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Colorado Office of the State Auditor 
Medical Marijuana Regulatory System Part I Performance Audit (March 2013) 

Project Narrative 
 
In 2000, Colorado voters approved a constitutional amendment to legalize the medical use of 
marijuana, and in 2010, in response to an increasing number of marijuana storefronts, legislators 
enacted a regulatory scheme for businesses that grow and sell medical marijuana. The legislation 
charged the Department of Revenue (Revenue) with licensing and monitoring medical marijuana 
businesses. In mid-2012, the Office of the State Auditor (OSA) commenced a performance audit 
of the State’s medical marijuana regulatory system. We planned our performance audit to look at 
both the business side of medical marijuana regulation, which is handled by Revenue, and the 
patient side of marijuana regulation, which is handled by the Department of Public Health and 
Environment (Public Health), with a single report scheduled to be issued in summer 2013. 
 
Scope and Potential for Impact: The OSA responded to current events to ensure the audit made 
the most impact. A primary example of this is that, in response to voter approval in November 
2012 to legalize the use of marijuana for non-medical purposes (referred to as recreational 
marijuana), the OSA changed the planned reporting of the audit results. The legalization of 
recreational marijuana included deadlines to enact related laws and rules by the summer of 2013. 
At the time voters approved recreational marijuana, the audit team was far enough into the work 
to know that there were significant problems with the regulation of medical marijuana 
businesses. The OSA determined that it was important to issue audit findings on medical 
marijuana as soon as possible to help inform the development of laws and rules for recreational 
marijuana .The OSA adjusted the audit scope and prioritized work around the business side of 
regulating medical marijuana, and issued a report in March 2013 (Medical Marijuana Part I), 4 
months earlier than originally planned. See Attachment A for a copy of the Medical Marijuana 
Part I report. Later that summer, the OSA issued its second report, which focused on the patient 
side of medical marijuana regulation (Medical Marijuana Part II). 
 
Persuasive Conclusions and Innovative Approaches for Effective and Efficient 
Government: The audit report included 13 recommendations for significantly improving 
regulation of medical marijuana businesses. Overall, the audit report helped legislators, 
regulators, and the public understand that the State did not have the strict regulation of medical 
marijuana in place that was generally thought to exist. For example: 
 

• Chapter 2 addressed how Revenue had not developed an effective licensing program, as 
illustrated by businesses that had been licensed despite evidence indicating they did not 
meet strict statutory criteria. For example, some of the businesses Revenue had licensed 
were for applicants that had past criminal histories and/or financial assistance from 
potentially unsuitable persons. The audit also found license applications that were 
pending for more than 2 years and a lack of monitoring to ensure a “closed-loop” system 
of medical marijuana distribution (i.e., a system through which marijuana is not diverted 
to the black market). 

 
• Chapter 3 addressed how Revenue had not managed its resources effectively to meet its 

objectives, as evidenced by inadequate fee-setting (although fees are the sole source of 
revenue to support the regulation of the medical marijuana industry) and inadequate 
controls over expenses. For example, the audit found the balance in Revenue’s cash fund 
for medical marijuana varied drastically over the roughly 2 years reviewed, including a 
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$2.3 million deficit at one point and a half-million dollar surplus within one 12-month 
period. The audit also found an overall lack of strategic planning for how to go about 
regulating the industry. 

 
• Chapter 4 of the audit report addressed the State’s difficult position of regulating an 

industry that is illegal under federal law. The audit recommended that the relevant 
agencies seek guidance from the federal government about any risks to state employees 
who are involved with regulating a federally illegal activity. This innovative approach to 
addressing “the federal issue” allowed the audit team to comply with Government 
Auditing Standards for reporting on illegal activity without recommending that the 
State’s voter-approved medical marijuana industry be dismantled. 

 
Action Produced and Usefulness to the Customer: The audit report generated significant 
media coverage, resulted in successful legislation to simplify medical marijuana business 
licensing, and influenced the rollout of recreational marijuana. The audit was instrumental in the 
successful passage of House Bill 13-1238. This bill simplified the state and local relationship in 
the business licensing process, which was a factor creating significant delays when issuing 
licenses. See Attachment B for a copy of the enacted legislation. The audit also influenced the 
debate around how to regulate recreational marijuana. Media reports following the audit’s 
release reported that the creation of recreational marijuana regulation was “thrown into chaos” as 
the audit report debunked legislators’ pre-existing belief of a well-regulated medical marijuana 
industry, and legislators questioned Revenue officials on their ability to do things differently for 
recreational marijuana. See Attachment C for highlighted media coverage. In the months since 
the audit, Revenue has aggressively addressed the audit recommendations. As of December 
2013, Revenue reported that more than half of the recommended changes had already been 
implemented, many of them ahead of schedule. See Attachment D for recommendation 
implementation status summaries. 
 
Clarity and Conciseness of Communication Style: The audit report included a one-page 
highlight sheet and several graphs and charts to help busy readers easily digest the audit 
findings. All reports issued by the OSA include a one-page highlight sheet (report page 1) 
summarizing the audit findings so that legislators, the media, and other interested parties can 
quickly understand the main points of the audit. This audit report also included several charts and 
graphs to illustrate complex information in a simple snapshot. Some examples include: 
 

• A chart showing how few medical marijuana business license applications had been 
processed 2 years after they were submitted (report page 36). 

 
• A diagram illustrating the “closed-loop” system (referred to as vertical integration) 

legislators had enacted to help ensure medical marijuana was not diverted to the black 
market (report page 48). 

 
• A chart showing the disconnect between estimates of how long it would take to process 

medical marijuana business licenses and how much time it was actually taking, which 
helped illustrate problems with the fee structure (report page 66). 
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For further information about this report, contact the Office of the State Auditor 
303.869.2800 - www.state.co.us/auditor 

Dianne E. Ray, CPA 
State Auditor 

MEDICAL MARIJUANA REGULATORY SYSTEM,

PART I
Performance Audit, March 2013 

Report Highlights

Department of Revenue 

KEY FACTS AND 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 potentially disqualifying 
information about the applicants. Ten licenses were issued, 
however four were questionable based on this evidence. 

At the time of our audit, the Division had not taken new 
occupational licensing appointments in the previous 6 months, 
which creates a burden because individuals cannot legally work at 
a medical 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 Year 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 marijuana is destroyed properly. 

The Division has not developed a systematic process for setting 
fees that correspond to its costs of providing regulatory oversight. 

The Division laid off a majority 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 all 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.

BACKGROUND

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. 

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

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

The Division’s funding comes primarily 
from medical marijuana business 
application and licensing fees. 

Since the Division’s inception, its funding 
has fluctuated significantly. From Fiscal 
Years 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: 

Only licenses eligible medical marijuana 
business applicants and improves the 
timeliness of its licensing processes. 

Evaluates discontinuing its occupational 
licensing program. 

Improves its monitoring activities. 

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

Improves its fee-setting practices. 

Improves controls over expenses and staff 
use of state vehicles. 

Develops a comprehensive strategic plan. 

The Department agreed with all of our 
recommendations.

PURPOSE

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

AUDIT CONCERN

The Division has not adequately defined the oversight activities it 
must perform or determined the resources it needs to implement 
the regulatory system envisioned by the General Assembly to 
oversee Colorado’s emerging medical marijuana industry.

-1-
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Overview of Colorado’s Medical 

Marijuana Regulatory System

 Chapter 1 



History of Medical Marijuana Legislation 

Colorado Medical Marijuana Code (House Bill 10-1284):



Physician-Patient Relationship (Senate Bill 10-109):

Medical Marijuana Businesses (House Bill 11-1043):



Patient Access to Medical Marijuana 

Oversight of Medical Marijuana 

Businesses



 dispensary

grow operation

medical marijuana-infused products manufacturer



Medical Marijuana Business Licensing 



Medical marijuana center licenses

o

o

Medical Marijuana Business Licensing Process at the State Level 

Source: 

1



o

Optional premises cultivation licenses

Medical marijuana-infused products manufacturing licenses

Fiscal Overview 
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However, in Fiscal Year 2012 the Division’s revenue declined by 56 percent to 
$3.8 million. At the same time, the Division’s expenses increased by 
11 percent, from $4.7 million in Fiscal Year 2011 to $5.2 million in Fiscal Year 
2012. The following table shows the Division’s revenue and expenses from Fiscal 
Year 2011 through the first half of Fiscal Year 2013. 

Medical Marijuana Enforcement Division 

Revenue and Expenses 

Fiscal Years 2011 Through 2013
1

(In Millions) 

2011 2012 2013
1

Beginning Balance - $3.9 $2.5

Revenue $8.6 3.8 2.0

Expenses 4.7 5.2 0.9

Year-End Balance 3.9 2.5 TBD1

Source: Office of the State Auditor’s analysis of data from the Colorado Financial Reporting 
System. 

1 Reflects only the first 6 months of Fiscal Year 2013 (i.e., July through December 2012). The 
year-end balance will be determined in June 2013. 

According to the Division, several factors contributed to the $4.8 million decrease 
in revenue between Fiscal Years 2011 and 2012. For example, the moratorium on 
new medical marijuana businesses between August 2010 and July 2012 resulted 
in large collections of application fees at the beginning of Fiscal Year 2011 but no 
application fee collections at all in Fiscal Year 2012. In addition, prior to April 
2012, the Division did not collect annual licensing fees from any medical 
marijuana businesses that had a pending application. We discuss the Division’s 
funding issues in more detail in Recommendation No. 7. 

In Fiscal Years 2012 and 2013, the Division was appropriated $5.7 million and 
55.2 full-time equivalent (FTE) staff.  However, as of February 2013, the Division 
employed only 15 FTE. As we discuss in more detail in Chapter 3, the Division 
experienced funding shortfalls that resulted in a large layoff of staff toward the 
end of Fiscal Year 2012. The 15 remaining FTE include management; 
administrative staff; and investigators who conduct pre-licensing inspections at 
medical marijuana businesses, process business license applications, and 
investigate complaints. 

