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Decriminalization & Legalization

» Oregon was the first state to decriminalize cannabis possession in 1973.
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The Federal government

> At the federal level, marijuana remains on the list of
Schedule I controlled substances under the Controlled




Federal government “Cole Memo”

The priorities are as follows:

prises, gangs,
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Estimating Tax Revenue




Demand Estimates




Demand Estimates, size of Market?

The general methodology would progress in the following steps:
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Size of Market, current users

Utilized the National Survey on Drug Use and Health for 2010-2011.

The Substance Abuse and Mental Health Services Administration

(SAMHSA) has been publishing state estimates of the prevalence of
marijuana use (both percentages and estimated counts). In 2013,
SAMHSA developed a more accurate model (Model-Based Prevalence

Estimates) for the 2012 data.

12 or Older 12 or Older 12-17 12-17
Estimates of below 18 Users 12 or Older 95% CI 95% CI 12-17 95% CI 95% CI
as percentage of population Estimate (Lower) (Upper) Estimate (Lower) (Upper)
Last 1 Oregon 10.98 9.31 12.90 10.26 8.45 12.40
Month U.S. 6.94 6.71 7.17 7.64 7.30 8.00
Past 2 Oregon 16.01 14.05 18.20 18.63 16.21 21.32
Year u.s. 11.55 11.25 11.86 14.13 13.66 14.60
26 or 26 or
18-25 18-25 Older Older
Estimates of over 18 Users 18-25 95% CI 95% CI 26 or Older 95% CI 95% CI
as percentage of population Estimate (Lower) (Upper) Estimate (Lower) (Upper)
Last 1 Oregon 25.35 22.14 28.87 8.73 6.88 11.00
Month u.s. 18.78 18.22 19.35 4.80 4.54 5.07
Past 2 Oregon 39.19 35.26 43.27 11.96 9.82 14.50
Year U.S. 30.38 29.67 31.09 7.95 7.62 8.30
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Oregonians who have used marijuana




The two main age groups of users

21-25 21-25

21-25 26 or Older 26 or Older 26 or Older
. 95% CI 95% CI . o o
Estimate (Lower) (Upper) Estimate 95% CI (Lower) 95% CI (Upper)
Population 256,773 2,641,939
Last Month Users
65,103 56,843 74,118 230,528 181,835 290,719
Past Year Users
100,625 90,527 111,096 316,096 259,438 383,139

Additional Month (13) Percentage

39% 39% 40% 42% 41% 43%




Take outs (subtractions)

» Medical users are known to number 66,922 and are distributed between the
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Consumption (Use) Rates

The use rates utilized much of the information from the study conducted by OSU Crawford- The survey utilized in the study was parsed
out to identify different levels of consumption for various categories of users: Super users and regular users

Spe Usars 5,590 5,029 6,172 17,561 14,413 21,286

Regular Users
81,531 72,802 90,583 217,133 168,155 275,088

The Heavy (Super) Users: This group consisted of the everyday heavy users (mostly men) at an average of 2.25 ounces in a month
(27 ouncelyear).

The Regular (Occasional) Users: This category showed men to use an average of 11.8 grams, while women are found to use slightly
less at 11.1 grams. 40% are calculated to have used all 12 months of the year, and 60% are assumed to use for 8 months of the year.

The New (Induced) Users: New users induced by legalization are assumed to be 3.9% of the total using one month increase use for the
occasional users. This is equivalent to 72,818 ounces per year. These users are assumed to be attracted by a reduced social stigma,
increased availability, and the elimination of fines for possession.

Adding the usage rate of the new users to the occasional user rate will result in an average of 9.8 grams a month (4.145 ounces/year).
The resulting consumption estimated results are shown in Table.

