bring new money into the community by selling their products into a statewide market.  
Their profits and the salaries they pay move into the general local economy, supporting stores, 
restaurants, car dealerships, contractors, home sales and other businesses.  In Humboldt County, a study 
done in 2011 found that at least $415 million dollars in personal income was entering the local economy 
annually from the cannabis industry, roughly equal to one quarter of the County’s entire $1.6 billion 
economy.   

While Humboldt is likely an outlier, research done by HdL for other clients suggests that other 
counties and cities see similar, if smaller, economic inputs from this industry, with some in the range of 
$100 million dollars or more annually.  As this industry adapts to a legal paradigm, the challenge for some 
counties will be mitigating and minimizing the economic loss as the black market slowly fades away.   

Because of the emerging nature of this industry, it is currently populated primarily (but not solely) 
by small, independently-owned businesses.  Numerous studies have demonstrated that locally-owned, 
independent businesses recirculate a far higher percentage of every dollar back into the local community 
than large, corporately-owned businesses do.  The same economic development arguments that are used 
to support other independent, locally-owned businesses apply to this industry, too.  It is estimated that 
every $1 spent at a medical or adult-use cannabis retailer generates an additional $3 in economic benefits 
to the host city or countyxi.  The City should expect to see comparable economic benefits from cannabis 
businesses as with any other new businesses, separate from any tax revenue that may be generated. 

Industry experts believe that California’s current statewide production is five to eight times higher 
than the State’s population consumesxii, a figure derived from the SRIA done for CDFA’s cannabis 
cultivation program.  That assessment found that California’s cannabis industry produces some 13.5 
million pounds of cannabis per year, which would be enough to provide over half a pound of cannabis per 
year for every Californian 21 and over.  However, the assessment also found that California’s 4.5 million 
cannabis users only consume about 2.5 million pounds of cannabis per year. A separate study performed 
for the California Cannabis Industry Association put statewide consumption even lower, at 1.6 million 
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poundsxiii.  The majority of the cannabis produced in California is presumably supplying other states that 
do not have legalized cannabis.   

The Bureau of Cannabis Control projects that more than half of the adult use purchases currently 
in the black market will transition to the legal market to avoid the inconvenience, stigma and risks of 
buying unknown product through an unlicensed sellerxiv.  Essentially, the easier, cheaper and more reliable 
it is for consumers to access quality cannabis legally, the less reason they will have to purchase it through 
the black market.  That same study projects that 60% of those currently in the legal, medical cannabis 
market will shift to the adult use market, for the reasons noted above.  The availability of legal adult use 
cannabis is also anticipated to produce a small 9.4% increase in consumer demand.  

Given these figures, cities and counties should expect to see some increase in retail sales as these 
shifts occur in the market.  More significantly, the existence of legally permitted cannabis retailers will 
allow a far greater portion of existing cannabis sales to be captured by legal (and tax-paying) retailers.  

The shift from medical to adult use sales is not expected to change the overall volume of sales, 
only the category into which they fall.  Once the legal, adult use market is properly functioning, it is 
anticipated to capture about 61.5% of the overall cannabis market in California.  The legal medical 
cannabis market is projected to decline to just 9% of the overall market.  The other 29.5% is expected to 
remain in the black marketxv. 

These numbers only apply to the 1.6 million to 2.5 million pounds of cannabis that is consumed 
in California, representing the potential size of the legal cannabis market.  If 29.5% of the cannabis 
consumed in California continues to come from the black market, then the size of the market for legal 
cannabis must be adjusted downward accordingly.  This would reduce the size of the legal market in 
California to between 1.13 million and 1.76 million pounds.   

California has been issuing temporary licenses for commercial cannabis businesses since the 
beginning of the year.  As of May 30th, CDFA’s CalCannabis division has issued 3,664 cultivation licenses, 
capable of producing over 7.3 million pounds of cannabis per year.  That amount is over three times more 
cannabis than the State’s legal buyers are anticipated to consume.  Were the State to issue no more 
licenses, we would expect a failure rate of at least 60% in the first two years. 
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Land Use Maps 

The attached land use maps were prepared by the City’s Planning Department to assist with our analysis 
of the Initiative.  The maps are staff’s initial interpretation of the buffer zones defined in the Initiative 
overlayed on the Commercial-Zoned properties within the City.  As discussed in the report, the lack of 
clarity in the Initiative creates some uncertainty as to how the buffer zones for sensitive uses would be 
applied.  These maps should not be considered an authoritative determination of parcels where 
commercial cannabis businesses would be allowed under the ordinance. 

