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Fiscal Summary
(Dollars in thousands)

BCP No DATE Proposal Title: PROGRAM
1 October 28, 2013 Enterprise Data to Revenue Project Tax Programs
Positions FY 2013/14 FY 2014/15 FY 2015/16
cY BY BY+1 (24 BY By+1
Total Salaries & Wages /1 .0 171.0 162.0 $ 0 $ 6,947 $ 6,920
Total Staff Benefits /2 $ 0$ 2581 $ 2,631
Total Personal Services $ 0% 9,528 $ 9,551
Operating Expenses and Equipment
General Expense /3 $ 0 s 246 $ 152
Printing /4 0 5 4
Communications /5 0 176 170
Postage /6 0 120 120
Travel-In-State /7 0 67 91
Travel Out-of-State 0 0 0
Training /8 0 80 160
Facilities Operations /9 0 275 0
Utilities 0 0 0
Cons & Prof Svs - Interdept'| 0 0 0
Cons & Prof Svs - External /10 0 68,522 41,236
Data Center Services 0 0 0
Information Technology /11 0 486 369
Equipment 0 0 0
Other/Special Items of Expense 0 0 0
Total Operating Expense & Equipment $ 0$ 69977 $ 42,302
TOTAL STATE OPERATIONS EXPENDITURES $ 0$ 79,505 $ 51,853
Fund Source Item No.
Org - Ref - Fund
General Fund 7730 001 0001 $ 0$ 79,505 $ 51,853
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
Totals $ 03 79,505 $ 51,853
Total Local Assistance Expenditures $( 0) $( 0) $( 0)
Fund Source Item No.
Org - Ref - Fund
General Fund 7730 001 0001 $ 03 0$ 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
Totals $ 03 0% 0
Grand Total, State Operations and Local Assistance $ 0$ 79505 $ 51,853

/1 Itemized positions by classification on the Personal Services Detail worksheet.
/2 Benefit detail on the Personal Services Detail worksheet.
/3 General Expense @ $910 per position. Plus minor equipment

@ $1184 per new position.

/4 Printing Costs @ $27 per position.

/5 Communication costs @ $644 per position. Plus Megacom and SMS Text Service.
/6 Postage Costs for additional mailings.

/7 Travel In-state to training events
/8 Training

/9  Facilities - modular parts and reconfiguration costs.
/10 Consult & Prof Services - Solution Provider and DGS Procurement Services
/11 Information Technology - Notebooks, Desktops, Printers, various infrastructure software/hardware.




PERSONAL SERVICES DETAIL

(Whole Dollars)

BCP No DATE Proposal Title: PROGRAM
1 October 28, 2013 Enterprise Data to Revenue Project Tax Programs
Positions Dollars
Positions cY BY BY+1 Salary Range CcY BY BY+1
2013/14 2014/15 2015/16
Administrative Services Division
Mailing Machines Operator | - Rg B~ PERM 0.0 2.0 30 $ 2468 $ 3,088 $ 0 $ 67,000 $ 100,000
Sr Info Systems Analyst Spec PERM 0.0 1.0 10 $ 5571 $7322 $ 0 $ 77,000 $ 77,000
Bus Services Officer | Spec PERM 0.0 0.0 10 $ 3658 $4579 $ 0$ 03 49,000
Total Administrative Services Division .0 3.0 5.0 $ 0 $ 144,000 $ 226,000
Adjust for Part Year Positions .0 .0 .0
Net Positions .0 3.0 5.0
Audit Division
Assoc Tax Auditor PERM 0.0 13.0 130 $ 4619 $6,074 $ 0 $ 834,000 $ 834,000
Administrator | PERM 0.0 1.0 10 $ 5076 $ 6670 $ 0 $ 70,000 $ 70,000
Program Spec | PERM 0.0 1.0 10 $ 5076 $ 6670 $ 0$ 70,000 $ 70,000
Total Audit Division .0 15.0 15.0 $ 0 $ 974,000 $ 974,000
Adjust for Part Year Positions .0 .0 .0
Net Positions .0 15.0 15.0
Legal Division
Tax Counsel Ill Spec - Rg A PERM 0.0 0.0 10 $ 7682 $9857 $ 0$ 03 105,000
Total Legal Division .0 .0 1.0 $ 0 $ 0$ 105,000
Adjust for Part Year Positions .0 .0 .0
Net Positions .0 .0 1.0
Finance & Executive Services Division
Staff Info Sys Analyst Spec PERM 0.0 1.0 10 $ 5065 $ 6,660 $ 0$ 70,000 $ 70,000
Total Finance & Executive Services Division .0 1.0 1.0 $ 0 $ 70,000 $ 70,000
Adjust for Part Year Positions .0 .0 .0
Net Positions .0 1.0 1.0
Filing Division
Assoc Operations Spec/Ftb PERM 0.0 1.0 10 $ 4400 $ 5508 $ 0% 59,000 $ 59,000
Asst Info Systems Analyst - Rg B PERM 0.0 2.0 20 $ 3204 $ 4,010 $ 0% 87,000 $ 87,000
Tax Program Tech |, Ftb PERM 0.0 8.0 80 $ 2638 $3305 $ 0 $ 285,000 $ 285,000
Key Data Operator - Rg B PERM 0.0 6.0 60 $ 2450 $ 3,064 $ 0 $ 198,000 $ 198,000
Compliance Rep, Ftb - Rg B PERM 0.0 6.0 60 $ 3204 $3819 $ 0 $ 253,000 $ 253,000
Assoc Tax Auditor PERM 0.0 6.0 60 $ 4619 $6,074 $ 0 $ 385,000 $ 385,000
Key Data Operator - Rg B TEMP 0.0 76.0 760 $ 2450 $ 3,064 $ 0 $ 2514,000 $ 2,514,000
Tax Program Tech |, Ftb TEMP 0.0 12.0 00 $ 2638 $3305 $ 0 $ 214,000 $ 0
Tax Program Tech II,Ftb LT EXP 06/30/2016 0.0 9.0 90 $ 2951 $ 3696 $ 0 $ 359,000 $ 359,000
Tax Program Supervisor LT EXP 06/30/2016 0.0 4.0 40 $ 3101 $3834 $ 0 $ 168,000 $ 168,000
Staff Operations Specialist/Ftb LT EXP 06/30/2016 0.0 1.0 10 $ 4833 $6,050 $ 0 $ 65,000 $ 65,000
Administrator Il LT EXP 06/30/2016 0.0 2.0 20 $ 5573 $7326 $ 0 $ 155,000 $ 155,000
Office Serv Manager | LT EXP 06/30/2016 0.0 3.0 30 $ 3975 $4976 $ 0 $ 161,000 $ 161,000
Administrator | LT EXP 06/30/2016 0.0 1.0 10 $ 5076 $ 6670 $ 0 $ 70,000 $ 70,000
Sr Compliance Rep.,Ftb LT EXP 06/30/2016 0.0 1.0 10 $ 4619 $5784 $ 0 $ 62,000 $ 62,000
Tax Program Tech |, Ftb LT EXP 06/30/2016 0.0 3.0 30 $ 2638 $3305 $ 0 $ 107,000 $ 107,000
Assoc Operations Spec/Ftb LT EXP 06/30/2016 0.0 1.0 10 $ 4400 $5508 $ 0 $ 59,000 $ 59,000
Tax Technician, Ftb - Rg B LT EXP 06/30/2016 0.0 3.0 30 $ 2817 $3529 $ 0$ 114,000 $ 114,000
Total Filing Division .0 145.0 133.0 $ 0 $ 5315000 $ 5,101,000
Adjust for Part Year Positions .0 .0 .0
Net Positions .0 145.0 133.0
Technology Services Division
Staff Operations Specialist/Ftb LT EXP 06/30/2016 0.0 5.0 50 $ 4833 $6,050 $ 0 $ 326,000 $ 326,000
Sr Info Systems Analyst Spec LT EXP 06/30/2016 0.0 1.0 10 $ 5571 $7322 $ 0 $ 77,000 $ 77,000
Staff Serv Analyst Gen - Rg B LT EXP 06/30/2016 0.0 1.0 10 $ 3050 $3819 $ 0$ 41,000 $ 41,000
Total Technology Services Division 0 7.0 7.0 $ 0 $ 444,000 $ 444,000
Adjust for Part Year Positions 0 .0 .0
Net Positions 0 7.0 7.0
Total Salaries and Wages Positions .0 171.0 162.0 $ 0 $ 6,947,000 $ 6,920,000
Part Yr Adj .0 .0 .0
P.Y.s .0 171.0 162.0
Staff Benefits Detail 2013/14 2014/15 2015/16
OASDI /12 $ 0 $ 432,000 $ 429,000
Health/Dental/Vision Insurance /13 0 900,000 934,000
Retirement - Miscellaneous /14 0 865,000 903,000
Worker's Compensation /15 0 38,000 38,000
Industrial Disability Leave/16 0 2,000 2,000
Non Industrial Disability Leave /17 0 4,000 4,000
Unemployment Insurance /18 0 240,000 221,000
Medicare /19 0 100,000 100,000
Total Staff Benefits $ 0 $ 2,581,000 $ 2,631,000