Super Users 150,937 135,790 166,645 474,145 389,156 574,709
Regular Users
(+Induced) 337,931 301,751 375,451 899,982 696,974 1,140,195

Total Use 488,869 437,541 542,095 1,374,127 1,086,131 1,714,905



Prices in a Regulated Market

The regulated market is segmented vertically into three types of businesses:
producers, processors, and retailers. Could be combined or vertically integrated

However, in order to guard for compliance with the department of Justice Memo, it’s likely that each business will have a
cost structure that will be manifested in a markup to the price received from the previous level. The markup will cover each of

the businesses costs and profits.

Usually the markup in various other businesses represents different costs based on the type of business and products
sold. Different industries impose varying markups to the product being transacted (from 60% to more than 120%). OLCC
currently marks up liquor at around 110%.

used the following schedule to approximate markup: although many permutations of markup percentages were examined.

with 20% Fed tax 280E implication included elsewhere

Federal Corporation Tax Rate at around 34%

Costs of Labor (Compensation, Social Security, Unemployment, Insurance, and Other labor
costs)

Cost of doing Business (Insurances, Security, Transport, Finance, Rent, Inventory)

Fees (Lab, Regulation, Certification, Other)
Net Profit

State Taxes @ 9%

Total




Price Estimate Models

» Current producer’s costs based on a paper by the Rand Corporation and other
research finds the cost of producing a gram of marijuana at $2d($5|0 er
0 Medical Marijuana




Price Model combinations

Producer’s Markup Markup Federal Tax 280E

Cost Processor Retailer Implication




Elasticity of Demand
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How Oregonians Acquired Cannabis
2002-2011

You bought it




Someone I
had just met
or didn't know
well
9%

A relative or
family
member
8%

A friend
83%




Elasticity and the Gray Market

Elasticity of a product emerging from the black market is likely to work in a
discrete fashion with movement in and out of the legal to the gray market.

In other words, the quantity of demand in Ore?on (a closed market) is likely to
stay the same, but the source of the supply will be determined by the difference
in price.

Proportions between the two markets will be dependent on the price.

Thus, the elasticity will determine the size of each market. If the legal market is
able to provide a supply at an advantageous (consumer) price and equal or
better quality than that of the gray market, then the gray markets will quickly
become unprofitable and will be squeezed out.

The illicit price however, is likely to start aligning around a mean in a tighter
arrangement as a response to Xcan’t impose higher prices) competition from the
legal market.

The graX market size will vary under the assumptions of various elasticities and a
range of future regulated prices.

Under high prices and high elasticities the (closed) Oregon market will be
dominated by the gray market.

Assuming the elasticity of marijuana is somewhere between 0.7 and 0.75, and
averaging the middle values of the different scenarios results in an initial gray
market size of about 65.7%.




Market shares

Assumed Gray Market Price: $177/oz.

-0.5

40.7% 43.8% 45.3% 46.7% 48.0% 66.1%

44.7% 48.2% 49.9% 51.4% 52.8% 72.7%

48.8% 52.5% 54.4% 56.1% 57.6% 79.3%

52.9% 56.9% 58.9% 60.7% 62.4% 85.9%

56.9% 61.3% 63.5% 65.4% 67.2% 92.5%

59.0% 63.5% 65.7% 67.7% 69.6% 95.8%

61.0% 65.7% 68.0% 70.1% 72.0% 99.2%

65.1% 70.1% 72.5% 74.8% 76.8% 105.8%

69.2% 74.4% 77.1% 79.4% 81.6% 112.4%
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Base Year Revenue Estimates

A base year is an analysis unit where we assume all elements are
working under constant assumptions.

Applying all the assumptions introduced while using the 95%
copfidetnce intervals to signify the lower and upper range for the
estimate.

Thereafter, adjustments for the initial start year and subsequent years
will be introduced to allow for possible changes and variation of the
assumptions in the base.

Thus, we determined the quantity demanded in the base year to be
about 1.86 million ounces.

The gray market, at $177 per ounce will retain 65.7% of the current
demand. The blended tax rate is assumed to be $28 per ounce ($35
flowers and $10 leaf) with 72:28 flowers to leaf ratio.

