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Appendix J: Government-controlled market operations and 
licensing 
Under the government control model, the state would exercise greater control over distribution and 
retail (Figure J-1). The state could directly control one or both of  these functions, like it does for 
liquor, where the Virginia Alcoholic Beverage Control Authority (VABC) distributes all liquor through 
its central warehouse and sells liquor at ABC-operated retail stores. Alternatively, instead of  directly 
performing these operations, the state could contract these functions out to private parties. For retail 
stores, the state could issue licenses to private parties that have strict franchise-like requirements.  

Regardless off  the approach used, cultivation, processing, and testing operations would be performed 
by private, licensed businesses. These licensees would operate under rules and requirements that would 
be similar to those in place under fully private models. This is also similar to the state’s liquor model, 
where all aspects of  production are performed by private parties. 

FIGURE J-1 
In a government control model, the government has greater involvement in two of the five 
major commercial marijuana operations 

 
SOURCE: JLARC analysis of other state marijuana markets, industry publications, and research literature. 
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Government-controlled marijuana distribution and retail has been attempted in Canada but not in the 
U.S. Marijuana is nationally legal in Canada, and the national government has allowed provincial gov-
ernments to control these operations. In Quebec, a province-owned corporation controls both distri-
bution and retail. In Ontario, the province controls distribution and private retailers are treated similar 
to franchise owners. 

Government control likely best protects public health and prevents illegal 
diversion, but is riskier and more challenging to implement 
A government control model is likely best able to achieve public health goals. Unlike private busi-
nesses, the state would not have a profit motive to advertise or otherwise promote marijuana use. 
Limiting advertising and promotions is important, because research studies show a link between ad-
vertising and increased marijuana use among youth, and other states have had problems with inappro-
priate advertising (see Chapter 9). By placing distribution and retail under government control, these 
problems are largely avoided. The state can directly control the visibility and promotion of  commercial 
marijuana. State-run retail stores would also be less likely to sell to underage customers. Looking at 
underage alcohol sales, for example, VABC reports its stores have an underage buyer check compli-
ance rate of  99 percent, compared to 89 percent for the private sector. (Underage buyer checks are 
when VABC sends an underage adult into an establishment to try and buy alcohol.) 

A government control model would also reduce the risk of  legally produced marijuana being diverted 
to the illegal market. In its role as distributor, the state would have direct control over all legal move-
ment of  commercial marijuana in the state, enhancing its ability to monitor the entire supply chain 
and reduce the risk of  marijuana being “lost” in business transactions. It would also directly control 
or closely oversee retail operations, improving its ability to monitor final sales. Additionally, the more 
operations are under state control, the less likely it is for marijuana to be diverted. Unlike a private 
company, the state would not have a financial incentive or survival motive to illegally divert marijuana 
for profit. 

Despite the potential benefits, the government control model may not be feasible. Government con-
trol of  marijuana distribution and retail has not been attempted in the U.S. because marijuana remains 
federally illegal. If  a state government became involved in marijuana distribution or retail, it would 
become an active participant in a federally illegal enterprise, instead of  just acting as a regulator. While 
the U.S. Department of  Justice has tolerated states that regulate commercial marijuana (and hence 
enforce restrictions on the substance), it is unclear how the department would respond to a state taking 
on an expanded role and actually distributing and selling marijuana.  

Virginia could also face legal challenges from residents and neighbor states if  it implements a govern-
ment control model. Colorado was sued by two of  its neighbor states—Oklahoma and Nebraska—
shortly after it established its fully private commercial market. Oklahoma and Nebraska argued that, 
by legalizing marijuana, Colorado had increased marijuana trafficking in their states and strained state 
and local police departments. The Supreme Court declined to hear the case, and no similar lawsuits 
have since been filed. However, if  Virginia state government becomes an active participant in the ma-
rijuana industry, its neighbors may be able to make a stronger case that they have been harmed by 
Virginia’s actions.  
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The government control model would also take much longer to implement than a fully private ap-
proach because the state would have to establish its own operations before the commercial market 
could open. State government usually moves at a slower pace than the private sector, so it would likely 
take longer to establish operations. The state would be further slowed by the sheer volume of  addi-
tional work required. For example, the private sector could establish retail stores across the state fairly 
quickly, with each licensed business taking all the steps needed to establish one or a few stores. In 
contrast, the state would need to lease or purchase hundreds of  properties across the state, renovate 
each property, and hire and train retail staff. This would take months if  not years. In Canada, the 
Ontario state government attempted to establish its own retail stores but gave up after a year, largely 
because of  logistical challenges.  