12/
13/

For permanent and overtime, 6.2% of salary.
Health - For Permanent $10,150 per position; Dental - For permanent $587 per position;

Vision - for permanent $106 per position.

14/
15/
16/
17/
18/
19/

0.55% of salary for permanent.
0.03% of salary for permanent.
0.06% of salary for permanent.

1.45% of salary for permanent.

8.8% of salary for temporary help.

For permanent, 20.503% of salary.




Analysis of Problem

A. Proposal Summary

The Franchise Tax Board (FTB) is requesting $79.5 million ($68.5 million is the anticipated Solution Provider
payment) and 48 permanent, 35 limited term, and 88 temporary help positions in 2014/15 to continue
implementation of the Enterprise Data to Revenue (EDR) project. Fiscal year 2014/15 is year four of the five
and a half year EDR project. The proposal includes a placeholder for the project’s 2015/16 needs which
includes three positions and $52 million ($41.2 million is the anticipated Solution Provider payment). To date,
the project is on schedule, within scope, and within budgeted project costs. Revenue generated from the EDR
project is anticipated to be between $519.2 million and $684.6 million in General Fund revenue for 2014/15,
increasing to an amount between $800.5 million and $1,146 million for 2015/16. The EDR project is a 66
month IT project that will modernize FTB’s processes and systems and will generate between $4 billion and
$4.7 billion (with a continued emphasis on the $4.7 billion) in revenue for the state over the life of the project.

B. Background/History

The project will be in its fourth year of development in 2014/15 and continually undergoes a thorough review
and approval process, as well as scheduled reporting at appropriate milestones. The EDR Feasibility Study
Report (FSR), project number 7730-191 (formerly 1730-191) was approved on January 10, 2009. A Special
Project Report (SPR) was approved on March 24, 2011 prior to awarding the contract to the Solution Provider.
An SPR Addendum was approved on November 14, 2011 to include the addition of the Financial Institution
Record Match program (FIRM) due to legislation. Each year, since 2009/10 a Budget Change Proposal or
Finance Letter has been approved to support the project.

The EDR project remains true to its original concepts. The business problems that EDR will solve have not
changed and are as follows:

1. Filing Business Processes — Return processing uses limited data and is labor intensive.

2. Data Availability — Data is stored in multiple systems and is difficult to access. Needed data is often in
separate systems, and, therefore, data is underutilized, redundant and untimely, resulting in lost
revenue opportunities.

3. Data Analysis — Data analysis tools are limited.

4. System Redundancy and Reuse — Systems are not leveraged.

5. Filing Self-Services — Taxpayer self-services are limited.

6. Business Entities Tax System (BETS) Maintainability — BETS is comprised of old and outdated

technologies.

The solution adopted by the EDR project implements improvements to FTB’s enforcement and self-
assessment capabilities and better positions the department to address the business problems as well as the
current annual tax gap of over $10 billion in taxes that are owed to the state but currently unpaid. The EDR
solution also offers significant improvements to FTB'’s operational efficiency through an enterprise approach to
data sharing and modernization of existing IT systems. This improved sharing of existing data will result in
significant new and improved revenue streams. Additionally, EDR will enable FTB to implement new self-help
tools for taxpayers and tax practitioners to ease burdens that currently exist related to filing a return or paying
taxes due.

