Legislative Fiscal Bureau
One East Mair_i, Suite 301 » Madison, W1 53703 « (608) 266-3847 » Fax: (608) 267-6873

April 22, 1999 Joint Committee on Finance " Paper #831

Integrated Tax System (DOR -- Tax Adnumstratlen)
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CURRENT LAW

| The Department of Revenue (DOR) has base }evel fnndm0 of $3 42() 500 GPR to
develop and 1mplement an mtecrrated tax system (I'I‘ S).

The miegrated tax system mvolves the use of technolocry to deveiop and 1mpiement a
comprehensive modernization, upgrade and reorganization of the Departments tax
-administration personnel, activities, processes and systems into-functional components.

 GOVERNOR

Prowde $2,315,500 GPR and $915 000 PR in 1999—0{) and $2,280,500. GPR and
$950,000 PR in 2000-01 in additional funding to continue implementation of an integrated tax
system . DOR. The bill includes an additional $4.78 million in sales and.use and corporate
income and . franchise tax. revenues in 2000-01 that would be generated by audits related to
1mp1ememation of the ITS.

DISCUSSION POINTS

_ 1. The 1997-99 biennial budget (1997 Wisconsin act 27) provided the Department with
$1 257 100 GPR in 1997-98 and $203,500 G?R n 1998 99 to contract with a private vendor to

develop and implement an integrated tax system. The funding was placed in the Joint Committee on

Finance’s supplemental appropriation and DOR was required to submit a plan for developing the

Systemn before the funding could be released. The Depaxﬁnem submitted the plan at the Committee’s

June, 1998, meeting under s.13.10 and the Committee approved release of $45,000 GPR in 1997-98
and $1,415,600 GPR in 1998-99. In addition, the 1997-99 budget adjustment bill (1997 Wisconsin
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Act 237) prowded the Department with another $2,000, 000 GPR in 1998-99 to melement the ITS.

2. DOR contracted with IBM to develop the ITS master plan anci to wcrk Wlth the
Department in designing and developing the ITS. However, the contract gives DOR flexibility to
contract with other vendors to develop components of the system. The ITS master plan was
.completed in September 1998... c

3. DOR has divided the ITS into the following functional components:

Data Cag ire. Capmnng all submissions received by the Department in a standard electronic
form that can be used in tax processing and customer service activities. Submissions include
correspondence, Teturns; paymenis ‘(paper and électronic) and registration forms. Data collection
would mclude elcctromc ﬁ}mg, teleﬁhng, sc:amung, nnagmg and Intemet ﬁhng

Reglstraaon Smgie cemrahzed regxstranon by all taxpayers regardless of tax type. Capture |
and maintenance of - mfomatxon 'such ‘as ‘name, address related account information and
demograph;c data about eac:h customer across ail tax types in ene central source. B

Taxgayer Accountmg A centrahzed process thai creates and mamta.ms a smgle mtegrated

Delinquent Tax. Upgrading and mcorporanﬂg the dehnquent tax coﬁectaon system into an
'-mtegrated b:llmg and ceﬁﬁcnon system S S EEETIE

Retums and Pavment Processmg Integraﬁﬁn and- s;mp}mcaﬁon ‘of the workﬂow of
_ pmcessmg fax. rctums, forms and payments The process would mclude recczvmg returns ami form__

B _data, i nfymg their mtegnty anci postmg ﬁ'ansacnons m acc:ounts

Refunds. A centralized financial system. (mciudcd w1th processmg and acceuntmg) that

o __wcuid calcuiate post a.nd 1ssue refunds

' Fmanczal Accaunung A smglﬁ automated: system that prov:des &sburscments and statxstzcs
) mtema} and extema.i customers fcr all documents, collections aml refunds issued.

Case Management. Administrative support and information needed to manage a tax case
throughout the tax process. Case management would provide mformanon on correspondence
status, outcomes of actions, and other information about tax cases.

" Audit/Decision Sugg fnformatxon and processmg suppert for the audit pmcess Includes
3 data wareheusmg, hxgh~powercd quf:ry and analyucai toois -

“Customer Service. Technology support ‘for the services promded by the Department The
“-component would the use of technology to 1mpr0ve responses to customer mqumes, redeszgn and
'*dastnbnte tax fom:as and to camumcate With taxpayers :

There would be several uutmt;ves and pak)t propcts that would not be sgecxfic components
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- -of the core.computer system but - would be related to front-end tax processing and the testing of new
~ technology that, when successfully completed, would be incorporated into the permanent systemn:.
These projects would include upgrading and expanding scanning and imaging, a sales tax Internet
- filing pilot project, a data warehouse pﬂot projcct a:od tax forms rcd¢331g11 to improve comphance
and enhance scanning activities. : L o

+The accounting-components and refund billing and collections would be developed together
bccausc implementation would involve common processes. - In addition; all components havo been
- --reconﬁcurcd mna process modcl used 1o structure its 1mpiomcntauon

. _. 4 Each component wﬂi ’oe dcvelopcd through thc foliowmg gcncrai acuvmcs

_ y Busmess Process Recngmecrmg A pro;cct team 1dcnuﬁes potentzal processes thax should be
1nc1uded in the component Includcs rcwcw of orgamzaﬂonal structure and tcchnology

_ chmrcmcnts Dcﬁmtxon Busmcss rules for the - proccsses arc wrzttcn that cvcntually _
bccomc the computcr codc supportmg the automatcd systcm o - _ '

Dcﬁgg Computer modcls of component processcs arc devciopcd System pcrfonnance and
integration will be analyzed '

Development. Computer ¢ code is wnttcn o mstruct cach system how to function. Also, code
s wnttcn to support mtcgratzon C

Testfimnlcmcnt Each systc%n"or appliction is tested to determine if it functions properly
+_both separately and as'an. element of an’ mtegratcd system Followmg successfui testmg, _thc systcm: _
“her apphcation will be put mtc producnon e S :

5. DOR mtcnds to 1mpicment thc I’I’S in six phases that comc1dc with state ﬁscal years.
The implementation phases begin with fiscal year 1998-99 and end with fiscal year 2003-04. Each
phase includes a number of components, parts of components, special projects and related activities
that would be completed within the fiscal year. All of the activities required for each of the phases
must be completed to fully implement | the ITS within the timeframe. specified for the project. DOR
can contract for each phase separately based on the performance of the vendor during the previous
phase. The Appendix shows the components, projects and related activities by phase.

6. Each component will be developed to include all of the Department’s tax systems.
However, each tax will be separately incorporated into the ITS components. The first tax merged
into the ITS components will be the sales tax, which should be able to operate though the ITS on
January 1, 2001. The individual income tax system will be the second tax incorporated and should
begin operating as part of the ITS on July 1, 2001.

7. The ITS master plan indicates that the precise scheduling of the implementation of
each ITS component can only be determined when the detailed work plan for the next phase is
developed during the latter part of the current phase. According to the master plan, the proposed
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sequenced implementation of each component during:different phases "will require appropriate
.- support and participation by DOR staff and careful- management by the selected vendor. Since each
-.component can only be delivered after it-has been tested and subsequently accepted by DOR users,

DOR and the partnering vendor must constantly review. the- nnpiemem:atmn schedule to be certain
that each component is implemented successfully.” o :

. -8 - Project management of the ITS is based on review of several similar large projects
conducted by other agencies and is designed to ensure that DOR meets all business requirernents on
time and within budget. Several project management strategies will be used including: (a) phased
implementation to increase control; (b) clear orgamization of roles and responsibilities; (c) a
partnership relationship with vendors; (d) use of management plans; (¢) hiring an independent
technical lead to prepare for and monitor technical requirements; (f) use of performance-based
' 'cantractmg, (g) ﬁ:stabhshment of hardware and software standaxds and (h) rehance on busmess
standards

9 " DOR'has appmn’ted a progect manager who is respons1bie for the progress of the
project. An executive steering committee will monitor progress. Frequent overszght meetings are
required and the Secretary’s Office will be involved in project oversight. Documentation and work
" breakdown structures are also required. Project teams will be used to develap and implement the
ITS. All project planning and control documents are available from DOR.

10, Table 1 shows the estimated costs incutred for iinpl@ﬁzengaf__ién of the integrated tax
system. The costs are divided between estimated expenditures for contracted services and DOR
costs. DOR .expenses are expected to be primanly for a technical consultant and InfoTech and

L rclatcd costs Funding would also be provided for specxa} projects such as the sales tax. Internet

' _fiimg prOJect Note that no costs. are projected to he mcurred after 2902»83 However, master 1ease _
payments will be made through 2009-10."
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- TABLE 1

ijected Costs of the Integrated 'I‘ax System

1998«99 1999-0{} 2000»@1 ’ 2001‘02 2002-03 ~ TOTAL
Contract Costs _ o ' ' .
Master Plan - $1,017,500 $0 - s $0 - %0 $1,017,500
Registration 1,065,400 2,776,400 ¢ 0 0 3,841,300
Data Capture 320,000 913,200 ¢ 0 0 1,233,200
+ Returns’ o 450,000 5,609,100 - 5609300 . 0 0 11,668,200
Taxpayer Accounting .~ 0 262,500 - 2,059,600 . 1,009,600 0 3,331,700
Financial Accounting . 108,000 . 262,500 . .. 869,100 . ... .0 .0 1,239,600
Refunds . - .0 350,000 2948800 2179500 .. .0 . 5478300
Audit & Decision Support 0 0 262,500 700,000 0 962,500
Case Management 0 0 1410500 3,290,400 0 4,700,900
Delinquent Tax 172,000 0 0 350,000 4,117,400 * - 4,639,400
Customer Service 0 0 350,000 0 1418900 © 1,768,900
Other - IBM - 674,600 2872500 1,872,500 1,872,500 1,872,500 9,164,600
Internet Sales Tax Pilot 300,000 0 : 0 0 0 300,000
Data Warehouse Pilot- .-~ © 0 689,500 0 0 0 689,500.
Forms Redesign 300,000 0 0 0 0 300,000
Scanning upgrade 1,000,000 0 0 0 0 1000000
‘Subtotal 1 $5,407,500 813,735,700 .- $15,382,100  $9,402,000 $7,408,800 $51,336,100
" DORCosts - -
" LTE Salaries & Fringe %0 $87,000 $87,000 $0 $0 - '$174,000
Supplies & Services 29,600 39,500 42,500 42,500 42,500 196,600
.. Permanent Property . 125000 . . 125000 © = ... 0 . . .0 g 250,0000 0 ¢
- Consulting - £290,000 290,000 290,000 7 290,000 290,000 1,450,000
" Dev. Computing costs ~_250,000 - 750000 _1250,000 1250000 1250000 _4.750.000
‘Subtotal - - $694,600  $1,291,500  $1,669,500  $1,582,500 $1,582,500 - $6,820,600
' Total Costs ™ * $6,102,100  $15,027,200 $17,051,600 $10,984,500 $8,991,300 358,156,700
11. The contract costs are bascd on IBM’s costing methodology and the company’s tax

mdustry experience. The IBM ‘methodology estimates total hours of work for the basic project
~ activities, such as programming, that would be required to implement each -component. The industry
average hourly rate of pay was applied to the total hours for each activity. The estimated cost of
hardware and software and ﬁmdmg for special projects is also included.

B Adlusnnents were made to reﬁect the contnbutzo,n of Department assets, such as the
: emsnnv dehnquent tax system. In admuon, the estimates assume that the Department of Revenue
- will pmv;de approxnnately 25% of the work to nnpiement the ITS project. The. €OStS assecxaied
. with this work will be funded by mtemally reallocating resources and are not shown in Tablel.
'Durmg development of the ITS, the Department will incur addmonal costs for pmgratmng and

- Revenue ~- Tax Administration (Paper #831) Page 5



testing, supporting interfaces among old and new systems, purchasing new software tools, creating
client/sever development and test environments, and for developing and testing hardware. DOR has
also indicated that it will reallocate existing resources, including any savings resulting from
implementation of the ITS, for additional operating, maintenance and technical support costs related
to the ITS. The new system is expected to increase computer usage and related InfoTech costs,
change the types of maintenance reqmred and reqmre additional technical support staff durmcr
development. :

- . 13, As noted, the bill would provide -$2,3-15,500 GPR and $915,000 PR in .1999-00 and
~$2.,280,500 GPR and :$950,000 PR in additional funding for implementation of the ITS. Table 2
shows base level and total fundmg, by apprepnanon that would provided for ITS for the biennium.
The $269,500 PR in base funding for business tax registration is expenditure authority for contract
- programming to complete the system that would be used to incorporate the busmﬁss tax registration
_ systcm mto the ITS. -

TABLE 2

Funding for Integrated Tax System by Appropriation

AB133 Total AB 133 Total

. “PR

Appropriation . R Base Funding 1999-00 .. 1999-00 2000-01 - 2000-01
GPR .
: htegrated Tax System $3,420,500  $2,315500  $5,736,000 . $2,280,500  $5,701,000
Admmxsh:atwn of Spemai stmct R . o ' o IR
Taxes. .0 45000 45,000 30,000 30,000
Business Tax Regxstratzon 269,5{}0 0 269,500 0 269,500
Administration of Local Taxes 0 -~ 75,000 75,000 75,000 - 75,000
Administration of County Sales
And Use Tax Lo 0 750,000 750,000 800,000 . -.800,000
Administration of Liquor Tax 0 45,000 45,000 45,000 45,000
Total PR $269,500 $915,000  $1,184,500 $950,000  $1,219,500
Total Funding  $3,690,000  $3,230500  $6920,500  $3,230,500  $6,920,500

“*Base level funding for contract programming to complete the business tax registréﬁdn 'cor_'nputer'system.

