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1.0 Executive Project Approval Transmittal

2.0 Project Summary Package

3.0 Business Case

3.1 Business Program Background

The Franchise Tax Board’s (FTB) primary function is to administer the California Revenue and
Taxation Code, which includes collecting the proper amount of tax revenue and operating other
programs entrusted to us at the least cost. FTB strives to serve the public by continually
improving the quality of our products and services and performing in a manner warranting the
highest degree of public confidence in our integrity, efficiency and fairness.

Annually, FTB processes more than 15 million Personal Income Tax (PIT) returns and one
million Business Entity (BE) returns, responds to more than three million phone calls, handles
over seven million Internet contacts and collects about $60 billion, which represents more than
65 percent of the state’s general fund revenue. In addition to the various non-tax debt
collection programs including Court Ordered Debt (COD) and Department of Motor Vehicles
(DMV) collections, FTB also administers the annual senior and disabled assistance program for
renters and homeowners.

FTB’s Tax Business Model (Figure 3.1) illustrated below represents a customer-focused,
graphical depiction of FTB’s business processes at the highest level.
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The Tax Business Model processes colored in blue in Figure 3.1 are the most effective and
least costly way for FTB to conduct its tax business. FTB uses the phrase “Blue Path” to
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represent the processes used to process taxpayer self-assessed, correct and timely tax
obligations. The Blue Path impacts all taxpayers and are integral to FTB’s success because
they account for roughly 90% of the $60 billion in revenue collected. Conversely, the processes
shown in red represent the systems and programs engaged in processing tax obligations filed
incorrectly or requiring intervention to collect taxes owed. These processes are referred to as
the “Red Path” and represent the most costly way for FTB to carry out its mission. The Red
Path processes are particularly costly because they concern recovery of revenue often with
unavailable data, redundant systems, and functions that are not shareable and reusable.
Historically, FTB’s information technology (IT) investments have been directed towards Red
Path activities such as identifying particular income sources for specific non-filing taxpayers or
collecting underpaid accounts. There has been no real significant IT investment in the self-
compliance Blue Path processes, which impacts nearly all taxpayers and represents the bulk of
FTB’s workloads. FTB’s workloads break down into seven key Systems of Work (SOWSs), which
include Return Filing, Return Validation, Filing Enforcement (FE), Audit, Underpayment (also
referred to as Collections), Payment and Overpayment (Refunds).

Over the last two years, FTB’s Tax Systems Modernization (TSM) Bureau undertook an
extensive effort to perform Business Problem Analysis (BPA). The BPA consisted of enterprise
strategic planning for the FTB Tax Systems IT Strategic Plan (ITSP). The BPA targeted FTB’s
SOWs, specifically analyzing Return Filing, Return Validation, FE, Audit and Underpayment
with an overall objective to align FTB’s goals and strategies with initiatives designed to deliver
breakthrough improvements at both the enterprise and SOW levels. The BPA clarified, defined
and detailed FTB's Strategic Goals and defined the Enterprise Vision reconciled against the
vision plans of the Filing, Audit, and Collections business areas. In addition, the BPA defined
the Strategic Business Problems (SBPs) faced by the business areas that are obstacles to
achieving the Enterprise Vision and identified opportunities for solving the problems.

The Strategic Business Plan, business goals and visions developed by the business areas were
the sources used to identify the SBPs. The BPA not only defined and highlighted business
problems but illuminated strategies and opportunities to enable the business areas to achieve
their visions and goals more efficiently and effectively. With validation from both the business
and technology stakeholders, the SBPs produced a business focus intent on establishing a
clear and comprehensive business vision to increase revenue through narrowing the tax gap
(the difference between the amount of tax owed and the amount of tax paid) by improving and
streamlining the Blue Path processes, reducing waste, minimizing redundancy and reducing
technology maintenance and operations costs. The BPA facilitated the formulation of a
strategic IT portfolio with the EDR Project as the first in the series of the TSM IT projects
strategically directed to provide profound revenue generating and cost saving solutions all
within the context of FTB's ITSP.

