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Figure 7.2-11 Audit Administrative and Enforcement Contacts
Exceed Goal
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The Agency must maintain an appropriate level of audit coverage,
not only in the state of Washington but across the nation. Audits

are an important function of the Agency in funding state services.
DOR’s auditors not only conduct audits but also provide other types
of education for taxpayers. These contacts range from consultation
visits to managed audits. By providing these types of services, the
Audit division staff help taxpayers understand their obligations,
learn how to report correctly, and avoid penalties and interest.

7.3 Financial and Market Outcomes
7.3a Financial and Market Results

7.3a(1) Financial Performance
7.3a(2) Marketplace Performance

Figure 7.3-1 Continuing to Drive Costs Down: Costs Per $100
Collected
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For many years DOR has tracked the cost of collecting every $100
in revenue. While both expenditure and revenue changes affect this
measure, DOR believes it represents an overall indicator of efficiency
when taken in context with other factors. The calculation also in-
cludes agency expenditures for nonrevenue-collecting activities such
as legislation and research.

Washington State

Figure 7.3-2 Total Expenditures vs FTEs
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DOR continually monitors expenditures versus FTE levels. Figure
7.3-2 shows the FTE staffing levels and the amount of salary and
benefits paid by fiscal year.

Figure 7.3-3 Training Expenditures vs FTEs
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In order to perform its tax administrative duties, DOR must main-
tain a highly-trained work force. The Agency has made a commit-
ment to meet this challenge and offers a variety of training oppor-
tunities. Figure 7.3-3 data includes actual expenditures for training,
travel, and conference registration compared to actual number of
full-time employees. In FY06 DOR averaged $1,097 per employee,
compared to $818 in FY02.
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Figure 7.3-4 Work Volumes Steadily Increase While Staffing Levels
Remain Flat
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As the state’s population continues to grow, so does the number of
registered businesses, creating an even greater demand for services.
DOR has only had a 3% increase in FTEs since FY94, while regis-
tered businesses increased 97% and revenues collected rose nearly
90%. To operate within budget constraints, the Agency is continual-
ly looking for new ways to provide effective and efficient services and
be responsive to taxpayer needs and be accountable to the public.
DOR uses the SBP process to prioritize ongoing and new initiatives.

DOR collected $16.5 billion in taxes during FY06, a 29.4% increase
over $12.7 billion collected in FY01. During that period FTEs in-
creased 11.6%, and current staffing levels are only slightly 3% higher
than they were in FY94 when tax collections totaled $8.5 billion.

7.4 Human Resource Outcomes
7.4a Human Resource Results

The HRMR, as described in 5.1b, measures interlocking compo-
nents of a healthy performance management system. All Washington
State agencies submit this standard performance measure data twice
a year for a statewide picture and interagency comparison.

Figure 7.4-1 Human Resources Management Report (FYO7 QTR 2)
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7.4a(1) Work system performance and effectiveness: A key factor
in work system performance and effectiveness is work force stability.
DOR has successfully delivered excellent services by competing ef-
fectively in the job market to maintain a balanced, dedicated, diverse
work force.

Figure 7.4-2 Balanced Hiring Approach (FY06)
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DOR has successfully recruited and hired employees from a variety
of sources, including new hires, internal promotions, and promo-
tions from other state agencies. This balanced hiring approach draws
a steady source of new talent into the Agency while ensuring an
agency- and state-based succession path for DOR and state govern-
ment career employees.

Figure 7.4-3 Diversity Profile (FY06)

Type DOR State
Persons over 40 65.2% 76%
Women 56.1% 52%
People of color 18.8% 17.5%
Vietnam veterans 4.4% 7%
Persons with disabilities 4.3% 5%
Disabled veterans 1.3% 2%

Figure 7.4-4 Ethnic Diversity (FY06)
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Another element of DOR’s balanced work force philosophy and
policy is its strong emphasis on diversity. As a mainstay of DOR’s
SBP since 1998, work force diversity is a top tier goal and initiative.
As such, considerable resources have been devoted to maintaining
and increasing DOR’s diversity, with considerable success through
recruitment, hiring, learning, recognition, and celebration. In terms
of overall diversity, DOR has consistently exceeded the state govern-
ment rates for women and people of color and is comparable for
persons with disabilities. With the creation of a Diversity Program
Committee in FY07 based on its latest SBP diversity initiative,
DOR expects to increase its diversity profile further.

