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A Medical Marijuana Doctor is defined
by Arizona Revised Statute as:

12. "Physician" means a doctor of
medicine who holds a valid and
existing license to practice medicine
pursuant to title 32, chapter 13 or its
successor, a doctor of osteopathic
medicine who holds a valid and
existing license to practice
osteopathic medicine pursuant to
title 32, chapter 17 or its successor,




a naturopathic physician who holds a valid and existing
license to practice naturopathic medicine pursuant to title
32, chapter 14 or its successor or a homeopathic physician
who holds a valid and existing license to practice

homeopathic medicine pursuant to title 32, chapter 29 or
Its successor.




“Cultivation Site” means the one additional location
where marijuana may be cultivated, infused, or
prepared for sale by and for a dispensary.




“Enclosed area” when used in conjunction with
“enclosed, locked facility” means outdoor space
surrounded by solid, 10-foot walls, constructed of metal,
concrete, or stone that prevent any viewing of the
marijuana plants, and a 1-inch thick metal gate.




Introduction to Medical Marijuana Dispensary

Real Property




Real Property

e “Appraisal Problem” or what are we appraising?
— “Nonprofit Medical Marijuana Dispensary” Definition

— Industrial Building Type:
* Remodeling and build out example
* Misc. Remodeling Photos

— Additional Building Type(s):

* Valuation Approaches:
— Cost Approach
— Sales Comparison Approach
— Income Approach

— Summary




Dispensary

 A.R.S.36-2801(11):

— "Nonprofit medical marijuana dispensary" means a not-for-profit
entity that acquires, possesses, cultivates, manufactures, delivers,
transfers, transports, supplies, sells or dispenses marijuana or related
supplies and educational materials to cardholders. A nonprofit medical

marijuana dispensary may receive payment for all expenses incurred
in its operation.




Industrial Building Type Overview

1950’s thru 1980’s year built

Concrete block construction

Single tenant warehouse to 4 tenant flex warehouse
9,000 sf to 35,000 sf in size

Other consistent construction features:
— 9’-16’ ceiling height
— Basic fenestration few windows
— Minimal improvement entrances




Maricopa County

16,500 Industrial Building




Example #1 Remodel Tracking

Pre remodel front view 2013




Example: Remodel Tracking

Pre remodel aerial 2013




Remodel: Permits Dated 9/2012-2/2013
Totaling $250,000

Single Building Remodel (9,500 sf) , Upgraded Electrical, New Roof Cover, New A/C’s, Interior
Buildout, Fire Sprinklers




Subject Listing

Floorplan




Subject Listing $900,000 (94.73 sf)

Single Parcel and Building




Subject Listing

Features and Description




Additional Remodeling after Parcel Combine
Totaling $435,000

4,000 sf New Construction, Upgraded Electrical, New Roof Covers, New A/C’s, Interior
Buildout, Fire Sprinklers




Total Facility Remodeling
$685,000 Permit Value ($31 sf)

4,000 sf New Construction (Greenhouse, Utility)
Interior Demo/Remodel (buildout)
Fire Sprinklers

Exterior Remodel (Sealing and/or Enclosing non essential
building entrances.)

New Roof Cover
Upgraded Electrical
28 New HVAC units (22,165 sf)




Facility Menu Indications

Flowers
Shake
Oils
— Possible on site oil extraction equipment

Lotions, Balms, and Bath Soaks

— Possible on site infusion equipment

Edibles

— On site kitchen (commercial grade)
* Baked Goods
* Gummies




Miscellaneous Location Remodeling/In Use Photos

Industrial Building




Misc. Industrial Remodeling Photos




Misc. Industrial Remodeling Photos




Misc. Industrial Remodeling Photos




Misc. Remodeling Photos




Misc. Remodeling Photos




Interior In Use




Interior In Use




Interior In Use




Additional Building Type(s)

Office or single tenant retail facilities

1950’s thru 2000’s year built

Concrete block or stud framing

1,450 sf to 5,000 sf in size

Typically used as dispensary only, no on site cultivation




Coconino County

10,000 sf warehouse/retail built in 1973




Pima County

2,322 sf freestanding retail built in 1964




Mohave County

3,456 sf freestanding retail built in 1973




Yavapai County

4000 sf office built in 2001




Appraisal

Cost Approach




Cost Approach
Original Structure




Cost Approach
Original Structure

Single Tenant Storage Warehouse

Marshall Swift Occ. 406 Rank 2 (Avg.)