Audit Purpose, Scope, and Methodology 

We conducted this performance audit pursuant to Section 2-3-103, C.R.S., which 
authorizes the State Auditor to conduct audits of all departments, institutions, and 
agencies of state government. Audit work was performed from August 2012 
through March 2013. This report is the first of two audit reports we plan to issue 
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with findings and recommendations related to Colorado’s medical marijuana 
regulatory system. The first report focuses primarily on the Division’s business 
licensing and regulatory activities. We anticipate issuing the second report later in 
2013; it will focus primarily on the Department of Public Health and 
Environment’s role in the State’s medical marijuana regulatory system. We 
acknowledge the cooperation and assistance provided by staff at the Division and 
Public Health. 

For this first audit report, our primary objective was to assess how effectively the 
Division has licensed and regulated medical marijuana businesses. Specifically, 
we evaluated: 

The efficiency of the Division’s business licensing process and whether 
the Division licenses only eligible individuals and medical marijuana 
businesses. 

The adequacy of the Division’s enforcement activities to help ensure that 
medical marijuana does not enter the black market and vice versa. 

The Division’s fee-setting and financial management practices. 

The adequacy of Revenue’s processes for ensuring that medical marijuana 
businesses pay sales tax. 

The security and integrity of medical marijuana business licensing data 
contained in the Division’s My License Office system. 

We assessed the effectiveness of those internal controls that are significant to the 
audit objectives described above. Our conclusions on the effectiveness of those 
controls are described in the audit findings and recommendations. We noted 
certain other matters that we reported to Revenue and Division management in a 
separate letter dated March 5, 2013. 

To accomplish our audit objectives, we: 

Reviewed relevant federal and state laws, rules, regulations, policies, and 
procedures related to the Division’s business licensing and regulatory 
activities. 

Interviewed management and staff at the Division and reviewed 
documentation to determine the Division’s processes for licensing and 
regulating medical marijuana businesses. We also observed Division staff 
conducting business inspection activities. 
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Interviewed staff at Revenue and reviewed documentation to determine 
the State’s processes for collecting appropriate sales tax on the sale of 
medical marijuana. 

Reviewed and analyzed business licensing files to assess file 
completeness, eligibility of license applicants, sufficiency of the 
Division’s background check process, and timeliness of application 
processing.

Reviewed and analyzed data related to program funding and business 
licensing fee rates to assess the sufficiency of the Division’s fee-setting 
practices. 

Reviewed and analyzed payment data to assess the Division’s processes 
and procedures for authorizing and justifying Division expenditures. 

Reviewed and analyzed sales tax information from Fiscal Years 2011 and 
2012 and sales tax audits conducted by Revenue to determine whether 
medical marijuana businesses paid sales tax. 

Interviewed industry stakeholders around the state, including four law 
enforcement agencies, four local governments, and six medical marijuana 
businesses. 

Reviewed basic medical marijuana program information from 18 states 
and the District of Columbia, all of which have passed laws legalizing the 
use of marijuana for medical purposes. 

We relied on sampling techniques to support our audit work as follows: 

We selected a nonstatistical judgmental sample of 70 Division 
expenditures from Fiscal Years 2011 and 2012. The sampled expenditures 
included a range of low- to high-dollar amounts and totaled about 
$1.2 million. We designed our sample to provide sufficient, appropriate 
evidence for our evaluation of the Division’s financial management 
practices. 

We selected a nonstatistical random sample of 40 business license 
application files. The sample included files for 10 dispensaries, 10 grow 
operations, and 10 medical marijuana-infused products manufacturers. 
The sample also included five license renewal applications and five 
license applications submitted after the moratorium on new medical 
marijuana businesses ended in June 2012. The renewal and post-
moratorium sample items included all types of medical marijuana 
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businesses. We designed our sample to provide sufficient, appropriate 
evidence for our evaluation of the Division’s licensing process. 

We selected a nonstatistical random sample of 25 occupational license 
application files. The sample included five applications for key employee 
licenses and 20 applications for support employee licenses. We designed 
our sample to provide sufficient, appropriate evidence for our evaluation 
of the Division’s licensing process. 

The results of our sample testing were not intended to be projected to the entire 
population. Rather, sampled items were selected to provide sufficient coverage of 
areas that were significant to the objectives of this audit. Specific details about the 
audit work supporting our findings, conclusions, and recommendations are 
described in the remainder of the report. 

We conducted this performance audit in accordance with generally accepted 
government auditing standards. Those standards require that we plan and perform 
the audit to obtain sufficient, appropriate evidence to provide a reasonable basis 
for our findings and conclusions based on our audit objectives. We believe the 
evidence obtained provides a reasonable basis for our findings and conclusions 
based on our audit objectives. 



Licensing and Monitoring

 Chapter 2 



Medical Marijuana Enforcement Division 

Status of Medical Marijuana Business License Applications Received Since Division’s 

Inception 

Application Category 

Total 

Applications

Received

Approved 

Licenses

Pending 

Applications

Denied or

Withdrawn 

Applications

Revoked or 

Surrendered 

Licenses

Pre-Moratorium 

Applications Received 

by August 1, 2010
1

Post-Moratorium 

Applications Received 

on or after July 1, 2012
2

Total 2,379 478 986 913 2

Source:

1

2

3

4

Licensing



Business Licenses – Quality of Application Review 



Colorado Medical Marijuana Industry 

Statutory Requirements for State Licensing 
Businesses Business Owners 

1

Source: 

1



Business License Review 

New applications.





Renewal applications. 

No background check conducted. 

No local approval. 

Strengthening policies and procedures.

Proximity to schools.

Background investigations.



Renewal process. 

Increasing supervisory review.

Recommendation No. 1: 



Department of Revenue Response:





Business Licenses - Timeliness of Application 

Decisions

System data.



Medical Marijuana Enforcement Division 

Status of All Pre-Moratorium
1
 Business Applications 

October 2012 
Business Type Approved Denied Withdrawn Pending Total 

814

1,222

317

TOTAL 480
2

142 771 960 2,353

Percent of Total 

Applications 100%

1

2

File review data. 



Pre-licensing inspections. 

Verification of local approval. 



Problem applications. 



Recommendation No. 2: 



Department of Revenue Response:

Occupational Licenses 



Occupational License Review 

Issuance of licenses before background check results known.



Inefficient and inequitable process.



Weak controls over sensitive information.

Future of the Licensing Program 

Denial rates. 



Medical Marijuana Enforcement Division 

Occupational License Approval Rates by Type of License 

May 2011 Through September 2012
1

Support Key Vendor TOTAL Rate 

Approved 4,859 

Denied 3

Withdrawn 199 

Pending 543 

TOTAL 4,343 1,204 57 5,604 100.0%

Source:

1

Licensing model.

Need to raise fees.

Incentives for business owners. 





Recommendation No. 3: 

Department of Revenue Response:



Monitoring



Vertical Integration Model

Source: 



Gonzalez v. Raich

Plant tracking system. 



Video surveillance system.

Tracking forms. 

Audits.



Recommendation No. 4: 



Department of Revenue Response: 



Disposition of Unauthorized Marijuana 

Taking of marijuana.



Destruction of marijuana.



Recommendation No. 5: 



Department of Revenue Response: 



Sales Tax Administration 



Medical marijuana businesses not properly flagged in Gentax.

Not all medical marijuana businesses have a sales tax license.

Not all medical marijuana businesses filed and paid sales taxes.



Recommendation No. 6: 

Department of Revenue Response:





June  

Financial and Strategic Management

 Chapter 3 



Source:

Medical Marijuana License Cash Fund

Monthly Net Revenue

September 2010 Through December 2012



Fee-Setting



Medical Marijuana Enforcement Division Fees 

Fiscal Year 2013 
Category Application Fee License Fee 

Source: 

Defining work activities. 



Calculating costs.



Medical Marijuana Enforcement Division 

Comparison of Application Processing Time Estimates 

Application Type 

Estimate from 

Division Fee 

Analysis 

Estimate from 

Staff Survey 

Source: 



Setting fees to recover costs.

Recommendation No. 7: 



Department of Revenue Response: 

Expenses



Controls Over Expenses

Furniture.



Cell phones and tablet computers.

Reasonableness.



Approvals.

Recommendation No. 8: 

Department of Revenue Response: 



Use of State Vehicles 



Fleet size.

Commuting authorizations. 



Tax exemptions. 

Recommendation No. 9: 



Department of Revenue Response: 



Strategic Planning 



Recommendation No. 10: 



Department of Revenue Response:

Performance Measurement



Medical Marijuana Enforcement Division 

Fiscal Year 2013 Performance Measure 
Performance measure: Initiate final agency action1 on license applications within 60 days of 

local approval. 

Fiscal Year  2010 2011 2012 2013 2014 

Benchmark 

Actual 

Source:  
1

Benchmark does not necessarily capture applicant’s overall wait time. 

Vague terminology makes the end point for measuring performance unclear. 



Key data points needed to measure performance are not captured.

Recommendation No. 11: 



Department of Revenue Response:

Reporting



Recommendation No. 12: 

Department of Revenue Response:







Compliance with Federal Marijuana 

Laws

 Chapter 4 

Government Auditing Standards

Gonzales v. Raich





and those who knowingly facilitate such 

activities

Recommendation No. 13: 



Department of Revenue Response: 

Department of Public Health and Environment 

Response: 





This page intentionally left blank. 



Appendix



This page intentionally left blank. 



Appendix A 

Summary of Findings Related to the SMART Government Act 

Medical Marijuana Regulatory System, Part I 

Medical Marijuana Enforcement Division 

Department of Revenue 

March 2013 

What is the purpose of this program/service? 

What are the costs to the taxpayer for this program/service? 

How does the Department measure the performance of this program/service? 



Medical Marijuana Enforcement Division 

Fiscal Year 2013 Performance Measure
Performance measure: Initiate final agency action1 on license applications within 60 days of 

local approval. 

Fiscal Year  2010 2011 2012 2013 2014 

Benchmark 

Actual 

Source: 
1

Is the Department’s approach to performance measurement for this program/service 

meaningful?

Are the data used to measure performance for this program/service reliable? 

