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State should protect legal pot market

By Richard P. Ormond
CONTRIBUTOR

California voters legalized adult-use
cannabis in 2016 with the goals of bring-
ing the industry out of the shadows,
generating much-needed tax revenue and
a desire to begin repairing the damage
that decades of prohibition had inflicted
on communities of color.

Nearly a decade later, the illegal mar-
ket still controls an estimated 60% to
80% of cannabis sales in California. Li-
censed and lawful retailers are failing
because they can’t compete with un-
licensed growers who continue to oper-
ate outside the system. Illegal storefronts
operate openly on our cities’ boulevards
while the legal cannabis industry — the
one Sacramento created, licensed and
taxed — is dying. California’s legal weed
market contracted for the third consec-
utive year in 2025, with retail sales drop-
ping from $4.2 billion in 2024 to $3.9
billion in 2025. This was driven by com-
petition from an enormous illicit market,
severe pricing compression and a state
excise tax hike.

This is not a federal problem. It is a
Sacramento problem.

California’s cannabis excise tax has
been raised, cut and raised and cut
again. The rate started at 15% under
Proposition 64, before jumping to 19% in
2025, a move that crashed legal sales
almost immediately. Gov. Gavin Newsom
then signed legislation lowering the rate
back to 15%, but that will only extend
through June 30, 2028, when an automat-
ic adjustment mechanism will kick in
again, raising the tax back to 19%.

This is no way to govern. The Leg-
islature should fix the excise tax for rec-
reational cannabis at 10%, permanently,
with any subsequent increases requiring
a supermajority vote. Combined with
local taxes and sales tax, the effective rate
on a legal transaction would still exceed
those for tobacco or alcohol — but at 10%
would still be low enough to close the
price gap with the unlicensed market.

The math on cannabis revenue is
counterintuitive but sound. Every cus-
tomer buying from an unlicensed opera-
tor generates zero tax revenue. A lower
rate that captures even a fraction of the
illegal market’s volume generates more
total revenue than a higher rate applied
to a shrinking legal one. The Legislature
understood this logic when it eliminated
the cultivation tax in 2022 and projected
a123% increase in revenues through
volume effects. The Legislature now
needs to apply that same logic to the
excise tax, fix the rate and give the in-
dustry what it has never had: a stable
planning horizon.

r
4

Despite marijuana legalization, the illegal market still controls most weed sales in California.

Under California’s framework, a can-
nabis retailer needs a state license and a
separate local city or county license. That
local license is not a formality — it is a
full independent gatekeeping function
with its own application, fees, timeline
and discretionary approval process. A
hostile city council can block a fully
qualified operator indefinitely. More than
half of California’s jurisdictions have
banned cannabis retail entirely.

The result: geographic monopolies in
permissive jurisdictions and cannabis
deserts everywhere else — deserts the
illegal market fills without facing any
local opposition. And don’t forget each
city adds additional licensing fees, taxes
and permit requirements on top of the
state requirements. This is excessive.

New Jersey solved this problem. The
state cannabis commission issues a busi-
ness license; municipalities may regulate
locations through zoning but cannot run
a parallel licensing or taxing process.
California should adopt the same model.
The Department of Cannabis Control
should become the sole licensing au-
thority, while local governments can
continue to hold onto the zoning power
over where a business operates — not
whether it operates at all.

This is not a novel idea. The Alcoholic
Beverage Commission issues state liquor

licenses without a local licensing coun-
terpart. There is no principled reason
cannabis should be different, and a de-
cade of evidence confirms the cost of
pretending otherwise. According to the
Cato Institute, local municipal taxes
severely crippled California’s legal canna-
bis industry over the past decade, driving
operators out of business and bolstering
a thriving illicit market. Because more
than 86% of local cannabis tax measures
have been approved since 2009, opera-
tors face compounding local fees that
cause effective tax rates to exceed 40%
above their federal tax burden.

Since 2022, six years after voters legal-
ized weed, the Unified Cannabis Enforce-
ment Task Force has seized over $1.2
billion in illicit cannabis products — and
that represents just a fraction of an illegal
market that accounts for an estimated
60% of statewide sales. The problem is
not that enforcement has failed. It is that
enforcement is not scaled to the problem.

The Legislature should dedicate at
least 33% of its collected cannabis excise
tax revenues to unlicensed market en-
forcement, with a statutory firewall
against budget-season raiding. One-third
of the dollars the state collects should
then be locked in for law enforcement
and civil enforcement of already existing
state laws to curb illegal markets. Fur-
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ther, the state needs to be swift in its
enforcement, and it should take advan-
tage of civil enforcement processes, not
just criminal processes. Enforcement
needs California to also seek civil in-
junctions. A criminal case takes years,
while a civil injunction against an un-
licensed storefront can be obtained in
weeks.