16,500 sf

CCI=C (Concrete Block Construction Class)
Average Quality

15’ Wall Height

1967 Year Built

21% Build Out

2017 FCV $393,000 (524 sf) ($135,200 land value)




Subject Remodeling
5/2014
$765,000 Permit Value

Exterior Paint

New Roof Cover

Upgraded Electrical and Water
HVAC

Interior Demo and New Build Out (Grow rooms, Retail,
Safe Room, Offices)

Sprinklers
$393,000 + $765,000= $1,158,000 ($70.18 sf) Invested




Subject Exterior Photos
Front View




Exterior
Bullet Proof Entrance




Interior
Sales Area




Interior
Sales Area




Interior
Safe Room




Interior
Safe Room




Interior
Air Handler




Interior




Interior
Grow Room




Interior
Grow Room Ceiling




Interior
Grow Room




Interior
Curing Room




Interior
Curing Room




Subject

Cost Approach
Example #1: Actual Age (1967) with component upgrades
only:
Occ._ Rank Year Value
406 (WH) 2 (Avg.) 1967 $495,000 (S30 sf)
406 2.5 (Avg. +) 1967 $560,000 ($33.85 sf)

406 3 (Good) 1967 $621,700 ($37.70 sf)




Subject

Cost Approach
Example #2: Effective Age (1990) with component upgrades:
Occ. Rank Year Value
406 (WH) 2 (Avg.) 1990 $666,500 (S40.40 sf)
406 2.5 (Avg. +) 1990 $760,000 ($46.10 sf)

406 3 (Good) 1990 $854,000 ($51.75 sf)




Subject
Cost Approach

Example #3 Office:

Reminder: Per Marshall Swift recommendation, typically a warehouse
(406) should be converted to an office occupancy (344) rank 1 when
interior build out is 76%-100%.

Occ. Rank Actual Age Value

344 (OFFICE) 1 1967 $800,000 ($48.50 sf)
Rank Eff. Age Value

344 1 1990 $983,000 ($59.60 sf)




Appraisal

Comparable Sales Approach




9,500 sf remodel listed for $900,000 (94.73 sf)

2013 FCV $284,500 + $250,000 remodeling = $534,500 ($56.26 sf)




Appraisal

Income Approach




Income Approach

* The State of Arizona has 88 licensed medical-marijuana dispensaries at
the present time, and the Department of Health recently announced that
this summer it will begin accepting new applications for dispensary
operating certificates. This will be a first since the lottery was held for
the initial certificates in 2012. Leasing to dispensaries can be enticing
because landlords can charge premium rents (often 40 to 60 percent
higher) due to the inherent risks. Also, some landlords are willing to take
these risks because it enables them to fill commercial space that may
otherwise be difficult to rent.

—  Greater Phoenix In Business : Navigating Commercial Leasing to Medical Marijuana Dispensaries, web; July 2016




Income Approach

Zoning regulations are just one of many hurdles pot dispensaries have to clear to secure
property. Other challenges facing the industry include:

The rental practices of cannabis business owners can be especially unorthodox because
they typically pay in cash.

The marijuana cultivation process comes with the potential for fires, explosions, mold, and
electrical blowouts.

These challenges can drive up the cost of industrial warehouses suitable for growing and
processing cannabis as well as retail locations for marijuana dispensaries

In Portland, Maine, broker Susan Scanlon of Commercial Properties Inc. says demand from
cannabis businesses has driven basic warehouses leases from S5 per square foot to
between S8 and $9. (40% increase)

Leases tend to be triple-net, and tenants commonly make all the improvements themselves
because they don’t want anyone — even the landlord — to see their proprietary growing
processes

Realtor Mag;web,;August 2015




Summary

* Quantity and Quality of Data:
— Based on current state of the medical marijuana industry, quantity and quality
of data available for use in real property appraisal is limited.
— The Cost Approach to value (used by all 15 AZ counties) currently supports the
most reliable data and subsequent value.

