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The Cannabis Industry
Accounting and Appraisal Guide

These 77 words in the Internal Revenue Code define one of the 
biggest challenges currently facing cannabis businesses:

No deduction or credit shall be allowed for any amount 
paid or incurred during the taxable year in carrying 
on any trade or business if such trade or business (or 
the activities which comprise such trade or business) 
consists of trafficking in controlled substances (within 
the meaning of schedule I and II of the Controlled 
Substances Act) which is prohibited by Federal law or 
the law of any State in which such trade or business 
is conducted.

26 U.S. Code § 280E - Expenditures in connection with 
the illegal sale of drugs

iv



Mary Jane

Dope

KGB

Reefer

Hashish
Doo
bie

Mar
ijuan

a

Cannabis

Wacky Tabacky

Tea

Her
b
Grass

Gree
n

Weed

Ganja

Schwag





Table of Contents

About The Authors . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . xiii
Contributors . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . xv
Introduction . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1

CHAPTER 1: What is Cannabis? . . . . . . . . . . . . . . . . . . . . . . 5
Cannabis . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5
Hemp and CBD. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7
Delta-8. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9

CHAPTER 2: History and Regulation of Cannabis . . . . . . . 11
History of Federal Cannabis Regulation . . . . . . . . . . . . . 14
Department of Justice. . . . . . . . . . . . . . . . . . . . . . . . . . . . 18
Recent Cannabis Reform Efforts . . . . . . . . . . . . . . . . . . . 22
State Regulation of Cannabis . . . . . . . . . . . . . . . . . . . . . . 27

CHAPTER 3: Why is the Cannabis Industry so 
Hot Today? . . . . . . . . . . . . . . . . . . . . . . . . . . 31

The Need for Private Investors . . . . . . . . . . . . . . . . . . . . . 34
Cannabis Enters Mainstream Financial Markets . . . . . . . 36
Industry Challenge: A Changing Regulatory 

Environment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38
It’s Not All Rosy: Words of Wisdom Moving Forward . . 39

vii



CHAPTER 4: Exploring Entity Structure Options . . . . . . . 42
Sole Proprietorships . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 43
Partnerships . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 45
Limited Liability Companies . . . . . . . . . . . . . . . . . . . . . . 49
Corporations (C Corporations) . . . . . . . . . . . . . . . . . . . . 50
S Corporations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 54
Use of Multiple Entities . . . . . . . . . . . . . . . . . . . . . . . . . . 56
Non-Profits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 57

CHAPTER 5: Accounting and Bookkeeping 
Fundamentals . . . . . . . . . . . . . . . . . . . . . . . . . 61

Accounting Methods . . . . . . . . . . . . . . . . . . . . . . . . . . . . 62
Accounting Principles and Concepts . . . . . . . . . . . . . . . . 64
Accounting Basics . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 65
Financial Statements . . . . . . . . . . . . . . . . . . . . . . . . . . . . 66
Cash Policies and Internal Controls . . . . . . . . . . . . . . . . . 69
Accounting Related Software. . . . . . . . . . . . . . . . . . . . . . 71
Seed to Sale Software  . . . . . . . . . . . . . . . . . . . . . . . . . . . 72
Payroll Provider Considerations . . . . . . . . . . . . . . . . . . . . 73

CHAPTER 6: Advanced Accounting Topics . . . . . . . . . . . . 74
Accounting for Inventory . . . . . . . . . . . . . . . . . . . . . . . . . 74
Cost Accounting . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 75
Standard Costing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 79
Methods Used to Charge Inventory to Cost of Sales . . . . 80
Non-Financial Data for Accurate Cost Accounting . . . . . 82
What Does it Cost to Manufacture a Product? . . . . . . . . 83
Risk Assessment in the Cannabis Industry. . . . . . . . . . . . 83
Inventory . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 85
Revenue Recognition . . . . . . . . . . . . . . . . . . . . . . . . . . . . 85

Table of Contents

viii



Internal Control Challenges in the Cannabis Industry  . . 86
Information and Communication  . . . . . . . . . . . . . . . . . . 90
Monitoring  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 91

