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Oct. 1,2014

The Honorable Mike Pence
Governor, State of Indiana
State House, Room 206
Indianapolis, Indiana 46204

Dear Governor Pence:

I'm proud to forward the annual report of the Indiana Department of
Revenue covering Fiscal Year 2014 (July 1, 2013 - June 30, 2014), hereinafter
referred to as FY 2014, as required by Indiana law (IC 6-8.1-14).

The department continued to focus on achieving our strategic priorities:

1. Filing simplification and minimizing regulatory burden for small businesses
2. Accuracy and reliability of filing and reporting

3. Compliance improvement to create a level playing field
4, Team development to ensure sustained success

FY 2014 was a significant year for the
department as we continued to implement our
Good to Great strategic plan, continued remediating
major findings of the Deloitte & Touche Controls and
Performance Audit, continued to transition taxpayers
to electronic filing and payments, and continued
enhancing systems and processes to achieve
efficiencies and effectiveness.

FY 2014 was a significant year for the department as we continued to
implement our Good to Great strategic plan, continued remediating
major findings of the Deloitte & Touche Controls and Performance
Audit, continued to transition taxpayers to electronic filing and
payments, and continued enhancing systems and processes to
achieve efficiencies and effectiveness.

Significant achievements include the launch and successful execution
of an Identity Protection Program for individual taxpayers, extensive
public outreach campaigns to educate taxpayers, improvements in
responding to taxpayer customer service needs, significant increase in
collecting delinquent tax liabilities, and the execution of a successful Tax
Competitiveness and Simplification Conference.
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KPIs
The department performed well as measured by all Key Performance
Indicators (KPIs):

«  Revenue per $1 of cost for the year was more than $240, which was
better than projected.

«  The department successfully handled 88.6% of telephone calls
during the year — a 19% increase over the prior year and well above
minimum KPI standard.

- Delinquent tax collections exceeded our KPI significantly with $223
million collected — a 35% increase over the prior year.

Deloitte

During FY 2014 the department successfully addressed many of the
recommendations in the Deloitte & Touche Audit conducted in FY 2013.
More than half of the recommendations have been implemented, and an

We continued to focus
on moving business and
individual taxpayers to filing and
paying electronically. By the end of
FY 2014 more than 91 percent of
business trust taxes were reported
and paid electronically.
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additional 27 percent will be completed by the end of CY 2014. Remaining
recommendations will be part of the Integrated Tax System of the future.

Electronic Filing

Individual taxes electronically filed and paid during the traditional filing
season of January through April 2014 reached 82 percent compared to

79 percent the prior year. We continued to focus on moving business and
individual taxpayers to filing and paying electronically. By the end of FY
2014, more than 91 percent of business trust taxes were reported and paid
electronically. This represents a preponderance of more than 3 million
fillings received from Indiana businesses annually. The department was
honored with a Better Government Innovation Award by the Midwestern
States Association of Tax Administrators for the transition to electronic filing
for business trust tax taxpayers.

Enhancing Systems

FY 2014 also saw continued enhancements to our technology platforms

to achieve efficiencies and reduce risk. One major milestone was the
elimination of 70 standalone tracking or processing systems that were out
of warranty or support by vendors. This year also saw the beginnings of
developing the Business One Stop Portal in cooperation with the Secretary
of State and Department of Workforce Development. Finally, we achieved
significant risk reduction by adding enhanced data security through
additional encryption protocols.

ID Protection

In FY 2014 the department launched a sophisticated Identity Protection
Program to help protect Hoosier taxpayers from ID theft via tax returns,
protect their refunds, and protect the state from issuing fraudulent refunds
to ID theft criminals. As of Sept. 24, the department had stopped more than
$73 million in fraudulent refunds through this program.

Outreach

During this fiscal year, the department increased outreach efforts to
conduct taxpayer education and information programs around the state.
More than 65 free business tax presentations were made to Hoosier

2014 ANNUAL REPORT



businesses, organizations, and the public, including those working with the
Indiana CPA Society and local chambers of commerce.

Call Center

During the traditional individual tax filing season, our customer interaction
center significantly improved the success rates for answering taxpayer
telephone calls on the first attempt.

Collections

FY 2014 saw significant increases in the collection of delinquent tax
obligations. The department collected $223 million in such taxes this year
compared to $165 million in FY 2013. Additional enhancements were made
to our reporting systems and interaction between the department and our
collection agents.

Tax Conference

The department assisted Governor Pence and the Office of Management
and Budget (OMB) in hosting the Indiana Tax Competitiveness and
Simplification Conference at the Indiana Government Center on June 24,
2014.The conference brought together local and national tax experts and
policy makers to focus on ways to create a more competitive business
and individual tax climate in Indiana. Fresh ideas and best practices in
state taxation were explored during the all-day conference, resulting in
recommendations and ideas for the Blue Ribbon Commission, summer
study committees, and future legislative sessions.

LOOKING FORWARD

As we look to the coming years, there are many initiatives under way that
will continue to improve department performance and enhance service to
Hoosier taxpayers.