3.1.1 Return Filing

With the onset of e-file technology, FTB has experienced a reduction in the number of PIT
paper returns filed. In fact, since the passage of the 2004 mandatory e-file law for tax preparers
filing over 100 returns annually, the number of e-filed returns has doubled. In the 2006 tax
year, 60% of all PIT returns were e-filed. E-filed returns not only provide the obvious benefit of
using less paper, but FTB also benefits from having all return data in an electronic format,
which results in reduced processing costs due to minimal return fallout for manual correction.
Even though e-filed returns constitute the majority of returns filed, FTB projects the amount of
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e-filed returns to plateau at 75% by 2011, leaving FTB to process roughly 5 million paper
returns annually. In order to process the annual flow of paper returns, FTB will continue to hire
and train nearly 1,000 temporary employees every year to open, extract, sort and physically
move paper returns to meet the demands of timely deposits to the general fund and timely
refunds to California taxpayers.

In addition to the labor costs associated with physically moving paper returns, FTB forgoes
revenue opportunities related to the limited data captured from paper returns along with the
manual methods used. FTB’s ability to capture data was originally designed around a paper-
based system, which has since been modified to incorporate e-file data with a significant
drawback that the data cannot be accessed via a centralized location. The capture, enterprise
storage and usage of return data affords FTB many opportunities to analyze filing trends,
increase modeling capabilities and minimize exception processing; however, electronic data
captured via e-file versus data captured through manual input has considerably different results.
An e-filed return captures all data associated with a return including all schedules. The data
manually captured from paper returns is limited to only the data necessary to process a return
(e.g., adjusted gross income and withholding are captured and data on the schedules is not).
Approximately 65% of the paper returns are software generated and data captured via high-
speed scanners, whereas data from the remaining 35% of the paper returns are captured via
manual input. In essence, both methods currently capture the same data; however, capturing
data via a high-speed scanner allows for greater production rates, along with the opportunity to
capture and store all paper data in a similar format to the data captured via e-file. In support of
the Return Filing process, FTB employs a Taxpayer Service Center responsible for responding
to customer inquiries, including both taxpayers and tax professionals. FTB’s strategic goals of
operational excellence and improved customer service revolve around the following strategies:
e Decrease paper-based processes

e Improve return processing speed
e Continue promoting e-services
e Streamline processes and modernize IT systems

Based on these strategies, FTB must proactively address methods to streamline the processing
of paper returns through imaging and automated data capture, thus creating a gateway to all
data that can be used throughout the FTB enterprise which promotes Blue Path compliance.
Applying return data across the enterprise for use in Audit, Underpayment and Return
Validation, along with streamlining redundant IT systems will generate substantial revenue and
reduce the tax gap, while also improving FTB's operational efficiency.

3.1.2 Return Validation

Each year nearly 2.5 million PIT returns and over 300,000 BE returns require some degree of
manual intervention to complete processing. Unlike e-filed returns, which undergo additional
edits before acceptance and validation by FTB, all paper returns complete processing prior to
the identification and correction of any data or input errors. The validation system processes all
returns (paper and e-file), primarily identifying math, entity and payment discrepancies. In order
to process these discrepancies, FTB hires roughly 200 temporary staff to make manual tax
return adjustments and complete the return filing process.
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In addition to making manual adjustments, FTB attempts to identify fraudulent PIT returns for
investigation proceedings. Analysts request detailed queries from limited accounting system
information to identify fraudulent activities. Due to the labor-intensive process that goes into
identifying fraud along with the limited data, FTB is unable to adequately detect fraudulent
behavior early in the filing process. These difficulties result in the issuance of inappropriate
refunds of which FTB expends further audit and collection resources to recoup. On a similar
note, the Business Entities Section lack of resources, return complexity and limited data capture
constrains a BE fraud prevention program capable of curbing fraudulent behavior. Similar to
PIT, all BE returns submit to the validation process; however, due to the complexities of the BE
return, the lack of captured data and the accounting system’s current architecture, the
identification and manual corrections of BE returns take a considerably longer period of time
than PIT returns. The cumbersome BE accounting system leads to never-ending BE backlogs
because of a BE return's potential to run through multiple batch processes before the correction
of all discrepancies. In fact, FTB continues processing 100,000 current year returns into the
following tax year requiring a consistent use of additional temporary staff and overtime.

