County of Monterey

Government Center- Monterey Room
168 W. Alisal St., 2nd Floor
Salinas, CA 93901

CANNABIS PROGRAM
COUNTY OF MONTEREY

Meeting Agenda - Final

Supervisor Mary Adams- District 5
Supervisor Chris Lopez - District 3

Thursday, May 2, 2024
2:00 PM

Join via Zoom at https://montereycty.zoom.us/j/ 95804403890 or in person at: 168
W. Alisal St., 2nd Floor, Salinas CA-Monterey Room; or 599 El Camino Real,
Greenfield CA 93927 — Dist. 3 Office; or 1200 Aguajito Rd, Monterey CA 93940 —
Dist. 5 Office.
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Cannabis Committee Meeting Agenda - Final May 2, 2024

Supervisor Chris Lopez will appear by video conference on this date at: 599 El Camino Real,
Greenfield CA 93927. Consistent with Government Code Section 54953, an agenda will be posted at
this location, and it will be accessible by the public.

Supervisor Mary Adams will appear by video conference on this date at: 1200 Aguajito Rd
Monterey CA 93940. Consistent with Government Code Section 54953, an agenda will be posted at
this location, and it will be accessible by the public.

Participation in meetings:

Members of the public may participate in Committee meetings in two (2) ways:

1. You may attend the meeting in person at 168 W. Alisal Street, 2nd Floor, Salinas CA 93901 —
Government Center Building, Monterey Room; or, 599 El Camino Real, Greenfield CA 93927 —
District 3 Office; or, 1200 Aguajito Rd Monterey CA 93940 - District 5 Office; or,

2. You may participate via Zoom at: https://montereycty.zoom.us/j/95804403890

If you do not have access to a computer, you may call into the meeting and participate by calling the
following number: 1-669-900-6833 and entering the following meeting ID: 958 0440 3890

If you choose not to attend the Cannabis Committee meeting but desire to make a public comment on
a specific agenda item, please submit your comment via email by 5:00 p.m. on the Friday prior to the
meeting. Please submit your comment to Araceli Baltierra at BaltierraA@countyofmonterey.gov and
your comment will be placed into the record at the meeting.

If you are watching the live stream of the Cannabis Committee meeting and wish to make either a
general public comment or to comment on a specific agenda item as it is being heard, please select
the “raise hand” option on the Zoom screen, and your microphone will be unmuted so you can speak.
To select the “raise hand” option, click on the ‘participants’ icon at the bottom of your Zoom screen,
then click the “raise hand” icon next to your name.

Participacion en reuniones:

Los miembros del publico pueden participar en las reuniones del Comité de (2) maneras:

1. Puede asistir a la reunion en persona en 168 W. Alisal Street, Segundo Piso, Salinas, CA 93901 -
Centro de Gobierno del Condado de Monterey, Monterey Room; o, 599 El Camino Real, Greenfield
CA 93927 — Oficina del Distrito 3; o, 1200 Aguajito Rd Monterey CA 93940 - Oficina del Distrito 5;

o,
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2. Puede participar a través de Zoom en: https://montereycty.zoom.us/j/95804403890

Si no tiene acceso a una computadora, puede llamar a la reunion y participar llamando al siguiente
nimero: 1-669-900-6833 e ingresando la siguiente identificacion de la reunion: 958 0440 3890

Si decide no asistir a la reunion del Comité de Cannabis, pero desea hacer un comentario, envielo
antes de las 5:00 p.m. del viernes anterior a la reunion, a Araceli Baltierra, por correo electronico a:
BaltierraA@countyofmonterey.gov y su comentario se incluira en el registro de la reunion.

Si esta viendo la retransmision en directo de la reunion del Comité de Cannabis y desea hacer un
comentario publico general o comentar un punto especifico del orden del dia mientras se escucha,
seleccione la opcién "levantar la mano" en la pantalla de Zoom, y su micréfono se silenciara para
que pueda hablar. Para seleccionar la opcion "levantar la mano'', haga clic en el icono de
"participantes" que encontrara en la parte inferior de la pantalla de Zoom y, a continuacion, haga
clic en el icono "levantar la mano' que encontrara junto a su nombre.

TENGA EN CUENTA: SI TODOS LOS MIEMBROS DE LA JUNTA ESTAN PRESENTES EN
PERSONA, LA PARTICIPACION DEL PUBLICO POR ZOOM ES UNICAMENTE POR
CONVENIENCIA Y NO ES REQUERIDA POR LA LEY. SI LA ALIMENTACION DE ZOOM SE
PIERDE POR CUALQUIER MOTIVO, LA REUNION PUEDE PAUSARSE MIENTRAS SE
INTENTA UNA SOLUCION, PERO LA REUNION PUEDE CONTINUAR A DISCRECION DEL
PRESIDENTE.

PLEASE NOTE: IF ALL BOARD MEMBERS ARE PRESENT IN PERSON, PUBLIC
PARTICIPATION BY ZOOM IS FOR CONVENIENCE ONLY AND IS NOT REQUIRED BY
LAW. IF THE ZOOM FEED IS LOST FOR ANY REASON, THE MEETING MAY BE PAUSED
WHILE A FIX IS ATTEMPTED BUT THE MEETING MAY CONTINUE AT THE DISCRETION
OF THE CHAIRPERSON.
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NOTE: All agenda titles related to numbered items are live web links. Click on the title to be
directed to corresponding Committee Report.

PUBLIC COMMENT: Members of the public may address comments to the Committee concerning
each agenda item. Timing of the public comment shall be at the discretion of the Chair.

Call to Order

Additions and Corrections

Public Comment Period

Approval of Action Minutes

1. Consider approval of action minutes from the March 27, 2024, Cannabis Committee Meeting.

Attachments: March 27, 2024 Cannabis Committee Minutes

Regular Agenda

2. Receive a verbal presentation on the key findings and recommendations from the California State
Auditor report, “Local Cannabis Permitting: Cities and Counties Can Improve Their Permitting
Practices to Bolster Public Confidence”, that audited the commercial cannabis permitting processes of

six local jurisdictions.

Presenters: Michelle Sanders, Principal Auditor

Chris Bellows, Senior Auditor Evaluator

Attachments: State Auditor Local Cannabis Presentation

3. Receive an Auditor-Controller Office memoranda update on commercial cannabis business tax

collections and payment plan tax payments.

Presenter: Joey Nolasco, Auditor-Controller Analyst

Attachments: Auditor-Controller Office Memoranda

4. Receive memoranda update on Cannabis Program performance indicators, SMART goals, and active

grants.

Presenter: Mpyles Echenique, Management Analyst 11

Attachments: Cannabis Program Memoranda
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Adjournment
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Committee Members: Supervisor Mary L. Adams, Chair; Supervisor Chris Lopez, Vice-Chair.
Committee Staff: Nick Chiulos, Chief Assistant County Administrative Officer; Robert Brayer,
Deputy County Counsel; and Araceli Baltierra, Committee Secretary.

* Copies of staff reports or other written documentation relating to items referenced on this agenda
and/or submitted after distribution of the agenda packet are on file and available for public inspection
at the County Administrative Office, County of Monterey Government Center, 168 West Alisal
Street, 3rd Floor, Salinas CA 93901.

* Meetings of the Board of Supervisors Cannabis Committee are accessible to individuals with
disabilities. The Administration Building and Monterey Conference Room are wheelchair accessible.
Please contact the County of Monterey Civil Rights Office at 831-755-5117 if you need assistance or
accommodations to participate in a public meeting or if you need the agenda and public documents
modified as required by Section 202 of the Americans with Disabilities Act.

* The following services are available when requests are made by 5:00 p.m. of the Friday before this
noted meeting: American Sign Language interpreters during a meeting, large print agenda or
minutes in alternative format.

* If you require the assistance of an interpreter, please contact the Senior Secretary in the County
Administrative Office at 831-755-5419. Every effort will be made to accommodate requests for
translation assistance. Requests should be made as soon as possible, and at a minimum 24 hours in
advance of any meeting.

* Si usted requiere la asistencia de un intérprete, por favor comuniquese con la oficina de
Administracion localizada en el Centro de Gobierno del Condado de Monterey, (County of Monterey
Government Center), 168 W. Alisal St., Tercer Piso, Salinas - o por teléfono llamar al 831-755-5419.
La secretaria hara el esfuerzo para acomodar los pedidos de asistencia de un intérprete. Los pedidos
se deberan hacer lo mas pronto posible, y a lo minimo 24 horas de anticipo de cualquier junta.
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County of Monterey Item No.1

Board of Supervisors

Chambers
168 W. Alisal St., 1st Floor
Board Report Salinas, CA 93901
Legistar File Number: MIN 24-025 May 02, 2024
Introduced: 4/24/2024 Current Status: Agenda Ready
Version: 1 Matter Type: Minutes

Consider approval of action minutes from the March 27, 2024, Cannabis Committee
Meeting.

County of Monterey Page 1 Printed on 4/26/2024



County of Monterey

Government Center- Monterey Room
168 W. Alisal St., 2nd Floor
Salinas, CA 93901

CANNABIS PROGRAM
COUNTY OF MONTEREY

Meeting Minutes - Draft

Join via Zoom at https://montereycty.zoom.us/j/93414807220, or in person at:168
W. Alisal St., 2nd Fl., Salinas CA; or 599 El Camino Real, Greenfield CA 93927 —
Dist. 3 Office; or 1200 Aguajito Rd, Monterey CA 93940-Dist. 5 Office.

Wednesday, March 27, 2024
3:30 PM

Cannabis Committee




Cannabis Committee Meeting Minutes - Draft March 27, 2024

NOTE: All agenda titles related to numbered items are live web links. Click on the title to be
directed to corresponding Committee Report.

PUBLIC COMMENT: Members of the public may address comments to the Committee concerning

each agenda item. Timing of the public comment shall be at the discretion of the Chair.

Call to Order

The meeting was called to order at 3:40pm.

Additions and Corrections

No additions or corrections.

Public Comment Period

Joey Espinoza, Michelle Hackett.

Approval of Action Minutes

1.  Consider approval of action minutes from the March 6, 2024, Cannabis Committee meeting.

ACTION: The Board of Supervisors Cannabis Committee Minutes from
March 6, 2024, was approved by consensus.

Regular Agenda

2.  Verbal update on the County of Monterey Cannabis Program Manager recruitment.

Presenter: Nick Chiulos, Chief Assistant County Administrator Olfficer

ACTION: The committee received a verbal update on the status.

3.  Receive an Auditor-Controller Office memoranda update on commercial cannabis business tax
collections and payment plan tax payments.
Presenter: Joey Nolasco, Auditor-Controller Analyst

ACTION: Report deemed as received.

4. Receive a status update on the commercial cannabis business tax payment plans.

Presenter: Joann Iwamoto, Interim Cannabis Program Manager

ACTION: Report deemed as received.

5. Receive memoranda update on Cannabis Program performance indicators, SMART goals and active

grants.

Presenter: Myles Echenique, Management Analyst 11

ACTION: Report deemed as received.
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Cannabis Committee Meeting Minutes - Draft March 27, 2024

6. a. Receive a status update on the County cannabis business tax revenue generated by nursery
activities;
b. Consider the financial impacts of a tax exemption for self-producing nursery operators; and
c. Recommend the Committee take no action on a tax exemption for self-producing nursery operators
at this time; and
d. Provide further direction as appropriate or consider a recommendation to the Board of
Supervisors.

ACTION: Report deemed as received; committee opted to take no action on a
tax exemption for self-production nursery operators at this time.

Adjournment

The meeting was adjourned at 4:24pm. The next meeting is scheduled for May 2, 2024.

Page 5 of 6
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County of Monterey Item No.2

Board of Supervisors
Chambers

168 W. Alisal St., 1st Floor
Board Report Salinas, CA 93901

Legistar File Number: 24-314 May 02, 2024

Introduced: 4/24/2024

Version:

1

Current Status: Agenda Ready
Matter Type: General Agenda ltem

Receive a verbal presentation on the key findings and recommendations from the California

State Auditor report, “Local Cannabis Permitting: Cities and Counties Can Improve Their

Permitting Practices to Bolster Public Confidence”, that audited the commercial cannabis

permitting processes of six local jurisdictions.

Presenters: Michelle Sanders, Principal Auditor

Chris Bellows, Senior Auditor Evaluator

County of Monterey

Page 1 Printed on 4/26/2024
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Local Cannabis Permitting

Cities and Counties Can Improve Their Permitting
Practices to Bolster Public Confidence

March 2024




@ CALIFORNIA STATE AUDITOR
Lvl 621 Capitol Mall, Suite 1200 | Sacramento | CA | 95814

(g\\ 916.445.0255 | TTY 916.445.0033

@ For complaints of state employee misconduct,
~ @~  contact us through the Whistleblower Hotline:

1.800.952.5665

Don'’t want to miss any of our reports? Subscribe to our email list at JE\Us[1(] He-Ke 0]

For questions regarding the contents of this report, please contact our Communications Office at 916.445.0255

This report is also available online at www.auditor.ca.gov | Alternative format reports available upon request | Permission is granted to reproduce reports
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Grant Parks State Auditor

Mike Tilden Chief Deputy

March 28, 2024
2023-116

The Governor of California
President pro Tempore of the Senate
Speaker of the Assembly

State Capitol

Sacramento, California 95814

Dear Governor and Legislative Leaders:

As directed by the Joint Legislative Audit Committee, my office conducted an audit of the
cannabis-permitting processes at the counties of Monterey and Santa Barbara and the cities of
Fresno, Sacramento, San Diego, and South Lake Tahoe. In general, we determined that cities and
counties (local jurisdictions) could improve their cannabis-permitting processes to increase
public confidence and mitigate the risks of corruption.

Our review found that the local jurisdictions we reviewed did not always include several
best practices in their permitting policies that help to ensure fairness and prevent conflicts
of interest, abuse, and favoritism. Only two of the local jurisdictions we reviewed used blind
scoring of applications, wherein the identities of the applicants are kept from those reviewing
and scoring applications, and four of the local jurisdictions we reviewed did not require that all
individuals involved in reviewing applications agree to impartiality statements. My office also
found that all six of the local jurisdictions we reviewed were inconsistent in following key steps
that their permitting policies required. For example, records at each of the six jurisdictions lacked
documentation to demonstrate that all applicants had passed their required background checks.

Through Proposition 64, California’s voters legalized the nonmedical use of cannabis by adults
age 21 and older. Because the resulting state law ensures that local jurisdictions retain significant
control over the authorization and regulation of cannabis businesses within their jurisdiction,
we have made recommendations generally and identified best practices for all local jurisdictions
that may permit cannabis businesses. Such best practices may help local jurisdictions bolster the
public’s confidence in the fairness and transparency of their permitting processes.

Respectfully submitted,

st A

GRANT PARKS
California State Auditor

621 Capitol Mall, Suite 1200 | Sacramento, CA 95814 | 916.445.0255 | 916.327.0019 fax | www.auditor.ca.gov
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Contents

Summary of Key Findings and Recommendations

Introduction/Background

AUDIT RESULTS (by Objective)
Review and evaluate the laws, rules, and regulations significant to the
audit objectives. (Objective 1)
State law gives local jurisdictions the ability to decide whether to allow
cannabis businesses to operate within their jurisdiction and to create their
own policies and procedures for permitting cannabis businesses.