Electronic Filing

Enhancement of our business trust tax platform, INtax, continues with a
target release date of January 2015. We will add food and beverage tax
and county innkeeper’s tax to INtax in November 2014. In a major new
development, we will offer electronic filing for sub-chapter S corporations

INDIANA DEPARTMENT OF REVENUE

in 2015 for 2014 taxes. This will be the first electronic filing option for
corporate income taxes in Indiana.

Compliance

In FY 2015 our compliance team will focus on enhancing our relationships
with agencies, sheriffs, and others. In addition, the division will focus on
identifying and contacting the approximately 10 percent of individual
taxpayers who do not file and encouraging their compliance.

Integrated Tax System

As we look to the future of our 20-plus-year-old tax processing system, we
will launch a feasibility study in FY 2015 to examine options and ways to
replace this system of record over the coming 5-7 years.

ID Protection

With the success of FY 2014, we will continue to enhance our Identity
Protection Program and fraud protection programs in FY 2015. It is clear
there are sophisticated, multimillion-dollar criminal enterprises attempting to
defraud Hoosiers of their refunds and the state of its revenue.

The achievements outlined in the report reflect our continued commitment
to moving the department from Good to Great. Future success will be
measured by exceptional customer service, effective administration and
collection of tax revenues, protection of Hoosier identities and tax revenues,
and the development of a replacement of our aging revenue tax processing
system.

Thank you for the support you continue to provide.

bl

Michael J. Alley
Commissioner
Indiana Department of Revenue
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This initial section reviews the Indiana Department of Revenue’s mission,
strategies, department highlights, and accomplishments. Pa rt I
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DEPARTMENT HIGHLIGHTS

The mission of the Indiana Department of Revenue (the department) is to administer the tax laws and collect tax revenues in a fair, consistent, and
efficient manner for Indiana taxpayers and to provide accurate, timely, and reliable funding and information to state and local constituents.

The department’s vision is to, using best practices, continuously innovate to increase accuracy, efficiency, and productivity in all areas of departmental
operations and tax administration earning respect, delivering value, and being a trusted source of information.

During fiscal year 2014 (FY 2014), the department served more than 4.2 million individual taxpayers and more than 225,000 business taxpayers, collecting
more than $17 billion of revenue for the State of Indiana. These taxes included individual and corporate income taxes, sales taxes, state and county
payroll withholding taxes, and more than 40 additional specialized taxes. The department’s stakeholder group includes individual and business taxpayers;
legislators; counties and municipalities; multiple state agencies; more than 2,000 tax practitioners; and more than 25 interest groups (chambers,
associations, etc.).

Key Performance Indicators

e Revenue per $1 of Cost—During FY 2014, the department collected $17.3 billion of revenue and expended $71 million in operating and capital
dollars, or more than $240 collected per $1 spent. Expenditures included $4.7 million related to the RSI Modernization Project and $4 million for the
identity protection pilot program. Given those costs, the department expected the revenue per $1 of cost to fall as low as $230.

e Percent of Customer Calls Handled Successfully—During FY 2014, the department handled 753,000 calls a 19% increase over the prior year. This
represented a call success rate of 88.6%, above the KPI target of 85%, and significantly above the prior year of 79%. This improvement resulted from
implementation of a disciplined “All-In” concept, enhanced flex staffing, and reorganized managerial leadership.

e Revenue Collected from Noncompliant Taxpayers—During FY 2014, the department collected $223 million in delinquent tax payments, an increase
of $58 million, or 35% over the prior year. This increase reflects reorganized leadership, enhanced accounts receivable reporting, improved collections
procedures, and consolidation of third-party collection efforts.

Other Key Achievements

e Trust tax collections using the INtax online platform grew to $6.8 billion compared to $4.6 billion in 2012, an increase of 48%.
e INtax now has more than 225,000 registered businesses and is growing rapidly.
o Completed the phase-out of Inheritance Tax Group with residual work absorbed in other areas of the department.

e Led planning and execution of Governor Pence’s Tax Competitiveness and Simplification Conference, which set the stage for potential future
legislative changes.
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DEPARTMENT HIGHLIGHTS

Other Key Achievements (continued)

As of Sept. 24, 2014, more than $100 million in wrongfully requested tax refunds was blocked by the Indiana Department of Revenue during the
2014 tax season, including $73 million in fraudulent refunds and $39 million in fraudulent tax credits and deductions. The department’s Special
Investigations Unit (SIU) confirmed more than 67,000 returns as attempted refund fraud this year.

Achieved a 95% recommend rate from INfreefile users.

Honored with a Better Government Innovation Award by the Midwestern States Association of Tax Administrators (MSATA) for the transition
to electronic filing for business trust tax taxpayers. The award honors member revenue agencies that “improve services to taxpayers and tax
administration through innovation.”

Progress on Strategic Priorities

The department continues to make significant progress in executing its Good to Great Strategic Plan adopted in 2013.

Progress on certain key strategic priorities during the last year includes:
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Improved communications with business taxpayers, which increased filing compliance and reduced best information available notifications by 25%.
Played active role in defining requirements and selecting vendor for Business One Stop Portal project.

In support of the governor’s Cut the Red Tape Initiative, reduced or eliminated 30 pages of regulations, reducing administrative burden for taxpayers.
Eliminated or replaced 70 standalone processing applications that were not properly supported or being used.

