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Hawai?i I ncom e Tax
While most applicants
for the soon to be
awarded
H awai?i
M edical
M arijuana
Dispensary
licenses
understand that any business must deal with State and
Federal Income taxes, there may be some confusion about
the applicability and consequences of the Federal Internal
Revenue Code Section 280E. IRC 280E denies all normal
business tax deductions to any trade or business
?trafficking in controlled substances? within the meaning
of the Controlled Substances Act Schedule I. M arijuana
remains listed in CSA Schedule I, and therefore any
business touching M arijuana (e.g. dispensary, cultivation,
production, and perhaps labs) may not take any normal
business income tax deductions on its federal income tax
returns pursuant to IRC 280E.

As Applied To Legal
Medical Marijuana
Dispensaries

H awai?i State Tax law usually follows the Federal Internal
1

1110 Nu?uanu Ave. #6

Issue 7 | Volume 1 | 2016

Honolulu, HI 96817
808-351-8733

Revenue Code in administering the H awai?i
Income tax law to H awai?i businesses.
Currently, the H awai?i Legislature is moving
H B2707 H D2 SD2 through conference with a
specific amendment to H RS 235 (H awai?i Tax
Law) that will exempt the application of IRC
280E for any legal H awai?i M M J business. This
article will focus on the history of IRC 280E,
the consequences for M M J businesses, the
impact on patients, Federal Case law pertaining
to IRC 280E, pending Federal Legislation, and
the future for H awai?i M M J businesses.

-

Federal tax law requires that ALL income, legal
and illegal, must be reported and taxed. Section
280E of the Internal Revenue Code was
enacted by Congress in 1982 to deny organized
crime and drug dealers the ability to profit
from illegal income. Because IRC 280E
specifically refers to the Controlled Substance
Act, Schedule I, which also includes
?marijuana?, any business that touches
marijuana when filing their Federal Income Tax
returns (or State returns where state income tax
exists; e.g. H awaii) will be denied the normal
business deductions in an IRS audit of their
Federal Income Tax returns (or State returns
where state income tax exists; e.g. H awaii).
N ormal business deductions include:
-

Repairs and maintenance
Rental fees for Facilities
Payments to
contractors General
administrative costs
Bookkeeping, legal, technology costs
State excise taxes
Purchasing cost of cannabis
Depreciation of cannabis

Since states began legalizing medical marijuana
(M M J) and marijuana (M J) businesses, those
businesses have been forced to either pay
federal and state income tax on nearly 90% of
their income, or engage in expensive and
complicated ?slice and dice? management
company and business operating techniques.
For instance, CPAs and attorneys counseling
M J clients have devised various methods of
separating the ?normal? business activities from
those directly involved with marijuana to
attempt to get around the consequences of IRC
280E. Some of their recommendations involve
setting up separate legal entities to manage the

Employee salaries
Utility costs such as electricity, internet,
and telephone service
H ealth insurance premiums
M arketing and advertising costs
2
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employees and the facilities, time management
schemes to separate employees? time spent
touching M J from time spent selling T- shirts,
and so on.
Who is impacted and suffers the consequences
of IRC 280E? Of course the M J businesses who
pay extra fees to tax advisors to ?slice and dice?
their business activities and to lawyers to defend
audits and lawsuits lose a lot of money, even
before they see their remaining profits wiped out
by a tax rate of nearly 90% of their income. But
businesses can raise their prices - then it is the
PATIEN TS who end up paying for more
expensive medicine to offset the tax burden, or

if it is unaffordable, the patients do not buy as
much medicine, which hurts the patients and the
businesses both, and makes the black market
look more attractive.
The CPAs and attorneys advising their M J
business clients have been relying on two
Federal Court tax cases. The most often cited
case is from the U.S. Tax Court called CH AM P
(2007).(i) The CH AM P non- profit organization
provided its members with medical marijuana
pursuant to California law. The IRS proposed to
disallow all of the business? deductions and
costs of goods sold, determining that those items
were ?Expenditures in Connection with the
illegal Sale of Drugs?. According to the IRS the

3

Petitioner (business) had a single trade or
business of trafficking in medical marijuana.
CH AM P asserted that it was engaged in two
separate and distinct businesses; primarily
providing caregiving services, and secondarily
supplying medical marijuana to its members.
[The cases are cited in the footnotes if readers
want the detailed facts]. Basically, the U.S. Tax
Court held that just because one business is
engaged in an illegal activity, it does not mean
that the other business is tainted and the legal
business should be allowed to take normal
business tax deductions for the other
legitimate business activities.
This set all the tax advisors about creating
entities and business practices, per CH AM P, in
order to get around IRC 280E. Of course, the
IRS rejected most claimed deductions anyway.
Then came a subsequent and more recent U.S.
Tax Court case, Olive 2012,(ii) that in effect
overruled CH AM P, disallowing all deductions
with one exception. The Tax Court allowed
Olive to claim cost of goods sold - ?COGS?.
This led to more manipulations by tax
advisors to fit expenses into COGS. That
caused the IRS Office of Chief Counsel (the
IRS top lawyers) to issue an eight- page
M emorandum in January 2015 advising tax
professionals on how the IRS would treat
deduction claims for COGS.(iii) The IRS?s
position is a complicated one involving
?inventory? and ?non- inventory? costing tax
rules.
The most obvious method of resolving the
IRC 280E tax issue for M J businesses is to
change the federal law. In fact, there is a
strong bill, formally titled ?Compassionate
Access, Research Expansion and Respect
States? or CARERS Act, pending before both
the Federal Senate (SB 683) and H ouse (H B
1538). The CARERS Act is gaining more
sponsors in both chambers weekly, and it