14.  Table 3 shows projected expenses and cxpendmlres for the ITS. DOR intends to
master lease contractor and haxdwaxelsoftwam Ccosts scparateiy for each pmject phase. Each master
lease would extend over a seven—year ;}enod DOR “indicates that it would manage the’ timing of
lease commitments, prepayments and other factors to keep current and fumre cash flow within base
fundmg levels. Based on the Depaxtments progectwns the final master lease paymcnt would be
‘made in 2009-10.
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TABLE 3

R Integrated Tax System Expenses, Expendlmres and Budget

“ i@é‘s;ég | 199000 200001 200102 200203

Expenses
Contractor Costs $5407,500  $13,735,600 $15382,000  $9,401,900  $7,408,300
O DORCosts - 56947600 1291.500  _ 1669500 - 1,582,500 _1.582.500
| TetalCosts .- . .. - - $6,102,100 $15027,100  $17,05L.500  $10,984400 - $8,991,300
| AmoumMasierLeased . $2707500  $8718300 S$12246.900 “38 251300  $7,408,800
| "Miaster Lease Paystients * - 00 $21,000. 7 $611,700  $2,115900 - $4,"187,400}---‘“ss,s’oa,zoo
o Direct Payments . . . 033046000 - 6.308,800 - _4.804:600 ~ 2733100 1,582,500
‘Total Outlays : $3,415,600 - .. -$6,920,500. .. $6,920,500 ' $6,920,500:. - $7,383,600 .
. BaseBudget T U83A15600 0 $3.600,000  $3,690; 000 $3,690,000  $3,690,000
CRequest C g 330,500 32305000 T 3.230,500 - 3.230.500

“Total Available © - $3415600 - $6,920,500 © $6920,500°  $6,920,500  $6,920,500

18 Thﬁ Dﬁpariment was; prowded $3 420 SGO GPR to fund IT S 1mpiemsntation
i actmtxes In: 1998-99 As shown in the Appendix ﬁscai year 199&99 18 phase 1.2 of the ITS

:‘shouid be: oempleted by August 1999 Speclﬁcaliy, a pro;ect master pian tax type sequencmg pian L

dehnquent tax: system analysm and high level system model have all been completed.” In addition, |

‘business ‘process reengineering ‘for- the  Data ~Capture, Registration -and -Returns Processing
components is being performed, the sales tax Internet filifig pmject is*being: implemented; and the

“tax-forms and: scanning: upga‘ades are in pragress DOR s in the pmcess of developmg a pian for-
-Phase 2 and neg{}t;atmg a contract Wlth IBM B LR :

16. Un,der the master plan the Daia Capture Regzstratmn and Retums Pmcessmg
components will be completed in Phase 2. In addition, The Accounting and Case Management
components will undergo business process reengineering. Requirements will alse be cieveioped for
the Accounting component and a data warehouse project will be implemented. -

170 Based on the current ‘cost estimates, “approval of ‘the Governor’s recommendation
‘would prev;de the Department with fundmg that would be sufﬁment nanement the ITS by 2004-05.
While it appears that project activities are conforming to“the ‘master plan, most of the
implementation activities will be performed in future years and most project costs have not yet been
“incurred. In aﬂdxtmn, speczfic plaﬁs and contracts for future phases have not been developed. Since
'the progect appears to be progressmg n confermame with the mastcr plan and within budget the
- Commiittee could approve the funding provided in the bill for Impiementmg the TTS. However, as
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an altemnative, the Committee may wish .to place the entire amount of funding that would be
provided in 2000-01 ($5,701,000 GPR and $1,219,500 PR) in its GPR and PR supplemental
appropriations; DOR could be requiired to submit a report to the Committee, detailing ITS past and
proposed expenditures and activities, for approval under s. 13.10 before the funding could be
released. This alternative would recognize the inherent uncertainty of cost estimates and
' 1mpiementat10n schedules in projects of this nature.

_ 18 _ The bﬂl mcludes an addmonal $4.78 mﬂhcm in sales and use and corporate income
. and franchise taxes that would be generated by audits related to implementation- of the ITS. The
- projection of the amount of additional revenues that could be generated was. developed by IBM
** based on analysis of speczﬁc cases where the tax gap caused by taxpayer underreporting could be
reduced through the ITS. DOR has estimated that the gap is between $270 and $370 mllion. The
additional revenue in 2000-01 would be primarily-generated by using external data in conjunction
- with ITS: records ‘to 1dentzfy use ; tax. audit candldates and ‘businesses that are. not ﬁhng or -
- undez‘:epertmg sales and income and franchlse taxes. - R

. 19. Assummg ihat Knglsmentatmn of ‘the ITS would generate additional ‘revenue
"'thraugh reiaied andit activities raises a significant budget issue. The 1997-99 budget provided DOR
. with: 12 additional auditors to: conduct. -corporate. income: and sales tax audits, and. included an
additional $700,000 in annual revenues for the activities of each auditor. The Department is
required to provide a report on these activities by January 1, 2000. The Act also included additional
revenue of $1,000,000 per year for individual income tax audits identified through the use of new
+ computer software. In addition to'the anticipated revenues from the ITS, AB 133 includes $448,500
in 1999-00 and $1,894,000 in 2000-01 in corporate income and franchise and sales and use-taxes
-that wmlld be generated by the actwmes af addmona} pesmorxs in t}:;e De;:artmem s Nexus Umt ané

The size: of the esamated tax gap 1nd1c:ates that there 18 p@tentzai fer these posmens and
activities to generate significant revenues, particularly inthe short term. However, over time there is
‘aconcem that each of these pursuits will.not continue to be as productive as originally estimated. As
a result, the Committee may wish to require the Department to: prepare a report that estimates the
incremental additional revenues that are generated by each of these activities. The report could be
dueen]anuaryl 2002 S : : o

ALTERNATIVES | .
... 1. . Approve the Governor’s recommendation to provide $2,315,500 GPR and $915,000
PR in 1999-00 and $2,280,500 GPR and $950,000 PR in 2000-01 to continue nnplementaﬁﬁn of an
mtegrateé tax system in DOR - : o

2. Adopt tha Govemors reccmmcnded fundmg ameants wzth a mod;ﬁcatzon to place
$5, 701, 000 G—PR and $1 219, 500 PR in 2000-01 in the Commmittee’s appmpnatmns These funds,
wh:tch represent the total reconmcnécd budcct for the system in 2()00-{}1 (mcludmg base funding),
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could be released, under s. 13.10, after the Committee approves a report submitted by DOR that
details past and future expendzmres for the ITS.

3. Requme thc Di:partment to prepare a repon which identifies the additional revenue
generated by enhanced revenue coﬁecuon ;neasures mcludcd m the 1997—99 bzenmal budget and

4. - Maintain --cufrent law.
Alternatived . - . GPR PR . TOTAL
1998-01 REVENUE (Change to Bil) - $4,780,000 $0 . -$4,780,000
{.1988-01 FUNDING {Change o Bill ~$4,596,000  -$1.865000 - $6,461,000

Prepared by: R__{}n_Sﬁiéﬁ()vich

wos plla, 2t %
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"7 DECKER f;g%; N A
JAUCH Yo N A
MOORE Y/ N A
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COWLES Y N A
PANZER J’fg N A
| GARD N N A
PORTER fy; N A
KAUFERT ;J% N A
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DUFF N A
WARD Y. N A
HUBER ‘Y N A
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- APPENDIX

Integrated Tax Systeu;Coin.poﬁem Séqimncihg .

Components
Data Capture
Registration - :
Returns Processing -
Accounting

Projects
Internet Filing
Scanning Upgrade
Work Plan for Phase 2 -

Components
Data Capture
Registration

‘Returns Processing - ..

Accounting

- Case Management

| Projects

- Data Warehouse Pilot
Forms Redesign ~ -
"Work Plan for Phase 3

Specific Tax System Focus
Sales and Use

| Components
Accounting .
Case'Mariagement

coAudit o

1 Cuastomer Service

{ Projects

Correspondence Pilot
 Work Plan for Phase 4

Specific Tax System Focus
Sales and Use

~ Withholding
Individual Income

| Individual Income _

E

Estate

Delinquent Accounts
Case Management
Audit/Decision Support

Projectsﬂ o
- Work Plan for Phase 5

Specific Tax System Focus
Sales and Use
Individual Income
Estate
Withholding

""‘G-bﬁiyannts o

Delinquent Accounts
Customer Service

Projects
. Work Plan for Phase 6

Specific Tax System Focus
Sales and Use
Individual Income
Corporate Income
Withholding
Estate

Projects L
Merge Miscellaneous Tax
Types

Specific Tax System:Focus
Sales and Use
Corporate Income
Utility
Property
Withholding
Individual Income
Estate
Excise

. Page 10
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(Gov) Agency: DOR - Nexus and Temporary Events Tax Collections

Recommendations:; o R
Paper # 832: Nexus: Alternative 2 f i

Temp. Events: Alternative 1

Report: Alfernative 1

- Comments: The department estimates it can collect an additional
$1.3 million in the biennium by beefing up staffing of its Nexus Unit, which
hunts down 'businesses fhc:’r should, but don*t, pay Wisconsin tax.

Fisccﬁ Burec:su pom’rs to several vacancies that could be filled an
_ shtﬁed o reduce Th@ cost of this initlative, Alts 2 and 3 accomplish this,
wz?h 2 oppearlng fo be fhe SImpIer path.

Temporcrry Evenfs The d@por’rmen’r suddenly has discovered it
hasnt been enforcmg temporary events very well, and believes doing so
wouid bring inan ex?rcz $1 million over the biennium.

Wh&ie Fascol Burecau presems a way fo do this by filling unfilled

. positions, it may be wise o give Revenue new slots fo fill here, because
the unfilled slots also need to be filed. In the last budge’r you will recall,

the committee gave them additional auditors, What they need is ¢ fire lit -
under Them to fill all these positions.

f?@pon‘: This requirement might help light the fire.

Prepared by: Bob

SO Y
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_ April22,1999  Joint Commitice on Finance Paper #332

Neﬁl_i's”and. Temperary Events TaxCoilectxons (DOR - Tax Aﬂm_inistrati_bn)

. [LFB 1999-01.Budget Summary: Page 531, #3]

| CURRENT LAW

The Department of Revennes Nexus Umt consists of 3 (} revenue tax spema.’iist {nexus
specmhst) positions and 1.0 administrative support position. The primary function of the unit is
to discover and investigate individuals, partnerships and corporations that are not registered or

“-ﬁhng tax returns in Wisconsin but have business activities in the state that' are sufficient to meet
a-tax filing requirernent. The unit attémpts ‘to ‘get these entities to register and file tax retums
Funding ‘of $155.800 GPR is provzded for the nexus specxahst and adn’umstratwe support
.posmons . . . R, - . . _ :

Operators of tempnrary events are reqmred to repc)xt certam anformatmn mcludmg the
name and seller’s permit number, concerning vendors selling at their events. Operators that fail to
- comply with this requirement within 10 days following the close of the event are subject to a
“penalty ‘of $200 for the -first failure -and- $500 for each’ subsequcnt failure to notify the
“Department. The information submitted by Qperatcrs is used to 1denufy and notzfy ‘vendors that
should obtain sellers’ permits and to collect state sales taxes. Currently, 2'0.25 GPR posmon is
used for this activity.

 GOVERNOR

" Provide'$109,700 GPR in 1999:00 and $113,000 GPR in 2000-01 and 25 GPR positions
* beginning in 1999-00 to:(a) 1dentify and contact nonresident businesses that have activities that
establish nexus with the state; and (b) coordinate and conduct projects to identify, register and
collect the appropriate state and local taxes from vendors at temporary events. The activities of
the additional positions would generate esﬁmated general fund revenues of $448 SOG in 1999-00
and $1,894,000 in 2000-01.
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DISCUSSION POINTS

Nexus Unit

- L. The Nexus Unit was created in 1976 to discover and collect taxes due from out-of-
" state ‘merchants who were not charging sales Or use taxes to their customers and out-of-state
corporations that were subject to the state corporate income and franchise tax. Since it was formed,
the Nexus Unit has assessed or collected about $64.5 million in sales and use and corporate incorne
" and franchise taxes. ‘Registrations or tax returns have been filed by 4 /400 out-of-state taxpayers.

2. The bill would provide the Nexus Unit with an additional $66,200 GPR in 1999-00,
$66,100 GPR in 2000-01 and 1.5 GPR positions in each year. A revenue agent position would work
on unit projects while a 0.50 program assistant’ posmon would provide clencai and administrative
support.

3. 'I‘he Nexus Unit conducts the foﬂewmg major projects: -

Prospect Report Department ﬁeld auditors and revenue agents prcmde prospect reports fo
the unit-when they discover p0551b1e taxable activities by out-of-state compames durmg their normal
duties. s : : . e P

. Reciprocal Information Exchange. Wisconsin has agreements with Jowa, Minnesota, North
L .Dakota and Hlinois to share information about compa;mes that ﬁie cerporas:e tax remms with each
state’s nexus. program - P e .