Determine whether local jurisdictions took reasonable steps to ensure

CALIFORNIA STATE AUDITOR
Report 2023-116 | March 2024

fairness and prevent conflicts of interest, abuse, and favoritism. (Objective 3c)

Only two of the local jurisdictions we reviewed require blind scoring of
applications—a process in which the identities of the applicants are kept from
those reviewing and scoring applications to reduce the opportunity that those
scoring will provide certain applicants with preferential treatment. Four of the
local jurisdictions we reviewed did not require that all individuals involved in
reviewing applications agree to impartiality statements, the use of which is a

best practice to help reduce the risk of any conflicts of interest those individuals

might have with any applicants.

Assess the benefits and challenges of different processes for awarding
local licenses, and evaluate whether some selection processes are
structurally more susceptible to corruption. (Objective 5)

Local jurisdictions that limit or cap the number of cannabis-related permits
they will issue potentially increase permits’ value because of scarcity, leading to

greater incentives for corruption by government officials. Local jurisdictions that

place decision-making authority with one person and where the decisions can
be based on that person’s discretion instead of on publicly understood

criteria increases the risk of corruption. Local jurisdictions would benefit from
implementing best practices, such as blind scoring and an appeals process, to
reduce the risk of corruption.

For a selection of permits at each of the six local jurisdictions, determine
whether the local jurisdiction followed its policies and procedures when
issuing the local licenses. (Objective 4)

21

We found that the local jurisdictions have not consistently documented whether
they followed their policies and procedures for ensuring that background checks

occurred and that applications were complete.

Determine whether local jurisdictions’ policies and procedures comply
with relevant state and local laws and regulations. (Objective 3b)
Proposition 64 does not set specific conditions with which local jurisdictions
must comply when creating their permitting processes. The local jurisdictions
we reviewed aligned their policies and procedures, as applicable, with their
local ordinances for permitting processes.

16
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Determine whether cannabis business licensing and permitting policies
and procedures are in place and clearly communicated to the public and
potential licensees. (Objective 3a)

Jurisdictions we reviewed made their ordinances and permit application forms

available on their websites for access by the public, including potential permittees.

Several jurisdictions provided additional information on their websites, such as
frequently asked questions, application instructions, and fee information.

Review and assess any other issues not covered in the audit
objectives that are significant to the audit. (Objective 6)

We reviewed permitting time frames, local cannabis equity programs, and
permit-related fees for our selected local jurisdictions.

Using available information regarding permitted commercial cannabis
activity in cities and counties throughout the State, as well as other
relevant criteria, select six local governments for review. (Objective 2)
Using information about size, geography, type of permitting process, and
number of permits issued or allowed, we selected the cities of Fresno,
Sacramento, San Diego, and South Lake Tahoe and the counties of Monterey
and Santa Barbara.

Recommendations

Appendix A
Scope and Methodology

Responses to the Audit
City of Fresno

California State Auditor's Comments on the Response From the City of Fresno

City of Sacramento

(California State Auditor's Comment on the Response From the City of Sacramento

County of Santa Barbara

31

33

39

41

45

47
49

51
53

55
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Summary of Key Findings and Recommendations

Of the more than 240 local jurisdictions throughout the State that allowed cannabis
businesses to operate as of December 2023, our audit reviewed the permitting
processes of six—the cities of Fresno, Sacramento, San Diego, and South Lake Tahoe
and the counties of Monterey and Santa Barbara. During our review of these six local
jurisdictions, we found the following:

+ As Table 1 shows, all of the local jurisdictions we reviewed did not always take reasonable
steps to ensure fairness and prevent conflicts of interest, abuse, and favoritism, such as
by having an administrative appeals process (appeals process) or using blind scoring. For
example, Fresno lacked an appeals process for denied applications. An appeals process
is critical because it helps ensure that applicants have the opportunity to contest the
decision if they are denied improperly, and it can help reduce the risk of corruption.

+ The local jurisdictions we reviewed inconsistently documented whether they followed
their policies and procedures that require background checks for key individuals
and to ensure that permit applications are complete. For example, although all local
jurisdictions” ordinances that we reviewed require applicants or certain individuals
associated with an applicant to undergo a criminal background check, none of the six
was able to demonstrate that it consistently reviewed or documented the results of
the background checks. Inconsistently following a local jurisdiction’s policy can erode
public trust in that local jurisdiction’s permitting processes.

+ Thelocal jurisdictions created policies and procedures that aligned with local ordinances,
and they posted information about ordinances and permit applications to their
public websites.

Table 1
Summary of Findings Related to Audit Objectives

THE LOCAL JURISDICTION ...

ADOPTED ORDINANCES
CREATED POLICIES AND OR CREATED POLICIES
PROCEDURES THAT TO REGULATE CANNABIS
COMPLIED WITH LOCAL PERMITTING AND POSTED
LAWS, AS APPROPRIATE THAT INFORMATION ON ITS
PUBLIC WEBSITE

TOOKREASONABLE STEPS
TO ENSURE FAIRNESS AND FOLLOWED ITS POLICIES
PREVENT CONFLICTS OF AND PROCEDURES WHEN
INTEREST, ABUSE, AND ISSUING LOCAL PERMITS
FAVORITISM

LOCAL

JURISDICTION

Fresno X X v v
Monterey County X X v v
Sacramento X X v v
San Diego X X v v
Santa Barbara County X X v v
South Lake Tahoe X X v v

Source: Local jurisdictions’ ordinances, policies and procedures, websites, and application files.
Note: An X indicates that we found at least one deficiency related to the local jurisdiction’s practices.
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Proposition 64, by which California’s voters legalized under state law the nonmedical
use of cannabis by adults age 21 and older, ensures that local jurisdictions retain
significant control over the authorization and regulation of cannabis businesses within
their jurisdiction. Therefore, we have made recommendations generally to all local
jurisdictions that may permit cannabis businesses. For example, all local jurisdictions
could benefit from implementing an appeals process for denied applicants and
requiring that all individuals involved in reviewing cannabis applications sign
impartiality statements asserting that they do not have personal or financial interests
that may affect their decisions.

Agency Comments

This audit report does not contain recommendations specific to the six local
jurisdictions we reviewed, and as a result, we did not expect responses from

the jurisdictions. However, three local jurisdictions—the cities of Fresno and
Sacramento, and Santa Barbara County—provided responses to our audit report.
Fresno disagreed with how we characterized its handling of background checks,
whereas Sacramento appreciated our review and work in highlighting statewide
best practices. Santa Barbara County acknowledged the value in considering
some best practices as it assesses and enhances its permitting processes.
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Introduction
Background

California’s voters legalized under state law the nonmedical use of cannabis by
adults age 21 and older by approving Proposition 64 in 2016. State law, known as the
Medicinal and Adult-Use Cannabis Regulation and Safety Act, allows California
cities and counties (local jurisdictions) to decide whether to allow cannabis
businesses to operate within their jurisdiction and to adopt local ordinances to
regulate cannabis businesses at the local level. As shown in Figure 1, for an applicant
to enter the cannabis market and begin operation, that applicant must both obtain

a state license and satisfy any requirements for operation imposed by the local
jurisdiction in which the applicant intends to operate, such as by obtaining a

permit. The State oversees the statewide licensing of cannabis businesses through

a process overseen by the Department of Cannabis Control (DCC). State law
requires applicants seeking a state license to provide certain information with their
application, such as a list of every person with a financial interest in the applicant
and a copy of the owner’s application for a background check. DCC reported in 2023
that it had issued nearly 3,800 licenses for cannabis businesses and processed more
than 8,800 license renewals.! As of December 2023, nearly 240 local jurisdictions
were allowing at least one type of cannabis business to operate in their jurisdictions.
Table 2 lists the key types of cannabis businesses that DCC licenses. In 2023 licensed
cannabis businesses produced $5.1 billion in total cannabis sales.

In addition to needing licensure from the State, each cannabis business must comply
with any requirements imposed on cannabis businesses by the local jurisdictions

in which they operate. With the significant local control over the authorization and
regulation of cannabis businesses that those jurisdictions retain under state law, local
jurisdictions generally may decide not to allow any types of cannabis businesses to
operate, may issue permits for only certain types of cannabis businesses, or may set
limits on the number of cannabis businesses that may operate in their jurisdiction.
Local jurisdictions may also assess and set fees for their permitting processes,
annually renew permits, and perform on-site inspections of cannabis businesses.
This audit focuses on the local jurisdictions and their processes for issuing permits
required to operate cannabis businesses. We refer to these permits as cannabis-
related permits.

T A person may hold multiple state cannabis licenses. For example, a cultivator may have individual licenses for different
plots of land under one business name.
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Figure 1

Cannabis Businesses Require Both State Licenses and Local Authorization Prior to Commercial

Operation

STATE

Department of
Cannabis Control
Issues State Licenses” :

LOCAL

REQUIREMENTS

.............................. O

Local Jurisdictions

May Provide
Authorizationt

Our audit focused on local
authorization.

Evidence of exemption or
compliance with CEQA.

Land Use Permits and
Business Permits.

A detailed description of
the applicant's operating
procedures.

Permission to operate a
cannabis business from
the property owner.

3.\

Background checks
of business owners.

/3.

Background checks
of business owners.

v

Authority to Operate Commercial
Cannabis Business

CANNABIS |} Q

ZLLL L]

allaiirma
7 ;
41[H L2

Source: State law and ordinances of local jurisdictions we reviewed.
* We present a selection of requirements to obtain a state license.

T Proposition 64 safeguards local control over the authorization and regulation of cannabis businesses. Therefore, local
jurisdictions’ processes for authorizing and regulating cannabis businesses may vary. We present several examples of
requirements to obtain local authorization from the jurisdictions we reviewed.
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DCC Licenses Six Key Types of Cannabis Businesses

BUSINESS TYPE DESCRIPTION OF BUSINESS

Cultivation

Manufacturing

Testing Laboratory
Retail

Distribution

Microbusiness

Plants, grows, harvests, dries, cures, grades, or trims cannabis. The type of license issued may vary
according to several factors, including the size of the cultivated area and whether cannabis grows
indoors or outdoors.

Makes products from cannabis plants, such as edible cannabis. Businesses vary according to the
activities performed and the processes used for production.

Tests cannabis goods before they are sold by a retailer.
Sells cannabis products through either storefronts or delivery.

Transports cannabis products between other licensed cannabis businesses, such as by taking
finished cannabis products from a manufacturer to a retailer. This business type may also provide
storage of cannabis products for other licensees and arrange for the testing of cannabis goods.

Performs at least three of the following licensed activities at one location: cultivation of no more
than 10,000 square feet, manufacturing, distribution, or retail sales.

Source: State law and DCC.
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Audit Results

Audit Objective 1:

CALIFORNIA STATE AUDITOR
Report 2023-116 | March 2024

Review and evaluate the laws, rules, and regulations

significant to the audit objectives.

KEY POINT

+ Under state law, local jurisdictions have the ability to decide whether to allow
cannabis businesses to operate in their jurisdictions, and local jurisdictions have
autonomy in creating and implementing their own policies and procedures for any

permitting process they choose to adopt.

Proposition 64 safeguards local control over the regulation of cannabis businesses,
allowing local jurisdictions to regulate cannabis businesses, to subject cannabis
businesses to zoning and permitting requirements, and alternatively, to ban the operation
of cannabis businesses altogether. In fact, as of December 2023, the Department of
Cannabis Control (DCC) reported that 56 percent of the jurisdictions in the State do not
allow any type of cannabis businesses to operate within their boundaries.

Although Proposition 64 allows local jurisdictions to
regulate cannabis businesses at the local level, former
federal guidance, which has since been rescinded, set

forth the federal government’s expectations for local
jurisdictions that allow cannabis-related conduct. Certain
cannabis-related activities, however, including the
possession and distribution of cannabis, remain illegal
under federal law and therefore can be prosecuted by federal
authorities even if it those activities are legal according to a
state’s laws. In August 2013, a U.S. deputy attorney general
authored a memorandum for all U.S. attorneys providing
guidance on when to enforce federal cannabis laws. As the
text box shows, the memorandum states the expectation
that states and local governments that have enacted laws
authorizing cannabis-related activity will establish strong
and effective regulatory and enforcement systems for
cannabis-related activity.

Although the U.S. attorney general rescinded the 2013

Former Federal Guidance on
Cannabis Enforcement

... [itis the] expectation that states and

local governments that have enacted laws
authorizing marijuana-related conduct will
implement strong and effective regulatory
and enforcement systems that will address
the threat those state laws could pose to
public safety, public health, and other law
enforcement interests. A system adequate to
that task must not only contain robust controls
and procedures on paper; it must also be
effective in practice.

Source: August 2013 Memorandum from U.S.
Deputy Attorney General relating to cannabis
enforcement.

federal guidance memorandum in 2018, the memorandum was in effect when
California legalized the nonmedical use of cannabis by adults 21 years and older.
Therefore, this guidance represents a reasonable best practice for how local
jurisdictions should regulate cannabis businesses and address any threats to public
safety and public health. In fact, one local jurisdiction we reviewed—Monterey
County—referenced this federal guidance and used some of its language in the
ordinance it adopted authorizing the operation of commercial cannabis businesses.
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Each of the six local jurisdictions we reviewed adopted ordinances establishing a
permitting process for cannabis businesses, but the specificity of these ordinances
varied. For example, South Lake Tahoe’s ordinance and the application guidelines
adopted by city council resolution specified important elements of the permitting
process, such as the required application materials and other criteria for issuance
of a cannabis-related permit. Conversely, Fresno’s ordinance does not specify the
requirements for its cannabis permitting process. Instead, Fresno’s ordinance gives
the city manager discretion to design evaluation criteria and permitting processes
for issuing commercial cannabis business permits, which Fresno developed using
policies and procedures.

Under the framework created by Proposition 64, local jurisdictions retain significant
control to authorize and regulate cannabis businesses. Therefore, we used best
practices and comparative criteria from other local jurisdictions and governments
to establish the criteria we use to evaluate each local jurisdictions’ cannabis
permitting processes.
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Audit Objective 3c:

Determine whether local jurisdictions took
reasonable steps to ensure fairness and prevent
conflicts of interest, abuse, and favoritism.

KEY POINTS

+ Only two of the local jurisdictions we reviewed require blind scoring of
applications—a process in which the identities of the applicants are kept from the
evaluators reviewing and scoring applications, which can reduce the opportunity
that they will provide certain applicants with preferential treatment.

+ Fresno was the only local jurisdiction we reviewed that lacked an administrative
appeals process (appeals process) for applicants to contest the jurisdiction’s
decision to deny their applications. An appeals process is critical because it helps
ensure that applicants have the opportunity to contest the decision if they are
denied improperly.

+ Four of the local jurisdictions we reviewed did not require that individuals
involved in reviewing applications agree to impartiality statements. Requiring such
impartiality statements is a best practice to help reduce the risk of any conflicts of
interest evaluators might have with the applicants.

Blind Scoring and an Appeals Process Could Help Local Jurisdictions Ensure Fairness

Local jurisdictions can use blind scoring and an appeals process to help ensure
fairness and prevent favoritism. The blind scoring of permit applications reduces
opportunities for those reviewing or scoring applications to improperly influence
outcomes by providing preferential treatment for certain applicants. An appeals
process helps ensure that applicants have an opportunity to contest the decision

if they are denied improperly. Processes such as these help build public trust and
are more likely to lead people to accept a decision or outcome, even when they

do not agree with the decision itself. A fair process also requires an impartial
decision-maker, clearly understood rules, as well as information about any available
review or appeals processes.

