
Scenario 4 – Cannabis/Crypto, with CAA as client and DAH as accountant 

 

Hey, dude, what’s up? 

Ummm….hey?  Have we met? 

Oh, my bad.  My name is Eugene Stoner the third, but everyone calls me Mean Gene.  I hope you had a 
nice thanksgiving. 

I did indeed – a wonderful dinner with extended family.  How about you? 

Funny thanksgiving story.  I hear you’re the person to ask about tax stuff? 

Well, I AM a CPA….I’ll do the best I can.  Your name sounds familiar to me. 

Yeah, my grandad was the guy who invented the AR-15, but the gun business kinda harshed my mellow, 
if you know what I mean. 

I suppose so.  What business did you go into instead? 

I’ve got a couple of vape shops, and another shop that sells….glassware. But now that weed is legal in 
Virginia, I’m thinking of expanding my operations. 

Do you have any experience in that industry? 

Not….officially.  Let’s just say it’s an area of interest. 

Well, there are a few things you should know before you get into that business.  The first thing is 
that, even though possession of up to one ounce of marijuana is legal in Virginia as of this past 
July 1st, it won’t be legal to buy it in stores without a medical marijuana card until 2024.  And 
they have already authorized the maximum number of medical dispensaries, so you can’t open 
one of those yet. 

Yeah, a lot of my buddies have already got their medical cards.  So I have to wait until 2024 to start my 
retail business? 

That’s right.  And even then, you’ve got some issues.  You see, the federal government still 
classifies marijuana as a Schedule 1 drug – at least if it has more than 0.3% THC (that’s the part 
that gets you high).  So even though it’s been legalized in Virginia and many other states, it’s 
st6ill illegal at the federal level.  That can cause a lot of problems for a business. 

Such as? 

To start with, you can’t deduct all your expenses. 

Dude!  Seriously? 

Explain 280E restrictions 

But I can still deduct the price I pay for the weed, right?  What’s the problem? 

Well, you have to rent a storefront, right?  You’re not selling on the street. 



 

 

So I can’t deduct my rent? 

Nope.  And you have to pay your employees, right?  And the payroll taxes?  Benefits?  All non-
deductible. 

You are seriously killing my buzz, dude. 

Sorry about that.  There’s also utilities, repairs…..advertising.   

Bummer, man.  Anything I can do about it?  What if I sell stuff besides just weed?  Like that glassware I 
mentioned earlier?  Or funny t-shirts?  I’ve got one that says “Sorry for my bluntness.  That’s how I roll.” 

Very funny, but that won’t help you – the Harborside case decided that. 

Wait a minute…..if it’s an illegal business, then I shouldn’t have to pay tax at all on it, right? 

I’m afraid not.  Didn’t you see The Untouchables?  They got Al Capone for tax evasion.   

Well there’s gotta be something I can do. 

There is something.  If you can have businesses that operate each stage of the process, from 
cultivation to extraction to manufacturing to retail, then you can move a lot of your expenses 
into the businesses that don’t engage in what the IRS considers “trafficking.”  That way, more of 
the costs can be treated as cost of goods sold by the retail business, which could reduce your tax 
burden.  But you’d have to have a lot of capital and connections to make that happen. 

Well, thanks to grandad’s invention, money isn’t a problem, and I’ve got LOTS of connections.  But you 
said there were several problems – are there more than just the expense deduction thing? 

The other major challenge you face is banking.  Most major banks are not going to do business 
with what the federal government considers to be a drug trafficking business. 

Well I don’t need any loans. 

But you need to deposit your receipts, right?  And pay your bills?  You’d have to deal exclusively 
in cash, and your customers couldn’t use credit cards to pay for their products. 

I don’t like you any more. 

Don’t shoot the messenger!  Having that much cash – as well as weed – around means you’ve 
got to have lots of security (which you also won’t be able to deduct), and it means you have to 
really trust your employees. 

Is this going to get any better?  I mean, so many states are legalizing weed now – you’d think the feds 
would ease up. 

There has been legislation proposed to de-schedule marijuana at the federal level, but nothing 
that has come close to passing yet.  If I had to guess, I’d say it would probably happen in the 
next few years, but it’s hard to say for sure. 



 

 

Dude!  You know what I just realized?  I don’t have to use cash for weed sales – I can take CRYPTO! 

That’s funny.  Pretty much the first thing bitcoin was used for was to buy drugs.  You ever hear 
of Silk Road?  You’re right – that solves a lot of problems for you, but it’s not like the early days 
when crypto was the wild west.  A lot of government agencies have started to look a lot closer at 
cryptocurrencies and to regulate them pretty heavily. 

What do you mean? 

Well, you may have heard that a couple of years ago, they pressured the exchanges to give 
transaction info to the IRS.  They also put a question on the tax return asking if you had engaged 
in any crypto transactions.  Then they sent letters out to people who were identified by the 
exchanges, remining them of their obligations. 

I remember all that.  Is there anything new this year? 

There is.  You remember that bipartisan infrastructure bill that was passed in November?  There 
was a nasty little provision in there regarding crypto that has a lot of people upset. 

What’s that? 

Similar to the information they’re requiring from the exchanges, they’re requiring “brokers” to 
collect information about the parties to the transactions they’re involved in and report it to the 
IRS.  The problem is that the definition of “brokers” in the legislation is so vague that it could 
potentially include anyone who engages in any crypto transactions. 

Well that sucks. 

The good news is that there seems to be a bipartisan consensus that it went too far, and a bill 
has been proposed to fix the wording.  It seems likely to pass, but it hasn’t yet. 

So what you’re telling me is that I can’t open a weed store yet, when I do, I won’t be able to deduct my 
expenses or use a bank, and if I take crypto I get regulated like Goldman Sachs.   

That’s what you get for living in the land of the free!  It DOOBIE like that, though – the 
government always wants to encROACH on your rights.  It really gets my nose out of JOINT.  But 
whatcha GANJA do about it? 

 

 