CHAPTER 7: The Complicated World of Cannabis 
Taxation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 92

Qualified Business Income Deduction  . . . . . . . . . . . . . . 93
IRC Section 471. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 95
IRC Section 280E . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 97
States and IRC Section 280E. . . . . . . . . . . . . . . . . . . . . 100
IRC Section 263A . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100
Cannabis Specific Issues. . . . . . . . . . . . . . . . . . . . . . . . . 102
Filing a Protective Claim for Refund . . . . . . . . . . . . . . . 104
IRS Audit Risk. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 105
IRS Form 8300, Report of Cash Payments Over $10,000

Received in a Trade or Business  . . . . . . . . . . . . . . . 107
IRS Form 3115, Application for Change in  

Accounting Method . . . . . . . . . . . . . . . . . . . . . . . . . . 108
IRS Form 8275, Disclosure Statement . . . . . . . . . . . . . . 109
IRS Form 843, Claim for Refund and  

Request for Abatement . . . . . . . . . . . . . . . . . . . . . . . . 109
Sales and Excise Taxes . . . . . . . . . . . . . . . . . . . . . . . . . . 110
Court Cases Related to IRC Section 280E . . . . . . . . . . . 114
CHAPTER 8: The Approaches and Methods of 

Valuing a Cannabis Business . . . . . . . . . . . . 120
Asset (or Cost) Approaches . . . . . . . . . . . . . . . . . . . . . . 121
Income Approaches . . . . . . . . . . . . . . . . . . . . . . . . . . . . 122
Market Approaches . . . . . . . . . . . . . . . . . . . . . . . . . . . . 128

Table of Contents

ix



CHAPTER 9: Market Multiples in the Cannabis Industry 134
Deal Structure . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 135
Public Cannabis Company Market Multiples . . . . . . . . 136
Private Cannabis Company Market Multiples . . . . . . . . 141

CHAPTER 10: Startup and Pre-Revenue Valuation in the 
Cannabis Industry . . . . . . . . . . . . . . . . . . . 143

Fundraising . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 146
Investment Vehicles . . . . . . . . . . . . . . . . . . . . . . . . . . . . 148
Timing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 150
Capitalization (Cap) Tables . . . . . . . . . . . . . . . . . . . . . . 150

CHAPTER 11: Valuation Reports . . . . . . . . . . . . . . . . . . . . 156
Types of Valuation Reports . . . . . . . . . . . . . . . . . . . . . . 156
The Typical Components of a Valuation Report. . . . . . . 159

CHAPTER 12: Unique Issues in Cannabis Appraisal . . . . . 171
Cannabis is Federally Illegal. . . . . . . . . . . . . . . . . . . . . . 174
Banking . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 174
Bankruptcy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 176
Small Business Administration (SBA) . . . . . . . . . . . . . . 178
Extraordinary Tax Burdens. . . . . . . . . . . . . . . . . . . . . . . 179
Dynamic Industry Change . . . . . . . . . . . . . . . . . . . . . . . 179
Municipal Challenges. . . . . . . . . . . . . . . . . . . . . . . . . . . 181
Reliance on Prospective Information . . . . . . . . . . . . . . . 183
Overall Risk Assessment . . . . . . . . . . . . . . . . . . . . . . . . 183

CHAPTER 13: Lost Profits . . . . . . . . . . . . . . . . . . . . . . . . 185
Lost Profits. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 185
Economic Damages . . . . . . . . . . . . . . . . . . . . . . . . . . . . 187
Forensic Considerations . . . . . . . . . . . . . . . . . . . . . . . . . 189

Table of Contents

x



APPENDIX A: “Must See” Documents . . . . . . . . . . . . . . . 191

APPENDIX B: Landmark Court Case Summaries . . . . . . . 220
Alpenglow Botanicals, LLC v. USA . . . . . . . . . . . . . . . . 220
Laurel Alterman and William A. Gibbons v.  

Commission of Internal Revenue . . . . . . . . . . . . . . . . 222
Alternative Health Care Advocates v.  