Keeping in line with FTB’s strategic vision of identifying approaches to narrow California’s tax
gap, opportunities exist to take a proactive approach in identifying fraudulent behavior along
with using more data to reconcile all aspects of a return, such as using 3rd party data and
reconciling schedule information.

3.1.3 Filing Enforcement (FE)

The FE program serves as one of FTB’s primary methods to reduce the tax gap and gain
compliance with the state’s tax laws. The FE program identifies and pursues individuals and
corporations with potential filing requirements and no tax return filed. The Integrated Non-filer
Compliance (INC) computer system plays a key role in the FE program through the
identification of potential non-filers by matching income records against filed tax returns. In
order to ensure accurate non-filer information, all income records pass through a variety of data
cleansing processes. The INC database uses names and identification numbers to determine
the total income earned by each non-filer in a given year and subsequently create a non-filer
case. These potential non-filers are notified of their filing requirement and if they fail to file a tax
return, tax is assessed based on available income information. Through notifying potential non-
filers, the FE program obtains approximately 250,000 tax returns and $500 million in total
revenue each year.

The FE program identifies potential non-filers by comparing California source income and
income indicators to a database of taxpayers who have filed returns. FTB has agreements with
3rd parties who provide income and income indicator records at different times throughout the
year. FTB currently receives approximately 250 million records per year for use in FE activities.
Additionally, the FE program places a high priority on identifying innovative ways to identify
non-filers by adding new income sources each year.

Roughly 12 million possible non-filer cases are identified annually. Of these, approximately 9.8
million have no filing requirement (i.e., $0 gross tax) and 400,000 are not pursued because they
have a net tax (tax after credits) under a threshold to impose an assessment. The remaining
1.8 million pursuable non-filer cases are assigned one of two categories: “Ready to Pursue” or
“Under Review.” The 1.25 million “Under Review” cases are manually worked and either a
notice is issued or it is closed (e.g., have no filing requirement) while the remaining 550,000
“Ready to Pursue” cases receive a notice. The “Under Review” cases require significant
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resources to research better addresses and manually determine filing requirements. The ability
to add additional data sources to improve non-filer matches would alleviate the dependency on
manual intervention and promote Blue Path behavior in future years, thus increasing revenue
potential.

3.1.4 Audit

The Audit Division is responsible for auditing California resident and nonresident PIT taxpayers
with California source income, Pass Thru Entities and BE taxpayers doing business in the state.
Audit also plays a significant role in reducing California’s annual tax gap. The Audit Division's
mission is to ensure that taxpayers report and pay the correct amount of tax, performing
approximately 350,000 audits per year that produce approximately $1.4 billion® in additional
revenue.

Critical to the support of Audit's mission is the ability to identify candidates for audit. A key
component of the identification process is the acquisition and analysis of return and 3rd party
data sources. Third party data sources include information from industry, other state and
federal agencies. Today, the Audit Division uses separate systems to store tax return and 3rd
party data for each of the respective audit programs. Each system stores some of the same
data and each system has its own extract, transform and load (ETL) processes. These
systems do not provide automated data cleansing and perform limited matching functions,
which prevent them from making the best use of available data. These separate and redundant
data silos present a problem when adding new data, as each one must be updated to process
and store new data. In addition, no single system has access to all of the data.

Once the data is loaded and available within a data store, it may be analyzed through a process
called modeling. Modeling is a system functionality that supports the querying of data against a
selected data store. Specific tax return and 3rd party data elements captured and stored
provide the basis for audit models and ultimately the selection of tax returns for auditing. Audit
models range from very simple single-issue models to sophisticated and complex multiple-issue
models.

FTB generally cannot start the audit process (or cycle) involving complex or multiple issue
audits until 18 months after the filing of a tax return. This is due to various processing issues
that impact the availability and timeliness of key data elements from other FTB business areas
and external 3rd party sources. Additional steps are required once the data is received to
process our modeling programs.

Audit’s non-integrated technology environment limits the pursuit of revenue producing business
opportunities. These opportunities are specific to data and improving audit modeling and
candidate selection. Currently, a need exists to improve data quality, data timeliness,
acquisition of new data sources and ability to share data.

