Nomination for Enterprise Information Architecture

Title of Nomination: Integrated Tax System

Project/Service Manager: Oskar Anderson

Job Title: Chief Information Officer

Agency: Wisconsin Department of Revenue

Department: Same as above

Address: P.O. Box 8933 Mail Stop 4-224

City: Madison

State: WI  
Zip: 53708-8933

Phone: (608) 266-0218

Fax: (608) 264-9923

Email: oskar.anderson@dor.state.wi.us

Category for judging: Enterprise Information Architecture

Person Nominating: Matt Miszewski

Job Title: Chief Information Officer

Address: 101 East Wilson Street, 8th Floor

City: Madison 

State: WI
Zip: 53702

Phone: (608) 261-8406

Fax: (608) 267-0629

Email: matt.miszewski@doa.state.wi.us

Description of project, including length of time in operation. 

In the late 1990s, the Wisconsin Department of Revenue (DOR) had a forward-thinking vision to integrate the way it administers thirty different taxes into one, homogeneous manner.  For thirty years prior, the department administered each tax type separately with independent processing routines and systems, even though they frequently included the same customers and processes.  The results of the “silo” approach included the inability to share data, inefficient use of resources, separate computer systems to develop and maintain and non-standard customer service.  DOR also recognized the risk of continued operations on a system approaching 40 years in age.  

The Integrated Tax System (ITS) system is one part of an integrated program to improve revenue collection, provide greater efficiencies and enhance customer service.  The ITS system project has the objectives of modernizing the tax technical architecture and creating an infrastructure that can be used to leverage customer service enhancements and increased revenue generation capabilities. Within this venue DOR has collected a considerable level of revenue from sales tax compliance that can be attributed to ITS activities.

DOR’s efforts in electronic data capture as a result of the ITS initiative have provided their customers with several new options (channels) for filing business and individual tax returns.  A short time ago all businesses filed sales tax returns to the DOR on paper and we keyed the required data.  Today businesses have the options of: 

1. sending paper which can be scanned capture the required data,

2. using the sales Internet process to enter the data on a web page, 

3. transfer their return data directly to DOR computer-to-computer as XML records, 

4. transfer their return data directly to DOR using the tele-file system over their telephone, or 

5. having a third party vendor send their return data to DOR computer-to-computer as XML records.  

In all cases citizens can send DOR the dollars associated with the returns electronically as well.  The same options are available to individual income tax filers through the fed-state file transfers, Freefile, tax-preparer file transfer and scanning operation.  The amount of paper that DOR needs to handle is dropping dramatically. As their processing costs drop with each electronic record that they receive, and their ability to retrieve and view electronic images of all scanned and electronically transmitted records is saving money on accessing processed returns.  

DOR is now extending the same technology into our State and Local Finance systems, in which case they electronically receive data collected on taxes administered for the DOR by local governments.  DOR has made good progress in promoting electronic communication and have hard evidence of dollars saved.

DOR has implemented ITS release 1 and is in the earlier stages of its  release 2. DOR has been working on the design and implementation of ITS for six years. This has included a comprehensive agency-wide change management program to assist in tearing down internal silos of operation.
Significance to the improvement of the operation of government and benefits realized by service recipients, taxpayers, agency or state.

The Integrated Tax System can be described as a collection of functional components. The functional components of the system are described below.  

Data Capture 
Data capture methods are a critical component within ITS.  In this area improvements in access and efficiencies are possible in almost every downstream business process.  Data capture strategies have been developed that minimize cost to the DOR, improve access to taxpayers, and expand service to taxpayers by opening additional ways to file taxes with DOR. The objective of the data capture component is to capture data in the most cost effective manner.  DOR expanded their methods of capturing data and using technology to maximize the amount of data captured, minimize costs, and improve overall service.  Expanding data collection by expanding electronic filing, tele-filing, scanning, imaging, and the introduction of Internet filing offers taxpayers a wider range of filing alternatives.  It also offers taxpayers an additional level of security, privacy, and convenience.  Improving and expanding electronic data capture methods offer great benefits to DOR as well as moving entry to the customer.  Third party tax preparation software, tele-file scripts, and web browser based data capture can reduce the number of processing exceptions by as much as 80 percent. ITS supports and enables continued moves toward automated data collection through multiple channels.    

