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Virginia Department of Taxation – Public/Private Partnership Project

Executive Summary

In 1998, the Virginia Department of Taxation (TAX) engaged in a public private partnership with American Management Systems, Inc., (AMS) to completely reengineer the business process at the agency and to replace the aging legacy systems that managed state revenues.  This $135.5 million self-funded Partnership Project is the largest and most comprehensive public-private partnership ever undertaken by a state revenue agency, providing new alternatives for taxpayers, enhanced ability to provide customer service, and organizational development.  

Customer Alternatives

 The Partnership project has developed new electronic alternatives to filing and paying taxes, as well as opportunities for interactive self-help.  A Telefile application has been developed providing quick and easy filing for individual taxpayers who previously qualified for the 760 Short Form in Virginia. Internet applications have been developed for business registration and filing of sales and use, and withholding taxes, and for individual income tax filers.  The business applications are in the process of being integrated with the Virginia Employment Commission to provide ‘one stop shopping’ for business taxpayers who will be able to register for, and file and pay VEC taxes at the same time that manage their obligation with TAX.  In addition, public documents concerning tax policy in Virginia are now available online through the Policy Library. 

The Partnership has also completely reengineered the paper filing process for individual income tax returns. The tax form was completely revised for the first time in nearly thirty years using a combination of information based decision analytics and customer focus groups. New scanning and imaging equipment has been implemented to provide faster processing with fewer errors.  In fact, the scanning and imaging system is the first ever developed that can process 2-D barcoded returns at high speed through the scanner.  The systems implemented by the Partnership do not merely duplicate existing services, but they provide new opportunities for taxpayers to manage their relationship with their government.

Enhanced Customer Service

The Partnership has implemented the first phase of Customer Relationship Management (CRM) tools that will allow customer services representatives (CSRs) to access a ‘holistic’ view of the customer when an inbound contact is received.  The taxpayer account will be displayed on the desktop along with any information about previous contacts that the taxpayer has had with the agency.  The CSR will see the whole picture of the customer’s situation and can more adeptly resolve the situation.  A feature called scripting provides question and answer prompts to the CSR to assist with more complicated tax questions.  

Organizational Development

New tools are useless unless the employees that use them are trained, motivated, and instilled with a desire to provide quality service.  The Partnership project has staff dedicated to managing organizational development and change management.  TAX has also implemented a new learning center with its own dedicated staff and facilities to provide continuous employee development and education.  Since the beginning of the Partnership in 1998, over 15,000 student hours of training have been provided to employees on the new tools we have deployed and on how to cope with the changes at TAX.

Virginia Department of Taxation – Public/Private Partnership Project

a) 
Description of project

The Partnership project between the Virginia Department of Taxation (TAX) and American Management Systems, Inc., (AMS) is the largest and most comprehensive public-private partnership ever undertaken by a state revenue agency.  The Partnership is completely reengineering the business process at TAX, evolving the agency into a high performing organization.  Partnership initiatives include state of the art customer service applications, organizational development and change management, and the replacement of the core state revenue system and TAX’s technical infrastructure.

The $135.5 million Partnership project is entirely self-funded through a novel ‘benefits funding’ concept.   Implementing advanced tools and processes that enhance compliance and collections efforts generates additional compliance revenues called ‘benefits’. Ninety percent of these benefits are used to pay our partner AMS, and the remaining ten percent of the benefits are retained by TAX to cover additional operational costs associated with the conduct of the Partnership. 

The Partnership Project began with the development of a strategic Vision from which every decision would be derived.  The Vision has three key tenets: 

· customer first in everything we do; 

· manage change and organizational development to achieve a culture of high performance; 

· achieve performance that is a benchmark for government and for business. 

Previously, strategic and organizational decisions had been driven by a focus on operational issues.  Because of the Partnership, decisions are now judged by their impact on the customer.  

This practice has resulted in innovations that are a benchmark for not only other government revenue agencies, but have raised the bar for private business applications.  A suite of Internet applications developed under the Partnership Project provides unprecedented access to government information, allowing access to account history and policy information as well as providing interactive account management and e-mail notification features.  Our new tax form (Form 760) was designed using an innovative information based approach resulting in a form that reduces the reporting requirements and filing burden for the taxpayer. Our imaging system provides the first ever high-speed solution to processing tax returns encoded with two-dimensional barcodes, resulting in faster processing and fewer errors. Customer Relationship Management software, including the first ever use of ‘scripting’ for high volume inbound call support, allows us to answer more complex questions in a single phone call. Change management techniques are ensuring that our employees not only survive the significant change that is occurring, but adapt and prosper in the customer-focused environment.  Major milestones to date are listed below. 

b) 
Significance of project to the improvement of the operation of state government

Funding and expertise for systems and process reengineering

In 1993 the Joint Legislative Audit Review Commission (JLARC) recommended to the General Assembly of Virginia that the core computer system at the Department of Taxation be replaced.  This primary mainframe system, the State Tax Accounting and Revenue System (STARS), was more than ten years old at the time of the study, and was nearing obsolescence.  The department contracted for consulting services focused on determining the scope and cost of the project necessary to replace the system.  But, despite the JLARC recommendation, the department was unable to secure funding through the traditional means of state appropriation.