Corperatelw 1thholdmg Match: The unit maiches corporat;ons on the w1ﬂaheldmg tax roll -
with the ‘corporate income tax roll to: generate a list of non-matching corporations. The unit then -
determines if listed corporations are required to file Wlsconsm Fetums. .- :

Mulﬂstate Tax Csmmassmn Nauona} Nexus Progm. | R'.e:.p. orts. The Mnlustétf: Tax
Commzssmn prov1des the unit with rcports about prospects that are found through vyoluntary

disclosure agreements and -audit reports from other states and through the Commission’s own
investigations. '

Voluntary Proposals. Attorneys and accountants contact the Nexus Unit on behalf of chients
who wish to disclose past tax liability, register and file returns and be subject to minimal penalties.

.- Self-Initiated Prospects. ‘Unit staff review national publications to find -specific types of
companies- that are subjected to test investigations to determine if more thorough investigations
should be conducted. - :

4, . The table below shews Eeads new. fi}mgs or registrations, and assessmants and
collections for the Nexus Unit from fiscal year 1993-94 through fiscal year 1997-98.
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‘I’ABLE 1

Nexus Umt Actwmes
199394 '.1'994;?_5[_ 199596 . 199697 199798
SolidLeads . 618 61 2 719 514
NewFilings/Registrations 114 116 175 185 149
Assessments $3,086,800 $1,810,800 $4,010,300 * $3239,100  $2,943.900
5 - The Department mdxcates that ‘the additional nexus speczalzst weuld pemm the -

o Nexus Unit to conduct additional ; project acuvmes to address a substantial workload. The unit has _
" the foliewmg backlog: (a) 341" prospect reports have noi been revzewed (b) remprocal mformation
for 130 companies has not: been acted upen (c) 530 pages of 41993 corporateiwzthholdmg match

- 'pnntom remain to be revmwed and (d) no new test 1nvest1gat10ns have been conducted smce Apml
6. The current administrative position provides support to the Nexus Unit, the Fraud
) 'Umt in the SpeCIal Invesﬁgatzons Secuon and the Alcohoi and T()bacco Enforcement Se:ciaon of thf:

responsxbﬂmes mclude ma.mtammg Fraud Unit criminal ﬁies momtonng drug tax assessments and
collections, providing assistance to local liquor licensing authorities, ordering forms, acting. as

_ desagnee for payroll and: purc:hasmg and- perfomnng admmlstmtlve support activities for the sectzon L
* chiefs: The administrative sipport provided to the Nexus Unit includes cross checkmg tax rolls and - -

_corporate tax. habﬂmes entennv new case mformanon mto a database used for tracking, and
_ _mamtazmng ﬁ}es '

7. Becausc of the varied responmbﬂmes of the carrent a&numstratxve suppcrt position,
the nexus specialists also must perform some administrative activities. These activities include:’ @
preparing letters for projects;. (b) preparing follow-up letters for nonrespondents; (c) closing out
cases after retarns are filed. and taxes are peud (&) ma.mtammg tax roll microfiche, telephone books
and other reference matenals and (e) generauag statxstacal reports Ihe new 0.5 poszuon would
perform these activities and permit the nexus specialist’ posmcns to focus on pr0jects

) 8. The Nexus Unit is located i in the Division of Income, Sales, and Excise Tax (IS&E), .
_ _whxch is the largest division in DOR. The Division s compnsed of three bureaus and an

administrative staff. Drgamzanonaliy, the Nexus Unit. 15 attached to T{S&E aé:zmmstratmn IS&E
'admxmstranoa is compnsed of 94.3 posmons of whzch 48.5 are apphcamons devciopment posz,twns
" There are 3.0 program assistant positions which provide administrative support and a program
assistant supervisor who conducts certain projects assigned by the division administrator. The
.. program assistant positions include the person who provides support to the Nexus Unit. The two
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other positions provide administrative support to the division administrator’s office, the technical
services section and for apphcataons deveiopment

9. According to the state agency FI'E pesﬁzon status report for the pay period ending
March 13, 1999, a program assistant posmon attached to IS&E administration has been vacant for
five months. Presumably, some of the administrative responsibilities of this position have been
reallocated to otber positions. As an alternative to receiving a new position, the vacant one could be
filled and a portion of its activities could be allocated to support the Nexus Unit: Consequently, the
0.5 GPR program assistant position and $10,500 GPR in 1999-00 and $13,600 GPR in 2000-01
could be deleted from the bill. However, this could prevent existing positions from completely
performing all of thmr responsibilities. : e .

10. A portion of the funding for the positions provided to the Nexus Unit would be
supphes and services. fundmg from the- general program operations appropriation of the Division of

o __Adxmmstrauve Services. The state ‘agency position status teport also indicates that a 0.50 GPR

_program assistant pesatmn funded through that apprc)pnauan has been vacant for 23, manths ‘As
- another altemat;.ve, the Connmttee could - authorize DOR to transfer that position and related
fundmg to IS&E and use it 1o. provzde: adnumstrauve support 1o the Nexus Unit. This option would
also permit the 0.5 GPR program assistant position and $10,500 GPR in 1999-00 and $13, 6{)0 GPR
in 2000-{}1 to be deleted from the bﬂl

R § Be:cause of the worklead faced by the Nexus Umt thc Dcpamm:m is confident the -
. .Dew staff would generate. addltmna} revenues. The bill includes $448,500 in 1999-00 and $897,000
in 2000-01 in general fund tax revenue to reflect revenue that would be generated by the new
pesmons : - ¥ - : : :

'i’emporary Events |

1. Sincethe 19708, field revenue agents have been attending temporary events, such as
craft fairs, that are held in their areas to register vendors for mobile seller’s permits and to collect
. delinquent taxes owed by vendors. In gene:ai this activity has declined over time. In recent years,
revenue agent vzslts have been hrmted to Summerfest and the State Pan'

2. Under a law change enacted m 1988 operators of temporary events were required to
identify and report ‘vendors that were sellmv at their events to DOR within 10 days following the
closing of the event. Penalties for n{)nrepomng Were enactcd in 1989 However no penalt}es have
been assessed under these provisions.

3. To admlmster this reqmrement the Department mails informational flyers and
vendcar response forms 0 operators of temporaxy events. Unregistered ‘vendors are supposed to use
the Tesponse. fonns to report mfomaimn about their operanons to DOR. The Department checks
lists of ‘vendors obtained from operators agaznst other recerds to 1dennfy and pursue vendors that
owe statc salestaxes.

4: " “Since 1994; flyers and vendor response forms have only been sent to temporary
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-.event operators that request- the forms. Moreover, any information received from operators since
- 1997 has not-been reviewed: The Department indicates that- there is significant evidence of
--noncompliance. For example, a 1997 pilot study.of vendor compliance at Irish Fest in Milwaukee
found that 30.out of 78 venders schadulsd to appear at the event were not regzstered to- pa"y sales

: _._taxes

S R The bﬁl would provxde 1 O GPR tax specmhst and $43 50(3 GPR n; 1999~O() and
$46 900 GPR in 2000-01. The tax specialist would coordinate activities: designed to contact
unregistered temporary events vendors, review vendor response forms and information, and direct
-on-site contacts by field agents. The revenue agent-would also cmrdmate pubhcamn of mformauon
-for operators and vendors.and provxdc technical support. - = it

6. The temporary events operator/vendor program is located in the Compliance
Bureau. The Bureau is responsible for: collecting all delinquent taxes; registering taxpayers; issuing
permits for-and. adxmmstermg the sales and use, ‘withholding, motor vehicle fuel and excise taxes;
~and providing taxpayer assistance. The C()mphance and Audit Bureaus are responsible for most of
~the Division’s taxpayer mformatmn ‘and assistance activities. The- Comphance Bureau has 264.1

Bt :.posmons mcludmw 142 25 rcvenue agents and 24 9 tax representat;ves

e 7. Imtxally, two posmons were devoted to the operator/vendor program However,
thesc pGSZtl(}nS have been reallocated to other activities-in. the Compliance Bureau. A revenue agent
-.position originally provided for.:the program is.currently in the Inquiry and Technical Assistance
Unit. This position provides taxpayer assistance related to business tax registration fees ‘and other
new taxes and fees, such as dry cleaning and rental vehicle fees. The person responds to taxpayer

i mqumes by telephenf: or’ thxough cczmspondence The pesmen aiso adnnmsters taxpayer accounts

_ A revenue. tax rcpresentatzve posmen from the program is located n the Reglstratzon Umt

The position is involved in implementing the business fax registration system (BTR) by reconciling
. information from different tax systems and preparing it for entry into the BTR. The position also .
responds to taxpayer inquiries, performs file maintenance activities to correct errors in posting fees,
and collects payments billed for unpaid fees :

: 8.+ The reallocation- of the two positions from administering the temporary events
operatorfvendor program could be viewed as-an indication that the Department placed a-low priority
.+ on the program. If DOR now considers the program important, it could return one of the positions to
+. administer. it. - The. Department. has. indicated that the -workload associated: with the business tax
.- Tegistration system performed by the positions is expected to decrease. Consequently, 1.0-GPR tax
specialist position and $43,500 GPR. in 1999-00.and $46,900  GPR ‘in 2000-01 could be deleted
from the bill. However, this would prevent the Department from using the position for.an-increased
workload due to shared registration activities with the Department of Workforce Development
~{DWD). -The position would also contribute to the Department’s: share of Workload reiated to the
: 1mplementaﬂon ofthe mtegrated tax system (IT S)
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<9 o GPR-funding for both the Audit'and Compliance Bureausof the IS&E Division is
provided through the Division’s GPR general program operations appropriation:- According to the
- .state- agency position status report:for the pay period ending on March 13,1999, 1.0 GPR revenue
. agent position in ‘the Audit Bureau has been vacant for 14 months. ‘As another alternative, the
Committee could authorize the Department to transfer this position and related funding to the
Compliance Bureau to administer the temporary events operator/vendor program. Consequently,
1.0 GPR tax revenue agent position and $43 SGG GPR in 1999-{30 and $46 900 GPR in 2000-01

' could be deieted fmm thebill. =

- lO The Deparﬁnent beheves that becausa of 31gmﬁcant noncomphance the activities
ceordmaxed and conducted by the new tax-specialist-position would generate $997,000 in-additional
sales tax revenue in 2000—01 '

Addiﬁmnal Revenue

— -1- As noteci the bﬂ} mciucies $448 Sf}(} in 1999 00 and $1 894()0{} in. 2000 01 in
e addltmnal genera}. ﬁmd tax-revenues that would be. generaxed by the new: positions for'the Nexus
Unit and operator/vendor program.. The additional Nexus Unit revenue is the estimated average
annual collections for each nexus specialist between 1991 and 1998 (total assessments divided by
number of nexus specialists adjusted to reflect the proportion collected). Additional operator/vendor
revenue assumes 10,000 new unregistéred vendors with one-third filing returns having an average
- ‘Hability of $30§) It 18 antxmpaled that the nexus specsa}ast could coiiect a Iower levcl of revenues in

i 19994)@

: .2._ oo Assummg that .an. addmonal posmcn ina tax: callecmcm act,wzty would generate

___addmonai revenue Taises.a 51gmﬁcant budget issue. In' the bill, each. posxtmn 1§ assumedto generateﬁ

an average amount of revenue. However, at some level of stafﬁng, the average amount of revenue -
that could be generated by an additional position would begin‘to decline until, eventually, the cost of
each position would exceed the revenue the position could discover: Thus, at a certain level of
- staffing, each additional position would raise less revenue than the cost-of the position. As a result,
it could be: argued that providing the additional posﬁzons would not necassaﬁly genm'ate additional
revenues. . : . _

-3, ¢ ¢ In reviewing the estimated additional revenue attributed to'the Nexus Unit and
temporary events-operator/vendor program, the level of potential-workload is significant. As noted,
- four: of -the Nexus ‘Unit’s projects’ have a substantial: backlog in possible cases. Similarly, the
operator/vendor program has niot actively attempted to'locate noncomplying vendors since ‘the early
1990s. Therefore, the - estimated -additional revenie attributed to the new positions appears
reasonable for the 1999-01 biennium. However, as the new. positions and activities redﬁce the
: ex,lstmg workload, the admnonal revenue generaxed i fature bxenma 18 hkely to decrease

4. in erder zo assess !:he effectweness of the new. staff the. Comnuttae could require
DOR to prcpare a report for the Committee on the activities of the Nexus Unit and temporary events
operator/vendor program and to identify the amount of revenue generated by the new and existing
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staff. The report conld be due on January 1, 2002.

ALTERNATIVES
Nexus Unit. | -

1. Approve the Governor’s recommendation to provide $66,200 GPR in 1999-00 and
$66,100 GPR in 2000-01 and 1.50 GPR positions each year for the Department of Revenue’s Nexus
Unit,

2.0 Modify the Governor’s recommendation to delete $10,500 GPR in 1999-00, $13.600
in 2000-01 and a 0.50 GPR program assistant position each year Direct 'the Depamnent to
reallocate existing posmons te this actmty L '

+| Alternative 2 Csiw o omoes gRR
.1999-01 FUNDING (Changeto Bil) . *"'g24,100
. 2000-01 POSITIONS {Change to Bill) - 0.50

3. Modify the Governor’s recommendation to" delete’ $10,500 GPR in 1999-00,
$13,600 GPR in 2000-01 and a 0.5 GPR program assistant position in each year. Authorize the
Department to transfer a 0.5 program assistant position and related funding from the appropriation
under 20.566 (3) (a) to the appropnanon under__ 20566 (1){a). .

