
	707 Broadway, Suite 905, San Diego, CA  92101 
    P: (619) 234-6423 • F: (619) 234-7403 • www.sdcta.org 

	

Page 1 of 8 

MEASURE N: NON-MEDICAL CANNABIS BUSINESS TAX 
September 2016 

 
 
SDCTA Position:       SUPPORT with conditions 
 
Rationale for Position:     
 
Taxes on a good such as marijuana that has social costs can be beneficial if more funds are to be 
used for regulation, prevention, or other forms of offsetting the externalities created by the 
legalization of marijuana in the City.  SDCTA supports Measure N on the condition that in the 
future, the City recognizes and specifies that recreational marijuana is different than other goods so 
that the tax does not appear arbitrary.  Furthermore, the City should devote additional resources to 
law enforcement and prevention activities to try to offset—to the best of its ability—the costs 
brought about by legalization.  Lastly, the City should commit to conducting research to determine 
the ideal tax rate on recreational marijuana so as to minimize illegitimate and illegal activity in the 
marijuana industry.  SDCTA notes that gross receipts taxes and “sin” taxes have both been shown 
to have negative economic consequences, and hopes that the City will address the discrepancy 
between the tax rates for medical and recreational marijuana. 
 

 
 
Background 
 
Cannabis, or marijuana, was first legalized for medical use in California in 1996 with the passage of 
Proposition 215.  This led to similar measures in other states across the country.  In 2012, 
Washington state and Colorado both legalized the use of recreational marijuana and implemented 
regulation and taxation laws around the industry.  This November, California voters will have the 

Title:  Measure N – Non-Medical Cannabis Business Tax 

Jurisdiction:  City of San Diego 

Type:  Gross receipts tax, with revenue going to the general fund 

Vote:  50% + 1 of Voters in the City of San Diego 

Status:  On the November 8, 2016 General Election Ballot 

Issue:  Taxation of Recreational Marijuana in the City of San Diego   

Description:  A 5%, then 8% on July 1, 2019, and a maximum of 15% tax rate on the gross 
receipts of non-medical (recreational) cannabis businesses operating in the City, to continue 
indefinitely until repealed by the voters.  The tax would only be imposed if such businesses become 
legal in the State of California through the passage of Proposition 64. 

Fiscal Impact:  It would not be possible to accurately estimate the fiscal impact of this tax, as the 
number of businesses that will be allowed to operate in the city is unknown and it is not possible to 
estimate the gross receipts of these businesses.   The tax would continue indefinitely unless 
repealed by voters or the City Council. 
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opportunity to legalize recreational marijuana in the state, and residents of the City of San Diego will 
have the opportunity to vote on a local tax should recreational marijuana become legalized.  
 
Proposition 64 
 
The Control, Regulate, and Tax Adult Use of Marijuana Act—or Proposition 64—is a measure on 
the November 8, 2016 General Election ballot that would legalize marijuana for those aged 21 years 
or older.1  The measure would also establish several laws to regulate the cultivation, distribution, 
sale, and use of recreational marijuana, as well as create the Bureau of Marijuana Control within the 
Department of Consumer Affairs to license and regulate the marijuana industry.   
 
Individuals aged 21 years and older would be legally allowed to “possess, plant, cultivate, harvest, 
dry, or process” no more than six marijuana plants.2 
 
The measure would allow each local government to enact laws to regulate and tax nonmedical 
marijuana businesses, or ban them outright.  It also sets in place requirements for testing, labeling, 
and advertising marijuana products.  
 
Proposition 64 would require existing medical marijuana patients to receive a new recommendation 
from their physician requiring stricter standards of diagnosis, and provide new privacy protections 
for patients with a medical marijuana identification card. 
 
The measure aims to legitimize, tax, and regulate the marijuana industry in such a way that would 
minimize illegitimate and illegal markets.  Costs of enforcing former marijuana laws and 
incarcerating offenders are expected to decrease.  Individuals can qualify for resentencing if serving a 
sentence for a penalty that was reduced by the Act, and their former sentences may be erased from 
their record. 
 
Passage of the measure would implement a 15% excise tax on the gross receipts of licensed 
marijuana sales in the state.  The revenue gained from the taxation, which is estimated to be 
hundreds of millions of dollars, would be used to fund the administration of the new law, public 
health education programs for youth to prevent and treat substance abuse, training for law 
enforcement (especially in regards to DUI enforcement), investment in communities to combat 
underground markets, and restoration of public lands that have been damaged by illegal marijuana 
cultivation.     
 