The California cannabis industry is
not asking for charity. It is asking Sacra-
mento to honor the deal it made in 2016:
a fair regulatory framework where li-
censed businesses can actually compete
and generate revenue.

That deal has been breached by Cali-
fornia lawmakers. The tax structure has
been punishing and unstable. The licens-
ing regime has handed gatekeeping au-
thority to hundreds of local governments
that have used it inconsistently and often
destructively. Enforcement has been
chronically underfunded.

The green rush is over. What remains
is the question of whether Sacramento
has the will to fix its broken cannabis
market.

Richard P. Ormond is a partner at Buchalter
LLP, a cannabis and hemp industry law
firm. He is also the founder of Stone Blossom
Capital, LLC, a receiver and fiduciary ser-
vices company.
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Gas appliance ban is a noble but flawed idea

Regarding “Mad about the Bay Area
gas water heater ban? Here’s what you
need to know” (Open Forum,
SFChronicle.com, June 27): The Bay
Area Air District’s plan to prohibit gas
water heaters and furnaces needs to be
scrapped.

Everyone is in favor of cleaner air,
but how we get there needs thoughtful-
ness. Arguing that incentives for prop-
erty owners and future higher costs for
gas will ease the pain of conversion isn’t
going to cut it.

Converting from gas to electricity is
not a simple process. One can’t just
unplug the old unit and plug in the new.
Designing the new systems, obtaining
the appropriate permits, and coordinat-
ing with PG&E, if an upgraded electri-
cal panel is needed, will take time.

Modifying the building to accept the
new water heater and furnace takes
money, budgeting and careful planning,
especially if people are living in the
building.

Hardly anyone replaces a water heat-
er or furnace before it breaks. When
one does need to be replaced, the situa-
tion is tantamount to an emergency
because the home becomes uninhabit-
able without hot water or heat. Mandat-
ing the replacement of the gas units
with electric add to the cost and com-
plexity.

This flat-out ban on gas water heaters
and furnaces will bring nightmares to
many.

Frank Lee, San Francisco

Arch a bad symbol

President Donald Trump has pro-
posed the construction of a giant arch
near the Lincoln Memorial in Washing-
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ton, D.C. Besides the fact that we may
detest the person who is pushing for it,
why does it feel so hideously wrong?

Who in history built monuments to
leave a mark? Stalin, Hitler, Mussolini,
Nero, Ferdinand Marcos, the Kims of
North Korea, Mobutu Sese Seko of Con-
go — all horrible authoritarian dicta-
tors. That’s what’s wrong.

The arch would be a symbol of ex-
treme ego, of control, of personal power
and wealth, exactly what should not
exist in a leader of a democracy.

The people are the locus of power in
a functional democracy.

If built, the arch would serve as a
monument to how far we have fallen
from the ideals of our founding fathers.

Richard Park, Oakland
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Police are for the people

Regarding “Funding priorities
wrong” (Letters to the Editor,
SFChronicle.com, July 1): The letter
writer complained that the San Francis-
co city budget is not a “people’s budget.”

I would suspect that many San Fran-
cisco residents, maybe even a majority,
support increased funding and a budget
approaching $1 billion for the police
department that the letter lamented.

Car break-ins and other crimes that
were out of control in San Francisco are
down in large part because more offi-
cers are walking a beat.

The letter said a city’s budget is a
moral document.

I agree.

The budget says that keeping resi-
dents safe and not allowing them to be
victimized by crime is a moral imper-
ative.

I suggest to the letter writer that a
“people’s budget” depends on the peo-
ple he’s talking about.

Frank Sullivan, San Francisco

Don’t sugarcoat ICE

One of my favorite signs I saw from
the second No Kings March was “ICE
— because they can’t spell Gestapo.”

The sign reminded me that we need
the media to start calling things what
they are, not some friendlier term like
“detention center.”

It almost sounds like where you
would send kids after school to punish
them.

In reality, these “centers” are concen-
tration camps, much like the ones they
had in Nazi Germany.

I have read a myriad of articles re-
garding these centers: no visitors, poli-
ticians and inspectors not being allowed
in.

According to the detainees and the
occasional official, these centers are
dirty and overcrowded.

The food is generally inedible, and
what there is of it is restricted.

We never imagined that we would
have Immigration and Customs En-
forcement agents roaming around and
arresting mostly innocent people and
sending them to “detention centers.”

It couldn’t happen here.

How wrong we were.

We're well on the way to an aristocra-
cy and fascism.

We need to stop it now.

Deborah Sobr, San Francisco



