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Introduction:

Effective tax administration relies on an automated, systematic approach to administering the many details of a particular tax.   Presently, the department deploys a host of automated systems to administer a wide array of taxes and licenses.  Most prominent among these systems, and the system most central to our operations, is a system named POINTS (Process Oriented Integrated System).  At the highest level, this system is responsible for:  the registration process for most of the large tax types, processing all payments received by the department, processing refunds for all tax types, maintaining the department’s accounts receivable system for all tax types, processing employer wage-based tax returns, and finally, daily updates to the State’s general ledger system.  POINTS is the core of our systems environment and has been built to be the platform for an integrated approach to the department’s tax administration, customerC:\C-Drive\Tourist Tax systems discussion.doc service, and compliance activities.

System Options for Implementing a Tourist Tax 

Implementing a Tourist Tax will require the department to ramp up from both a compliance and a computer system perspective to support the administrative details of the new tax.  As to the system component, the department has the option of staffing a development project with contract employees to modify an existing DOR computer system or contracting with an outside vendor for the implementation of a modified, commercial off the shelf system.  This discussion presents cost estimates and considerations associated to these two options. 

Given the prevalence of sales tax software in operation today at either the state or local levels, the market for commercial off the shelf systems (COTS) is constantly evolving.  To assist in your deliberations we contacted two computer software companies, Fast Enterprises of Boise, Idaho and the local office of TRW and requested that they prepare independent cost estimates for implementing a Montana Tourist Tax System. These software companies are both active within our region and have worked with commercial off the shelf sales tax solutions.  As well, we have developed an estimate of modifying the POINTS application to add the Tourist Tax to our present integrated system.  These three estimates are discussed below.   

The caveats that accompany these estimates are:

1. These are estimates based on a very general and high-level discussion of the requirements of the tax, as the specifics are not yet determined. 

2. These estimates are not bids.  In the event the state proceeds to contract with a vendor for the development and implementation of a Tourist Tax System, the state’s procurement laws and the Chief Information Officer’s procedures will govern the actual purchasing process. 

3. Importantly all three contemplate a rapid development and deployment approach to enable implementation of the tax in the 1st calendar quarter of 2004 with the first payments and returns processed in April of 2004.  This timeline depends on new legislation signed and a procurement process concluded by July 1, 2003. 

First Estimate  -- Fast Enterprises  

Fast Enterprises of Boise, Idaho markets a solution called Gentax.  Gentax has been presented as a computer software program capable of administering a Tourist Tax.  The Gentax solution is designed to support an integrated (multiple tax types in a single application sharing common elements) approach to tax administration.  The Gentax product has been installed in Manitoba, Canada and is currently being installed in Idaho.  In Idaho the application will ultimately support 15 tax types including the Idaho Sales Tax.  Our discussions with the vendor’s representative suggest that it would be this Idaho Sales Tax programming which would be transferred and modified to suit Montana’s Tourist Tax requirements.

The estimate prepared in July of this year was based on the following general assumptions:

· A taxpayer base of 5,000 to 35,000 registrants

· Proceeds of the tax would be distributed to the state general fund and potentially to local entities based on the location of sales.

· Each vendor would be issued a permit for display (i.e. pre-registered with DOR)

· Vendors would file a simple voucher sized return on a quarterly basis – emphasis on simple return  - limited specifics reported or captured from the return. 

· Vendors would make payments using preprinted payment coupons to take advantage of existing remittance processing infrastructure.

· The COTS system would interface with POINTS for purposes of registration, cashiering, accounts receivable, and daily SABHRS transactions.

The proposed schedule would require a 12-month development and implementation plan:

· Vendors would be registered within the first 4 months  

· Vendors display permit and begin collecting the tax as of January 1, 2004.

· First return due April, 2004 

· Enforcement functionality, system reports, and interfaces would be developed last.

Estimated Costs:

· Vendor’s cost $2.5 to $3.5 Million in development and implementation.

· DOR’s costs for staging and support $1.520 Million

· Ongoing system maintenance and licensing fees $.454 M per year

· Total estimated cost in FY 04 and FY 05 would be $ 4.5 to $ 5.5 Million including development, implementation and maintenance costs.  However, if the development costs were bonded over 10 years, debt service including interest and principle at the higher estimate would be approximately $650,000 per year.

Second Estimate  -- TRW 

TRW is a national company engaged in a number of industries including systems and software development.  They have offices here in Helena and have provided systems development and maintenance services to many agencies of state government under the state’s management information services term contract.  TRW looked at five options and recommended the least cost and most rapid deployment would be to modify a commercial off the shelf system they have developed in partnership with another vendor and are currently implementing for a large city in Arizona.  

