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Audit Objectives, Scope, and Methodologies

Objective
• The objective of the Audit of the City’s Medical Marijuana Dispensaries was to assess the controls 

surrounding the operations of the dispensaries and to identify areas of risk and opportunities for 
improvement.

Scope
• The scope of our audit included medical marijuana dispensary records for permit applications, 

business operations tax (BOT), and site observations.

Methodology
• We performed on-site observations to assess the accuracy of BOT remittance and to identify 

compliance with City Code.
• We reviewed best practices, interviewed staff, and performed analysis and testing of dispensary data.



Medical Marijuana Dispensary Permit

• July 
2009

Registration

• February 
2011

Phase One
• March 

2014

Phase Two



Additional Requirements

• City Code Chapter 17.228 Medical Marijuana Dispensary requires a 
dispensary to obtain a conditional use permit (CUP).

• City Code Chapter 3.08 Business Operations Tax requires all medical 
marijuana dispensaries to pay a four-percent business operations tax 
(BOT).

• Chapter 3.08.290 states that “[if] the administrator has reasonable 
cause to believe the return or returns of the amount of tax required to 
be paid to the city by any person under this article is erroneous, he or 
she may compute and determine the amount required to be paid.”

• The medical marijuana dispensaries are subject to Community 
Development Department’s unannounced site inspections.

• The medical marijuana dispensaries are subject to financial audits by 
MuniServices, LLC, a contractor that performs revenue audits on behalf of 
the City.



Medical Marijuana 
Dispensary Locations

Number of Dispensaries Per Council 
District

District 1 – 0 
District 2 – 8
District 3 – 3
District 4 – 6
District 5 – 3 
District 6 – 10 
District 7 – 0
District 8 – 0 



BOT Revenue by Calendar Year



2016 BOT Revenue by Dispensary 



Finding 1: The Revenue Division Could Improve 
its Monitoring of the BOT Collection Process to 
Better Detect Underreporting

Dispensaries did not provide financial and membership documentation;

Underreporting of BOT may be discovered by reviewing financial statements and tax 
returns;

Dispensaries may be underreporting gross receipts;

The Revenue Division should improve oversight of the BOT program;

MuniServices’ audit findings were not sufficiently addressed; and

The frequency of audits should be reevaluated to ensure timely coverage of all dispensaries.



Results of Requests for Financial and 
Membership Documentation
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All About Wellness X X X X X X X X

Community Health Solutions * * * * * * * *

Florin Wellness Center Inc. X X X X X X X X

Greenstone Biomass P.O.D. X  X X  X X X

Metro Health Systems, Inc. X X X X X X X X

SCCC  X     X X

* Asterisks indicate that multiple attempts to deliver the letters were unsuccessful. 



California State Board of Equalization (BOE) 
Appeals Hearing Case ID 605242



Comparison of Gross Receipts Based on 
Auditor’s Observation to Dispensary’s Self-
Reported Gross Receipts

Dispensary 
Name

Gross Receipts 
Per Month 
Based on 
Auditor 

Observation

Average Self‐
Reported 

Gross Receipts 
Per Month 
(2016)

Difference in 
Gross Receipts 
Per Month

BOT Per 
Month Based 
on Auditor 
Observation

Average 
Monthly BOT 

(2016)

Difference in 
Monthly BOT

Dispensary A  $643,000 $273,800 ($369,200) $25,700 $11,000 ($14,700)

Dispensary B $392,800 $410,200 $17,400 $15,700 $16,400 $700

Dispensary C  $124,900 $162,300 $37,400 $5,000 $6,500 $1,500

Dispensary D $777,500 $945,400 $167,900 $31,100 $37,800 $6,700



Comparison of Unadjusted and Adjusted 
Gross Receipts from July 2011 to April 2017

Dispensary A
Self‐reported Gross Receipts  $57,144,000 Adjusted Gross Receipts $59,737,200
BOT Owed (4% of gross receipts) $2,285,800 Adjusted BOT Owed $2,389,500
BOT Payments $2,382,100 BOT Payments $2,382,100
Overpayment $96,300 Underpayment ($7,400)

Dispensary B
Self‐reported Gross Receipts  $26,226,300 Adjusted Gross Receipts $27,823,900
BOT Owed (4% of gross receipts) $1,049,100 Adjusted BOT Owed $1,113,000
BOT Payments $1,088,000 BOT Payments $1,088,000
Overpayment $38,900 Underpayment ($25,000)

Dispensary C
Self‐reported Gross Receipts  $28,027,400 Adjusted Gross Receipts $28,555,700
BOT Owed (4% of gross receipts) $1,121,100 Adjusted BOT Owed $1,142,200
BOT Payments $1,110,100 BOT Payments $1,110,100
Underpayment ($11,000) Underpayment ($32,100)



Finding 2: Medical Marijuana Dispensaries 
Are Not Complying with the City’s Operating 
Requirements

The site inspection process is not comprehensive and failed to 
identify instances of non-compliance;

One dispensary refused to grant the Office of the City 
Auditor access to the dispensary;

Not all dispensaries are subject to the same operating 
requirements; and

One dispensary may no longer be operational.



Results of Surprise Inspections
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All About Wellness  X * * * X
Community Health Solutions X * * * * *
Florin Wellness Center Inc.  X X   X
Greenstone Biomass P.O.D. X  X   X
Metro Health Systems, Inc. X   X X X
SCCC  X    X

*Asterisks indicated items we were not able to observe because the dispensary 
was not open or we were denied access to those areas.



Additional Observations

• Florin Wellness Center Inc. sold marijuana to a patient with an 
expired medical marijuana recommendation. 

• Greenstone Biomass P.O.D. appeared to participate in marijuana 
delivery services.

• An employee of Metro Health Systems, Inc. appeared to consume 
marijuana on site.

• Sacramento Community Cannabis Collective sold 50 marijuana plants 
to one patient, which exceeds the State’s established guidelines that 
allows each patient to possess up to 12 immature plants.



Finding 2 Recommendations

Develop a risk-based 
enforcement program  that 

identifies high risk violations 
and implement a follow-up 

process to ensure violations are 
resolved.

Consider imposing penalties to 
encourage timely compliance 

with City Code.

Engage the Office of the City 
Auditor to perform inspections 

at the All About Wellness 
dispensary.

Reevaluate the language in the 
City Code, and if necessary, 

strengthen the Code to make it 
clear that the City has the legal 

right to enter and inspect 
dispensaries.

Review and update the 
dispensaries’ operating 
requirement to ensure 

consistent enforcement 
practices.

Follow up on Community 
Health Solutions to determine 
if the dispensary is operating.



Finding 3: The Revenue Division Could 
Benefit from Improved Recordkeeping and 
More Thorough Reviews of Dispensary 
Permit Applications

The Revenue Division’s review process lacks 
controls to ensure compliance with permit application 
requirements; and

The Revenue Division could better document 
dispensary management member, location, and entity 
name changes.



Finding 3 Recommendations

Strengthen controls over 
the permit renewal 

application approval 
process to ensure that all 

required documentation is 
obtained and retained.

Define and communicate 
to the dispensaries the 
documents needed to 
substantiate changes.



Thank you