EDR is a "benefits-based" project which means the Solution Provider will be paid from the revenue generated
by the EDR solution—up to the total contract amount of $401 million. The Solution Provider will be paid on a
guarterly basis, based on their completed deliverables and the available benefits generated during that quarter.
The first 25 percent of revenue will go directly to the state's General Fund and will not be available for the
Solution Provider's compensation. Once the Solution Provider has been paid the total contract amount, all
revenue generated by the EDR solution will be deposited into the General Fund. During the project reporting
period (2009-2018), EDR is expected to generate between $4 billion and $4.7 billion by 2016 and it is
estimated that annual revenue will approach $1 billion more revenue than we collected prior to the project
beginning.

FTB recently engaged in a ‘look-back’ and ‘look forward’ effort on the EDR project to understand all that the
project has accomplished to date and what remains ahead to accomplish. EDR is an unprecedented effort for
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FTB as it touches all of our systems and all of our existing business processes. In essence, it is transforming
the way we do our business. We started the project with FTB and the Solution Provider having certain
assumptions of existing processes, resource needs, opportunities, and solutions that we needed to work
together to validate. Over the last two plus years, FTB and the Solution Provider have worked hard to validate
our initial assumptions as we seek to enhance our operations to collect revenue, enhance taxpayer
compliance, and provide superior taxpayer service.

EDR comprises four major components: return processing system, data warehouse, taxpayer folder (which
includes additional taxpayer tools for self compliance) and legacy systems changes. In addition to the services
and efficiencies offered by these components, developing these four building blocks also allows us to
implement technologies along the way that help us generate additional revenue now. As of July 31, 2013, the
EDR project has successfully implemented 20 Early Initiatives. These Early Initiatives have allowed FTB to
maximize the revenue we collect and has provided increased customer service enhancements making it easier
for taxpayers to do business with FTB. Whether we have enhanced our operations by automating levies and
inventory modeling tools, providing FTB business areas additional data, or providing tools for taxpayers to
request an Installment Agreement online, FTB considers these project deliverables a success.

As of July 31, 2013, the EDR project has also completed three major releases on time. The major releases are
the larger and more complex implementation efforts associated with the project. These releases have led to
ongoing process improvements in our individual return and payment processing functions, allowed us to
enhance our ability to capture additional data from the returns, fully implement ahead of plans the Enterprise
Image Cash Letter process, begin the scanning of correspondence to allow for electronic routing of
correspondence based workloads, and install infrastructure necessary to continue building the Taxpayer Folder
and our enterprise data warehouse.

Release 1.0 was released into production on September 30, 2012 and features reengineered business
processes, four new scanners, and new software that will allow FTB to realize the following improvements:

e Reduce sorts and wait times to transfer returns to the scanners sooner allowing for faster processing of
tax returns and refunds.

e Scan all pages of the 2011 Form 540 and attachments such as payments and W-2s

e Capture more data off the tax return and select attachments without requiring manual keying of this
information.

o Deposit payments electronically into California’s bank accounts.

e Release 1.0 was a pilot and was limited to the 2011 Form 540 returns. Implementing this pilot during
October’s “mini-peak” allowed us to refine procedures for the final rollout of Release 1.0.1, which was
implemented on December 31, 2012, and permanently put in place a new return and refund processing
system for individual income tax returns.

e Implementation of Release 1.0 represents a significant milestone for the EDR project. The expanded
data capture from returns and attachments is a key component to realizing the project’s revenue target.
Capturing full images of the returns and payments allows us to eliminate paper, speed up processing,
access more data via automated tools for our compliance activities, and improve customer service.

In June 2013, Release 2.0 provided the initial functionality for the enterprise data warehouse and for
automatically routing specific correspondence to the appropriate business areas, prioritizing it for access by a
user, viewing certain tax returns and documents, and allowing comments. For Release 2.0, Taxpayer Folder
Portal functionality included the following:

e Search for an individual or organization.

e View demographic and contact information from the Taxpayer Information (TI) system in the Taxpayer

Folder.

e View Tl system tax return and payment information.

e View images of PIT returns and payments.

e View images of nonremit PIT Return Information Notices 5818A, 5818B, and 5818D correspondence.

e Add and view comments.
During our review of the EDR project, FTB also sought to understand the work ahead and to validate that our
assumptions made at the start of the project were still consistent based on updated information we now have
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available approaching the period mid-way through the project. Our study found that the EDR project is moving
forward as expected and is on schedule, within project budget costs, and within scope. Significant
enhancements have been implemented as planned that will lead FTB to more efficient processes and will
provide taxpayers additional self help tools to ease compliance burdens. We also found two important points to
share.

The first point focuses on revenue. Revenue to date has exceeded projections for the first two years of the
project. For 2011/12 and 2012/13, projections were $183 million yet actual revenue was $379 million. For
2013/14, we also expect to exceed our revenue projection of $260 million. FTB has found that while revenue
streams are strong, some newly implemented processes are accelerating revenue potential expected in later
years of the project, while other efforts related to new processes or to maximize efficiencies are taking slightly
longer than anticipated. Over the last two years, FTB and the Solution Provider have worked closely together
to validate what each thought we knew about existing capabilities and potential noncompliance trends when
starting the project. There were a few surprises. For example, some ideas enhancing our revenue generation
abilities the Solution Provider put forward, FTB was already actually doing. And in some situations where FTB
felt noncompliance was likely, when we were able to access additional data (courtesy of the EDR project work)
and study that data, we found that noncompliance was not as extensive as we expected. With the new data
available thus far due to EDR improvements, we also both identified other noncompliance issues we were
unaware of that appear to be areas we need to focus on for potential revenue benefits, and there have been
technology improvements in the industry that we could partner with the Solution Provider to implement to
increase our ability to collect taxes due. When coordinating all this information together and comparing it to
what we knew on Day 1 of the Project, FTB has found that while revenue streams are strong, some efficiencies
are accelerating revenue collections into the front end years of the project while others efforts related to new
processes or to maximize efficiencies is taking slightly longer than anticipated. With these insights, we found
that projected EDR revenue through fiscal year 2017/18 (project reporting period) approaches between $4
billion to $4.7 billion. FTB remains committed to using all efforts to meet the $4.7 billion over the life of the
project (through fiscal year 2017/18) but information to date indicates some of that revenue may come in later
than originally estimated as we learn to use the new tools implemented as a result of EDR and to move
through our respective business processes utilizing these tools. As we've always known, some workloads
generate cash immediately, and others take time to address noncompliance and collect cash (such as audits.)
FTB and the Solution Provider also continue discussions on opportunities we could pursue to enhance revenue
generation capabilities in the short and long term. Some opportunities we are discussing today, if they prove
worthy, would further increase our ability to generate revenue in the short term. But, based on best information
today, FTB notes that while revenue remains strong, some streams are coming in sooner than expected and
others later than expected. Several of the revenue opportunities under discussion today may or will come in
after the project reporting period ending in fiscal year 2017/18.

