2007 SCHWEITZER BUDGET ANALYSIS DEPARTMENT OF REVENUE

EXHIBIT.;:’_‘/_——}———-—"‘“’
‘)_epartment of Revenue DATE '

PROGRAM 01 — DIRECTOR’S OFFICE

DP 105 - Pay Off the IRIS Computer System Loan - An increase of $2.1 million general fund for FY 2006 is

recommended to pay off the loan from the Board of Investments used to fund the Integrated Revenue Information System
(IRIS), developed to replace the Process Oriented Integrated Tax System (POINTS).

) LFD - Supplemental Appropnatzon '

COMMENT 298
- the IRIS loan.
for:a supplemer
departmient. wo

1e Governor Martz budget mcluded a request for a $1 6.0 rmlhon general fund appropnatlon to pay oi

questc to amcnd Monta.na law to ehmmate the admunstratlve assessnen agamstﬁ
ent i order to find the debt service on the Board of Investments loan :
: repﬁaLlS 1= 141,§MCA and amend 1501, MCA acx:ordmgly

.ROGRAM 07- BUSINESS AND INCOME TAXES DIVISION

DP 11t — Increase Funding for the Department of Revenue — An increase of $1.12 million general fund for the biennium

is requested to fund personal services and operating costs to add 8.00 FTE for compliance activities in four areas where
other states have found significant non-compliance with personal income tax and corporate Hcense tax.

;'*,Fundmg > the adjtistment would
.o 600 FTE financial operauons superwsors (grade 16)
" o’ L.OOFTE attorney (grade 21) -

- o 1.00 FTE auditing technician (grade 10).

:Co liance Concentration

The FTE added by the adjustment would concentrate on comphance in the followmg four areas Where other states have
found significant non-compliance with personal income tax and corporate license tax: _
© o Abusive tax shelfers, where compliance or fraudulént transactions are used to hide or: disguise in mcome :

o Income esarned in the state by nonresidents. that is not reported or taxed (i.e. capltal gains income}

o Income earned by out-of-state businesses that have enough economic presence in the state to owe, but do not pay,
' corporation license taxes

o Income eamed in Montana that ﬂows through one or more pass-through entities to an out-of-state recipient who
’ does not pay Montana income tax
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LD Projection of Additional Revenué

ggilr\ll‘::? F[ | The executive has stated that by hiring the additional cormpliance staff and concentrating compliance
T activities in the four areas described above, additional revenues that would exceed the cost of the
compliance staff are expected. The additional revenues generated by the FTE and associated compliance activities are
expected to be ten times the costs affer the FTE are trained and gain experience, but are only expected to generate
-additional revenues of $1.1 million, or two tunes the costs, in FY 2006 and 523 mlllmn or nearly four times the costs, in
FY 2007, -

“of the 2003

: Renort to the Revenue and Transpurtahon Interrm Commlttee

»When reportmg to the Revenue and’ Transportatmn Interim Committee, the department management testzﬁed that they
‘could not separately identify the additional revenues gcnerated by the FTE added durmg the spemaf sess1on
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LFD

Potential Legislative Questions

ISSUE |
BASOAIENIRIE Because the department could not fulfill the reporting requirements they committed to during the 2003
- session, the legislature may wish o have the department explain:

1. What changed between the hearing of the General Government and Transportation Joint Appropriations
Subcemmittee of the 2003 Legislature and the time it reported to the Revenue and Transportation Interim
Committee that did not allow the department to track the activities of the compliance FTE? :

2. Why did the department not establish a process to monitor the activities of the comphance FTE so it could fulﬁ]l

© its reporting. requirements and comply with the law‘? .

_Verrﬁeatlon of Addmonal Revenue of the DP. 1 1 1 FTE

Methudology for Determmmg Expected Addltlona:l Compllance Rev

When deterrmmng addmonal reveriue that would be. expected from ad it na.l. comphance FTE, the department follews
 the, same. methodelogy of dividing the armual revenue generated by all current compliance staff in a given compliance
1 by 4 f’ current FTE prowdmg-the __comphance ‘ax:n ues “This: rnethodology detemnnes the average

tion 1= Inclade language i I—I 2 that direets the departmenf o 1mp1enent a process to separately track costs
“and revenues generated by the addltlona} FTE of DP 111 and repo:’s tﬁ the leglsiatu:e on the cests and revenues of
the FTE
- © Option 2 — Request a bill to. amend the statutory duties of the depamnent to separately m‘ack costs and revenues
* generated by the add1t10na1 FTE of DP 111 and report. the costs and revenues to an. appropnate leglsIanve
committee ' : _ |
e Optwn 3 — Impose no reporting reqmrements

; Option [

Option 1 to include a requirement in HB 2 for the department to separately track and report on the costs and revenues of
‘the FTE added in DP 111 would be similar to the direction of the 2003 Legislature, but would specifically require the
department to establish a system for tracking the activities of the new compliance FTE so a recurrence of the conflict

&een the session and interim responses of the department is not repeated.
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The executive indicates that the additional revenues for the compliance activities of this adjustment.
could ultimately grow to ten times the cost. However, the request also indicates a gradual increase in
additional revenues during the introduction phase of this initiative. Full revenue enhancements are not
anticipated until after the 2007 biennium. Including the requirement in HB 2 would only require the
department to track and report on DP 111 compliance activities during the 2007 biennium and would require the 2007
Legislature to impose similar requirements in order to have the department report the costs and revenues from the DP 111
etfort after the 2007 biennium. -

C ()\TI'\L ED

Other controls the legislature may. W1sh to use to help ensure that the reporting requirements are satisfied include:
L. )emgnatmg the funding for the entire request as one-tlme-orﬂy With one-time funding for the comphance FTE,
“the department would have a higher risk on future funding for the function without prowdmg the legislature w1th
" ‘appropriate data to- suppert. the claims of additional reverme generation from the comphance activities
L2 Designate the finding in a separate line itemn. A scparate Ime 1tem would estabhsh an admlmstratlve structure for
B separately trackirig line item: expendltuxes : G
P Place '1fe trictive language on the. appropnatwn for the eompha:nce FTE. Restn ing fmﬂmg for DP 111

o mcom_ éarned by’ out»of-state busmess _ ..that have enough economlc presence yis} the state to-owe, but do not pay,
L corporatlon license taxes; or
- o income carned in Montana that flows through one or more > pass- thro:ugh entities to an out-of state rec1p1ent whe | -

. does: not pay Montana i Income tax.”
'Opaon 2

' Option 2 would comsist of a bill draft request to amend 15 1-201 MCA, to:include the reqmrement to develop a process Uo
' separately track and report the costs and revenues as dxrected by the above HB 2 language, but would make the
fequirement a part of permanent law. Amending Montania law to require the department to track and report would
continue beyond: the end of the 2007 biennium and not necessitate a positive action by the 2007 Leglslature to continue
the requirements. The legislature could include similar tracking and reportmg requirements as specified for HB 2 in a bill 5

request to implement the requirements.
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