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How Private Credit Fuelsthe Cannabis Industry
Growth

Private Credit EmergesasalLifelinefor a High-Risk Yet High
Growth Industry

In the absence of traditional banking services and institutional lending, private credit has stepped in as a
crucia financial engine for the rapidly growing marijuanaindustry. Cannabis remains federally illegal in the
United States, which prevents banks from offering loans, lines of credit, or even simple deposit servicesto
cannabis businesses. This banking void has created a unique space where private lenders—ranging from
high-net-worth individuals to hedge funds and aternative finance firms—have filled the gap, shaping the
very foundation of the legal cannabis market.

Therise of private credit as a dominant funding source for cannabis companies has allowed the industry to
expand at atime when other forms of capital were either too risk-averse or legally restricted. Thisrole of
private credit is not only foundational to the industry’s past and present but is poised to continue as the
backbone of cannabis financing in the foreseeable future.

The Traditional Lending Vacuum and ItsImpact on Cannabis Operators

Despite cannabis legalization in over 35 states for either medical or recreational use, federally chartered
banks and credit unions remain wary of doing business with cannabis operators. The federal classification of
marijuana as a Schedule | substance under the Controlled Substances Act puts financia institutions at legal
risk, deterring them from offering credit or loan products to the sector.

This gap has | eft cannabis entrepreneurs with few choices. Without access to conventional capital markets,
startups and even mature operators often struggle to secure the resources needed for expansion, supply chain
development, or equipment procurement. For these businesses, private credit has not been a luxury it has
been a necessity for survival and growth.

Structuring Creative, High-Yield Deals Tailored for Cannabis Market Realities

Private credit lenders have brought flexibility to cannabis financing, often structuring deals that are
customized for the unique risks and cash flow patterns of cannabis operations. Deals often come in the form
of asset-backed loans, sale-leasebacks of real estate, or convertible debt arrangements that provide capital
without the dilution of equity.

These lenders understand that cannabis businesses may have higher-than-average default risks and longer
return horizons due to regulatory hurdles. In exchange, they charge higher interest rates or secure their loans
with valuable assets like licenses, property, or equipment. These tailored deals offer cannabis businesses
much-needed breathing room while delivering attractive returns to lenders willing to accept the risk.



The Role of Real Estatein Making Private Credit More Secure and Scalable

One of the most common instruments used in cannabis private lending is the sale-leaseback arrangement. In
this model, cannabis companies sell their owned real estate—typically cultivation facilities, processing labs,
or dispensariesto a private investor or credit firm, and then lease it back under long-term agreements.

This setup allows the operator to raise cash while continuing business uninterrupted, and it gives the investor
a hard asset that secures the loan. In an industry with limited access to conventional real estate capital, private
credit has innovated ways to unlock liquidity from otherwise stagnant property holdings.

Private Equity, Hedge Funds, and Family Offices Step Into the Void

With venture capitalists and banks largely sidelined, private equity firms, hedge funds, and family offices
have emerged as the primary sources of financing for cannabis operators. These players often see cannabis as
ahigh-risk, high-reward industry that fits their appetite for alternative investments.

They are not merely offering capital they are shaping the ecosystem. Some act as both lender and strategic
advisor, guiding operational decisions, restructuring distressed companies, or facilitating mergers and
acquisitions. This level of involvement has made private credit not just a funding source but a powerful force
influencing the direction and consolidation of the cannabis market.

Federal Reform Still in Limbo, But Private Credit Keegpsthe Industry Moving

The lack of federal cannabis reform has preserved the status quo, but it has not stalled industry momentum.
While many have hoped for the passage of billslike the SAFE Banking Act to open doors to traditional
lenders, repeated failures in Congress have extended the timeline for regulatory clarity.

In the meantime, private credit has stepped in to ensure cannabis companies continue to raise capital, scale
operations, and expand their footprint. Thisinterim period potentially lasting several more years could
further entrench private lenders as long-term partners in the cannabis space, even after reforms eventually
materialize.

CannabisIndustry Consolidation Accelerates Through Private Lending Channels

As the cannabis market matures, competition is intensifying and margins are shrinking. Many operators face
financial stress due to overexpansion, regulatory costs, or falling wholesale prices. Private credit firms have
stepped in not only to lend but to finance acquisitions and bailouts.

Debt financing has enabled stronger firms to acquire distressed competitors, often in all-cash deals that
circumvent the delays and risks of stock-based mergers. This access to capital has sped up consolidation in
key markets like California, Colorado, and Michigan, where only the most efficient operators will likely
survive.

Sustainability of Private Credit Hinges on Industry Maturation and L egidlative Clarity

While private credit has proven invaluable to cannabis businesses, it is not without challenges. High default
rates, shifting valuations, and unpredictable policy changes make this a volatile space. Lenders must balance
aggressive return targets with prudent risk management, especially in saturated or unstable markets.



Still, as the cannabis industry continues to mature with better financial reporting, scalable business models,
and more sophisticated leadership the lending environment is likely to stabilize. When or if federal reforms
open the door to traditional banking, private credit may shift toward mezzanine financing or more
ingtitutionalized products, but its presence will remain vital.

The Future of Private Credit in Cannabis: Long-Term Partner or Transitional
Solution?

The critical question now is whether private credit remains a permanent fixture in the cannabis capital
landscape or if it will be gradually replaced by banks and public markets after legalization. While the answer
depends largely on regulatory timelines, the structural innovations and deep sector knowledge brought by
private lenders give them a competitive edge.

Many cannabis firms, having built trusted relationships with their lenders, may continue to prefer private
credit over rigid bank loans, even post-reform. Others may refinance existing debt or seek more favorable
terms as competition among lenders increases.

Either way, private credit is likely to retain a strong foothold in the cannabis industry, having proven its value
not only in moments of crisis but as a key enabler of sustained growth.
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