appears to be moving forward (call your
Senators and Representatives!). The CARERS
Act:
1. Amends the Controlled Substances Act
to protect states? rights
2. Reschedules M arijuana from Schedule 1
to 2. (eliminates IRC 280E)
3. Allows states to import treatments
4. Provides veterans access, allowing
doctors to recommend M M J
5. Expands opportunities for research by
removing bureaucratic R& D hurdles
6. Permits financial services for M J
businesses by providing safe harbors for
banks The CARERS Act is being
aggressively lobbied for by all the
national M J organizations and, at this
point, has its best chance of passing this
year.
M eanwhile, the State of H awai?i Legislature,
taking the lead in the nation as it did by
increasing the smoking age to 21, is moving
forward with H B2707 H D2 SD12 that will,

The impact for legal H awai?i M M J businesses
will be felt as early as tax year 2016 for State
income tax returns filed in 2017. All parties in
the M M J industry will benefit: the State, in
addition to GET, will collect the same taxes
that it does from all other legitimate businesses
in H awaii; the M M J businesses will incur
fewer tax preparation related costs and keep
their profit and prices reasonable; and the
patients will benefit by having reasonably
priced medicine.
(i) Californians H elping to Alleviate M edical
Problems, Inc v. Commissioner, 128 T.C.
173 (2007) (CH AM P).
(ii) M artin Olive v. Commissioner, 139 T.C.
N o. 2 (2012).
(iii) Internal Revenue Service M emorandum,
N umber
201504011,
Release
Date:
1/ 23/ 2015.
Written by: Stephen P. Pingree, Esq.
A H awaii Dispensary Alliance M ember with
35 years tax and financial legal experience,
including helping in the development of
M edical M arijuana Businesses in N evada,
consulting clients with the regulatory rules to
obtain a M edical M arijuana business license,
and dealing with the Federal Laws relating to
the M arijuana industry in general.

among other good changes discussed in
previous H DA Update articles, amend the
H awai?i Tax Law to specifically not follow the
Internal Revenue Service IRC 280E. We urge
you to please call your local state Senators and
Representatives to urge their support of this
measure, and to submit testimony before the
conference committee hearings.

www.hawaiimarijuanabusinesslawyer.com
808- 983- 9520
pingimac@mac.com
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Culture of Compassion
HAWAI?I?SMEDICAL MARIJUANA INDUSTRY IS
ROOTED IN PUBLIC HEALTH AND MEDICINE
drug arrests in the state between 1995 and 2002,
marijuana arrests in H awai?i are among the
lowest in the nation. After H awai?i legalized
medical marijuana in 2000, the number of
marijuana- related arrests remained at about 40
percent of all drug- related arrests. The H awaii
Tribune H erald reported that between 2008 and
2012 on H awai?i Island, native H awaiians and
Caucasians accounted for more than 70 percent
of all marijuana arrests.

H awai?i is nationally known as a progressive
leader on several important issues, yet the state is
also known for failing miserably at others.
H awai?i is a national leader in public health,
distributed renewable energy, and quality of life,
but we are at the bottom of the list when it comes
to infrastructure, the cost of living, and the cost of
doing business. In 2000, H awai?i was the first
state in the nation to legalize medical marijuana
through the legislative process.

The state?s first attempt to legalize medical
cannabis did not have patients? best interest in
mind. While it did establish the bones of a patient
registry program, it did not allow for a dispensary
system to ensure that patients have a reliable
source of cannabis to treat their symptoms. The
discreet program received little government
support and remained widely inaccessible for
many people, as only a handful of doctors were
licensed to certify patients to take medical
marijuana. This led to an increase in
marijuana- related arrests? from 1,290 arrests in
2003
to 1,524 in 2007. M arijuana arrests
A big win for patients seeking alternative
medicine in the Aloha State, the law created a increases by 3.39 percent per year, compared to
patient registry program and allowed for certified the 2.93 percent annual increase of the national
patients to grow their own plants and possess average. M arijuana- related arrests accounted for
limited quantities of marijuana. But in H awai?i, 46 percent of all drug arrests in the state in 2007.
even though the sun is out, it can still be raining. The rain eased in 2015 when Governor Ige signed
The Department of Public Safety administered the Act 241 into law, creating a statewide medical
fledgling program, essentially making medical marijuana dispensary program under the
marijuana a law enforcement issue.
Department of H ealth. The patient registry
program
transitioned to the Department of H ealth
This administrative designation was a reflection of
as
well,
putting H awai?i?s medical marijuana
the societal stigmatization of medical marijuana at
the time. While marijuana- related arrests in industry on a legitimate path for growth and
H awai?i accounted for about 40 percent of all success. Classifying medical marijuana as a health
5

issue validates the state?s willingness to look
beyond stigmatization and meet the needs of
thousands of patients in H awai?i who are seeking
this medicine. By providing patients with a
dispensary system that will provide accessible and
reliable medicine through legal channels, perhaps
the number of marijuana- related arrests will
subside.