Registration

Revenue activity is organized around taxpayer registration. At the core of any modern tax collection system is the accurate identification of taxpayers.  An integrated registration component provides the modern revenue agency he ability to identify the unique filing status, tax demographics, and overall customer service needs of taxpayers.  The integrated registration component centralizes all registration functions, regardless of tax type, in order to dramatically improve customer service and taxpayer satisfaction.  Centralization ensures that taxpayers are properly registered for all potential tax liability.  As more tax types are supported by ITS, DOR will have the ability to provide one-stop shopping for taxpayers. Central, unduplicated registration information and files makes it possible to integrate tax information across tax types by linking through the common thread, the taxpayer.  It is this integration that yields many of the system benefits. 

Taxpayer Accounting
DOR's vision of taxpayer accounting is a centralized process that promptly and accurately records the payments and outcomes of balance due notices. DOR had thirty separate systems that create and maintain taxpayer accounts, generate bills and assessments, and handle delinquencies.  Until ITS, DOR did not have the automated capability to view an integrated taxpayer account.  Furthermore, DOR's systems were not transaction based, where debits and credits are captured on each account.  DOR employees had to look in multiple systems and manual files to get information about a taxpayer's total account. The taxpayer accounting component enhances voluntary compliance, because accurate taxpayer level accounting is directly affect the way the DOR can interact with taxpayers.  DOR and taxpayers will continue to see an improvement in efficiency and fairness in tax collection, which increases taxpayer satisfaction.  A centralized taxpayer accounting system also enhances employee efficiency and effectiveness by allowing easier access to all records for a taxpayer from one source.

Returns and Payment Processing
The returns and payment processing component includes four critical functions:

1. Translating physical/electronic documents into standard electronic format 

2. Verifying documents 

3. Posting validated documents 

4. Providing workflow management for identifying possible taxpayer credits and debits and exception processing 

This process in many cases is the first step in gathering taxpayer data.  Delays, bottlenecks or errors in this area create problems in downstream functions such as audit, customer service and delinquency.    

Refunds 
The refund component sends taxpayers their refund checks. The goals of the refunds processing component are to:

1. Ensure that taxpayers receive their refund in a timely manner;

2. Correctly calculate the amount; and

3. Post the refund to the right tax type.

The refunds component centralizes financial controls, as well as on-line error correction and inquiry.  The refund processing function was separated into two processes. The first process is through the individual income refund system that generates daily tax refunds. This system has integrated adjustment correspondence with payments and provides employees with on-line access to the check posting information as well as adjustment correspondence. All other tax types issue manual refunds by either a DOR action or taxpayer request.  The manual system worksheets were labor intensive and did not integrate correspondence with the refund check.  The manual process also was only run three times per month and did not provide employee on-line query of check posting information. The new refund processing component eliminates all manual refund systems, using the "best practices" of the individual income system.  It provides a taxpayer focused accounting view instead of a tax-type focus to refunds. Electronic (EFT) refunds will be expanded.

Financial Accounting 
Financial accounting consists of revenue accounting and expenditure/budget allocation.  The revenue accounting section is responsible for performing all functions related to processing remittances and reconciling financial information.  Conversely, the expenditure/budget side of financial accounting works with all DOR bureaus to develop yearly budgets, track expenditures, generate purchase orders, generate travel and payroll vouchers, and to pay department bills. The new financial accounting component is a single automated system that provides statistics and disbursements to internal and external customers for all documents, dollars collected, and refunds issued.  It also interfaces directly with WiSMART, the State of Wisconsin’s accounting system. This component has an important impact on providing policymakers with vital revenue information. Accrual based accounting has been implemented at the request of the State’s Legislative Audit Bureau (LAB), Department of Administration (DOA) and the State Treasurer. Cash-based accounting was DOR's former accounting method. This component plays a key role in improving the current methods used to collect and determine the amount of revenue distribution to counties, municipalities, and various jurisdictions.  The new financial accounting component forms the backbone of a revenue information chain. 

