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Strategic Advantages of ESOPsfor Cannabis
Businesses

Adopting an Employee Stock Ownership Plan (ESOP) can provide significant strategic advantages for
cannabis businesses. In a highly competitive and evolving industry, ESOPs offer solutions to key challenges
in employee relations, succession planning, and financial performance. By turning employees into beneficial
owners, companies can enhance workplace morale, improve retention, ensure business continuity, and
optimize financial performance.

Employee Retention and M otivation

ESOPs are powerful tools for improving workplace morale and loyalty. When employees become beneficial
owners, they gain a direct stake in the company’ s success. This often translates into higher productivity and
lower turnover. Studies indicate that ESOP companies experience a 4-5% annual productivity increase and
significantly higher retention rates. Compared to traditionally owned firms, ESOP Advantages, ESOP-owned
companies see turnover rates of around 10.8%, as opposed to 27.1%. This means employee ownership can
increase retention by up to 300%.

In the cannabis industry, where competition for skilled workers such as growers, budtenders, and managersis
intense, an ESOP can be a key differentiator in attracting and retaining top talent. Nick Friedman of Theory
Wellness highlighted that the ESOP model creates stronger incentives for employees to perform better and
remain with the company longer. Employees build wealth as shares appreciate, reinforcing a culture of
ownership where individual effort directly impacts personal financial growth. This sense of shared purpose
can significantly reduce employee poaching and turnover, stabilizing workforce dynamicsin an industry
where long-term career growth has traditionally been limited.

Succession Planning and L egacy Preservation

For cannabis founders and investors, an ESOP presents a compelling exit or partia exit strategy while
preserving the company’ s mission and independence. Instead of selling to alarger competitor or private
equity firm, owners can transfer ownership to employees through an ESOP trust. This enables a gradual
transition while maintaining business continuity and local roots.

Industry advisors suggest that selling to an ESOP ensures that passionate employees who care about the
company’ s mission are given the opportunity to take ownership. This approach preserves company culture
and values, unlike mergers and acquisitions, which may lead to leadership changes and cultural shifts. By
choosing an ESOP, founders can achieve liquidity and diversify their wealth while rewarding long-term
employees with meaningful ownership stakes. Additionally, previous owners often remain involved in
management, ensuring leadership continuity, as demonstrated by the Theory Wellness founders who retained
executive roles post-ESOP transition.

Enhanced Company Performance and Valuation



By converting employees into shareholders, ESOP-owned companies often experience improved operational
performance. Employee-owners tend to be more engaged and committed to company success, leading to
innovation, enhanced customer service, and increased efficiency. A well-known example outside of cannabis
is Publix, a 100% ESOP-owned grocery chain renowned for exceptional customer service driven by its
employee-ownership culture.

For cannabis businesses operating in competitive markets with tight margins, an ESOP structure can deliver
significant financial benefits. Companies adopting ESOPs have reported doubled or tripled cash flow due to
increased employee engagement and tax advantages. Higher cash flow strengthens financial stability,
allowing businesses to invest in expansion, hire new employees, or pay down debt, all of which enhance
enterprise value.

Another key financia benefit is the tax advantage ESOP-owned businesses receive. ESOPs can help cannabis
companies optimize their tax obligations, redirecting what would have been paid to the IRS into business
reinvestment. As aresult, ESOP-owned companies often achieve stronger financial health and higher
valuations over time. Additionally, ESOPs provide a stable ownership structure, reducing the risks associated
with frequent ownership changes. This stability enhances business relationships with suppliers, customers,
and lenders, further contributing to long-term success.

The strategic value of ESOPs in the cannabis industry extends across human capital, ownership transition,
and financial performance. By fostering a culture of shared ownership, ESOPs enhance employee motivation
and retention, providing a strong foundation for business success. They offer a succession planning
aternative that maintains company independence and mission while allowing founders to transition
ownership in a structured manner. Finally, ESOPs deliver financia benefits, including improved cash flow,
tax savings, and reinvestment opportunities. While implementing an ESOP requires careful planning and
compliance, the long-term advantages create a win-win scenario for both cannabis businesses and their
employees.
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