that discriminate against patients on the basis of
illness, ultimately serving very few patients with
extremely limited access to medicine. Under this
approach, stigmatization persists and attempts to
bolster a statewide medical marijuana industry
stall.
Unfortunately, deep- seeded stigmatization of
medical marijuana persists in the United States
because at the federal level, marijuana is still
illegal. In 1970,
The Controlled
Substance Act
classified
marijuana as a
Schedule 1 drug
with
?no
currently
acceptable
medical use in
treatment in the
United States.?
When
states
establish
medical
marijuana
programs
or
tackle
decriminalization, lawmakers must wrangle
cannabis definitions and stigmas away from law
enforcement and place it in the hands of
researchers, doctors, and caregivers to create
effective prescription and treatment programs.

Redefining medical marijuana as a health issue
instead of a law enforcement issue creates
opportunities for new, relevant, fact- and
research- based dialogue that has long been absent
from the medical marijuana debate in the United
States. Washington D.C. and 23 states, including
H awai?i, have medical marijuana programs
administered by the state?s Department of H ealth
or other social service branch of government. It is
one of the first steps to overcoming stigmatization
and developing a diverse and compassionate
medical marijuana industry. In M aine and Rhode
Island, states with populations on par with
H awai?i, medical marijuana industries have
flourished. Prescribing doctor, caregiver, and

For several state legislatures, the inability to
overcome
the
marijuana
stereotypes,
misinformation, and falsehoods that have been
cemented in public discourse for decades has
produced severely constrained medical marijuana
programs. In Tennessee, Governor Bill H aslan
signed a bill in M ay 2014 intending to allow
seriously ill seizure patients to have access to
cannabis oil. Due to criminalization and
stigmatization, the law was ineffective because
patients were unable to obtain cannabis oil. A
year later he signed another law that provided
legal protections for patients, but still required
them to travel across state lines to obtain medical

patient certifications are on the rise, creating local
medical marijuana industries where many ancillary
businesses thrive. M edical marijuana is an
increasingly socially acceptable medicine and
patients have many reliable sources to obtain
cannabis. Conversely, states that house medical
marijuana programs under their Department of
Public Safety tend to have very limited programs
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marijuana, which is a federal and state offense.
Wisconsin only allows the use of cannabidiol (also
known as CBD? a non- psychoactive compound
found in marijuana with a wide scope of medical
applications) to treat seizures in children.

marijuana treatments for patients suffering from
other health problems. The state?s public safety
approach is clearly a barrier to greater access to
medical marijuana for Texas residents.
Redefining medical marijuana as medicine instead
of a dangerous narcotic at the state government
level and in the public sphere is the first step to
overcoming stigmatization. Of the 23 states with

Texas is one of 16 states that have passed
CBD- only or low- TH C (tetrahydrocannabinol,
the psychoactive compounds found in marijuana)
medical marijuana laws. Signed into law June 5,
2015 and administered by the Department of
Public Safety, the Texas Compassionate Use Act
intends to allow qualifying patients access to
low- TH C cannabis, marijuana that contains 10%
or more CBD and not more than 0.5% TH C.
Doctors must join a registry and must include
detailed prescription information in the registry
itself. Registered physicians can only prescribe
low- TH C medicines for epilepsy (the only medical
condition covered by the act) after at least two
DFA- approved drugs are found to be ineffective.
Patients can possess up to the amount of
marijuana prescribed by their doctor and cannot
grow their own marijuana. The act does call for

medical marijuana programs, all but one
administers the program under the department of
health or a related social service department. In
these states, local medical marijuana industries
have flourished. Patient, subscribing doctor and
caregiver registration skyrockets once medicine is
readily available. Jobs are created in many
ancillary professions and medical marijuana
programs generate healthy tax revenues for the
states. With the heightened security associated
with dispensaries and growing facilities, many
states show crime rates decreasing in locales
where these medical marijuana businesses exist.
H awaii?s placement of the medical marijuana
program under the Department of H ealth is a
step in the right direction, and it will let the sun
shine through the rain for patients across the
state.
Written by: Kevin Witten, M anaging Editor for
Green M agazine H awaii, Pacific Edge, and Las
Vegas Bound magazines
N ORM L Almanac of M arijuana Arrest Statistics,
H awaii M arijuana Arrests 1995- 2002
http: / / norml.org/ pdf_files/ state_arrests_2004/
N ORM L_H I_M arijuana_Arrests.pdf

the licensing of three dispensaries by late 2017 to
cultivate, process, and dispense low- TH C
cannabis to prescribed patients. A 2016 Texas
Tegna Poll indicates that 71 percent of the state?s
voters would support expanding medical

M arijuana in H awaii, Jon Gettman, Ph.D., 2009
http: / / www.drugscience.org/ States/ H I/ H I.pdf
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A BURGEONING INDUSTRY FOR HAWAI?I?
A Look At Haw ai?i?s New est Industry And Its Unique Challenges
And Opportunities In M anufacturing
vantage of available expertise. We are at the
forefront of this so called ?green rush,? or
?rainbow rush? to be more fitting. This is our
golden opportunity to make a tremendous
mark not only on H awai?i but on the world.

