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More than 25 states allow the sale of marijuana for medicinal use; eight states permit
the sale for recreational use. This activity has created new business opportunities for
many public accounting �rms, but there are unique challenges and risks in ...
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How Accounting Firms Can Serve Marijuana
Businesses
By Stanley Sterna, JD and Joseph Wolfe

More than 25 states allow the sale of marijuana for medicinal use; eight states permit
the sale for recreational use. This activity has created new business opportunities for
many public accounting �rms, but there are unique challenges and risks in serving
these clients.

Providing services to clients engaged in a business that is legal under state law but
illegal under federal law has raised concerns among CPA �rms regarding professional
liability risks and compliance with professional standards, laws and board of
accountancy regulations. Under federal law, marijuana remains illegal under the
Controlled Substances Act. This exposes �rms that service marijuana businesses to
charges of aiding and abetting or conspiracy to violate this law, as well as criminal
prosecution and civil claims alleging violation of federal racketeering laws.

Many banks refuse to provide services to these businesses due to concerns about
application of both the Controlled Substance Act and anti-money laundering laws.
As a result, marijuana businesses handle large amounts of cash, highlighting the
need to address internal controls and the risk of theft and fraud. Additionally, the
application of federal and state tax laws to income tax reporting by marijuana
businesses is complex, requiring a heightened focus on compliance by both CPAs and
their clients.
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Quality control procedures will be of heightened importance for any accountant
serving marijuana businesses. Vigilance in client engagement acceptance and
continuance can help mitigate the elevated risks of servicing these largely cash based
businesses, which must comply with con�icting federal and state laws. Both audit
and tax services present unique challenges, such as the valuation of inventory and
the disallowance of tax deductions under §280E of the Internal Revenue Code.

These factors create obvious risks for CPA �rms providing services to marijuana
businesses. When assessing client acceptance and continuance, CPA �rms should
determine whether the marijuana business has conducted criminal background
checks of its employees and if any adverse �ndings will affect their ability to
effectively render services. When entering into an engagement, CPA �rms should
obtain a representation letter from the business principals expressly stating that they
fully understand and intend to comply with all state laws applicable to their
business. Engagement letters should clearly de�ne the scope of the services to be
rendered, and require client management to acknowledge that it is their
responsibility to maintain all tax and accounting records as needed to respond to
inquiries, investigations or audits initiated by regulators and criminal or tax
authorities. Additionally, all communications with the client should be documented
in writing.

A related concern raised by many CPAs is how professional liability insurance
coverage applies to claims that may arise from servicing these clients. Insurance
coverage cannot be determined prospectively by the �rm’s insurer, agent or broker.
However, understanding how coverage applies can ease the process of evaluating and
mitigating the risks of servicing this growing industry.

Professional liability insurance policies include a de�nition of “professional
services”, which generally is broadly drafted to cover services performed by
accounting �rms. The majority of services CPA �rms are likely to render for
marijuana businesses are no different from those performed for other client
industries.

Many policies also provide coverage for the costs associated with responding to a
disciplinary or regulatory investigation. While coverage varies, these policy
provisions are designed to provide coverage for the legal costs of responding to a
complaint �led against the CPA �rm or its employees by licensing boards or
regulators. Professional liability policies generally do not, however, provide
insurance coverage for the legal costs of responding to a criminal investigation or
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defending criminal charges �led against the �rm or individuals. Policy exclusions
speci�cally de�ne and deny coverage for these exposures.

Additionally, these policies generally do not provide coverage for civil or criminal
�nes, penalties, sanctions or forfeitures. Coverage for these exposures is usually
limited by the de�nition of Loss contained in the policy.

As a practical matter, how does this play out in the event a CPA �rm or its employees
encounter civil or criminal investigations, claims or legal action related to their
services to marijuana businesses? Coverage is determined pursuant to a policy’s terms
and conditions, as well as applicable laws, regulations and professional standards.