Commissioner of Internal Revenue. . . . . . . . . . . . . . . 222
Jason R. Beck v. Commission of Internal Revenue . . . . . 223
Canna Care, Inc. v. Commissioner of Internal Revenue . 224
Californians Helping to Alleviate Medical Problems,  

Inc. (“CHAMP”) v. Commissioner of 
Internal Revenue. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 225

Jeffrey Edmondson v. Commissioner of  
Internal Revenue. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 226

Feinberg v. Commissioner of Internal Revenue . . . . . . . 227
William Franklin v. Commissioner. . . . . . . . . . . . . . . . . 230
Alberto Gonzales, Attorney General, et al. v.  

Angel McClary Raich, et al. . . . . . . . . . . . . . . . . . . . . 231
Green Solution Retail v. United States . . . . . . . . . . . . . . 232
Loughman vs. Commissioner of Internal Revenue . . . . . 233
Dharminder Mann v. Sara Gullickson . . . . . . . . . . . . . . 234
Northern California Small Business Assistants Inc. 

(“NCBSA”) v. Commissioner of Internal Revenue . . . 234
Olive (“Olive”) v. Commissioner of Internal Revenue . . 235
Richmond Patients Group (“RPG”) v.  

Commissioner of Internal Revenue. . . . . . . . . . . . . . . 235
Standing Akimbo, Inc. v. United States . . . . . . . . . . . . . 237

Table of Contents

xi



APPENDIX C: Sample Chart of Accounts . . . . . . . . . . . . . 242

APPENDIX D: Sample Request for Documentation. . . . . . 250

APPENDIX E: Sample Risk Assessment Analysis . . . . . . . 257

APPENDIX F: Sample Report . . . . . . . . . . . . . . . . . . . . . . 262

APPENDIX G: Finding a Qualified Valuation Analyst . . . . 331
Credentials . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 332
Interview Questions . . . . . . . . . . . . . . . . . . . . . . . . . . . . 333

APPENDIX H: Top Resources for Cannabis Industry 
Information . . . . . . . . . . . . . . . . . . . . . . . . 335

Conferences and Events . . . . . . . . . . . . . . . . . . . . . . . . . 335
Market and Industry Research Reports . . . . . . . . . . . . . 338
Online Sources and Newsletters - General. . . . . . . . . . . 338
Online Source and Newsletters – Business  

and Investing  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 339
Organizations (Federal) . . . . . . . . . . . . . . . . . . . . . . . . . 340
Cannabis Books . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 340
Valuation Books . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 341

APPENDIX I: Banking and Financial Resources for the 
Cannabis Industry . . . . . . . . . . . . . . . . . . . . 342

Banking . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 342
Merchant Services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 343
Loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 344

Table of Contents

xii



About The Authors

Stacey Udell, CPA/ABV/CFF, CVA is a partner at HBK 
Valuation Group LLC and Regional Director of HBK CPAs 
and Consultants’ Cannabis Solutions Group. With over 25 years 
of public accounting experience, Stacey has been working with 
clients in the cannabis industry since 2014 providing valuation, 
litigation support, consulting, accounting, and business advisory 
services. Stacey has helped clients before obtaining their license, 
new and experienced operators, buyers and sellers of cannabis 
businesses, and those involved in litigation matters. Ms. Udell is 
a published author and presenter on topics related to valuation, 
economic damages, family law, and the cannabis industry. 

Ron Seigneur, MBA, ASA, CPA/ABV, CVA is a partner 
in Seigneur Gustafson LLP, a certified public accounting and 
business advisory firm located in Lakewood, Colorado. Ron 
has over 40 years of valuation experience, has been endorsed 
as an expert witness in several jurisdictions, and has served in 
appointments as trustee, mediator, arbitrator, and special master 
of the court. Ron is very active nationally as an educator and 

xiii



author of valuation topics and has written and taught advanced 
level valuation courses in several states. Ron also continues to 
focus attention on succession and exit planning strategies for 
clients and their advisors.