Washington State

7.4a(2) Employee learning and development:

Figure 7.4-5 Average Training Hours Per FTE
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Another key factor in work system performance and effectiveness is
employee training and development. DOR has traditionally placed
a strong emphasis on both formal and on-the-job training. Over the
past five fiscal years, DOR has spent $5,419,350 on training-related
expenditures for an average of $1,083,870 per fiscal year. For a work
force of just over 1,000 employees, DOR has consistently main-
tained an average of 64 or more hours per year of formal training
per employee and a total of more than 65,000 training hours per
year over the past three fiscal years. This data does not include the
divisional technical training and on-the-job training.

Figure 7.4-6 TAA Examiners Receive Intensive Training
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Specialized training occurs within the divisions where curricula can
be tailored to professional disciplines and “on-the-job training”
complements the learning. TAA continues to prioritize rigorous
training for new hires. The number of new examiners to receive
intensive training has nearly tripled since TAA first invested in its
training program.
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Figure 7.4-7 DOR Provides Supervisor Training and Development
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As an element of employee development and work force manage-
ment, DOR has placed a specific premium on supervisory train-
ing. The total number of supervisors declined by 9% in FY06, and
supervisor training was unusually high in FY05 to inform employees
about statewide initiatives including the new CBA and Civil Service
Reform. The DOR Supervisor Academy Program includes external
training contractors and a comprehensive internal supervisory
training program.

7.4a(3) Employee well-being, satisfaction, and dissatisfaction:

Figure 7.4-8 “l Am Satisfied With My Employment at the
Department Of Revenue” (ESS)
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DOR strives to provide employees with an environment that fosters
satisfaction across a broad spectrum of quality of work life indica-
tors. The ability to sustain a quality of work life for its employees

is reflected in the ability to consistently achieve the Agency vision,
mission, and goals, as well as in the response rates to its biennial
ESS. The employee participation rate in the ESS has traditionally

been high, with a new peak of 86% in 2005. The results of the ESS
testify to the satisfaction employees have with performing work in
DOR. Since 1999 the overall employee satisfaction rating has been
consistently around the 80% level, even during periods of significant

change such as the statewide civil service reform that occurred before
the 2005 ESS was conducted.

Figure 7.4-9 “There Is Cooperation Within My Division” (ESS)
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Figure 7.4-10 “My Supervisor Explains the Reasons for Work
Decisions” (ESS)
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With an employee-centered focus and emphasis on teamwork,
DOR has successfully involved employees in its work processes and
decision-making. The ESS provides insight into the degree to which
the Agency and management has succeeded in achieving a work

and service delivery system based on collaboration and teamwork.
Employees have increasingly felt that there is cooperation within
their respective divisions in performing their work and that supervi-
sors are communicating key information about work decisions to
ensure the employee is fully engaged and knowledgeable about work
activities and processes.
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Figure 7.4-11 “l Am Encouraged to Participate in Training Needed
to Perform My Job” (ESS)
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Employees have consistently confirmed that DOR management has
successfully achieved its goal of ensuring employees are supported in
a learning environment. Employees new to DOR are often surprised
at the comprehensive scope of the Agency’s training and its expendi-
ture of staff and budget resources to realize its training goals.

Figure 7.4-12 “l Have the Tools and Resources | Need to Do My
Job Effectively” (2006 CS)

Washington State

Figure 7.4-13 “I Receive the Information | Need to Do My Job
Effectively” (2006 CS)
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A more recent snapshot of employee satisfaction and perception was
provided through the CS in 2006. DOR provides employees with
the necessary resources and information to perform their jobs
successfully and is even more compelling when examined in
comparison to the statewide profile.

Figure 7.4-14“l Know How My Agency Measures Its Success”
(2006 CS)
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The CS provided information about success and opportunities for im-
provement. Although the Agency exceeded the statewide average for
ensuring that employees know how it measures its success, there was
still room for improvement in communicating this fundamental ele-
ment of management. Since then the Agency conducted a concerted
education campaign to ensure all employees both understood how the
Agency measures success and what their role is in achieving it.
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Figure 7.4-15 Safety and Accident Prevention Efforts
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DOR emphasizes a safe work environment and has regularly provid-
ed employee training in a variety of safety-related topics including
first aid, CPR, the use of AEDs, and fire extinguisher operation. The
latter has a lower demand because certification extends a lifetime
where CPR and first aid expire after two years. The Ergonomic
Assessment Program demonstrates the proactive approach used for
safety and office injury prevention. To participate, employees are
asked if they need an assessment or an assessment is conducted in
conjunction with an office move or office space redesign.