Of the six local jurisdictions we reviewed, four—the cities of Fresno, Sacramento,
South Lake Tahoe and the county of Santa Barbara—have chosen to require a
competitive process that requires scoring of permit applications for either all or
some permit types. The remaining two local jurisdictions—Monterey County and
the city of San Diego—have chosen not to require a competitive process that scores
applications. Of the four local jurisdictions that require scoring, Table 3 shows that
the city of Fresno and Santa Barbara County could benefit from implementing blind
scoring of applications. In blind scoring, staff redact any identifying information
about applicants, such as the business owner name, business name, or business
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address, from the application materials that evaluators review so the evaluators
cannot identify the applicant whose materials they are scoring. Blind scoring can
help prevent personal or financial affiliations between applicants and evaluators
from influencing the scores. Blind scoring may also make it more difficult for elected
officials to improperly influence government workers who review applications, since
blind scoring would make it difficult for the evaluators to know which application
the elected official wanted them to focus on. Research on fair and efficient hiring
practices shows that identity-blind hiring prioritizes applicant qualifications and
removes bias.2 To identify whether a local jurisdiction required blind scoring, we
reviewed the local jurisdictions’ ordinances, policies and procedures, and a selection
of applications and related documentation, such as application scoring records.

Table 3
Two of the Local Jurisdictions We Reviewed Would Benefit From Implementing Blind Scoring

of Applications

JURISDICTION’S CANNABIS

LOCAL PERMITTING ORDINANCE OR JURISDICTION FOLLOWED POLICY
JURISDICTION POLICY REQUIRES BLIND SCORING REQUIRING BLIND SCORING
OF APPLICATIONS
Fresno X —*
Monterey County N/A N/A
Sacramento /T /T
San Diego N/A N/A
Santa Barbara County X —*

South Lake Tahoe / X

Source: State law, local jurisdictions’ ordinances and policies, and our selection of applications.

N/A =These local jurisdictions do not require a competitive process that scores applications for permits, and therefore, we
would not expect to see blind scoring in our review of applications.

* The jurisdiction did not have a policy requiring blind scoring. Therefore, we would not expect to see blind scoring in our
review of applications.

—+

Sacramento requires blind scoring of equity-retail or storefront applications because it has chosen to have a competitive
process for these types of applications. It does not require a competitive process for other types of applications, including
those that are not storefront applications. State law defines local equity programs as programs adopted or operated by a
local jurisdiction that focus on the inclusion and support of individuals and communities in the cannabis industry who are
linked to populations or neighborhoods that were negatively or disproportionately impacted by cannabis criminalization.

South Lake Tahoe’s application guidelines require it to employ blind scoring, whereby
the identity of the applicant or owner will not be revealed when written proposals

are scored by the reviewers. However, we found the jurisdiction did not adhere to
these guidelines. Specifically, South Lake Tahoe did not fully redact the names of the

2 Self WT, Mitchell G, Mellers BA, Tetlock PE, Hildreth JAD (2015) Balancing Fairness and Efficiency: The Impact of Identity-
Blind and Identity-Conscious Accountability on Applicant Screening. PLoS ONE 10(12): e0145208. doi:10.1371/journal.
pone.o145208.
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business or owner on all of the applications it received before sending the applications
to its evaluators. The city attorney explained that a former employee performed the
redactions manually and did not involve other city staff in performing the redactions.
The city attorney agreed that to avoid these same errors in the future, a better practice
would be to involve the city attorney’s office in the redaction process. In fact, one
applicant filed an appeal stating that the city did not follow its selection process
because it did not fully redact their application, which precluded the blind scoring as
required by the application guidelines. Although the hearing officer—an independent
contractor who evaluated the appeal—verified that the city did not completely
redact the identity of the applicant in all of the applications, he found no evidence of
bias, prejudice, or favoritism by any reviewer that would have affected the results

of the scoring. Nevertheless, by not following its procedures, the local jurisdiction
undermined applicants’ confidence that its evaluation process was fair.

Santa Barbara County’s and the city of Fresno’s cannabis-permitting ordinances
and procedures did not require blind scoring for evaluating permit applications.
Both local jurisdictions explained why they had not implemented blind scoring.
Santa Barbara County explained that parts of their process could not have been
scored blindly, such as those parts that relied on site visits with the applicants.
However, county departments also performed portions of the initial scoring—
such as evaluating premise diagrams—and blind scoring would have helped
ensure impartiality in those steps. Nonetheless, in our view, nothing would have
precluded performing site visits after the blind scoring of applications since the
local jurisdiction has discretion in the design of the application process. Fresno’s
deputy city manager indicated that incorporating blind scoring would require
additional resources and would significantly delay the process. She further noted
that the evaluators consisted of a panel rather than just one individual and that
each evaluator was required to sign impartiality statements for each application.
Having evaluators sign impartiality statements is a good practice, as we discuss
later. However, we also note that although incorporating blind scoring may require
additional resources, redacting applications before they are reviewed and ranked is
an important additional safeguard for limiting the influence of potential biases.

Following blind scoring during the permit application stage, implementing an
appeals process can also help local jurisdictions ensure fairness in the permitting
process. In fact, as Table 4 shows, five of the six local jurisdictions we reviewed
established a process for denied applicants to appeal the denial, and those local
jurisdictions’ ordinances detailed the appeals process. At some of the local
jurisdictions we reviewed, applicants have the option to appeal a denied application
by submitting an appeal within a certain time frame. The person designated to hear
the appeal may then receive evidence relevant to the matter and decide the appeal.
The designated person may overturn a decision in certain specified circumstances.
At one of these local jurisdictions, we found that this designated person is required
to be an impartial decision-maker selected by a process that eliminates the risk of
bias, which we believe to be a best practice. We identified evidence of appeals made
during our review of a selection of applications at the local jurisdictions. An appeals
process for applicants who are denied cannabis business permits is an important
mechanism that allows such applicants an opportunity for a different individual

to review the appeal and identify any potential errors in the original decision.
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Two of the local jurisdictions had appeals among the applications we reviewed and
one of the five appeals we reviewed resulted in the approval of a formerly denied
application. Specifically, one applicant from Santa Barbara County was denied a
permit for knowingly, willfully, or negligently making a false statement of a material
fact or omitting a material fact. This denial led the applicant to appeal this decision.
As a result of the appeal, an administrative law judge conducted a hearing and then
reversed the decision after finding that Santa Barbara County’s grounds for denial
were flawed. This appeal and overturned decision shows the positive effect an appeals
process has for applicants, allowing those applicants who were inappropriately
denied a permit the ability to have the reason for denial reviewed.

Table 4
Fresno Could Benefit From Implementing an Appeals Process for Denied Applications

JURISDICTION ALLOWS OF THE 121 APPLICATIONS OF THE APPEALS REVIEWED,
APPEALS OF DENIED REVIEWED, THE NUMBER OF THENUMBER OF SUCCESSFUL
CANNABIS BUSINESS APPLICANTS WHO APPEALED | APPEALS THAT OVERTURNED

APPLICATIONS THEIR DENIED APPLICATIONS A DECISION

LOCAL JURISDICTION

Fresno X N/A
Monterey County \/ 0 N/A
Sacramento \/ 0 N/A
San Diego \/ 0 N/A
Santa Barbara County* \/ 2 1
South Lake Tahoe \/ 3 0

Source: Localjurisdictions’ordinances and our selection of applications.

* Because records of appeals were not kept in any central database or file, we made inquiries at the jurisdiction to identify
any appeals related to the specific applications we selected for review.

Fresno was the only local jurisdiction that we reviewed that lacked an appeals process
for denied applications. Fresno’s ordinance allows appeals only of approved permits
and allows such appeals to be brought only by certain individuals, including the
mayor or councilmember in whose district the cannabis business would be located.
However, this process does not allow an applicant who has been denied a permit to
appeal the decision. Fresno’s deputy city manager indicated that the city has followed
its ordinance, which does not include an appeals process for denied applicants.

She further explained that the city believes there would be a significant number of
appeals that would delay the process if appealing denied applications were an option.
However, the five other local jurisdictions we reviewed had appeals processes for
denied applicants. Specifically, an appeal in another local jurisdiction led them to
reverse the decision to deny an application because the grounds for the denial were
flawed, showing the value of such an appeals process. Moreover, a lack of an appeals
process can also increase the risk of unfairness in the permitting process. Appeals
processes are used in different levels of government such as the federal government,
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including the U.S. Equal Employment Opportunity Commission, and the state
government, including the Employment Development Department, to ensure that
disputes are resolved in a fair way. An appeals process is a best practice to help ensure
a fair and transparent process and to reduce the risk of favoritism and abuse.

Local Jurisdictions Can Take Additional Steps to Prevent Conflicts of Interest

All six of the local jurisdictions we reviewed adopted and promulgated
conflict-of-interest codes, as required by the State’s Political Reform Act.3 However,
we found examples in each jurisdiction we reviewed in which at least one individual
involved in reviewing permit applications was not required to disclose certain
financial interests under the local jurisdiction’s conflict-of-interest code. To address
this weakness, the local jurisdictions could implement an additional best practice
whereby local jurisdictions require all individuals reviewing permit applications to
sign impartiality statements, which would include whether the individual has any
personal or financial interests. Disclosing non-financial conflicts of interest, such as
familial or other personal relationships, goes beyond what is required under state
law for financial disclosures. However, this practice would allow local jurisdictions
to mitigate the risk of conflicts of interest or even the perception of such a risk in
the cannabis permitting process. In particular, local jurisdictions should require

all application reviewers to sign impartiality statements and, in the interest of
transparency, make the signed statements or the language used for the statements
available to the public, as Table 5 shows.

Each local jurisdiction we reviewed adopted and promulgated a conflict-of-interest
code that requires designated positions to disclose certain financial information,
such as investments, business positions, interests in real property, and sources

of income, including gifts, and outstanding loans.# Among other things, a
conflict-of-interest code designates the positions within a local jurisdiction that are
involved in making or participating in making decisions that may foreseeably have

a material effect on any financial interest and requires that individuals in those
designated positions make those financial disclosures. For example, someone who is
a partial owner of a cannabis business, who also works as a housing and development
project manager and is involved in reviewing cannabis business applications, should
disclose any interest in the business if that individual’s position with the local
jurisdiction is required to file financial disclosure statements. However, a weakness
we found during our review of the local jurisdictions was that at least one individual
involved in reviewing cannabis business applications from each jurisdiction was not
employed in a designated position that required filing financial disclosure statements
under the jurisdictions’ conflict-of-interest codes. Individuals involved in reviewing a
permit application who are not required to complete the financial disclosures or sign
impartiality statements are at a greater risk of not disclosing a conflict of interest.

3 The Political Reform Act requires state and local government agencies to adopt and promulgate conflict-of-interest codes.
This act is separate from requirements under Proposition 64.

4 We only reviewed the conflict-of-interest code for San Diego’s Planning Department and Development Services
Department because those are the departments responsible for reviewing and issuing cannabis business permits.
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All local jurisdictions should require impartiality statements from all individuals

in the cannabis-permitting process to further mitigate conflicts of interest. We also
believe that in the interest of transparency, it is a best practice for local jurisdictions
to make these signed statements or the language used in the statements available to
the public by posting them to their website. However, none of the jurisdictions we
reviewed published those signed statements.

Table 5
Although All Six Local Jurisdictions Comply With State Law, They Could Do More to Safeguard

Against Conflicts of Interest

WEAKNESS BEST PRACTICE

JURISDICTION ADOPTED AT LEAST ONE
A CONFLICT-OF-INTEREST INDIVIDUAL INVOLVED
CODE THAT REQUIRES INTHE APPLICATION
DESIGNATED INDIVIDUALS REVIEW PROCESS WAS
TOFILE CERTAIN FINANCIAL NOT REQUIRED TO
DISCLOSURES, AS DISCLOSE CERTAIN
REQUIRED BY STATE LAW FINANCIAL INTERESTS

INDIVIDUALS
INVOLVED IN THE JURISDICTION
REVIEW PROCESS PUBLISHED
SIGN AND FILE IMPARTIALITY
IMPARTIALITY STATEMENTS
STATEMENTS

LOCAL

JURISDICTION

Fresno v X v X
Monterey County v X X X
Sacramento v X v't X
San Diego v X X X
Santa Barbara County v X X X
South Lake Tahoe v X X X

Source: Local jurisdictions’ ordinances, policies, and procedures, and our selection of applications.

* Fresno has a practice of requiring individuals responsible for the initial scoring to sign impartiality statements. According to its
deputy city manager, Fresno did not require individuals who interviewed applicants to sign impartiality statements.

T Sacramento only required the individuals responsible for scoring the equity-retail applications to attest to their impartiality.

Despite not publishing such disclosures, Fresno and Sacramento have implemented
the use of impartiality statements, a practice that requires staff responsible for
evaluating cannabis business applications to sign a statement attesting to their not
having personal relationships, affiliations, biases, or financial interests related to
individuals participating in the application process. This practice goes beyond what a
designated person is required to include in their financial disclosures under state law.
Fresno’s deputy city manager said that the city asks all individuals who are responsible
for reviewing cannabis business applications to sign impartiality statements related

to each applicant. The text box on the next page shows the language Fresno uses in its
impartiality statements. In Sacramento, only reviewers of equity program applications
for retail business permits, which included one of the 20 cannabis business
applications we reviewed, must agree to impartiality agreements.5

5 Under state law, local equity programs are programs adopted or operated by a local jurisdiction that focus on inclusion and
support of individuals and communities who are linked to populations negatively impacted by cannabis criminalization.
We describe equity programs in more detail in a later section.
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Both Fresno and Sacramento explained that their
conflict-of-interest policies, including the use of Excerpt From Fresno's
impartiality statements, are crucial checks to ensure a fair Impartiality Statement
process and instill public confidence. Additionally, both
jurisdictions explained that they reviewed these signed

impartiality statements to ensure that there were no

l, , a City of Fresno employee
and commercial cannabis business permit
application reviewer, certify that | have

conflicts of interest, which is an important step to ensure no personal relationship or affiliation with
that a designated person is verifying that the reviewers this applicant and have no bias based on a
do not have conflicts of interest. In other jurisdictions, favorable or unfavorable relationship with this

applicant. Further, | have no financial interest

implementing a similar process in which the individuals TIED .
of any sort with this applicant.

responsible for reviewing applications sign an impartiality
statement could help prevent those individuals from not Source: Fresno application files.
disclosing conflicts of interest.

The other four local jurisdictions did not require

individuals involved in reviewing cannabis business applications to sign impartiality
statements. Monterey County explained that it had not considered implementing

a specific policy related to individuals reviewing cannabis business applications.
Santa Barbara County contracted with a third party for the initial review of
applications. It included in its contract a conflict-of-interest clause that states that
the contractor agrees that it presently has no employment or interest and shall not
acquire any employment or interest, direct or indirect, including any interest in
business, property, or sources of income that would conflict with the performance of
services. In addition, Santa Barbara County indicated that local jurisdiction staff who
were responsible for ranking the final application and performing site inspections
had discussed the importance of impartiality with the county’s legal counsel, after
which the staff verbally affirmed their impartiality. Therefore, the local jurisdiction
had not considered further requiring the staft to sign an impartiality statement.
Nevertheless, in any process that requires impartiality or that may be susceptible to
bias, it is important to consider and implement safeguards, such as using impartiality
statements, to prevent undue influence and strengthen confidence in the integrity of
the process.

32



16

CALIFORNIA STATE AUDITOR
March 2024 | Report 2023-116

Blank page inserted for reproduction purposes only.

33



CALIFORNIA STATE AUDITOR 17
Report 2023-116 | March 2024

Audit Objective 5:

Assess the benefits and challenges of different
processes for awarding local licenses, and evaluate
whether some selection processes are structurally
more susceptible to corruption.

KEY POINTS

+ Local jurisdictions that limit or cap the number of cannabis-related permits
they will issue potentially increase the value of those permits because of scarcity,
leading to greater incentives for corruption committed by government officials.

