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STATUS QUO

The Michigan Cannabis industry requires responsible operation / strict compliance and
is highly capital intensive. This is a reality that simply can’t be ignored.

The CRA seems to recognize this one hand with the following rules:

R 420.4 Application requirements; financial and criminal background
(v) The sources and total amount of the applicant’s capitalization to operate and maintain the
proposed marihuana facility in compliance with R 420.711.

R 420.10 Proof of financial responsibility; insurance.

R 420.11 Capitalization requirements; medical marihuana facilities licensing act. Rule 11. (1) An
applicant for initial licensure under the medical marihuana facilities licensing act shall disclose the
sources and total amount of capitalization to operate and maintain a proposed marihuana facility.

R 420.12 Denial of a marihuana license;

(n) The applicant or anyone meeting the definition of applicant has a pattern of convictions involving
dishonesty, theft, or fraud that indicate the proposed marihuana business is unlikely to be operated
with honesty and integrity.

RETAILERS ARE RESPONSIBLE FOR EXCISE TAX.



The Crux of

the Issue
N

THE MICHIGAN CANNABIS MARKET IS
PLAGUED WITH ONGOING HEADACHES
TIED TO SIMPLE LACK OF PAYMENT.



RIPPLE EFFECT
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FUNDS FROM THE SALE OF

PRODUCTS TO LICENSEES

that when funds from
the sale of product do
not flow to the Licensee,
all downstream parties
are adversely effected
and the whole industry is
placed at risk.




The Opportunity
e

REGULATE MARIJUANA LIKE ALCOHOL

In 2021 spirits sales passed $2.1 billion in Michigan (~32,265 active licenses)
In 2022 cannabis sales passed $2.2 billion in Michigan (~4,605 active licenses)



ELIMINATE TRADE CREDIT

THE SOLUTION

RESILIENT
CANNABIS

INDUSTRY E—

PLEASE NOTE, THESE ARE NOT
MUTUALLY EXCLUSIVE, RATHER
THEY MUST BE IMPLEMENTED
TOGETHER IN ORDER TO BE
EFFECTIVE. WITHOUT ONE, THE
ENTIRE FRAMEWORK FALLS APART,

ESTABLISH DEFINED
RETURN WINDOW
AID AND ASSISTANCE
RULES



Rule1 - Eliminate

Trade Credit
E—

« Responsible purchasing can most effectively be achieved through ‘cash on delivery’ purchases and
elimination of trade credit.

« |f a particular licensee does not possess sufficient liquidity at the time of purchase to pay for a
marijuana product(s), the licensee should not be permitted to engage in the purchase, period.

 The current prevailing market practice whereby licensees merely hope to sell through the inventory
that they are purchasing on credit, in order to be able to actually pay for the same inventory (i.e, a
consignment sale), is a systemic and dangerous practice.

« Eliminating trade credit will drastically reduce the amount of disputes, legal actions, and overall
administrative burden, thereby increasing market stability and making the system transparent, fair and
safe for all participants.



SUBSTANTIATION

« The sale or purchase of alcohol in Michigan has been cash only since 1998.
« The vast majority of states in the country have similar COD law(s).

« Restrictions on credit have been adopted in some form in every state and are
codified in the regulations implementing the Federal Alcohol Administration Act.



Rule 2 - Return

Window
E—

Establishing a defined return window is essential to provide a definitive end point to purchase
transaction and to create a clear chain of custody.

Currently, a purchasing licensee can pay for a product at any time and return the same product (or a
portion therof) at any time.
» This is a major safety concern because it is unclear as to which party actually owns the product
when it has not been paid for and is sitting in the custody of another party.
> It is also a major safety concern because a purchasing licensee could commingle the product
with other product and return it, or some portion thereof.

A defined return window is also necessary to prevent a purchasing licensee from renegotiating
terms of a purchase by threatening to return a product(s).

Lastly, without a defined return window, a ‘cash on delivery’ rule is rendered moot as product returns
can be used as an alternative means to circumvent Trade Credit rules obtain credit (See Rule 1 -

Trade Credit).



Rule 3 - Aid and

Assistance
]

This principle is the cornerstone of Michigan's alcohol trade practices regulatory structure. It is
designhed to provide a level playing field for all industry members. Licensees should be prohibited
from giving anything of value to other licensees, including but not limited to: cannabis product(s),
merchandise, furniture, fixtures, equipment, uniforms, cash or loans, labor, etc. Further, a licensee is

prohibited from accepting aid and assistance from another licensee. This rule serves a variety of
purposes including:

> It re-establishes that trade credit is a thing of value and cannot be extended to any licensee.

» It ensures a fair and transparent marketplace by preventing the largest operators from
“bribing” retailers with cash, gifts, financing, or other payment in-kind in order to circumvent
trade credit rules and/or reduce competition and/or control price.

» Eliminating ‘pay-to-play’ practices in the marketplace prevents monopolistic behavior by the

largest licensees, which severely disadvantages smaller licensees who cannot afford to
participate.

» Lastly, aid and assistance rules ensure that the end consumer is afforded variety and choice at
the point of purchase, not forced to pick products from whomever paid the most, which
ultimately results in higher prices being paid by the end consumer.



THE OPPORTUNITY

ThePath Forward

The CRA has been presented with the following policy recommendations
and has echoed that it would like to implement these proposed rules,
however the CRA does not believe it currently has the rule making
authority to do so.

Accordingly, we are now seeking the support of Michigan legislature to
Mmake sure these proposed rules become law.

The state of Michigan is uniquely positioned to establish itself as a
thought leader and beacon for the rest of the country to follow. Michigan
can and should be at the forefront of reshaping a heavily stigmatized
industry. The path forward is to set forth the much-needed laws necessary
to establish financial responsibility, accountability, trust and consumer
safety.