Addressed disaster recovery concerns by completing a Continuity of Operation Plan and conducting desktop disaster simulation exercise.

Enhanced data security through additional Oracle encryption installations.

Completed phases | and Il of RPS-to-PeopleSoft integration.

Implemented Assurance and Advisory Services Group to provide effective internal audit and review of operations and enterprise risks.

Created new accounts receivable reporting to strengthen collections capabilities.

Strengthened staff and capability of Special Investigations Unit.

Executed exhausted liability project, resulting in more than $12 million of collections from old, delinquent tax accounts.

Enhanced offerings and increased participation in personal development and training programs for all agency employees.




IDENTITY PROTECTION PROGRAM

:§ During the 2014 individual tax filing season, the department implemented
@E\E an Identity Protection Program to reduce taxpayer identity theft and the

/ disbursement of fraudulent tax refunds.
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ACCOMPLISHMENTS

Identity Protection
Program

During the 2014 individual tax filing season,
the department implemented an Identity
Protection Program to reduce taxpayer identity
theft and the disbursement of fraudulent tax
refunds. During FY 2014, the program yielded
exceptional success with more than 14,000
confirmed instances of fraudulent identities
and more than $16 million of fraudulent
refunds not being issued, thus saving money
for the state and Hoosier taxpayers.

More than 50,000 taxpayers took an Identity
Confirmation Quiz to help the department
confirm their identities. Most survey
respondents said the quiz was easy and quick
to take, and many expressed appreciation for
the additional level of protection.

MILLION IN FRAUDULENT
REFUNDS STOPPED
IN FY 2014
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Business Outreach
Education Program

When new and small Hoosier businesses have difficulty
with taxes, it is often due to not understanding Indiana
regulations regarding filing and paying taxes in
Indiana. To address this issue, the department created
a business outreach education program this year with
the goal to help businesses thrive through better
taxpayer education earlier in the business formation
process.

The program offered more than 65 free business tax
presentations and resources to Hoosier organizations
and the public. The presentations discuss pertinent
tax information for new and small businesses,

and attendees have the opportunity to have
guestions answered by an experienced department
representative. The department held 3 new and small
business seminars in partnership with the Indiana
CPA Society, 9 presentations with Indiana chambers
of commerce, and 15 presentations specifically for
convenience store owners. As additional resources, a
program website and tax handbook for convenience
store owners were created.

65

FREE BUSINESS
PRESENTATIONS

Indiana Tax
Competitiveness and
Simplification Conference

The department assisted Governor Mike Pence and
the OMB in hosting the Indiana Tax Competitiveness
and Simplification Conference at the Indiana
Government Center on June 24, 2014.The
conference brought together local and national

tax experts and policy makers to focus on ways to
create a more competitive business and individual
tax climate in Indiana. Fresh ideas and best practices
in state taxation were explored during the all-day
conference, resulting in recommendations and ideas
for the Blue Ribbon Commission, summer study
committees, and future legislative sessions.

The conference generated the following outcomes:
o Speakers: 41

Attendees: 108

Attendee satisfaction: 93%

Public forum comments: 32

Media articles: 112

Tweets: 109

ATTENDEES
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ACCOMPLISHMENTS

Customer Interaction
Center

In FY 2014, the department focused a major
effort on cross-training ful-time and temporary
staff employees. Team members in the
individual tax and business tax sections were
trained to handle both individual and trust
tax basic telephone calls as well as routine
calls relating to identity protection, fraud,
and collection issues. Cross-training enabled
the department to provide better telephone
coverage and overall customer service during
seasonal peak periods.

At peak volume during the month of April
2014, 7,266 calls were answered by All-In
partners. This represented about 12% of

the total call volume. This was the primary
contributor to the number of calls handled
increasing from 74,550 in April 2013 to 84,883
in April 2014, during which percent of calls
answered increased from 66% to 88%.

%

9%
MORE CALLS
ANSWERED
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Collections

In 2014, the department collected $223 million of
delinquent taxes compared with $165 million the
previous year.

FY 2014 was the first full year under the new operating
structure. This structure organizes all inbound
collection activities in one unit. During FY 2014, this
group collected $19.1 million compared with $19.4
million in FY 2013. Although total dollars collected

by this group were nearly flat during FY 2014, the

total number of telephone calls handled increased
from 176,181 to 227,336 and the percentage of calls
answered increased to 87% from 84%.

Outbound collection activities (those actions where
the department actively pursues delinquent taxpayers)
improved results for a second straight year. During FY
2014, this group collected $102.1 million compared to
$75.8 million in FY 2013.

$223

MILLION
COLLECTED

Deloitte Touche, LLP
Report Progress

Deloitte Touche, LLP, conducted a
comprehensive Controls and Procedures Audit.
Their report issued in December 2012 provided
a guidepost for the department to address
internal control, governance, process, system,
and procedure weaknesses and deficiencies.
The department has been aggressively
implementing changes to address the 146
observations/recommendations made in the
report.