The upfront costs of  a government control model are also significantly higher because of  the addi-
tional functions the state would perform. If  the state takes on distribution, it would have to set-up its 
own warehouse or at least contract with one or a few private distributors. Under either approach, the 
state would likely have to begin making payments before the commercial market opens and tax reve-
nues are collected. If  the state attempted to directly operate retail, these costs would grow exponen-
tially because of  the cost of  leasing and renovating stores and hiring and training staff.  

The most practical government control model would be for the state to contract 
out distribution and have franchise-like private retail licenses  
There are three potential ways for Virginia to implement a government control model, but only one 
of  those options appears practical. The three options are (1) state directly operates distribution and 
retail, possibly under VABC (2) state contracts out distribution and retail, or (3) state contracts out 
distribution and franchises retail. Of  the three, only the last option appears practical. Even so, as noted 
above, this option is still more risky and challenging than any of  the fully private approaches. 

Direct state control of distribution and retail, under VABC or a new agency, would be benefi-
cial in the long term but appears impractical to implement 
The state could attempt to directly operate distribution or retail, either under a new agency or at VABC. 
This approach could result in the most revenue for the state in the long term, because the state could 
fully capture profits from distribution and retail. However, this approach requires the most time to 
implement (possibly several years) and entails the highest upfront costs (tens of  millions of  dollars). 
It also has the highest risk of  federal intervention and lawsuits against the state. Consequently, this 
approach does not appear to be practical. 

The upfront time and costs of  establishing directly controlled distribution and retail would be some-
what similar to establishing VABC’s liquor operations from scratch. The state would need to establish 
warehouses, distribution networks, and retail stores throughout the state. It would need to pay for 
these efforts before any new revenues from marijuana sales were available. The cost of  establishing 
all of  these operations would be exponentially higher than the $8 to $20 million it would already cost 
the state to establish regulatory and other functions (see Chapter 12). By comparison, the budget for 
VABC’s retail and distribution operations (≈$170 million, not including cost of  inventory) is more 
than seven times higher than its budget for enforcement and regulation ($22 million). If  this ratio held 
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true for marijuana operations, it could cost the state upwards of  $100 million to establish new func-
tions.  

The state could attempt to reduce the implementation time and costs associated with the direct ap-
proach by vesting VABC with these responsibilities. However, it is not clear that tactic would have any 
practical advantages. VABC officials indicated that the agency’s warehouse and distribution networks 
are designed around liquor. Marijuana distribution would likely require new, or almost entirely new, 
supporting infrastructure. Similarly, while some existing VABC stores could potentially be used to sell 
marijuana, many are likely too small to accommodate both liquor and marijuana. Consequently, VABC 
would still need to purchase or lease new retail space. Even VABC stores that are large enough to 
accommodate dual liquor-marijuana sales would need to be renovated, because marijuana will need to 
be stored and displayed differently than liquor.  

On the staffing side, it’s not clear that giving VABC authority for distribution and retail would reduce 
staffing needs. VABC would need to hire new employees to help perform many, if  not all, of  its new 
marijuana-related operations. The state may not be able to use any current VABC employees to assist 
with marijuana operations. The state could not ethically tell current VABC employees that, as part of  
their job, they are now required to commit federal crimes by aiding in the distribution and sale of  a 
Schedule I controlled substance.  

State could reduce risks and costs of government control by (1) contracting out distribution 
and (2) licensing retail under franchise-like agreements 
The state could maintain control over distribution, but reduce costs and risks, by contracting out this 
function. It could then create franchise-like arrangements for retailers that would make privately-
owned and operated stores resemble state-owned stores, in both appearance and operations. 

Contracting out distribution would be relatively easy because the state would need only a few contracts 
to provide statewide coverage. This approach includes some risk, though, because it is unclear whether 
the state would find enough competent businesses to perform this function. Existing distributors of  
other products, such as beer and wine, may or may not be interested in taking on this new function. 
Additionally, few businesses, if  any, may be interested in distributing to more remote—and less prof-
itable—parts of  the state. Additionally, the state would be relying on a small number of  contractors 
to provide adequate distribution capacity at a statewide scale. If  these contractors are not able to scale 
up and meet demand, the state could have regional or statewide product shortages. 