The April 29, 2016 announcement by the
H awai?i Department of H ealth of the award of
eight licensees to legally grow and dispense
medicinal marijuana in H awai?i presents both
opportunities and challenges for those chosen.
As we look to the future we can imagine an
industry that will fill the void left behind from
the final disappearance of a foundering sugarcane industry. Legalization of medicinal
marijuana dispensaries and mandatory testing
before sale will allow individuals in need of
relief and medicinal benefits easy access to,
and hopefully safe, marijuana products. This
article explains some of the technical challenges that we foresee, as well as potential solutions for operating within a vertically structured production and dispensary framework.

N on- smokeable marijuana products present
one of these unique opportunities for the
H awai?i Cannabis industry. At the present

Vertical
integration
presents
unique
challenges in
H awai?i.
M ost of
us interested in entering the Cannabis industry
know about the opportunities and challenges
of other states that have already legalized either or both medicinal and recreational marijuana products. The bottom line for H awai?i is
that those involved directly or indirectly with
the Cannabis industry must work together to
assure that our systems are efficient, that we
utilize resources wisely, and that we take ad-

The bottom line for Haw ai?i is
that those involved directly or
indirectly w ith the Cannabis
industry must w ork together to
assure that our systems are
efficient, that w e utilize resources
w isely, and that w e take
advantage of available expertise.

time the allowed manufactured marijuana
products include: capsules; lozenges; pills;
oils and oil extracts; tinctures; ointments and
skin lotions; transdermal patches; and prefilled and sealed containers used to aerosolize
and deliver medical marijuana orally. Statistics show that approximately 50% of medicinal marijuana users prefer not to smoke, instead they prefer using one of these alternative
items. The first step in making any of these
items is extracting TH C, CBD, and other
cannabinoids from the marijuana buds (dried
flowers.) Currently, H awai?i regulations only
allow for the licensed dispensaries to manu-
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avoid large cash losses because of rejected
batches or off- grade marijuana buds ? simply extract the chemicals and discard the
contaminated materials. Dispensaries on the
mainland have commented that by incorporating the use of this extraction method they
have turned potential operating losses into
actual profits.

facture these extracts, and since the industry is
vertically integrated, each dispensary will have
to manage its own extraction technology if it
wants to sell these non- smokable products.
From a safety perspective, using an extraction
method such as Super- Critical Fluid Extraction or ?SCFE? with carbon dioxide would be
preferred since no organic solvents are used in
this process. In recent years, SCFE technology
has been used for extracting the hops that
supply micro- breweries in the N orthwest. The
technology mixes compressed carbon dioxide
with the marijuana buds and both are held at
an extremely high pressure (more than 80 atmospheres) over a specified period. The human body would experience a similar type of
pressure only when diving in the ocean without protective gear 10,000 feet below. This
extremely high pressure generates the conversion of carbon dioxide from its gaseous phase
to a viscous fluid. From this viscous fluid,
TH C, CBD, and other cannabinoids can be
easily extracted from the marijuana buds. The

Right now there are no production units of
SCFE available in H awai?i. It will cost each
dispensary approximately $150,000 to purchase and set up a minimum production capacity extractor. Costs and safety are two
important areas to address when operating
SCFE. The two major costs are electricity and
carbon dioxide gas. M any indoor growing
facilities in H awai?i are considering using a
micro- grid solar voltaic system and this
could greatly reduce the SCFE electricity costs
as well as the generally high electricity costs
of simply doing business in H awai?i. Carbon
dioxide in most mainland locations is about
$1.00 per pound, but it is much more ex-

final stage is the release of pressure where the
carbon dioxide reverts back to its more common gaseous form and disappears from the
cannabinoid extract. The wax and other useless tissues that remain are disposable.

pensive here in H awai?i. Further, right now
the only carbon dioxide shipped to the islands
is for welding usage. Using a clean grade
carbon dioxide is not a critical concern for
welders, and the industry will need to ship
clean carbon dioxide to H awai?i, at an estimated $3.00 per pound or more.