Figure 7.4-16 Injury Reports
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Another gauge for DOR’s success in maintaining a safe work envi-
ronment and preventing employee injuries has been the low number
of injuries incurred each year. This is measured by worker’s compen-
sation claims which are typically less than 15 per year and seldom of
a serious nature. DOR also tracks accidents and incidents, regardless
of whether they result in injuries, to address possible safety issues,
develop accident prevention solutions, and consider modifications to
the safety and wellness programs.

7.5 Organizational Effectiveness Outcomes
7.5a Organizational Effectiveness Results

7.5a(1) Performance of Key Value Creation Processes
7.5a(2) Performance of Other Key Processes

Key value creation processes identified in 6.1 are the underlying
activities essential to the vision and mission of the Agency P.1a(2).

Figure 7.5-1 Taxpayer Errors Decline as E-File Use Increases
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The number of returns filed electronically has increased due to
DOR’s marketing campaign. Error rates continue to decline as
more taxpayers file electronically. Decreasing error rates on tax
returns reduces the need for time-consuming reworking of returns,
decreasing processing time and taxpayer frustration.

Figure 7.5-2 Industry Education Results in More Use Tax Payments
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It is not effective to audit every business. To help encourage
voluntary compliance, DOR utilizes information mailings targeted
to specific industries. Figure 7.5-3 reflects the response to two
targeted mailings to the professional service industry. An initial
mailing was conducted in 1999 and a refresher was mailed in 2006.
Results reflect a sustained higher payment of use tax in comparison
to all registered businesses.
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Figure 7.5-3 Targeted Education Use Tax Program - Response
Rate in Service Industry

Washington State

Figure 7.5-5 Online Information Reduces Requests for
Personal Assistance
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DOR’s targeted education program continues to be successful in
promoting voluntary compliance of use tax. Taxpayers who had

not paid use tax in over a year were sent educational letters. Overall
response to mailings nearly doubled after DOR revised a general
flyer into a letter that used a “Plain Talk” approach. The program
continues to evolve with use of the Agency’s data warehouse to target
mailings to industries with high noncompliance. Targeted education
has proven to be a highly cost-effective way to improve

taxpayer compliance.

Figure 7.5-4 Interpretive Statements Issued and Rules Adopted
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The Agency conducts stakeholder meetings to identify issues where
changing business practices are not clearly addressed in statute.
Interpretive rules clarify tax law to provide guidance for the Agency
and taxpayers. The decision to dedicate staff to the rules process has
improved the capacity to increase DOR’s direct contacts with tax-
payers so that issues are identified and resolved by rule, agreement,
and, in some cases, statutory changes.

DOR’s Research division has data that is useful to business own-

ers, city planners, students, and other citizens. To provide increased
access DOR publishes data and studies on its Internet site. DOR has
saved thousands of employee hours while maintaining service levels
to data users.

Figure 7.5-6 Audit Recovery Per Hour Increases
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DOR increased the dollars collected per hour spent auditing busi-
nesses in FY06 by targeting industries that data mining techniques
suggested were least compliant. This focuses enforcement efforts on
problem areas while reducing audits of industries with a high level
of compliance. FYO05 collections per hour were low due to some
unusually large refunds to taxpayers.
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Figure 7.5-7 Field Referrals to Compliance Agents Reduced

Figure 7.5-9 Technology Patch Security Exceeds Benchmarks
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The cost of collecting overdue taxes is lower if taxpayer contacts are
made by telephone instead of by field agents. DOR’s centralized
Initial Contact Team has reduced rates of referral to the field, thus
reducing the cost of collections. Agents in the field office locations

are able to spend more time addressing complex collection accounts.

Figure 7.5-8 Recommendations Incorporated into Legislative Bills
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When legislators introduce tax-related bills, DOR actively makes
recommendations to improve the legislation for administration and

subsequent implementation. DOR set a goal in 2005 to have at least

85% of its suggestions incorporated into legislative bills. It easily
exceeded those goals in 2006 and 2007.

The IS division objective is to maintain a 95% patch level in our
DOR servers and work stations. As illustrated, DOR has exceeded
industry standards of 90%.

