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The Federal Government continues to classify marijuana as a controlled substance, and 
has been countering the movement by many states to legitimize marijuana usage but 
auditing businesses involved in what is considered drug trafficking.  

Under direction of the U.S. Department of Justice the Internal Revenue Service has 
formed under the prior administration task forces throughout the U.S. to audit any and 
all businesses that are involved in the marijuana trade.  

In a recent U.S. Tax Court case in Colorado the IRS held that taxpayers were precluded 
from deducting any business expenses related to their legal medical marijuana 
dispensary business.  

A taxpayer may generally deduct ordinary and necessary business expenses, an 
exception under Code Sec. 280E prevents taxpayers from deducting any amount where 
the trade or business (or the activities which comprise the trade or business) consists of 
trafficking in controlled substances (e.g., controlled substances within the meaning of 
schedule I (such as marijuana) and II of the Controlled Substances Act) which is 
prohibited by Federal law.  

While being legal at the state level such activities continue to be illegal under federal 
law which classifies marijuana as a Schedule I controlled substance under the 
Controlled Substances Act.  

In the matter of Altermeds, LLC which owned and operated a retail store, the IRS task 
force audited the entity and disallowed all of their business deductions.  

The entity sold smokable marijuana, either as prerolled marijuana cigarettes (i.e., joints) 
or as dried marijuana buds, as well as marijuana in edible form, such as brownies and 
cakes, and orally-consumed tinctures (collectively, marijuana merchandise). In addition, 
the dispensary sold products that contained no marijuana, such as pipes, papers, and 
other items used to consume marijuana (collectively, non-marijuana merchandise).  

The IRS task force examined Alterman’s 2010 and 2011 tax returns.  



The IRS disallowed all of Altermeds business expense deductions for the tax years of 
2010 and 2011under Code Sec. 280E except for depreciation and Code Sec. 179 
expensing.  

The IRS issued a notice of deficiency of $452,292 for 2010, and $232,772 for 2011. 

The IRS also issued accuracy-related penalties under Code Sec. 6662(a).  

The court found in favor of the IRS under federal law.  

Bottom line, it continues to be a highly risky business to enter into despite what any 
state might otherwise allow as being legal.  

                                                                                               __________________ 

We here at Muffoletto & Company believe that the more informed you 

are in regards to the rules and regulations that affect you the more we 

can be of service. 

Should you have questions relating to any tax or financial matters call 

at  

(818) 346-2160,  

or you can visit us on the web at  

www.petemcpa.com! 

 

 

Providing individuals, small businesses, corporations, 

partnerships, professionals, and other business entities with the 

necessary guidance and answers for a complex world.  
 

IMPORTANT NOTICE 

The contents of this email and any attachments to it may contain privileged and confidential information from Muffoletto & 
Company. 

This information is only for the viewing or use of the intended recipient. If you are not the intended recipient, you are hereby 
notified that any disclosure, copying, distribution or use of, or the taking of any action in reliance upon, the information 
contained in this e-mail, or any of the attachments to this e-mail, is strictly prohibited and that this e-mail and all of the 
attachments to this e-mail, if any, must be immediately returned to Muffoletto & Company or destroyed and, in either case, this 
e-mail and all attachments to this e-mail must be immediately deleted from your computer without making any copies hereof.  

If you have received this e-mail in error, please notify Muffoletto & Company by e-mail immediately. 

To ensure compliance with Treasury Department regulations, we wish to inform you that, unless expressly stated otherwise 
in this communication (including any attachments) any tax advice that may be contained in this communication is not 
intended or written to be used, and cannot be used, for the purpose of (i) avoiding tax-related penalties under the Internal 
Revenue Code or applicable state or local tax law provisions or (ii) promoting, marketing or recommending to another party 
any tax-related matters addressed herein.  
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If you prefer not to remain on our email lists, please let us know.We will remove you as soon as you notify 

us. 

You may do so by emailing us at  

pete@petemcpa.com 
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