The second point focuses on resources. As noted above, as revenue generating activities are explored,
resources needed to accomplish these workloads may shift throughout the department or increase over those
projected during the project development cycle when information was incomplete and based on assumptions.
Additionally, while enhanced scanning and data extraction tools are being implemented, we have seen that
paper data capture has proven to be more difficult and more costly than anticipated. To capture more data,
under the terms of the contract, we planned on implementing 2D barcode for the first time to capture two and a
half times as much data from the tax return. This required us to work with the Tax Software Companies and for
these companies to add 2D barcodes to their software. We expected most Tax Software Companies to
participate but only a handful participated for the 2012 tax year primarily due to the fact that with late federal
law changes and budget issues, federal forms were not finalized until into January 2013—almost two months
later than normal, leaving insufficient time for the Tax Software Companies to fully implement 2D barcode for
CA individual returns. For the 2013 tax return filing season, we are working with the Tax Software Companies
more closely and have eight companies committed to develop 2D barcodes on their individual tax return
products; however, no Tax Software Company has agreed to provide 2D barcodes for business entity returns.
The lack of 2D barcode requires us to spend more money to capture data than we anticipated as an interim
solution to ensure revenue projections for the project remain feasible.

We also found that when changing our automated processes that are supported by individuals, change can
take longer to implement and gain efficiencies as our staff learns these new workflows and processes. FTB
continues to work with these staff members to train and prepare them for the new workload processes they will
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support. We remain confident that efficiencies will continue to occur as envisioned but in some cases a little
later than originally estimated.

Through July 31, 2013, the EDR project has expended $231 million (includes BCP expenditures plus
redirected staff and OE&E), and generated $543 million in revenue. This proposal requests resources to
continue with the implementation of the project in 2014/15, in accordance with the FTB FSR and previously
approved EDR Contract.

FTB is required to submit an SPR to the California Department of Technology if the information technology
project costs increase by $5 million, or a change in scope or schedule occurs. A review of the project to date
indicates no event has occurred to trigger the filing of an SPR. We continue to work with the California
Department of Technology to ensure they are aware of project work and resources needed.

The table below shows the historical resource data for the project.

Resource History
(Dollars in thousands)

Project Budget 2009/10 2010/11 2011/12 2012/13 2013/14
Authorized Expenditures 5,218 6,935 39,115 96,491 152,152
Actual Expenditures 3,795 4,835 37,680 96,491 TBD
Revenues 7,548 25,380 115,740 338,456 | 261,582 Est
Authorized Positions 57 40 72 165 184
Filled Positions 57 40 71 165 184
Vacancies 0 0 1 0 0
Workload History
Workload Measure 2009/10 2010/11 2011/12 2012/13 2013/14
Business Entities Section - Business Entity
Backlog, Non-Remit return processing and
Business Entity payment processing to reduce
backlog. Backlog completed in 2012/13. Working
on current workloads as of 2013/14
Increased Volume of Returns/Payments
Processed 44,553 196,773 173,181 175,000 184,000 est
Filing Enforcement - Business Entity
correspondence & answer calls.
Increased Volume of Notices N/A N/A 6,000 112,800 est 150,542 est
Taxpayer Services Center Section -
Taxpayer assistance to resolve taxpayer issues
that directly affect the taxpayer's ability to file and
pay their tax liability.
N/A 1

f N/A 47,000 | 100,500 est 00500 est
Increased Volume of Calls
Personal Income Tax Compliance and
Resolution Services - Correspondence -
EDR correspondence — includes Financial ESTIMATE ESTIMATE
Statements, faxes & paper correspondence. PIT- 20,365 PIT — 19,838 PIT - 20,500

BE- 8,761 BE - 7,486 BE - 8,500
TOTAL = TOTAL= TOTAL= TOTAL =

Increased Volume of Notices N/A 21,974 29,126 27,324 29,000
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Workload Measure 2009/10 2010/11 2011/12 2012/13 2013/14
Compliance and Resolution Services -
Answer phones due to additional EDR notices, ESTIMATE ESTIMATE
cases and other impacts. PIT- 82,378 PIT 240,000
BE-0 BE- 11,000
Total= TOTAL = TOTAL=
Increased Volume of Calls N/A N/A 49,870 82,378 251,000

Field & Complex Account Collections-
Support the field office counters in anticipation of
an increase in contacts due to EDR early wins and
other EDR related processes that will increase the
volume of notice and levy releases.

ESTIMATE
Increased Contacts N/A N/A N/A 63,277 70,870
Audit Division - The Audit Selection Early Win
focuses on capturing additional tax return data to
allow audit staff to run new audit models that could
not be run previously. The models have been run
for tax year 2009, resulting in additional audits for
the PIT Program. Additionally, this effort is planned
to continue for tax year 2010 and each subsequent
tax year, resulting in an increased volume of PIT
audits each year.

300 case units
Increased audit cases N/A N/A N/A N/A per year

C. State Level Considerations

The EDR project will significantly improve the department’s ability to address the state’s annual $10 billion tax
gap through a strategically planned Tax Systems Modernization effort consistent with the FTB IT Strategic
Plan, FTB IT Capital Plan, and enterprise vision incorporating state IT goals and objectives. The EDR project is
a key step for aligning FTB’s tax systems with the FTB Strategic Plan and FTB Enterprise Tax Business Vision.
Approval of this request is critical to the success of the EDR project and sets the stage to achieve the
corresponding state revenue objectives and IT goals at the lowest possible costs.