Through June 2014, the department has
implemented changes to address 53% of those
observations/recommendations and have
additional changes that will encompass another
27% to be completed by December 2014. The
remaining observations/recommendations will
require implementation of a fully integrated

tax system and require significant application
system changes anticipated over the

0%

RECOMMENDATIONS
ADDRESSED
BY DEC. 2014
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DEPARTMENT ORGANIZATIONAL STRUCTURE

?'
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DEPARTMENT LEADERSHIP
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DEPARTMENT LEADERSHIP

(continued)
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DEPARTMENT LEADERSHIP

(continued)
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DEPARTMENT LEADERSHIP

(continued)
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OPERATIONS

The Operations Division supports taxpayers by providing
assistance in resolving taxpayer issues, both small and
complex, and delivering excellent customer service. This
division distributes specialized knowledge about individual,
corporate, business, and special taxes to Hoosier taxpayers.
With Indiana supporting the largest fleet in the country,

the Motor Carrier Services Division provides individualized
support to commercial trucking companies.

The divisions in Operations include:

Tax Administration — Manages all aspects of individual,
corporate, and business taxes including taxpayer customer
service. Tax Administration strives to provide outstanding
customer service to business and individual taxpayers in a
cost-effective manner, including reducing duplication of effort
and providing customer-friendly information and assistance
to Indiana taxpayers.

Special Tax and Support Administration — Manages all
special taxes and the Returns Processing Center. Special
taxes include fuel, excise, and cigarette taxes that account
for millions of tax revenue dollars to the state. The Returns
Processing Center ensures that all returns and payments are
received, processed, and posted in a timely and accurate
manner.

Taxpayer Advocate — Manages complex tax issues needing
specialized attention when other departmental channels
have been unable to resolve a tax matter. This section fulfills
the legislatively mandated taxpayer advocate responsibilities,
works with taxpayers suffering financial hardships to fulfill
their tax obligations despite limited financial resources, and
acts as the agency’s liaison with the Internal Revenue Service
regarding federal data security.

Motor Carrier Services - Provides guidance and service to
motor carrier companies, commercial drivers, and residents

of Indiana through the administration of state and federal
laws that govern the commercial use of Indiana’s roads. MCS
oversees many areas that affect the commercial transportation
industry, such as International Fuel Tax Agreement,
International Registration Plan, oversize/overweight vehicle
permitting, Unified Carrier registration, and US DOT numbers.
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OPERATIONS
LOOK
BACK

Identity Protection Program -
During the 2014 individual tax

filing season, the department
implemented an Identity Protection
Program to reduce taxpayer identity
theft and disbursement of fraudulent
tax refunds.

Final results are not yet complete,
but during FY 2014 this pilot
program has already yielded
exceptional success with more

than 14,000 confirmed instances of
fraudulent identities and more than
$16 million of fraudulent refunds not
being issued, thus saving money for
the state and Hoosier taxpayers.

The department conducted a
pilot program in FY 2014 with
LexisNexis allowing the department
to check identities against national

databases. Before the tax season,
the department’s public relations
personnel launched a major public
awareness campaign to alert
taxpayers what to expect with

this program and how to protect
themselves from identity theft. In
addition, the department allocated
eight experienced tax analysts to
assist processing fraudulent returns.
The team identified 5,000 identities
that were potentially compromised,
and the system verified more

than 2 million refund returns—all
accomplished with negligible delay
to the department’s refund process.

Taxpayer education, support, and
notification were key success criteria
of this program. The department’s
Public Relations Division created
online training; gave 36 media

INDIANA DEPARTMENT OF REVENUE
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Indiana freefile - Indiana continued to offer no-cost, online tax filing services
to those who qualify through the Indiana freefile (INfreefile) program. In

FY 2014, INfreefile brought free, professional tax services from seven major
online tax preparers to many Indiana taxpayers from centralized Department
of Revenue and IRS websites. Indiana taxpayers who qualified were able to file
both federal and state taxes using sophisticated online tax filing services.

o
INfreefile

More than 119,000 taxpayers have taken advantage of this free online
program. In addition, based on a survey of taxpayers using this service, 89%
of those who used the program were satisfied and 96% would recommend
the program to others.

INtax - Using INtax, businesses can manage Indiana sales and withholding
taxes, prepaid sales, metered pump sales, tire fees, fuel taxes, and other
taxes. This free online application also provides businesses with 24/7 access
to business tax records, allows a business to file and pay online, and saves
businesses the cost and work of mailing returns each month. In addition to
business taxpayers using this program, tax practitioners also use INtax to
better serve their Indiana business clients.

Throughout FY 2014, business analysts and information technology staff have
been working to upgrade existing INtax functionality by redesigning screen
layouts, improving navigation within the system, and adding new tax types.
For example, the aviation fuel tax (AVF) was added as a tax type to INtax.

INDIANA DEPARTMENT OF REVENUE

New legislation effective Jan. 1, 2013, mandated all
businesses collecting Indiana sales and withholding taxes
must file and pay electronically. A proactive outreach
campaign continued during FY 2014, which has driven
business payments up to $6.8 billion in FY 2014 versus
$4.6 billion in FY 2012. As the result of a highly effective
INtax outreach campaign, the number of new registered
businesses in INtax reached 225,504 in FY 2014.