* Is it Real Property? Or is it Business Personal Property?
— Are the HVAC, Electrical, and Water and over improvement (super adequacy)?

— Is the facility owned or leased?
* The “appraisal problem” will be greatly effected by the Federal
Government:
— Removing marijuana from “schedule one” list of controlled substances.

* Possibly allow FDIC insured banks to get involved.

— Changes investor opportunity
— Open up “Market” sales and leasing of marijuana facilities.




Medical Marijuana Facilities

Personal Property




Marijuana cultivation requires strict
environmental controls. Light,
temperature, nutrients levels, air
circulation and CO2 levels all must be
maintained.

The plants emit a distinctive odor;
therefore complex filtration systems are
necessary — carbon filters or ozone
generators must be installed.










Close up of CO, burner




Temperatures and other grow conditions
vary between the plants life stages —
drying and curing requires a completely
different environment than the warm,

humid conditions required during the
growth phase.

Multiple rooms/buildings/pods make this
kind of environmental control possible




Multiple rooms and/or buildings will normally
be considered real property; a facility may
choose to use grow pods commercially
available or repurpose shipping containers.

These pods are independent of the building
and should be considered personal property.







$ 21,900 complete
Nursery set up

Container S 3300 and up




S 24,900 production
room includes:




S 18,900
drying room













Grow Set Up

* Electrical

* Furniture

e Filtration/Air Exchange/Co2
Management

 Water & Nutrient Systems




Humidifier

/)




Special “green light’ bulbs — used in the
curing room




Older hydroponic systems

Ebb & Flood - nutrient solution floods the
growing medium and then recedes.

Drip systems — nutrient solution drips onto the
growing medium

Aeroponic systems spray roots floating in air w/
solution

Nutrient Film Technique system — aerated
water runs through a channel lined with
rooting medium

Aquaponics uses recirculated fish water




Example of Ebb & Flood setup
I




Another ebb & flood
system



Low cost ebb & flood system

This type of system would be found in
extremely small cultivation environments




Drip system




Automatic mixing and feeding for drip system




Reverse Osmosis System




Omega
Garden

This
configuration

holds up to 480
plants



Interior view of rotary hydroponic system




Single unit
with 360 plant
capacity listed
on E-bay at
$800.




Expanded metal benching - cultivation




The drying process emits especially high odor
levels — again filtration systems are necessary

Curing requires a cool, dark place

Ethanol is used to extract cannabinoids from
the plants. The resulting tincture can be
mixed into food creating edibles

or used to coat candy and
make gummies.




Processing

* Cutting

* Chopping

* Processing equipment

* Lab equipment

* Basic commercial kitchen equip
* Extraction equipment

(perfume)  Furniture

 Filtration/Air
Exchange Systems




Extraction equipment ranges from $20 on the
lowest end up. This model is listed at $39,000.




The top of the line retails for S 79,000. If high
quality product is used, the ROl is between 35
(smaller model) and 9 days.




Oil Extraction — Step 1




Additional extraction equipment




Vacuum Ovens




Vacuum Oven Step 2 in extraction process




Golden Shatter — extracted oil




Lab Equipment




commercial sinks
S350- S1000 new

kitchen equipment

Prep tables $ 150-S500




Drying

* Racking system

* Air exchange system
 Humidity control

Low cost example
$20-$40.

Higher cost version
S50- $300




Higher cost, newer tech versions

Moving up the range, there
are still higher cost options




Top of the line
automated
equipment —
approx. S 20,000




In General:

Packaging equipment
Labeling equipment
Computer equipment

Office FF&E Security cameras
Retail FF&E Electronic lock system
Cash register Video printer

Safe Vehicle

Cost ranges between
S 5,000 and $250,000










Define the problem

Understand costs attributable to
real and personal property

Capture data accurately

Assign a value