Measure N 
 
Measure N, the Non-Medical Cannabis Business Tax, would establish a gross receipts tax on all non-
medical marijuana businesses operating or providing services within the City of San Diego should 

																																																								
1 California State Department of Justice Office of the Attorney General, Control, Regulate, and Tax Adult Use of 
Marijuana Act, DOJ 15-0103 (Sacramento, CA, 2016), 
https://www.oag.ca.gov/system/files/initiatives/pdfs/15-0103%20(Marijuana)_1.pdf  
2 Ibid. 
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Proposition 64 be approved by the voters.3  These businesses include distributors, retailers, 
cultivators, and delivery services.  As the measure requires a 50% + 1 simple majority vote, tax 
revenue cannot be earmarked for a specific purpose and would go into the General Fund to pay for 
general governmental expenses. 
 
If passed, the tax would be implemented at a rate of 5% until July 2019, at which time it would 
increase to 8%.  The City Council has authority to lower or raise the tax up to 15%, and it would be 
in effect indefinitely unless repealed by voters or the Council.  Licensed medical marijuana 
cooperatives and some transactions between patients and caregivers would be exempt. 
 
The measure states that accurate estimates of fiscal impact cannot be made because the number of 
marijuana businesses and consumer demand have not been determined, and price of marijuana may 
vary over time.  The City estimates that General Fund revenue will increase from the tax, but there 
will also be administrative costs involved in collecting the tax such as hiring new positions and 
increased contractual expenditures.   
 
It was also estimated, based off sales in Denver and adjusted for San Diego’s population, that sales 
for San Diego could be approximately $440 million annually.  This would generate $22 million 
annually at a 5% tax rate and $35 million annually at an 8% tax rate for the General Fund.  
Administrative costs were given a rough estimate of $650,000 annually.  If the proposed 2017 
General Fund revenue budget is $1.3 billion, a 5% tax and 8% tax would generate 1.69% and 2.69% 
of General Fund revenue, respectively. 
 
Gross Receipts Taxes 
 
Gross receipts taxes impose a tax on all transactions, including business-to-business transactions that 
occur during intermediate steps of cultivation and production of the good.  The tax is implemented 
as a percentage of the total revenue received by the business without deductions for the cost of 
operating the business.  This stands in contrast to a sales tax, which only imposes a tax on the final 
sale to consumers.  The City of San Diego does not currently impose gross receipts taxes on any 
industry.4 
 
The implementation of a gross receipts tax is a straightforward method of taxation in which 
revenues can be totaled over a certain time frame and a tax can be levied on that total, so profits do 
not need to be calculated. However, literature recognizes such taxes to be economically non-neutral.  
Tax neutrality refers to the concept that taxes should not favor certain types of activity over others, 
but rather the price of goods and the way companies organize themselves should be determined by 
the market.  Gross receipts taxes involve the repetitive taxing of different stages in the chain of 
production, distorting prices.5  Companies and industries with several stages of production will be 
taxed several times for the end product, whereas companies and industries that have less stages or 

																																																								
3 City of San Diego City Clerk, Non-Medical Cannabis Business Tax, O-20712 (San Diego, CA, 2016) 
https://www.sandiego.gov/sites/default/files/measures11082016_3.pdf 
4 Office of the City Treasurer, “Business Tax Exemptions,” City of San Diego, 
https://www.sandiego.gov/treasurer/taxesfees/btax/btaxexemptions 
5 Andrew Chamberlain and Patrick Fleenor, “Tax Pyramiding: The Economic Consequences of Gross 
Receipts Taxes,” Tax Foundation 147 (December 2006). 
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that have control over a larger portion of stages will be taxed fewer times.  The burden of that 
taxation is often reflected through the higher prices that the consumer must pay for products with 
several production stages.  This is a distortion of the market and can even discourage investment 
away from smaller firms that do not control as many stages of production.6   
 
If the government were to impose a tax on each stage of production and distribution, businesses 
would be forced to cut costs in other areas if they wanted to meet the same level of sales.7  Seeing as 
legal recreational marijuana businesses would theoretically all be new in the City of San Diego, a 
gross receipts tax could prevent firms from growing too large.  Measure N also includes written 
protections against monopoly and large scale cultivation in the marijuana industry. 
 
Non-neutral taxes like gross receipts taxes could be implemented to discourage negative behavior, 
such as cap-and-trade policies to address greenhouse gas emissions.  In this case, the tax should be 
set to a rate that would capture the unintended costs of consuming marijuana.8  However, the City 
has not specifically addressed these unintended costs, such as car accidents from driving while under 
the influence for instance, through the bill. 
 
 “Sin” Taxes 
 
Governments often impose what are known as “sin” taxes, which are excise taxes on specific goods 
that are considered harmful, such as tobacco, alcohol, or firearms.  These taxes are frequently 
included in the price of the product, and are meant to discourage the use of these harmful goods 
while acting as a source of revenue for various projects.  
 