Is this program/service effective in achieving legislative intent and the Department’s goals? 



www.state.co.us/auditor

303.869.2800
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2/11/2014 Colorado General Assembly

http://www.leg.state.co.us/CLICS/CLICS2013A/csl.nsf/BillFoldersAll?OpenFrameSet 1/2

.

All Bills By Bill # House Bills 1201-1250  (Bill Folders
Help?)

Bill # Title and Sponsors
All Bill
Versions History

Fiscal
Note

JBC Staff
Analysis

Summarized History for Bill Number HB13-1238
(The date the bill passed to the committee of the whole reflects the date the bill passed out of
committee.)

02/20/2013 Introduced In House - Assigned to Public Health Care & Human Services
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HOUSE BILL 13-1238

BY REPRESENTATIVE(S) McCann, Fields, Labuda, Ryden, Schafer;
also SENATOR(S) Newell.

CONCERNING FUNDING ISSUES RELATED TO MEDICAL MARIJUANA.

Be it enacted by the General Assembly of the State of Colorado:

SECTION 1.  In Colorado Revised Statutes, 12-43.3-202, add (3)
as follows:

12-43.3-202.  Powers and duties of state licensing authority.
(3)  BY OCTOBER 31, 2013, THE STATE LICENSING AUTHORITY SHALL

PUBLISH A REPORT ON ITS WEB SITE THAT SHOWS:

(a)  THE NUMBER OF APPLICATIONS RECEIVED ON OR BEFORE AUGUST

1, 2010, AND, OF THOSE APPLICATIONS, THE NUMBER OF LICENSES GRANTED,
THE NUMBER OF APPLICATIONS DENIED, THE NUMBER OF APPLICATIONS

PENDING, AND THE NUMBER OF APPLICATIONS WITHDRAWN; AND

(b)  THE NUMBER OF APPLICATIONS RECEIVED JULY 1, 2012,
THROUGH SEPTEMBER 30, 2013, AND, OF THOSE APPLICATIONS, THE NUMBER

OF LICENSES GRANTED, THE NUMBER OF APPLICATIONS DENIED, THE NUMBER

OF APPLICATIONS PENDING, AND THE NUMBER OF APPLICATIONS

NOTE:  This bill has been prepared for the signatures of the appropriate legislative
officers and the Governor.  To determine whether the Governor has signed the bill
or taken other action on it, please consult the legislative status sheet, the legislative
history, or the Session Laws.

________
Capital letters indicate new material added to existing statutes; dashes through words indicate
deletions from existing statutes and such material not part of act.



WITHDRAWN.

SECTION 2.  In Colorado Revised Statutes, 12-43.3-305, amend
(2); and add (2.5) as follows:

12-43.3-305.  State licensing authority - application and issuance
procedures. (2)  The state licensing authority shall not issue a state license
TO A MEDICAL MARIJUANA CENTER, AN OPTIONAL PREMISES CULTIVATION

OPERATION, OR A MEDICAL MARIJUANA-INFUSED PRODUCTS MANUFACTURER

pursuant to this section until the local licensing authority has approved the
application for a local license and issued a local license as provided for in
sections 12-43.3-301 to 12-43.3-303 UPON SATISFACTORY COMPLETION OF

THE APPLICABLE CRIMINAL HISTORY BACKGROUND CHECK ASSOCIATED WITH

THE APPLICATION, AND THE STATE LICENSE IS CONDITIONED UPON LOCAL

LICENSING AUTHORITY APPROVAL. A LICENSE APPLICANT IS PROHIBITED

FROM OPERATING A LICENSED MEDICAL MARIJUANA BUSINESS WITHOUT

BOTH STATE AND LOCAL LICENSING AUTHORITY APPROVAL. THE DENIAL OF

AN APPLICATION BY THE LOCAL LICENSING AUTHORITY SHALL BE

CONSIDERED AS A BASIS FOR THE STATE LICENSING AUTHORITY TO REVOKE

THE STATE-ISSUED LICENSE.

(2.5)  AN APPLICANT THAT HAS BEEN PERMITTED TO OPERATE A

MEDICAL MARIJUANA BUSINESS UNDER THE PROVISIONS OF SECTION

12-43.3-103 (1) (b) AND HAS BEEN ISSUED A CONDITIONAL LICENSE BY THE

STATE LICENSING AUTHORITY PURSUANT TO SUBSECTION (2) OF THIS

SECTION MAY CONTINUE TO OPERATE THE BUSINESS WHILE AN APPLICATION

IS PENDING WITH THE LOCAL LICENSING AUTHORITY. IF THE LOCAL

LICENSING AUTHORITY DENIES THE LICENSE APPLICATION, THE MEDICAL

MARIJUANA BUSINESS SHALL CEASE OPERATIONS UPON RECEIVING THE

DENIAL. THE DENIAL OF AN APPLICATION BY THE LOCAL LICENSING

AUTHORITY SHALL BE CONSIDERED AS A BASIS FOR THE STATE LICENSING

AUTHORITY TO REVOKE THE STATE-ISSUED LICENSE.

SECTION 3.  In Colorado Revised Statutes, 12-43.3-310, amend
(2), (3), (4), (6), (9) (b), and (12) as follows:

12-43.3-310.  Licensing in general. (2)  A medical marijuana center,
optional premises cultivation operation, or medical marijuana-infused
products manufacturer may not operate until it has been licensed by the
local licensing authority and the state licensing authority pursuant to this
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article. IF THE STATE LICENSING AUTHORITY ISSUES THE APPLICANT A STATE

LICENSE AND THE LOCAL LICENSING AUTHORITY SUBSEQUENTLY DENIES THE

APPLICANT A LICENSE, THE STATE LICENSING AUTHORITY SHALL CONSIDER

THE LOCAL LICENSING AUTHORITY DENIAL AS A BASIS FOR THE REVOCATION

OF THE STATE-ISSUED LICENSE. In connection with a license, the applicant
shall provide a complete and accurate list of all owners, officers, and
employees who work at, manage, own, or are otherwise SUBSTANTIALLY

associated with the operation and shall provide a complete and accurate
application as required by the state licensing authority.

(3)  A medical marijuana center, optional premises cultivation
operation, or medical marijuana-infused products manufacturer shall notify
the state licensing authority in writing within ten days after an owner,
officer, or employee MANAGER ceases to work at, manage, own, or
otherwise be associated with the operation. The owner, officer, or employee
MANAGER shall surrender his or her TO THE STATE LICENSING AUTHORITY

ANY identification card to THAT MAY HAVE BEEN ISSUED BY the state
licensing authority on or before the date of the notification.

(4)  A medical marijuana center, optional premises cultivation
operation, or medical marijuana-infused products manufacturer shall notify
the state licensing authority in writing of the name, address, and date of
birth of an owner, officer, OR manager or employee before the new owner,
officer, or employee, MANAGER begins working at, managing, owning, or
being associated ASSOCIATING with the operation. The ANY owner, officer,
manager or employee shall pass a fingerprint-based criminal history record
check as required by the state licensing authority and obtain the required
identification prior to being associated with, managing, owning, or working
at the operation.

(6)  All officers AND managers and employees of a medical
marijuana center, optional premises cultivation operation, or medical
marijuana-infused products manufacturer shall be residents of Colorado
upon the date of their license application. An owner shall meet the
residency requirements in section 12-43.3-307 (1) (m). A local licensing
authority shall not issue a license provided for in this article until that share
of the license application fee due to the state has been received by the
department of revenue. All licenses granted pursuant to this article shall be
valid for a period not to exceed two years after the date of issuance unless
revoked or suspended pursuant to this article or the rules promulgated
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pursuant to this article.

(9) (b)  A local licensing authority shall not transfer location of or
renew a license to sell medical marijuana until the applicant for the license
produces PROVIDES VERIFICATION THAT a license WAS issued and granted
by the state licensing authority covering the whole period for which a
license or license renewal is sought FOR THE PREVIOUS LICENSE TERM. THE

STATE LICENSING AUTHORITY SHALL NOT TRANSFER LOCATION OF OR RENEW

A STATE LICENSE UNTIL THE APPLICANT PROVIDES VERIFICATION THAT A

LICENSE WAS ISSUED AND GRANTED BY THE LOCAL LICENSING AUTHORITY

FOR THE PREVIOUS LICENSE TERM.

(12)  Each licensee shall manage the licensed premises himself or
herself or employ a separate and distinct manager on the premises and shall
report the name of the manager to the state and local licensing authorities.
The licensee shall report any change in manager to the state and local
licensing authorities thirty days prior to the change pursuant to section
12-43.3-309 SUBSECTION (4) OF THIS SECTION.

SECTION 4.  In Colorado Revised Statutes, 12-43.3-301, amend
(3) and (4) as follows:

12-43.3-301.  Local licensing authority - applications - licenses.
(3)  An application for a license specified in subsection (1) of this section
shall be filed with the STATE LICENSING AUTHORITY AND THE appropriate
local licensing authority on forms provided by the state licensing authority
and shall contain such information as the state licensing authority may
require and any forms as the local licensing authority may require. Each
application shall be verified by the oath or affirmation of the persons
prescribed by the state licensing authority.

(4)  An applicant shall file, at the time of application for a local
license, plans and specifications for the interior of the building if the
building to be occupied is in existence at the time. If the building is not in
existence, the applicant shall file a plot plan and a detailed sketch for the
interior and submit an architect's drawing of the building to be constructed.
In its discretion, the local or state licensing authority may impose additional
requirements necessary for the approval of the application.

SECTION 5.  In Colorado Revised Statutes, 12-43.3-302, amend

PAGE 4-HOUSE BILL 13-1238



(5) as follows:

12-43.3-302.  Public hearing notice - posting and publication.
(5) (a)  A local licensing authority, or a license applicant with local
licensing authority approval, may request that the state licensing authority
conduct a concurrent review of a new license application prior to the local
licensing authority's final approval of the license application. Local
licensing authorities who permit a concurrent review will continue to
independently review the applicant's license application.