+ Local jurisdictions that place decision-making authority with one person so that
the decisions can be based on one person’s judgment instead of clearly understood
criteria increase the risk of corruption.

+ Local jurisdictions would benefit from implementing best practices, such as blind
scoring and an appeals process, to reduce the risk of corruption.

Proposition 64 gives local jurisdictions significant control over any cannabis
permitting process they choose to implement, and the six local jurisdictions

we reviewed created different ways to permit cannabis businesses. Some local
jurisdictions adopted permitting processes that competitively score applications and
issue a limited number of permits based on applicants’ scores. For example, South
Lake Tahoe determined that it would issue cannabis-related permits to no more
than four retail businesses and awarded permits to only those applicants whose
applications received the highest scores. Other jurisdictions, such as Monterey
County, adopted permitting processes that do not set such strict limits on the
number of retail permits and instead issue retail permits to applicants whose
applications comply with all the requirements in ordinance. Because this audit
objective directed us to identify whether different processes are structurally more
susceptible to corruption, we focused on those processes and the risks that they
could be susceptible to corruption.

Corruption is dishonest or illegal behavior involving a person in a position of

power, such as an elected official accepting money for doing something illegal.

The U.S. Attorney’s Office recently detailed three different bribery schemes involving
government officials helping to pass laws allowing commercial cannabis activity or
issuing permits to certain cannabis businesses in exchange for money in California.
For example, two individuals were involved in bribery and funneling bribes in
exchange for influence over Baldwin Park, California’s cannabis permitting process,
such as helping certain businesses obtain cannabis permits.6 Specifically, a city
councilmember solicited bribe payments from businesses seeking cannabis-related
permits in the city, which it had set to a limit of 25 permits. In exchange for the illicit

6 We did not review the permitting process for Baldwin Park, California.
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payments, the councilmember agreed to use his position in city government to assist
the companies with obtaining those permits by voting to approve the applications
for those business and securing votes from other councilmembers. A former county
planning commissioner agreed to act as an intermediary to funnel those bribes to
the councilmember by using his internet marketing company and keeping a portion
of those bribes for himself. Nevertheless, the Institute for Local Government’s
publication about protecting a community against corruption indicates the
importance of a robust culture of ethics and that decision-making criteria include
values such as fairness. It further indicates that processes promoting transparency
and limiting the risk of corruption serve to increase public confidence.

Local jurisdictions increase their susceptibility to
corruption when they create scarcity by limiting the
number of permits issued—thus increasing their value—
without implementing additional safeguards. Capping the
number of permits also increases the risk that someone

+ Blind scoring of applications to ensure that would use their influence to preferentially select the
the identity of the applicants does not bias

the reviewer’s/decision-makers’ score.

applicants who will receive permits. Although South
Lake Tahoe’s ordinance limited the number of retail

+ Appeals processes that include a review cannabis businesses permitted in the city, it took steps
of denied applications by an impartial

decision-maker to increase transparency
and public confidence in the outcomes of

that help mitigate the risk of corruption and increased its
transparency and fair decision-making criteria by requiring

the permitting process. blind scoring and providing an appeals process that allowed

Source: Local jurisdictions’ permitting ordinances
and polices.

applicants to challenge their denied applications. This
limitation on retail permits required South Lake Tahoe to
approve no more than four retailers of all 21 applications
it received. We identified two key best practices, such as
those at South Lake Tahoe, in the text box.

One appeal that we reviewed alleged that two of the individuals who were owners

of two cannabis businesses, which were ultimately awarded permits, were part of

a subcommittee that wrote South Lake Tahoe’s ordinances and scoring criteria

for the local jurisdiction’s cannabis-permitting process. The appeal further alleged
that the subcommittee possessed decision-making authority and established the
cannabis program, thereby providing those two owners with an unfair advantage

in completing their applications. However, after reviewing the cannabis business
application guidelines, written appeal, and responses by and information from

the local jurisdiction and from the businesses involved in the appeal, the hearing
officer—an independent contractor—denied the appeal. The hearing officer,
appointed to review, investigate, and decide South Lake Tahoe’s cannabis appeals,
found that there was no evidence that the subcommittee developed the scoring
criteria for the applications and no facts to suggest that the subcommittee had any
influence over the content of the ordinances. Further, the hearing officer stated that
the subcommittee was a citizen’s advisory committee that only provided background
information to the city council. Nevertheless, having an independent appeals process
to promote transparency and resolve disputes is important to better ensure that
applicants have recourse if they are evaluated unfairly by the local jurisdiction.
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Our review of applications at Fresno identified policies
that may make its cannabis-permitting process

more susceptible to corruption. Specifically, the city
manager is responsible for making the decision to
award or deny a permit, and the city limits the number
of cannabis-related permits it can approve—such as
limiting permits to no more than 14 cannabis retail
businesses. The text box includes an excerpt from
Fresno’s application procedures and guidelines, which
discusses the city manager’s authority to make a final
determination on which applicants to award a permit.
In our view, such a process lacks transparency for how
potentially lucrative cannabis-related permits are being
issued by the city manager, possibly eroding public trust
in the process. In an environment where a city sets a cap
on cannabis-related permits, it is even more important
that the public fully understand the permitting process
and decision-making criteria.

Even though such authority can be used for laudable
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Excerpt From Fresno’s Application
Procedures and Guidelines

“The city manager will make a final
determination regarding the applicants to

be awarded a permit and the decision is not
necessarily determined by the application
score alone. If requested by the city manager,
the applicants may be requested to provide
additional information or respond to further
questions before the city manager makes

the final decision on the awarding of a
permit(s). The city manager may also take into
consideration the quantities of applications for
different permit types.”

Source: Fresno’s 2021 Commercial Cannabis
Business Application Permit Procedures and
Guidelines. Emphasis added.

purposes—as in Fresno’s case with equity applicants—the integrity of the city’s
process significantly relies on one person who can effectively ignore an application’s
score under the current permit procedures and guidelines. In the case of using

this authority in a positive manner, the deputy city manager indicated that the city
manager gave preference to the highest ranked equity applicants over non-equity
applicants by approving the top three ranking equity applicants before approving any
non-equity applicants. Specifically, the city manager selected an equity applicant to
obtain cannabis-related permits in place of a non-equity applicant. The non-equity
applicant scored high enough to obtain the cannabis-related permit, but after

the city manager selected the equity applicant, the non-equity applicant was no
longer eligible for a cannabis permit due to proximity location requirements in city
ordinance. Because equity applicants were not scored using the same metric that
applied to non-equity applicants, we could not compare the two to see whether an
equity applicant scored higher than a non-equity applicant. Nevertheless, this shows
that the city manager used his authority by prioritizing equity, which is a priority of

the State.

Although the city manager deserves credit for prioritizing equity and awarding
the established minimum number of equity permits, there are no limitations

in ordinance or in the policy restricting the city manager’s discretion and
decision-making authority. This type of permitting structure can increase the risk
of corruption since only one individual decides who should get a permit, and that
individual can deviate from the scoring even though that scoring is ostensibly the

basis for awarding a permit.

Fresno also had a control that may reduce the risk of corruption—a process to

appeal the city manager’s decision—but we identified two concerns with the process.
Our first concern is that the process does not allow applicants to appeal denied
applications. Fresno’s appeals process allows certain individuals, including the mayor,
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or the councilmember in whose district the cannabis business would be located

to appeal the decision of an approved permit, but it does not allow applicants who
are denied a permit to appeal the decision. In fact, we saw several cases in which a
councilmember appealed the city manager’s decision to approve a cannabis business
permit, leading to one applicant being denied, and another applicant who scored
lower to be approved. The applicant whose application was originally approved would
not have any opportunity to appeal this denial since the application was now denied,
which threatens fairness of the process. Our second concern is that the appeals
process allows councilmembers who file an appeal to also vote on the appeal decision.
For example, a councilmember from one district appealed one application that the
city manager had approved. During a city council meeting, the councilmember voted
for the denial of that application after the discussion in the meeting. By allowing
councilmembers to appeal the decision to award a permit and also vote on the appeal,
the process provides an opportunity for a single councilmember to exercise significant
influence over which applicants ultimately obtain cannabis-related permits. Having
separation of duties or an impartial decision-maker to decide the appeal could help
reduce the risk of corruption in the cannabis-permitting process.

Fresno’s deputy city manager stated that the city followed its ordinance, which does
not include an appeals process for denied applicants. Further, she indicated that

if Fresno were to create an appeals process for denied applicants there would be a
significant number of appeals, thereby delaying the permitting process. Regardless,
because Fresno does not have a process for applicants to appeal denied applications,
it denies those applicants an opportunity to have their concerns heard. Further,
Fresno’s existing process that allows a council member who raised an appeal of an
approved application to vote on the outcome of that appeal could raise questions
about integrity of the process and undermine the public’s trust in the process.

To mitigate corruption in the permitting process, local jurisdictions can implement
certain best practices. In particular, implementing blind scoring of applications

so that the identity of the applicants is not shared with the reviewers can help ensure
that an evaluator does not give preferential treatment to certain applicants. Further,
ensuring that there is more than one person responsible for approving or denying
permits increases public confidence in the fairness of the permitting process.

Finally, instituting an appeals process for denied applications, in which an impartial
decision-maker reviews the appeal, increases transparency by providing applicants
with an opportunity to contest the decision to deny their application if it was not
made in accordance with the local jurisdiction’s established permitting process.
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Audit Objective 4:

For a selection of permits at each of the six
local jurisdictions, determine whether the local
jurisdiction followed its policies and procedures
when issuing the local licenses.

KEY POINT

+ Local jurisdictions have inconsistently documented whether they followed their
policies and procedures when ensuring that background checks occurred and that
permit applications were complete.

We Selected Applications From Each Local Jurisdiction to Determine Whether the
Jurisdictions Followed Their Policies and Procedures

As Table 6 demonstrates, we judgmentally selected 20 applications for review

from five of the six local jurisdictions, and we reviewed 21 applications from South
Lake Tahoe because it had received only a total of 21 applications. Some of our

six local jurisdictions had additional information available that assisted us in making
our selection. For example, Fresno’s list of applications documented the reason an
application was denied, allowing us to select applications that had different reasons
for denial. Where possible, we selected some applications that a jurisdiction had
denied and the applicant had subsequently appealed. We also considered, where
possible, the cannabis business category, such as retail, cultivation, or microbusiness,
to ensure that we included a variety of business types in our selection.

To determine which processes to test, we reviewed each local jurisdictions’
ordinances, policies, and procedures and identified key controls that would help
ensure public health and safety and fairness in the process. Two of the key controls we
identified were performing background checks and ensuring that applications were
complete. To test the applications at each local jurisdiction, we reviewed applications,
including business plans, site diagrams, and land ownership information; we also
reviewed the local jurisdictions’ evidence of reviewing the applications; and we
interviewed local jurisdiction staff knowledgeable about the applications.

The Six Local Jurisdictions We Reviewed Were Inconsistent in Documenting Required
Criminal Background Checks

Although the ordinances of all six local jurisdictions’ we reviewed require that
applicants, or certain individuals associated with an applicant, undergo a criminal
background check, we found that none of the six was able to demonstrate that they
consistently reviewed or documented the results. A criminal background check is the
process of screening a person’s criminal history to determine whether that individual
has been convicted of any disqualifying misdemeanors or felonies. The Medicinal
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Examples of Disqualifying Convictions
« Felonies involving fraud, deceit, or
embezzlement.

« Felonies for using a minor in activities
involving controlled substances, such as
transporting or selling.

- Crimes of moral turpitude.

- Felonies for certain drug trafficking offenses.

- Extortion.

Source: Ordinances of local jurisdictions we reviewed.

and Adult-Use Cannabis Regulation and Safety Act does
not mandate that local jurisdictions require applicants of
cannabis-related permits to undergo background checks.
However, each of the local jurisdictions have recognized

the importance of requiring background checks and have
reflected this in their ordinances. For example, Sacramento’s
ordinance generally prohibits involvement with a cannabis
business of any individuals who have been convicted of an
offense that is substantially related to the qualifications,
functions, and duties of a cannabis business; such offenses
include a violent felony, a serious felony, or a felony involving
fraud, deceit, or embezzlement. The text box provides
further examples of disqualifying convictions from

several of the local jurisdictions we reviewed. As Table 7
shows, all local jurisdictions we reviewed inconsistently
documented whether they followed their policies requiring

background checks. When a local jurisdiction does not document the results of all
background checks during the permitting process, it calls into question whether that
local jurisdiction adequately addressed public safety concerns. Further, inconsistently
following a local jurisdiction’s policy can erode public trust in that local jurisdiction’s

permitting processes.

Table 6
Local Jurisdictions Have Received and Approved Varying Numbers of Applications

ACTIVE
BT ASOFOUR
REVIEW IN
2023*
Fresno 2%
Monterey
County 24
Sacramento 91
San Diego 43
Santa Barbara 56
County
South 4
Lake Tahoe

TOTAL
NUMBER OF :F:A(;IEIIFVI\I‘Q:VCIEI NUMBER OF NUMBER OF TOTAL
APPLICATIONS APPLICATIONS PERMITTED NON-PERMITTED NUMBER OF
RECEIVED, WERE APPLICATIONS APPLICATIONS APPLICATIONS
BY LOCAL SELECTEDT WE REVIEWED WE REVIEWED WE REVIEWED
JURISDICTION*
164 2020-2023 2 18 20
149 2018-2023 1 9 20
263 2020-2023 15 5 20
—§ 2018-2023 10 10 20
142 2019-2023 13 7 20
21 2019 4 17 21
Total 121

Source: Local jurisdictions’application and permit records.
* We reviewed applications as of different dates in each local jurisdiction, depending on when we performed our fieldwork.

T Each local jurisdiction implemented its cannabis-permitting process during different time frames. Our selection of applications

reflects this.

w

As of January 2024, we received information from Fresno that it issued four additional permits, which are not shown in this table.

Because San Diego did not maintain the records of applications for adult-use cannabis permits, we were unable to accurately
identify the number of applications.
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Of the 16 applications requiring background checks in Sacramento that we
reviewed, we found shortcomings for 10 applications.” Specifically, we found that
Sacramento lacked clear documentation demonstrating that eight applicants had
passed background checks. Sacramento cannabis program staff explained that
before 2020, another department provided the cannabis department with a listing of
individuals who had passed the background check, which the program staff would
input into a spreadsheet. When we reviewed the spreadsheet, we found that it only
contained the names of individuals and, generally, their birthdates, but lacked any
other information, including the dates of the results or whether the individuals had
passed the background checks. Beginning in mid-to-late 2020, Sacramento updated
its process by having the cannabis program staff check the spreadsheet maintained

by the other department performing the background check, which indicates the
applicant’s or owner’s name, the results of the background check, and the date of

the results.

Table 7

The Six Local Jurisdictions Inconsistently Documented Whether They Followed Their Policies

Requiring Background Checks

NUMBER OF
APPLICATIONS
REQUIRINGA
BACKGROUND
CHECK*

LOCAL ORDINANCE
REQUIREMENTS FOR
BACKGROUND CHECKS

LOCAL

JURISDICTION

Fresno All operators, owners,
investors, and managers

of a cannabis business

shall submit information for

a background check. An
application shall be denied if
the applicant was convicted of
activities related to controlled
substances or other crimes.

Monterey
County

All owners, managers, and
persons having a 20 percent
or more financial interest must
submit fingerprints and other
necessary information for a
criminal background check.
An application shall be denied
if these individuals have

been convicted of a felony

or certain drug-related
misdemeanors within the
past 10 years.