Furthermore, during FY 2104, the department began
sending taxpayers email reminders concerning upcoming
due dates for filing and paying their taxes, missed due
dates for filing and paying, and pre-billing notifications to
inform them of delinquent tax periods. The department
implemented these monthly email communications in
response to taxpayers’ requests for these reminders.

The INtax system includes a secure email message center.
INtax customers are encouraged to communicate with

the department using this message center. During FY
2014, more than 40,000 INtax messages were answered by
business tax staff through this secure system.

Customer Interaction Center - Prior to the 2014 tax
season, the department’s “All-In" project was enhanced to
include additional queues and areas of support. The goal

of this initiative is to allow knowledgeable staff throughout
the department to assist with phone calls during periods of
high demand.

In FY 2014, the department cross-trained full-time and
temporary employees. Team members in the individual
tax and business tax sections were trained to handle
both individual and trust tax basic telephone calls as
well as routine calls relating to identity protection, fraud,
and collections issues. This cross training enabled the
department to provide better telephone response and
overall customer service, especially during seasonal peak
periods.
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At peak utilization during April 2014, 7,266 calls were answered by All-In
partners. This represented 12% of the total call volume. This was the primary
reason the total volume of calls handled increased from 74,550 (66%) in April
2013 to 84,883 (88%) in April 2014.

Customer Service Success Year over Year

FY 2014 FY 2013
Telephone calls 753,148 630,352
Email 53,015 45,633
Walk-In 22,789 12,969
Correspondence 50,574 40,009

Taxpayer Advocacy - The Indiana Taxpayer Advocate Office (TAO) provides
an avenue for the successful resolution of taxpayer problems that have not
been resolved through normal channels. Hardships, offers-in-compromise,
and taxpayer complaints are also researched and resolved through TAO. The
Advocate serves to facilitate resolution as a final resource for the taxpayer.

Assistance also is provided to taxpayers who experience financial hardships
and are unable to pay tax obligations within normal time limits and
taxpayers whose livelihoods are threatened. The Taxpayer Advocate is
authorized to review these cases and make every attempt to collect the

tax while still meeting the special needs of the taxpayer. This could include
establishing an offer-in-compromise or hardship. Special needs include loss
due to disaster, severe medical conditions, the loss of a family member, or
severe financial problems.

The number of cases the TAO handled over the last three years was:

FY 2014 5,430
FY 2013 1,837
FY 2012 2,641

Of the more than 9,420 calls answered by TAO, 94.47% of these calls were
resolved.

INDIANA DEPARTMENT OF REVENUE

The total amount of dollars collected by TAO was:

FY 2014 $4,476,232
FY 2013 $4,157,975
FY 2012 $3,904,880

These figures demonstrate that Indiana taxpayers want
to pay and do pay, even if they are not able to pay within
the normal collection process.

TAO COLLECTION
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$3,000,000
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FY12 FY13 FY14
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CUSTOMER INTERACTION CENTER SERVES TAXPAYERS

[The Front Line]
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Returns Processing Center - Implementation of enhanced imaging
technology, advanced electronic filing mechanisms, an integrated telephone
system, and comprehensive staff training in a customer-focused service
approach have resulted in the department being recognized as a national
leader in service and efficiency among state departments of revenue. The
agency has been able to achieve exceptional operational results, while at the
same time reducing direct expenses.

As of July 2014, approximately 82% of 2013 individual tax returns had been
filed electronically and 91% of June’s monthly business trust tax filings were
filed electronically, compared to 79% and 84%, respectively, in July 2013.
Relocation and consolidation of our Returns Processing Center (RPC), Motor
Carrier Services, and Special Tax processing groups have also yielded annual
savings of more than $600,000 and reduced our processing space needs by
nearly one-third.

The RPC completed processing of all timely individual tax returns by May
23. The drive to electronic filing has had a direct impact on this completion.
The post-filing coupon facilitates the accurate filing of taxes through the
electronic channel. After filing electronically, the taxpayer pays taxes due

£
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before April 15 and his tax account is credited. This speeds
overall processing significantly. During the late-March
through April timeframe (RPC's peak season), the number
increased from more than 727,000 post-filing coupons
and estimated payments processed in FY 2013 to more
than 937,000 in FY 2014 (an increase of more than 210,000
coupons and payments in a fiscal year).

Governor Pence visits RPC.



In an effort to enhance quality control, new inspection procedures were This experience has given birth to the idea of the Center
implemented in FY 2014. The result was more efficient processing with fewer  of Excellence for imaging and remittance processing. The
errors. The amount of data captured with imaging is four times the amount of ~ department is positioned to become the go-to agency for

data captured with older processes. The department focused on processing developing and processing imaged documents for all state

payment checks quickly and accurately. Those efforts, including inspecting agencies.

envelopes for lost checks, resulted in a six-fold reduction in the number of

taxpayers claiming lost checks from the same period two years ago. Leveraging current expertise, resources, and capabilities,
the RPC can provide indexed image capture, data capture,

Center of Excellence - Since July 2011, the RPC has processed 571,000 and remittance processing for other state agencies. Using

quarterly unemployment compensation returns for the Department of the RPC’s existing infrastructure, state agencies gain access

Workforce Development (DWD). Prior to 2011, the same processing cost DWD  to state-of-the-art image and remittance processing for

$1.14 million to process with an outside contractor. Using RPC services, the a fraction of the cost of developing the same capabilities

cost was only $279,000. in-house or procuring the same service levels through

outside entities. All the while, the department maintains
the infrastructure necessary to efficiently process taxpayer
returns during the peak season.

