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Across the United States, we 

are seeing cannabis legalization, both for 
medicinal and recreational use. And, as States 
begin to offer licenses, those seeking licenses will 
need to form corporations to operate their new 
business. The choice of a business entity is usually 
an easier decision, but in cannabis, due to its 
illegality on the Federal level, choices must be 
made that allow the owner and the business 
entity to mitigate any potential risk.  
 
In addition, there are tax consequences that need 
to be addressed when choosing an entity. For a 
cannabis business, we believe that the best option 
may be to organize as a C Corporation, whereby 
the company is taxed on its income at the 
corporate level and the owners of that business 
are taxed, again, on their personal tax returns for 
any income that they have derived from the 
business. There are certainly advantages to 
choosing an S Corporation, which, as a pass-
through entity, means that the company income 
is not taxed at a corporate level, but all income 
“passes through” to the owner, who is then taxed 
as an individual. 
 
However, choosing a C corporation allows for the 
separation of personal and business tax liability, 
which is favorable in the cannabis industry, as 
Section 280 (E) of the Internal Revenue Code 
prevents an entity from deducting expenses on its 
tax returns if they are associated with any 
“trafficking in controlled substances … which is 
prohibited by Federal law…”. 26 U.S. Code section 
280E. This section has been known to prevent 
some state-licensed businesses from claiming 
deductions which would thereby reduce their 
total tax liability. (Please consult a tax professional 
to determine how your business may be affected). 
 

So, how does a cannabis business deal with the 
disparate treatment of their business under 
Federal tax law? Typically, a cannabis business 
may set up a second entity, completely 
independent of the main cannabis business, 
whose purpose is to acquire a bank account (as 
many banks are still loathed to open accounts to 
a business that is illegal on the Federal level). This 
separate entity may also provide services to the 
main cannabis business, such as management, and 
even provide leased equipment to their cannabis 
counterpart.  
 
One other aspect of this industry that should be 
addressed is specific states that require medical 
cannabis dispensaries to be operated as non-
profit organizations or as a PLLC (Professional 
Limited Liability Corporation). Of those states 
that may require these varied corporate 
structures, new business owners need to be wary 
of the potential that they will not be able to 
achieve non-profit status under federal 
guidelines, due to the illegal nature of cannabis. 
These states will most certainly require the use of 
a separate C corporation. 
 
Finally, when determining the best corporate 
structure for the cannabis business, you need to 
consider the possibility of offering stock to future 
investors. The C Corporation is best suited to this 
idea, and most (if not all) funding companies will 
look to have a C Corporation in place to help 
effectuate that.  
 
Craig E. Yaris is a partner at Parlatore Law Group, 
with the experience and drive to handle all your 
Cannabis & General Business Practice, Franchise, 
and Mediation needs. 

As a former small business owner and Chief 
Operating Officer of a franchisor himself, Mr. Yaris 
is passionate about promoting business growth. He 
has experience managing daily operations, 
employee disputes, and negotiations of pertinent 
contracts for a franchise company with 100 
locations in five states, where he organized and 
conducted semi- annual meetings to educate and 
inform franchisees of best practices for improved 
growth. For more on Mr. Yaris, click here.  
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