(b)  When conducting a concurrent ITS application review, the state
licensing authority may advise the local licensing authority of any items that
it finds that could result in the denial of the license application. Upon
correction of the noted discrepancies, if the correction is permitted by the
state licensing authority, the state licensing authority shall notify the local
licensing authority of its conditional approval of the license application
subject to the final approval by the local licensing authority AMENDMENTS.
The state licensing authority shall then issue the applicant's state license,
upon receiving evidence of final approval by the local licensing authority
WHICH SHALL REMAIN CONDITIONED UPON LOCAL AUTHORITY APPROVAL.

(c)  All applications submitted for concurrent review shall be
accompanied by all applicable state AND LOCAL license and application fees.
Any applications that are later denied or withdrawn may allow for a refund
of license fees only. All application fees provided by an applicant shall be
retained by the respective licensing authority.

SECTION 6.  In Colorado Revised Statutes, 12-43.3-303, amend
(4) and (5) as follows:

12-43.3-303.  Results of investigation - decision of authorities.
(4)  After approval of an application, a NEITHER THE STATE NOR local
licensing authority shall not issue a local license until the building in which
the business to be conducted is ready for occupancy with such furniture,
fixtures, and equipment in place as are necessary to comply with the
applicable provisions of this article, and then only after the STATE OR local
licensing authority has inspected the premises to determine that the
applicant has complied with the architect's drawing and the plot plan and
detailed sketch for the interior of the building submitted with the
application.
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(5)  AFTER APPROVAL OF AN APPLICATION FOR CONDITIONAL STATE

LICENSURE, THE STATE LICENSING AUTHORITY SHALL NOTIFY THE LOCAL

LICENSING AUTHORITY OF SUCH APPROVAL. After approval of an application
for local licensure, the local licensing authority shall notify the state
licensing authority of such approval, who shall investigate and either
approve or disapprove the application for state licensure.

SECTION 7.  Safety clause. The general assembly hereby finds,
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determines, and declares that this act is necessary for the immediate
preservation of the public peace, health, and safety.

____________________________ ____________________________
Mark Ferrandino John P. Morse
SPEAKER OF THE HOUSE PRESIDENT OF
OF REPRESENTATIVES THE SENATE

____________________________  ____________________________
Marilyn Eddins Cindi L. Markwell
CHIEF CLERK OF THE HOUSE SECRETARY OF
OF REPRESENTATIVES THE SENATE

            APPROVED________________________________________

                              _________________________________________
                              John W. Hickenlooper
                              GOVERNOR OF THE STATE OF COLORADO

PAGE 7-HOUSE BILL 13-1238



ATTACHMENT C 



http://www.denverpost.com/breakingnews/ci_22872574/colorado-audit-adequate-medical-marijuana-oversight-doesnt-exist?source=rss

Page 1 of 3 27/03/2013 12:34 PM

Audit: Serious flaws in Colorado's regulation of medical marijuana
By Eric Gorski The Denver Post The Denver Post

Posted: DenverPost.com

 

State regulators charged with watching over Colorado's medical marijuana industry have fallen short on everything

from tracking inventory and managing their budget to keeping potential bad actors out of the business, a state audit

.released Tuesday found

Often lauded as a national model, Colorado's so-called seed-to-sale system of regulating medical marijuana does

, auditors found.not exist

The findings are a blow to the state Medical Marijuana Enforcement Division as it prepares to take on the

additional task of regulating recreational marijuana legalized by Amendment 64.

The division, part of the Department of Revenue, has agreed to several steps to improve oversight of Colorado's

1,440 dispensaries, grow centers and marijuana infused-product businesses.

The enforcement division  since revenue from business applications didhas been beleaguered by budget problems

not come in as anticipated, but the audit found problems that run deeper than that.

Auditors say the division has not adequately identified its proper role or done a sufficient job managing its

programs and finances.

"We agree there are some lessons learned with the implementation of medical marijuana enforcement,"

Department of Revenue executive director Barbara Brohl said at a Legislative Audit Committee hearing. "We

understand there are some concerns, but we can't move forward unless we have a baseline. We have a baseline

now."

Under Colorado law, medical marijuana business owners must clear many hurdles, including undergoing

background checks to root out felons, opening their financial books, installing expensive surveillance cameras and

accounting for their product.

The state isn't holding up its part of the bargain, auditors found.

For instance, a Florida company was paid $1.1 million to develop a seed-to-sale inventory tracking system, but the

division was unable to come up with another $400,000 to put it in place. Auditors also noted that the division

doesn't review a dozen separate tracking forms it requires businesses to submit, including travel manifests showing

when medical marijuana plants or products are transported.

"It seems to me we have a dysfunctional system of tracking the marijuana," said state Sen. Steve King, R- Grand

Junction.

Tracking is "critical"

Auditors suggested such a "micro-level" approach to tracking pot may not be necessary now that any adult can

grow and possess it under Amendment 64.

But Ron Kammerzell, the division's acting senior enforcement director, said the division is working to put the

tracking system in place by year's end at little or no additional cost. He called inventory tracking "critical" to
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preventing medical marijuana from being diverted out of the system, including out of state.

Meanwhile, more than 40 percent of businesses who met a deadline to file license applications in the summer of

2010 have yet to be fully processed. Those businesses were grandfathered in — allowed to stay open even though

the division has yet to license them.

And auditors questioned why some licenses were approved.

In 13 of 35 new business applications reviewed by auditors, evidence was found "of potentially disqualifying

information." Auditors flagged five files for concerns about past felony arrests, possible financial assistance

coming from a "potentially unsuitable person" from out of state, and involvement in drug- or alcohol-treatment

classes.

Ten applications in that pool received licensing, and auditors questioned whether four of them deserved it.

Auditors also found evidence of businesses located within 1,000 feet of schools, which is barred by state law.

Worker-licensing flawed

A program to license employees at medical marijuana businesses is flawed, as well, auditors found. Although

applicants must be of "good moral character," a review of 25 randomly chosen applications found a license was

issued for 22 before the division had received the results of a fingerprint-based criminal-history check.

Seven of the applications included documentation of past arrests, including one case in which the person had been

arrested for felony aggravated robbery and felony menacing with a deadly weapon.

The auditor's office suggested dropping the occupational licensing requirement and, instead, require businesses to

subject their employees to criminal background checks. Division director Laura Harris, however, said law

 strongly supports the licensing.enforcement

The audit also found:

• Seizures of marijuana from businesses that are not fully explained and "weak controls" over its destruction,

including insufficient documentation and a storage facility that features weaker security features than those

required of medical marijuana businesses.

• Questionable spending, including purchases for furniture, BlackBerry phones and a fleet of vehicles. The

division racked up 19 straight months of net losses, including a loss of about $2.3 million in June 2011 because of

large capital purchases.

• A failure to identify all medical marijuana businesses in the sales tax system, underreporting sales tax revenue

generated by 56 dispensaries by about $760,000 in fiscal years 2011 and 2012.

The division agreed to a number of recommendations, including steps to improve the application process,

monitoring, expense controls, and seizure and destruction policies.

Michael Elliott, executive director of the Medical Marijuana Industry Group, said the state's regulation works but

needs funding. Although the state might lack oversight, he said, "the vast majority of business owners are staying

in strict compliance with state law."

The enforcement division says it had to stretch one year of operating expenses over two because of a moratorium

on new business applications, a key source of its funding.
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Last year, it closed three satellite offices and trimmed its staff from 37 to 15.

The legislative committee will meet again Wednesday to complete its review of the audit.

Eric Gorski: 303-954-1971, egorski@denverpost.com or twitter.com/egorski
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By NATHAN KOPPEL

As Colorado lawmakers craft rules to govern the newly authorized recreational-pot 
businesses, a state audit has raised questions about regulatory oversight of the 
state's existing medical-marijuana industry.

A committee of Colorado House and Senate legislators holds its final scheduled 
meeting Thursday as the legislature seeks to meet a May deadline to finalize laws 
covering recreational-pot sales, which were approved by state voters last year and 
are set to go into effect in 2014. 

The recreational-pot industry is 
expected to be larger than its medical 
counterpart.

One challenge will be to adequately 
fund the undertaking. An audit released 
Tuesday said the Colorado Department 
of Revenue's Medical Marijuana 
Enforcement Division, which oversees 
the state's roughly 1,400 businesses 
that sell pot for medical use, hasn't 
generated enough revenue from fees to 

hire the staff it needs to closely track sales. 

The agency was forced to lay off a majority of its staff in 2012 owing to revenue 
shortfalls, a problem compounded by large expenditures on furniture, computers 
and other items, according to the audit. It noted that the agency blamed declining 
revenue on a state moratorium on new medical-marijuana businesses from August 
2010 to July 2012. The agency receives revenue primarily from application and 
licensing fees paid by medical-marijuana businesses. 

Other problems the report cited include the division's recommendation that licenses 
be granted to applicants who potentially failed to satisfy the state's "good moral 
character" requirements because they had prior felony arrests or had participated in 
alcohol and drug-treatment classes.

The Medical Marijuana Enforcement Division declined to comment.

State Democratic Rep. Dan Pabon, chairman of the joint legislative committee on 
recreational-pot rules, said the audit underscores the need to adequately fund 
oversight. Lawmakers, he said, would consider asking voters later this year to 
approve a special recreational-marijuana sales tax, in addition to the state's normal 

Associated Press

Coloradans last year backed a measure legalizing 
recreational-pot sales.
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2.9% sales levy. "We need to make sure we have the resources to properly protect 
public safety," Mr. Pabon said.

Michael Elliott, executive director of Colorado's Medical Marijuana Industry Group, 
agrees the state needs to better fund regulation. But it should do so, he said, by 
charging higher licensing fees to marijuana businesses, not by raising sales taxes, 
which would be passed to customers through higher prices, spurring more black-
market purchases. "We need to transition all black-market sales to legal sales, 
which is the best way to bring in additional state revenue," Mr. Elliot said.

Rachel Gillette, a Colorado attorney who represents medical-marijuana businesses, 
said that despite failings identified by the audit, the vast majority of marijuana 
dispensaries strictly comply with state and local rules. "There is self-regulation in 
the industry," she said. "It is not the Wild West."