7 Each jurisdiction has different policies for when an applicant must complete and pass a background check. Because of

NUMBER OF
APPLICATIONS
IN WHICH
JURISDICTION DID
NOT DOCUMENT
APPLICANT PASSED
BACKGROUND
CHECK

DEFICIENCY

Background checks
related to five
applications revealed
criminal history for at
least one of the owners
but the jurisdiction

did not document
whether the criminal
history disqualified the
applicant.

Undetermined
whether individuals
of one permitted
business passed
background checks.
Otherwise, Monterey
County has a

clear process for
documenting that
individuals passed
background checks.

the differences in these policies, applications may be denied for other reasons before the applicant is required to pass
a background check. Therefore, we did not expect to see documentation of a background check for every application

we tested.

JURISDICTION’S
PERSPECTIVE

Fresno indicated that it
only documents failed
background checks

and does not believe it
necessary to document
when applicants have
passed their background
checks.

The Monterey County
cannabis program does
not know whether the
then-owners passed the
background check for
one application because
the permit was issued

by the department
previously responsible for
issuing permits.

continued on next page...
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JURISDICTION

Sacramento

San Diego

Santa Barbara
County

Report 2023-116

NUMBER OF
APPLICATIONS
IN WHICH
JURISDICTION DID
NOT DOCUMENT
APPLICANT PASSED
BACKGROUND
CHECK

NUMBER OF
APPLICATIONS
REQUIRINGA
BACKGROUND
CHECK*

LOCAL ORDINANCE
REQUIREMENTS FOR
BACKGROUND CHECKS

All owners having a

20 percent or more financial
interest, officers, members

of the board of directors, LLC
managers, and individuals
with similar responsibilities
must submit fingerprints

for a background check. An
application may be denied if
these individuals have been
convicted of an offense that
is substantially related to the
qualifications, functions, or
duties of a cannabis business.

All responsible persons,
including managers and
persons responsible for the
management of a cannabis
business, are required to
provide fingerprints to the city
and undergo a background
check. Any person who has
been convicted of a violent
felony or a crime of moral
turpitude within the past
seven years cannot act as
aresponsible person for a
cannabis business.

10 1

All owners, supervisors,
employees, and persons
having a 20 percent or more
financial interest must go
through a background check
that does not disclose certain
felonies.

13 1

DEFICIENCY

Sacramento did not
clearly document
whether individuals

of eight permitted
businesses passed
background checks
and could not provide
background checks for
two businesses.

San Diego could not
provide documentation
for the results of the
background check
before the start of one
business’s operations.
However, San Diego
was able to provide
documentation
showing that the
responsible persons
passed background
checks when the
applicants provided
information for the
renewal of their permit.

Santa Barbara does not
require the department
that oversees cannabis
to document evidence
that each individual
passed the background
check, resulting in

its permitting 11 of
the 13 applicants we
reviewed without
first verifying and
documenting

that the sheriff's
office performed
background checks on
each owner.

JURISDICTION'’S
PERSPECTIVE

Sacramento originally
could not provide
documentation for the
results of two background
checks because the
applicants submitted their
information to the wrong
department during the
COVID pandemic and the
city did not follow up.
Subsequent to our review,
Sacramento followed up
with the two businesses
to run background checks
and verified that they
passed.

San Diego did not have
the original background
check in its records but
the responsible person
subsequently passed a
background check.

Santa Barbara’s
permitting staff only
receive notification
from the sheriff's office
if a background check
indicates a potentially
disqualifying conviction.
Santa Barbara agrees
that the county should
document approval
verifying that each
individual passed a
background check.
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NUMBER OF
APPLICATIONS
IN WHICH
JURISDICTION DID
NOT DOCUMENT
APPLICANT PASSED
BACKGROUND
CHECK

NUMBER OF
APPLICATIONS
REQUIRINGA
BACKGROUND
CHECK*

LOCAL ORDINANCE
REQUIREMENTS FOR
BACKGROUND CHECKS

RO DEFICIENCY

JURISDICTION

South
Lake Tahoe

All owners, operators, and

employees are required to

complete fingerprinting. An

application shall be denied

if the applicant, owners,

operators, or employees have 4 2
been convicted of an offense

that is substantially related

to the functions or duties of a

cannabis business.

For two applications,
South Lake Tahoe
deviated from its
normal process

and did not clearly
document that the
individuals required to
undergo background
checks had passed their
background checks.

25
March 2024

JURISDICTION'’S
PERSPECTIVE

South Lake Tahoe noted
that the inconsistent
documentation of
background checks was
a result of different
individuals completing
the documentation.
South Lake Tahoe agrees
that the documentation
of background checks

should be consistent.

Source: Local jurisdictions’ ordinances, policies, and staff interviews.

* Each jurisdiction has different policies for when an applicant must complete and pass a background check. Because of the differences in these
policies, applications may be denied for other reasons before the applicant is required to pass a background check. Therefore, we did not expect to
see documentation of a background check for every application we tested.

In the remaining two applications in which we identified problems and for which
the applicants ultimately received their cannabis-related permits, Sacramento had
not ensured that background checks had been completed. The cannabis program
manager informed us that neither applicant had submitted all of the documents
necessary to complete the background checks. She explained that it had issued
the permits on the condition that the applicants successfully pass their criminal
background checks. However, the applicants had submitted their documentation
to the wrong city department, and the cannabis program did not follow up. After
we brought this concern to Sacramento’s attention, staff contacted the individuals
and have since received verification that they passed the background checks.
Nevertheless, the cannabis program manager explained that Sacramento recently
amended its permitting process so that it no longer issues any permits until it has
received the results of required background checks.

Santa Barbara County’s executive office, which oversees cannabis permitting, issued
permits to 11 of the 13 applicants we reviewed without receiving documentation
from the sheriff's office that each owner had passed a background check. According
to Santa Barbara County’s deputy county executive officer, permitting staff receive
notification from the sherift’s office only when individuals have a potentially
disqualifying conviction, but permitting staff do not receive any other information
pertaining to the background check, including information confirming that an
applicant has passed. Although the deputy county executive officer indicated that all
of the individuals required to undergo background checks passed their background
checks, she agreed that the county executive office should document for all required
individuals whether they had passed criminal background checks.

An example from Monterey County shows a best practice that other local
jurisdictions should implement. Information from background checks is confidential
and includes personal information, such as names and dates of birth. State law
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makes it a crime to improperly access or disseminate this confidential information.
Monterey County’s process is to document the results of its background checks in
a way that maintains the confidentiality of the information and provides the results
necessary to document whether an individual passed or failed. Monterey County
Sheriff’s Office provides notifications to the cannabis program reporting the results
of background checks. On these notifications, the sheriff’s office only indicates the
name of the individual whose criminal record was reviewed, and the results of that
review; this reporting is a best practice. We did not see these types of notifications
at Santa Barbara County, for example, which instead received no notification unless
someone did not pass the background check.

One Local Jurisdiction Did Not Demonstrate That It Followed Its Process for
Verifying Completeness

Although the six local jurisdictions we reviewed required applicants to submit
complete applications, one local jurisdiction did not consistently determine whether
applications were complete. Verifying that an application is complete ensures

that applicants have demonstrated that they meet the qualifications necessary for
operating as a cannabis business. Similarly, accurately tracking the completeness

of applications helps jurisdictions combat inconsistencies that may decrease

public confidence in the cannabis-permitting process. As Table 8 shows, before
December 2021 San Diego could not demonstrate that it followed its documented
process for ensuring that applications were complete.

To ensure that all applicants meet the requirements to operate a cannabis business,
the local jurisdictions must verify that all required elements of an application are
complete. For example, a South Lake Tahoe ordinance requires that certain city
staff review all applications for completeness, and the jurisdiction’s application
guidelines require that it notify applicants of missing items or that the applications
are complete. To notify applicants, South Lake Tahoe sends a letter to the applicant
with a checklist of outstanding items that the local jurisdiction needs to consider an
application complete. South Lake Tahoe followed its process by sending letters to all
21 applicants, informing them that the applications were complete.

In contrast, San Diego could not demonstrate before December 2021 that it followed
its documented process for ensuring that applications were complete. San Diego’s
policy states that its minimum submittal requirements checklist establishes the
minimum details that must be included in all plans and documents required to be
included in the application and that staff will review applicants’ documents against
this checklist. For applications submitted before December 2021, San Diego simply
entered into its tracking database the date the application was deemed complete.
However, for 13 of the applications we reviewed, San Diego could not provide evidence
that it followed its policy to compare the applications to the checklist, all of which
were submitted before December 2021. San Diego’s project manager stated that

the local jurisdiction’s adoption of an online permitting process in December 2021
has improved its documentation and record retention. In fact, we reviewed seven
applications that San Diego received after December 2021 and verified that city staff
had performed appropriate checks for completeness using the online system.
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One Local Jurisdiction We Reviewed Did Not Follow Its Process for Ensuring Complete Applications

LOCAL JURISDICTION | APPLICATIONS
REVIEWED

Fresno

Monterey County

Sacramento

San Diego

Santa Barbara County

South Lake Tahoe

Source: Local jurisdictions’applications.

N/A = Not applicable.

NUMBER OF

20

20

20

20

21*

NUMBER OF
APPLICATIONS
WITH RESULTS
COMPLETENESS
PROBLEMS
Checked for
0 completeness on all
applications.
Checked for
0 completeness on all
applications.
Checked for
0 completeness on all
applications.
Before December 2021,

San Diego could

not demonstrate

that it followed its

documented process
13 for ensuring that

13 applications were

complete.

Checked for
0 completeness on all
applications.

Checked for
0 completeness on all
applications.

* South Lake Tahoe only had 21 applications in total so we reviewed each application.

JURISDICTION’S PERSPECTIVE

N/A

N/A

N/A

San Diego implemented

an electronic tracking
system in December 2021
that has helped ensure that
applications are checked for
completeness. We reviewed
seven applications that were
filed after December 2021 and
found San Diego documented
its completeness checks for
each of those applications.

N/A

N/A
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Audit Objective 3b:

Determine whether local jurisdictions’ policies and
procedures comply with relevant state and local
laws and regulations.

KEY POINT

+ Proposition 64 does not set specific conditions with which local jurisdictions must
comply when creating any permitting processes they choose to implement. The
local jurisdictions we reviewed aligned their policies and procedures, as applicable,
with their local ordinances for cannabis-permitting processes.

When approving Proposition 64, the voters found and declared that Proposition
64 safeguards local control over adult-use cannabis businesses. The California
Constitution gives local jurisdictions the power to make and enforce certain
ordinances within their limits. Under the framework for legalizing nonmedical
adult-use cannabis created by Proposition 64, local jurisdictions may establish
their own permitting processes to regulate cannabis businesses. Further, the
Medicinal and Adult-Use Cannabis Regulation and Safety Act does not set specific
requirements for, or establish oversight of, local cannabis-permitting processes, and
local jurisdictions may include the details of any permitting process they choose
to adopt in ordinance, policies and procedures, or both. Because of this significant
local control, we make our recommendations generally to all local jurisdictions
that permit cannabis businesses rather than make recommendations directly to
the Legislature.

We reviewed the six local jurisdictions’ laws and found that all six adopted
ordinances that either established or authorized the establishment of a permitting
process. These ordinances varied in specificity: some local jurisdictions specified the
permitting process in the ordinances while others adopted ordinances directing staff
in the jurisdiction to develop more detailed or specific permitting policies outside

of the ordinances. Whether prescribed in ordinance or detailed in separate policies
and procedures, all six local jurisdictions created and documented the details of their
cannabis-permitting process. We also reviewed the cannabis-permitting policies and
procedures at each of the six selected local jurisdictions, as applicable, and verified
that they complied with key requirements in applicable local ordinance. We did not
identify any problems in this area.
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Audit Objective 3a:

Determine whether cannabis business licensing
and permitting policies and procedures are in
place and clearly communicated to the public
and potential licensees.

KEY POINTS

+ Alllocal jurisdictions we reviewed made their ordinances and permit
application forms available on their websites for access by the public, including
potential permittees.

« Several local jurisdictions provided additional information on their websites, such
as frequently asked questions, application instructions, and fee information.

Publicly available information is critical for ensuring the transparency of local
jurisdictions’ operations and decisions. According to the U.S. Census Bureau,
transparency promotes accountability by providing the public with information
about what their government is doing. The Institute for Local Government
recommends that local agencies post regulations, permit information, and permit
application forms on their websites to potentially enhance public trust and
confidence. To evaluate the transparency of the local jurisdictions’ permitting
processes, we reviewed the local jurisdictions’ public-facing websites for information
on the permitting process. In doing so, we verified whether the cannabis-related
ordinances, policies and procedures, and application forms were clearly posted to
the jurisdictions’ websites for access by the public. Each jurisdiction we reviewed
made the information recommended by the Institute for Local Government available
to the public through their websites, as Table 9 shows. For example, Sacramento

has a webpage for the Office of Cannabis Management, with links to information

on the equity program, cannabis business operating permits, and cannabis-related
regulations. The webpage for the cannabis business operating permits also links to
the application form, which the applicant can complete and submit online.

In our review of the local jurisdictions’ public websites, we also found that some local
jurisdictions provided additional information on the permitting process, including
step-by-step guidelines on navigating the permitting process, which we considered

a best practice. Providing this additional information increases the transparency of
the permitting process for potential applicants and the public. Four of the six local
jurisdictions followed all of the best practices outlined in Table 9. For example,

Santa Barbara County created supplemental information for the public that includes
a flow chart that illustrates the online application process and the steps taken by
county staff to review applications.
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Table 9
All Local Jurisdictions We Reviewed Include Basic Permit Information on Their Websites, and

Several Jurisdictions Provide Additional Information That We Considered Best Practices

CRITERIA FROM
THE INSTITUTE FOR BEST PRACTICES OBSERVED AT LOCAL JURISDICTIONS
LOCAL GOVERNMENT

PROVIDED
PERMIT-RELATED SUPPLEMENTAL
ORDINANCES, PERMIT COMMUNICATIONS
LOCAL INFORMATION, AND ABOUT ITS CANNABIS-

PROVIDED A WEB
APPLICATION
THAT GUIDES INCLUDED
THE APPLICANT CANNABIS-
THROUGH THE RELATED FEES
APPLICATION
PROCESS

JURISDICTION PERMIT APPLICATION PERMITTING POLICIES
FORMS AVAILABLE ON AND PROCEDURES,

PUBLIC WEBSITE SUCH AS STEP-BY-STEP
GUIDES AND FAQS

Fresno v v v v
Monterey County v v X v
Sacramento v v v v
San Diego v v v v
Santa Barbara County v v v v
South Lake Tahoe v X X v

Source: Local jurisdictions’ websites displaying ordinances, public communications, applications, and fees.

All of the local jurisdictions included cannabis-related permit fees on their
public websites, including South Lake Tahoe, which included amounts for permit
and license fees, annual inspection fees, and renewal fees, among other fees. By
clearly communicating information about fees, local jurisdictions increase their
transparency and accountability to the public and to potential applicants.
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Audit Objective 6:

Review and assess any other issues not covered in the
audit objectives that are significant to the audit.

KEY POINTS

« It took local jurisdictions, on average, more than 2.5 years to approve the
applications reviewed in this audit.

+ Some local jurisdictions have created programs to assist applicants from
populations negatively impacted by cannabis criminalization (equity programs),
but most of these programs that we reviewed were still relatively new, with few
equity applicants having received cannabis-related permits.

+ Local jurisdictions charge applicants fees—that varied widely in amount
for the six jurisdictions we reviewed—to apply for and complete the
cannabis-permitting process.

