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1 Scope of Document

This document is the Ajilon Project Team's final report to the Department of Community
and Economic Development (DCED) on Earned Income Tax Collection Systems in the
Commonwealth of Pennsylvania.

This document contains the following sections:

Section 2 — Report Summary.

Section 3 — Act 32 Requirements. This section lists all of the requirements in Act
32 that pertain to an EIT collection system. By definition, such requirements must
be considered best practices for an EIT collection system. Requirements that do
not pertain to an EIT collection system are not listed.

Section 4 — Best Practices. This section presents the list of best practices for any
proposed Earned Income Tax (EIT) collection system designed to implement the
requirements of Act 32 as passed by the Commonwealth of Pennsylvania. These
best practices were developed jointly by the Act 32 project team of Ajilon
Consulting and the Act 32 Implementation Team of the Department of
Community and Economic Development (DCED). The best practices were
derived from the requirements of Act 32, a survey of the existing EIT collection
systems of several large tax collection agencies (both government bureaus and
third party providers) and the IT expertise of the Ajilon Consulting project team.
These best practices will be used to develop sample work statements for any
proposed Act 32 EIT collection system.
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2 Report Summary

This report is the result of a study commissioned by the Department of Community and
Economic Development (DCED) to review Earned Income Tax Collection Systems in
the Commonwealth of Pennsylvania.

21 Background

Act 32 of 2008, the Earned Income Tax Collection System legislation, provides for the
consolidation of the collection system for the Earned Income Tax into 69 Tax Collection
Districts by January 2012. DCED has a number of significant responsibilities to perform
under Act 32 to ensure a smoaoth transition to the new system. One of the most
significant is the completion of a study of the current EIT system to identify best
practices especially in inter-municipal collection systems that can be used as a model
for others.

The EIT study is to be completed by December 2009 and distributed to each of the 69
Tax Collection Committees (TCC). Study elements include identifying, collecting and
comparing practices, methods, structures, procedures, regulations, software, info
systems, governance alternatives, risk management strategies and other characteristics
that appear to promote the greatest likelihood of effectiveness, cost efficiency, loss
prevention and intergovernmental cooperation.

Ajilon Consulting was charged with the task of completing the study of the information
technology element of the above more comprehensive study. This involved a review of
existing earned income tax collection software, a review of system requirements of Act
32, an assessment of best practices in information technology related to the EIT
collection process, the development of system requirements and a request for proposal
for use in the acquisition of software systems for EIT administration. The engagement
also reviewed and reported on the feasibility of contracting on a statewide basis for the
development and procurement of appropriate software systems that can be adopted
and purchased by the TCCs.

Ajilon performed the work under the direction of staff from the Governor’s Center for
Local Government Services in DCED and met with and obtained input from the EIT
Advisory Committee established by DCED and from selected EIT collection offices
identified by DCED.

All work under this engagement was completed in the required timeframe.

The following describes Ajilon’s understanding of the DCED EIT Collection System
study requirements:

e Contract Award: The study commenced on August 17, 2009 and was completed on
time.

e The Work: The review, collection and documentation of the above stated
deliverables were published in multiple MS Word documents.
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o Infrastructure: DCED provided access to DCED leadership for the purposes of
interviewing and provided onsite space for the project team to meet and work with
DCED and project members. Offsite space at Ajilon’s local district office was used by
the Ajilon team members when not onsite at DCED. Visits to several of the
designated EIT collection offices as noted on the contact list also required offsite

work.

This report provides the details regarding two of the deliverables that were requested by
DCED:

e Act 32 Requirements — Section 3 of this document.
» Best Practices — Section 4 of this document.

Version 2.1 10/26/09
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3 Act 32 Requirements

The following table contains the requirements in Act 32 that pertain to an EIT collection
system. The table assigns each requirement a unique 1D #, describes the requirement
and references where in Act 32 the requirement appears.

'Req. # | Description ' | ' ' | Reference

1 Businesses with multiple locations across the state will be Section 511
permitted to remit to the county where they are headquartered. If
businesses elect to use this option, they must remit withholdings
and employee wage taxes detail electronically on a monthly

basis.

2 If an out of state business does not have a headquarters in Determination
Pennsylvania, that business can pick the tax collection district to by
which it remits withholding and employee wage taxes detail DCED Legal
electronically on a monthly basis. ,

3 Employers are required to withhold EIT for all non-residents and | Section 511

residents. They are also required to remit all withholdings to the
Tax Collection District where they are located within thirty (30)
days of the end of each quarter, unless they have multiple
locations and elect to use the option outlined in Requirement #1.

4 Tax officers are required to remit all withheldings to the taxing Section 513
jurisdictions no later than sixty (60) days after receipt for all taxes
received prior to April 1, 2013. Taxes received from employers
after April 1, 2013 must be remitted to the taxing jurisdictions no
later than thirty (30) days after receipt. The TCC can require
more frequent distributions.

5 Tax officers must maintain a record of all income taxes Section 513
distributed. This record must include all reporting information
required by the DCED, the date of distribution and the PSD or
TCD to which the income taxes are distributed. The recerd shall
be provided to another TCD at the time of the distribution.

6 Employers and tax officers must use the PSD and TCD codes Section 513
prescribed by the DCED.
7 Tax officers must, within twenty (20) days after the end of each Section 509

month, provide a written report, on forms prescribed by the
DCED, to the secretary of the TCC and to the secretary of each
PSD within the TCD, that details the breakdown of all income
taxes, income generated from investments, penalties, costs and
other money received, collected, expended and distributed for
each PSD served by the tax officer, and of alt money distributed
to other TCD’s.