This proposal soundly supports FTB’s mission to fairly and effectively administer the state’s tax system. The
FTB mission is “to provide the services and information to help taxpayers file accurate and timely tax returns
and pay the proper amount owed. To accomplish this mission, we develop knowledgeable and engaged
employees, administer and enforce the law with fairness and integrity, and responsibly manage the resources
allocated to us.” This proposal also fully supports Strategic Plan Goals for Taxpayer Centric Service, Effective
Enforcement, a Strong Organization and Operational Excellence.

The added revenue coupled with the improvement to taxpayer compliance will provide many long-term benefits
to the state. Associated benefits not only increase the General Fund, but also improve the public’s perception
and awareness in order to fully support and accurately participate in the taxation process for the benefit of all
Californians.

D. Justification

Over the last 25 years, FTB’s IT investments focused on improving the effectiveness of our enforcement
processes with the aim of bringing non-compliant taxpayers into compliance. These investments have
generated measurably good results, including the filing of more tax returns and the collection of more past due
taxes. While these investments were effective, the enforcement processes are the most costly way for FTB to
conduct its business because they concern the recovery of noncompliance revenue. The aim of the EDR
project is to improve the effectiveness of our filing processes and thereby maximize compliance, and thus
revenues, much sooner in the filing process—when the returns are filed and taxes are due. The EDR project
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costs are funded by the revenue benefits generated from the EDR solution. Upon implementation, the EDR
solution will allow for operational improvements, taxpayer benefits, and tax revenue. More specifically the EDR
project will assist in narrowing the $10 billion tax gap by:

¢ Replacing the current return filing processes to improve efficiency, image and capture more return data,
and correct more returns earlier in the filing process.

Providing additional tools to identify noncompliance patterns and prevent fraudulent activity.

Providing data as an enterprise asset to all authorized users, including taxpayers.

Improving the assignment of non-filer, audit, and collection cases based on highest CBR.

Providing reusable services to make functionality available and reduce maintenance cost.

Providing the ability to retire redundant systems in the future.

Expanding customer self-services by implementing new self-help tools for taxpayers and tax
practitioners to ease burdens that may currently exist related to filing a return or paying taxes due.

FTB will continue to focus on the timely deployment of the major releases of the EDR project. In order for the
EDR project to be successful, the department requires the following:

a. Additional Permanent Program Positions

b. Additional Limited Term Program Positions

c. Additional Temporary Help Program Positions

d. Re-Establishment of Existing Limited Term Positions
e. Compensation Payments to the Solution Provider

We began the EDR project with FTB and the Solution Provider having certain assumptions of existing
processes, resource needs, opportunities, and solutions that we needed to work together to validate. Over the
last two years, FTB and the Solution Provider have worked hard to validate our initial assumptions and
together, we learned about opportunities to enhance our operations to collect revenue, enhance taxpayer
compliance, and provide superior taxpayer service. As FTB and the Solution Provider worked closely together,
there have been a few surprises about what each thought we knew about existing capabilities and potential
noncompliance trends. For example, some ideas enhancing our revenue generation abilities the Solution
Provider put forward, FTB was already actually doing. And in some situations where FTB felt noncompliance
was likely, when we were able to access additional data (courtesy of the EDR Project work) and study that
data, we found that noncompliance was not as extensive as we expected. With the new data available thus far
due to EDR improvements, we also both identified other noncompliance issues we were unaware of that
appear to be areas we need to focus on for potential revenue benefits, and there have been technology
improvements in the industry that we could partner with the Solution Provider to implement to increase our
ability to collect taxes due.

As revenue generating activities are explored, resource needed to accomplish these workloads may shift
throughout the department or increase over those projected during the project development cycle when
information was incomplete and based on assumptions. Additionally, while enhanced scanning and data
extraction tools are being implemented, we have seen that paper data capture has proven to be more difficult
and more costly than anticipated. To capture more data, under the terms of the contract, we planned on
implementing 2D barcode for the first time to capture two and a half times as much data from the tax return.
This required us to work with the Tax Software Companies and for these companies to add 2D barcodes to
their software. We expected most Tax Software Companies to participate but only a handful participated for
the 2012 tax year primarily due to the fact that with late federal law changes and budget issues, federal forms
were not finalized until into January 2013—almost two months later than normal leaving insufficient time for the
Tax Software Companies to fully implement 2D barcode for CA individual returns. For the 2013 tax return filing
season, we are working with the Tax Software Companies more closely and have eight companies committed
to develop 2D barcodes on their individual tax return products; however, no Tax Software Company has
agreed to provide 2D barcodes for business entity returns. The lack of 2D barcode requires us to spend more
money to capture data than we anticipated as an interim solution to ensure revenue projections for the project
remain feasible.
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We also found that when changing our automated processes that are supported by individuals, change can
take longer to implement and gain efficiencies as our staff learns these new workflows and processes. FTB
continues to work with these staff members to train and prepare them for the new workload processes they will
support. We remain confident, that efficiencies will continue to occur as envisioned but in some cases a little
later than originally estimated.

When coordinating all this information together and comparing it to what we knew on day one of the project, we
are requesting additional program resources for our business areas.

a. Additional Permanent Program Positions

The additional permanent positions requested in 2014/15 are required to support the business operations
enhanced by the EDR project. Positions identified here are critical to meet revenue commitments in the
business areas and do not include positions that FTB is able to redirect from existing workloads. Additional
redirections are not possible, since this would negatively impact baseline operations, including baseline
General Fund revenue. That, in turn, would impact FTB’s ability to meet the EDR contract obligations. Any
modification to the resources requested herein would need to be reevaluated by FTB and the Solution Provider
to determine the impacts to scope, schedule, and/or revenue of the EDR project.