Write to Nathan Koppel at nathan.koppel@wsj.com

A version of this article appeared March 28, 2013, on page A4 in the U.S. edition of The Wall Street 

Journal, with the headline: State's Pot Oversight Under Fire.
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Dianne Ray.

Medical Marijuana Enforcement 
Division gets awful grade in auditor's 
report
By Michael Roberts

Published Tue., Mar. 26 2013 at 4:20 PM

The Medical Marijuana Enforcement Division, which is 

charged with overseeing dispensaries and other MMJ-

related enterprises, has been among the state's most 

beleaguered institutions for years. Note the big staff cuts 

last April and the September announcement that no 

appointments would be available until February. Even so, 

the damning nature of a new report from the state 

auditor about Colorado's marijuana regulatory system is 

still surprising (read it below), as is the blunt title of a 

release about it: "State Oversight of Colorado's Medical 

Marijuana Industry Ineffective."

Tomorrow morning, the Legislative Audit Committee will 

continue going through the audit report during a 7 a.m.-to-8:45 a.m. meeting tomorrow in 

the Audit Hearing Room of the Legislative Services Building, and given the dismal review of 

the performance by the Department of Revenue, the Medical Marijuana Enforcement 

Division's direct overseer, there should be plenty to discuss.

As pointed out by the release, from the office of auditor 

Dianne Rey, officials "envisioned a heavily regulated 

system that would track medical marijuana from the time 

the seed for a marijuana plant goes into the ground to the 

time medical marijuana is cultivated, packaged, and 

stored." But a true seed-to-sale methodology has yet to be 

implemented.

Why not? The MMED spent $1.1 million during fiscal 

years 2011 and 2012, according to the auditor's figures, to 

get such a system online, but the inability to pay a 

contractor an additional $400,000 for actual 

implementation means it still doesn't work. (The reason 

for the shortfall: "financial difficulties.") The MMED 

hopes to finally get things going by the end of this year, 

but there are no guarantees.

A related total fail: The MMED requires businesses to 

submit a dozen different tracking forms, including travel 
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manifests that show when plants or products are transported from their facilities -- but at 

present, division personnel don't actually review them.

That's the equivalent of doing your homework and then watching the teacher toss it directly 

into a trashcan.

The MMED's ineptitude when it comes to strategic planning is also cited by the auditor. For 

instance, the division received $8.1 million in revenue during the months of July and August 

2010 alone due to a mandate that businesses apply for a state license by August 1 if they 

wanted to keep their doors open. But this windfall didn't last, with the division experiencing 

nineteen consecutive months of net losses during fiscal years 2011 and 2012 -- a catastrophe 

displayed in this graphic.
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Continue for more about the report, including the complete document.
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Photo by Robert Fisher

The speed -- if that's the right word -- of licensing also comes in for criticism from the 

auditor. In the couple of years immediately following the onslaught of applications received 

by August 1, 2010, when a two-year moratorium against new businesses was put in place, the 

MMED only managed to deal with just over half of them, leaving a staggering 41 percent still 

pending as of October 2012.

The average time it took the division to issue final licensing decisions for 480 applications 

received before the moratorium went into effect was 23 months, or a whisper under two 

years.

The result of these delays was troubling for the auditors, who are said to have "found 

evidence of businesses located within 1,000 feet of schools, which state law prohibits; 

documentation about tax delinquencies that could have disqualified the applicants; and 

evidence that applicants may not have been suitable for licensure under a statutory 

requirement that licensees and those who finance them be 'of good moral character'" -- likely 

a reference to problems when it comes to criminal history.

As you can see, the report is labeled as part one of two, with the second, focusing on the 

CDPHE, expected this summer. In the meantime, the Medical Marijuana Industry Group has 

issued a pair of statements in regard to the auditor's slaps at the MMED, and they're quite 

mild, suggesting that the business group doesn't want to get crosswise with the folks 

regulating them.

The comments from MMIG executive director Mike Elliott read:
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Mike Elliott.

The Medical Marijuana Industry Group calls upon the state to 

properly fund the enforcement division responsible for 

oversight of the medical marijuana industry. The responsible 

business owners who are members of MMIG are doing their 

part to make sure the system works. Our members follow the 

law and expect state officials to give the Medical Marijuana 

Enforcement Division the budget it needs to ensure proper 

enforcement. We want more inspectors and oversight of the 

industry.

The regulatory structure is sound, but the state needs to fund 

it properly. Though the state may be lacking in oversight, the 

vast majority of business owners are staying in strict compliance with state law. 

These are serious business owners with serious investments. Their freedom is 

dependent on staying in unambiguous compliance with state law. 

Adds MMIG chairman Kevin Fisher, "We understand as responsible producers and retailers 

that a robust regulatory agency is the keystone to our continued success in limiting the 

diversion of cannabis." 

Here's part one of the report.

Medical Marijuana Regulatory System Auditor's Report
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Audit: Medical pot regulation in trouble in 
Colorado

March 26, 2013 9:58 AM 

KRISTEN WYATT 

ASSOCIATED PRESS

DENVER — Colorado's medical marijuana regulations are badly 

enforced and in need of dramatic overhaul, state auditors concluded in 

a blistering 89-page report released Tuesday.

The audit detailed a seemingly directionless pot regulation scheme 

that hasn't delivered the kind of oversight promised three years ago 

when the Medical Marijuana Enforcement Division, or MMED, was 

created.

Among the failures outlined in the report:

— Colorado's vaunted seed-to-sale tracking of marijuana plants never 

materialized because the regulators ran out of money to implement it. 

The regulators envisioned a heavily regulated system to track medical 

marijuana from cultivation to packaging and sale. But after spending 

about $1.1 million on the system, including video surveillance, the 

division fell $400,000 short of implementing the system. The seed-to-

sale model, auditors concluded, "does not currently exist."

— Funding problems have led to painfully slow issuance of licenses. 

Final licensing decisions for Colorado's 1,440 marijuana-related 

businesses took an average of 23 months. Of the original licenses 

submitted in the summer of 2010, 41 percent were still pending by 

October 2013.

— After an initial rush of money from marijuana licenses, more than $8 

million in the first two months, the MMED has racked up 19 straight 

months of operational losses. Auditors said the division spent money 

too quickly, running into a deficit a year later in part because of "large 

capital purchases, such as furniture, computer equipment and 

software for a marijuana plant tracking system."

— Some licenses were awarded improperly. Auditors checked 35 new 

business application files and found that 10 were issued licenses despite problems such as failing or incomplete 

background checks.

— Sales taxes were underreported. Auditors identified about $760,000 in underreported sales taxes from 56 

dispensaries in fiscal years 2011 and 2012.

Overall, auditors concluded that the MMED "has not adequately defined the oversight activities it must perform or 

determined the resources it needs to implement the regulatory system envisioned" to "oversee Colorado's emerging 

medical marijuana industry."

Marijuana regulators conceded deep problems plaguing medical pot enforcement. They pointed out that Colorado 

was in uncharted waters when it set about regulating marijuana, still illegal under federal law, and that the agency has 

learned powerful lessons and is ready to do a better job regulating recreational pot.

"We can't move forward unless we have a baseline. We have a baseline now," said Barbara Brohl, head of the 

Department of Revenue, which oversees the MMED. She assured lawmakers hearing the audit, "When we come 

back here in one year, this will be significantly different."
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Brohl pointed out significant staff turnover in the MMED, which has to lay off a majority of its staff because of budget 

shortfalls. Her argument got a sharp response from Sen. Lois Tochtrop, D-Thornton.

"It's not an excuse," Tochtrop said. "You have guidelines, by statute and by rule, and they should be followed."

The marijuana enforcers disagreed with auditors' suggestion to move away from seed-to-sale micro-tracking of every 

marijuana plant.

Ron Kammerzell, senior director of the MMED, told lawmakers that the agency believes the tracking is too important 

and shouldn't be abandoned.

"It's really a critical component" of overall marijuana regulation, he said.

The auditors plan to release a separate report in June on the Health Department, which issues "red cards" to medical 

marijuana patients and oversees the doctors who recommend pot.

___

Kristen Wyatt can be reached at http://www.twitter.com/APkristenwyatt

___
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From the Denver Business Journal
:http://www.bizjournals.com/denver/news/2013/03/26/audit-finds-state-

marijuana-business.html

Mar 26, 2013, 12:12pm MDT 

Colorado marijuana business 
enforcement lacking, says audit

Dennis Huspeni
Reporter- Denver Business Journal
Email  | Facebook  | Twitter  | Real Deals blog

State auditors said Tuesday they have found Colorado's regulation and enforcement of the 
medical marijuana industry to be severely lacking in some areas.

Among the areas the auditors' report found to be lacking are delays of up to two years in 
approving business licenses, as well as a hesitancy to deny license applications that don’t 

qualify, and not applying the fees necessary to pay for adequate regulation.

Colorado Department of Revenue officials, including from the Medical Marijuana 
Enforcement Division (MMED), said many of the problems stem from lack of funding, along 

with the fact they had to lay off most of the staff in 2011 and 2012 and a recent leadership 
overhaul.

They agreed with all of the Office of the State Auditor's recommendations and said they 

were working to implement changes by March 2014 at the latest.

“The division plans to spend the next 12 months improving our processes and addressing 
the recommendations,” said Laura Harris, MMED director. “We will have quarterly 

benchmarks for updating policies and procedures and training staff.”

The report (download here) was delivered to the Legislative Audit Committee Tuesday 
morning.

> DBJ Special Report: Marijuana in Colorado

Page 1 of 3Colorado marijuana business enforcement lacking, says audit - Denver Business Journal

3/26/2013http://www.bizjournals.com/denver/news/2013/03/26/audit-finds-state-marijuana-business....



Barbara Brohl, executive director of the Colorado Department of Revenue, said the agency 
agreed to an expedited audit in order to give legislators some information while they’re 

drafting laws to regulate Colorado’s new retail marijuana industry.

