
Report: Cannabis Retailers Owe California $1.3B
in Back Taxes

Cannabis Dispensaries Across California Are Hurting with High Taxes and Penalties

California’s cannabis industry has undoubtedly been a major revenue generator for the state since legal sales
began in 2018. Billions of dollars in tax revenue have flowed into state coffers, yet the venture has not been
without its challenges. Cannabis retailers are grappling with high taxes, severe penalties, and the looming
threat of further tax increases, all of which are pushing many businesses to the brink of financial collapse.

The Financial Toll of California’s Cannabis Industry

Since California voters legalized cannabis in 2016, the state has been a pioneer in the legal marijuana market.
Retail dispensaries began selling cannabis products in 2018, and since then, California has collected more
than $6.5 billion in cannabis tax revenue. The Golden State’s cannabis industry has continued to grow, with
the third-quarter returns from 2024 totaling $250.5 million.

While these numbers seem impressive on the surface, they obscure a major issue: cannabis retailers in the
state collectively owe nearly $1.3 billion in back taxes. According to a report from SFGate, this staggering
amount includes $354 million in unpaid taxes, with interest and penalties comprising the rest of the debt.
These financial strains have left many cannabis dispensaries struggling to stay afloat.

The State’s Harsh Penalties for Late Payments

One of the biggest hurdles facing cannabis retailers in California is the state’s high tax penalties. California
imposes a 50% penalty on businesses that are late on their tax payments—far higher than the typical 10%
penalty levied on most other industries. This steep penalty for cannabis businesses has made it increasingly
difficult for dispensaries to recover financially when they fall behind on tax payments. The high penalty rates
have created a significant burden on cannabis operators, many of whom already struggle with thin profit
margins due to the state’s high tax rates on cannabis products.

The Impending Tax Hike

Adding fuel to the fire, California lawmakers have announced plans to increase the cannabis tax rate from
15% to 19% in July 2025. This tax hike is causing widespread concern in the cannabis industry, with many
operators fearing that it could drive businesses out of the legal market altogether. The added tax burden could
force retailers to either increase their prices or cut costs in ways that negatively impact their operations,
ultimately pushing many to revert to the illicit market where cannabis is often cheaper and unregulated.

The increased tax burden is compounded by a challenging market environment. With high operational costs,
complex regulations, and the ever-present threat of penalties for late payments, many dispensaries are
struggling to turn a profit. If the tax hike proceeds as planned, experts warn that it could lead to a further



exodus of businesses from the legal market, exacerbating California’s ongoing issues with cannabis taxation.

Fresno’s Struggles with Cannabis Tax Revenue

While the state as a whole continues to collect billions in cannabis tax revenue, some local areas are falling
short of expectations. One notable example is Fresno, where the cannabis industry has struggled to meet
revenue targets. In fiscal year 2023, Fresno’s cannabis sales tax revenue totaled just $1.575 million, far below
the projected $5.3 million. In fiscal year 2024, the city projected $5.38 million in cannabis tax revenue but
only collected $2.26 million. This substantial shortfall highlights the challenges faced by local governments
as they try to capitalize on the cannabis boom.

Despite these setbacks, Fresno officials remain optimistic about the city’s cannabis industry. They are
projecting a revenue increase to $7.12 million for fiscal year 2025, although that goal seems ambitious given
the current performance of the industry. In recent quarters, Fresno has seen a decline in cannabis sales, with
taxable sales falling from $18.5 million in Q2 2024 to $16.8 million in Q3.

The Bigger Picture: Struggling Businesses and Rising Taxes

The financial struggles of cannabis dispensaries in California are not isolated to Fresno. Many dispensaries
across the state are feeling the pressure of high taxes and penalties, and the combination of these financial
strains is taking a toll on the industry. In addition to the taxes themselves, businesses are burdened by the cost
of complying with complex regulatory frameworks and the persistent threat of penalties for even minor
infractions.

As the tax rates continue to climb, there is growing concern that the legal cannabis industry in California may
collapse under its own weight. Many dispensaries are already operating on thin margins, and further tax hikes
may be the tipping point for many. The potential for increased taxes and ongoing enforcement of harsh
penalties could lead to an even wider gap between the legal and illicit markets, ultimately weakening the
state’s ability to control the cannabis industry.

What Lies Ahead for California’s Cannabis Industry?

As California’s cannabis industry faces mounting challenges, it’s unclear how the state will navigate its
current predicament. The push for higher taxes could continue, but this may drive more businesses to operate
outside the legal framework, further eroding the state’s tax base. If this trend continues, it could result in the
demise of California’s legal cannabis market, which would not only hurt dispensary owners but also deprive
the state of much-needed tax revenue.

What’s clear is that California’s cannabis industry, which once promised to be a massive economic boon, is
now facing a difficult future. Cannabis retailers are caught between the pressures of high taxes, steep
penalties, and an increasingly uncertain regulatory environment. If the state does not find a way to balance
tax revenues with the needs of legal businesses, California’s cannabis market could very well face a steep
decline in the coming years.
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