Tax Administration Processing Review Division - The
department’s tax administration processing review
division focuses on resolving problems that arise with the
processing of more than 3 million individual and more
than 230,000 corporate tax returns.

When a problem is found, this division evaluates the
possible issue(s) with the return, contacts the taxpayer

for any follow-up documentation necessary, or sends a
notification to the taxpayer if automated changes are
made to the return so the return is processed as accurately
and efficiently as possible.

This division also works on all amended return submissions
for individual and corporate tax returns. These are
submitted when a taxpayer discovers an error or omission
on her original filing. Normally the department has
processed about 44,000 amended returns by June 30.
However, this year amended returns were down to 38,000.

In all processing reviews, the division’s objective is to be as
efficient and effective as possible so the taxpayer does not

notice that the tax return was ever stopped and reviewed.
— L
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Special Tax — The Special Tax Division is responsible for administering 17 department was able to bring them into compliance,
different taxes and fees that touch approximately 16,000 taxpayers. These which is not only benefits the department, but benefits
taxes and fees involve a variety of unrelated industries. Although the fuel and  all taxpayers by leveling the field.

tobacco excise taxes are the most notable, this division also administers the

alcohol excise tax, aeronautics taxes and fees, and fireworks public safety fee,  Developing a team of knowledgeable analysts has been
to name a few. On average, the division processes 6,500 tax and informational a priority this year. The Special Tax Division addressed
returns each month. a lack of written procedures, outdated procedures, and
processes that only one analyst handled. The division
developed new procedures, cross-trained its staff, and
distributed the work more efficiently.

Motor Carrier Services - Indiana supports the largest
International Registration fleets in the country with
294,507 trucks. The Motor Carrier Services Division
(MCS) provides support to motor carrier companies
and commercial drivers through the administration
of state and federal laws that govern the commercial
use of Indiana’s roads. MCS manages the International
Fuel Tax Agreement, International Registration Plan,
oversize/overweight vehicle permitting, Unified
Carrier Registration, and US DOT numbers. Some key
accomplishments in FY 2014 include the following:

The Special Tax Division strives to balance filing simplification with accuracy * Fuel Tax System - During the first complete
and reliability. When creating new forms, the division listens to taxpayers year of mandated online renewal filing, MCS
and incorporates their feedback whenever possible. Some special tax averaged 90% of renewals completed before
taxpayers do not have the option to file electronically, so the department has the revocation date and increased the timely
eliminated some of the burdensome reporting previously required. fuel tax filing percentage from 82% in the first
The department has increased its efforts to ensure accurate data is received quarter to 87.5% in the fourth quarter. MCS
on a timely basis, with the goal of ensuring those who should be reporting approved exemptions for filing and/or paying
are doing so in a timely manner. online for less than 2% of carriers, due mainly to
an inability to use a computer. A survey of online
When taxpayers fail to comply with filing requirements, the Special Tax Fuel Tax System users showed 92% percent were
Division works with other divisions and agencies involved. For example, the satisfied with the Fuel Tax System, with 89%
fireworks public safety fee has existed since 2006, but this year the Special rating the 24/7 access to file, pay, or print copies
Tax Division worked cooperatively with the Department of Homeland or quarterlies as helpful.

Security and the department’s field audit division, who physically visited
those taxpayers who appeared to be out of compliance. The Special Tax
Division also found a number of licensed entities selling alcohol that had not
been filing excise tax returns. By making contact with these businesses, the

¢ National Unified Carrier Registration
Portal - In 2007, the State of Indiana was
approved by the Unified Carrier Registration
Board to provide an online system for use in the

INDIANA DEPARTMENT OF REVENUE 2014 ANNUAL REPORT




United States, Canada, and Mexico. This system gives carriers the ¢ International Registration Plan (IRP) - Truck

ability to process their Unified Carrier Registration (UCR) payments companies are choosing Indiana over other states

at a single location. In FY 2013, Indiana was awarded another five- when registering for the IRP. To ensure carriers

year contract to provide this service. Since 2011, the UCR system has continue to choose Indiana, MCS employs a

provided the state more than $1.9 million, which is used to enhance customer-focused approach and has assigned

truck safety. high-volume carriers a specific agent with whom to
work. This agent helps the carrier troubleshoot any

e Overweight Commodity Permit Implementation - Overweight issues it may have.

commodity permits became available through the online system on

June 1, 2013. At that time, the department issued only seven-day, Currently, there are more than 8,000 companies

single-trip permits for this permit type. The department issued 32,778 registered with IRP and almost 9,000 fleets in

permits through the online system from June 1 to Dec. 31, 2013. Indiana. In fact, 9 of the top 10 carriers in the

From January 2014 through July 2014, the department issued 31,937 country (based on the number of trucks) are

online permits. registered in Indiana.

