
The Oddest Cannabis Client I’ve Ever
Talked To
The taxes on cannabis are really high in California, and for this guy to think he’s going
to get out of them is a fairy tale. I don’t care what this guy’s legal team says,
someone will have to get a resale license, pay the taxes, and �gure a way out ...
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I got a call the other day from a client in California that has a new way to deliver
cannabis. He is a subsidiary of a Canadian Company. I ask where the product will be
sold, and he says California. I ask the obvious question, did he have a license to sell
cannabis products in California. He states that he buys the product from the
Canadian company, that marks it up. Forget that we have a Subpart F Income
situation, I state that the sales are still occurring in California and he needs a
cannabis license.

Here is where it gets interesting, he wants to �y in with his corporate lawyers and
spend the day with me in Orlando to �nd a way around something that you can’t. I
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have a policy: I will give you a free consultation, but I’m not sitting there for eight
hours without being compensated. The client states that he wants me to come to LA
and see his establishment. I send him a retainer agreement, billed at my hourly rate.
When the retainer gets to $800, I rebill the retainer. The agreement also states that I
am reimbursed for all of my travel expenses. I’ve been dealing with cannabis for a
long time, and I’m not cheap.

Before I hang up the phone, he asks what if the Canadian company sells the product
in California. I retort that it would create a nightmare of that company having to �le
a Form 1120-F, and they would still be subject to the license requirements.

There is a way around Section 280E, but not the California cannabis license and
taxes. I send my engagement letter and never hear back from this guy.

Let me tell you what this guy wanted to create. The foreign company was going to
sell the cannabis product to the US company for a pro�t. The US then marks it up and
sells it. This guy has just created Subpart F Income. Which is a nightmare to keep
track of.

What gets me, is this guy really wants me to spend the day with him and his legal
team, and think I’m going to do it for free? I work a lot on retainers, It is the fairest
and easiest way for me to get paid. Why would I spend my whole day with this
person without being compensated?

Every cannabis client pays me the same way, this joker just wanted something for
free. Now to clarify something, I don’t do this for money. I view money as a way to
have power and control over someone. That doesn’t mean that I don’t charge a lot of
money for what I do, it means that I’m not going to do something just for money.

The taxes on cannabis are really high in California, and for this guy to think he’s
going to get out of them is a fairy tale. I don’t care what this guy’s legal team says,
someone will have to get a resale license, pay the taxes, and �gure a way out of 280E.

 

 ———

Craig W. Smalley, MST, EA, is the Founder and CEO of CWSEAPA, PLLC. He has been
admitted to practice before the Internal Revenue Service as an Enrolled Agent and
has a Master’s Certi�cate in Taxation from UCLA. In practice since 1994, Craig is
well-versed in U.S Tax Law and U.S. Tax Court cases, and specializes in individual,
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partnership, and corporate taxation for high-net-worth clients; entity structuring
and restructuring; and representation before the IRS regarding negotiations, audits
and appeals. Craig is currently a columnist for CPA Practice Advisor and
AccountingWEB and has had 12 books published. His articles have been featured in
publications including the Wall Street Journal, The New York Times, and Christian
Science Monitor, and he has been interviewed and appeared as a featured guest on
numerous radio shows and podcasts. Craig can be reached at
craig@craigwsmalleyea.com.
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