' 1999-91 sunnme (Change to le!) : O S$24,100
2000-01 POSITIONS (Change to Bil) - 0.50
4, Maintatn current law.
Aitemahve 4 B . _ o .Gf'l_ﬁ
_1999-01 navenue {Change toBily - $1,345,500
1999-01 FUNDING (Change 1o Bill) - $132,300
2000-01 POSITIONS {Change to Bili) -1.50
Temporary Events

1. Approve the Governor’s recommendation to provide $43,500 GPR in.1999-00,
$46,900 GPR in 2000-01 and 1.0 tax specialist position in each year for the temporary events
operator/vendor program.
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2. Delete the funding and position recommended by the Governor and direct the
Department to reallocate an existing position to the temporary events operator/vendor program.

Alternative 2 GPR
1999-01 FUNDING (Change to Bi) - $90,400
2000-01 POSITIONS (Change to Bill) _=100]
3. Delete the recommended funding and positions. Instead, authorize the Department
. to transfer 1.0 GPR tax revenue agant pesmon and related fundmg from the Audit Bu:eau to the
Comphance Bm‘eau
“Alternative 3 ' GPR
1999-01 FUNDING (Change o Bil) .- ~$90,400
2000-01 POSITIONS (ChangetoBill) .- . ... =100
- 4. = - Maintain current law,
Alernatived - oo i 0 L GPRS
1999-01 REVENUE (Changeto Bil) =~ - $997,000
| 1999-01 FUNDING (Change to Bill) . -$90,400
' 200001 Pasmous {{:hangeto&u} 100

Report on Additional Revenue

1. Require the Department to prepare a report on the activities of the Nexus Unit and
the temporary events operator/vender program and an estimate of the revenues generated by new
and existing staff. Require DOR to present the report to the Comttee by January I, 2002.

‘Prepared by: Ron Shanovich:
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Senator Jauch

REVENUE -- TAX ADMINISTRATION

_ Nexus Tax Collections

-Motion:

-Move to delete thé Governor’s recommendation to provide the Department of Revenue’s
Nexus Unit with an additional $66,200 GPR in 1999-00 and $66,100 GPR in 2000-01 and 1.5 GPR
positions in each year. Instead, direct the Department to reallocate exxstmg positions to the Unit.

Note:

.- -/AB 133 would provide $66,200 GPR in 1999-00 and $66,200 GPR in 2000-01 and 1.5 GPR
posmﬂn for DOR’s Nexus Unit. This motion would delete the positions and funding and direct

DOR 1o reallocate existing positions to the Nexus Unit.

MO#
[Change to Bill: -$122,300 GPR and -1.5 GPR positions] _

2 BURKE N A
: DECKER N A
| JAuCH N A
: MOORE N A
 SHIBILSKI N A
' PLACHE N A
COWLES N A
- PANZER N A
‘GARD A
_PORTER A
KAUFERT A
ALBERS A
_DUFF | A
WARD T A
HUBER A
RILEY A

m@mﬂm 0

Motion #517



: ﬁLBURKﬁ N A
DECKER N A
AUCH N A
MOORE N A
SHIBILSKI N A
PLACHE ¥/ N A
COWLES W/ A
PANZER A <§ A
PORTER Y {0 A

 kauFERT Y B A
ALBERS Y A
DUFF Y AN} A
WARD %, Ny A
HUBER Yy N A
RILEY E%? N A

AYE__@__NOiABS__H_

"} DECKER

dAUCH .

- MOORE
SHIBILSK]
PLACHE
COWLES
PANZER

PEPDPBPEDD DB

PrE2b>DbBDERR
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(Gov) Agency: DOR - Tax Administration
Occasional Vehicle Sales Funding Conversion

Recommendations: //

Paper No. 833: Aliernative 2

Comments:. Alfernative 2 ends up costing $542,600 GPR more than the
gov's proposal, but it's more honest and appropriate budgeting (see
paragraph 8 in FB memo on-d/or ask FB ’ro explainy.

These auditors are do&ng a good job but they just cant generate
enough extra sales tax collections to pay for themselves - hence the need for
GPR. Asan cETama?sve mc:ybe you could just fund 2 auditors for the next fwo
years. That would cost less GPR and maybe they could generate enough $$
to pay for themselves. Ask Lang & Gard what ?hey think.

But, overall, this is not a big deal. Alternative 1 would be fine as well,
and wouldnt cost as much GPR in the near term.

prepared by: Barry



Legislative Fiscal Bureau
One Tast Main, Suite. 301 « Madison, WI 53703 « (608) 266-3847 « Fax: (608) 267-6873

April 22, 1999 ' Joint Committee on Finance Paper #833

- Occasional Vehicle Sales Funding Conversion (DOR -- Tax Administration)

[LFB 1999-01 Budget Summary: Page 532, #4]

_.CURRENT LAW

Under cutrent law, purchasers of motor vehicles through occasional sales are required to
repoﬂ and pay the state and county (if applicable) sales and use tax to the Department of
Transportation (DOT) at the time the vehicle is regzstered or titled. Occasional sales of motor
vehicles are sales of automobiles, trucks, motorcycles and motor homes between private parties
or fleet sales and auctions that are not conducted by licensed dealers.

DOR is provzded $595 000 PR and 6.0 PR’ ‘positions annually to administer the audit

program for occasional sales of motor vehicles. A separate PR appropriation is used to fund the -

activities assec;ated with auditing these sales of motor vehicles. The source of program revenues
for the appropriation is 25% of sales taxes collected through the audit program.

GOVERNOR

Deletc $595,000 PR and 6.0 PR positions annually and provide $397, 206 GPR in 1999-
00 and:$399,200 GPR in 2000-01 and 4.0 GPR positions in each year to convert the primary
funding source for the audit program for occasional sales of motor vehicles from program
revenue to GPR. As a result of the funding shift, there would be no program revenue expenditure
authority for administration of the audit program.

DISCUSSION POINTS

L The current structure of the audit pmgram for occasional sales of motor vehxcles was
cstabhshcd by the 1995-97 biemnal budget (1997 Wisconsin Act 27). The Act provided additional
positions and created the program revente fundmg source to 1mprove DOR s verification activities
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related to eccasxonal vehxcie sales. ’I‘he ‘conversion to PR fundmg and mcreased expendlture
authority were used to upgrade DOR’s audit activities and to contract with a pnvate ‘vendor for
services to improve the motor vehicle valuation system.

2. Under the current program, a private vendor performs monthly valuation
- determinations of DOT transaction data using a proprietary vehicle database and sends letters to
sellers identified as having made questionable transactions. DOR sends follow-up letters to buyers
and performs other related activities.

3.: " Since the program was fully 1mplemented there have béen s1gmﬁcant increases in
the number of sales reviewed, the number of assessments of additional sales and use taxes, and in
the amount of additional tax collectibns. Between 1995-96 and 1997-98, the number of transactions
reviewed increased from 1, 80{} to 15,500, the amount of assessments increased from $454.,900 to
$2.1 million, and the a:tnount of addmenal saies and use 1axes cellected mcreased from $452,400 to
$1 rmihon Howcver, the amount of: program revenue ‘generated has pot been sufficient fund the
adnumstrauve costs of the occasmnal vehicle sales aud:t proaram :

4. . Tablc 1 shows the esﬁmaied bienmal appropnaﬂon balance for the occasional
. vehicle sales audxt program under current law provnsmns Under current law, the appropriation
would have an esnmated deficit of $1.7 million in 2000-01. Moreover, even with growth, revenues

_ _wouid not be sufﬁcmnt to fund total budgeted cxpenchmres in future years.

TABLE1
Occasmnai Motor Vehicle Sales Audit ngram Apprepnaﬂnn
_ _ ' (Current Law) _
Cmwe  mwo
Opening Balance -$950,500 -$1,342,300
Program Revenues _203.200 204,200
Total Revenue ,5747 30{) -$1,138,100
" Expenditures & Reserves ' $595 000 - $595,000 -
Closing Balance ' -$1,-342,300 - -$1,733,100

5. The bill would convert funding for the occasional vehicle sales audit program to
GPR to address the ongoing deficit in the audit program’s program’ revenue appropriation by
eliminating all position and expenditure authority. However, 25% of audit collections would
_ continue to be placed in the appropnation as program Tevenue. ‘This is intended to provzde annual
ﬁmdmg that would eliminate the deficit in the 2001-03 bxenmum Tab}e 2 shows the biennial

~ appropriation balance under the Governor’s propﬂsai
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TABLE 2

Occasnmal Motar Veh;cle Sales Audit Program Approprxataon

(Assembly Bill 133)
1999-00 | 2000-01

OpeningBalance ~ $950500 © §747300
Program Revenues ~ ~ " " 203200 204200
Total Revenue' =~ = 0 747300 C T <$543,100

o _Expendm;res&Reserves . - $G %0
ExpendlturesPreeze R g o S
Closmg B‘a__i__ance_ s . ol B ~$747309 N -'$543,§-0_Q'."

6.. Deficits in pmgram revenue appropnatmns are funded through transfers from the

general fund. This transfer is reﬂected in the year-end balance in the general fund. The general
fund is repaid by future surplus pmg;ram revenues that are geﬁerated for the PR- appropnataon

7.+ As noted, the source of fzmdmg for the occaszonal vehiclé salés audit program is
25% of sa}es and use tax audzi cz}liecuons_ .

: The 'Depaztment of Adnnmstrauons 1999—01 budget mstrucnon manual deﬁnes-
gencral purpose revenue as gencral taxes and other moneys ‘which are collected by state agencies
and deposited into the general fund, and are available for appropriation by the Legislature. Program
revenue is defined as moneys that are collected from the general public by state agencies for specific
purposes, depos;ted in the genf:ral fund and credited dzrectiy to an appropriation to finance those

purposes.

Sin(:e the source of revenue for the occasional motor vehicle sales audit program is a general
fund tax and not revenue collected for a specific purpose, it could be argued that designating a
portion of sales taxes as a program revenue is inappropriate. Also, general purpose revenues fund
administration of most general fund taxes such as the individual and corporate income and franchise
taxes. From this view, sales taxes collected through the audit program should not be treated as
program revenues.

Under the bill, some of the sales and use taxes collected through the audit program would be
used to eliminate the deficit in the program’s PR appropriation.” Consequently, the Committee may
wish to delete the occasional motor vehicle sales andit program appropriation and funding and
provide $950,500 GPR in 1999-00 to offset the current deficit in the appropriation. Under this
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(Gov) Agency: DOR - Financial Systems Internal Auditor

Recommendations:

{/__

Paper #834: Alternative 2

Comments: The department claims it needs o spend $100,000 fo
bring in an outside computer consultant. DOR says an outsider wouid
have greater objectivity. Fiscal Bureau points out that the Department
has not identified specific activities or project for the consultant.

Why don't they just hire objective, qualified people in the first
place?

Prepared by: Bob



Legislative Fiscal Bureau
One East Main, Suite 301 « Madison, Wi 53703 « (608) 266-3847 » Fax: (608) 267-6873:

Apr11221999 y ) Iqir_k_t':Cb'_r_fi_lﬁit_t_t'ge on 'Fir_;a'n_ce " Paper#834

| Fmam:lal Systems Internal Audltor (DOR -~ 'I‘ax Adnumstratmn)

{LFB 19994)1 Budget Summary Page 532 #7}

" C{FRRENT LAW

DOR conducts ﬁnanmal transactmns through a vanety of computer systems mcludmg
mainframe and local area networks.

' GGVERNOR

Provzde $50 GOO GPR azmualiy to contract wnh a consultant to reVIew and ensure the _
_._.-mtegnty and accuracy of the Department S ﬁnanczal computer systems S i

_DISCUSSIONPGINTS R

':'II, ' DOR has mrer 130 apphcatlon systems dedicated to tax admlmstrauon and revenue

| 'coliecuon Gencrally, the systems have been deveioped to support a specxﬁc progrmn Although

‘each of the systems is gencra}iy reliable, they ‘have been 1mp}ememed at various times over the last
30 years using different methods of organizing data and programming languages. The Department
relies on systemn development technology and integrity to ensure that the system itself and the
ﬁnanczal transactions perfonned are accurate and appropnaie Penodlcally, the Legzslanve Audit
Bureau (LAB) 9erf0rms financial audits. Howe:ver, the ﬁnanmal computer systems of DOR are not
systematically audited to determine if proper internal controls are in place to ensure that data,
- records, transactions, processes and documentation are accurate, correct and comply with statutory
-provisions and financial accounting. pnnc;pi&s

s " 2 . ’I’he Department has estabhshed a team to develop an mtemai controi pian for all of
DORs fmanc;ai systems based on, gmdelmes established by the State Contreﬂers Ofﬁce The team
will review exxsting mtemal controls and modxfy them or zmpicment new ones if it dcienmnes it

Revenue -~ Tax Administration (Paper #834) . ~Page 1



necessary.

