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PURPOSE
Assess how effectively the Medical Marijuana
Enforcement Division (the Division) has
licensed and regulated medica marijuana
businesses.

BACKGROUND

e In 2000, Colorado voters approved
Amendment 20, a constitutional amendment
that legalized the medical use of marijuana
for patients diagnosed with certain
debilitating medical conditions.

e The Division was established in July 2010
to license and regulate businesses that grow,
cultivate, and sell medical marijuana and
products infused with marijuana.

e As of October 2012, the Division oversaw
about 1,440 medical marijuana businesses.

e The Divison's funding comes primarily
from  medica marijuana  business
application and licensing fees.

e Since the Division’'s inception, its funding
has fluctuated significantly. From Fiscal
Y ears 2011 through 2012, revenue declined
by 56 percent from $8.6 million to $3.8
million, respectively. At the same time,
expenditures increased by 11 percent from
$4.7 million to $5.2 million.

OUR RECOMMENDATIONS

The Department of Revenue should ensure that

the Division:

e Only licenses eligible medical marijuana
business applicants and improves the
timeliness of itslicensing processes.

e Evaluates discontinuing its occupational
licensing program.

e Improvesits monitoring activities.

e Improves its processes for seizing and
disposing of unauthorized marijuana from
medical marijuana businesses.

e Improvesitsfee-setting practices.

e Improves controls over expenses and staff
use of state vehicles.

e Develops acomprehensive strategic plan.

The Department agreed with al of our

recommendations.

AUDIT CONCERN

The Division has not adequately defined the oversight activitiesiit
must perform or determined the resources it needs to implement
the regulatory system envisioned by the Genera Assembly to

oversee Colorado’ s emerging medical marijuana industry.

KEeY FACTSAND FINDINGS

The Division has taken an average of about 23 months to issue
final licensing decisions on applications submitted by August 1,
2010, the effective date of a 2-year moratorium on new medical
marijuana businesses. The shortest approval time was 436 days,
while the longest approval time was 807 days.

Of the original business license applications the Division received
by August 1, 2010, 41 percent were still pending as of October
2012 and have not received final licensing decisions.

For 13 (37 percent) of 35 new business application files we
reviewed, we found evidence of potentialy disqualifying
information about the applicants. Ten licenses were issued,
however four were questionable based on this evidence.

At the time of our audit, the Divison had not taken new
occupational licensing appointments in the previous 6 months,
which creates a burden because individuals cannot legally work at
amedical marijuana business without a license.

The envisioned “seed-to-sale” model for regulating Colorado’s
medical marijuana industry does not currently exist. The Division
planned to develop a marijuana plant tracking system, spent about
$1.1 million in Fiscal Years 2011 and 2012, but was unable to pay
the remaining $400,000 and implement the system due to
financial difficulties. The Division reports that it will implement
the system by the end of Calendar Y ear 2013.

The Division does not use the prescribed statutory process when
taking marijuana related to disciplinary actions against medical
marijuana businesses. Additionally, the Division has inadequate
controls to ensure that seized marijuanais destroyed properly.
The Division has not developed a systematic process for setting
feesthat correspond to its costs of providing regulatory oversight.
The Division laid off a mgjority of its staff in Fiscal Year 2012
due to revenue shortfalls. Specifically, in Fiscal Years 2011 and
2012, the Division experienced 19 consecutive months of net
losses, including a loss of about $2.3 million in June 2011
because of large capital purchases, such as furniture, computer
equipment, and software for a marijuana plant tracking system.
Weaknesses in the Division’s fee-setting, strategic planning, and
expense controls contributed to its funding problems.

The Department of Revenue did not identify al medical
marijuana businesses in its sales tax system and underreported
sales tax revenue generated by 56 dispensaries by about $760,000
for Fiscal Years 2011 and 2012 combined.
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