FTB is requesting an additional 50 permanent positions in 2014/15 to address the additional revenue-
producing workloads generated as a result of the on-going implementation of the project phases as follows:

Audit

SPR: 15 positions redirected from Accounts Receivable Management

BCP Request: 15 positions

As part of the EDR project discovery efforts, FTB identified several issues of noncompliance that require
additional positions for the Federal State and Special Audit Section (FSSAS). Specifically, the issues are
related to identified noncompliance of Personal Income taxpayers claiming non-refundable credits and non-
reimbursed employee business expense deductions. FTB has always known that there was a level of
noncompliance in this area, however EDR has identified ways to model these cases and to work them more
efficiently (spending less time per audit). The additional resources will be used to support the issuance of
correspondence and Notices of Proposed Assessment to taxpayers who have erroneously claimed credits
and/or deductions that they are not entitled to under California law. These positions will generate revenue of
$30 million annually at a CBR of $8 to $1. The additional paraprofessional positions will be dedicated to
examining returns for a single issue rather than a complete audit of the tax return.

Business Services

SPR: 2 positions

BCP Request: 2 positions

The Mail Operation area requires direct and support staff to coordinate and process the increase in outgoing
mail generated by EDR changes. The volume of bills and notices we project to send in 2014/15 is estimated at
21.7 million, which is almost two million more bills and notices than we sent in 2012. The mailroom processing
activities include: intake, analysis, scheduling, staging, inserting, metering, sorting, preparation for transport
and reporting. The support hours are required to ensure the increase of projected mail volumes are created,
processed and delivered in a timely manner to meet enterprise-wide program demands. The bills and notices
generate approximately $5 billion annually and provide correspondence to the taxpayers and assist with the
tax compliance, audit, and filing requirements established by the department. The impact of not receiving
support hours has a direct impact on outgoing mail being processed accurately and timely, which in turn
impacts the taxpayer’s turnaround response time, taxpayer compliance, and revenue to the state.

Business Entity - Fraud

SPR: 6 positions

BCP Request: 6 positions

For Business Entity (BE) returns, historically FTB has been unable to validate the use of credits for two
reasons: the substantial amount of resources needed to do this in a manual fashion and the lack of data
capture of these credits from schedules. The expanded data capture and improved return validation
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capabilities being implemented with EDR will enable FTB to focus on potential misuse of tax credits and
schedule carryovers on all BE tax types and enable a more thorough review of suspicious refund requests for
BE. Keeping in line with FTB’s strategic vision of identifying approaches to narrow California’s tax gap,
opportunities exist to use more data (including third party data and schedule information) to identify fraudulent
behavior and reconcile all aspects of a return. The additional positions will be dedicated to a focused review of
BE returns that meet certain conditions. The ultimate goal of the review is to issue legitimate refunds in a timely
manner, while holding suspicious refunds pending verification that they are legitimate requests by the taxpayer.
Refunds that can’t be properly substantiated by the taxpayer will be denied up front during processing. In
addition, the requested staff will also verify the appropriate reduction in tax is taken on non-refund returns. The
increased focus will enable FTB to generate revenue via up-front adjustments for a group of taxpayers that
historically has a very low chance of being picked up by a “downstream” FTB audit program.

Personal Income Tax — Fraud

SPR: 6 positions redirected from Business Entity Fraud

BCP Request: 6 positions

The EDR fraud capabilities increase FTB’s opportunity to detect and stop fraud, not only on refundable credits
(wage withholding), but also on other tax compliance areas (credits, deductions, etc.). The positions will
generate $4 million in annual revenue by helping to support the evaluation and implementation of new EDR
fraud models. With these positions, FTB will improve the timeliness of reviewing refunds on hold, resulting in
improved customer service and less interest paid to taxpayers whose valid refunds are subject to the review
process. The CBR for the Fraud and Discovery Section is currently $10 to $1 (this represents $400 of revenue
for every hour spent).

Data Inspector Team

SPR: 0 positions

BCP Request: 8 positions

EDR has delivered a process to automate the conversion of taxpayer records with third party data from our
existing legacy systems into an enterprise data warehouse using complex algorithms that associate
information based on criteria such as name, address, ID number, etc. Each record is provided a confidence
match score. Accounts with high scores are automatically associated or matched, those with low scores are
not matched, and those with a mid score are classified as a “near match” and referred to a Data Inspector to
make a determination whether the data can be associated to a specific taxpayer. As of August 30, 2013, FTB
has converted approximately 35 million Personal Income records with nearly 1.4 million records resulting in a
near match. FTB further stratifies these near matches to determine which ones should be reviewed by a data
inspector. For the remainder of fiscal year 2013/14, FTB will be converting approximately 10 million business
entity taxpayer records and loading over 200 million third party records all of which will be put through the
matching routine. While most records are expected to automatically link and therefore need no human
intervention, resources are necessary to ensure correct matching is done. To date, FTB has been utilizing
temporary help funding to address this workload; however, this is a permanent workload and annually over 200
million high value records will need to be associated with a specific taxpayer and records that cannot be
automatically linked with the new tool must be further considered by data inspectors. Matching taxpayer
accounts to third party data ensures valid Audit, Filing Enforcement and Collection leads and reduces the
potential for associating or disclosing the relevant information inappropriately.

Information Capture and Banking

SPR: 0 positions

BCP Request: 6 positions

Key Data Operators perform the keying activities needed in order to update taxpayer information to the
taxpayer accounts and various departmental systems. EDR has implemented significant scanning
opportunities to image correspondence and BE returns that require full time permanent Key Data Operators to
manage fallout and capture the necessary data. Permanent positions are being requested to recognize the
ongoing year-round workload that this workload represents. Staff key and verify information from remittance
and source documents into our data entry systems. The new iCapture process introduced by EDR has
increased the amount of data being captured compared to previous years, resulting in an increase in data
perfection.




Analysis of Problem

ePrograms

SPR: 0 positions

BCP Request: 2 positions

In order to continue to support production e-file and EDR, new and returning workloads due to 541 e-file
development, EDR business entity return processing and eView in the Taxpayer Folder, we are requesting
additional staffing. These positions will create and maintain the templates for viewing e-filed data on the
internal and external Taxpayer Folders. When a taxpayer e-files, FTB just receives unstructured data, which is
not suitable for viewing online. Individual templates have to be created for each return page so that we can
populate these templates online to mock up what a return looks like. Similar to tax forms, these need to be
updated annually for standing form/tax year changes and any legislative changes.