Increased consumption due to tourism and commuters is estimated at
19.6%. This is derived from the reported 42% tourist traffic in

Colorado proportioned to the number of surrounding states with
medical marijuana programs.

Including all these assumptions, results in a base year estimate of

$21.4 million with a lower range of $17.5 million and an upper range
of $25.9 million.



Fiscal Year (17)Revenue Estimates

FY 2017 Revenue expectation Estimate Lower Range Upper Range
Annual Base Revenue $21,381,107 $17,486,781 $25,902,988
Fiscal Year 2017 Revenue and distributions
Revenue Expected (@70%) due to program startup 75% of
and other unforeseen difficulties adding 1.5 %
average annual pop growth (3 years) (Gross ag:::l $16,035,830 $13,115,086 $19,427,241

' Revenue)

OLCC start up and Administration Costs $(7,074,934) $(7,074,934) $(7,074,934)
License and Application Fee Revenue $424,800 $424,800 $424,800

Distributions

Common School Fund 40% $3,754,279 $2,585,981 $5,110,843
B 9 1,877,1 1,292 2,555,421
Mental Health Alcoholism and Drug Services Account 20% LT A el 90 2D,
S — 15% $1,407,854 $969,743 $1,916,566
Cities 10% $938,570 $646,495 $1,277,711
Counties 10% $938,570 $646,495 $1,277,711
5% $469,285 $323,248 $638,855

Oregon Health Authority




Revenue Estimates for 2017-19 BN

Distribution

Common School Fund

Mental Health Alcoholism and Drug Services Account
State Police Account
Cities

Counties

Oregon Health Authority

$7,962,706
$3,981,353
$2,986,015
$1,990,676
$1,990,676

$995,338

$8,409,685
$4,204,843
$3,153,632
$2,102,421
$2,102,421

$1,051,211

FY 2018 FY 2019 BN 17-19
Gross Revenue $22,663,973 $23,910,492 $46,574,466
OLCC Costs $(3,162,209) $(3,291,278) $(6,453,487)
License Fees
Annual $360,000 $360,000 $720,000
App Fees $45,000 $45,000 $90,000

$16,372,391
$8,186,196
$6,139,647
$4,093,098
$4,093,098

$2,046,549




Long-Range Revenue Scenarios
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The 2015 legislative Session

» HB 2041 changed the taxation point and method to capture edibles and other
products

- » Changes the tz a privilege tax ($ ers to a point of sale
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HB 2041 point of sale @ 17% +3%

FY 2016 FY 2017 FY 2018 FY 2019 BN 15-17 BN 17-19
Revenue $10.75 $30.37 $32.04 $10.75 $62.42
collection costs ($11.56) ($6.84) ($6.94) ($11.56) ($13.78)
Fee & License revenue $5.17 $5.24 $5.30 $5.17 $10.54
Net Revenue $4.36 $28.77 $30.40 $4.36 $59.17
Revenue Distribution
Common School Fund 40% $1.74 $11.51 $12.16 $1.74 $23.67
Mental Health 20% $0.87 $5.75 $6.08 $0.87 $11.83
State Police Account 15% $0.65 $4.31 $4.56 $0.65 $8.88
Cities 10% $0.44 $2.88 $3.04 $0.44 $5.92
Counties 10% $0.44 $2.88 $3.04 $0.44 $5.92
Oregon Health Authority 5% $0.22 $1.44 $1.52 $0.22 $2.96

» Higher start up costs but higher level of revenue. (6% more market share)

» The early start by medical dispensaries is expected to provide $2 to $3 million
in revenue (at 25% rate) assuming no major implementation difficulties.

» This however remains a major risk and needs to be monitored not to further
disrupt the unfolding of the legal commercial system.







The 2015 legislative Session

> Revenue will increase in the coming biennia as prices, quality and safety of the product
improves.