In this way, concerns about, costs of, and required testing for, residual solvents and heavy
metals can be mitigated by the dispensaries.
Cannabis extraction can also help dispensaries

Yet if the Cannabis industry can work together, it can ensure that clean carbon diox-

9

ide is continually available at a better price for
all involved by shipping in- bulk. Further, unlike hops extraction, the optimal processing

lations and establishing SOP?s for each is an
additional level of cost and delay that will
either be passed on to patients or contribute
to growing operating deficits. It would be
more practical for dispensaries to hire subcontractors to develop working formulations
along with the appropriate SOP. A well devised SOP covers all ?critical control points?
for supplies, processing, and storage, and
helps ensure the quality and safety of the
non- smokeable items. Overtime, such SOP?s
can reduce the inherent risk of testing, and
allow dispensaries to test large batches less
frequently without fear of losing valuable
material.

conditions for supercritical extraction of TH C
are not well documented. Processing factors
such as pressure, time, and the flow rate of
compressed carbon dioxide can vary by machine design, diameter specifications, pump
strength, and other conditions. It could be
advantageous for there to be an industry- wide
organization to train and maintain a minimum
of two employees from each dispensary who
will be able to operate the carbon dioxide extractors safely and effectively. This would
greatly reduce the costs of knowledge and
technology acquisition for each dispensary.

Even if the invention and production of these
non- smokable products may be handled by

H awai?i regulations require that nonsmokeable items be manufactured at a vertically integrated growing/ production site. Dispensaries must create and follow an SOP
(Standard Operation Procedure) to manufacture each of these items. Each product will
need its own working formulation before an
applicable SOP can be written. This situation
could present a host of difficulties for dispensaries and contribute to a wide- range of safety
issues. The dispensaries already have a huge
responsibility in simply growing quality and
safe marijuana in a cost- effective, timely
manner. Inventing new products and formu-

an on- site sub- contractor, dispensaries can
maintain the unique nature of their products
by marketing the distinctive terpene and
cannabinoid profiles of each extract, as well
as via the in- house research of new, proprietary recipes. M any non- smokeable items
such as ointments, lotions, and lozenges can
have a long product shelf life when they are
produced properly. Since these products must
be manufactured at the production site, a
logical option would be for the dispensaries
to hire experienced sub- contractors to work
at the production sites on an as needed basis.

1110 Nu?uanu Ave. #6
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They would arrive at the facility, supply the
necessary non- cannabis ingredients, and produce and package the product in manageable
batches. This is also more cost effective as it
eliminates hiring and
training employees
who are not frequently needed.
On the west coast a
number of FDA
approved
facilities
able to pack capsules, pills, ointments and lozenges
for the supplements
industry
have
flourished
since
Congress passed the
?Dietary supplement
H ealth and Education Act? in 1994.
On a recent visit, it
was hard for the
authors to miss the
many different types
of nicely packaged
nonsmokeable
items for sale in the dispensaries of California
and Washington State. All of them are directed
to users who choose to not ?light- up.? We
have no such FDA approved facilities in
H awai?i. Thus it may be prudent for the industry to support the establishment of an
industry- wide resource center in H awai?i to
help ensure the availability of FDA approved
delivery devices and trained producers, making
manufacturing safe and as easy as possible for
the dispensaries.
To understand the benefits, let?s use the manufacture of lozenges as an example. The resource center would purchase ingredients to
make the lozenge base in bulk, which is a cost
11

savings for the dispensaries. The resource
center could provide simple step- by step instructions for mixing with the cannabis extract that virtually anyone is capable of following and that can
easily be made in a
simple kitchen environment. Or the
resource
center
could
supply
a
couple of trained
sub- contractors to
mix and package
the lozenge base
on- site at the dispensary.
The
lozenges will still be
unique to each dispensary because the
extracts used will be
from their
own
cannabis.
Working
closely
with
individual
dispensaries,
the
resource center can
help address health
concerns such as Type II Diabetes by formulating a lozenge base having a low glycemic
index (eliminating the sugar surge) that is also
unappealing to children. It will be safer for
dispensaries to work with a designated
cannabis only resource center rather than
simply gathering recipes from a cookbook,
off the internet, or from a conventional
?recipe? developer. A clear understanding of
the ?dosage threshold? and ?delay effect? is
necessary when formulating manufactured
marijuana products. Further, the resource
center could help with the development of
dispensary and product specific SOP?s for
each dispensary.

In summary, the authors believe that even in a
vertically integrated dispensary system, cost
saving, quality, and safety can be enhanced by
industry- wide ingredient sourcing, warehousing of non- cannabis supplies, and templates for product specifications and SOPs. In
addition, US Pharmaceutical grade specialty
packing machinery for each product that is
mobile can be shared within one island community and operated by trained subcontractors at a lower cost than for each dispensary alone. The most critical extraction
device at each production site will assure the
uniqueness of each dispensary while the
?Ohana? spirit will keep the entire operation
affordable and profitable.

Written by: Laura Schulman, principal of
LeiAn Pacific, LLC. She received her first degree in M arketing from USC and her technical
degree in Tropical Agriculture (Business track)
from the University of H awai?i at M anoa.
LeiAn Pacific has engaged in promoting ?Buy
Local, H awai?i? and introducing H awai?i
turmeric (Olena) to the India market, among
other recent endeavors. Laura is well- versed
with the 1994 Supplement H ealth and Education Act and in putting together CCP based
SOPs. Raised in H awai?i, Laura is excited to
help grow the local Cannabis industry.
Co- author Alvin H uang, PhD, trained chemist
and tenured faculty member at UH - M anoa.

