Children & Families Commission of Orange County

Agenda Item 7
April 1, 2015
DATE: March 24, 2015

TO: Children and Families Commission of Orange County

FROM: Christina Altmayer, Executive Director W

SUBJECT: Update on Board of Equalization Administrative Fees

ACTION: Receive Report and Proposed Legislative Remedies

SUMMARY:

The Orange County Children and Families Commission, in partnership with the First 5 Association
and First 5 LA, has been leading statewide efforts to address the rising administrative fees associated
with the Board of Equalization’s (BOE) monitoring and collection of Proposition 10 tobacco taxes.
BOE administrative costs charged to the Children and Families Trust Fund have increased by 600%
statewide in the past ten years at the same time that tobacco tax revenue has decreased by neatly
30%. For the fiscal year ended June 30, 2014, the BOE charges were $16.6 million, a cost of over $1
million to the Children and Families Commission of Orange County.

In May 2014, the Assembly Budget Subcommittee, Chaired by Assemblyman Tom Daly directed a
review of the BOE’s tobacco tax program and required the BOE to submit a report to the
Legislature by April 1, 2015 including at least three alternative approaches for future funding of the
tobacco tax program. The BOE submitted the report on March 9, 2015 and the Assembly Budget
Subcommittee No. 4 on State Administration and Assembly Revenue and Taxation Committee held
a joint committee hearing on this matter on April 10”. This agenda item provides an update on the
recent legislative activity and requests Commission direction and support for the proposed legislative
remedies.

BACKGROUND:

BOE Alternatives Report

The Supplemental Report of the FY 2014/15 State Budge required the BOE to convene a
stakeholder meeting to discuss potential approaches for future funding of the Cigarette and Tobacco
Products License Program and then to submit a report to the Joint Legislative Budget Committee
and related subcommittees by April 1, 2015. The stakeholder meeting was held in November 2014
and Commission Executive Director provided written and verbal comments at the meeting. The
report was issued on March 9 and summarized 11 different proposals which were submitted through
the stakeholder process. In general, the proposals focused on increasing reliance on general fund
revenue, increasing or adjusting the cutrent licensing fees, and/or taxing electronic cigatettes
through expanding the definition of tobacco products in statute.

Assembly Joint Hearing

The Assembly held a joint hearing of two committees on March 10 (Budget Subcommittee 4 and
Revenue and Taxation) to hear from the Board of Equalization regarding the costs of the tobacco
licensing program. The purpose of the hearing was to review the report on the program which was
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developed by the BOE. The State Legislative Analyst Office provided an overview of the BOE
programs and recognized that:
e Licensing Expenditures Have Consistently Exceeded Fee Revenues - After the initial
influx of fees imposed by the passage of AB71 in 2003, a gap opened up between this
revenue source and program expenditures.

e The 2006-07 Budget Shifted Funding. The 2006-07 Governot’s Budget proposed using
additional funds to pay for the licensing program. These funds included the General Fund
and the three special funds that receive cigarette and tobacco tax revenue, including
Proposition 10 funds. The Legislature approved this proposal and the 2009-10 Budget Act
approved the ongoing use of these funds for the licensing program.

The LAO also recognized that it was through the outreach and education efforts of First 5
Commissions throughout the State that Legislature responded with the supplemental budget actions
outlined above. Overall, the hearing provided positive recognition of the work of Proposition 10
Commissions throughout the State. All of the members who spoke at the hearing had already heard
from their local First 5 Commission and the Orange County Commission was referenced by BOE
Member George Runner and Assemblyman Bill Brough during the Joint Hearing. Committee
members raised questions about future revenues, the need to ensure that services for children are
maintained, and the failure of the BOE to justify the costs of their programs. A second hearing is
anticipated in April, but no date has been scheduled yet.

