Children & Families Commission of Orange County

Agenda Item 7
April 6, 2016

DATE: March 28, 2016

TO: Children and Families Commission of Orange County

FROM: Christina Altmayer, Executive Director %ﬂé“"‘{%

SUBJECT: Board of Equalization Administrative Fees

ACTION:  Receive report on legislative actions regarding the Board of Equalization’s increasing
administrative fees.

SUMMARY:

The Children and Families Commission of Orange County, 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. The BOE administrative costs charged to the Children and Families Trust Fund have
increased by 600 percent statewide in the past 10 years at the same time tobacco tax revenue has
decreased by nearly 30 percent. For the last fiscal year ended June 30, 2015, the BOE charges were
$16.2 million, a cost of approximately $1 million to the Children and Families Commission of
Orange County. This staff report provides an update on legislative actions to address the impact of
the State BOE’s licensing program on Proposition 10 funding.

DISCUSSION:

Background

In August 2015, the Joint Legislative Auditor Committee (JLAC) approved a request for the
California State Auditor to provide an independent review of the California State Board of
Equalization (BOE) Cigarette and Tobacco Products program. The estimated release date for the
audit was March 1, 2016. The audit scope included a review of BOE’s policies, procedures, and
practices for identifying tax program versus licensing program costs to ensure compliance with all
relevant laws, rules, and regulations and assessing the reasonableness of costs and staffing allocated
to each program.

The California State Auditor issued its report on March 1, 2016 and concluded that “although the
board’s enforcement efforts are effective and properly funded, other funding options and cost
saving measures exist for the licensing program.” The report documented that the licensing program
is not self-sustaining, noting that “since fiscal year 2006-07, license fees have not covered the
licensing program’s costs. In fiscal year 2014-15, licensing fees contributed only $1.8 million of the
$9.8 million needed to administer the program.” In addition, the State Auditor reported the
following findings:

° The licensing program’s compliance fund has accumulated an excess balance of $9
million that the board could use to offset the licensing program.
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o Options existing to make the licensing program self-supporting that include a
combination of retailer, wholesaler, and distributor license fee changes and increases, as
well as a cigarette tax increase.

o The BOE’s method for identifying costs associated with each program appears to be
reasonable, but its allocation of some of these costs is flawed.

o A reduction in the number of inspections for the licensing program could results in an
annual savings of more than $360,000 for the board with no sacrifice in effectiveness.

The BOE agreed with all but one of the State Auditor’s recommendations. The BOE did not agree
to changes proposed related to how staff time is allocated to programs.

Special Session Legislation

In the fall, the Governor convened a special legislative session to discuss healthcare financing and
several tobacco related bills that were introduced at that time as shown below. Assembly Bill ABX2
11 (Nazarian), bolded below, would create an annual licensing fee for all retailers, wholesalers and
distributors of tobacco products and increase the current one-time required fees. According to the
author, the bill would eliminate the BOE’s continued practice of relying on special tobacco taxes,
Proposition 10 and 99, to subsidize the licensing program.

All of these bills have passed through the Assembly and Senate and have not yet been sent to the
Governor for consideration. Once received by the Governor, he will have 12 days to take action.
Each bill can be independently acted upon.

Bill Author Summary

ABX27 Stone Smoke Free Workplaces
This bill would close loopholes in smoke-free workplace laws,
including hotel lobbies, small businesses, and break rooms

ABX29 Thurmond Tobacco Use Programs
This bill would require all schools to be tobacco-free
ABX2 10 Bloom Local Taxes: Authorization: Cigarettes and Tobacco Products
This bill would allow local jurisdictions to tax tobacco
ABX211 Nazarian Cigarette and Tobacco Product Licensing Fees and Funding

This bill would establish an annual BOE tobacco licensing fee
program. Increases amount of existing one-time fees for
retailers, wholesalers and distributors and transitions to
annual fees.

SBX2 5 Leno E-Cigarette Regulation
This bill would add e-cigarettes to existing tobacco products
definition

SBX2 7 Hernandez Tobacco Products: Minimum 1egal Age

This bill would increase age of sale for tobacco products to 21

Commission staff with support from Curt Pringle & Associates is continuing to monitor the status
of the Nazarian bill. Any updates will be reported at the April meeting. Additionally, Commission
staff is working with Counsel to determine potential alternatives to a legislative solution, if needed.



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

PRIOR COMMISSION ACTIONS:

e July and May 2015 — Received report on Legislative Strategies and the Board of Equalization’s
Increasing Administrative Fees

e February 2014 — Approved 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 Legislative Actions and the Board of Equalization’s increasing administrative fees;
and provide direction to the Commission Executive Director.

Contact: Christina Altmayer