After fully investigating the alternatives for replacing the STARS system, the department requested that the legislature allow them to enter into a partnership arrangement with a private company.   Without this Partnership Project, state revenues would soon be at risk as replacement of the antiquated STARS system would not have received funding. 

Innovation in service provision

Neither TAX nor AMS would have developed several of the innovative operational solutions independently. The development of the first high speed scanners capable of processing tax returns printed with 2-D barcodes and the use of scripting to support complex question resolution in a high volume inbound call center were born from collaboration between TAX and AMS.  In this Partnership model, both TAX and AMS share joint responsibility for developing solutions and deliverables. The intermingling of staff and establishment of shared goals and responsibilities are key reasons we have achieved such groundbreaking results.  These and other initiatives from the Partnership have allowed TAX to provide new services and achieve operational efficiencies throughout the agency. 

c) Benefits realized by service recipients, taxpayers, agency or state

Business and Individual taxpayers are benefiting from many new services and alternatives to traditional paper based serves to manage their relationships with TAX.  The many initiatives that have come out of the Partnership have been designed with the goal reducing the burden of complying with the tax laws.  Specific initiatives are discussed below. 

Virginia Form 760 Redesign

While the implementation of the new scanning equipment required some changes to the tax form, the Department of Taxation recognized the opportunity to ‘reinvent’ the Virginia Individual Income Tax form (Form 760) and instructions for the first time in almost thirty years. The approach to the design effort was to focus on the customer’s experience using the form through a combination of information-based decision making and customer focus groups.  Statistical analyses were done on individual line usage that identified the most frequently used lines on the tax return, allowing us to incorporate the most widely used items on the primary form. Focus groups were then conducted across the state to get customer response and feedback on the proposed changes to the form and instructions.  Customer suggestions and focus groups led us to eliminate the old two-column format and replace it with a ‘spouse tax adjustment.’ The effort was designed to maximize the number of taxpayers who require only a single sheet return with no attachments, and to make the filing process simple. 

Telefile

For the 1999 tax year, a Telefile program for filing simple returns over a touch-tone telephone was piloted to a sample of taxpayers across Virginia.  For 2000 this program was made available statewide and replaced the Virginia Resident Form 760S short form.  Nearly 700,000 taxpayers were eligible for using the Telefile program for filing their 2000 tax returns, and approximately 25% of them chose to file this way.  This application is a simple way to file taxes, with the average toll free telephone call lasting just seven minutes.  Direct deposit of refunds also makes this application an effective way to file and have your refund available in the shortest possible amount of time for those who qualify for the program.  

VATAXOnline

In order to take advantage of opportunities to provide self-service options for the taxpayer and to make government more accessible to its citizens, the Partnership developed a series of internet applications that provide online filing services and provide hard to find tax policy information. These applications, collectively known as VATAXOnline, provide the citizens of Virginia some of the most complete access to taxation services and information anywhere in the country. 

VATAXOnline is a suite of Internet applications that provide online filing and unprecedented account management and information services to the citizens of Virginia.  VATAXOnline provides the most complete access to taxation services and information available anywhere in the country. There are four primary applications: iFile for Business, iReg for Business, iFile for Individuals, and the Policy Library.    

The iFile for Business application allows taxpayers to file sales and use, and withholding taxes over the Internet and view the past twelve months of filing and payment history online, regardless of how previous returns have been filed. 

The iReg for Business application allows business taxpayers to register their new business online and modify certain registration information.  Both iFile and iReg for Business are currently being integrated with the Virginia Employment Commission (VEC), so businesses can register for and file their Unemployment Insurance obligations when they register and file with TAX. 

The iFile for Individuals application allows taxpayers to file their 2000 Virginia resident individual income taxes over the Internet, make name and addresses changes, and perform simple account management inquiries online.  In addition, iFile allows taxpayers to sign up for email updates when their refund has been mailed or deposited in their account.  

The Policy Library is a searchable database that provides unprecedented access to Virginia tax policy information to the citizens of the Commonwealth, including the tax sections of the Code of Virginia, the Virginia Tax Administrative Code, Rulings of the Tax Commissioner, Tax Bulletins, Attorney General Opinions, and Legislative Summaries.  

Other key Initiatives

The Partnership is providing significant enhancements to customer facing services, but behind the scenes there is also much happening.  New technology is being implemented that is fundamentally changing the way TAX interacts with its customers, and the way TAX employees conduct their work. Additionally, substantial effort is being employed to align the organizational structure with the new business processes and to provide the training and support for employees to adapt to the new environment.   