MEMBER SPOTLIGHT:
SUGAR LEAF SUPPLY CO.
Sugar Leaf Supply is a
newly formed company
established solely to be
Hawaii?s pref erred
inf rast ruct ure, equipment ,
and mat erial s sourcing
part ner for operators of
controlled environment
agriculture.
We hold relationships with
multiple vendors and
suppliers in all product
categories which keeps us
agnostic and our partners
competitive and honest.

Hawaii?s cont rol l ed environment
agricul t ure sourcing expert s
-

Email or Cal l Us Today!

-

808-825-4770
inf o@sugarl eaf suppl y.com

-

SugarLeaf's Core Values:
To be professional, conscientious, thorough, and vigilant
in everything we do.
To be Hawaii?s go-to collaborative resource for our
customers, for our partners, and for the community;
To encourage and support fiscal responsibility and
environmental sustainability;
To deliver continuing education to operators, patients,
and the general community at large;
To deliver on time, on budget, and on specification, and
to do it with a smile.
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Whether you?re
growing produce,
ornamentals, or
medical cannabis,
our team has you
covered!
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Tak ing Notes:
LESSONSFOR HAWAI?I?SMARKET FROM
MAINE AND RHODE ISLAND
As H awai?i awaits its first dispensaries, set to
open as early as July 2015, legislators, dispensary
licensees, business owners, and community
members should look to
other
states
with
successful
medical
marijuana programs to
see what they have in
common with H awai?i
and how those lessons
can be applied to
H awai?i?s new medical
marijuana
program.
Today we will look at
two states with a lot of
similarities to H awai?i
and H awai?i?s medical
marijuana program ?
M aine
and
Rhode
Island.

residents. Patients must have an up- to- date
certification from their physician in order to
receive the legal protections for the use and
cultivation of marijuana
under the law. M aine?s
medical
marijuana
program bans outdoor
cultivation and calls for
a minimum of eight
dispensaries? like
H awai?i? to
ensure
medicine
is
readily
available for patients.

According to a report
released in July 2014 by
Americans For
Safe
Access, M aine?s medical
marijuana program was
rated the best in the
country. The report was
based on criteria like patient rights and how well
the program functions. ?What the report really
M aine
looks at is that patients are able to get access to
M aine has a population of 1.33 million people, their medicine,? says Paul M cCarrier of the
right on par with H awai?i. The M aine M edical M edical M arijuana Caregivers Association of
Use of M arijuana Program is housed under the M aine. ?A good, high- quality safe medicine at
Department of Licensing and Regulatory Service, ease and not face harassment from law
a division of the M aine Department of H ealth and enforcement and not have to deal with a large
H uman Services. M arijuana was legalized for bureaucracy to be able to access their medicine.?
medical use in 1999. In 2009, a citizens? initiative Unlike H awai?i?s vertically integrated dispensary
passed allowing a person with a doctor?s structure, where permitted dispensaries must
certificate to purchase medical cannabis from a perform every aspect of the business from seed to
caregiver or dispensary. M aine?s first dispensary sale, M aine?s program is a bit more horizontal. In
opened in 2011. M aine does not require patients addition to patients, doctors, and dispensaries,
to register with the state? sources put the number M aine?s program has registered caregivers who
of patients anywhere from 24,377 to 50,000 can provide medical marijuana for up to five
13

patients. They can help patients locate doctors
registered to prescribe medical marijuana, and
grow and deliver cannabis to patients. They can
also buy from dispensaries for their patients. With
a social climate favorable for medical marijuana
industry expansion, legislators recently passed LD
1623, which allows a dispensary to provide excess
prepared marijuana to another dispensary
experiencing an extended inventory supply
interruption to help meet patient?s needs, and LD
1739, which allows certified nurse practitioners to
certify patients for medical marijuana.

disconnect between state and federal laws. While
some business owners choose to operate on a
cash- only basis to avoid hassles with federally
chartered banks, the practice is time consuming
and unsafe. To fill the banking void,
state- chartered banks and credit unions are

Patricia Rosi, CEO of M aine Wellness Connection,

a medical marijuana provider, says that the
medical marijuana industry in the United States is
expected to be bigger than organic food this year
with an estimated $36 billion economic impact.
For every $1 of legally sold cannabis, $2.60 of
economic value enters the American economy. In
2014, M aine?s marijuana program generated an
estimated $60 million to $75 million in revenue,
according to the Portland Press H erald, and
between $4 million and $5 million was paid in
medical marijuana taxes to the state in 2014. The
M aine Revenue Service reported that the eight
licensed dispensaries alone sold $16 million and
generated $900,000 in sales tax in 2014, a 40
percent increase from 2013 and more than three
times the amount in 2012.
Despite the successes of M aine?s medical
marijuana industry, challenges remain that
H awai?i will also have to face. M aine?s caregivers
and dispensary owners continue to face issues with
federal banking institutions because of a

trying to do business with medical marijuana
related operations. Dispensary owners in H awai?i
should also consider this avenue. Banking experts
say a pending federal lawsuit in Colorado could
push the courts to resolve the ongoing conflict
between state and federal marijuana laws.
Congress may also weigh- in on the issue with a
proposed bill that would provide a safe harbor to
banks that work with marijuana businesses. The
M arijuana Businesses Access to Banking Act of
2015 would grant immunity from federal
prosecution to banks that
work
with
marijuana- related businesses in states that have
legalized marijuana.

