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I. IRS Code Section 280E 

  

A. Supremacy Clause of  the U.S. Constitution 

a. Establishes the U.S. Constitution, federal statutes and treaties as “the supreme law of  the land”; and 

b. Pursuant to this clause, any state law which conflicts with the federal law is preempted 

  

A. Non-deductible operating expenses 

a. Section 280E disallows any deduction for ordinary and necessary business expenses for illegal controlled substance businesses 

b. IRC section 280E/Ordinary and Necessary Business Expenses 

i. Denies a taxpayer any deductions for any amount paid or incurred in the year in carrying on any trade or business if  such trade or business 

consisted of  trafficking in controlled substances. 

ii. Supreme Court has consistently upheld the fact that deductions are a matter of  “legislative grace” rather than constitutional requirements 

  

Cost of  Goods Sold (COGS) 

Cost of  Goods Sold (COGS)IRC section 61 defines “gross income” as total sales less the COGS 

COGS is not considered an expense, but rather an adjustment taken into account in arriving at “gross income” 

Cultivators and producers 

Full absorption cost method IRC section 471 

Beginning inventories plus current-year production costs and/or current-year purchases less ending inventories 

Direct costs including material costs, direct labor including burden 
 



1. Indirect costs including rent, utilities, nutrients, security, insurance, scales, grinders, packaging materials, traceability software 

a. Dispensaries and resellers 

i. Cost of  purchases 

a. Cash basis purchases 

1. Cost of  cannabis and other purchases for resell 

  

  

  

I. Bifurcating entity types 

  

A. Cannabis related activities 

a. Cultivators, producers and dispensaries 

B. Non cannabis related activities 

a. Packaging, branding, clothing, lights, software, etc. 

  

I. Form 8300 

  

A. Bank Secrecy Act (BSA) 

a. Requires those in the U.S. and its territories, that receive more than $10,000 in cash in their trade or business,  to report the transactions to the U.S. 

Treasury using Form 8300 

b. Businesses must report cash payments received if  all of  the following criteria is met: 

i. Business receives cash totaling $10,000 as one lump sum, installment payments received in one year of  the initial payment cause the total to 

exceed $10,000, or previously unreported payments that cause the total cash received within a 12 month period exceed $10,000; 

ii. From the same agent or buyer; and 

iii. In a single transaction or in related transactions 

c. Form 8300 data is maintained by the Financial Crimes Enforcement Network (Fin Cen) a branch of  the U.S. Treasury 

d. Some transactions covered by these requirements 

i. Pre-existing debt payments 

ii. Reimbursement of  expenses 

iii.Making or repaying a loan 



i. Sale of  real property 

ii. Sale of  intangible property 

iii.Sale of  goods or services 

iv.Rental of  real or personal property 

a. Cash includes the following if  valued at less than $10,000 and included in a designated reporting transaction 

i. Cashier’s checks 

ii. Bank drafts 

iii.Travelers checks 

iv.Money orders 

b. Penalties 

i. Civil penalties for negligent failure to timely file 

a. $250 per return not to exceed $3,000,000 

b. For persons with average annual gross receipts of  not more than $5,000,000, the ceiling is $100,000 

c. The penalty applies to each return 

d. $50 per return not to exceed $500,000 

e. .For persons with average annual gross receipts of  not more than $5,000,000, the ceiling is $75,000 

ii. Criminal penalties for willful failure to file 

a. Willfully filing a false or fraudulent Form 8300 

b. Stopping, or attempting to stop, a Form 8300 from being filed, or 

c. Setting up, assisting, or trying to set up a transaction in a way that would make it seem unnecessary to file Form 8300 

1. Fines up to $100,000 

2. And/or imprisonment up to five years 

3. Costs of  prosecution 

  



IRS Form 8300 Page 1 
Report of  Cash Payments Over $10,000 

Received in a Trade or Business 



IRS Form 8300 Page 2  
Report of  Cash Payments Over $10,000 

Received in a Trade or Business 

 


