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1. Statement of the need for the proposed major regulation.
The Department of Justice is responsible for providing regulatory and enforcement activities regarding the sale, purchase, possession, loan, or transfer of firearms.
These activities have primarily been funded by a fee that is paid at the initiation of a purchase or transfer of one or more firearms through a licensed firearms dealer,
called a Dealer Record of Sale (DROS) Fee. Until January 1, 2020, the DROS Fee was $19, as set by the California Code of Regulations (CCR), Title 11, Section
4001, and authorized by Penal Code (PC) sections 28225. Assembly Bill (AB) 1669, effective January 1, 2020, decreased the fee authorized by PC section 28225 to a
maximum of $1, and removed the authority to use that $1 fee to fund regulatory and enforcement activities related to the sale, purchase, possession, loan or transfer of
firearms. AB 1669 added a new section to the PC, section 28233, which authorizes a new $31.19 fee to offset the reasonable costs of firearms-related regulatory and
enforcement activities related to the sale, purchase, manufacturing, lawful or unlawful possession, loan, or transfer of firearms. In effect, the Legislature replaced the
previous $19 DROS Fee with a new $31.19 DROS Fee. Imposition of the new $31.19 DROS Fee was left to the discretion of the Department, which implemented this
new $31.19 fee in an emergency rulemaking that went into effect on January 1, 2020. The current rulemaking proposes to make permanent, with changes, that
emergency regulation, thereby providing a consistent revenue stream for the Department's firearms-related regulatory and enforcement activities.

2. The categories of individuals and business enterprises who will be impacted by the proposed major regulation and the amount of the
economic impact on each such category.

The specific categories of individuals and business enterprises who would be affected by the proposed major regulation
include firearm purchasers, who would pay the DROS Fee, and licensed firearms dealers, who would collect the DROS Fee
at the time of a firearm purchase and remit the fee to the Department.
The impact on consumers (firearm purchasers) for the 12 months following implementation is estimated at $23,396,056.
The increase in the purchase price of a handgun due to the new $31.19 fee may lead to a decrease in sales. The potential
economic impact on California firearm dealers due to the potential decrease in sales is estimated at $31,127,000.
3. Description of all costs and all benefits due to the proposed regulatory change (calculated on an annual basis from estimated date of filing
with the Secretary of State through 12 months after the estimated date the proposed major regulation will be fully implemented as
estimated by the agency).
In addition to the direct economic impact noted above, the Department anticipates that there will be indirect and induced effects on the state economy.
The total direct, indirect and induced economic cost impact due to the proposed regulatory change, during the 12 months from the date the proposed
regulation is filed with the Secretary of State, is estimated to be $109,645,866. The Department also anticipates a decrease in sales tax revenue due to
a decrease in sales of handguns ($1,867,620 in state tax revenue and $700,358 in local tax revenue), and a decrease in investment in the state of
approximately $38,090,110. The Department anticipates a possible elimination of 564 jobs in the first full year of implementation.
The benefit due to the proposed regulatory change is the collection of $23,396,056 in revenue during the 12 months from the date the proposed
regulation is filed with the Secretary of State. This revenue will fund the Department’s public safety efforts by providing a consistent revenue stream for
the Department’s firearms-related regulatory and enforcement activities.

4. Description of the 12-month period in which the agency estimates the economic impact of the proposed major regulation will exceed
$50 million.

The time period for the estimation of all costs and benefits due to the proposed regulations is January 1,
2022 through December 31, 2022.
This is the second half of fiscal year 2021-22, and the first half of fiscal year 2022-23.
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5. Description of the agency’s baseline:

The Department compared regulatory alternatives with a baseline that reflects the anticipated behavior of
individuals and businesses in the absence of the proposed major regulation. Because AB 1669 removed
the authority to implement the previous $19 DROS Fee, in the absence of the proposed new $31.19 DROS
Fee, the Department would not collect a DROS Fee. The baseline against which the Department has
compared the economic impact of this proposal is the absence of any DROS Fee.

6. For each alternative that the agency considered (including those provided by the public or another governmental agency), please describe:
a. All costs and all benefits of the alternative
b. The reason for rejecting alternative
ALTERNATIVE 1, No DROS FEE - (a). If the DROS Fee were to not be implemented as proposed on January 1, 2022, firearm consumers would benefit by not having to pay
the fee and firearms dealers would not face the potential of lost sales due to the effective price increase. (b). This alternative was rejected because the resulting decrease in
revenue would create a deficit of $11,367,074 in fiscal year 2021-22 and $26,736,279 each fiscal year thereafter. There are also legal and statutory constraints.
ALTERNATIVE 2, Collect the Fee in a Different Manner - (a). The Department considered alternative methods of collecting the fee, such as bypassing the current DROS
Entry System (DES) payment mechanism, or waiting to charge the fee until the time of the physical transfer of the firearm. Collecting the fee at the time of the transfer of the
firearm would reduce the direct economic impact of the proposed regulation by $208,833. (b). The Department rejected this alternative as less effective in funding the
program. Additionally, the process of purchasing a firearm begins at the initiation of the purchase, and involves significant Departmental expenditure before the transfer of
ownership is completed. If the fee were charged at a different time or in a different way, it is possible the Department could perform work for which no fee is received.
ALTERNATIVE 3, Additional Benefits through Per-Firearm Fee Collection. (a). By charging the fee per firearm, instead of per transaction of one or more firearms, this
alternative would result in an additional revenue of $3,495,962. This revenue could be used to cover the total costs of the Department’s firearms-related activities, to repay
loans and to build a reserve for economic uncertainties, ensuring that the Department has adequate funding for activities that protect the public safety of all Californians. (b)
The Department rejected this alternative due to statutory constraints.

7. A description of the methods by which the agency sought public input. (Please include documentation of that public outreach).

As part of the rulemaking process, and in keeping with state law, the Department directly sought public
input from stakeholders who have requested to be kept informed of the Department’s firearms-related
regulations, through the general solicitation of public comment pursuant to the emergency rulemaking
process, two re-adoptions of the emergency regulation, and a 45-day public comment period pursuant to
the Certificate of Compliance process. The Department received a total of 20 comments during all listed
public comment periods. The Department will hold another 45-day comment period after the DOF's 60 day
review of this SRIA.
8. A description of the economic impact method and approach (including the underlying assumptions the agency used and the rationale and
basis for those assumptions).

The direct economic impact of the proposed regulation is the total amount of fees anticipated to be collected in the 12 months after
the major regulation is estimated to be fully implemented, and the possible decrease in demand for handguns as the price of each
handgun purchased in California would effectively increase by $31.19 over the baseline.
The Department used the Regional Input-Output Modeling System (RIMS II) to objectively assess the potential indirect or induced
economic impacts that may result from the direct economic impact of the proposed regulation. The RIMS II provides multipliers to
estimate this indirect spin-off activity generated in other parts of the economy resulting from direct changes in the retail firearms
industry.
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