Their estimate, prepared this month, was based on the same set of general assumptions as relied upon by Fast Enterprises above.  

The proposed schedule would anticipate a 7 to 10-month development and phased-in implementation plan:

· Vendors registered within the first 4 months  

· Vendors display permit and begin collecting the tax as of January 1, 2004.

· First return due April, 2004.

· Enforcement functionality, system reports, and interfaces developed last.

Estimated Costs:

· Vendor’s cost $1.8 to $2.3 Million in development and implementation.

· DOR’s costs for staging and support $ 1.3 Million

· Ongoing system maintenance and licensing fees $. 375M   per year

· Total estimated cost in FY 04 and FY 05 would be $3.5 to $ 4.0 Million including development, implementation and maintenance costs.  However, if the development costs were bonded over 10 years, debt service including interest and principle at the higher estimate would be approximately $425,000 to $450,000 per year.

Third Estimate -- DOR Project to Modify POINTS to accommodate the Montana Tourist Tax

This estimate was prepared based on the same general assumptions and on the department’s very recent experience of adding COGS (completed), Individual Income Tax and Corporate License Tax (in progress-scheduled for implementation Sept. 2003) to the core system.  In this scenario we would again build onto the existing programming modules and functionality to accommodate the new tax type. 

The proposed schedule would require an 18-month development and implementation plan with a rapid deployment of registration and payment processing followed later by additional required functionality.

· Vendors registered within the first 4 months  

· Vendors display permit and begin collecting the tax as of January 1, 2004.

· First return due April, 2004.

· Enforcement functionality, system reports, and interfaces developed last.

Estimated Costs:

· DOR’s cost of $4.9 Million in development and implementation.

· Ongoing system maintenance of $1.1 M per year

· Total estimated cost in FY 04 and FY 05 would be $5.488 Million including development, implementation and maintenance costs.  However, if the development costs were bonded over 10 years, debt service including interest and principle would be approximately $650,000 to $700,000 per year.

Summary 

To be conservative and assume that the cost of any of these solutions is estimated to be in the $5 million range, and since rapid deployment appears achievable with any of the solutions, other factors will need to be considered.  

Advantages and disadvantages to a COTS solution.   

The principal advantage to the COTS solutions is the ability to implement a proven solution from another location.   This enables a lower risk, rapid deployment.  

The principal disadvantages to the off the shelf system approach include the departure from the department’s investment and vision of building an integrated solution to tax administration.  This has negative impacts on customer service, efficiency of operations and is less effective as a compliance tool.  In addition, the department will then be required to maintain disparate systems and would likely be obligated for ongoing licensing and maintenance fees to the vendor.  Finally, there are limitations on the adaptability of commercial off the shelf software.  That is, the technology limitations of the software may dictate business rules rather than the visa versa.  Estimates vary widely as to how significant a factor this is.   Idaho’s experience was that the software dictated more than they had anticipated and they did modify their business and reengineered some of their processes to adapt to the COTS transfer solution limitations. Representatives of the Idaho DOR indicated these adaptations presented the single largest project challenge.

Advantages and disadvantages to an add-on to the POINTS application. 

The principal advantage is the integrated view of our customers for all tax purposes.  This enables efficient and consistent customer service for the full range of transactions with the department from payment and refund processing to servicing of accounts receivable.  An integrated system approach also optimizes DOR compliance tools.

The principal disadvantage is a function of the anticipated timeline.   Presently the department is fully engaged in stabilizing the POINTS application and cleansing data associated to conversion errors and system defects.   Although this stabilization effort is on schedule to be completed by the end of this calendar year, we then must reconcile the production environment with the newly developed Individual Income and Corporate Tax functionality, convert accounts from the two legacy systems into the new POINTS format, and implement the new application.  Unfortunately this significant activity is planned to occur between now and September 2003.  This activity would overlap with the intense activity associated to a rapid development and deployment of the proposed Tourist Tax.  Although the project would be separately staffed, it would add complexity to an already significant undertaking.  So the quandary is that while an add-on to POINTS is the better long-term solution, it presents the greatest near term risk.  

Over the course of the next four months significant work will continue on both stabilization and reconciliation of POINTS such that we will be in a much better position to assess this risk just prior to session.  That assessment and conversations and involvement with the Information Services and Technology Division’s Chief Information Officer will influence which of the above solutions we will ultimately recommend.  
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