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Cannabis Business Accounting: Bad
Debts
If you are on the accrual method of accounting, and you recognize income as it is
incurred and someone doesn’t pay you, you have a bad debt. However in cannabis
you are stymied by Section 280E, which only allows cost of goods sold (COGS) to be
deducted.
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deducted.  A bad debt expense is not COGS, so you have to �nd another way around
it. So how do you deduct it?  Returns and allowances.

Returns and allowances is a contra income account that shows the sale price
returned by customers, and discounts taken.  However, in cannabis it is your bad debt
account.  Section 280E states that you can only take COGS as a deduction. 
Furthermore, these clients have claimed the income, paid tax on it and now the
dispensary doesn’t want to pay the cultivator.  The only option you have to offset the
bad debt is returns and allowances. 

I know that with Section 280E cannabis accounting is hindered by this law, that has
been in place since 1982.  In California for example, this is very common.  A cultivator
will sell his or her crop on consignment.  With the �ood of dispensaries and
cultivators the cannabis industry is not as lucrative as it used to be.  That being said,
the cultivators a lot of times get burned on the consignment issue. 

If they were any other business on the accrual method, they would be able to deduct
as a bad debt.  If you work at all in cannabis you know you have to get creative.
Returns and allowances is the only way you can go.
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