Rhode Island
Rhode Island is another state with a medical
marijuana program similar to H awai?i?s. Rhode
Island has a population of 1,056,298, of which
13,105 patients are registered with Rhode Island?s
Department of H ealth to legally use medical
marijuana. H awai?i has nearly the same number
of registered patients. In 2006, legislators passed
the M edical M arijuana Act. In 2007, an
amendment made the act permanent. Legislation
passed in 2009 authorizing compassion centers,
which operate on a nonprofit basis, but are not
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required to be recognized by the IRS. They can
acquire, manufacture, deliver, and dispense to
patients and caregivers as well as supply seeds,
cuttings, and information. The centers offer
program orientation to new patients in a
confidential setting.
Rhode Island also operates a more horizontally
oriented program. A licensed physician who has a
bona fide physician- patient relationship with a
patient must certify that the patient qualifies for

the medical marijuana program. Patients must
then register with the state and may designate up
to two caregivers. Caregivers can be responsible
for up to five patients and are permitted to grow,
distribute, and obtain medical marijuana for their
patients. According to Rhode Island law, patients
do not need to obtain their medicine from one of
the three certified compassion centers. If they
prefer to obtain medicine from a compassion
center, the patient must designate the center as one
of their caregivers. Patients and caregivers are
allowed to sell their excess medicine to the
compassion centers.
Privacy is a big concern for patients, doctors, and
caregivers that register with any state?s medical
marijuana program because marijuana is still a
federally restricted drug. A confidentiality
provision was written into the law stating that
applications and supporting information submitted
by patients, including information about caregivers
and practitioners, are confidential and protected
under the federal H ealth Insurance Portability and
Accountability Act of 1996. The Department of
15

H ealth maintains a confidential list of patients
with issued cards and only has to verify to law
enforcement personnel whether a registry
identification card is valid solely by confirming
the random registry identification number.
Rhode Island?s medical community widely
supports the state?s medical marijuana program.
The Rhode Island M edical Society, the Rhode
Island Academy of Family Physicians, the Rhode
Island State N urses Association, the Rhode Island
Public H ealth Association, the Leukemia &
Lymphoma Society, Rhode Island chapter, three
AIDS organizations and many other health and
community organizations are members of the
Rhode Island Patient Advocacy Coalition, a
non- profit
grassroots
medical
marijuana
community. In Rhode Island, patients, caregivers,
doctors, nurses, health care providers, advocates,
lawyers, organizations, and residents continue
advocating for safe access to this medicine.
With the support of the medical community and
better access to medicine, Rhode Island has seen
its marijuana industry grow exponentially in
recent years. The first two dispensaries opened in
in the spring of 2013 and the third dispensary
opened in 2014. According to the Providence
Journal, medical marijuana sales jumped 43%
during the 2014 fiscal year, totaling $9.6 million.
The state brought in $269,156 in medical
cannabis taxes, which comes out to a little over

$6.7 million in sales. In the most recent fiscal year,
the state collected $385,724 in medical marijuana
sales taxes. The number of registered patients has
soared from 4,489 in 2013 to over 13,000, which
can be at least partially due to a big increase in the
number of doctors willing to write medical
cannabis recommendations for patients, showing
how critical it is to get
healthcare professionals
on board. The surge in
registered patients and
their need for medicine
was easily handled by
the
state?s
robust
caregiver system. Rhode
Island
has
3,238
registered caregivers and
each can grow medical
marijuana for up to five
patients.

H awai?i
While M aine, Rhode Island, and H awai?i may
have similar populations and medical cannabis
user statistics, M aine and Rhode Island are
geographically quite different. Can these eastern
seaboard states over 5,000 miles away provide
relevant lessons for our island state? Indeed they
can.
M aine and Rhode Island?s programs also show
that as the number of prescribers rises, so does the
number of medical marijuana patients. By creating
a more conducive climate for doctors and medical
professionals to prescribe medical marijuana,
many more patients will have access to this
in- demand medicine. H awai?i can also look to
these states for examples of how to redistribute the
new tax revenue generated from the program,
allocating monies for additional Department of
H ealth medical marijuana program staff, or for
education and outreach, to bolster the program.
H awai?i?s future dispensaries and the state
government should also take a look at the industry
numbers we are seeing coming out of similarly