Tax Forms Development

SPR: 0 positions

BCP Request: 1 position

The data capture requirements for the EDR project have resulted in additional tax forms and schedules to
incorporate 2D barcode technology and Optical Character Recognition (OCR) formatting. Adding 2D barcodes
to certain tax forms will create an additional version of seven PIT forms/schedules. We are also incorporating
OCR formatting which will create an additional 16 to 24 versions of business entity forms. Each of these forms
and schedules are sent out for department review, the changes and updates are evaluated and analyzed to
determine what needs to be incorporated, and a finalized product is published for the taxpayers, tax
practitioners, and Tax Software Companies. All of the forms must also be tested to verify accurate data capture
from the 2D barcode or OCR format.

Web Business Services

SPR: 0 positions

BCP Request: 1

With substantial modifications and enhancements to our business forms and website information and
applications, this business area will see an ongoing increase in workload to initially participate in the full
development of the taxpayer folder and annually assist in maintaining this product. Staff will be responsible for
developing and updating annual content changes to the web, business forms, and taxpayer folder and conduct
usability and accessibility testing.

b. Additional Limited Term Program Positions

SPR: 0 positions

BCP Request: 28 positions

This proposal requests 28 new two-year limited term positions to be utilized within FTB’s Filing program to
support the implementation of EDR project functionality during the last two years of release deployment for
business workloads including return validation, power of attorney, correspondence, receiving and processing of
individual and business entity tax returns. These positions will support the rewrite of detailed processes,
procedures, job aids and training materials required by staff to perform daily functions. Each year, the
Processing Services Bureau spends approximately 25,000 hours in training for over 1,000 employees.
Approximately 30 manuals, which include approximately 150 chapters and 11,000 pages of procedures, will
need to be either re-written or updated due to the EDR implementation. In addition, approximately 12 new
Computer Based Training (CBT) courses will need to be developed.

After completing the first two years of the project and three major releases, it was found that we
underestimated the level of effort needed in the program areas to perform procedure updates and provide
operational support once new functionality went live. FTB is solely responsible for updating all business rules
and procedures and training materials that go along with the new system and processes. The system training
piece documenting how to use the system is relatively easy compared to the accompanying documentation of
when to use the system, which incorporates tax law, policy, guidelines, procedures etc. Starting in 2014 and
continuing through 2015, FTB will be re-tooling the entire PIT and BE Validation processes while maintaining
existing processes to process and validate tax returns. Currently, existing staff do not have the capacity to
maintain existing workloads, update for annual changes and train existing permanent and seasonal staff at the
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same time as creating all new materials for the new processes. The limited term staff will be used to expand
the technical training, procedure and support areas to get the project through the 2014/15 and 2015/16
Releases.

c. Additional Temporary Help Positions

SPR: 0 positions

BCP Request: 88 positions

This proposal also requests 88 temporary help positions to support data preparation and capture. The EDR
solution includes the use of 2D barcodes for both PIT and BE return processing as a means to capture
additional data at a reasonable cost. The Tax Software Companies that create commercially-available tax
preparation software did not support 2D barcode at the projected level. While several Tax Software Companies
originally committed to programming the 2D barcodes, only a handful successfully implemented this
technology for 2012 PIT returns in time for filing season, which resulted in much more fall out for key data
operators to manually work. For the filing season associated with 2013 tax returns, we are working with the
Tax Software Companies more closely and while we are optimistic that more providers will implement the 2D
barcode this year for PIT returns and reduce our cost for having to manually key those returns. We have been
told by industry representatives that they will not support 2D barcodes for the BE returns due to the complexity
of the forms and the desire to use their limited resources to implement forward-facing technology solutions,
such as e-file products in the event e-file is ever mandated. Therefore, while FTB will continue to realize
efficiencies from scanning BE returns and keying them from an image versus paper, ongoing efficiencies will
not be known until these processes mature. The additional temporary help is requested to ensure that we have
the resources to process PIT and BE returns, including the additional data capture, in case the Tax Software
Companies do not implement the 2D barcode as committed for the PIT returns and we are forced to manually
key both the PIT and BE returns to ensure data is captured to maximize revenue collections.

d. Re-establish Existing Limited Term Positions

SPR: 7 positions

BCP Request: 7 positions

The project’s seven limited term positions to conduct organizational change management activities for the EDR
project will expire in June 2014. FTB is requesting approval to extend these positions for an additional two
years to allow them to continue with the design and implementation of the organizational change management
methodology and approach. The change management team focuses on aligning stakeholders, increasing
awareness and adoption of changes, communicating progress, and providing opportunities for change
leadership. The team plans and implements a comprehensive curriculum and performs orientation activities
that will prepare users for the implementation of each release. They implement communication tools and
strategies to build acceptance for the EDR solution. Post implementation, the team provides support in the
resolution of business-related issues and challenges by working closely with users. The organizational change
management activities are conducted as an iterative process through all planned releases.

e. Compensation Payments to the Solution Provider in 2014/15 and 2015/16

The EDR project is using a benefits-based compensation model. This means that payments to the Solution
Provider are based on the benefits (revenue) generated from the EDR solution that the state receives. The
vendor payment is capped at the total contract price of $401 million. If the state does not receive increased
revenue, then the contractor does not receive payment. This approach shifts much of the financial risk to the
contractor. Payments are computed and made quarterly based on designated revenue streams and can move
between quarters. Quarterly payments can be delayed if certain project management and performance
objectives are not met by the Solution Provider. The estimated Solution Provider quarterly payments for
2014/15 total $68.5 million and 2015/16 total $41.2 million.

E. Outcomes and Accountability

An FTB SPR, approved November 14, 2011, that updates the Feasibility Study Report (FSR) 08-05 (Project
number 7730-191) and provides project authority and details about the project scope, requirements and
solution. A cross-section of state staff participated in the FSR and SPR analysis and requirements, including
the EDR Project Director, Business Project Director, and dedicated Project Management staff, working with the
department’s Project Oversight Guidance (POG) Section to oversee project activities, as well as
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representatives from California Department of Technology who oversee all procurement activities, to ensure all
applicable policies, rules, guidelines and procedures are followed. In addition, the Project Management
Support Consultant contract has been extended for another year to ensure that project management activities,
including schedule management, earned value analysis, and risk management are executed consistent with
industry best practices and standards. The EDR Project Manager works with POG to monitor project progress
and perform communication management, including status reporting consistent with stakeholder and overseer
needs. The SPR is the responsibility of the department’s Chief Information Officer or delegate. The fiscal
oversight of the project is the responsibility of both the California Department of Technology and the Chief
Financial Officer (CFO).