o Base Plate Registration (BPR) - MCS assumed
responsibility for base plate registrations from the
Indiana Bureau of Motor Vehicles for companies
with 25 or more commercial vehicles weighing
26,001 Ibs. or more. When the transfer happened,
MCS quickly processed renewals for 12,411 vehicles,
belonging to 81 Indiana commercial trucking
companies. MCS received positive feedback from
carriers because they now can process both IRP
and BPR at one location and in one system—
providing them with a true one-stop shop for their

- commercial plates.

e New Statues - On Jan. 1, 2014, new laws created the Annual
Overweight Commodity permit. To qualify for this new permit, a truck
must meet the 2.4 ESAL axle weight. If it meets this standard, the
system automatically issues the carrier an annual permit. The annual
permit gives the carrier the opportunity to run 364 days from the
date of the permit and is truck and route specific. The customer is still
responsible for checking the route each time they move to make sure
no restrictions exist on that route. The permit is free, though carriers
must pay a $20 administration fee. From Jan. 1, 2014 to July 10, 2014,
MCS issued 2,096 commodity permits, of which 218 were annual
permits.
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After filing using a tax service, Scott and Tawny R. didn’t
think much about their return. They assumed everything
was fine. But then they received an unexpected bill from
the Indiana Department of Revenue.

Confused, Scott and Tawny called their tax service, who
identified it as a mistake and told them they would work
with the department and take care of it.

A few months later, Scott and Tawny received a notice
saying due to nonpayment of the tax bill that was never
resolved by the tax service, a lien was placed on their
home.

This mistake had a major impact on this family. They had
planned to put their house on the market but couldn’t
because of the lien. Their credit scores had also taken a
hit, and more importantly, their daughter was denied a
student loan for nursing school.

After unsuccessfully trying to work with the tax service,
Scott finally called the Indiana Department of Revenue’s
Taxpayer Advocate Office and was assigned taxpayer
representative Laura B.

Scott said Laura was kind and sympathetic because she
needed to be resolved quickly. She energetically worked
him regularly.

phone line,” said Scott. “Laura was actually more helpful
than [the tax service] was on getting the lien removed.”

TAXPAYER
FOCUS

SCOTT AND TAWNY

understood the situation was not their fault and the issue

with him and the vendor to resolve the issue and updated

“She was always pleasant to talk to and gave me her direct

Laura helped them get the required letter from the tax service claiming
ownership of the mistake, and she was finally able to submit Scott and
Tawny's case for expungement and removal of the lien.

“| couldn’t believe how fast it was,” Scott said. “Once she got the letter from
[the tax service], Laura said she would literally walk the expungement
approval over to the proper people so it was taken care of as quickly as
possible.”

They received the expungment letter within a week, and Laura then walked
Scott and Tawny through the next steps in repairing their wrongly damaged
credit.

Though a serious mistake was made in Scott and Tawny’s taxes, once
notified, the department worked quickly to minimize damage. After almost
a year of dealing with this stressful experience, Scott and Tawny were finally
able to put their house on the market and correct their credit scores, and
their daughter’s student loan was granted.
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LOOK
FORWARD

Better Technology, Better Service — The Returns Processing Center is

leading the department’s effort to improve vendor certification. With 80% of
individual taxpayers submitting returns electronically, any improvements in
the certification process of electronic returns will provide huge benefits in
the accuracy of the information provided to the department. Improvements
include simplification of vendor registration, moving to scenario-based
testing that will test the calculations of vendor software, and a grading matrix
to rank vendors based on the accuracy of their filings.

RPCis implementing a remittance processing upgrade. The current
technology has been in place for 14 years. The new technology will allow
more secure processing of sensitive taxpayer information and will speed
processing with fewer errors through image enhancement, two-key
balancing, and more efficient processing of unidentified checks and low-
volume payments.

RPC’s goal is to become the Imaging Center of Excellence for the state. By
leveraging existing technology and capacity, the department is partnering
with the Department of Child Services (DCS) to provide imaging for nearly 40
million pages of documents. This low-cost solution will enable DCS to save
money on office space and have instant access to secure electronic images
on any desk in the state.

INtax — During FY 2015, gasoline use tax, food and beverage tax, and county
innkeeper’s tax will be added to INtax. In addition, a significant upgrade of
the system will be completed and launched in FY 2015.

INDIANA DEPARTMENT OF REVENUE

Customer Interaction Center - The department has identified a need for a
customer relationship management (CRM) system to provide more effective
customer service. Currently, department employees must access various
independent systems and databases to assist taxpayers, which has led to
reduced efficiency and accuracy.

In an effort to avoid duplication of resources, a review is underway of current
software products already in use to determine whether any of these products
will meet the need without additional expenditures.

Identity Protection Program - Attempted ID theft and refund fraud
continue to grow. The department’s Identity Protection Program will be
further enhanced. Future program activities include additional analytics
to spot fraud and public relations activities to keep taxpayers informed.
Development of a pre-filter return processing mechanism will allow for a
comprehensive validation of identities and reduction in refund fraud.