Automated Data Capture

The Partnership implemented new scanning and imaging equipment to aid in the processing of individual income tax returns.  The automated data capture system developed by the Partnership breaks new ground in the industry.  The imaging system uses character recognition software to process tax returns and includes the first ever solution for processing returns encoded with a two dimensional barcode in a high speed scanning environment, increasing processing speed and reducing errors. This innovation has been incorporated into the design of a new production model of scanner by the imaging vendor under the brand name TaxTrac. We have already had several inquiries from other states about this solution, which eliminates the need for a separate 2-D solution.
The result for taxpayers is faster and more accurate processing of paper filed returns.  Additionally, customer service representatives can retrieve an image of a taxpayers return to their desktop in a matter of seconds, allowing them to provide a higher level of service and eliminating the long manual process for retrieving returns from the warehouse when needed. 

Customer Relationship Management

Customer Relationship Management (CRM) is a series of tools that will provide a ‘holistic view’ of the customer within the Department.  These tools will allow TAX to provide much more comprehensive customer service, and allow customer service representatives to respond quickly and accurately to more complicated questions and service needs.  By providing seamless navigation between all of the computer systems at TAX, the CRM tools will provide the user with information about every interaction between a customer and TAX, and are useful for proactively providing a higher degree of customer education. The first ever use of the CRM scripting feature for high volume inbound call support was part of the first phase rollout that occurred in January 2001.  This scripting feature allows the CSR to find solutions to more complicated taxpayer questions without having to call in a supervisor or end the call to research a question. 

Integrated Revenue Management System (IRMS)

This core system will replace the old and outdated State Tax Accounting and Reporting System (STARS) and ensure the ongoing integrity of the Commonwealth’s revenue system.  The IRMS system will employ state of the art client server technical architecture and customized software to integrate the revenue systems at TAX.  The new IRMS system will not only provide a secure and stable revenue system, but will open up new opportunities for providing products and services to the citizens of Virginia.     

Organizational Development and Change Management

As the Department implements not only new technologies but new business processes, the organizational structure is being modified to reflect the new operations.  A substantial effort is also underway to manage the change from the old environment to the new, including employee training and education, job redesign, and the development of strategies for staff development.  As part of this effort, TAX has implemented a new Learning Center, with its own dedicated staff and facilities, which is the focal point of the commitment to developing staff. Implementing changes to an organization on the scale that is occurring at TAX requires a substantial investment in the people in the organization.  The goal of providing the best possible customer service cannot be achieved through technology alone.  To this end, the Partnership project includes a serious dedication to developing the people and organization at TAX. 


Compliance

TAX is employing new tools that not only are enhancing revenue collections, but also are reducing the burden of compliance on the taxpayer.  A sophisticated risk-scoring model has been deployed to identify the least intrusive method of contact required to bring a taxpayer into compliance with the tax laws.  New audit tools have reduced the time it takes to conduct an audit by 12.9% despite increasing audit complexity.  Through more effective selection and compare programs, we have been able to reduce the number of non-filer candidates that require contact from the agency by approximately 35,000 per year.  This reduction in intrusiveness and taxpayer burden has been achieved with no adverse impact on regular compliance revenues, and at a time when additional compliance revenues are being generated to pay for the Partnership. 

d) 
Return on investment, short term/long term payback

The Partnership requires no General Fund appropriation

The Partnership is fully self-funded through a process called ‘benefits funding.’  The Partnership does not require a single dollar of General Fund appropriation from the legislature.  New tools are deployed to enhance compliance and collections efforts, and the effect of these new tools is measured against a benchmark of past performance. To ensure the reasonableness of the benefits funding concept, the legislature established an independent oversight committee consisting of members from the legislative and executive branches to approve the revenue methodology.  Through April 2001, total benefits realized since project inception have been $48.75 million, or $8.2 million dollars ahead of our original estimates of benefits revenues to this point.  We remain well ahead of projections for fully funding the project, and have therefore paid only $1.1 million in interest so far, compared to an expected $6.2 million at this point in the project.  Projected interest savings are about $12 million over the course of the project due to better than expected collections.

Under current projections and benefits realizations, the $135.5 million project will be completely paid for by June 2004. Once the contract is fully funded, the benefits revenue generating programs will produce approximately $40 million per year in new revenues that revert to the General Fund.  This additional revenue will benefit every citizen of Virginia. However, the agency will incur higher operational costs going forward for maintaining the new systems.  While operational efficiencies are achieved with the new technologies, the nature of our government service model requires that we not immediately abandon other more incrementally costly services on which citizens have come to rely.  For example, the Internet based services that are demanded by a growing segment of the citizenry have virtually a zero incremental cost and are therefore very cost effective for processing high volumes of returns. However, we cannot abandon our commitment to paper based filing, as another segment of the citizenry is not willing or able to convert to completely electronic interaction with their government.  Therefore we have implemented new processing systems to reduce the incremental costs of processing paper returns as well. But we must nonetheless commit to implementing and maintaining two separate systems where before there was only one.  The net result is that the General Fund revenues associated with the Partnership will increase by approximately $35 million per year net of additional agency expenses.
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