That industry was created with voters’ passage of Amendment 64 in November, allowing 
under state law the possession and sale of small amounts of marijuana for adults at least 21 

years old.

A proposal that came from the Amendment 64 Implementation Task Force, a panel 
convened by Gov. John Hickenlooper to recommend ways to carry out the measure, is to 
expand the MMED to include recreational marijuana and use money from the state’s general 

fund for the first five years, Brohl said.

> Click here to download the task force's final report.

“We agree some lessons were learned in the implementation of the MMED,” Brohl said, 

adding: “We’re working hard on implementing recommendations on Amendment 64, which 
is one of the reasons we agreed to the expedited audit. ... we wanted to understand where 
we are and couldn’t move forward without a baseline. Now we have that baseline and have 

made some modifications and improvements in the last year.”

As of October, there were 1,440 businesses licensed in the state’s medical marijuana 
industry: 530 dispensaries, 730 grow operations and 170 businesses that produce food 

products infused with marijuana.

The MMED has 15 full-time employees and works off a roughly $2.5 million budget, 
according to the audit.

In 2011 — the divisions first year of operation — it got a huge boost with revenue, $8.6 

million, as potential business owners submitted applications before a moratorium that 
expired in July took hold. Expenses that year were $4.7 million. Those expenses rose to $5.2 
million in 2012, with a revenue of $3.8 million, leaving a year-end balance of $2.5 million.

“Overall we conclude the division has not done a sufficient job of managing funds or over-
site activity or determined the resources needed to regulate the industry,” said Nina Frant, 
auditor.

The audit contained concerns about the length of time required to approve business 
applications, saying the division “has not developed an effective licensing program.”

That resulted “in more than 40 percent of the original business applications [2,379] received 
by Aug. 1, 2010, being in a pending status as of Oct. 2012.”

Those businesses were allowed to stay open during the approval process.

Auditors suggested eliminating the pre-approval site visits, consider discontinuing the 
occupational licensing program (background checks for employees who work with the 

marijuana) and severing the local municipality licensing requirements from the state 
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licensing requirements (many delays were because local governments had not provided 
information requested).

Harris said representatives of state law enforcement agencies appreciate the occupational 
licensing program to keep those with criminal records from being marijuana business 
employees, despite auditors recommendations that the business owner conduct those 

checks before hiring employees.

“Law enforcement officers want to see that occupational badge on employees in limited 
access areas,” Harris said. “Then they know they’ve gone through background checks to 
work those areas. But the division apprentices the efficiencies proposed by the state auditor 

and we’ll be happy to explore that with the stakeholders.”

Dennis Huspeni covers real estate and retail for the Denver Business Journal and 
writes for the "Real Deals" blog. Phone: 303-803-9232.
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The state government's failures on regulating medical marijuana serve to show
what not to do with recreational pot.
By The Denver Post Editorial Board The Denver Post
Posted: DenverPost.com

So the licensing and regulating of medical marijuana businesses over the past 2 ½ years has been a carnival of
missteps and unachieved goals, according to a state audit released this week. That's the bad news.

The good news is that the state now perhaps has the experience and understanding to do a much better job (dare we
say even a competent job?) in the regulation of recreational marijuana under Amendment 64 if it is willing to fund
the endeavor adequately.

At least that's our somewhat optimistic take on the audit and the disturbing record it recounts, based upon several
considerations.

First, a number of the audit's findings were already widely understood, such as the major backlogs in regulatory
paperwork and the fact that the highly touted "seed-to-sale" model has been more aspirational than real. Regulators
in the Medical Marijuana Enforcement Division of the Department of Revenue had to grope their way through
uncharted territory after passage of legislation in 2010 authorizing medical marijuana outlets, but without nearly the
resources they discovered they needed.

To be sure, the audit shows that the regulatory failures by no means can all be attributed to insufficient funding. Bad
decisions and poor controls compounded problems.

Even with the funding shortfall, some processing delays, including for many license applications filed in the summer
, are mind-boggling.of 2010

Still, regulators have acknowledged the shortcomings and presumably have learned from them as the state marches
toward adoption and roll-out of rules governing recreational marijuana.

Unfortunately, the skills and wisdom officials have gained will not be worth much if lawmakers don't provide them
with necessary funding.

Over time, that funding should come from fees and taxes assessed on the marijuana industry — including a special
sales tax that would have to be put to voters this fall.

Like it or not, however, lawmakers will probably have to provide enough up-front money from the general fund to
support state oversight for the period before tax revenues come on line and grow to significance.

"If (the regulation of) this industry is not fully funded, it will be a huge problem for the state of Colorado," Deputy
Attorney General David Blake told The Denver Post.

He's right. And if you're looking for proof, check out the record on medical marijuana.

http://www.denverpost.com/news/marijuana/ci_22884444/lesson-regulation-pot-colorado


Amendment 64 Joint Committee extends 
meetings due to failed MMED audit
By William Breathes

Published Wed., Apr. 3 2013 at 4:20 PM

Lawmakers charged with crafting legislation to regulate recreational 

cannabis use in Colorado have extended their meetings by one week --

but they say they should have a final set of proposals for the legislature 

April 8.

Why was the original date of March 29 set aside? A big reason has to 

do with the awful grade given the Medical Marijuana Enforcement 

Division by the state auditor, whose release about its report was 

entitled "State Oversight of Colorado's Medical Marijuana Industry 

Ineffective."

As its lengthy title suggests, the Joint Select Committee on the 

Implementation of Amendment 64 Task Force Recommendations has mostly been approving the 

suggested regulations handed down last month by the governor-appointed task force.

Some of the ideas put into bill proposals so far include a minimum two-year residency requirement for

owners and employees of recreational pot shops, childproof packaging rules for recreational cannabis 

and edibles, and labeling with potency statements and warnings similar to those used for alcohol. 

Committee members have also approved banning the sale of products that mix marijuana and alcohol, 

like THC-infused wines.

One proposal would add marijuana smoke to the Colorado Clean Indoor Air Act, which would pretty 

much prohibit it from being smoked indoors at any public venue; cigar bars and existing legal tobacco 

smoking lounges would not be allowed to tolerate marijuana smoking. Growing would have to take 

place in an enclosed, locked space covered on top and on all sides -- and that includes sheds and 

greenhouses, along with basement farming and other residential grows. The locks on your front door 

would qualify -- unless you have someone under 21 living in your house, in which case your grow itself 

would have to be locked up. And growing in any area that can be seen by the public -- including a 

greenhouse that opens to an alley -- would not be allowed.

The committee also agreed to put forward a proposal that medical marijuana 

centers be able to transfer their status to recreational centers, as well as one to 

change the name of the state Medical Marijuana Enforcement Division to the 

Marijuana Enforcement Division, which would handle both medical and 

recreational centers.
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But things hit a snag last week when the Medical Marijuana Enforcement 

Division received a failing grade in a state audit. The division has been a huge 

money pit due to mismanagement, the audit determined, and has failed to meet 

the goals set for it by the legislature in 2010. Given that, committee members 

speaking at their March 28 meeting openly questioned whether handing over the 

reins to a failing state agency would be a good idea. Department of Revenue chief 

Barbara Brohl told the committee that the MMED is now under control and that 

she would present a complete report at an April 4 meeting.

Because of that, the deadline for proposed legislation from the group was pushed 

back from March 29 to Monday, April 8. The committee will be ironing out 

details over the next two meetings, scheduled for 7:30 a.m. Thursday, April 4, in 

Senate Committee Room 356 at the Capitol and again at 7:30 a.m. on Friday, 

April 5, in the Old Supreme Court Chambers.

Barbara Brohl.

More from our Marijuana archive: "Marijuana: THC driving bill breezes through first House vote

despite e-mail protests, petition" and "Marijuana legislative update: Dispensary tax deductions and

more."
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A legislative committee is right to question recommendations on the way
marijuana will be sold and regulated in Colorado.
By The Denver Post Editorial Board The Denver Post
Posted: DenverPost.com

An unflattering audit of the medical marijuana business in Colorado has apparently had an unintended but positive
side effect: It has emboldened some lawmakers to challenge key recommendations of the governor's Amendment 64
task force that gave an advantage to existing cannabis operators.

The task force urged lawmakers to give current medical-marijuana suppliers a one-year head start in applying for the
new commercial licenses before others can jump into the business. In addition, the task force favored vertical
integration for recreational marijuana, a structure that exists today for medical pot. Indeed, retail cannabis shops
must grow most of their product.

However, members of a legislative committee considering the legal framework for Amendment 64 unexpectedly
broke with the task force last week and discarded vertical integration. They also supported giving owners of medical
marijuana businesses only a three-month head start over would-be competitors.

Vertical integration was mandated for medical marijuana as a way to create a seamless chain of production that
minimized the possibility of diversion into the black market. It was also thought to make regulation easier. But with
the passage of Amendment 64, which legalized pot possession, diversion is no longer the same issue it once was
(except to minors, of course).

Nor is it clear that vertical integration was actually successful in its goals given the woeful regulation documented in
a recent state audit.

Mike Elliott, executive director of the Medical Marijuana Industry Group, disputed that conclusion in a recent
 claiming that changing the current regulatory framework would be "dangerous." Yet we don'tDenver Post article,

see how that could be case. So far as we can tell, Colorado would simply be moving from one unproven model to
another, with each holding promise for different reasons.

Beer and liquor manufacturers don't own retail stores, of course. And it's hard to think of any industry in which
vertical integration is .required

For good reason. The people who develop expertise at one point in a supply chain aren't always experts at another
point. In the marijuana business, that means growers won't necessarily be good at running stores, and vice versa.

We have no problem giving medical marijuana owners a head start into the post-64 cannabis field, but the question is
whether a full year is optimal. And while three months might not be long enough, a shorter period does seem closer
to the mark.