2014 ANNUAL REPORT




COMPLIANCE

Compliance continues to place significant emphasis on
the collection of all taxes due the state. Several factors
drive this emphasis:

Providing a fair, business-friendly environment
for all Indiana taxpayers

Maximizing collection of appropriate revenue for
each tax type as defined by law

Proper and consistent enforcement of Indiana
tax code

The divisions in Compliance include:

Enforcement - Performs and manages taxpayer audits
including field audits, out-of-state audits, and desk audits;
regularly conducts special projects to help ensure taxpayer
compliance; and contributes to outreach training and
educational programs to better prepare taxpayers to be
compliant.

Collections - Manages all aspects of inbound and outbound
collection efforts, including outside collection agencies and
sheriffs; oversees fraud prevention and identity protection
programs; conducts special investigations and provides
support for civil and criminal prosecution of noncompliant
taxpayers and perpetrators of fraud; works to educate all
taxpayers about their tax liabilities; oversees expirations

and renewals of Registered Retail Merchant Certificates; and
manages taxpayers subject to bankruptcy protection.
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LOOK

BACK

Taxpayer Service - Customer

focus continues to be one of the
Enforcement Division’s top priorities.
Whether a taxpayer contacts the
district office on a routine tax
matter or is engaged in an audit, the
overall goal is to build a relationship
with the taxpayer that improves
compliance.

During the process of an audit, the
auditor determines the taxpayer’s

continues well after the audit has been
completed.

Compliance - As part of its strategic
goal of increasing compliance to create
a level playing field for all taxpayers,
the department also has implemented
new compliance software to identify
nonfilers. Using this technology, the
department can use various data
sources to help identify individual
taxpayers who have not filed past tax

level of compliance. Audits can returns.
result in assessments, refunds, or no
Increased Enforcement Capability - This year continues to be a period changes proposed to the reported The department can then contact
of change and transition for the Enforcement Division. The department amounts. Education is a critical them to encourage their compliance.
has implemented significant improvements in audit and compliance component of ensuring a successful  This effort is expected to improve the
audit completion. Auditors explain overall rate of compliance, increase tax

software, including case management, workpaper preparation, and nonfiler
identification. These software solutions have substantially improved the
overall capabilities of the Enforcement Division. Improvements in computer
software also have enabled the complete integration of audit selection, audit
procedures, and audit workpapers.

the specific statutes and regulations  revenues for the state, and ensure that
being audited to the taxpayer. individuals pay their fair share of state

Through this education, the taxpayer revenues (creating a level playing field
and the auditor develop a strong among taxpayers).
working relationship that often

Enforcement field audit staff are embracing the change that comes with
adapting to new field audit software. Field audit software includes two
main parts: Case Management and Audit Workpaper Tool Kit. The case
management program provides increased security of taxpayer information.
Audit Workpaper Tool Kit will provide increased efficiency and consistency
statewide. One goal of the department is to make audit reports easier to
understand for the taxpayer or his representative. This will be accomplished
through the consistency provided by this tool.

These new software tools also enable improved audit selection techniques. In
addition to automating the selection function, improvements in the selection
criteria will lead to better identification of nonfiling and/or under-filing
businesses as appropriate candidates for audit. Furthermore, use of decision
analytics and consistent case scoring between audit candidates helps to
ensure that the most appropriate candidates for audit are selected and that
all businesses are evaluated on a fair and consistent basis.
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In addition to improving overall compliance for individual nonfilers, the
department continues to advocate voluntary compliance through the
Voluntary Disclosure Agreement (VDA) program. The program allows
previously noncompliant taxpayers to voluntarily become compliant by filing
prior years’ tax returns and paying related taxes without penalty. This brings
noncompliant taxpayers into compliance, thereby generating future revenue.

During FY 2014, Indiana collected approximately $12.7 million in tax revenue
through its VDA program.

Preparing Employees for Sustained Success - Succession planning remains
a primary objective for all of the department. The Enforcement Division has
noted a significant number of employees leaving the department, primarily
through retirement.

Additionally, a large percentage of our remaining workforce is eligible

for retirement. Recruitment of talented employees as well as investment
in training of existing employees to replace the resources leaving the
department is critical to our future success. The department continues to
be diligent in our recruitment and retention efforts to ensure its continued
success.

Collections - During FY 2014, the Collections Division realized the
operational efficiencies resulting from its prior year reorganization. This
enabled the division to focus its collection actions based on functional
operations.

Additionally, during FY 2014 the division fully integrated the Special
Investigations Unit, which has provided the division with the ability to pursue
both civil and criminal investigations.

The division also has completed the transition to its third-party collection
program. Finally, the division successfully implemented new accounts
receivable reporting dashboards, which have provided both management
and field collectors enhanced abilities for reviewing and pursuing delinquent
taxpayers.

In FY 2014, the department collected $223 million of delinquent taxes,
compared with $165 million the previous year.
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FY 2014 was the first full year operating under the

new structure, which organized all inbound collection
activities in one unit. This group collected $19.1 million
in FY 2014, compared with $19.4 million in FY 2013.
Although the total dollars collected by this group was
flat during FY 2014, the total number of telephone calls
handled increased from 176,181 to 227,336 and the
percentage answered increased from 84% to 87%.

INBOUND CALL CENTER SUCCESS
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