List of Parcels That Would Allow Commercial Cannabis Businesses 

This list of parcels was created based on the buffers as applied in Map 1.  The list provides a reference for 
the number of parcels, the size of each parcel and existing building, and the current use.  This data 
informed the analysis of appropriate locations for each of the commercial cannabis business types and 
relative lease rates for similar commercial properties. 

Map 1: Commercial Zoning with Buffer Areas as Defined by the Ordinance 

This map depicts the Planning Departments initial interpretation of the buffer zones defined in the 
initiative, as applied to the Commercial zone.  This map was used in conjunction with a search of 
commercial real estate to develop a general picture of commercial lease rates.  This map does not include 
any youth serving facilities other than the library which is called out in the Initiative with a separate buffer. 

Map 2: Commercial Zoning with Buffer Areas as Defined by the Ordinance Plus Youth Serving Facilities 

This map depicts the buffer zones defined in the initiative along with State-defined buffers for youth 
serving facilities.  This map was used to indicate how the initiative differs from State law, and to show 
those sensitive uses that would otherwise be buffered from commercial cannabis businesses.   

Map 3: Commercial Zoning with State Buffer Areas 

This map shows the State-defined buffer zones around all sensitive uses, without those defined in the 
Initiative.  This map, along with Map 1, provides the best reference for differences between State 
buffers and the Initiative.  
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List of Parcels That Would Allow Commercial Cannabis Businesses 
Using Map #1 
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About HdL and Jarvis, Fay, & Gibson, LLP 
 

 
 
HdL 
 

The legalization of cannabis in California and many other states presents local government 
agencies with both opportunities and challenges. Those agencies which are pro-active, seek experienced 
advisors to lead their communities through these legislative changes will reap strong benefits and avoid 
unintended consequences due to staffs’ limited experience in dealing with cannabis issues, industry 
bias, or ill-advised local citizen initiatives.   

 
HdL has established a specialized division with expert staff that have been working closely with 

the Department of Consumer Affairs, Department of Food and Agriculture, Department of Public Health 
and the California Department of Tax and Fee Administration in the implementation of the Medical 
Cannabis Regulatory and Safety Act (MCRSA). In addition, our staff has partnered with the League of 
California Cities, California State Association of Counties (CSAC), and the Police Chiefs Association to 
develop policy and regulatory strategies to manage the Cannabis Industry in California. We offer the 
resources and expertise to assist cities and counties with the design and implementation of all aspects of 
their regulatory and taxation policies and programs. 
 

HdL guides those agencies whose policymakers and constituents wish to tax and regulate 
cannabis businesses by helping them make strategic decisions about commercial or personal use 
cultivation, distribution, transportation, dispensary sales, testing, environmental protection, storage or 
home delivery while avoiding legal pitfalls and practices that could lead to land use issues and other 
transparency problems. 
 
 
Jarvis Fay & Gibson, LLP 
 

Jarvis Fay & Gibson, LLP is devoted to providing cost-effective legal counseling and litigation 
services to cities and public agencies.  Our practice includes expertise in a broad spectrum of municipal 
and local government law, and our firm has served the legal needs of hundreds of local government 
entities.  

 
Specifically, Jarvis Fay & Gibson, LLP provides city attorney, general counsel, and special counsel 

services to public agency clients across the state.  Our main areas of practice include land use and 
environmental law, local taxation and revenue, pubic contracts and construction, and writs of mandate 
and appeals.  Jarvis Fay & Gibson attorneys frequently speak on topics related to these practice areas, 
and have drafted amicus briefs on behalf of the California League of Cities.  Several of our attorneys 
have also been recognized as California Super Lawyers. 
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