3 Under the guidelines, the Department’s internal control structure wotld include the
following components:

. Control Environment. A general overall organizational philosophy, activities and structure
._that supports internal controls. Control environment factors would include: integrity and ethical
values; commitment to competence; management philosophy and operating style; organizational
structure; desgnat;on of authonty ané respcnsabzhty, and huma;n resource pohc;es axad p:racnces

Rlsk Assessment. Idenuﬁcaﬁon and ana}yszs of the nsks to actuewng the objectives
controls are designed to ensure: The risk assessment: would be used as a basis for determining the
way in whxch nsks are managed

Control Actmi:mﬁ Poixcms and procedures to ensure ’the necessary actions are taken to
address nsks to sys{em opcrataons ' UL '

Informatmn and Commumcatmn Methods and records estabhshed to 1dent1fy, assemble,
analyze, classify, record a.nd repoxt transacnons Also, mamtzumng accountabihty for reiated assets
“and habﬂmes : : R S fo -

Monitoring. Assessment of the quality of the mtemal control structure over tﬁnc

4, The Department indicates that it will designate existing staff: to develop the
appropriate internal controls for its financial systems. Formal procedures f()r manua} activities and
o operamm and testmg of automated systems wﬁi be mpiemented P

o The Depamnent woul : usc' the fundmg pmvzded in f'the bﬂi o contract wzth a i
business process consultant to periodically review Department procedures and processes 1o identify
and eliminate the underlying causes of errors and inconsistencies with DOR’s existing financial
.. systems. DOR 'believes that this. would provide greater objectivity and. fiexxbﬁﬁy for reviewing the
) Departments financial pracesses ‘and lntemal controls than. develapmg an. mdependent mtemal
.. review’ capabmty Hnmg consultants would aiso be the fastest way ta nnplement the rcwew

capabxhty - :

) 6. Aithouz,h the types of servzces prowded by financial aud;t ‘consultants are varied,

o audlts of agency computenzed data prccessmg can be grouped under two categones~~management

| and envucnmental rev;ews and system revmws N

Management and Environmental Control Reviews: The objectwes of this type of review
include obtaining sufficient knowledge about: agency- pohcif:s and procedures regarding separation
of duties within the information systems area; development and maintenance of application systems;
'jphyszcal secumy dxsaster recovery, generai security and access controls; system back-up;
maintenance of syste software; and data control and computer eperatxons to assess whether the
controls are adequate to ensure ‘accurate and timely processing of data for each platform on which
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: entmai ﬁ}es or apphcanons reside.

System Rewews The objeeuve of thxs type of review 1s obtammg and ciocumentmg a
sufficient understanding of the internal control policies and procedures within the agency over the
“operations “of the computer. system:This: includes a: review; of .the ._apphc_aﬁen_ that is used to
‘determine whether there areadequate ‘procedures and-controls to ensure financial transactions are
computed accurately ‘and in compliance with state.statutes, and. that the financial transactions are
" recorded in"accordance with: generaﬁy accepted: aceounhng pnnelpies ‘The review involves analysis
- of system mputs, precessmg and ontpnxs D e e N

Comprehenszve management and envn'onmentai reviews and system revxews ean each
involve over 2,000 hours of audit activities. The activities of each type of audlt are described in the
Appendix. : - e oy . : R

7 The bill weuld provide DOR wﬁh SSO 000 apnually to pmchase services from a-
busmess process consultant. As noted, the Department would use the censu}tant 1o review its
ﬁnancwl processes to deveiop mtemal controls and for special studies of specxfie systems or areas
“where problems exist. However the De*panment ‘has not identified spemﬁc activities or projects for
the consultant. ‘Staff at various state agencies, including SWIB, ETF, DHES and LAB indicated that
consultant fees would range from $90 to $150 per hour. At $90 an hour, DOR could purchase
services that were equivalent to a 0.27 position. The fundmg level prov:{ded krmts the activities that
could be conducted by a censuh:ant

8. The i)epaﬁment has mdicated that the position counld review specific areas of a
system. Alternatively, the consultant could identify work activities for DOR staff that would be
_ necessary to review and.implement internal eontmls “However, DOR staff would ‘have primary
'respenmbﬂity for teview," internal coritrols deveiopment and ensuring the integrity of financial
systems.

A DOR is in the process of implementing an integrated tax system (ITS) that involves
the use of technology for a comprehenswe upgrade and reorganization of the Department’s tax
administration personnel; activities, processes and systems functional components. The Department
has developed a master plan under which the system is projected be completed by fiscal year 2004-
05. Under the plan, existing systems will be incorporated into the integrated system. DOR will
contract with consultants to implement the integrated system, including assisting in developing
internal controls for components of it. The bill would provide DOR with total funding of $6,920,500
annually to implement the ITS system.

10.  In reviewing this request the Committee may wish to consider a number of factors.
First, the amount of funding provided limits the type of projects the consultant could conduct. In
addition, an outside consultant would be unfamiliar with DOR systems and would require some
time to acquire an understanding of the systems. As a result, existing staff will have primary
responsibility for, and perform most activities related to, improving internal controls.
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Second, the consultant would be hired to work on existing financial systems. However, the
current systems will be modified, upgraded and incorporated into the integrated tax system or
" eliminated within five years. - SR SR

* "Finally, the integrated tax system will be implemented with significant internal controls on.
‘systemn “Operations, maintenance and modifications. DOR staff could use these as a basis for
. reviewing controls on’current systems. Moreover, a number of ‘the current automated financial
~"gysterns; such “as the Business Tax Registration and- Delinquent - Tax systems, will be basic
components of the integrated system and incorporated early in the implementation process. The
internal controls of these existing systems will be reviewed and modified as they are incorporated

“ into the integrated system. L el e : v

Given these considerations, the Committee may wish to delete the consultant funding.

 ALTERNATIVES

o ey .. Approve the Géﬁgm&j;’g}ecqmmendéﬁon to provide $50,000 GPR annually for the
.. - Department 10, contract with a-consultant to review and ensure the integrity and’ accuracy of-

- financial computer systems.

2. Maintain current law.
Alternative 2 GPR
1989-01 FUNDING (Change to Bill -$100,000 |
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APPENDIX

Audlts of Cﬂmputerlzed Bata Processmg

’I’hﬁ foliowmg mforrnanc)n descnbes the types of acuvmes that are typxcaily conducted n
audltmg computerized data processing systems.

_ Management and Environmental Contro_i Reviews

o Imtlak audxi procedures generaily begm by detemumng if the agency has financial
N apphc:auons or cntzcai files which reside on the cc)mputer or system or a centrahzed data processing
unit or bureau Wthh provides centrahzed contrals or services to the other lelSiOIlS If the agency.
has a- centrahzed information systems " function that other divisions® rely on to perform data

_ pracessmg for their financial systems or provzde services and controls for division systems then

: contmls are centraiiy revaewcd :

Orgamzarwnal Responszbzlztzes Staff duuf:s are documented to ensure there is a chsnnctxon
_ among computer access, auﬂ*mnty operauon and recordmg ﬁmctmns Tasks that must be’ sepa,rate
include Systems programmer, apphcaﬂons programmer data control, data admuustrator, security
officer, data entry, and data base administrator. Evaluations determine if employes have adequate
back- ups wnh separation of duties.

Development and Mamrenance of Applications Agency pr(}cedures for’ obtalmng System |

..-changes are identified. Adequate controls must exist to ensure unauthorized program changes are
not. completed and transferred 1o pmduct}on status. Centrois that are’ revmwed include: adequate{

- testing of changes USer. 51gn-off adequate procedures for movmg programs from test to producﬁon
and quality assurance policies and procedures. Persons involved in system changc actlvmes are
identified and the input of users during program change development and testing is determmed

- Procedures for program’ failures -and.. quick. ﬁxes -agency and user program documentation and

cempleteness are also revmwed Flnaﬁy, pmgram documen{atlon must be properiy secured.. "

Physzcal Secumy Cnnca} eqmpment ‘and reports are ldentzﬁed Observanons and
- evaluations are made to determine the adequacy of controls over access to the computer room, tape
- libraries and computer terminals, confidential reports-and other items that are susceptible to theft.
The review includes an evaluation of control activities as well as observing the effectiveness of such
controls. . Procedures and devices available for emergency situations are. 1dent1ﬁed ~Agency items
: suscepnble to fire, water, electncal a;nd temperature emergencies should have adﬁquate protection.

Generai Data Secunzy and Access Controis The procedurﬁs for settmg up access to the
computer or system, personnel who can authorize access, and employe responsibilities related to
access are reviewed. The review also includes procedures for: eliminating access when an employe
terminates; removing consultants’ access when. their work is completed; and changing access when
job-duties change.  Personnel responsible for reviewing access and violation logs and follow-up
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procedures are also identified. Access rules must be periodically reviewed to ensure individuals
whose job duties have changed or who have left are 1deat1ﬁcd Secnnty reports must be reviewed

System Back-Up. Review and evaluation is performed on: back-up procedures for operating
systems; systems programs; personal libraries; and application production programs and data.
Procedures for creating back-ups are evaluated’ and ba;ck«»up contrcs}s are reviewed to ensure that
controls are working as intended. -

Maintenance of Systems. Procedures for changes to system software  are: reviewed.
- Adequate controls must exist to ensure unauthorized changes are not completed and transferred to a
productzon ‘status | for system ‘software. Controls include: adequatc testing of changes; quality
~ assurance pohmes and precedures and notification of system software being refreshed. Persons

_'who authonzc system software changes and transfer the changed prog:ram back to pmducnon status
e are 1dent1ﬁed ' ' :

_ Daza Control/Compmer 0peratzons Procedures concermnv the handlmg, rcieasmv and’
destrucuon of confidential information are documented to ensure that only authorized data and
prowrams are executed and that eniy programs and data in the produc‘ﬁon envxmnment are

_ _processed Controls must be evident to ensure ‘that data processing jobs mun to completxon

_Software used for t}ns funcnon by the agency 1S docnmented to determme how it and related
controls operate. _

Systems ;Rev-ie_‘ws o

State: Camplmnce Staiutory reqmrements and procedures used - to deveiop program_-

B '_'requuemems are reviewed. Appmpnate procedums should be used to ca}cuiate revenues and B

' expendltures Fiscal ycar revenues or expendztures are analyzed to detennme 1f revenues are within
the stammry reqmrement o

Understandmg and Documentmg the Appftcatwn The 'ap?ﬁéatit}n system is reviewed to
determine controls ‘which provide assurance that the system is accurate and functioning properly.
System inputs, f)utputs and mterfaces wxih othar systsms are docmented

Data Security and Access Controls. Security systems and security procedures are identified.
Procedures for adding and deleting employes from the security system are evaluated to ensure that
procedures only allow access to authorized empi@yes and’ that terminated employes are promptly
removed from the system Reports are ‘generated by the security system and procedures used for
reviewing ‘and acting upon information from' such reports are evaluated. Agency procedures must
ensure that passwords are frequemly chanocd net eas11y accessed anci not wrxttcn or shaxeii

* Data Prepamtwn and Input Controls.- Sources-of input are identified. hpat docurments are
reviewed to determine necessary controls to ensure acctrate ‘and proper entry into the computer
system. Controls may include: proper authorization; key verification; record count; marked after
being keyed; keying edits; batches logged infout; check digit; and batch totals.  Personnel who
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access input data after it is entered and before it is processed through the application are identified.
Procedures should be in place to correct errors for proper authorization, documentation, timely
correction and assure that all errors are corrected, reviewed and documented. Input procedures are
documented using flowcharts, procedure narratives and agency documentation. Internal control
strengths and weaknesses are identified.

Data Processing and Update Controls. The system’s flow is reviewed and documented by
using techniques such as flowcharts, procedure narratives and agency  documentation. Intemnal
control strengths and weaknesses and programs containing critical edits and calculatzons are
identified.

Data Output Controls. - Outputs prodiced by the system, including files transferred to other
systems, are identified. Output procedures used by data-control and. users to ensure complete
processing are documented. Controls include:. control totals; reconciliations; output log; and
turnaround - documents.  Controls ‘concerning the distribution of output and procedures for
discarding confidential output are evaluated. During the review, the criticality and confidentiality of
the data is 1dent;ﬁed

Back-Up Controls. Agency back-up procedures are reviewed to determine what data and
programs are backed-up, how often and where the copies are kept for safe keeping. These
procedures are evaluated to ensure adequate information is maintained to aid the agency in restoring
information in a timely manner. Data set retention periods are also evaluated. Back-up tapes kept
for the application should exist at an off-site facility. A referencing workpaper documenting an
overview of the system and containing the details for critical portions of the system is produced. A
summary anci evaluation of risks and documented controis wnhm the system is deveioped

Tesr of System Controls Procedures and Assessmenr of Control R:sk A sample of financial
transactions is used to evaluate system controls. Access controls over critical transactions and data
sets are also tested.
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Gov Agency. Revenue—Tax Administration—Tax Forms and instruction
' "~ Prinfing Costs o '
Recommendations:. ..
Paper No. 835:  Alfernative 1
Comments: This money just allows DOR to fund the costs associated with

incorporating fax law changes info the new forms and publications. it'sa -
modest request, $35,900 GPR, and probably should be approved.-

Prepared by: Julie



Legislative Fiscal Bureau
(}ne Ea_s__t_Main, Suite 301 « M_a(_iisgr_x, WI 53703 « (608) 266-3847 » Fax (608) 267-6873

April 22,1999  “Joint Committee on Finance - Paper #835

Tax Forms andlnstructmn Printing Costs (DOR -- Tax Administration)

_[LFB 1999-01 Budget Summary: Page 533, #8]

CURREN’T LAW

. The, Department of Revenue (DOR) annually modlﬁes tax retums and booklets to reflect
tax law changes, including updauno references to the federal Internal Revenue Code (IRC). The
Department also makes periodic changes to simplify and i improve the quality of the documents.