The revenue from the Proposition 64 excise tax is earmarked to fund law enforcement, prevention, 
and other methods of combating the externalities that legalization may create.  The City of San 
Diego has not listed a purpose for imposing a tax on cannabis businesses other than for generating 
revenue for the general purposes of the City.  While ballot-box budgeting is generally not supported 
by SDCTA, a complete lack of reference to addressing social costs in Measure N does not indicate 
that the City is concerned with deterring use.  If the measure is in fact meant to deter marijuana use, 
it would be prudent to consider the effects of such taxes.  
 
“Sin” taxes have not been shown to significantly reduce the demand for “sinful” goods.  Studies 
have shown that marijuana is a relatively inelastic good, meaning that changes in price do not have a 
large effect on its demand.9  Consequently, taxing goods that are inelastic, and especially those that 
are addictive, is much more likely to have a negative financial effect on the consumer than it is to 

																																																								
6 Ibid. 
7 Robert A. Sirico, “The Sin Tax: Economic and Moral Considerations,” Acton Institute, 
http://web.uncg.edu/dcl/courses/vicecrime/m2/The%20Sin%20Tax.html 
8 Jason Furman, “The Concept of Neutrality in Tax Policy,” Brookings (April 15, 2008), 
https://www.brookings.edu/testimonies/the-concept-of-neutrality-in-tax-policy/ 
9 Kenneth W. Clements and Mert Daryal, “The Economics of Marijuana Consumption,” 1999, 
http://www.drugpolicy.org/docUploads/Mari.pdf 
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discourage use.10  According to the National Institute on Drug Abuse, problem marijuana use can in 
severe cases take the form of addiction, so these users would be hit the hardest.  
 
“Sin” taxes on average disproportionately affect low-income earners, who are spending a larger 
percentage of their disposable income on these “sinful” products.  Furthermore, young adults aged 
18-29 and those without a college education, both of which are groups with lower income levels, are 
the most likely to use marijuana and would thus be the most heavily affected by the higher prices.11  
However, in can be argued that lower-income individuals would be more likely to stop using 
marijuana due to higher pricing than would high-income individuals, which could combat this 
effect.12 
 

 
 
Effective Tax Rate 
 
When implementing an excise tax, it is important to tax at a rate such that individuals are not 
incentivized to evade taxes or use illegal or illegitimate markets.  Products sold in a black market are 
traded illegally, while goods sold in a grey or parallel market are technically traded legally but outside 
of authorized or intended channels.  If tax rates are too high, individuals may choose to conduct 
business in one of these types of underground markets.  Illegal and illegitimate markets allow 
businesses to evade the costly taxes and regulations imposed by the legal market, and consequently 

																																																								
10 Christopher Snowdon, “The Wages of Sin,” Adam Smith Institute (2012), 
http://static1.squarespace.com/static/56eddde762cd9413e151ac92/t/573da5009f7266965c8d6369/1463657
737237/The+Wages+of+Sin+Taxes+CJ+Snowdon+ASI_0.pdf 
11 Lydia Saad, “In U.S., 38% Have Tried Marijuana, Little Changed Since ’80s,” Gallup (2013), 
http://www.gallup.com/poll/163835/tried-marijuana-little-changed-80s.aspx 
12 Richard H. Mattoon, “Sin Taxes: The Sobering Fiscal Reality,” Chicago Fed Letter 339 (2015) 
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provide lower prices to customers.  Such markets often foster violence and disrespect for the law13, 
as well as undermine the legal system and regulatory structure put in place to help keep communities 
safe.   
 
If legalized, recreational marijuana will already be subject to a 15% excise tax with revenue going to 
the State.  If Measure N is approved, an additional 5-15% tax would be imposed on the sale of 
recreational marijuana.  Both of these taxes would be gross receipts taxes, with cultivators, 
producers, and distributors each being taxed for one product.  If the rate is too high, this would 
create incentives for tax evasion along the supply chain.14 
 
Because taxes from Proposition 64 and Measure N would not apply to medical marijuana, the costs 
for recreational marijuana businesses would be significantly larger than those of medical marijuana 
businesses.  This could give rise to a few consequences.  There is the potential that individuals 
currently abusing the medical marijuana system may opt to continue to do so and pay a lower price 
instead of purchasing marijuana from recreational businesses.  While Proposition 64 does require 
patients to receive a new recommendation, the diagnosis would be based off of guidelines that have 
been in place since 2015 and under which abuse has still occurred.  For example, there are several 
websites that operate across the state that allow for the acquisition of a medical marijuana card and 
subsequent order and pick-up or delivery service.  The application “Nugg,” established in 2015, 
allows users in Southern California to receive an evaluation from one of its partner physicians from 
home, get approval for medical marijuana use, browse nearby dispensaries, and get home delivery all 
within a few hours’ time.  It is easy to see how such a process could be abused by those who are not 
in true need of medicinal marijuana. 
 