In addition to the modeling process, the program receives leads from multiple sources including
media tips, other states, other California State agencies and other professional
committees/organizations. This information is often reviewed manually for potential
noncompliance issues that would prompt FTB to select additional taxpayers for audit or to
create new models to detect a noncompliance trend.

! Source: 2005-06 Operations Report
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3.1.5 Underpayment

The Underpayment program enforces the laws entrusted to FTB to collect the proper amount of
tax or non-tax debts. The Underpayment program provides direct assistance to taxpayers and
tax professionals by educating them through reactive call centers and field offices, notifying
them of outstanding debts and encouraging them to voluntarily pay in full. For those customers
who do not comply, involuntary collection action is taken. This may consist of contacting
customers, filing liens, issuing levies and seizing assets. It is the collector’s role to explain and
resolve the balance due and educate the customer on how to comply with California tax laws.

FTB administers four Underpayment debt types:

Personal Income Tax

Business Entity

Court Ordered Debt

Vehicle Registration Collections

During fiscal year 2007/2008, the Underpayment program successfully collected $1.5 billion for
PIT, $473 million for BE, $73 million for COD and $155 million for Vehicle Registration
Collections (VRC).

Each of the four debt types has a separate system and performs the same collection functions
(e.g., levies, installment agreements, and notices); however, each debt type operates in a silo
unable to leverage information or technology from the other underpayment systems. This has
resulted in increased training costs, the inability to redirect resources from one debt type to
another, duplicate efforts, redundant data, out-of-sync systems, miscommunication and
increased IT costs.

Bringing common services to an enterprise level (e.g., address, notification, modeling and
customer self-services) will decrease training costs, redirect resources, reduce duplicate efforts,
reduce miscommunication and decrease IT costs. Additional data will be more defined
increasing the accuracy of account evaluations and lead to more effective and efficient
collections producing additional revenue. In addition, the opportunity of using 3rd party data
along with return data will allow for the optimization of PIT and BE modeling. Introducing new
data into PIT and BE scoring models will enable more cases to be collected by the automated
system as opposed to a collector.

3.1.6 Legacy System

The Business Entities Tax System (BETS) is the accounting system which administers the
California Revenue and Taxation Code as it applies to more than 3.5 million corporations,
partnerships and limited liability companies doing business in the State of California. BETS
processes approximately 1.2 million BE tax returns annually, accounting for roughly $10 billion
in revenue a year. Additionally, BETS interfaces with other FTB mission critical systems
managed by Audit, Underpayment and FE along with interfacing with systems managed by
other state departments.
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Implemented in 1996, BETS uses proprietary INSTALL/1 and DESIGN/1 products, which are
highly integrated into the BETS online environment and development processes. The
INSTALL/1 and DESIGN/1 products have been "functionally stabilized" by the vendor, meaning
that no enhancements to the existing products will be made. Since their peak worldwide usage
in the mid 1990s, approximately two-thirds of the original customers have discontinued the use
of the products, leaving only approximately 50 customers. The vendor has not provided active
support for INSTALL/1 and DESIGN/1 since their last release in October of 2003.

3.2 Business Problems and Opportunities
Strategic Business Problems

1. Data Availability - Returns are not corrected, payments and taxpayers are not
properly identified, fraud goes undetected, cases are not properly prioritized and
assigned the most effective resolution strategy because data is unavailable,
unshared and costly to maintain.

FTB’s infrastructure lacks the ability to share mission critical information across the enterprise
and the ability to capture additional data needed for all SOWs including Return Validation, FE,
Audit and Underpayment resulting in delayed and lost revenues. FTB experiences a data gap
between the amounts of data captured via e-file and data captured via scanning or manual
input. The e-file process captures all return information including valuable schedule information
whereas scanning or manual input of paper returns captures roughly only the first two pages of
return information, which doesn’t include any schedule information. The gap created by not
capturing all the necessary data from paper returns results in substantial revenue loss across
all SOWs in the department. For instance, available data regardless of the source would
provide a comprehensive audit selection process producing more highly effective audit cases.