Figure 7.5-10 Reduction of Repeat Delinquent Accounts
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The Compliance division is responsible for collecting delinquent
taxes. Compliance staff perform an educational function as well
as a collections function. The division has concentrated on efforts
to quickly contact taxpayers and encourage them to pay on time.
Education and a Cross-Agency Referral Team have reduced the
number of new delinquency referrals and repeat delinquent
accounts while the number of active registered accounts has
grown 30% during the same time period.
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Figure 7.5-11 Timeliness Improves Despite Fiscal Note Volumes

Washington State

Figure 7.6-2 Voluntary Compliance Rates Continue to Increase
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Legislators need to receive fiscal notes on legislation at least four
hours before a hearing in order to make decisions. In 2006 the
number of fiscal notes requested increased dramatically. By
creating process efficiencies and temporarily rotating staff to fill
in during peak periods, the Agency was able to maintain, and
eventually improve, timeliness.

7.6 Leadership and Social Responsibility Outcomes
7.6a Leadership and Social Responsibility Results

7.6a(1) Organizational Strategy Accomplishments:

Figure 7.6-1 Recent Local and National Awards

Year

A

From

2002

Honorable Mention for SIMTAX Application

ASPA, Evergreen Chapter

2002

Exemplary Achievement Award for Taxpedia System

ASPA, Evergreen Chapter

2002

All Green Assessment Score Card for High Level of Performance

OFM

Honorable Mention — Named Washington as one of only six states

Based Tutorials

2003 deserving of a four-star rating for quality tax administration Governing magazine
Sustained Leadership Award for making the most progress in Progress and Freedom
2003 | serving its citizens through online programs and making Foundation and Center for
government more accessible through technology. Digital Government
Honorable Mention — Described the Department of Revenue's web | Washington Business
site as a 'must have' resource for Washington employers. It single agazine (published by the
2003 i ! have' for Washil | It singled | Magazi blished by th
out the site's Taxpedia, Geographic Information System, and Association of Washington
electronic filing as particularly valuable tools. Business)
2004 CoA-WinnerACff Outsmndir.\g (‘Tompliance Program Award for Data- FTA
Driven Decisions (3D) Initiative
Outstanding Management and Organization Initiative Award for
2004 o FTA
Organizational Development Program
Quality and Performance Award
¢ Data Warehouse Project Team
2004 ¢ Initial Contact Team, Quicker Calls to Delinquent Governor
Taxpayers Yields $2.9 Million
2004 | Internal Process Management Award for Targeted Education Governor
Quality Award for Internal Process Results
2004 ¢ Use Tax Targeted Education Team Governor
¢ Making Instructions Clearer Improves Use Tax Compliance
Outstanding Public Service Award
2005 ¢ Compliance Division ASPA
* Initial Contact Team
2005 Public Ser\{ice Award for Outstanding Achievement by a Work ASPA, Evergreen Chapter
Team (Initial Contact Team)
Honorable Mention
¢ Data Warehouse Usage Recovers $13.7 Million and Saves
2005 Time Governor's Office
* DOR Simplifies Filing Process for Utility Companies
¢ E-Filing Hits Personal Property Tax
2005 | Honorable Mention for Fourteenth Consecutive Clean Audit State Auditor
2006 Training in Best Use of Technology Award for Washington’s Web- ETA

100

99

98

Percentage

97

96

95

FY96 FY03 FY05 FY06

DOR's strategy is aligned with its overall vision of maximizing
service delivery and achieving the highest levels of voluntary
compliance. This demonstrates the results of DOR efforts to
carry out its mission in an open and collaborative environment
to fairly collect revenues.

Figure 7.6-3 Overall Tax Collections Continue to Increase
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In addition, the mission states in part that the Agency “administer
programs to fund public services.” DOR’s purpose statement is
aligned with its mission: “Working Together to Fund Washington’s
Future.” Both of these statements are monitored through the key
measure of overall dollar collections. Measuring overall dollar
collections allows a quick and visual review of progress toward
funding public services and Washington’s future.
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Figure 7.6-4 Enforcement Collections Goals Exceeded
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The Agency’s vision is for all taxpayers to voluntarily comply with
their tax obligations to Washington State. DOR’s high voluntary
compliance rate offers confidence in the Agency’s performance, but
DOR must also ensure a level playing field for all taxpayers and
citizens. DOR’s enforcement efforts through education, assessment,
and investigation contribute to the voluntary compliance rate and
result in further collections to fund critical services.

7.6a(2) Ethical Behavior and Stakeholder trust in senior leaders:
The Agency keeps a pulse on the ethical climate through a variety of
indicators. During the past five years (FY02-06), for example:

+ 'The State’s Whistleblower Program: No whistleblower cases
were opened for investigation related to the Agency. In com-
parison statewide, SAO investigated over 350 assertions during
this period. In this period 20 state agencies had ten or more
assertions investigated.