Continue reading at www.CPAPracticeAdvisor.com/12371973

 

 

Professional Liability Claims and Lawsuits:

Insurance coverage generally will apply, just as it would to services rendered for
clients in other industries. However, in light of the fact that marijuana businesses
remain illegal under federal law, claims may include allegations that the �rm or
individuals employed by the �rm engaged in dishonest, fraudulent or criminal acts.
Coverage is typically excluded if this occurred, but the relevant policy exclusions
contain important exceptions. These usually indicate that the exclusion does not
apply unless there is a �nal judgment by a court �nding that the insured party is
guilty of the allegation.

Fines, Penalties, Sanctions and Forfeitures:

Policies generally exclude coverage for these exposures. This includes penalties
imposed on the CPA �rm or individuals by licensing, taxing, regulatory and other
legal authorities. Individuals or �rms that come under investigation by any of these
authorities should promptly place their professional liability insurer on notice of
these matters. While there likely will be no insurance coverage for these exposures,
there may be insurance coverage for the costs to hire legal counsel to defend the �rm
or individual, subject to other limitations contained in the policy.

Criminal Investigations and Criminal Legal Actions:
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The costs to defend these matters generally are excluded from coverage. Once a �rm
becomes aware of such investigations or actions, they should promptly retain a
quali�ed criminal attorney to represent the parties.

This is intended to serve as a brief overview regarding coverage under professional
liability insurance policies for claims and lawsuits that could arise in connection
with rendering professional services to legal marijuana businesses. CPAs should
consult with competent legal counsel and their insurance agent or broker for further
questions, including implications regarding other types of insurance coverage. All
CPAs considering providing services to clients in the marijuana business should
review the AICPA white paper, An Issue Brief on State Marijuana Laws and the CPA
Profession, which addresses relevant legal, regulatory, and risk mitigation concerns,
and is updated yearly.[1]

 ——————–

Stanley Sterna (stan.sterna@aon.com) is a vice president and Joseph Wolfe
(joseph.wolfe@aon.com) is a risk management consultant at Aon Af�nity, the endorsed
provider of the American Institute of Certi�ed Public Accountants (AICPA) Professional
Liability Insurance Program since 1967.  For more information call 215.773.4653 or visit
cpai.com.

This article is provided for general informational purposes only and is not intended
to provide individualized business, insurance or legal advice, You should discuss your
individual circumstances thoroughly with your legal and other advisors before
taking any action with regard to the subject matter of this article. Only the relevant
insurance policy provides actual terms, coverages, amounts, conditions, and
exclusions for an insured.

[1]
https://www.aicpa.org/Advocacy/State/DownloadableDocuments/MarijuanaCPAsIss
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It’s Time for Small Businesses to Get Back to Business. Sir Richard Branson via
LinkedIn. http://bit.ly/2x8qunK

Must-Pay Expenses When You Have a Cash Flow Problem. SurePayroll Blog.
http://bit.ly/2x8m6Vt

What SMEs Operating Online Need to Know About Finances. AccountexReport.
http://bit.ly/2xUzv7R

Brick and Mortars Can Apeal to Touch and Feel. UMich Business Blog.
http://bit.ly/2x73WbE

The Big 3 Innovations Small Businesses Need to Look Out For. SalesForce Blog.
http://sforce.co/2f1KNAj

 

Latest Small Business News:
Commercial Real Estate Outlook Remains Strong. Commercial real estate price
growth is expected to �atten over the next year, but strong demand in smaller
markets should keep the sector on solid
ground. http://cpapracticeadvisor.com/12368515

How to Avoid New Equifax Scams. The Equifax breach might have given scammers
a trove of personal details about you that they can use in all sorts of ways to steal
your identity, money and make your life miserable. 
http://cpapracticeadvisor.com/12370435

What is Overhead Allocation? The more accurately you can measure how overhead
impacts each job’s bottom line, the more accurate your picture of job performance
can be.  
http://cpapracticeadvisor.com/12368875

Demand by Renters Pushes Home Sale Prices Higher. While rents for both houses
and apartments have slowed signi�cantly over the past year, median rent for houses
rose 1.3 percent annually to a monthly rent payment of $1,404.  
http://cpapracticeadvisor.com/12368524

More than Half of Grocery Sales In�uenced by Digital Marketing. Digital’s
in�uence on grocery overall has nearly doubled year over year and has similarly
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driven increasing impact on the in-store shopping experience. 
http://cpapracticeadvisor.com/12368519
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