FTB stores most data in siloed systems and applications throughout the enterprise making the
prospect of sharing data extremely costly. Scattered data, in conjunction with non-integrated
systems, results in FTB’s inability to provide proper data and trend analysis. With isolated data,
all SOWs struggle to achieve desired revenue potential. Currently, the unavailability of the data
hinders FTB’s ability to identify more return filing errors and detect fraudulent behavior sooner
in the return validation process to allow significant enforcement through the establishment of
taxpayer and tax professional relationships. Furthermore, since all data remains in silos and
managed locally by SOW business areas, no enterprise governance process exists to ensure
proper procedures for integration, quality, utilization, availability and standardization of data.
The lack of enterprise governance promotes the fragmented management and maintenance of
multiple systems with redundant functionality thus driving up maintenance costs and requiring
annual changes to multiple platforms instead of just one. Finally, the data matching process
aimed at identifying non-filers lacks the ability to add new data to improve quality and take full
advantage of sharing enterprise data. The lack of data is the single most significant problem
that constrains FTB’s ability to close the $6.5 billion tax gap; therefore, the ability to share data
across the enterprise using mechanisms such as Data Services will result in the ability to
identify additional non-filing PIT taxpayers.

2. Business Processes - Changes take too long to implement or cannot be made, data is
not captured, returns are not corrected and performance cannot be monitored
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because return filing processes are old, manual, redundant, inflexible and costly to
maintain.

Paper drives FTB's current return filing and validation functions even though 60% of PIT returns
are e-filed. The current system architecture revolves around a paper-based workflow with
modifications made to incorporate e-file resulting in inefficiencies, redundancies and exception
processing. The physical movement of paper returns anchors the return filing workflow process
that operates under redundant and independently managed filing systems requiring extensive
manual intervention to maintain. In addition, each processing workflow lacks the ability to
optimally capture, validate and process PIT and BE data, which limits the ability to make timely
systems changes without adversely impacting the timeliness of deposits and refunds. Due to
limited automation, the return filing process remains dependent on temporary staff to manually
process tax returns and IT staff to maintain separate redundant systems. The return validation
systems maintain business rules embedded within IT legacy systems with insufficient or no
documentation. As a result, all business rule changes must adhere to a cumbersome
condensed annual change process window due to the risk associated with making changes
during peak filing season months, which could prevent the collection of revenue. In addition,
without the use of an enterprise workflow, a roadblock exists to successfully monitor and
evaluate business performance. This results in decisions being based on historical rather than
current data.

3. System Redundancy and Reuse - Systems and functionality are costly to develop and
maintain because they are redundant, have different technologies, different platforms
and are not integrated or reusable.

FTB maintains numerous standalone systems that lack standardized functionality across the
enterprise resulting in redundant maintenance costs and almost no reusable services that may
be leveraged by other systems. The reliance on redundant systems, data, processes and
functions hinders FTB’s ability to make timely updates due to the fact that changes to a similar
function must be performed across the various siloed systems on multiple platforms throughout
the enterprise. Such numerous changes require significant development hours to complete
which undermines quality along with lost opportunities to focus on additional revenue
generating activities. For example, FTB has twenty-six separate noticing systems each with
isolated functionality and technology platforms. A recent legislative change requiring the
removal of social security numbers from all notices mailed to taxpayers required lengthy code
changes on twenty-six systems, as opposed to one change if common functionality was
standardized in services across the enterprise. In addition, multiple noticing systems
contributes to higher processing costs as FTB must process over 1.4 million pieces of return
mail as a result of address information being stored separately with no ability for systems to
share the best address. The lack of reusable services adds costs to the development of new
systems as existing functionality in systems cannot be leveraged and must therefore be built
from scratch. Lack of technical agility and responsiveness due to redundant systems keeps
operating cost high and revenue stagnant.

4. Self-Services - Taxpayer self-services are limited due to outdated technologies and
limited security.

10
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Limited taxpayer self-services encourage the use of costly traditional methods for taxpayers to
self-comply with California tax law and prevent Blue Path behavior. Traditional customer
service avenues, like costly phone centers and walk-in service, are employed to change
addresses or identify balance due amounts as opposed to self-service functionality allowing
taxpayers to manage their own tax accounts. Self-service brings forth self-compliance efforts
and proper taxpayer and tax professional participation while allowing FTB to reallocate
resources to revenue generating activities.