8 Tax officers must keep records of every dollar received and Section 509
distributed, and submit monthly reports accounting for each
dollar.

Censulting Version 2.1 10/20/09
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Req. #

_Description

Reference

)

The TCC must provide for an annual audit by the end of the
calendar year of the Tax Officer. The audit is to include all the
books, accounts, financial statements, compliance reports and
records. The audit report must be issued in a standardized format
developed by the DCED and filed with the Department and all
PSDs within the TCD by September 1 of the succeeding year.

Section 504 h

10

In calculating EIT, net losses from one of a taxpayer's business
may be used to offset net profits from ancther business owned by
the same taxpayer. Net losses cannot be used {o offset earned
income.

Section 502

| Consuliing
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Glossary

ACH — Automated Clearing House — A nationwide electronic funds transfer network
which enables participating financial institutions to distribute electronic credit and debit
entries to bank accounts and to settle such entries.

Act 32 - Act 32 of 2008 provides for a restructuring of the Earned Income Tax Collection
System for Pennsylvania local governments and school disfricts. This legislation is one
of the most significant pieces of local tax legislation that has been enacted in recent
years. The Act provides for a three year transition period and full implementation by
January 2012. It is critical that all those involved in the system actively participate and
fulfill their various responsibilities.

Anti-Spyware — spyware is a type of software that is secretly installed on computers and
that coliects information about users without their knowledge. Anti-Spyware is software
that can detect and remove spyware software from a computer. Sometimes, spyware
such as key-loggers are installed by the owner of a shared, corporate, or public
computer on purpose in order to secretly monitor other users.

Anti-Virus software - is used to prevent, detect, and remove malware, including
computer viruses, worms, and Trojan horses. Such programs may also prevent and
remove adware, spyware, and other forms of malware.

Bar Code — A barcode (also bar code) is an optical machine-readable representation of
data. Originally, bar codes represented data in the widths (lines) and the spacing of
parallel lines, and may be referred to as linear or 1D (1 dimensional) barcodes or
symbologies.

DCED — Department of Community and Economic Development.

DCED MunStats website - hitp://munstatspa.dced.state.pa.us/Registers.aspx

Disaster Recovery Plan — a documented process providing the ability to recover from a
natural disaster such as a fire, flood or similar act of nature. This also includes terrorist
threats or attacks. The plan should detail how to restore the data and systems, where to
do it, the requirements for hardware and software and the process to test the restore
process at an emergency backup site.

Document Management System — is a computer system (or set of computer programs)
used to track and store electronic documents and/or images of paper documents.

DOR — Department of Revenue.

EIT — Earned Income Tax.

Consulting Version 2.1 10/20/09
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Firewall - is a part of a computer system or network that is designed to block
unauthorized access while permitting authorized communications. It is a device or set of
devices configured to permit, deny, encrypt, decrypt, or proxy all (in and out) computer
traffic between different security domains based upon a set of rules and other criteria.
Firewalls can be implemented in either hardware or software, or a combination of both.
Firewalls are frequently used to prevent unauthorized Internet users from accessing
private networks connected to the Internet, especially intranets. All messages entering
or leaving the intranet pass through the firewall, which examines each message and
blocks those that do not meet the specified security criteria.

Full Backup — all data in a library, database or file is copied to another physical location.

Imaging System — Hardware and software that scans and creates an electronic image
of a paper document.

Incremental Backup — is a backup of the changed data from the time of the last full
backup and is copied to another location.

IT — Information Technotogy.

Linux - is a generic term referring to Unix-like computer operating systems based on the
Linux kernel. Their development is one of the most prominent examples of free and
open source software collaboration; typically all the underlying source code can be
used, freely modified, and redistributed by anyone under the terms of the GNU GPL and
other free software licenses.

LST — Local Services Tax.

MunStat database — Municipal Statistics database on the DCED website.

Password - is a secret word or code, which a user must supply during a Login to

demonstrate that he/she, is in fact, the person he/she claims to be. It is one-half of a
typical set of Credentials used in Authentication. The other half is the User [D.

PSD — Political Sub-Division.
RFP — Request for Proposal.
Router - is a computer networking device whose software and hardware are usually

tailored to the tasks of routing and forwarding information. For example, on the Internet,
information is directed to various paths by routers.

SAS 70 Audit - (the Statement on Auditing Standards No. 70) defines the standards an
auditor must employ in order to assess the contracted internal controls of a service
organization.
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Server - is any combination of hardware or software designed to provide services to
client computers. When used alone, the term typically refers to a computer which may
be running a server operating system, but is commonly used to refer to any software or
dedicated hardware capable of providing services.

Tax Collection Agency — Local governments, intergovernmental entities and private for
profit companies appointed by a PSD to collect and administer the EIT.

TCC — Tax Collection Committee.
TCD — Tax Collection District.

UNIX - is a term used to describe a computer operating system originally developed in
1969 by a group of AT&T employees at Bell Labs, that conforms to Unix standards,
meaning the core operating system operates the same as the original Unix operating
system.

User ID - is the code used by a User to identify him/her when logging into a system and
starting a Login Session. It is used by the system to uniguely identify this User. A User
ID is one-half of a set of Credentials; password being the other half.

Windows — is a series of software operating systems and graphical user interfaces
produced by Microsoft.

Workstation — UNIX workstation, windows based laptops / desktop PC or LINUX based
laptops / deskiop PC.
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