Furthermore, if individuals are unable to obtain a new medical marijuana prescription, it is possible 
that they may turn to other illegitimate or illegal channels to obtain the drug at a low price.  
Alternatively, consumers may purchase recreational marijuana legally but travel to a nearby city with 
lower tax rates, taking business out of San Diego.  Recreational marijuana businesses may also turn 
to under-the-counter business methods to evade taxes.   
 
Colorado experienced problems such as these after initially imposing a rate that was too steep to 
prevent black and grey markets.  Regulators saw no significant decrease in medical marijuana 
purchases after the legalization of recreational marijuana.  It is expected that differences in tax 
rates—with recreational marijuana taxed at nearly three times the rate of medical marijuana—are 
responsible for this trend.  One way that individuals have been avoiding high regulatory costs in 
Colorado is through the use of delivery services.  Businesses market their products as “not for sale,” 
but ask for a “donation” based on the amount that the customer purchases.  This allows businesses 
to avoid paying taxes on sales, while customers benefit from prices significantly lower than if they 
had bought from a company operating legitimately.15   To respond to these issues, the state is 

																																																								
13	Sirico	
14 Patrick Murphy and John Carnevale, “Regulating Marijuana in California,” Public Policy Institute of California 
(April 2016), http://www.ppic.org/content/pubs/report/R_416PMR.pdf 
15 Joseph Henchman and Morgan Scarboro, “Marijuana Legalization and Taxes: Lessons for Other States 
from Colorado and Washington,” Tax Foundation (May 2016), http://taxfoundation.org/article/marijuana-
legalization-and-taxes-lessons-other-states-colorado-and-washington 
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lowering the state tax rate—one of many taxes imposed on recreational marijuana in the state—
from 10% to 8% in July 2017.16 
 
Marijuana would remain illegal under federal law even if Proposition 64 were to pass, leaving 
businesses with limited access to banking services.  Federal regulators often enforce burdensome 
regulatory and reporting requirements on financial institutions that work with cannabis-related 
businesses, discouraging these institutions from providing services to such businesses.  
Consequently, cannabis-related businesses often do not have bank accounts and must work 
exclusively in cash, which can foster money laundering or cartel and trafficking activity.  Colorado 
Attorney General Cynthia Coffman indicated that there has been an uptick in such activity in the 
state since legalization.17  It is possible that an excessively high tax rate may exacerbate such 
problems by providing further incentives to evade the regulatory system. 
 
 
 
Proponents: 
 

• Councilmember Mark Kersey 
• Council President Sherri Lightner 

 
Proponent Arguments: 
 
Just as it has done for other major California cities, a gross receipts tax on marijuana will ensure that 
San Diego has the resources to regulate legalization, and will protect the funding of other important 
city services.  
 
Opponents: 
 

• Scott Chipman, San Diegans for Safe Neighborhoods and Small Business Owner 
• Shirley Forbing, San Diego State University Professor Emeritus, Ed.D. 
• James Behamin Harrison, Pastor, Visions of God Ministries and Pre-school Administrator 
• Cathie Jolley, President of Pacific Beach Town Council 
• Jon Fellers, Ph.D., MD 

 
Opponent Arguments: 
 
The tax increase will not compensate for the significant increase in costs imposed by the legalization 
and increased use of recreational marijuana.  The tax money will simply go into the City’s General 
Fund and will not necessarily be used for prevention or enforcement.  By imposing a tax, the City 

																																																								
16 Robert W. Wood, “Colorado Cuts Marijuana Tax, Targets Black Market, While Oregon Eyes 20% Tax,” 
Forbes (June 10, 2015), http://www.forbes.com/sites/robertwood/2015/06/10/colorado-cuts-marijuana-tax-
targets-black-market-while-oregon-eyes-20-tax/#2d1fe5ad218e 
17 Yuka Hayashi, “Marijuana Companies Stuck Doing business the Old-Fashioned Way, in Cash,” The Wall 
Street Journal (March 31, 2016), http://www.wsj.com/articles/marijuana-companies-stuck-doing-business-the-
old-fashioned-way-in-cash-1459416605 
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Council is implicitly legitimizing and supporting the cultivation, manufacturing, and sale of 
recreational marijuana to profit from a significant and pervasive policy change that has not been 
discussed with the community. 