__.Copxes of forms ‘booklets and-other mformatmn are. sent to taxpayers. Base level funding for

e GOVERNOR

Provxde $35, 9{}0 GPR atznuaﬂy to find the costs of mcorporatmg recent fax law cha.nges
- "1nm the appropnate tax forms booklets and 1nstract10ns o

L DISCIFSSION POINTS

1 The addmonal fundmg wouid be provxded o modxfy mchvxdual mcome iax forms
booklets and related schedules to reflect tax law changes included in 1997 Wisconsin Acts 27, 63
and 237. Tax changes enacted in Act 27 include the working families tax credit, manufacturer’s

“sales tax credit, a-deduction for certain long-term ‘care insurance and an exclusion for certain gains

on the disposition of business and farming assets. Act:237 created a deduction for certain tuition
expenses. Act 63 established: an-income tax-reciprocity agreement. with Illinois that requires
compensaﬂon payments when'the net forggne tax reveniues of one state exceed those of the other
state: _ _ T . . - _

2. The Workmg falmhes and manufacturﬁr S sales tax. cxed;ts reqmre addmonai lines on
tax forms, instructions and separate worksheets or forms. The long-term care insurance and tuition
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expense deductions and exclusion for the (hsposmon of Certain assets reqme separaxe subtracnons
from income, new instructions and worksheets. : ..

Under the income tax reciprocity agreement with Hlinois, DOR is reqmrcd to conduct a
smdy that will establish a basis of reciprocity payments. The study will use income tax returns to
-estimate the number of individuals who live in.one state and work in another and the amount of
compensation. The data will be used to calculate the amount of taxes forgone by each state and the
resulting payment. Act 63 provided the Department w1th additional funding to conduct the study.
'DOR indicates. it. will need. additional. funding. to. modify. tax. fcrms 10 prov;ldf: a sheck box and

additional income lines on tax forms and to provxde addxtmna} msmictaons

3. These momﬁcaﬁons reqmrc “four new pages for Form 1, 1A and INPR booklets at
an annual cost of $14,500, $4.400 and $1,000 respectively. Annual funding of $5,100 is required to
prmt eight 9ages of separate mstructmns for Form 1A, The new manufacmnng sales tax credit. .
schedule costs. S?()G The: Depaxtmeni is expandmg the: separate sheet Form 1 from the current two-
page, one-sheet format to a three—-page twc—sheet fermat Fundmg of $10 200 is required to oovcr o
the cost of expandmg the retum ' : : : L

4. DOR mchcates that prmtmﬂf and blank spaces on fmms were gettmg quite small and
dlfficuli to read Addm 1-4 lines. would make compketmg returns much more chfﬁc:ult for taxpayers. As

N a resuit fhe fonns were expanded to makc them more readable

g The ‘Department esnmates ‘that the addmonal Costs of ‘modifying the tax forms and
booklets cannot be absorbed with existing base level funding for pnmmg tax documents ($471,500).  *
In this regard, it should be. noted that. only $12,450 out of a $33.5 million budgeted amount lapsed

SR from the soﬂecnon of staie taxcs gemral pmgmm operatzons appropmauon in. 1997~98

L 6. Altheugh DOR mdmaies that the addﬁmnal costs of modlfymg tax documents"
cannot be absorbed frequf;ntiy, addmonal fundmg is.not provaded to, adnumstar tax law changes.
For example, additional funding is typxcaily not provxdf:d to adjust. tax documents to reflect tax law -
changes that are adopted for state tax. purposes threugh the -annual TRC -update. Similarly, .the_ _
Department did not receive additional funding to modzfy tax forms and instriictions for the changes
to the development zones tax’ credits that were ‘enacted in’ bath the 1995-97 and 1997-99 biennial
budgets. However, expanding tax documents to make them more readabie ccu'id be- vmweci as more

51gmﬁcant than reﬂecﬁng mcrementa}. tax Iaw changes R :

i 7. v The Bepamnent has base levei fundmg af $7£} {}OG GPR in }999-00 and 26(30—0%
o that was" ?rovxéed in ‘At 237 't6- administer- the education tuition: deduction. In addition, the

‘Department is provided $74,300 GPR in 1998-99, $105,000 GPR in 1999-00 and $50,700 GPR in
2000-01 to conduct the Tinois-Wisconsin' reciprocity study. DOR did: not request additional
funding for tax document printing during legislative deliberations on either Act 27 or Act 237.
Subs&quenﬂy, in September, 1998, DOR submitted a request to the Joint Committee on Finance
under s 13.10 for $35,900 'GPR to fund tax document pnntmg costs related to provisions of Acts
27,237 and 63. However, the Depamnem‘ withdrew the request indicating’ it would ‘absorb these
additional costs in fiscal year 1998-99.
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8. The Department has allocated $300,000 in mtegrated tax system (ITS) funding for
the redesign of individual income tax forms. The funds are intended to cover the costs of contracting
to develop designs for the tax forms so that they improve taxpayer compliance and become more
compatible with the scanning process. DOR was going to contract to redesign Form 1 for tax year
1999. However, the Department intends to begin funding the redesign activities internally. It could

be argued that some of the funding allocated for redesign costs could be used to fund printing costs
related to redesigned forms.

ALTERNATIVES

1 Approve the Govemor s recommendation to provide $35,900 GPR annually to fund

the costs of mcorporaﬂng recent tax law changes into the appropriate tax fomas booklets and
msmlcnons o

2. Maintain current law.

Alternative2 C GPR

1989-01 FUNDING (Change to Bill) - $71,800

= Prepared by Ron Shanowch

2 BURKE

) aec;can
JAUGH -
MOORE -
‘SHIBILSKI
PLACHE
COWLES
PANZER

PP PP PP P

GARD
‘PORTER
'KAUFERT
ALBERS
DUFF
WARD

Y
Y
Y
Y
Y
Y
HUBER ;
RILEY %

Avegnughﬂs—g

z zm}%%:z 2z

b I B B

Revenue - Tax Administration (Paper #835) Page 3



(Gov) Agefi'cy': DOR - B’u's'i-nass Tax Registration Administrative Funding

- Recommendations:

Paper # 836: Alternative 2

Comments: The 1995 budget created a centralized business tax:

registration system that was supposed to be simpler, and paying for ifself
by now. Three project positions were created for sfc:r‘fmup of ?hxs

operation.

The system is running a deficit and now the administration wanfs fo
make the start-up positions permanent. Alternative 2 would eliminate
these positions and spend $305,000 less than the bill.

Fiscal Bureau sugges’rs that since ?his sysi’em is being merged info
the department’s ITS integrated system, the department could use ITS
funding to accomplish ifs goals.

Meanwhile, the department argues increasing the initial business
tax registration fee from $20 to $30 would help erase the program deﬁcd o
(this is Alternative 3). . o

Prepared by: Bob



Legislative Fiscal Bureau
~ One East Main, Suite 301 + Madison, W] 53703 « (608) 266-3847 » Fax: (6Q8) 267-6873

~ ‘April 22, 1999 - Joint Committee on Finance h Paper #836

‘Business Tax Registration Administrative Funding
' (DOR -- Tax Administration)

- [LFB 1999-01 Budget Summary: Page 533, #12]

CURRENT LAW

_ .. Businesses are required to obtain a business tax registration certificate from the
Department ‘of Revenue (DOR) for certain licenses, permits and certificates related to sales and
use, wzthholdmg, fuel and excise taxes. Apphcants pay a fee based on the type of permit, license

- or cartzﬁcate required; however a single fee is paid for all such documents acquired.

. Fees are placed ina program Tevenue appropnatzon used to fund administration of the
o busmess tax rev;lstratwn system. The approynatlon has base level fundmg of 51 760,800 PR and"
234 PR positions. "

GOVERNOR
Provide $123,900 PR in 1999-00 and $181,100 PR in 2000-01 and 3.0 PR positions

annually to convert project positions that provide support to the business tax registration system
to permanent positions.

DISCUSSION POINTS

1. The business tax registration system was established by 1995 Wisconsin Act 27 (the
1995-97 biennial budget). Under Act 27, DOR was required to implement a centralized business tax
registration system through which a taxpayer could apply for all required permits, licenses and
certificates using one application and paying one registration fee. A two-year renewal cycle was
established. The Department was directed to develop a registration fee schedule that reflected
traditional differentials in fees and costs for businesses, with a minimum registration fee of $20 and
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a minimum renewal fee of $10; DOR was also directed to submit the proposed fee schedu}e and an
estimate of the point at which the fees would exceed the costs of administering the fee systcm to the
Joint Committee on Finance at its first meeting under s. 13.10 in 1995-96.

A separate program revenue appropnanon was created to fund administration of the
-business tax registration system with registration and renewal fees as the source of revenue for the
appropriation. Annually, the unencumbered year-end balance in the appropriation in excess of 10%
of fiscal year expenditures lapses to the general fund. Act 27 also converted the funding source for
16.8 GPR positions to PR and prowded DOR with 3.0. PR project positions to administer the
business tax  registration system The posmons wcre funded from the program revenue
appropriation.

2. The Department’ submitted two alternative fee schedules for approval at the
Committee’s October, 1995, meeting under s 13.10. The Committee approved the registration and
renewal fee schedule that is cuxrendy in‘effect and the new fees: were scheduled to begin on January
1, 1996. Consequently, ;eglstration renewal fees were due startmg in 1998. The registration and
renewal fee schedule was pre}ected to generate fee revenues that would first exceed apyropnauon
expendatures in 1997-98. The appropriation balance was expected to be positive begmmnv m 1998~
99.

‘3. Under current law, every business that is reqmred to obtain a perrrut lxcense or
certificate from DOR must have a business tax re:g1sn~ation certificate. This reqmrement apphes to

* businesses that must obtain wﬂzholdmg certificates, seller’s perzmts and fuel and excise tax permits.

A supplemental fee must be paid for certain excise tax permits. The initial registration fee is'$20 and
covers a period of two years. The registration fee appixes to the first permit or ceriificate obtained;

- there is no regxstranon fee for additional permits or hcenses AL the end of the two-year period, a

* $10 renewal fee must be paid for an additional two—yea:c penod All persons hoidmg business tax -
registration permits, licenses or certificates, including businesses that were not required to pay the
initial registration fee because they held an active registration on December 31, 1995, must pay the
renewal fee. Table 1 shows the current business tax registration and supplemental fee schedule.
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TABLE1

Busmess Tax Reg:stratlon and Suppiemental l?ee Schedule

Initial | Bien_n_ial .
. Regzstr_atloa Renewal
Business Tax Registration Certificate - 820 . - 810
Expedited Services Fee 10 0
Supplemental Fees EERE !
. Wisconsin Liguor. Wholfzsaler 1,000 - - L 1,000 -
~ ‘Wisconsin Liquor Manufacturer - 1,000 1,600 -
- Wisconsin Liquor Rectifier 1,000 ._ 1,000 -
QOut-of-State Liguor Shipper 500 . C oo 500
Public Warehouse Liquor 200 200
Wisconsin: Winéry s L0200 0 200
Sports Club: s e -~ 600 : 600
© -Sports’ Club (Beer):. - S 2000 o 2000
- Airport:Public Facility = 600 A 600
Vessel (Liquor) - : S 600 : 600
Vessel (Beer) - 200 200
- 4. Under the provisions of AB 133, total expenditure authority from the business tax
. registration administration appropri'ation would be $1,637,400 PR in each year, to fund 23.4 PR
. positions. . As. noted; the funding' sources. for the appropuatxon are registranon and renewal fees.
Table 2:shows the revenues, expenditures (mciuchncr compensauon réserves and other adjustments)
and appropnanon balances under the bill.
TABLE2 -

Business Tax Registration Administrative Appropriation

199900 . 200001
Beginning Balance ~ -$1,382,600 -$1,170,400
Revenues. 1,880,500 - 1,552,300
Expenditures -1,668.300 - -1.736.900

Appropriation Balance -$1,170,400 - -81,355,000

5. The tabie shows that the progected appropna’uon balance will be a deﬁcﬁ of aim»:)st
$1.4 million at the end of 2000-01. Moreover, since it submitted its budget request, DOR has
developed estimates that indicate that, in the long term, the deficit in the appropriation balance will
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increase to more than $2 million. DOR is required to obtain approval from the Commitiee to
establish business tax registration fees. In order to address the long-term deficit in the
appropriation, the: Department now recommends increasing the initial registration fee from $20 o
$30, beginning on January 1, 2000. The renewal fee would remain $10. The increased revenues
generated by the higher registration ‘fee are estimated to gradually reduce the deficit in the
appropriation until it would be eliminated in seven years. In the 2000-01 biennium, this option
would generate an estimated $132,600 in 1999-00 and $265 100 in 2000~01 DOR proposed a $30
registration fee in its 1995-97 budget request.

6. The fee supports an activity that provides a centrahzed amomated registration
system that simplifies the permit application process for-businesses. In-addition, the business tax
registration system is in the process of being merged: into the Department’s integrated tax system
(ITS). The current registration system will be a basic elemcnt ina centrahzed system for registering
taxpayers for all taxes adﬁnmstered by the Department : -

7 The pmpesed $30 regxstration fee would mcrease coszs for most businesses, -
including ‘a large number of small" busmcsses Moreover, businesses must’ obtain the permits,
licenses and certificates for activities that are providing  tax adzmmstrauon services fo the
Department. For example, businesses that obtain withholding certificates are retaining individnal
income:taxes from their employes and sending the amounts retained to DOR. The higher fee would
increase the cost of collecting and sending these tax revenues to the Department.

8. Given that the account for this activity is already in deficit by some $1 million, one
can guestion.the: adwsabﬁuy of adding additional expenses.  which will magmfy the problem. As an
- alternative; the Committee could ‘delete the funding and the permanent: positions provided in AB
2133, Under: tbls alternative, fzmdmg for the business tax registration administration appropriation.