The state could try to contract out retail, but this would likely be too time consuming and costly. 
Unlike distribution contracts, the state would probably need several dozen retail contracts. Before 
awarding these contracts, the state would need to hold a procurement process and solicit bids, select 
winners, and make contract awards. The procurement process can be time consuming, especially for 
a large number of  bidders and contract awards. The state would also have to deal with potential chal-
lenges from parties who are not awarded contracts. Following contract awards, the state would still 
need to do the same sort of  facility inspections and opening approvals that it would do for licensed 
businesses. These inspections would be needed to make sure contractors are ready to begin handling 
marijuana. Because contractors would be performing work on behalf  of  the state, rather than being 
licensed to operate on their own behalf, many of  the costs of  setting up new stores would also be 
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borne by the state through contractor payments. Consequently, the cost advantages of  this approach 
are likely limited. This approach would also likely harm the ability of  the state to promote small busi-
nesses, because contracts would have to be for multiple retail stores, and only larger businesses would 
be well positioned to compete for those contracts. 

Instead of  contracting out retail, the state could license retailers under franchise-like agreements. Fran-
chise licensees would receive licenses to operate retail stores. These licensees would not have the same 
autonomy that a licensed retailer would have under a non-franchise regime. For example, franchise 
licensees would be required to locate their stores in the geographic areas identified by the state. They 
would have to adhere to strict requirements on store appearance, signs, and displays. They would be 
forbidden from any advertising or promotions. Those functions would be a state responsibility. Fran-
chise licensees would be required to send employees to participate in standard training and buy em-
ployees a standard “uniform” (e.g., a polo shirt with standard logo). Essentially, the stores would have 
the appearance and function of  a state-owned store, but the profits would flow to the franchise owner 
instead of  the state. 

The proposed government controlled approach—contracting distribution and franchising retail—
would not generate significant profits for the state. Profits from wholesale mark-ups would pay for 
the cost of  the distribution contracts. Consequently, distribution contractors would capture any whole-
sale profits. Similarly, any retail profits would flow to the retail franchise license holders.  

The proposed government controlled approach is summarized in Table J-1.  

TABLE J-1 
Virginia could adopt a government control model that (1) contracts out distribution and (2) 
licenses retailers under franchise-like agreements 

Operation License structure 

Cultivation 
≈100–800  
operations 

Types: Licenses divided into small, medium, and large tiers.  
Caps: License awards capped based on market demand. Awards made via lottery with stringent 
qualification standards for applicants.  

Options to promote small business & industry diversity: State can exempt small cultivators 
from license caps and award any qualified party a small cultivation license. Qualification stand-
ards for these licenses could be less stringent, but operations would not be allowed to start until 
all facility and operating compliance requirements are met. Small cultivators could also have spe-
cial permission to sell their products from their own premises, for off-site consumption, without a 
retail license. 

Processing 
≈25–100 
operations 

Types: Licensees can process all types of products (edibles, vape oils, concentrates) or specialize 
in specific products. Licenses can be divided into different types or tiers to simplify requirements 
for specialized operations. 
Caps: No license caps and all qualified applicants are awarded a license.  
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Options to promote small business & industry diversity: The structure proposed above (spe-
cialized license types, no caps) would allow small businesses to enter the market and compete. 

Distribution  
(gov’t contract) 
≈5-15  
operations 

Contracts: Contractors are the only operations allowed to perform transport or wholesale mariju-
ana raw materials or finished products to retailers. Some functions that could be performed by 
distributors in a fully private market, such as packaging, would be performed by cultivators or 
processors instead.  
Number: State would award enough contracts to provide sufficient, statewide coverage. 

Options to promote small business & industry diversity: Contracted distributors could not 
hold retail, cultivation, or processing licenses. 

Retail  
(licensed state 
franchises,  
independent) 
≈200–400  
operations 
(depending on  
demand) 

Types: Retail stores allowed, but not home delivery services or on-site consumption venues. 
Home delivery and on-site consumption venues could begin 3 to 5 years after store sales. Retail-
ers would have to meet exceptionally strict standards, including standards for store design and 
appearance, locations, and employee training (similar to the requirements that a franchise owner 
would be required to meet). The state would provide license holders with guidance and programs 
to assist them. 
Caps: License awards capped by the state, which would also determine where retail stores would 
be located. Awards made via a lottery. 

Options to promote small business & industry diversity: State can choose to set less exclu-
sionary qualification standards for applicants to promote a larger and more diverse applicant 
pool. Operations would not be allowed to start until all facility and operations compliance re-
quirements are met. Awards made gradually over period of 3 to 5 years until caps are reached. 

Testing  
(licensed,  
independent) 
≈5–20  
operations 

Types: Testing labs must be independent. They cannot hold any other type of license. Testing 
labs must also be certified by the state’s Division of Consolidated Laboratory Services (DCLS). 
Caps: None. 

SOURCE: JLARC summary analysis. 
NOTE: The range of potential licensees shown are estimates based on a review of mature, commercial markets in other states, Virginia’s 
anticipated marijuana demand at market maturity, and the license structure, including caps on cultivation and retail, JLARC is recom-
mending.  
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