The full legislature doesn't have to support any divergence from the task force recommendations, which are, we
should note, mostly sound. But we do hope a majority of lawmakers remain open to change on a few key issues.

http://www.denverpost.com/news/marijuana/ci_23007379/different-model-sale-recreational-marijuana
http://www.denverpost.com/breakingnews/ci_22982559/colorado-lawmakers-may-let-pot-growers-and-sellers
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M. Carroll: We're making a mess of this pot thing, Colorado
By Meredith C. Carroll The Denver Post
Posted: DenverPost.com

You know how sometimes when you smoke pot the wheels in your mind start turning with the sort of creativity and
ingenuity not seen since the invention of Taco Bell's Cool Ranch Dorito Locos Taco? How your imagination
positively explodes with intricate details of a grand vision you'll start implementing just as soon you're done
watching "Pineapple Express"?

Yeah, me neither, but let's just go with it for a minute, anyway.

People who smoke pot with any amount of frequency see things differently than those who don't smoke pot. Therein
lies the issue since pot became kinda-sorta-but-still-not-really legal in Colorado.

Coloradans are now divided into two groups: those who think and act like normal adults, and those who smoke pot
regularly, have successfully viewed Seth Rogen's entire filmography while polishing off a bag of the aforementioned
tacos and just know in their bones they're going to singlehandedly reimagine and reinvigorate life in the Centennial
State even if their ambitious ideas don't always seem so sharp once the smoke clears.

There has recently been a comedy of errors around these parts so remarkable that Cheech and Chong are no doubt
sitting back admiringly and taking notes.

Part of the joke appears to be rooted in the fact that the state's medical marijuana watchdog group needs its own
watchdog group. A state audit released in late March shows regulators who were supposed to be supervising
Colorado's medical marijuana industry couldn't manage to self-identify "its proper role" or do a "sufficient job
managing its programs and finances," according to a March 26 story in The Denver Post.

More than $1 million was spent developing a seed-to-sale inventory tracking system, but then the group "couldn't
come up with another $400,000 to put it in place." It's almost an O'Henry-like scenario, except instead of the hair
combs for no hair and a watch band without a watch, some bonehead forgot it's impossible to eat a peanut butter
sandwich if you don't have also have a glass of milk to wash it down.

More than 40 percent of marijuana business license applications filed in 2010 have yet to be processed, and far too
many questionable licenses have been granted. The punch line, however? Not the underreported sales tax revenue or
unexplained "weak controls" over the destruction of marijuana seizures.

No, it's the purchase of $28,000 spent on seven desk extenders and $4,200 on four office chairs. Somewhere, a bunch
of college stoners are weak in the knees at the prospect of graduating to a job where they, too, can get paid to recline
in high style instead of slumping on a third-hand lumpy couch with questionable stains in the common area outside
of their dorm room.

Then there are the "green" entrepreneurs in Denver — My 420 Tours — who just can't wait to start the nation's
first-ever marijuana tourism company that will include pot-friendly hotels and cannabis-themed concerts and events.
They're so anxious in fact, that their rollout comes in just six days, despite the fact that non-medical marijuana sales
will still be illegal in Colorado for a few more months.

Some landlords are scratching their heads wondering how to handle complaints from residents about pot smoke
leaking into the hallways of their buildings. There's also the decidedly less-funny news that Children's Hospital
Colorado treated 14 children in a 2-year span after they ingested pot-laced goodies such as gummy worms and
brownies, compared to none in the previous 4-year period before medical marijuana became legal.

A Pew Research survey released on April 4 revealed 52 percent of Americans now support the legalization of
marijuana, but if news continues seeping out of Colorado about the sticky and moronic nuances of the process, it
seems likely that not only will no other states will follow suite, but someone also might just decide to step up here
and repeal the measures already kinda sorta in place.

http://www.denverpost.com/recommended/ci_23007454
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Which means it's probably time to take a page out of the college-stoners handbook and by all means, keep smoking
and dreaming if that's your thing, but at the same time, stick a rolled-up towel under the door and act like you've
been there, people.

Meredith C. Carroll of Aspen writes a weekly column. Contact her at meredithccarroll@hotmail.com or on Twitter
@mccarroll.

http://www.denverpost.com/recommended/ci_23007454


ATTACHMENT D







COLORADO DEPARTMENT OF REVENUE RECOMMENDATION STATUS REPORT

AUDIT NAME: Medical Marijuana Regulatory System, Part I Performance Audit

AUDIT NUMBER: #2194A

DEPARTMENT/AGENCY/ENTITY: Department of Revenue

DATE: December 2013

SUMMARY INFORMATION

Please complete the table below with summary information for all audit recommendations.  For multi-part recommendations, list each part 

of the recommendation SEPARATELY. (For example, if Recommendation 1 has three parts, list each part separately in the table.)

Recommendation 

Number
(e.g., 1a, 1b, 2, etc.)

Agency’s Response
(i.e., agree, partially agree, 

disagree)

Original 

Implementation Date
(as listed in the audit report)

Implementation Status
(Implemented, Implemented and Ongoing, 

Partially Implemented, Not Implemented,

or No Longer Applicable)

Please refer to the attached sheet for 

definitions of each implementation status 

option.

Revised 

Implementation Date
(Complete only if agency is 

revising the original 

implementation date.)

1a Agree March 2014 Partially Implemented January 2014

1b Agree March 2014 Partially Implemented January 2014

1c Agree March 2014 Partially Implemented January 2014

1d Agree March 2014 Partially Implemented January 2014

1e Agree May 2013 Implemented

2a Agree March 2014 Implemented and Ongoing June 2013

2b Agree March 2014 Partially Implemented January 2014

2c Agree March 2014 Partially Implemented January 2014

3a Agree March 2014 Implemented August 2013

3b Agree March 2014 Partially Implemented January 2014

3c Agree March 2014 Partially Implemented January 2014

4a Agree March 2014 Partially Implemented March 2014

1 

 



Recommendation 

Number
(e.g., 1a, 1b, 2, etc.)

Agency’s Response
(i.e., agree, partially agree, 

disagree)

Original 

Implementation Date
(as listed in the audit report)

Implementation Status
(Implemented, Implemented and Ongoing, 

Partially Implemented, Not Implemented,

or No Longer Applicable)

Please refer to the attached sheet for 

definitions of each implementation status 

option.

Revised 

Implementation Date
(Complete only if agency is 

revising the original 

implementation date.)

4b Agree March 2014 Implemented October 2013

4c Agree March 2014 Partially Implemented March 2014

4d Agree March 2014 Partially Implemented March 2014

5a Agree March 2014 Partially Implemented March 2014

5b Agree March 2014 Partially Implemented March 2014

5c Agree March 2014 Partially Implemented March 2014

5d Agree March 2014 Implemented October 2013

6a Agree March 2014 Implemented and Ongoing July 2013

6b Agree June 2013 Implemented

6c Agree June 2013 Implemented

6d Agree March 2014 Implemented and Ongoing July 2013

7a Agree June 2014 Not Implemented

7b Agree June 2014 Not Implemented

7c Agree June 2014 Not Implemented

7d Agree June 2014 Implemented June 2013

8a Agree June 2013 Implemented

8b Agree October 2013 Implemented September 2013

8c Agree June 2013 Implemented

9a Agree June 2013 Implemented and ongoing

9b Agree June 2013 Implemented and ongoing April 2013

9c Agree June 2013 Implemented
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Recommendation 

Number
(e.g., 1a, 1b, 2, etc.)

Agency’s Response
(i.e., agree, partially agree, 

disagree)

Original 

Implementation Date
(as listed in the audit report)

Implementation Status
(Implemented, Implemented and Ongoing, 

Partially Implemented, Not Implemented,

or No Longer Applicable)

Please refer to the attached sheet for 

definitions of each implementation status 

option.

Revised 

Implementation Date
(Complete only if agency is 

revising the original 

implementation date.)

9d Agree June 2013 Implemented November 2013

10 Agree July 2013 Implemented and ongoing June 2013

11a Agree July 2013 Implemented June 2013

11b Agree July 2013 No Longer Applicable

11c Agree July 2013 Partially Implemented January 2014

12a Agree July 2013 Implemented June 2013

12b Agree July 2013 Implemented and ongoing June 2013

12c Agree July 2013 Partially Implemented January 2014

13 Agree July 2013 Implemented October 2013
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DR 4010 (07/15/11) 

DEPARTMENT OF REVENUE 

State Capitol Annex 
1375 Sherman Street, Room 409 
Denver, Colorado 80261 
Phone (303) 866-3091 
FAX (303) 866-2400  

John W. Hickenlooper 
Governor 

Barbara J. Brohl 
Executive Director 

June 24, 2013 

Dianne E. Ray, CPA 
State Auditor 
Colorado Office of the State Auditor 
200 East 14th Avenue, 2nd Floor 
Denver, CO 80203 

Dear Ms. Ray: 

In response to your request, we have prepared an updated status report regarding the 
implementation of audit recommendations contained in the Medical Marijuana Regulatory 
System, Part I Performance Audit. The attached report provides a brief explanation of the 
actions taken by the Department of Revenue to implement each recommendation. 

Below is the summary of actions taken by Department of Revenue (Department) to address the 
challenges encountered by the Medical Marijuana Enforcement Division (MMED; Division). 
We also provided similar information to the Joint Select Committee members’ at a hearing on 

HB 13-1317 in March 2013: 

· Laura Harris was appointed to the role of Division Director, who is a highly qualified

professional with 25 years of experience in Liquor Enforcement. Laura Harris received criminal 

investigator training at the Federal Law Enforcement Training Center.  

· Ron Kammerzell was appointed into the leadership position overseeing the entire

Enforcement Division. Ron has 20 years of experience with the Division of Gaming and 

extensive background in complex criminal and financial investigations, auditing, internal 

controls, gaming regulation and public administration. Ron is a Colorado POST certified peace 

officer and served as a sworn agent of CBI on a year-long assignment to investigate government 

corruption. 

· The Department identified opportunities for decreasing expenditures of the Division and

curtailing operations in the wake of a shortage of revenues being collected, and evaluated 

methods for increasing revenues. 
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· The Department pursued legislation in the 2012 session to de-couple the state and local 

licensing approval process in the hopes of improving the ability of the Division to approve 

licenses and renewals to establish a predictable revenue stream to support operations.  The 

legislation also contemplated using some of the funds collected by the Colorado Department of 

Public Health and Environment (CDPHE) as emergency funding to keep the Division operating 

at the level of 37 FTE.  As this legislation was not successful, the Division immediately initiated 

measures to reduce its costs, including the implementation of a layoff plan, freezing or 

eliminating contract obligations and the elimination of discretionary expenditures.  All of these 

measures were necessary to keep the Division operating.       