FTB lacks the ability to provide a single, secure, common and coherent data view to internal
FTB staff and external customers. Typically FTB staff must access several systems to obtain
all information needed to perform their work duties. A single secure view of taxpayer data, such
as a Taxpayer Folder, not only promotes taxpayers to take “ownership” of their tax account and
maintain Blue Path behavior, but also improves FTB'’s cost effectiveness by reducing wasted
time spent by FTB staff accessing multiple systems. A solution that would facilitate the
integration of various data and business functions services through a common view would
make it possible to easily plug-in new services as they are developed without the need for
customized programming resulting in a cost effective way to provide transparency and
enhanced service to taxpayers and tax professionals.

5. Data Analysis - Noncompliance discovery and fraud detection, tracking and
prevention are limited because taxpayer behavior analytical tools are unavailable.

No automated BE fraud detection program currently exists and the PIT fraud detection program
lacks sufficient data analysis, processes and data mining tools along with access to additional
data to comprehensively identify noncompliance and detect fraudulent behavior. Data queries
require technical support and a considerable amount of run time to produce trend analyses.
This time dependency contributes to FTB’s inability to deal effectively with fraud early in the
filing process. This results in the detection of fraud too late in the process and in some cases
after refunds have been issued. Without early fraud detection through data analysis, the growth
of the tax gap will continue due to the lack of an effective deterrent. As a result, FTB’s lack of
the right data mining tools hinders the amount of revenue retained/collected and the ability to
discover non-compliant behavior and trends. With increased data and a robust data analysis
tool, FTB can identify emerging patterns of noncompliance, refine audit selection models for
better audit accounts and detect fraud prior to the issuance of refunds thereby narrowing the tax
gap and increasing revenue.

6. BETS - The BE accounting system is inflexible to evolving business needs, legislative
mandates and poses significant risk to existing business processes due to outdated
technologies, siloed data and proprietary software.

BETS risks losing vendor support for its critical components INSTALL/1 and DESIGN/1. The
vendor currently provides technical support for INSTALL/1 and DESIGN/1 on a year-to-year
maintenance agreement and will provide a maximum of one-year notice of termination of
product support. The vendor removed these products from its strategic business plans,
categorizing both products as "functionally stable". Designating these products as functionally
stable is the precursor to discontinuing support entirely, which puts a major tax system at risk
for failure without proper vendor support. The impact of a legacy system failure would have
severe repercussions to California's revenue. The vendor continues to provide support but no

11
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longer performs research and development or adds new functionality beyond resolving
component failures or near term operating system upgrades.

In addition to loss of vendor support, FTB’s legacy system lacks the ability to integrate with new
systems and services, which results in high maintenance and operational costs. Developers
spend approximately 93% of their time on maintenance, legislation and annual changes,
leaving only 7% of their time for enhancements. BETS was originally designed to process
paper documents, which makes interfaces with electronic documents and Internet applications
difficult. As a result of limited functionality and lack of integration with new systems, the BETS
user community has compensated by creating a multitude of manual workarounds that
contribute to excessive operational costs. BETS currently uses outdated technology that
precludes it from sharing information and services with other systems in the enterprise. Due to
a lack of current technology and the inability to share information or services in a Service
Oriented Architecture (SOA) environment, the decoupling of BETS remains a cornerstone for
the successful implementation of the EDR project.

Finally, the BETS limitations have contributed to a growing backlog of return processing fallouts
stemming from entity match, return validation and supervisor quality reviews. The backlog has
been steadily growing over the years and is now up to nine months past due. The backlog is
largely attributable to the growing complexity of the tax law over the years and the limited
functionality, rigid design and closed architecture of BETS that does not support needed
changes.

