
Potential Tax Deductions for Cannabis Companies
Without 280E

Potential Rescheduling of Cannabis Could Revolutionize Industry Finances

The cannabis industry has long been constrained by Section 280E of the Internal Revenue Code, which
prohibits companies dealing with substances classified under Schedules 1 or 2 of the Controlled Substances
Act (CSA) from deducting ordinary business expenses. This provision has stifled the growth of legal
cannabis enterprises across the United States.

Impact of Section 280E

While Section 280E is applicable to federal deductions, only half of the markets with medical or adult-use
cannabis business licenses are decoupled from federal limitations. This means that state-regulated cannabis
companies in those regions are not subject to 280E rules when filing state taxes, giving them some relief.
However, the federal constraints have significantly hindered the industry’s growth.

Potential Reclassification

The Biden administration’s proposal to reclassify cannabis from Schedule 1 to Schedule 3 could bring about
a fiscal revolution for the industry. Under Schedule 1, cannabis businesses face severe limitations on their tax
filings and income-tax obligations.

Current Limitations on Deductions

Section 280E prevents cannabis companies from claiming a variety of deductions that are routine for other
businesses, including:

Rent: Leasing space for operations is a nondeductible expense.
Salaries and Wages: Employee compensation cannot be deducted.
Utility Costs: Essential utilities like electricity and water are not deductible.
Maintenance and Repairs: Upkeep of facilities is a nondeductible expense.
Marketing and Advertising: Expenses for building and promoting a brand cannot be written off.
Health Insurance: Employee medical coverage is a nondeductible expense.
Depreciation and Amortization: The gradual loss of asset value is not recognized for tax relief.

Preparing for Potential Changes

If cannabis is reclassified to Schedule 3, the industry could see significant changes:



Full-Spectrum Deductions: Businesses could claim deductions for ordinary and necessary expenses,
such as rent, salaries, utility bills, and marketing costs.
Profit Reinvestment: Funds saved from tax relief could be reinvested into the business, fueling
expansion, research, and development.
Lower Consumer Prices: Cost savings might be passed on to consumers, making medical cannabis
more accessible.
Enhanced Financial Services: Reduced stigma could lead to better access to loans, credit lines, and
banking services.
Elevated Market Competition: Tax relief could lead to competitive pricing, reducing the appeal of
the illicit market.

Industry Speculation

The prospect of these changes has generated excitement and speculation within the industry. If Section 280E
becomes obsolete for cannabis businesses, it could unleash significant economic growth and transform the
industry into a financial powerhouse.

The potential rescheduling of cannabis and the subsequent elimination of Section 280E’s constraints could
allow the cannabis industry to reach its full financial potential. While the exact timing of these changes
remains uncertain, the possibility of such a transformation offers a hopeful outlook for the future of the
industry.
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