FTB is required to submit an SPR to the California Department of Technology if the information technology
project costs increase by $5 million, or a change in scope or schedule occurs. A review of the project to date
indicates no event has occurred to trigger the filing of an SPR. We continue to work with the Department of
Technology to ensure they are aware of project work and resources needed.

As shown in the table below, revenue generated from this proposal is anticipated to be between $519.2 million
and $684.6 million in 2014/15, increasing to an amount between $800.5 million and $1,146 million for 2015/16.

Projected Outcomes
(Dollars in thousands)

Workload Measure — Revenue 2013/14 2014/15 2015/16

Processing Backlog Revenue 1,331 0 0
Higher End of Range EDR Project Revenue 260,251 684,648 1,145,976
Lower End of Range EDR Project Revenue 364,440 519,221 800,488

F. Analysis of All Feasible Alternatives
Alternative 1 — Approve $79.5 million and 171 positions in 2014/15 ($68.5 million is the anticipated
Solution Provider payment) to ensure continued project success.

This multi-year project addresses fundamental problems involved with processing PIT and BE tax returns and
the underutilization of data with an emphasis on cost savings and generating revenues. The funding and
positions requested are required to support the vendor activities associated with the EDR project and address
new, revenue-producing workloads generated by the project, including a new return processing system, new
data warehouse, creation of a taxpayer folder, new interfaces between EDR and existing legacy systems, and
continuation of the EDR Early Initiative Implementation.

Alternative 2 — Approve funding of $79.5 million ($68.5 million is the anticipated Solution Provider
payment) in 2014/15 and approve all 171 positions as two-year limited term.

This alternative provides for the appropriation to make the required Solution Provider payments and adds the
needed staff to ensure a successful implementation and maintain the baseline revenue commitments for the
next two years without adding addition permanent positions to the state workforce. This allows FTB to further
refine its on-going staffing estimates to support the new EDR infrastructure and maximize revenue generation
and customer service goals after the project is complete. These positions are highly technical and require a
significant level of training in order to reach full productivity. History has shown that hiring staff on a two-year
term is difficult, and many that do get hired will look for permanent positions as soon as they are able. The high
turnover associated with limited term positions creates additional costs for hiring and training and a decrease in
productivity.

Alternative 3 — Approve funding of $68.5 million in 2014/15 for compensation payments to the Solution
Provider. Do not approve (a) Additional Permanent Program Positions; (b) Additional Limited Term
Program Positions; (c) Additional Temporary Help Program Positions; and (d) Re-Establishment of
Existing Limited Term Positions.
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While this alternative may provide the appropriation to make the required Solution Provider payments, without
position authority in place by 2014/15, FTB and the Solution Provider would need to reevaluate the EDR
project to determine the impacts to project scope, schedule, and revenue. Failure to secure the positions would
result in not maximizing our revenue generating workloads with impacts in the short and long term regarding
efficiencies and revenue and could jeopardize the contract if sufficient resources are not in place. FTB has
worked diligently to conservatively identify resource needs to ensure this project is a success and revenue
streams are increased. Positions identified here are critical to project success and do not include positions that
FTB is able to redirect from existing workloads. Additional redirections are not possible, since this would
negatively impact baseline operations, including baseline revenue, and therefore impact FTB’s ability to meet
the EDR contract obligations.

Alternative 4 — Do not approve the request.

Without appropriation funding and position authority in place by 2014/15, FTB will not be able to meet
contractual obligations associated with the EDR project. Any modification to the resources requested herein
would need to be reevaluated by FTB and the Solution Provider to determine the impacts to project scope,
schedule, and revenue of the EDR project. Failure to secure requested funding and positions would result in a
decrease in the project revenue estimates for 2014/15 and beyond as well as the long-term on-going $1 billion
revenue estimate.

G. Implementation Plan
e June 2014 - all documentation to establish permanent, limited term and temporary positions is
prepared and approved by the FTB Budget Officer and forwarded to the Department of Finance.
e June 2014 — Department of Finance notifies FTB of position approval.
e July 1, 2014 — Positions are established and FTB begins hiring.
e Ongoing Solution Provider payments will occur quarterly beginning October 2014.

H. Supplemental Information
[ ] None X Facility/Capital Costs [] Equipment X Contracts X Other One-Time
Costs and Future Savings

e Facility/Capital Costs for workstation alterations and additional modular components. Funding is also
requested to accommodate the space configuration and installation of additional scanners to support
the EDR filing operations.

e Consultant Professional Services (External Contracts) for Solution Provider payment and California
Department of Technology Procurement Services.

e One-Time Costs related to limited term positions, general expense, and information technology.

e Future savings related to reducing temporary help positions from 88 in 2014/15 to 76 in 2015/16.

I. Recommendation

Alternative 1 is recommended. This alternative provides the most efficient and effective solution to meet the
requirements and planning for the return processing reengineering effort. The alternative is the most desirable
alternative to minimize costs and risks and maximize revenue and benefits of the EDR project. Failure to have
the funding and key positions in place and the flexibility to base vendor payment on the revenue timing will
result in the department not meeting their contractual obligations associated with the EDR project and risk
hundreds of millions of dollars in revenue anticipated in subsequent fiscal years associated with the EDR
initiatives.
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Department Franchise Tax Board
Enterprise Data to Revenue Project

FISCAL YEAR 2014/15
SUPPLEMENTAL INFORMATION
($in Thousands)

Identify all proposed items which fit into the categories listed below.

Proposed Equipment

Total
Proposed Contracts
Solution Provider
DGS Procurement Services

Total

One-Time Costs
Personal Services - Limited Term Positions

General Expense - Minor Equipment (chair, calculator, telephone, data connection)

Information Technology

Total
Future Savings
Temp Help

Total
Full-Year Cost Adjustments

Total

Facilities/Capital Costs - indicate one-time or ongoing
Reconfiguration of workstations and new modular parts (one-time)

Total

BCP #1

Budget
Year

Budget
Year + One

68,497
25

41,211
25

68,522

41,236

2,283
90
188

2,283

2,561

2,294

2,968

2,735

2,968

2,735

275

275
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