‘would be reduced by $123,900 PR in 1999-00 and $181,100 PR in 2000-01 and:3.0 PR positions
would be deleted each year. It is estimated that this would eliminate the deficit in the appropriation
in nine vears. If this action was taken in conjunction with the proposed fee increase, it is estimated
that the deficit in the appropriation would be eliminated in three years.

9. The -three “positions were “initially - provided -as project ‘positions because their
activities related to developing and implementing the business tax registration system. From this
view, the positions were intended to address the additional workload associated with developing the
registration system and making it operational. It was assumed that, once the registration system was
operating effectively, workload would be reduced and the positions would not be needed. Since the
system is being merged into the ITS the Department could use ITS ﬁmdmg for addmena} support
for the business tax registration system.

'10. ' DOR indicates that full implementation of the business tax registration system does
not eliminate workload. The system requires ongoing maintenance, technical enhancements and
modifications to reflect law changes. The positions are also needed to assist in incorporating the
' business tax registration ‘system into the TTS. Under the ITS master plan, DOR is required to
perform 25% of the work on the ITS ihmugh the internal reallocation of resources. In addition, two
of the positions are scheduled to expire in September, 1999, and one in ‘December, 1999. The
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Department also indicates that these employes are concerned about job secuﬁty and are likely to
leave if the positions are allowed to expire. Since these people are lead workers in the business tax
registration system, their resignations would place completion of the registration system in jeopardy,

ALTERNATIVES

1. ... Approve the Govemor's recommendation to provide $123,900 PR in 1999-00 and
$181,100 PR in 2000-01 and 3.0 PR positions annually to convert project positions that provide
support to the business tax registration system to permanent positions. o

2. Eliminate the funding and positions recommended by the Governor from the bill.

Alt_e'rn'aﬁye 2 ‘ PR
1999-01 FUNDING (Change to Bil) - $305,000
2000-01 POSITIONS (Change to Bill -3.00

3. Increase the initial business tax registration fee from $20 to $30, beginning on

January 1, 2000.
Alternative 3 PR
1989901 REVENUE (Change to Bill) $397,700
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Recommendations:
‘Paper No. ~ LFB Summary ftems for Which No Issue Paper Has Been Prepared

Comments: Since this is a bill agéncy, no action is required 1o include
them in the bill,

Prepared by: Julie




REVENUE

Tax Administration

LFB Summary Items for W!nch No Issue Paper Has Been Prepared

Item # Title
I Standard Budget Adjustments
5 Network Line Costs
6 Postage Rate Increase . .-
9 Investigator Funding
10 Expert Witness Funding
11 State Operations Base Level Funding Reduction
13 Funding for Increased Delinquent Tax System Infotech and Software Maintenance
Costs )
14 Debt Collection Applications Development
15 - Funding Adjustment for Wisconsin/Illinois Benchmark Study -
16 Mining Investment and Local Impact Fund Administrative Expenses
17 Recycling Surcharge Administration
s Lottery Credit Administration
19 Transfers Between Appropriations
20 Administrative Services Appropriation ‘
21 Tax Incremental Financing Report MO# £ 0 y
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Gov Agency: DOR- Lottery Administration - Retailer Performance
Program

Recommendations:

Paper No.: 840 Alternative: 1 and 3

Comments: See paragraphs 16 and 26 to support this alternative.
Retailers are not-enthusiasfic about developing a retdiller performance program.
The say since the program is still a pipe dream of DOR, it's hard for them to
support something when they don’t know the detdils so they can’t really tell how
it will offect them. All they want is fo raise their compensation rate to 7% (which
would make it the highest rate in the Midwest). However, when their rates were
raised in the past, sales did nof go up, in fact, they have continued fo decline.

Look for Kaufert 1o offer a motion to raise the level of compensation to
retailers to 7% instead of these incentive programs. Grocers Association &
Convenience Store folks are looking for support on this motion. They say they’ll
never come back fo the legislature for another “raise” if they get this.

Also somewhere in this lottery discussion there is expected to be
Shibilski/Kaufert motion giving DOR the authority to “buy” a game from a vendor
that changes the format for the live lottery drawing. If porirays the drawing as @
virtual horse race rather than the little balls floating in the air. The vendor claims
this will incredase lottery sales by $30 million over the biennium. This is the motion
Moira was talking to you about.

Prepared by: Cindy




Legislative Fiscal Bureau
One East Main, Suite 301 + Mgdisen, W1 53703 « {608) 266-3847 « Fax: (608) 267-6873

April 22, 1999 B ~ Joint Committee on Finance | Paper #3840

_Reiailer Performance Program (DOR -- Lottery Administration)

[LFB 1999-01 Budget Summary: Page 538, #3]

CURRENT LAW

‘Lottery retailers receive sales compensation of 5.5% of on-line ticket sales and 6.25% of
_ instant ticket sales. This basic compensation is set in statute and paid from a sum sufficient
~ appropriation with segregated lottery fund revenues.

GOVERNOR

Provide $2,113,000 in 1999-00 and $4,308,500 in 2000-01 for a retailer- performance
program funded from the lottery’s sum sufficient retailer compensation appropriation.
Authorize the Department of Revenue (DOR) to establish a program, under rules promulgated
by DOR, for additional compensation to be paid to retailers who meet certain performance
goals identified by DOR. Provide that compensation under the program could not exceed 1.0%
of gross Iottery sa}es revenue. The effective date of the provision would be January 1, 2000.

DISCUSSION POINTS

1. From the inception of the lottery in 1988 until 1995-96, basic retailer compensation
was. 5.0% of ticket sales. Under 1995 Act 27, compensation for all games types was increased to
5.5% in 1995-96. Effectwe January 1, 1998, retailer compensanon for instant ticket sales was
increased to 6.25% (with on-line com;*}ensatzon remaining at 5.5%). Wisconsin does not provide for
additional compensation relatm g to sales yerformance or the sale of wmmng thkCtS

2. Retailer compensation is estimated at $25.4 million in 1998-99, based on projected
sales of $411.0 million. As of December, 1998, 3,731 retailers were licensed to sell one or more
types of lottery games. Of this total, 3,069 retailers sell on-line lottery tickets. This represents a
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decline in etailers over the last two years. Tn December, 1996, there were 4, 167 reta:;lers, 3 123 of
whom sc)ld on-line tickets. .

_ 3. The retailer performance program under the bill was requested by DOR in its 1999-

01 budget requcst According to lottery officials, additional tools are needed to motivate retailers to
sell more lottery tickets. A performance-based incentive program is viewed by the Department as
providing the basis for an improved partnership relationship with retailers and the motivational
factor necessary to increase sales.

" The Department also argues that the goal of the retailer performance program, which
is to increase lottery sales, will belp to: maximize the amount of lottery proceeds available for
property tax relief. If the performance progtam is approved, the Department projected, in its budget
request, sales of $426.8 million in 1999-00 and $435.1 million in 2000-01. These sales totals would

_result in projected property tax relief. credits totaling $110.4 million in 1999-00 and $111.8 million
in 2000-01. The Department s sales and property tax pmjectzons were adopted by the Governor and
these amoum:s a:re contamed in the bill.

5. These sales pmjectmns represent increases of $8.3 million in 1999-00 and 166
million.in 2000-01, 2% and 4% increases, rcSpectichy, compared to the DOR’s pm;ected 1998-99
sales of $418 S5 Imlhon (T hc increase is based on total sales, minus pull-tab lottery sales conducted
by nonproﬁt organizations, which constitute. about 1% of rotal sales) The mcreased sales are
entirely attributed to the retailer perfoxmance program and, if the program is not approved the
Department would project a continuation of lottery sales at current levels.

6. I October, 1998, the Department of Administration (DOA) and the Joint

_".:Committee on Finance reestimated lottery sales in 1998-99 at'$411.0 million, for the purpose of

certifying the lotiery pmperty tax credit in 1998-99. Lottery sales peaked in 1994-95, at $5189
~million. and have declined each year. since then, as shown in the foilowmg table:

Fisc:_&_l 'Y‘ear:_ Instant Games o B _On_-L_l_ne Ga'rr___les ) . Tstéis .

199495 $320356,100. . . . . $198558900 . . $518915,000
1995-66 310,401,700 171,722,300 482,124,000
1996-97 273,413,600 157,677,500 431,091,100
199798 252,787,600 165,725,300 418,513,400
1998-99* 241,000,000 170,000,000 411,600,000

* Estimated.
7. The prejectcd sales i mcrcases of 2% and 4% assocmted with the retaﬂer perfomance

program apgear - reasonable. While some states have expenenced more dramanc increases following
the 1mplementauon of 2 retailer incentive pmg,ram the conservative cstxmate made under the bill is
appropriate given sales trends in recent years and the deciuung number of retailers noted above. If
the retailer performance program.is not.approved by the Committee, it also appears reasonable to
project that sales will remain at the current level of $411 .0 million.

8. Under the bill, the retailer péi'fﬂfinance program structure, policy and procedures

‘Page 2 “Revehue - Lottery Administration (Paper #840)




- would -not ‘be statutorily defined; rather this program- structure would be developed under
administrative rules by the Department. In its budget request, DOR argued that this approach would
-.provade the ﬂexzblhty noeded to ad}ust the program as ’ousmess noeds change

o 9._ The Dopartmont has deveiopod matenals that describe its intent for the program to
some extent. These materials describe a program with two components:

. a. A retail-sales development component would utilize approximately 0.5% of ticket
sales for distribution to retailers who meet pre-defined sales goals; and

b A re{azlor wmmng ncket component would utilize apprommately 0. 5% of ticket
__saies for msmbunon to retmlers ‘selling winning tickets.

Under the DOR plan, if the awards under the retailer winning ticket component totaled less
than 0. 5% of the avai,lable funds in a gwen yea:, the remazmng funds could be expended under the
sales performance component

11 A “The Depanmont indicates that, undor both components, administrative controls
would be implemented to assure that expenditure totals would be controlled. Any retailer that
successfully earns bonus componsauon ‘under either component would be limited to certain
maximum amounts: (a) for the sales development component up to the amount of sales increases
' gcneratcd by the retaller and (b) for the wmmng ticket component up to $100,000. Award
_payments wouid be made quarterly in ordor o sustam retailer interest in the program throughout the
year. Accordmg to Iottery officials, the _program concept is based on successful incentive programs
_ in other states (most lottory states have some form of bonus compensanon) and on dxscussz,ons with

Wlsconsm retax}ers ' R : S :

11‘ The sales deveiopment component wouId ailocate bonus compensat;on based on
eamed “shares,” with each share reflecting a $500 increase in sales from the previous year. Shares
would only be provided to retailers meeting a minimum percentage sales increase; for example, at
least 3% more than the prior year. The total funding for the year would then be allocated to
successful retaalors in proporoon to their shares.

12, Under the Department’s approach, the total 0.5% funding (or more, if the winning
ticket component does not fully expend its share) would be provided to those retailers achieving the
- minimum sales goal If fewer retailers achieve the sales goals, each would receive a larger share of
the fundmg (up to the maximum spmiﬁod above} as compared 0 ‘the situation where a greater
- number of retailers achleve their goals. That is, all the funds would be distributed, up to the
maximum, regardless of the number of retailers achmvmo the sales goals. Thus, the program’s
success depends, to a great extent, on involving a ia.rge number of retailers in the program. In the
event relatively few retailers participate and achieve sales goals, these reta.nicrs would be awarded
' reiamvoiy large bomzs payments, up to the presc:nbed maxzmums On the other hand, it is precisely
this opportunity to achieve a share of the bonus compensation that may ensure significant retailer
participation.
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- 13..  ..Under the proposed winning ticket component of the:program, retailers would be
provxded w1th an award of 1% of the value of the winning: tickets they sell, excluding winning
tickets of $599 or less.. This-would provide the seller of 2 winning $8,000,000 Powerball ticket, for
example, with bonus compensation of $80,000 (as compared to $0.055 under current law). Far
more typically, however, prizes Would fali in’ the $600~$2 QO() range, prowdmg bonuses of $6 to
$20.

14: - This- proposed ‘program structure continues to evolve. - Lottery officials recently
indicated that they now plan to'exclude sales of on-line jackpot games (Powerball and Megabucks)
in the prior year from the calculation to establish the percentage sales goal in the subsequent year.
The reasoning for this is that sales for these games are unpredictable and fluctuate according to the
jackpot; thus, basing a sales goal, in part, on these sales ‘could hurt retailers if jackpots stayed low in
the subsequent year, -However, the sales in the subsequent year for jackpot games would count
toward the sales perfonnance totals for retmlers Lottery officials believe this is necessary to.
"enconrage retaﬂers to sell ‘these 3ackpot games Quesmens could be raised about this pmcedure,
-which appears to benefit retailers on both the goal sefting and the sales perfannance sides of the
_process ThlS pracnce couid make it easmr for retaﬂers to achxeve the sales goal each year.

15, The pmpcsed pcrformance pregram may have genmne ;potcnnal to provzde
mcenuves for retailers and to enhance sales. It is also 'possabie to raise some concerns about the
mapact of the program parncularly 1f fewer retaﬂers pamczpate Further some of th:: Department 8
plans for the program, at thls point in time, are evolvmg as a result of further consideration and

' consultation w1th rctmlers Tt could be argued that proposed administrative rules for the

' perfonnance program shouid be drafted bﬁfors funchng is allocated. The praposed fundmg could be
“placed in unallotted reserve wﬁh a duectwe to DOA 1o not release the funds until the Conmnttee
“under- a 14~day ‘passive review pmcess, Teviews the. D&partmems pian bas&d on propesed o
‘administrative - mles This would provide the Comnntiec with: the opportumty to approve the -
. program s s::ucmre in a more deveioped ferm and to, meet 1f necessary, to discuss the program’s
structure. : _

16.' ' Apart ‘from the performance pragram s su"ucture some addxtienal issues can be
raised, -including the potential effects on the lotiery pmperty tax credit, pOSSﬁ)IC modifications to
basic retailer compensaﬂon and.the importance of field support of retailers by the state lottery.