EDR Business Problems, Magnitude and Consequences
The following table represents a summary of the magnitude and consequences of the EDR
business problems:

No. Business
Problem

Magnitude Consequences

1. Data Availability — Insufficient data is available 1. Returns fall out for manual
Returns are not for the following SOWSs: processing because taxpayers
corrected, payments | o Return Filing cannot be accurately identified
and taxpayers are 0 Return Validation resulting in processing delays that
not properly including fraud detection lead to interest charges on refunds
identified, fraud o FE and delays on making returns

goes undetected, 0 Audit

cases are not
properly prioritized
and assigned the
most effective
strategy and
resources because
data is unavailable,
unshared and costly
to maintain.
o Dataisin silos
o Datais
redundant
o Not all the
required data is

o Underpayment

available for audit causing lost and
delayed revenue and increased
costs

Payments fall out for manual
processing or are misapplied to
the wrong account because
taxpayers cannot be accurately
identified resulting in processing
delays, erroneous adjustments,
notices, taxpayer contacts and
poor customer service

Math verification of taxpayer
computations is limited to the first
two pages of the return and absent
in the adjoining schedules

12
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No.

Business
Problem

Magnitude

Consequences

captured

Data is
underutilized
(e.g., data
matching)

Data is untimely
Data
management is
distributed
Data quality
suffers

10.

11.

12.

13.

resulting in returns not being
corrected and revenue lost
Self-compliance suffers because
errors are not reported or reported
timely to taxpayers or practitioners
resulting in lost revenues

Fraud goes undetected, is not
enforced and revenue is lost
because taxpayers and their tax
preparers cannot be effectively
associated

FE cases selected for enforcement
fallout for manual review because
there is limited confidence in the
data resulting in increased costs,
delays and notices sent to non-
filers with minimal tax potential
3rd party data matching is
incomplete resulting in taxpayers
being excluded from Audit and FE
selection leading to lost revenues
Return data available for audit
selection is limited resulting in
nonproductive returns selected for
audit causing lost and delayed
revenues and increased costs
Underpayment cases are assigned
the wrong priority resulting in the
deployment of ineffective
enforcement strategies causing
lost and delayed revenue and
increased costs

Data processing takes too long,
leads to redundancy and higher
costs

Revenue is lost because some
compliance activities are cost
prohibitive due to manual
processes that depend on paper
Data is not captured and
leveraged resulting in data capture
errors, fallouts, bottlenecks,
rework, prolonged processing and
reduced data quality.

Taxpayer requests for information
take too long to process or are not
processed at all causing some
taxpayers to file incorrectly without
needed information resulting in
increased operational costs and
lost revenue

13
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No. Business Magnitude Consequences
Problem
2. Business Business processes are 1. Returns take too long to process
Processes— inefficient and ineffective for which leads to interest payments
Returns take too BE and PIT Return Filing and on refunds and delays on making
long to process, Validation returns available for audit causing
there are too many lost and delayed revenue and
fall-outs, changes increased costs
take too long to 2. Taxpayers file duplicate returns
implement or cannot because we cannot provide
be made, data is not assurances that returns have been
captured, returns filed resulting in increased
are not corrected operational costs
and performance 3. Program performance cannot be
cannot be effectively monitored because
monitored because work is scattered among systems
return filing and manual processes
processes are old, (workarounds)
manual, redundant, 4. Response to emerging workload
inflexible and costly backlogs and bottlenecks is costly
to maintain. and slow resulting in processing
0 Business delays, delayed and lost revenue
processes are in and increased costs
silos and not 5. The department depends heavily
integrated on human resources to deal with
0 Business workload problems (e.g., backlogs)
processes are because changes cannot be
fragmented and readily made resulting in increased
not adequately return processing time and costs
automated 6. Manual intervention contributes to
o Workflow errors, rework and increased
monitoring is processing costs
limited 7. Workload planning is based on
0 Business personal knowledge and
processes and experience without the use of
rules are not planning tools resulting in
adequately inaccurate projections of resource
documented needs
0 Business 8. The impact of changes is not well
processes and understood resulting in production
rules are difficult incidents, defects and increased
to access and costs
cannot be easily 9. Business processes are
changed and duplicative and costly to maintain
managed 10. Changes including legislative
0 There are no changes cannot be readily made
tools to manage or accommodated causing delayed
processes and or lost revenue and high
rules operational costs
o Training is 11. Ramp up to productivity is
fragmented prolonged and costly due to
o Data capture fragmented training
process is 12. Training is not comprehensive and
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No. Business Magnitude Consequences
Problem
fragmented and therefore costly and contributes to
relies heavily on poor taxpayer service, productivity
manual keying and quality
13. Quality of work suffers and
contributes to higher operating
costs because work is not
standardized
14. Needed data is not captured
because of time consuming
manual data capture methods
15. Incorrect returns are not
thoroughly identified and corrected
when filed because of manual and
time consuming validation process
16. The Return Filing process is
prolonged, bottlenecks routinely
occur and return data is
unavailable because some critical
data is limited to paper returns and
is costly to track and obtain
17. Too many taxpayers call in to find
out the status of their refund
3. System Systems are different and 1. Systems and functionality are not
Redundancy and duplicative for PIT and BE leveraged and shared, therefore,
Reuse - Return Filing, Return costly to maintain
Systems and Validation and 2. System development is prolonged
functionality are Underpayment and costly resulting in lost
costly to develop revenues and increased costs
and maintain Functionality is not leveraged | 3. Systems are duplicative and costly
because they are and shared throughout the to maintain
redundant, have enterprise 4. Opportunities are lost because
different systems go without needed
technologies, functionality and data resulting in
different platforms delayed or lost revenues and
and are not increased costs
integrated or re- 5. Information and data are not
useable. shared and therefore contribute to
o0 Functionality higher operating costs, delayed or
varies among lost revenues, poorly coordinated,
systems taxpayer service and diminished
0 Some systems quality
lack functionality 6. Technology service delivery is
o Governance is highly specialized and costly
not adequately 7. Users must access multiple
enforced systems to access information
resulting in poor customer service
8. Users must access multiple