Brenda Clarke, CPA/ABV, CVA is Managing Partner of 
Seigneur Gustafson LLP, a certified public accounting and business 
advisory firm located in Lakewood, Colorado. Brenda has over 25 
years of experience working with a wide range of small businesses 
on various taxation, attestation, and planning topics. She has 
experience in business valuation and economic damages claims 
litigation assignments, as well as valuation analysis for estate and 
tax transactions. Brenda has strong industry experience working 
with manufacturing companies, professional service firms, and 
high-tech companies.

About The Authors

xiv



Contributors

Ryan Cram is a Senior Financial Analyst with Seigneur 
Gustafson LLP based out of Colorado Springs, Colorado.

Gal Hen is a Manager in the Cannabis Solutions Group at HBK 
CPAs and Consultants based out of West Palm Beach, Florida.

Angela Jones is a Senior Associate in the Cannabis Solutions 
Group at HBK CPAs and Consultants based out of West Palm 
Beach, Florida.

Chris Marrie is the National Director of the Cannabis 
Solutions Group at HBK CPAs and Consultants based out of 
Naples, Florida.

Paul Rivera is a Senior Associate in the Cannabis Solutions 
Group at HBK CPAs and Consultants based out of West Palm 
Beach, Florida.

xv





1

Introduction

In March 2020, the world shut down due to COVID-19, but 
the cannabis industry got a boost when it was declared an 

essential business. Online ordering, curbside pickup, and delivery 
channels expanded which provided the general public more 
opportunities to spend government stimulus money on both 
alcohol and cannabis. 

The cannabis industry continues to be one of the fastest growing 
industries in the United States and created one of the greatest 
entrepreneurial business opportunities of the 21st century. New 
Frontier Data reported sales in the state legal cannabis market 
of $26.5 billion in 2021 and projected an 11 percent compound 
annual growth rate, reaching $58 billion by 2030. As a point 
of reference, Starbucks sales were $29.1 billion in its fiscal year 
ending September 30, 2021 and McDonalds global revenue was 
$23.2 billion in 2021.

New Frontier Data also estimated 52 million adults will 
consume cannabis at least once in 2022 and this will increase to 
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71 million people by 2030 representing four percent compound 
annual growth.

With so many states legalizing various aspects of cannabis, 
it isn’t surprising that an October 2021 Gallup poll showed 68 
percent of Americans supported legalizing cannabis, an increase 
from 60 percent in October 2016. This is compared to 2011 
when 45 percent of adults favored legalization. 70 percent of 
American citizens have some form of legal access to medical or 
recreational cannabis in 2022. While public support is increasing, 
unfortunately politicians can’t get past the politics to legalize or 
deschedule cannabis or at least create legislation allowing banks 
to service cannabis businesses without penalty.

While all of this is happening (or not happening) in the world, 
the cannabis industry continues to evolve. There are varying 
(and often conflicting) rules at the federal, state, and local levels. 
Jurisdictions have different licensing regulations and requirements 
and processes for holding licenses which vary significantly. 
Examples include limited license states to no caps on licenses, 
preference to social equity applicants, residency restrictions, and 
optout options for municipalities. 

The complexities regarding this industry require the use of 
knowledgeable professionals who are adequately trained and 
familiar with industry trends and protocols. As Certified Public 
Accountants who work regularly with a wide range of businesses 
and clients, nothing has come close to the intellectual challenges 
we have encountered in this niche.

We added some new topics and new chapters– Advanced 
Accounting Topics (chapter 6) and Lost Profits (chapter 13) 
and new topics in this edition.  New topics include accounting 
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methods, seed to sale software, payroll providers, the Qualified 
Business Income Deduction, investment vehicles, and bankruptcy.  
Lastly, ten new court cases are included in Appendix B.  We hope 
you enjoy and learn from the second edition of The Cannabis 
Industry Accounting and Appraisal Guide. We created this book to 
provide useful information about the unique financial aspects and 
intricacies related to businesses operating in the rapidly evolving 
regulated cannabis industry.

Stacey

Ron

Brenda