Audit/Decision Support

The audit and decision support component provides the information and processing support for the audit process.  Audits are conducted to ensure that taxpayers (individuals and businesses) are paying their correct taxes. Audits generate additional revenue under existing laws. The audit process are more productive and effective now that it is supported by a modern system.  The system supports the audit selection process.  Better audit selection helps the department focus on the most important tax returns and generate additional revenue. Data warehousing is a central part of the audit/decision support process.  High-powered query and analytical tools gives the department much better information about the entire tax process.  ITS flexibility and integration will continue to enable an expansive use of a data warehouse.  

Customer Service

The customer service component provides the technology support for the service delivery function of the department.  This ranges from answering questions regarding Wisconsin's tax laws to responding to queries about specific returns. The component enables easy access to relevant information for employees serving customers. The technology support helps the department deliver competent, professional, consistent and reliable customer service.  Current customer service levels are not consistent across the various tax type silos or across organization boundaries. Consequently, taxpayers can experience completely different levels of service.  The lack of integrated customer service support also means that taxpayers can venue shop for answers that favor them at the expense of the State. Outstanding customer service promotes taxpayer satisfaction and tax compliance.  Customer service supported by technology, uniform methodologies, and consolidated registration allows for one stop taxpayer assistance, fast answers to questions and better response to all taxpayer service requests.

Return on investment, short-term/long-term payback (include summary calculations). Projects must exhibit measurable operational benefit.
All the analysis is based on costs and benefits for the system over time.  The following table shows costs and benefits by year.  The costs for the Integrated Tax System project are spread over five years and total $58,156,400.  The project is expected to increase annual revenues by $37,200,000.  Revenue benefits will lag project implementation by two years and increase proportionately with the percent of project completion.

	Integrated Tax Net Benefits Table
(in millions of dollars)

	
	FY 99
	FY 00
	FY 01
	FY 02
	FY 03
	FY 04
	FY 05

	Total costs
	-6.10
	-15.00
	-17.05
	-10.98
	-8.99
	
	

	Total Benefits
	
	
	4.78
	15.69
	26.23
	32.98
	37.2

	Net Benefits
	-6.10
	-15.00
	-12.27
	4.71
	17.24
	32.98
	37.20

	Cumulative Benefits
	-6.10
	-21.10
	-33.37
	-28.66
	-11.42
	21.56
	58.76


The net benefits of the Integrated Tax System become positive after the third year of the project.   This is the breakeven point where annual benefits start exceeding annual costs.  The Integrated Tax System is estimated to have a payback period of 4.8 years.  The payback period is when the cumulative net benefits equals 0.
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The following graph depicts total costs, total benefits, net benefits and cumulative benefits over the seven year time period.

Internal rate of return (IRR) and net present value (NPV) are two other measures of measuring the investment benefits of IT projects.  The following table presents the IRR and NPV results. 

	Investment Analysis

	
	

	IRR
	29.8percent

	NPV (at 20percent)
	 $     51,525,300 

	Payback (years)
	                   4.8 


IRR is the annual rate of return for the Integrated Tax project.  For investments of moderate risk, an annual return of 10percent is generally considered adequate, 20percent is good, and above that is very good.  The IRR for this project is 29.8percent based on a two year lag period for benefits.

NPV calculates the net value of the benefits adjusting for the fact that investment dollars could be productively invested in alternative investment of a given yield.  If the present value of the net annual benefits is greater than zero, it means that the investment is more desirable than an equivalent investment of the given percentage.  For investment of moderate risk on constant-dollar benefit streams, it is common to use 10percent to 20percent for the calculation.  Using the more conservative 20percent figure, the NPV for this project is $51.5 million.  Both the IRR and NPV calculations represent and exceptionally attractive investment.
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