In conducting our audit, we identified certain other issue areas not covered in the
audit objectives and on which we present information in the following sections.
These areas include the length of time it took the six local jurisdictions to process
permit applications, the local jurisdictions’ equity programs, and the fee amounts the
local jurisdictions charge applicants to complete the cannabis-permitting process.
We present these issue areas in the audit for the sole purpose of increasing awareness
about them, including awareness of the potential barriers to entry some of these issue
areas may cause for applicants. However, the scope of the audit request did not ask us
to evaluate the length of time it took jurisdictions to process applications, to assess
their equity programs, or to review each local jurisdiction’s fees relative to the actual
costs of administering cannabis-permitting programs.

Local Jurisdictions Took an Average of Two and a Half Years to Process the Applications
We Reviewed

The local jurisdictions we reviewed took more than two and a half years, on average,
to process and approve the applications that we selected for review.8 Generally,

the local jurisdictions we reviewed required each applicant to obtain one or more
permits in order to begin operation. For the applications we reviewed at each

local jurisdiction that were approved or still in progress, we identified the date the
applicant submitted the application to the jurisdiction and the date the jurisdiction
approved the final cannabis-related permit or the date we obtained the data from
the jurisdiction, respectively. Table 10 shows the average length of time each local
jurisdiction took to process the applications and approve the required permits.

8 Although we generally reviewed a selection of 20 applications at each local jurisdiction, we excluded from this analysis
applications that were withdrawn or denied.
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Of the applications we reviewed, the local jurisdictions took an average of 1.6 years
in Fresno to 3.9 years in San Diego, to approve cannabis-related permits after an
applicant submitted the initial application. Overall, the applications still in progress
as of the date of our review had been pending for three years on average.

Table 10
Local Jurisdictions We Reviewed Took an Average of More Than Two Years to Process and
Approve Applications

NUMBER OF AVERAGE NUMBER AVERAGE NUMBER
APPROVED OR APPLICATIONS OF CALENDAR DAYS OF YEARS OF
DAL L ey el IN PROGRESS REVIEWED BY OF APPLICATION APPLICATION
AUDITOR* PROCESSINGt PROCESSING
Approved 2 579 1.6
Fresno
In Progress 8 1,008 2.8
Approved 1 713 2.0
Monterey County
In Progress 4 1,214 3.3
Approved 15 1,033 2.8
Sacramento
In Progress 2 1,341 3.7
Approved 10 1,432 39
San Diego
In Progress 9 618 1.7
Approved 10 1,241 34
Santa Barbara County
In Progress 3 1,594 4.4
Approved 4 612 1.7
South Lake Tahoe
In Progress 0 N/A N/A
Approved 52 935 2.6
Overall
In Progress 26 1,155 3.2

Source: Local jurisdictions’applications.
N/A = Not applicable.

* Although we reviewed a selection of 20 applications at each local jurisdiction, with the exception of South Lake Tahoe
where we reviewed 21, we excluded applications that were withdrawn or denied from this table. If applications were
missing the key dates needed to make calculations, we also did not include them in this table.

t For a selection of applications at each jurisdiction, we calculated the time it took them to process applications, beginning
with the date the jurisdiction received the application and ending with the date it issued the permit or the date of our
review, if the application was still in progress.

Some local jurisdictions cited several reasons for the lengthy process, such as
the time it takes applicants to submit all of the required application information.
Monterey County and Santa Barbara County noted that it takes a long time

for applicants to satisfy all requirements for environmental reviews. Monterey
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County also said that contributing factors include, for example, the time it takes
for applicants to submit the information needed to perform background checks.
Sacramento and San Diego similarly indicated that it can take additional time for
applicants to submit all required documents. Required documents can include, for
example, verification that property owners have consented to the use of the proposed
business property to operate a cannabis business and proposed business plans.
Moreover, Monterey County’s equity assessment indicated that lengthy processing
times may result in unintended barriers to obtaining permits. Because applicants
may incur some operating expenses, such as rent, during the time they are waiting
for permit approval and before they can begin to generate revenue, such expenses
over months or years could represent a hardship to some applicants.

Although Santa Barbara County included in its ordinance a required time

frame for processing applications, that jurisdiction had some of the longest
application-processing times among the applications we reviewed. Santa Barbara
County amended its ordinance in November 2021 to require applicants to submit

a business permit application within 30 days of receiving approval of their land-use
permit. Of the seven applications we evaluated that received land-use approval
after November 2021, the local jurisdiction allowed four applicants to apply

for their business licenses after the 30-day window had closed, and it allowed

one applicant to submit a business license application after 183 days. As Table 10
shows, Santa Barbara County issued 10 permits that we reviewed, the processing
time of which averaged 3.4 years, the second longest of the six local jurisdictions
we reviewed. Santa Barbara County’s deputy executive officer explained that the
jurisdiction does not enforce this processing-time requirement because it is primarily
concerned with the applicants beginning to prepare the necessary documents for
the next step of the application process. Nevertheless, required time frames in local
ordinances may not shorten the amount of time taken to process applications if
local jurisdictions do not consistently enforce these requirements.

Although Not Required to Do So, Some Local Jurisdictions Have Created Equity Programs to
Assist Applicants From Populations Negatively Impacted by Cannabis Criminalization

Under the California Cannabis Equity Act, local equity programs adopted or
operated by a local jurisdiction focus on the inclusion and support of individuals
and communities in the cannabis industry who are linked to populations or
neighborhoods that were negatively or disproportionately impacted by cannabis
criminalization (populations negatively impacted by cannabis criminalization).
Although the California Cannabis Equity Act defines what constitutes a local
equity program for its purposes, it does not require that local jurisdictions

conduct an equity assessment or develop an equity program. Multiple equity
assessments, including those from Sacramento and the county of Monterey, have
found that historical cannabis criminalization has disproportionally affected some
demographics in local jurisdictions’ areas within California, including African
American and Hispanic populations. Furthermore, according to the DCC’s website,
the long-term consequences of cannabis criminalization continue to affect people
convicted of cannabis offenses, their families, and the communities in which they
live. To counter these consequences, the State provides state license fee waivers and
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technical support to equity business owners, and some

DCC Has Identified Many Challenges for local jurisdictions have developed equity programs,

Potential Cannabis Business Owners

« Getting access to capital.

« Understanding complex regulatory

requirements.

« Finding locations where cannabis
businesses can operate.

- Developing business relationships.

though the California Cannabis Equity Act does not
require local jurisdictions to do s0.> DCC has identified
several challenges for people seeking to enter the
cannabis industry, as the text box shows. DCC provides
support to equity business owners in various ways,

such as waiving or deferring state licensing fees and
providing technical support to navigate the state licensing
process. Further, the Governor’s Office of Business and

+ Getting technical support. Economic Development administers the Cannabis Equity

Source: DCC's website. Grants Program to provide grant funding to assist local

jurisdictions with their equity programs. Specifically,

the program is intended to advance economic justice for

individuals most harmed by cannabis criminalization
and poverty by providing support to local jurisdictions as they promote equity and
eliminate barriers to entering the newly regulated cannabis industry for equity
program applicants and licensees. In fiscal year 2023—24, $15 million was available to
be awarded. Local jurisdictions’ equity programs may provide support such as priority
application processing, assistance securing capital and business locations, reduced
or waived local permit fees, assistance in paying state licensing fees, and technical
training and support. By providing equity assistance to those from populations
negatively impacted by cannabis criminalization, both the State and local jurisdictions
can help lower some of the barriers to entry into the cannabis industry.

Of the six local jurisdictions we reviewed, only Sacramento had an operational
program that issued permits to equity applicants. In May 2018, Sacramento completed
a cannabis equity study, which found that certain demographics and certain areas of
the city were disproportionately affected by past enforcement of cannabis laws.10 The
study recommended two general categories of equity participants: those who live in
low-income households and have lived in one of the identified areas for five or more
consecutive years from 1990 through 2011, or those who live in low-income households
and were, or are an immediate family member of someone who was, convicted of a
cannabis-related crime from 1990 through 2011. In response to the study’s findings,
the city council adopted a resolution in August 2018 establishing the Cannabis
Opportunity Reinvestment and Equity (CORE) program. The CORE program seeks
to reduce the barriers of entry and participation for communities that have been
negatively affected by the disproportionate enforcement of cannabis-related crimes
by providing program participants with benefits such as business management
training, priority processing of cannabis-related permits, and waived city fees—$23,610
for retail applicants. Since the city council approved the CORE program in 2018,

9 The California Cannabis Equity Act, among other things, assists local jurisdictions with their equity programs by
providing local jurisdictions with technical assistance and with grants to develop and support their equity programs.

10 Under Proposition 64 local jurisdictions may adopt and enforce local ordinances to govern any permitting process they
choose to establish, and the California Cannabis Equity Act defines, for its purposes, local equity programs and lists
examples of the types of services for equity applicants that may be included in a local equity program.
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Sacramento has issued permits to 34 CORE applicants, and the city expanded
its limit on the number of cannabis-related retail storefront permits, adding the
possibility for 10 additional permits that are available only to CORE participants.

As for the remaining five local jurisdictions, Santa Barbara County and the city of
South Lake Tahoe do not have equity programs, and the county of Monterey and
the cities of San Diego and Fresno have nascent or early-stage equity programs.
Santa Barbara County’s deputy county executive officer told us that the county
does not currently plan to develop an equity program and the public has not voiced
a specific concern about it. South Lake Tahoe’s city attorney explained that the
jurisdiction's process did not have considerations for equity applicants and it does
not currently plan to issue any more cannabis-related permits to new businesses.
San Diego adopted its equity assessment report in October 2022; the jurisdiction
conducted the assessment to create the foundation for a cannabis equity program.
San Diego’s development project manager indicated that the city is in the process of
developing an equity program. The city of Fresno and the county of Monterey have
both implemented equity programs, but neither jurisdiction has yet issued permits
to equity applicants to allow them to start operating. Fresno’s equity program serves
to address the historical impact of federal and state drug enforcement policies on
low-income communities, and the jurisdiction set aside a minimum of one out of
every seven commercial cannabis retail permits for equity applicants, among other
things. Monterey County’s equity program includes benefits such as technical

and legal assistance, access to low or no interest loans, and application and permit
fee waivers.

Fees Related to Cannabis Permitting Varied

State law allows local jurisdictions to impose fees to cover the reasonable cost of any
permitting process. Each jurisdiction we reviewed provided us with documentation
of its calculated costs used to support setting its fees—which can vary for several
reasons, including the type of cannabis business and business location—related

to administering the local jurisdiction’s cannabis-permitting program. The fees

that applicants must pay typically include those for land-use permits and local
business permits. Table 11 shows the fees for the local jurisdictions we reviewed for
cannabis-related permits. For example, the land-use permit fees we reviewed varied
from $4,330 in Sacramento to $13,390 in Fresno. Local jurisdictions charge fees to
recoup the costs of administering a permitting process, though such fees can present
a barrier to entry if costs are high. The fees for cannabis-related business applicants
to obtain land-use permits were generally similar to the fees for obtaining land-use
permits for other types of businesses. However, there are few types of processes

or fees available against which we can compare the cannabis-related business
permit fees.

Because these permitting fees can present a barrier to entry into the cannabis
market for some applicants, particularly those from populations negatively impacted
by cannabis criminalization, some jurisdictions have sought to address high fees
through their equity programs. The cities of Fresno and Sacramento, and the county
of Monterey have all determined that high costs are a significant barrier to entry, and
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their equity programs waive some costs, such as permit fees, for approved applicants.
For example, Monterey County’s equity program offers waivers for various fees,
including the business permit and land-use permit.

Table 11
Selected Fees for Local Jurisdictions’ Cannabis-Related Permits

ESTIMATED COST
TO OBTAIN LOCAL
AUTHORIZATION
TO OPERATEA
CANNABIS BUSINESS

LOCAL LAND-USE BUSINESS ADDITIONAL

JURISDICTION PERMIT FEE* PERMIT FEET FEES*

Fresno $13,390 $27,720 $600 $41,710
Monterey County§ 8,020 5,100 410 13,530
Sacramento 4,330 23,610 = 27,940
San Diegol! 8,790 20,800 — 29,590
Santa Barbara County 8,000 6,275 — 14,275
South Lake Tahoe 5,060 14,885 20,910 40,855

Source: Local jurisdictions’ fee documents.

* Land-use permits may include gaining compliance with CEQA and with additional local environmental regulations,
among other things. Further, most of these fees are deposits, and therefore these fees may adjust, depending on the
specifics of each project. For example, in Sacramento, if a dispensary is within 300 feet of a residential zone, a different
review process is triggered that increases the land-use fee to at least $10,542.

Business permit fees may vary, depending on the type of cannabis business, such as cultivation, distribution, or retail.

++ —+

Additional fees may include, but are not limited to, fees for background checks, business tax certificates and licenses, and
zoning inquiry letters.

Monterey County was the only jurisdiction we reviewed that does not rely on a deposit fee but rather estimates the cost
of issuing the permit and charges a flat fee to cover those costs. Deposit fees cover the staff-time costs of processing the
necessary permits and may require additional funds if the project requires additional staff time, but the leftover balance
is then returned to the applicant. Conversely, flat fees are charged to the applicant to cover the estimated costs of staff
time and processing the permit, but no additional funds are required from the applicant and no amount is returned to
the applicant.

wun

San Diego’s $20,800 business permit fee is an annual fee.
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Audit Objective 2:

Using available information regarding permitted
commercial cannabis activity in cities and counties
throughout the State, as well as other relevant criteria,
select six local governments for review.

KEY POINT

+ Using information about size, geography, permitting process, and number of
permits, we selected the counties of Monterey and Santa Barbara and the cities
of Fresno, Sacramento, San Diego, and South Lake Tahoe.

We selected six local jurisdictions for this audit: the cities of Fresno, Sacramento,
San Diego, and South Lake Tahoe, and the counties of Monterey and Santa Barbara.
We ensured that our selection included geographical diversity, local jurisdictions
with large and with small populations, local jurisdictions with a high number of
state licenses and those with few state licenses, and a variety of permitting processes.
Using DCC'’s publicly available data of local jurisdictions, we considered only those
local jurisdictions that allowed at least one type of cannabis business, such as retail,
distribution, manufacturing, cultivation, or testing, to operate within its jurisdiction.
We further determined the size of the local jurisdictions allowing cannabis
businesses using population census data from the U.S. Census Bureau. We used
cannabis sales data from the California Department of Tax and Fee Administration
and a DCC supplemental budget report on the total number of active annual and
provisional state licenses, by jurisdiction, to identify the local jurisdictions with
cannabis sales in quarter four of 2022 and active permits as of March 2023. We
gained assurance that the list of local jurisdictions from which we made our selection
was complete by using multiple sources of data, such as those referenced above, to
verify that those local jurisdictions had cannabis activity and should be considered
in the selection.

See relevant information about each jurisdiction and the factors for selection at
Table 12.
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Table 12
Variables We Considered for Our Selection of Six Local Jurisdictions

FACTORS FOR SELECTION

TOTAL
NUMBER
OF ACTIVE
LOCAL ANNUAL AND TOTAL

POPULATION
RELATIVE
POPULATION TOTAL QUARTERLY SIZE AND TO NUMBER
PER STATE SALES BY SALES PER LOCATION OF STATE
LICENSE JURISDICTION* CAPITA LICENSES OR
SALES PER

CAPITA

JURISDICTION | PROVISIONAL | POPULATION
STATE
LICENSES
(2022)

Large city in High
Not Not the central population-
Fresno i 544,510 49,501 Available Available region of the to-license
State ratio
Medium-sized Low
Monterey 532 107,540 202 $17,748,310 $165 N
County central areaof  to-license
the State ratio
Large city in
Sacramento 334 525,040 1,572 62,791,869 120 i
region of the per capita
State
Large city in High
San Diego 80 1,381,610 17,270 51,427,358 37 the southen - population-

region of the to-license
State ratio

Medium-sized

Santa Barbara county in L(I)V:'
2,052 137,900 67 16,355,410 119 the southern ~ POPUation-
County . to-licenses
region of the it
State
Small city in
South 5 21,410 4282 4181777 195 the'northern High sa!es
Lake Tahoe region of the per capita

State

Source: DCC, California Department Tax and Fee Administration, U.S. Census Bureau, and local jurisdictions’ ordinances.
* County data is for the fourth quarter of 2022, and city data is for the first quarter of 2023.
T Local jurisdiction does not limit permits for testing laboratories.