sized medical marijuana states. Given similarly
sized industries and patient bases, Rhode Island
and M aine are only generating between $9 and
$23 million in actual medical marijuana sales at
dispensaries annually across the entire state. The
industries at a whole generate additional revenue,
but actual marijuana sales in non- recreational
states remain low. This
has
two
potential
relevancies
?
First,
dispensaries and their
investors should use this
information to manage
their fiscal expectations
over the next few years.
A
purely
medicinal
market is not simply a
license to profit as many
may assume, in fact it
may take several years
under high tax burdens to
achieve any sort of profitability, but it is the
opportunity to establish brands and create
proprietary products in preparation for future
expansions of the market ? whether through
reciprocity or recreation. Second, if the state
wishes to obtain any substantial benefit from
taxing the industry in the future, it will likely
have to create some sort of recreational market.
Without such action, any attempts to tax the
industry will simply raise the price of medicine
for patients not covered by any sort of insurance.
As H awai?i?s medical marijuana program evolves
over the next few years, it is critical that the
Department and H ealth and lawmakers remain
flexible to address the issues that arise in this new
industry with solutions that move the industry
forward. Once our dispensary system is
established, H awai?i might consider following the
lead of M aine and Rhode Island and move to a
more horizontally integrated medical marijuana
program, where dispensary?s can spin- off new
businesses responsible for different aspects of the
program, such as growing medical marijuana,
creating independent laboratories for medical
marijuana research, and providing transportation
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and delivery for patients who are unable to obtain
their own medicine. This will create industry
experts, increase the quality of the medicine
available, increase the number of services, increase
dispensary profitability, and yield more medical
choices for patients. But that is a question for the
future...
With over 13,000 registered medical marijuana
patients in H awai?i, the Department of H ealth has
a big need to fill - the state needs these first eight
dispensaries to succeed in their mission to provide
patients with access to quality, affordable medicine
under the state?s new medical marijuana program.
A QM ark Research poll conducted in 2014 shows
that 85 percent of the people polled supported a

dispensary system for medical marijuana in
H awai?i. In addition to the availability of
medicine, the launch of the dispensaries as soon
as July marks the inception of H awai?i?s newest
industry, medical marijuana. With analysis and
lessons learned from other states that have
already gone down this road, perhaps H awai?i, a
state already known for its inclusive public health
policies, will emerge a national leader in medical
marijuana program
inclusion,
agriculture,
research, and policy in this new, compassionate
endeavor.
Written by: Kevin Witten, M anaging Editor for
Green M agazine H awaii, Pacific Edge, and Las
Vegas Bound magazines

MEMBER SPOTLIGHT:
WEST OAHU COMPLIANCE & DEVELOPMENT CENTER
CONNECTING
YOUR BUSINESS
TO THE
RESOURCES YOU
NEED

We are dedicated to serving our medical
cannabis and hemp industry Clients with a
variety of core resources necessary to run
an efficient and sustainable business. West
Oahu Compliance & Development Center
(WOCDC) will asses your business needs
and design a custom package with a blend
of our own services and those of our
strategic partners. Your affiliation with
WOCDC gives you access to many of the
services that are often restricted or
unavailable to the industry.
Eric Stojkovich: 808.227.5551
M ichael Wing Keung Tsang: 808.838.9141

Financial, Operational Support and Systems
Financial Institution/ Credit Processing Solutions
Business Insurance and Security
Tax Compliance
Accounting and Audit Support
H awaii State and Local Government Relations
Policy & Procedure Development
Point- Of- Sale and IT Systems
Fully- equipped office facilities
M eeting and Training rooms
Regulatory and Compliance Support
Regulatory Compliance Consulting & Outsourcing
Corporate Registration
Registered Office Address
Statutory State of H awaii Filing
Seminars and Training
H ealth Insurance Portability and Accountability Act
(H IPPA)
H azard Analysis Critical Control Point/ Product
Safety (H ACCP)
Current Good M anufacturing Practices (cGM P)
Risk M anagement and Quality M anagement
Systems (QM S)
Regulatory Compliance:
Standard Practices and Guides
Government Regulations
Tracking and Reporting
17
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2016
Calendar

The legislative session is almost over, and there's only a
few days left until dispensary
licensees are announced!
Don't let the rapid pace of the
dispensary roll- out alarm you,
H DA will keep you updated
on all the important events
you need to know about. H ere
are a few dates to get you
started:

April 21: Conference Committee H earings for H B 2707
at 10: 15 am, Conference
Room 016.
April 29: Department of
H ealth will announce M edical
M arijuana
Dispensary
Applications.
M ay 5: 2016 Legislative Session officially comes to an
end.
July 15: The earliest that the
new dispensaries may begin
selling medical marijuana in
H awai ?i

Get Soci al Wi th Us:
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This list is far from exhaustive, so please stay tuned for
other events and legislative
calls to action over the coming
months.
If you are planning an
industry- related event this
year, make sure you let us
know in advance so that we
can advertise the event to
other members, our email list,
and our followers on social
media! As always, H DA is
dedicated to working with its
members and allies to establish a successful industry.