· The Division also eliminated its excess vehicle fleet and specifically targeted vehicles 

that had the most costly lease payments.  We contacted State Fleet Management in April 2012, 

and within 60 days, the Division eliminated 25 vehicles by transferring them to other state 

agencies.  The Division also identified other recurring costs that could be eliminated, such as 

contract obligations, and quickly acted to control these expenses.  Most notably, the Division 

had to place the contract for the development of an inventory system on hold.  The Division has 

continued to extend this contract and is now in negotiations with the vendor to finalize contract 

amendments and to complete the development of this system for the implementation of 

Amendment 64. 

· The Division initiated its layoff plan beginning in May 2012 and the Department worked 

diligently to transfer 20 employees to other Department agencies.  Additionally, an operating 

budget of $2.4 million was established with the assistance of the Department’s Office of Budget 

and Financial Services.  The Division has operated within that budget since the beginning of FY 

2013 (July 2012).   

· The original management team made a policy decision to not collect license fees at the 

time of application for licensure.  This practice has been abandoned and license fees are now 

collected at the time of application along with application fees. The Division has since collected 

approximately $4.8 million from these applications.  This influx of license fees has permitted the 

Division to continue operations and remain solvent.   

· Since the beginning of the third quarter of FY 2012 (April 2012), the Department has 

instituted additional accounting and budgetary controls to include monthly budget meetings 

involving the Senior Director of Enforcement, the Department’s Chief Financial Officer, the 

Director and other staff.  The Division has also implemented strict expenditure controls for all 

expenses of the Division.  Further, the Department created a controller position for the 

Enforcement Business Group and filled the position in the second quarter of FY 2013 (Fall of 

2012).  All of these measures were undertaken to ensure that the Department and the Division 

meet their fiduciary duties to the State. 

· The Division has performed a critical assessment of its licensing process for medical 

marijuana businesses and has streamlined its procedures.  This includes developing procedures 
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for the processing, reviewing and approval of these licenses.  This has resulted in a dramatic 

reduction in the time it takes the Division to conduct a background investigation of a business 

and conduct a pre-license inspection.  The Division has also taken immediate steps to implement 

a risk-based approach for determining the need for pre-license inspections, as recommended by 

the Office of the State Auditor (OSA).  All of these corrective measures taken by the Division 

will also improve the licensing process for Amendment 64 implementation. 

· The Division has closely worked with local government licensing authorities to improve 

the collaboration and communication between them and the state regarding licensing approvals.  

While this has resulted in some improvement in local licensing authority approval notifications, 

this continues to be an area that delays the issuance of licenses by the state licensing authority.  

As a result, the Department has worked diligently and been successful in obtaining legislation 

this session to de-couple the state and local government licensing processes (HB-1238).  The 

Division is actively working on establishing many of the recommendations contained in the 

OSA Performance Audit Report of the Division.  As previously mentioned, the Division is 

already implementing a risk-based approach for assessing whether or not a pending business 

requires a pre-licensing inspection prior to receiving licensing approval from the state licensing 

authority.  Additionally, the Division is planning to develop written procedures and policies for 

critical areas highlighted in the audit report.  Furthermore, the Division is actively engaged in 

the development of a strategic plan and appropriate performance measures to assess our 

effectiveness in regulating the industry. 

· The Division is actively working toward the elimination of its backlog of pending 

MMED business license applications by the end of the current fiscal year.  We have received 

additional resources from the Attorney General’s office that will permit us to resolve the 138 

problem applications. Because the Division was successful in getting the abovementioned 

legislation passed, the Division will move forward with issuing conditional licenses, pending 

local authority approval.  All of these measures will permit the Division to eliminate the MMED 

licensing backlog and allow the Division to focus on implementation of Amendment 64. 

· The Division has developed a comprehensive business and staffing plan for the 

implementation of Amendment 64.  This includes the identification of critical action items, 

timelines and resources needed for effective implementation.  Additionally, the Department has 

assembled an Amendment 64 Implementation Team comprised of key Divisions within the 

Department to ensure proper support and resources are allocated for successful implementation.  

Some of the critical tasks that have been incorporated into this plan include: 

o Fee Setting for both MMED and Amendment 64 
o Fiscal Resource Analysis 
o Implementation of Inventory Tracking System 
o Promulgation of Amendment 64 Regulations 
o Revision of MMED Regulations 
o Augmentation of Licensing System for Amendment 64 and MMED 
o Implementation of OSA Audit Recommendations 



DR 4010 (07/15/11) 

o Policy and Procedure Development 
o Development of Infrastructure  
o Licensing Strategies 
o Enforcement Strategies 
o Law Enforcement Interaction Strategies 
o Local Licensing Authority Interaction Strategies 
o Identification of Constitutional and Statutory Mandates 

 
 
At the LAC Committee hearing in March 2013, LAC members raised several specific questions 
to which we provide the following responses: 
 
The number of repeat applicants that have applied for licenses with the Division.  There are 
twenty-one (21) repeat applications, in that the application was originally filed in August 2010 
but not issued, and then re-submitted after July 1, 2012.  Nineteen (19) applications are within 
the City of Fort Collins where a local ban of medical marijuana businesses caused the 
withdrawal of a 2010 application, and subsequent submission after the ban had been lifted in 
2012.  Two (2) applications are within the City of Northglenn.   
 
The number of renewal applications that have been received by the Division.  From September 
1, 2012 (the first date that a renewal could have been filed) through March 31, 2013, the 
Division has received one-hundred (100) medical marijuana business renewal applications. 
 
The Division’s comprehensive strategic plan.  The Division advised the Committee that it would 
be developing a comprehensive strategic plan as described above. The Division has provided the 
LAC with a copy of this strategic plan along with our other responses to the audit. 
 
If you have any questions, please do not hesitate to contact me at 303-866-5610 or by email at 
Barbara.Brohl@state.co.us. 
 
Sincerely, 
 
 
 
Barbara J. Brohl 
Executive Director 
Department of Revenue 
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AUDIT RECOMMENDATION STATUS REPORT 

AUDIT NAME: Medical Marijuana Regulatory System, Part I Performance Audit 

AUDIT NUMBER: #2194A 

DEPARTMENT/AGENCY/ENTITY: Department of Revenue  

DATE: June 2013 

SUMMARY INFORMATION 

Recommendation 

Number 
(e.g., 1a, 1b, 2, etc.) 

Agency’s Response 
(i.e., agree, partially agree, 

disagree) 

Original 

Implementation Date 
(as listed in the audit report) 

 

Implementation Status 
(Implemented, Implemented and Ongoing, 

Partially Implemented, Not Implemented, 

or No Longer Applicable) 

 

Revised 

Implementation Date 
(Complete only if agency is 

revising the original 

implementation date.) 

1a Agree March 2014 Partially Implemented October 2013 

1b Agree March 2014 Partially Implemented October 2013 

1c Agree March 2014 Partially Implemented October 2013 

1d Agree March 2014 Partially Implemented October 2013 

1e Agree May 2013 Implemented  

2a Agree March 2014 Partially Implemented October 2013 

2b Agree March 2014 Partially Implemented October 2013 

2c Agree March 2014 Partially Implemented October 2013 

3a Agree March 2014 Not Implemented October 2013 

3b Agree March 2014 Not Implemented October 2013 

3c Agree March 2014 Not Implemented October 2013 

4a Agree March 2014 Partially Implemented October 2013 

4b Agree March 2014 Not Implemented October 2013 

4c Agree March 2014 Not Implemented October 2013 

4d Agree March 2014 Not Implemented October 2013 

5a Agree March 2014 Not Implemented October 2013 
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Recommendation 

Number 
(e.g., 1a, 1b, 2, etc.) 

Agency’s Response 
(i.e., agree, partially agree, 

disagree) 

Original 

Implementation Date 
(as listed in the audit report) 

 

Implementation Status 
(Implemented, Implemented and Ongoing, 

Partially Implemented, Not Implemented, 

or No Longer Applicable) 

 

Revised 

Implementation Date 
(Complete only if agency is 

revising the original 

implementation date.) 

5b Agree March 2014 Not Implemented October 2013 

5c Agree March 2014 Not Implemented October 2013 

5d Agree March 2014 Not Implemented October 2013 

6a Agree March 2014 Partially Implemented   

6b Agree June 2013 Implemented  

6c Agree June 2013 Implemented  

6d Agree March 2014 Partially Implemented  

7a Agree June 2014 Not Implemented  

7b Agree June 2014 Not Implemented  

7c Agree June 2014 Not Implemented  

7d Agree June 2014 Implemented  

8a Agree June 2013 Implemented  

8b Agree October 2013 Partially Implemented  

8c Agree June 2013 Implemented  

9a Agree June 2013 Implemented and ongoing  

9b Agree June 2013 Implemented and ongoing  

9c Agree June 2013 Implemented  

9d Agree June 2013 Partially Implemented March 2014 

10 Agree July 2013 Implemented and ongoing  

11a Agree July 2013 Implemented  

11b Agree July 2013 No Longer Applicable  

11c Agree July 2013 Partially Implemented  
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Recommendation 

Number 
(e.g., 1a, 1b, 2, etc.) 

Agency’s Response 
(i.e., agree, partially agree, 

disagree) 

Original 

Implementation Date 
(as listed in the audit report) 

 

Implementation Status 
(Implemented, Implemented and Ongoing, 

Partially Implemented, Not Implemented, 

or No Longer Applicable) 

 

Revised 

Implementation Date 
(Complete only if agency is 

revising the original 

implementation date.) 

12a Agree July 2013 Implemented  

12b Agree July 2013 Implemented and ongoing  

12c Agree July 2013 Partially Implemented  

13 Agree July 2013 Partially Implemented Unknown 
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