DISCUSSION:

Staff requests Commission direction and approval to continue to pursue a permanent legislative limit
on the amount of BOE fees that may be charged to Proposition 10 funds. Based on input of the
Orange County Commission, the First 5 Association has endorsed the following alternative funding
proposals and will be continuing to advocate for implementation of one of the following through
Legislative action:

e A one-percent (1%) maximum on the amount BOE can charge Proposition 10 revenue for
reimbursement of tobacco tax collection and administration. This is similar to provisions
that have been incorporated into tobacco tax increase proposals. Proposition 10 County
Commissions throughout the state must abide by similar caps on administrative expenses,
such as a 10% ceiling on administrative expenses of their total budget. OR

e Capping the charges to Proposition 10 funds to the 2005/06 level, adjusted for inflation,
reflecting a baseline administrative cost prior to the significant growth in BOE charges
associated with the AB71 enhanced enforcement implementation. OR

e Eliminating any “enforcement” costs as eligible expenses to be paid by Proposition 10 funds.
This would be consistent with the language of the voter approved Proposition 10 legislation
that allows for BOE reimbursement for “administration and collection” of tobacco taxes."

Prior to the April Commission meeting, the Commission Executive Director will be meeting with
representatives from First 5 LA, First 5 Association, and First 5 Contra Costa to develop a legislative
advocacy strategy with the hope to resolve during the current legislative session. Curt Pringle and
Associates has provided valuable support on this matter and will continue to provide guidance and
assistance, particularly in outreaching to the Orange County delegation. The Commission Executive



Director will provide further updates at the April meeting. A copy of the First 5 Association BOE
fact sheet is included as Attachment 1.

STRATEGIC PLAN & FISCAL SUMMARY:
No funding action is proposed for this item.

PRIOR COMMISSION ACTIONS:

e February 2014 - Approve Proposed Legislative Strategy to Address Board of Equalization
Administrative Fees

e December 2013 — Executive Officer’s Report
e February 2013 - First 5 California/Board of Equalization Administrative Fees

RECOMMENDED ACTION:
Receive report on the Board of Equalization’s increasing administrative fees and provide direction to
the Commission Executive Director on recommended alternatives.

ATTACHMENT:

1. Board of Equalization Rising Costs Impact on Children’s Services in California prepared by First 5
Association.

Contact: Christina Altmayer



Attachment 1

FIRST 5

ASSOCIATION
OF CALIFORNIA

Board of Equalization Rising Costs Impact on Children’s Services in California

Proposition 10 - approved by the voters in 1998 - allows for the reimbursement of the State
Board of Equalization (BOE) for expenses incurred in the administration and collection of the
tobacco taxes. These costs have risen 600% in the past ten years, while tobacco tax receipts
have decreased by nearly 30%, as shown below:
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Continued Increases Projected

BOE fees are likely to increase over time based on historical trends, BOE staff projections due
to filling vacancies, and the impact of any future tobacco taxes. BOE staff has indicated that
any new tax would result in a significant increase in BOE tobacco tax collection, with
Proposition 10 taking the majority share.

State-Level Interest in Rising BOE Costs

In May 2014, the Assembly Budget Subcommittee, Chaired by Assemblyman Tom Daly
directed through the Supplemental Budget report a review of BOE’s tobacco program.
By April 1, 2015 BOE will be required to submit a report describing three alternative
approaches for future funding of the tobacco licensing program.

Need for Relief
To ensure the protection of Proposition 10 funds for the intended purpose of supporting
young children’s healthy development, we suggest the following alternatives:

e A one-percent (1%) maximum on the amount BOE can charge Proposition 10 revenue
for reimbursement of tobacco tax collection and administration. Proposition 10
County Commissions throughout the state must abide by similar caps on
administrative expenses, such as a 10% ceiling on administrative expenses of their total
budget.

February 2015
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e Capping the charges to Proposition 10 funds to the 2005/06 level, adjusted for
inflation, reflecting a baseline administrative cost prior to the significant growth in
BOE charges associated with the AB71 enhanced enforcement implementation.

e Eliminating any “enforcement” costs as eligible expenses to be paid by Proposition 10
funds. This would be consistent with the language of the voter- approved Proposition
10 legislation that allows for BOE reimbursement for “administration and collection” of
tobacco taxes.

Impact on Commissions

Impact of BOE Administrative Costs - FY 2013/2014
Commission Share of Statewide Births Annual Cost of BOE
Los Angeles 25.96% $3,696,330
San Diego 8.69% $1,237,320
Orange 7.59% $1,080,715
Riverside 6.10% $868,260
Alameda 3.79% $538,996
Fresno 3.22% $458,297
First 5 CA $3,560,000
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