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REVENUE ESTIMATE CHANGED.
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X REMAINDER OF PREVIOUS ANALY SIS OF BILL AS AMENDED 04-06-99 and 05-18-99 STILL APPLIES.
X OTHER - See comments below. Board Position.

SUMVARY OF BILL

This bill, as it directly affects Franchi se Tax Board (FTB), woul d express the
Legislature's intent to establish a one-year six-county pilot project to assess
the benefits of referring to the FTB all child support obligations presently
bei ng enforced by the district attorney (DA) or local child support agency
pursuant to the Welfare and Institutions Code.

The counties participating in the pilot would be selected by the Undersecretary
of Child Support Services (Undersecretary), which is created by this bill. The
sel ection would be by county application, in consultation with the FTB and | ocal
child support agencies. The referral of the obligations would begin by February
1, 2000, and end February 1, 2001. A report to the Legislature by FTB, with
specified data, would be due February 15, 2001. The bill also specifies the
criteria that would deemthe pilot a success.

Additionally, certain persons currently required under federal lawto file an
information return reporting non-enpl oyee personal services (independent
contractor registry [ICR]) for which $600 or nore was paid would be required to
accel erate the reporting of those services and paynents to Enpl oynent Devel oprent
Departnent (EDD), operative July 1, 2000. The reporting would be required by the
earlier of 20 days after entering into the personal service contract with
aggregate paynents in excess of $600 or when paynments made exceed $600. The
informati on could be used for child support enforcenment, tax enforcement and EDD
pur poses.

Thi s anal ysis does not address the remaining provisions in the bill, which al
relate to child support enforcenent. For purposes of this analysis,
“col l ections” means the receiving, receipt, and posting (cashiering) of noney.
“Enforcement” is taking an action to conpel paynment of a child support or nedica
support obligation

An action involves both direct enforcenent actions, such as seizure of a bank
account, and indirect actions that result in paynent of support, such as
suspensi on of a business or driver’'s |icense.
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Enf orcenment may include issuing wage assignnments to enployers for current
support, a demand for paynent of current, past due or delinquent anounts, or
levies to third-parties, including unenploynent conpensation, for delinquent
support .

SUMVARY OF REVI SI ON

This analysis adds to and revises the policy and inplenmentation considerations
raised in the Franchise Tax Board’ s previous analysis. In addition, it
reiterates the fiscal inpact identified in the FTB s previous anal ysis, and
repl aces the previous Board position of “pending” with a new position of
“neutral, point out problens.”

SPECI FI C FI NDI NGS

Pol i cy Consi derati ons

1. Unless this bill were anended to delay inplenentation of the pilot project
until July 1, 2001, this bill could be viewed as setting unrealistic
tinmelines; thus making this a high risk project for failure. The pilot
project could not be inplenmented February 1, 2000, as required by this bill
for the foll ow ng reasons:

FTB coul d not devel op, program and test the technol ogi es needed for this
pilot project before July 1, 2001, as discussed under I|nplenentation
Consi der ati on,

The pilot project would be inplenented without benefit of the
Undersecretary’s California child support enforcenment eval uation required
by this bill, which is due July 1, 2000.

FTB woul d i npl enent the pilot project in coordination with the county
district attorneys, but without regard to the subsequent transfers of the
DA's responsibilities to the local child support agencies (beginning
March 1, 2001), which could result in disruptions in the flow of the
cases and other informati on necessary to the success of the pil ot

pr oj ect .

There woul d be only one nonth fromthe tinme the Undersecretary is to be
appoi nted (January 1, 2000) until the Undersecretary woul d have to sel ect
the six counties for the pilot, which is to be inplenmented February 1

2000.
2. The workl oads created by this bill could compete against FTB s core
responsibilities and processes for processing PIT, especially during FTB' s
peak PIT filing season. In addition, the enforcement of current support

order could take FTB into a social services role and woul d nove beyond FTB' s
recogni zed core conpetency of enforcenent of child support delinquencies.

3. Lines of authority for adm nistering FTB' s child support prograns may be
uncl ear since responsibility for adm nistering the prograns would be with
the three-nmenber FTB and the departnent, placed under the State and
Consuners Services Agency, but the Undersecretary/Departnent of Child
Support Services would be required to nmanage the prograns.

4. In the event a personal inconme tax (PIT) tax debtor also owes current or
past-due child support, FTB s enforcenent priority is unclear. Currently
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enforcenent of PIT takes priority over delinquent child support enforcenent.
However, federal regulations require that once an enployer is |ocated, an
ear ni ngs assi gnnment nust be issued and take precedent over any other

earni ngs assignment, w thhold order and/or other |evy.

| npl ement ati on Consi derati ons

Staff’s initial concern is that the pilot project cannot be inplenented by the
FTB within the required tinme franes. Fromthe date of enactnent, it would take
approxi mately 16 nonths to conplete the feasibility study report (FSR) process
and the progranm ng and testing of the conputer systens. |If the bill were
enacted this fall, 16 nonths places the processes and systens in place by early
2001; however, staff raises concern that inplenmenting this new process during
peak season could disrupt tax return processing. Therefore, the Franchi se Tax
Board strongly suggests, and it is staff’s understanding the author agrees, that
the bill be anmended to required the pilot project to begin inplenentation July 1,
2001.