TYPEOF
PERMITTING
PROCESS

Limited and
competitive
permitting
process with
procedures
adopted by the
city manager.’r

Ordinance
does not limit
number of
permits. Grants
the application
aslong as

the applicant
has complied
with specified
requirements.

Retail permits
are only offered
in a limited
capacity.
Limited
permitting
process that
involves a
hearing before a
hearing officer.

Ordinance limits
the maximum
number of retail
permits and
limits other
permit types by
acreage. Issues
permit as long
as there are no
grounds for
denial.

Limited and
competitive
permitting
process using
scoring process.
No longer

offering licenses.
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Recommendations

Under state law, the Legislature may only amend or
repeal an initiative statute without voter approval if

the initiative statute permits the Legislature to do so.
Proposition 64 allows the Legislature to amend certain
provisions of the act—including those that protect local
jurisdictions’ ability to exercise local control over the
authorization and regulation of cannabis businesses—by
majority vote as long as the amendments are consistent
with and further the stated purposes and intent of the
act. As the text box shows, the purposes and intent of
the act include ensuring that local jurisdictions have the
ability to regulate cannabis businesses. Because of this
significant local control, we make our recommendations
generally to all local jurisdictions that permit cannabis

businesses rather than making recommendations directly

to the Legislature.

All Local Jurisdictions

To prevent favoritism, ensure fairness, and reduce the

CALIFORNIA STATE AUDITOR
Report 2023-116 | March 2024

The Stated Purposes and Intent of
Proposition 64 Include the Purpose

and Intent to Allow Local Jurisdictions

To Do the Following:

- Enforce state laws and regulations for

nonmedical cannabis businesses and
enact additional local requirements for
nonmedical cannabis businesses, but not
require that they do so for a nonmedical
cannabis business to be issued a state
license and be legal under state law.

« Ban nonmedical cannabis businesses.

- Reasonably regulate the cultivation of

nonmedical cannabis for personal use by
adults 21 years and older through zoning
and other local laws.

Source: State law.

risk of corruption, all local jurisdictions that permit or plan to permit cannabis
businesses should adopt or amend ordinances or policies and procedures to

implement the following processes:

- Consider requiring blind scoring as an additional safeguard for competitive
permitting processes. Blind scoring involves removing any identifying information

about an applicant from application materials before a review.

- Create an appeals process to allow applicants to appeal the denial of their permit

application to an impartial decision-maker.

- Require that all individuals involved in reviewing cannabis applications sign
impartiality statements or similar documents, asserting that they do not have
personal or financial interests that may affect their decisions. In the interest of
transparency, consider making the signed impartiality statements or the language
used in the impartiality statements available to the public by potentially posting it

to the jurisdictions” websites.

- Require that designated staff at the local jurisdictions review impartiality
statements to ensure that staff who review applications do not have personal or

business interests that may affect their decisions.

- Require separation of duties or another layer of approval in the permitting process
that prevent one person from exercising control over the decision to award

a permit.
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To help protect public health and safety, all local jurisdictions that permit or plan to
permit cannabis businesses should adopt or amend ordinances or policies and
procedures to implement the following processes:

- Require the relevant law enforcement office or other relevant department to
certify that all individuals passed background checks by providing a letter or
other documented notification to the cannabis-permitting office, confirming
the individuals’ names and whether they passed the background checks. The
cannabis-permitting office should keep a record of this letter or other written
notification confirming that individuals passed the required background checks.

- Create a tracking and documentation process for verifying that applicants
submitted a complete application. If the application is not complete, the
jurisdiction should promptly notify the applicant so that the applicant can provide
any missing information. The local jurisdiction should not issue a permit until it
verifies that all information is complete.

To increase the transparency of the cannabis-permitting process for potential
applicants and for the public, all local jurisdictions that permit or plan to permit
cannabis businesses should adopt or amend ordinances or policies and procedures to
implement the following processes and best practices observed at several of the local
jurisdictions we reviewed:

- Publish permit-related ordinances, permit information, and permit application
forms on the relevant public website.

- Create supplemental communications about the cannabis-permitting policies and
procedures, such as step-by-step guides and frequently asked questions.

- Develop a web application through which applicants can apply.

- Publish cannabis-related fees on the relevant public websites.
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We conducted this performance audit in accordance with generally accepted
government auditing standards and under the authority vested in the California State
Auditor by Government Code sections 8543 et seq. 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 the audit objectives.
We believe that the evidence obtained provides a reasonable basis for our findings
and conclusions, based on our audit objectives.

Respectfully submitted,

st A

GRANT PARKS
California State Auditor

March 28, 2024

Staff: Michelle Sanders, PMP, Audit Principal
John Lewis, MPA, CIA, Audit Principal
Chris Bellows, Senior Auditor
Kate Monahan, MPA
Robert Evans
Matt Strickland

Legal Counsel: ~ Abby Maurer
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SCOPE AND METHODOLOGY
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The Joint Legislative Audit Committee (Audit Committee) directed the California
State Auditor to conduct an audit of local government cannabis licensing. Table A
lists the objectives that the Audit Committee approved and the methods we used
to address them. Unless otherwise stated in the table or elsewhere in the report,
statements and conclusions about items selected for review should not be projected

to the population.

TableA

Audit Objectives and the Methods Used to Address Them

AUDIT OBJECTIVE METHOD

1 Review and evaluate the laws, rules, and
regulations significant to the audit objectives.

2 Usingavailable information regarding
permitted commercial cannabis activity in
cities and counties throughout the State, as
well as other relevant criteria, select six local
governments for review.

3 Forthe selected local governments,
determine whether:

a. Cannabis business licensing and permitting
policies and procedures are in place and
clearly communicated to the public and
potential licensees.

b. These policies and procedures comply with

relevant state and local laws and regulations.

¢. Local governments take reasonable steps
to ensure fairness and prevent conflicts of
interest, abuse, and favoritism.

Reviewed state laws, rules, and regulations, and local ordinances related to licensing and
permitting nonmedical adult-use cannabis businesses.

Selected six local jurisdictions, using available information to ensure that our selection had
geographical diversity, large and small local jurisdictions, local jurisdictions with a high
number of licenses and those with few licenses, and a variety of permitting processes. We
provide additional detail on this selection of local jurisdictions in the report.

Reviewed local jurisdictions’ ordinances, policies, and procedures, as applicable, to
determine whether each jurisdiction had cannabis business permitting policies and
procedures in place.

Reviewed local jurisdictions’ public websites to determine whether cannabis
business-permitting policies and procedures were posted publicly and were therefore
available to the public and to potential permittees.

Determined that state law allows local jurisdictions to adopt and enforce local
ordinances to authorize and regulate cannabis businesses.

Compared each jurisdiction’s policies and procedures to local ordinances, as applicable,
to ensure that they aligned. When local jurisdictions did not have policies and
procedures but established detailed processes in ordinances, we did not have anything
from which to compare those ordinances.

Identified four safeguards that would help jurisdictions ensure fairness and to prevent
conflicts of interest, abuse, and favoritism:

o Blind scoring
o Appeals processes
o Financial disclosures

o Impartiality statements

« Determined whether each jurisdiction used each safeguard.

continued on next page. ..
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AUDIT OBJECTIVE METHOD

4 Fora selection of local licenses at each of the Obtained lists of permits and applicants from each jurisdiction, where possible.
six governments, determine whether the
government followed its policies and procedures
when issuing the local licenses.

- Selected 20 applications from each jurisdiction and 21 at South Lake Tahoe. Selections
included approved and denied applications.

Compared information in the application files to each jurisdiction’s ordinances, policies,
and procedures to assess the extent to which jurisdictions followed their policies.

5  Assess the benefits and challenges of different Identified structures of cannabis-permitting processes that could be more susceptible to
processes for selecting individuals and corruption, using cases of corruption from the U.S. Attorney’s Office.
businesses and awarding local licenses, and
evaluate whether some selection processes are
structurally more susceptible to corruption.

Identified practices from work under Objective 3¢ that could help reduce the risk
of corruption.

6  Review and assess any other issues that are Reviewed and described each jurisdiction’s application processing time, equity policies,
significant to the audit. and fee-setting.

Source: Audit workpapers.

Data Reliability Assessment

For each of our six selected local jurisdictions, we obtained and reviewed lists of
applications, including those that were approved, denied, or still in process, where
possible. We assessed the completeness of the data we received by verifying the
number of records and performing testing of the data, and we determined that some
of the lists were incomplete. However, other than those at San Diego, where we were
not able to verify the completeness, all issues were minor and we added any missing
applications so that the lists from which we made our selections were complete.

We were unable to verify the completeness of the list of applications at San Diego
because it did not maintain a comprehensive list of applications it received for
adult-use cannabis businesses. Further, San Diego did not maintain the records

for applications in a cannabis-specific location in storage, which did not allow us

to manually search for the applicable applications.
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GEORGEANNE A. WHITE
CITY MANAGER

March 11, 2024

California State Auditor
Attn: Grant Parks*

621 Capitol Mall, Suite 1200
Sacramento, CA 95814

Subject: State of California Cannabis Permitting Audit
Dear Mr. Parks:

This letter is in response to audit report #2023-116 titled, “Local Cannabis Permitting:
Cites and Counties Can Improve Their Permitting Practices to Bolster Public
Confidence.” The City of Fresno appreciates the time and effort your staff has taken in
reviewing and understanding Fresno's cannabis ordinance and permitting process. We
also appreciate the opportunities for discussion regarding the audit report draft. The City
of Fresno would like to submit a response regarding a few areas of the report, to which
we have previously responded, but which remain in the final report language.

At the top of page 3 and in the chart on page 6, and throughout the report in a few different @)
areas, the report claims Fresno has “not consistently followed their policies and

procedures for ensuring background checks occurred.” This is further explained in the

chart on page 39, even quoting Fresno’s ordinance language. The City acknowledges the
recommendation that the outcome of “approved” background checks should be
documented as a best practice. However, the City takes issue with the language that staff @
did not “follow their policies and procedures” because a background check was

conducted, and a report exists for each required individual for each business.
Nonetheless, there is no policy or procedure requiring that the outcomes of approved
background checks be documented. The ordinance language found in Fresno Municipal

Code Section 9-3318, titled “Persons Prohibited from Holding Commercial Cannabis

Business Permit” exists to specify which convictions disqualify individuals, and
disqualifications are documented and noticed to the applicants. If no conviction exists that

is described in this section, the permit continues to move forward for consideration and

ultimate approval.

City of Fresno * 2600 Fresno Street * Fresno, California 93721-3600
(559) 621-7770 « www.fresno.gov

*  (alifornia State Auditor’s comments appear on page 49.
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The report goes on to discuss impartiality statements from individuals reviewing and
evaluating applications in the cannabis permitting process and notes that Fresno did not
require public disclosure of these statements. It is the City’s perspective that posting these
statements to the City's website was not necessary because they would be available
through any public records act (PRA) request process relating to the cannabis permitting.
The City received a significant number of PRA requests relating to the cannabis
permitting.

Finally, in Table 11 on page 59, the report refers to Fresno’s cannabis permit fee as
$7,920.00. This dollar amount is actually Fresno’s cannabis permit application fee. The
business permit fee is a separate fee that is charged at the time of final permit issuance
and reflects a different fee amount set forth in the City’'s Master Fee Schedule.

Thank you for the time and effort spent reviewing the City of Fresno’s cannabis permitting
process and for compiling this report. | look forward to reviewing the final document.

Sincerely,

Georgeanne A. White
City Manager

65



CALIFORNIA STATE AUDITOR
Report 2023-116 | March 2024

Comments

CALIFORNIA STATE AUDITOR’S COMMENTS ON THE RESPONSE
FROMTHE CITY OF FRESNO

To provide clarity and perspective, we are commenting on the response to our audit
report from Fresno. The numbers below correspond with the numbers we have
placed in the margin of Fresno’s response.

We provided a redacted copy of the draft report to Fresno for review. Therefore, ©)
the page numbers that the city references in its response do not align with those
in the final report.

Our conclusion related to how Fresno handled background checks is accurate. As we @
note in Table 7 on pages 23-25, Fresno requires all operators, owners, investors, and
managers of a cannabis business to submit information for a background check

and requires that an application be denied if the applicant was convicted of activities
related to controlled substances or other crimes. As we further note in Table 7,
because Fresno only documents failed background checks, it cannot demonstrate

to objective third parties—such as during an audit—that it consistently followed its
policies when approving cannabis permits for those who “passed” a background check
but nevertheless had a conviction. For example, one of the applicants we reviewed had
a conviction for battery yet the applicant with the conviction still received approval
for a cannabis-related permit. We had expected to see an analysis or explanation from
Fresno for why this conviction was not a disqualifying offense. Our primary critique
of Fresno is that its documentation practices with respect to conducting background
checks are limited and prevent third parties from ensuring the city is applying its
procedures consistently across all applications.

During Fresno’s review of the redacted draft audit report, we identified that the ©)
cannabis business permit and application fees totaled $27,720 and updated the
amount accordingly in Table 11 on page 38.
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City of

SACRAMENTO

Office of Cannabis Management

March 11, 2024

Grant Parks™®

California State Auditor

621 Capital Mall, Suire 1200
Sacramento, CA 95814

Re: City of Sacramento Response to State Audit Report

Dear State Auditor Parks:

The City of Sacramento’s Office of Cannabis Management (OCM) acknowledges receipt of the
California State Auditor's report on statewide local jurisdiction permitting best practices and
thanks the Auditor and staff for their work.

Since the City of Sacramento (City) first began a nascent cannabis permitting process for medicinal
storefront dispensaries in 2010, much has changed in both the State and the City's cannabis
regulatory landscape. Medicinal and adult-use cannabis regulations have been created,
implemented, and revised; permit types created, and those permits issued; processes created,
reviewed, revised, and streamlined; and a social equity program and benefits created and utilized
by those disproportionately affected by the War on Drugs to start and operate regulated cannabis
businesses. The City now has 284 permitted cannabis business. With all the policy development
and processes necessary to reflect the fast-moving and often changing regulatory landscape,
OCM welcomes the California-wide local jurisdiction permitting best practices identified by the
Auditor and continues to work to improve the City’s own cannabis permitting program.

OCM appreciates the Auditor’s review of the City of Sacramento’s permit review and issuance
process that is utilized to ensure fairness and prevent conflicts of interest, abuse, and favoritism.
OCM is proud of its work in this area as in addition to blind scoring for capped permits and an
appeal process for denials, we require review and agreement that permit application documents
are complete and the permit is ready to be issued by three different permitting staff members
before a permit issues. Any work for non-City employers must be disclosed and approved by OCM
management and Human Resources. Finally, the only two OCM staff members with the power to
issue a permit are Form 700 filers and required to disclose gifts and financial interests. In light of

City Hall | 915 I Street, Second Floor | Sacramento, CA 95814-2604 | 916-808-8955

*

California State Auditor’s comment appears on page 53.
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Letter to State Auditor

Page 2

the Auditor’s identified best practice of also having a signed impartiality statement requirement,
OCM will discuss this idea with the City’s Labor Relations Division.