17. = As noted above, the retailer mce:ntwc program 1s mtended tc enhance the funds
avallable for the lottery property tax rehef credit The Depaztmcnt takes the posmon that, without
the program, sales would not mcrease from current levels. The sales increases pro;ectcd under the
bill are 2% and 4% of 1998-99. sales, which the Depar!:ment estimated at $418.5 million (far total
sales of $426 8 mﬁh@n in 1999-{)0 and $435.1 million in 2000-01). These 2% and 4% increases
should be co:rectcd 10 reflect updaxed 1998-99 sales esﬁma{es Under the reestnnated sales estimate
of $411.0 mﬂ}mn in 1998 99, the 2% and 4% increases assocxamd thh the yerformancc program
' wouid resuit in sales of $419 1 mﬂh{m in 1999 00 a;nd 5427 3 mﬂhon in 200&61 '

18.  The following table shows the effect on the amount available for the lottery tax
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- credit, with-sales  estimates corrected: to 1998-99 sales of $411.0 million, under current:law and
: under the Govemor s retailer perfonmauce pmv;slon RN A et

Lot_tw-C::e.dli :AH?Qﬁ#fS .5 _. . |
Maintain Current Law o .
No retailer program or increase in sales $108,119,500 ~ $108,501,200
-+ ..Governor -~ Reestimated . .. . - et e
. Retailer program and sales i mcrease 2% and 4% o 3108907, S00. . $110,149,600
Change to current faw. oo Lo T S’?S? 600 -+ 31648400

19 ThlS table zllustrates that an increase in the lottery tax crcdit amount would be
‘realized if sales ac:tually increase by the prolected 2% and 4%.: However If relatively marginal -

':mcreases in sales result: from the perfommce ‘program, credit amounts ‘would not: ap;;recxatzvely '_

- increase, or: would decline; because the cost-of the program itself: ($2 1 million in'1999 -00 and $4.2
:Inxlhcm in 20010—91 under the bxll as reestimatad) n&eds tobe: pa.ui ﬁom lottery:sales: While prec1se

iestimates are: difﬁcult it may require sales increases of approxunately 1:5% in 1999-00 and 3.0% in

©2000-01 (from the $411.0° million- base) for the retailer ‘performance program to: pay for- itself.
However; if adequate sales increases: can be realzzed and sustam&d as'a’ ms‘uf{t of the program,, tax

o credits would be enhanced

20.  Some lottery retailer representatives have indicated that retaﬁers support an increase

© = inthe'basic compensaﬁon rate instead of a petrformance program, arguing that current. compensation

‘o data regardmg thesc: costs have not been made _fvaxlab

~rates:domotcover their actual costs of selling: lﬂttery tickets. Howevcr, lottery officials indicate that
In making the argument fora

::-pcrformanca—bascd incentive bonus, Iettery officials - indicate ihat increases' in- ‘the “basic

‘compensation rate have had little: anact on increasing lottery sales.: For example, in ~spite of
increases to basic compensaxmn ‘made in 1995-96 and 1997-98; Iottery sales-have continued to
decline -each year since’ 1994-95. "+ Based on current: lottery sales trends, an increase in-basic
= -compensauon is not- likelyto have a:positive etffec:t on sales and, in’ this event, would decrease the
-amount available for property. iax credits; If sales rcmmned constant:at $411.0 million annually and -
- retailer compensation ‘was incréased 10:7%; the lottery crecht amounts - wouid decline to $105.9
million 1999-00 and $104.1 million in 2000-01. -

- w0210 implemiented, the' success of the retailer performance program in increasing sales
‘will-depend-largely -on the lottery's: ability ‘to-engage retailers ‘in: actively ‘participating in the
+program. DOR indicates that its'marketing and retailer relations staff will play a central role in the

- retailer performance program:-and will- assist in-the development of ‘business plans for key retailers

throughout the state. Lottery officials indicate that the success of incentive programs in other states
have depended on a strong ﬁeid presence among retaﬂers

Undc; the 199’? -99 bienmai budget act, the iottsry was prov;ded with 18.0 additional
--po'siticms fer retailer field support and- customer telemarketing services. - In addition; 12 existing
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. positions were converted to customer services specialist-positions. With the position increase and

reclassification provisions, the lottery’s marketing and retailer relations nnit is -now allocated a total
of 49.0 positions. This staffing should provide the basis for strong retailer support. It should be
noted, however, that a recent personnel management report indicates that 15.5 of these 49.0
positions (32%) are currently vacant. However, lottery officials now indicate that one person has
been hired'and will start in June, offers have been extended for three other posmons and recruitment
is in progress on other vacancies.

23.  Given the importance of strong retailer field support for the performance program
under the bill, and the lottery’s current vacancy’ 1évels in the area of marketing and retailer support,
the ‘increased sales projected under the bill may be questioned, at-least initially. - Positive sales

sults from the program Inay be delayed unn} operauonal staff are hu'ed trained and exgenenced

R 24 Under the bﬁl the ﬁmdmg for the pe:fonnance program weuld be pmvzdeci from the
- sum suffio:mm approyﬁanon for retailer. compensaﬂon Under current law; this appmpmamon funds -

. the basic: compensanen provided to retailers, based on statutory rates for the ‘sale of tickets, and

= compensai:on estahlzshed under: Tules prov:ded 1o ncnpmﬁt ‘organizations selhng pull-tab: uckets )
- These: payments. are’ authﬁnzed under a..sum-: sufficient -appropriation because ‘the -payments 10
. retailers: are contractually required and cannot be precisely determined when - the appropriation
amounts are established in the biennial budget. Under the bill, the performance program would be
funded from this appropnanen and would be authorized to expend up to 1% of gross lottery sales
revenue.

: 25. Settmg Ihe program hmzt at; 1% of whatever sales total is achleved in the year is an
nnportant mcemaye feature of the lottery’s plan in thatretailers would receive: greater-compensation

i ‘as sales increase. Aitemanvcly, a sum certain. amount could be pmvxded and the retaller program_?._- .

. -could be viewed as a pregrammat;c function funded from the lottery’s general program operations . .-

appropriation; rather than the sum sufficient. appropriation. - Under this altemative, expenditure

. .authority: in -the lottery’s:: ganeral program operations -appropriation would be set at .1%. -of -the
.- estimated’ base- year: sales. - Thus, the program. could ‘be funded at. $2,035,000.in 1999-00 and .

-$4,070,000 in 2000-01; based on 1% of 199899 esnmaxed sales of $411.0 HllHiOﬂ (Funding in
- 1999-00 is half the ‘annual amount because the program would become effective on January 1,

1.2000.) The Legislature; then, could review the pmgram evary two. years. and apprcpnate fundmg
during each biennial budget process.

. 26. - Lottery officials argue that this -would cap bonus compensation and thereby remove
a ma;or incentive for retailers to push sales as high'as: possible. Under the: Department’s plan, the
actual amount available as bonus compensation would continue to increase as sales rise.. Retailers,
-who would receive quarterly bonuses, would continue to exp&ncnce this. gmwth throughout the year

- .and would be motivated to continue to pram@te sales. -

27.  The sumn certain bonus a;:spmach Wculd hmit to some extent t.he incentive aspect of
- the program. However, if sales increase in each base year; the bonus amount could increase for the
- following biennium. It-can also be.argued that it should be possible 1o structure an effective
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program based on an incentive package in excess of $4 million annually. This approach would
require the lottery, however, to revise some of its program plans.

ALTERNATIVES

L. Approve the Governor’s recommendation for a retailer performance program, with
compensation not to exceed 1% of gross lottery sales revenues, funded from the lottery’s sum
sufficient retailer compensation appropriation. Delete $37,400 in 1999-00 and $76,200 in 2000-01
to reflect reestimated amounts for a retailer performance program of $2,075,600 in 1999-00 and
$4,232,300 in 2000-01. [Under this alternative, sales would be estimated at $419.2 million in
1999-00 and $427.4 million in 2000-01. Lottery credit amounts would be projected at $108.9
million in 1999-00 and $110.1 million in 2000-01.]

Alternative 1 SEG
1899-01 FUNDING (Change to Bill) - $113,600

2. Modify the Govemor's recommendation by: (a) deleting $78,000 in 1999-00 and
$238,500 in 2000-01 to provide that funding for the retailer performance program ($2,035,000 in
1999-00 and $4,070,000 in 2000-01) be based on 1% of estimated 1998-99 sales of $411.0 million;
and (b) providing the funding to the general program operations appropriation of the lottery, rather
than the sum sufficient retailer compensation appropriation. [Under this alternative, sales would be
estimated at $419.2 million in 1999-00 and $427.4 million in 2000-01. Lottery credit amounts
would be pmJected at $108.9 million in 1999-00 and $110.3 million in 20@0—01 }

A!ternatwea S -. ST SEG B

. 1999-01 FUNDING (Change to Bill) - $316,500
3. . In addition to alternative 1 or 2, require the Department to provide the Committee

with a performance program plan based on proposed administrative rules. Place the approved
funding in unallotted reserve for release by DOA following approval of the proposed plan by the
Committee under a 14-day passive review process.

4, Maintain current law. [Under this alternative, sales would be estimated at $411.0
million annually. Lottery credit amounts would be projected at $108.1 million in 1999-00 and
$108.5 million in 2000-01.]

Alternative 4 SEG
1999-01 FUNDING ({Change to Bill) - $6,421,500

Prepared by: Art Zimmerman
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Representative Kaufert
Senator Shibilski

REVENUE -- LOTTERY ADMINISTRATION

Increase Basic Retailer Compensation to 7%

Motion:

Move to provide $50,800 SEG in 1999-00 and $19,000 SEG in 2000-01 to: (a) increase
basic retailer compensation to 7% of both on-line and instant ticket sales, effective J anuary 1, 2000;
an Cb) deiete the Govemor s prows;on for a retalier performance program.

Note:

'-saies and 6.25% of instant ticket sales. This basic compensation is set in statute and paid froma
sum sufficient appropriation with segregated lottery fund revenues. Under the motion, with sales
projected at $411.0 million annually, the 7% basic compensation rate would increase basic retailer
compensation by $2,163,800 in 1999-00 and by $4,327,500 in 2000-01. Deletion of the retailer
performance program would decrease retailer compensation by $2,113,000 in 1999-00 and
$4,308,500 in 2000-01. Under the motion, property tax credit amounts would be estimated at
$105.9 million in 1999-00 and $104.1 million in 2000-01.

[Change to Bill: $69,800 SEG]

Motion #505

Under. cnrrent law, }Qtiery retailers receive sales comgensauon of 5.5% of on-line ticket *
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Representative Kaufert
Senator Shibilski

REVENUE - LOTTERY ADMINISTRATION

Sum Sufficient Appropriation for a Daily On-line Lottery Game

Motion:

Move to provide $400,000 SEG in 1999-00 and $600,000 SEG in 2000-01 in a new sum
sufficient appropriation to fund contract costs for a daily on-line lottery game with a horse-racing:
theme. Provide that the appropriation pay the contracted vendor up to 2% of total ticket sales of the
daily on-line - game.  Provide, under a ‘mon-statutory provision, that the Department .may,
notwithstanding the currently approved average prize payout ratio for on-line games, provide up to
60% of ticket sales to game winners in 1999-00 for this on-line game.

N ()Ee

The daﬁy game under the motmn is an on-line pick three game in which the wmmng
numbers are randomly selected, but presented in the form of a one-minute televised animated horse
race. The vendor that operates and markets the game would receive up to 2% of the total ticket
sales of the game. Under the motion, a separate sum sufficient appropriation would be created to
pay the 2% fee. Lottery officials project sales relating to the game at $20,000,000 in 1999-00 and
$30.,000,000 in 2000-01. At these sales levels, and assuming that the sale of other lottery games
would not be affected by the new game, lottery property tax credit amounts would be projected to
increase by $6.3 million in 1999-00 and $9.7 million in 2000-01.

Under the motion, estimates for related lottery sum sufficient appropriations under current
law would increase to reflect costs associated with the new game, as follows: (a) $1,100,000 in
1999-00 and $1,650.000 in 2000-01 for retailer compensation; and (b) $160,000 in 1999-00 and
$60,000 in 2000-01 for vendor fees. The non-statutory provision would allow the Department to
pay up to 60% of sales to prize winners in 1999-00 only. The payout ratio for 2000-01 would be
subject to the Commitiee’s approval of the Department’s annual prize payout report, required under
current law to be submitted to the Committee under a 14-day passive review process on March 1 of
each year.

[Change to Bill: $1,000,000 SEG]

Motion #514
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Gov Agency: DOR - Lottery Administration
Recommendations:

Paper No.: . LFB Summary ltems for Which No Issue Paper Has Been Prepared

Comments: Since it's o Gov. agency, no action is necessary.

Prepared by: Cindy
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'LFB Summary Ttems for Which No Issue Paper Has Been Prepared

Item # Tite
1 Lottery Sales Projections and Fund Condition Statement
2 Basic Retailer Compensation
4 Vendor Fees
LFB Summary Item to be Addressed in a Subsequent Paper
hem # Title

5 Lottery Funding for Compulsive Gambling Awareness Campaigns






