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Case #1—Up in smoke.
The question we’ve been asked more than any other this year is “Can you write something on the pros and cons of banking businesses that grow or sell marijuana?” That’s a tough question but we’ll give it our best shot.
1. Eleven states and the District of Colombia allow the recreational use of marijuana (MJ). An additional twenty-six states allow medical use.

2. However, both recreational and medical use of MJ is still a violation of federal law, except in two specific instances (both involving treatment for rare forms of epilepsy). 
3. The published policy of the Obama administration (aka, the Cole Memo) was  to allow state-level rules to stand with no federal interference, as long as specific safety-criteria were met. (For example: minimum age of 21 to purchase, maximum amount that could be purchased and possessed, no transportation across state lines.)

4. The Trump administration said that it would take a harder stance—and they kind of did … but not really. 

a. In January 2018, then Attorney General Jeff Sessions rescinded the Cole Memo. He also authorized federal prosecution of businesses selling, growing or transporting MJ.

b. However, almost two years later, no such prosecutions have occurred. 
c. During the 2016 presidential election, then-candidate Trump was on record as supporting the right of states to regulate the MJ industry. He later rescinded that support … and then later again indicated “probable support”.
5. What is the risk to your bank if it opens an account for a customer that operates in the MJ industry? If it’s a simple DDA, there’s almost none. However, if you make a loan to a grower or seller of MJ products, the risk may be higher than you realize. Let us please explain.

a. Tetrahydrocannabinol (THC) is the chemical component in MJ that produces a euphoric feeling. It takes consumption of 5-10 mg to produce this feeling.
i. In 2018, a store in CO knowingly sold a candy with 110 mg of THC (which is 10x-20x more than is necessary for a quick high). 
ii. It’s well proven that mass over-consumption of THC can cause extreme paranoia and other psychotic breaks. 
iii. The product carried no warning as to the amount of THC that would be
 ingested, if the entire candy was consumed. 
iv. A man with no knowledge of this risk ate the entire candy and became violently enraged. While in this altered state he shot and killed his wife. 
v. The children of the deceased are suing the manufacturer of the candy and the retailer that sold it. 
vi. The case is pending. We foresee a jury award to the plaintiff that will be so big that it will likely force all defendants into bankruptcy. 
b. Almost every state that has legalized recreational MJ has also passed laws governing the use of insecticides on the plants. These laws generally follow FDA guidance; however, MJ farms are seldom inspected for compliance. 
i. In 2019, a man in CA died from a brain hemorrhage after smoking a single joint. The MJ he had purchased was found to have 14x the amount of insecticide that was legally allowed to be used. 
ii. The children of the deceased are planning to sue the grower and the retailer.

c. MJ farms smell horribly bad (very similar to a skunk). Several growers have been sued by their neighbors, with the plaintiffs arguing that the stench produced by the farms lowered their property values and diminished their quality of life. 
i. Based on our research, no MJ farm has been found liable for “quality of life” damages—but we bet it’s just a matter of time before that happens. (It’s happened with other types of industries.)
d. Bottom line: the MJ industry is young and thus far has a poor record of safety compliance. We foresee a lot of litigation in the next few years and corresponding bankruptcies. And as we all know, loans made to bankrupt companies seldom get repaid. We doubt the MJ industry matures until federal law changes.
6. And that brings us to our last topic: the cost of compliance when your bank has MJ customers.
a. A SAR must be filed on any customer that sells or grows MJ. Likewise, SARs must be filed on customers that provide goods or services to the MJ industry. 
b. The SARs must be updated every 90-120 days, if the activity is continuing.

c. The regulators will likely demand that you obtain BSA software like ours, to monitor the total banking activity of your MJ customers. (That is: cash, ACH transactions, wires, checks, et al.)

Next month, we’ll discuss the differences in the MJ and hemp industries. Growing hemp became legal on December 20, 2018. But anything to do with MJ is still a violation of federal law—and the differences in the two industries is like night and day.
For less than half of what Verafin and Bankers Toolbox charge, we’ll provide great systems, sound counsel and 24x7 support. We’re Wayne Barnett Software. Our products are affordable, easy to use, we don’t have auto-renewal contracts and we offer a 30-day free trial. 
Folks, we take the stress out of buying software. Please give us a chance to earn your business. Our phone number is 469-464-1902. Our e-mail is wbarnett@barnettsoftware.com. Thanks for reading.[image: image1.png]
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