OCM respects the manner in which the Auditor sought to understand that processes have
changed over time in how local jurisdictions perform their tasks, particularly in light of the COVID
pandemic and its challenges for local government. An example of this is the description in the
report on the changes OCM instituted in how it obtained and retained information that an
applicant had passed a background check. Prior to the COVID pandemic, OCM would email the
City department with Department of Justice authorization to review and obtain background check
results in order to find out if an applicant had passed. That department would email back the
names of those who passed and OCM would enter their name into a “background check
approved” spreadsheet. Once OCM began getting more permit applications, different people with
the same names became an issue, so a birthdate was sometimes inputted to differentiate people.
As the Auditor points out, six of the permits they reviewed were approved during this time, and
OCM did not retain the emails listing when they passed livescan once their names were inputted
on the "background check approved” spreadsheet. These applicants were issued a local permit,
as well as a State license, indicating that they had also passed the State’s background check.

Similarly, during the COVID pandemic, background check results began taking significantly longer
to come back and in response, OCM changed its policy and began issuing permits conditioned
upon livescan results coming back as cleared, checking at permit renewal to ensure the
background check had been cleared, and using a new tracking method. As the Auditor notes,
OCM did follow up on two of the Auditor-reviewed permits that were approved during our COVID
policy and still in their first year of operation; therefore, they had not been checked yet by OCM
during renewal to determine if they had cleared their background check. Both passed the
background check prior to renewal. Once the COVID emergency ended and background checks
were no longer delayed, OCM returned to the previous policy of not issuing a permit until
background checks were cleared.

As the cannabis industry matures and the City continues to evolve its policy and procedural
structures for permitting in the often challenging and frequently changing cannabis landscape,
we thank the Auditor for the inquiry into our processes and the work in highlighting statewide
best practices for local jurisdictions.

Sincerely,
(e st

Davina Smith
Cannabis Program Manager
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Comment

CALIFORNIA STATE AUDITOR’S COMMENT ON THE RESPONSE FROM
THE CITY OF SACRAMENTO

To provide clarity and perspective, we are commenting on the response to our audit
report from Sacramento. The number below corresponds with the number we have
placed in the margin of Sacramento’s response.

To clarify Sacramento’s response, as we note on page 23, we found that Sacramento @
lacked clear documentation demonstrating that eight—not six—applicants had
passed background checks.
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DocuSign Envelope ID: 8742C7F8-783E-4B52-A195-FD9575F8CE6B

COUNTY EXECUTIVE OFFICE

Mona Miyasato, County Executive Officer
one Nancy Anderson, Assistant County Executive Officer
M Jeff Frapwell, Assistant County Executive Officer
one Tanja Heitman, Assistant County Executive Officer
FUTURE Wade Horton, Assistant County Executive Officer

March 11, 2024

Mr. Grant Parks

California State Auditor

621 Capitol Mall, Suite 1200
Sacramento, CA 95814

Dear Mr. Parks:

Thank you for the opportunity to review and respond to the draft report regarding local jurisdiction cannabis
permitting. We appreciate the time and effort the auditor’s team put into this audit.

We understand that the report does not contain specific recommendations for the County of Santa Barbara
but rather provides general guidance on best management practices to ensure fairness and bolster public
confidence. We acknowledge the value in assessing and enhancing processes related to issuing local permits
where appropriate that foster accountability and transparency. The following are specific responses related to
the general findings and recommendations in the report:

1. Ensuring fairness and preventing conflict of interest, abuse, and favoritism

The County permitting and licensing processes are extensive and require several departments’ approval
before final issuance. Several key staff are currently required to file financial disclosure statements and our
policies adhere to current State law. While the current conflict of interest reporting requirements are
intended to protect the process from favoritism and abuse, we recognize that implementing additional
impartiality statements for all staff involved in the application review process would enhance protections
against potential abuse.

2. Following policies and procedures when issuing local licenses

The County has a consistent process in place for required applicant background checks to be verified and
held by the Santa Barbara County Sheriff's Office (SBSO). License issuance does not occur without
recommendation of approval from several County departments including the Sheriff's Office. We
acknowledge the benefit of enhancing the documentation process to include additional recorded evidence
with the Cannabis Administration Division of the County Executive Office that specifically reflects approved
background checks consistent with the files held by the Sheriff’s Office.

3. Equity Programs

As noted in the report, state law does not require that local jurisdictions conduct equity assessments nor
develop an equity program intended to lower some of the barriers to entry into the cannabis industry.
While staff, during the interviews, indicated that the County has not identified a necessity for an equity
assessment or program to-date, the Board of Supervisors may consider these in the future if deemed
necessary.

105 E. Anapamu Street, Room 406, Santa Barbara, CA93101 - (805) 568-3400 - Fax (805) 568-3414
ceo@co.santa-barbara.ca.us * www.countyofsh.org/ceo
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DocuSign Envelope ID: 8742C7F8-783E-4B52-A195-FD9575F8CE6GB

We value the work the State Auditor’s Office does to ensure that local governments provide fair, effective, and
transparent services. Thank you again for the opportunity to provide our response to this report.

Sincerely,
DocuSigned by:
A ~ .
| Slan 09( indenaon,
LI 2D3531C3F 7H4D2

Nancy Anderson
Chief Assistant Executive Officer
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County of Monterey Item No.3

Board of Supervisors
Chambers

168 W. Alisal St., 1st Floor
Board Report Salinas, CA 93901

Legistar File Number: 24-315 May 02, 2024

Introduced: 4/24/2024 Current Status: Agenda Ready

Version: 1 Matter Type: General Agenda ltem

Receive an Auditor-Controller Office memoranda update on commercial cannabis business tax

collections and payment plan tax payments.

Presenter: Joey Nolasco, Auditor-Controller Analyst
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COUNTY OF MONTEREY

AUDITOR - CONTROLLER

(831) 755-5040 = FAX (831) 755-5098 = P.O. BOX 390 = SALINAS, CALIFORNIA 93902

Rupa Shah, CPA

AUDITOR-CONTROLLER

Burcu Mousa, CPA

ASSISTANT AUDITOR-CONTROLLER

TO: Monterey County Cannabis Committee
FROM: Jessica Medawar, Auditor-Controller Analyst |
Date: April 23, 2024

RE: Update on Commercial Cannabis Tax Revenues

The purpose of this memorandum is to update the Monterey County Cannabis Committee on the amount of

cannabis tax revenues collected year to date in fiscal year 2023-24.

Cannabis Tax Collections
For Fiscal Year 2023-24
MONTH AMOUNT COLLECTED
July 548,435.22
August 508,638.20
September 314,429.71
October 738,195.62
November 800,961.46
December 417,252.34
January 273,670.16
February 609,650.57
March 182,508.07
April 126,632.28
Total Amount Collected in FY 2023-24 (Asof 4/22/2024) | $ 4,520,373.63
BREAKDOWN OF COLLECTIONS COLLECTED
For Fiscal Year 2021-22 Payment Plan 131,567.42
For Fiscal Year 2021-22 Payment Plan - Extended 3 yr. 55,881.97
For Fiscal Year 2022-2023 Taxes by Payment Plan 1,877,698.38
For Fiscal Year 2023-2024 2,455,225.86
Total by Year $ 4,520,373.63
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BREAKDOWN BY TYPE COLLECTED
Dispensary 485,453.23
Indoor/Mixed Light Cultivation 3,047,640.05
Manufacturing 782.07
Nursery 948,591.26
Outdoor Cultivation 37,907.02
Total by Type $ 4,520,373.63

Note 1: The ACO has implemented additional accounting elements to breakdown the collection amounts by
respective fiscal years and be able to provide the Cannabis Committee and the Board of Supervisors with the
information as reported in this report. The ACO does not have access to operator details and relies on the Treasurer-
Tax Collector’s Office to provide information on delinquent operators. As of April 22, 2024, the Treasurer-Tax
Collector’s Office has three (3) delinquent cultivation operators for a total of $122,014 of unpaid taxes.
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COUNTY OF MONTEREY

County Administrative Office co.monterey.ca.us/CannabisProgram
168 West Alisal St., 3" Floor

Salinas CA 93901-2680
(831) 796-3017

Nicholas E. Chiulos
Chief Assistant County Administrative Officer

Michelle House
Cannabis Program Manager
Intergovernmental & Legislative Affairs

May 2, 2024

To:  Board of Supervisors Cannabis Committee

Fr: Michelle House, Cannabis Program Manager

cc: Nicholas E. Chiulos, Chief Assistant County Administrative Officer
Joann Iwamoto, Cannabis Program Manager — Helper

Re:  Cannabis Program performance indicators, SMART goals, and active grants.
CANNABIS PROGRAM BUDGET AND GRANTS

A. Balance of Cannabis Program Contingency

The table below reflects the Fiscal Year (FY) 23-24 allocation, which has been utilized for indirect costs
in the County Administrative Office as these were not otherwise funded.

. Remaining
Type Allocation Balance
Cannabis Program Contingency $74,720.00
Cannabis Program indirect costs -$63,970.00 $10,750.00

B. Grant Activity and Other

Local Jurisdiction Assistance Grant (LJAG)

Staff have worked with the Department of Cannabis Control to amend the budget to reallocate funding
from ordinance work to passthrough funding and further enhancements to Accela Automation.

CANNABIS PERMIT INFORMATION

A. Cannabis Land Use Permits

There are 78 applications, where 64 have been approved and have a status of either Condition
Compliance or Cleared. The remaining 14 applications are pending approval.

The table below shows the number of Cannabis Land Use Permits approved by fiscal year. There have

1
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not been any additional approvals since the prior Cannabis Committee (Committee) meeting.

Fiscal Year # Approved

FY 17-18 1
FY 18-19 3
FY 19-20 8
FY 20-21 8
FY 21-22 22
FY 22-23 18
FY 23-24 4
Total 64
B. Cannabis Business Permits

Currently there are 77 applications. 64 applicants are currently operating and 13 have applied but are not
operational. The table below shows the number of initial Cannabis Business Permits issued by fiscal
year. There have not been any additional issuances since the prior Committee meeting.

Fiscal Year # Issued
FY 17-18 3
FY 18-19 5
FY 19-20 2
FY 20-21 5
FY 22-23 22
FY 23-24 12
Total 49
C. Licenses by Commercial Cannabis Activity

At the prior Committee meeting, public comment was given to request additional context be provided in
the memoranda update on Cannabis Program performance indicators. Staff have prepared the table
below, which reflects the number of active state licenses held by operational applicants.

License Category # of Active Licenses
Cultivation 210
Mixed Light 169
Outdoor 28
Indoor 13
Distribution 31
Nursery 31
Processor 22
Retail 9
Manufacturing 5
308
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D. Cessation of Business

A Cessation of Business form is submitted to the Program and Treasurer-Tax Collector’s Office (TTC)
when a business shuts down. Often, the business does not submit the Cessation of Business form and the
Program conducts a final inspection and provides the “Inspection Fact Sheet” to the TTC. There have
not been any additional closures since the prior Committee meeting.

Fiscal Year
FY 19-20
FY 20-21
FY 21-22
FY 22-23 34
FY 23-24 7

Total 60

[c BN L S

Reason for Closure
Acquisition

Change of Business Plan
Eviction

Insolvency

License Expired

Total 60

—_—

w
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CANNABIS MARKET INFORMATION

A. FY 23-24 Cannabis Cultivation Figures

Below is a summary of cultivation canopy and the projected tax revenue, which is based on the square
footage that is registered at the time of writing. These figures assume that canopy remains constant
throughout the FY—meaning no modifications and/or business closures—and that all operators will

timely pay their respective cannabis business taxes.

Cultivation Type Square Footage Acreage Projected Tax Revenue

Mixed Light 1,413,365 32 $2,063,513
Indoor 58,401 1 $124,395
Nursery 1,051,467 24 $746,542
Outdoor 329,727 8 $234,106

2,852,961 65 $3,168,556

Below is a summary of approved canopy modifications by fiscal year. There have been two additional
modifications since the prior Committee meeting: 2 to Increase.
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Fiscal Year Decrease Increase

FY 19-20
FY 20-21
FY 21-22
FY 22-23
FY 23-24

7 11
2 22
14 15
19 17
5 7

ENFORCEMENT AGAINST UNLICENSED CANNABIS ACTIVITY

The County of Monterey Marijuana Eradication Team provides the Program with information to update
the Committee on outcomes of search warrant and abatement activities. There are no updates from the
prior Committee meeting.

Type

CY 2019

CY 2020

CY 2021

CY 2022

CY 2023

CY 2024

Cannabis
Plants

31,938

32,888

18,602

97,703

1,220

Cannabis
Processed
(Ibs.)

3,981

5,476

1,716

38,430

506

Gross
Weight
Abated
(tons)

18.0

19.2

10.2

68.1

2.8

0.0

Firearms

13

105

97

24

Currency

$100,815

$28,146

$104,700

$5,500

$0

$0

Explosive
Material
(Ibs)

0

0

0

25

Meth (Ibs)

Cocaine
(Ibs)

0.03

Clandestine
Lab

Wholesale
Market
Value

$35,919,000

$38,364,000

$20,303,000

$68,066,500

$2,834,635

$0

CANNABIS PROGRAM SMART GOALS

SMART Goal #1: Issuing a Cannabis Business Permit (CBP)
The Cannabis Program will issue a CBP within 3 business days of the Operator submitting a complete

CBP Initial Application and satisfying departmental requirements, in addition to the Property Owner

receiving a fully cleared Land Use Entitlement.
Service level: 100%

Fiscal Year

| FY 22-23,Q4 | FY 23-24,Q1 | FY 23-24,Q2 | FY 23-24,Q3 |

Service Level |

100%

100%

83%

100%




SMART Goal #2: Renewing a CBP
The Cannabis Program will renew CBPs within 3 business days of the Operator submitting a complete
CBP Renewal Application and satisfying departmental requirements.
Service level: 100%
Fiscal Year | FY 22-23, Q4 | FY 23-24,Q1 | FY 23-24,Q2 | FY 23-24,Q3 |
Service Level |  100% | 100% | 100% | 100% |

SMART Goal #3: Providing local authorization using the Provisional Cannabis Business Permit
(PCBP)*
No later than August 1, 2022, up to 100 Operators who have not obtained a CBP will be issued a
Provisional CBP under Good Standing criteria expiring one year from its issuance date.
Service level: 100%

Fiscal Year | FY 22-23,Q4 | FY 23-24,Q1 | FY 23-24,Q2 | FY 23-24,Q3 |

Servicelevel | N/A | N/A | NA | NA |
*This goal was met in the reporting period that it occurred (FY 22-23, Q1), which is outside of the four-
quarter recap that is provided in this memo.

SMART Goal #4: Providing renewal of the Provisional Cannabis Business Permit (PCBP) ¥
The Cannabis Management Team will review outstanding requirements related to the Land Use
Entitlement and the Cannabis Business Permit. Only those that have completed critical requirements
and/or made significant progress to complete will be issued a one-time renewal of the PCBP expiring
January 1, 2026 for Class B Provisional Cannabis Permittees.
Service level: 100%

Fiscal Year | FY 22-23, Q4 | FY 23-24,Q1 | FY 23-24,Q2 | FY 23-24,Q3 |

Service Level | N/A | N/A | 100% | N/A |
1This goal was met in the prior reporting period (FY 23-24, Q2), which is when PCBPs were eligible for
renewal. Staff anticipates that operators with PCBPs will obtain their CBP by Q2 of FY 24-25 to align
with the sunsetting period of state provisional licenses.
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