systems to locate enforcement
information resulting in delayed
and lost revenues
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No. Business Magnitude Consequences
Problem
4, Self-Services — Taxpayer self-services are Return Filing costs are high
Taxpayer self- limited for PIT and BE Return because some information and
services are limited | Filing and Validation services must be manually
due to outdated researched and provided by
technologies and internal users to taxpayers
limited security. Return Filing errors are
unnecessarily high, Return
Validation costs are high and
revenue is delayed because some
filing information is not readily
available to taxpayers
Taxpayer contacts including
telephone calls and
correspondence are unnecessarily
high and costly
Tax returns and revenue are
delayed because taxpayers cannot
readily obtain information
5. Data Analysis — Data analysis tools are Scope of compliance issues is not

Noncompliance
discovery and fraud
detection, tracking
and prevention are
limited because
taxpayer behavior
analytical tools are
unavailable.

limited for Audit, FE
compliance discovery and
fraud detection

identified completely and timely,
resulting in delayed or lost
revenues and repeated
noncompliant behavior.
Self-compliance suffers because
taxpayer patterns including errors
are not analyzed and identified
early and reported timely resulting
in lost revenues

Fraud goes undetected and is not
enforced resulting in lost revenue
Taxpayer behavior and trends are
not completely understood and go
unidentified discouraging Blue
Path behavior

BE fraud goes undetected
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No. Business Magnitude Consequences
Problem
6. BETS — Outdated components 1. BETS cannot integrate with new
The BE accounting | concerns BE accounting systems and services without
system is inflexible | system considerable modification, high
to evolving business risks and costs
needs, legislative BETS maintainability 2. BETS functionality and data are
mandates and not leveraged and shared resulting
poses significant All tax systems of work are in high operational costs and lost
risk to existing impacted revenue
business processes 3. BETS changes, including
due to outdated legislative changes, cannot be
technologies, siloed readily made or accommodated
data and proprietary causing delayed and lost revenue,
software. high operational costs (e.g.,
backlogs) and poor customer
service

4. Quality of BETS changes suffers
because of the limited window of
time available resulting in
incomplete testing and numerous
production defects

5. Other system development
dependent on legacy systems is
prolonged and costly resulting in
lost revenues and increased costs

6. Opportunities are lost because
systems go without needed
functionality and data resulting in
delayed or lost revenues and
increased operational costs

7. Increasing risk of catastrophic
failure potentially resulting in lost
revenues and increased
operational costs

3.3 Business Objectives
Below are the EDR Project Business Objectives. The numbers in parentheses show how the
Objectives map to the Business Problems and Project Scope (Section 6.5.1).

1.

By November 2012, the initial phase of Underpayment Modeling Process is implemented
and integrated with Accounts Receivable Collections System (ARCS) and Taxpayer
Information System (TI) cons