Aside fromthe tine frame concern, staff anticipates the pilot project could be
inplemented in either of two ways: (1) focus on the enforcenent and coll ection
wor kl oad generated solely by the pilot project; or (2) anticipate that the pil ot
project would be successful and create within the pilot project the ability for
FTB to accommodate the workl oad for enforcenment and collection of Title IV-D
child support cases on a statewi de basis. In either plan, FTB would conti nue
expansion of its existing child support data base to incorporate current support
cases and add the capability of issuing earnings assignments for current support
cases to the automated enforcenent system (Accounts Receivable Collection System
[ARCS]), which is being designed wth a targeted inplenentation date of June
2000. However, for the collection wrkload, the plans significantly differ:
While FTB s existing collection conputer system has the capacity to process the
pilot project’s estimated 1.3 mllion additional paynents annually, it does not
have the capacity to process the statewide estimated 10 mllion (plus) paynents
annually. If plan #1 (pilot plan) were inplenmented FTB woul d nerely expand its
exi sting tax collection conputer systemto accommbdate the pil ot project
wor kl oad, but under plan #2 (statewi de plan), a new collection conputer system
woul d be required.

To begin the programm ng and testing of the conmputer systens inmediately
foll ow ng approval of the feasibility study report (FSR) process, staff further
suggests that the bill provide an appropriation for fiscal year 2000/01, of which
66% woul d be paid from federal reinbursement received from DSS/ DCSE and 34% from
t he General Fund.

Further, nost pilot projects that FTB has inplenented were for a duration | onger
than the one year that would be allowed under this bill. Staff has raised
concern and is further exploring whether one year would be sufficient to neasure
the pilot project and whether sufficient data and statistics are avail able
regarding the current systens to adequately neasure the success of the project as
detailed by the bill.

As suggested above, assuming a July 1, 2001, inplenentation date for referral of
current support information and an appropriation for FTB' s departnental costs,
i npl ementation of this bill for purposes of this analysis further assunes:
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The six pilot counties would be the same as those in FTB s original pilot
project for its child support delinquency program Fresno, Los Angel es,
Nevada, Santa d ara, Sol ano, and Ventura.

The counties would obtain or otherw se assure the existence of a support
order and continue to perform case managenent on all child support accounts
for which it is responsible. Rather than send FTB a copy of the support
order, staff assunes the counties would transmt to FTB sufficient
information (in a formand manner prescribed by FTB, as required by the
bill) for it to issue or transfer the earnings assignment or otherw se
enforce the support order, including enployer information if known. It is
al so assuned the bill would clearly require the pilot counties to del egate
to FTB the authority to enforce the support orders on the current support
cases they are referring to FTB. It is also assuned, but the bill needs to
clarify, that earnings assignments issued and in effect on a case prior to
the referral date would continue to be in effect at the time of referral

but the case would be referred to FTB for nonitoring of the earning

assi gnment and enforcenent as needed.

For the pilot period, which would begin July 1, 2001, FTB would receive from
the six counties information on approxi mately 170,000 current support

orders. FTB would coll ect per year approximately 1.3 mllion paynents as a
result of the pilot project. As a result of the support orders and/or

earni ngs assignnents referred under the pilot project, FTB would issue

800, 000 notices (including enforcenent notices).

O additional concern is that the Departnment of Information Technol ogy and the

Adm ni

stration have planned for a consolidated data center to occur after Y2K

i ssues have been resolved. This consolidated data center plan could affect the
i npl ementation plan envisioned in this anal ysis.

FI SCAL | MPACT

Depart nental Costs

As the bill noves through the |egislative process, the envisioned

i npl enentation plan may be revised and/or costs additionally nodified.
However, under the above discussed inplenentation plans, staff prelimnarily
estimtes that FTB departnental startup costs would range from $13 million
to $33 mllion as follows for fiscal year 2000/01

Costs (in mllions)
Plan 1 Plan 2

Pilot only St at ewi de
Col I ection (cashiering) system $1.0 $20.0
Enf or cenent data base 5.5 5.5
Aut omat ed enf orcenent system 5.3 5.3
Depart ment al over head .9 2.1
Tot al $12.7 $32.9

Thi s anal ysis does not take into account all of the follow ng costs that
have the potential of significantly increasing the costs identified in this
anal ysi s:

facilities and rel ated/ associ ated cost s,
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security,
network and conmuni cations infrastructure, and
mai n frane system capacity.

Col |l ection Estimte

The data and information necessary to deternmine the collection inpact of the
one-year pilot programare not available. To the extent the departnent is
able to receive child support paynents earlier than the DAs as a result of
this bill, there could be an acceleration of child support collections.

This estimate does not take into consideration the affect that this bill may
have on conpeting debts, as discussed under Policy Consideration

This estimte does not consider the possible changes in enploynent, personal
i ncone, or gross state product that could result fromthis bill.

BOARD PCSI TI ON

Neutral, point out problens. 1In its nmeeting of July 6, 1999, the FTB took a
position of neutral specifically pointing out the concerns raised as the first
two Policy Considerations.



