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December 28, 2018

Senator Alberta Darling, Co-Chair MG 28 g
Joint Committee on Finance

Room 317 East, State Capitol ﬂ F’M”(’(’/
Representative John Nygren, Co-Chair

Joint Committee on Finance
Room 309 East, State Capitol

Dear Co-Chairs Darling and Nygren:

Enclosed is the Fiscal Year 2018 summary repott related to the audit initiative created by
2015 Wisconsin Act 55,

Please feel free to contact me with any questions that you may have.

Sincerely,

KMM

Richard G. Chandler
Secretary of Revenue

cc: Joint Committee on Finance Members




2015 Wisconsin Act 55: New Auditor Revenue Generation Report
Decetriber 28, 2018

Background

The 2015-2017 biennial budget, Wisconsin Act 55, requires the Department of Revenue to
annually report to the Joint Committee cn Finance the actual or estimated amounts of state tax
revenues generated by, and expenditures associated with, the additional fuil-time audit-related
positions created by Act 5. These include auditors and other audit-related positions, such as
supervisors and resolution officers, which support audit functions and related appeals.

This report provides information on the revenues generated by and the expenditures associated
with the Act 55 audit-reiated positions in FY 2018.

Act 55 provided additional positions in four distinct areas: (1) nexus investigations related to
sales and use and corporation franchise and income taxes; (2) out-of-state sales tax audits of
non-Wisconsin businesses with Fability in Wisconsin; (3) corporation franchise and income tax
audits of the largest muiti-state apportionment entities with fiability in Wiscangsin; and (4) pass-
through entity audits.

Gross Expenditures
Act 55 appropriated $13,605,100 to fund 102 positions for FY 2018.

For auditors, compensation, including fringe and recruitment costs, totaled $9,151,000. Training
expenses totaled $94,000. One-time facility renovations and maintenance plus ongoing rent
payments associated with space used by the new positions totaled $452,000. Equipment, travel,
and supplies for the new employees totaled $242,000. Expenses related to auditor and audit-
related positions totaled $9,939,000.

The remaining funds were spent on other audit-refated staff assisting with this initiative including
salary, fringe, training, supplies and services, and contract programmers.

Revenue Generation

The focus of the increased audit activity was on out-of-state enities. Audit bills that were not paid
by the due dates became delinguent and were sent to DOR's Compliance Bureau for collection.
Those revenues are separately stated below but were generated because of the increased audit
activity. Both timely-paid audit assessments and revenues collected from delinquent audit
assessments determine overall revenue generation for each category specifiad.

Nexus Auditors

The Act 55 goal for nexus auditors for FY 2018 was $8.0 million. These auditors generated $35.1
million. We continue to see significant potential in identifying businesses that should be
collecting, filing, and paying Wisconsin taxes but are not. In addition, these businesses that are
brought into compliance generate ohgoing revenues in future years,

Out-of-State Sales and Use Tax Auditors

The Act 55 goal for out-of-state sales and use tax auditors for FY 2018 was $15.0 millicn. These
auditors generated $29.8 million. This totaf includes $3.3 million collected after assessment due
dates. Again, we see potential for more revenues here as out-of-state businesses begin to
collect, report, and remit sales or use taxes under the US Supreme Court decision in Wayfalr.




Pass-Through Enfity Auditors

The Act 55 goal for the Pass-Through Entity auditors for FY 2018 was $15.0 million. These
auditors generated $16.9 million. This includes $4.6 million collected after assessment due
dates. We see potentiat for more revenues based onh our audit seiection analytics,

Corporation Franchise and Income Tax Auditors

The Act 55 goal for corporation franchise and income tax auditors for FY 2018 was an additional
$44.0 miliion. DOR's corporation auditors collected $87.7 million in FY 2018 but these collections
are considered "base"” collections and not additional collections. However, beyond the $87.7
million collected, DOR auditors issued $149 million in proposed assessments that were presentad
to corporations and pending at the end of the fiscal year. Also, there was an additional $170.9
million that was assessed in FY 2018 and pending on appeal before DOR's Resolution Office. Ht's
expected that the State will collect a significant portion of these proposed and appealed
assessments.

Overall Total for Act 55 Audit-Related Positions

The Act 55 goal for FY 2018 was additional audit collections of $82.0 miflion. The new auditor
and audit-related positions generated $72.2 miflion with an additional $319.8 million in
assessments pending payrment or appeal resolution as.of June 30, 2018.

Additional Information

Additional billing and collection agents were approved in the 2017-19 biennial budget. Their
collection goal was $24.0 million in FY 2018. These posltions actually collected $35.9 million,
eclipsing the goal by $11.9 million.

In addition, the Compliance Bureau collected $297.3 million in delinguent amounts owed in FY
2018, which was $63 million more than in the record-setting prior year,

In summary, revenue generation in three of the four areas covered by the Act 55 initiative was
above the goals. Total revenue generation was at 88% of the-overall goal, a shortfall of $9.8
million. Collections in excess of the legislative goal for the additlonal billing and collection agents
and the collections increase by the Compliance Bureau overall more than exceeded the shaortfall
from the Act 55 initiative's revenue generation.