+ SAO Fraud Program: No fraud cases were opened for investiga-
tions related to the Agency. Statewide (including local govern-
ment), the SAO investigated 307 cases involving losses in excess

of $4.48 million.

+ SAO Citizen Referral Program: Three complaints in 2005 and
two complaints in 2003 were received and investigated by SAO
related to the Agency. No reportable conditions resulted.

 EEB Enforcement Program: Four complaints were investigated
during this period. Of these complaints three were dismissed
(no-action) and one complaint regarding conflict of interest was
validated. In comparison, the EEB took enforcement action
statewide on over 41 investigations.

In addition, the Agency has strong confidence in its employees’
understanding of ethical requirements and expectations through
monitoring results from the ESS.

Figure 7.6-5 “l Understand How the State Ethics Regulations
Apply to Me Directly” (ESS)
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7.6a(3) Fiscal accountability: SAO audits Washington State’s Com-
prehensive Annual Financial Report (CAFR) annually. The Agency
is responsible for the accuracy and completeness for five material
CAFR accounts: Retail Sales Tax, Business and Occupation Tax,
Property Tax, Taxes Receivable, and Deferred Revenues. The Agency
has an unblemished record for accuracy and completeness.

7.6a(4) Regulatory and legal compliance: The public nature of our
work and the strong financial attributes and attendant risks require
use of and adherence to regulatory and compliance standards and
tools. The IA program serves as the Agency’s audit liaison for exter-
nal audits such as the SAO, IRS, and Performance Audits. The value
of a strong liaison role and ability for external auditors to coordinate
with IA is in part reflected in the results of the activities discussed
below. Performance is assessed and monitored through external and
internal assurance processes:

+ SAO Annual Legal Compliance and Accountability Audits: The
2006 audit period was the Agency’s 14th consecutive year for
being “finding free” (no significant issues). DOR and two other
agencies were recognized as the three agencies, out of 173, hav-
ing a track record of audits without findings.

« IRS Information Safeguard Audits: The IRS performs an on-
site compliance audit (1075 safeguarding regulations) every
three years as a condition for continued DOR access to IRS
information that is used for compliance and tax discovery. In
the 2005 audit the IRS found a DOR security compliance level
0f 98%. The IRS reported they had never seen results this high
and that the national average ranges between 50-55%.

+ DOR’s Internal Audit Program: The IA program uses an
integrated audit approach and is staffed by the IA Manager, an
Operations and Financial Audit Manager, and an Information
Systems Audit Manager. Because DOR relies heavily on tech-
nology solutions for its business processes, an integrated audit
approach is ideal for comprehensive yet efficient engagements
and achieving value-added services.

« External Quality Assessment: In 2006 the program had an
external quality assessment to ensure the program was perform-
ing its work in accordance with Institute of Internal Auditors
Standards and received the highest of three possible ratings.
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Figure 7.6-6 IA 2006 External Quality Assessment Results

Overall Rating 3.7 (4=Excellent, 3=Good, 2=Fair,|=Poor, 0=n/a)

Relationship with management 3.7
IA staff 37
IA consulting services 3.6
Management of A activity 3.6
Value added 3.6

7.6a(5) Organizational citizenship:

Figure 7.6-7 Employees Voluntarily Participate in Combined
Fund Drive
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DOR sponsors a CBF every year to encourage employees to con-
tribute to the charity of their choice by signing up for an automatic
payroll deduction or direct contribution. Overall contributions from
employees have continued to grow. DOR runs an annual campaign
to continue to provide education and options for people who want
to give back to their community though various charities.

Figure 7.6-8 Agency Supports Community Events (2006)
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The Agency is connected with the community through other charity
events. Support is demonstrated through both monetary donations
and service hours.

Figure 7.6-9 Employees Donate Leave to Help Coworkers
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In addition to supporting the external community, DOR employees
have a spirit of internal community and believe in supporting the
needs of coworkers as well. DOR employees continue to donate
their earned leave at increasing rates.

Figure 7.6-10 Increasing Sustainability by Purchasing
Environmentally Preferable Paper
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DOR employees are also conscious of the environment and
do their part to contribute to environmental sustainability.
Sustainable practices such as recycling and the purchase of
environmentally preferable paper are integrated into the
daily work.
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