STATE BOARD OF EQUALIZATION
FISCAL YEAR 2005-06
FINANCE LETTER NO. 3

TITLE OF PROPOSED CHANGE:

REVISED ALTERNATIVE CIGARETTE TAX STAMP PROJECT

SUMMARY OF PROPOSED CHANGES:

The State Board of Equalization is submitting this proposal to address the reduction of the
Alternative Cigarette Tax Stamp (ACTS) Project cost originally identified in the FY 2004-05 May
Revision, Finance Letter No. 2 (ACTS Project) dated April 13, 2004. The following are the cost
reductions identified:

1. -$1,946,000 in FY 2004-05 (-$224,000 General Fund, -$45,000 Breast Cancer Fund,
-$559,000 Cigarette and Tobacco Products Surtax Fund, and -$1,118,000 California
Children and Families First Trust Fund).

2. -$4,495,000 in FY 2005-06 and ongoing (-$516,000 General Fund, -$103,000 Breast Cancer
Fund, -$1,292,000 Cigarette and Tobacco Products Surtax Fund, and -$2,584,000 California
Children and Families First Trust Fund).

Even with the reduction, the ACTS Project will protect the existing tax base and increase tax
revenue by $8,218,630 in FY 2004-05 and $28,178,160 in FY 2005-06. Therefore, this
proposal estimates a benefit-to-cost ratio of 5.3 to 1 beginning in FY 2005-06.
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FISCAL IMPACT:

(Org) - (Ref) - (Fund) Past Year Current Year Budget Year

Existing Program: 0860 - 001 - 0001 $ 4082 $ 3,936 $ 3,936
0860 - 001 - 0004 $ 124 $ 124 $ 124

0860 - 001 - 0230 - $ 1,892 $ 1,901 § 1,901

0860 - 001 - 0623 $ 1674 $ 1,670 $ 1,670

Reimbursements 0860 - 501 - 0995 $ - $ - $ ---
TOTAL $ 7,772 $ 7,631 $ 7,631

Positions 74.4 71.5 71.5
Personnel Years 71.5 68.7 68.7

Proposed Changes: 0860 - 001 - 0001 $ $ -224 $ -516
(by appropriation)

0860 - 001 - 0004 $ $ -45 $ -103

0860 - 001 - 0230 $ $ -559 $ -1,292

0860 - 001 - 0623 $ $ -1,118 § -2,5684

Reimbursements 0860 - 501 - 0995 $ $ - $ -—-

TOTAL $ $ -1,946 $ -4 495

Positions - —

Personnel Years — —

For EDP requests, include date Spemal Project Report (SPR) or Feasibility Study Report (FSR),
approved

Page 2 of 8

1/28/2005
421 PM

g:\costanah0405bcp\FL (ACTS) Mini-Scheduies\0405 PAGE2



Finance Letter No. 3

State Board of Equalization
Cigarette and Tobacco Products Surtax Program

REVISED ALTERNATIVE CIGARETTE TAX STAMP PROJECT

Fiscal Year 2005-06

A. Nature of Request

The State Board of Equalization (BOE) submits this proposal to address the reduction of the
Alternative Cigarette Tax Stamp (ACTS) Project cost originally identified in the Fiscal Year
(FY) 2004-05 May Revision, Finance Letter No. 2 (ACTS Project) dated April 13, 2004. The
most significant changes in the ACTS Project are the following:

1. Decrease in the total program budget:
e -$1,946,000 in FY 2004-05.
e -$4,495,000 in FY 2005-06 and ongoing.

2. Delay in Project implementation from January 1, 2005 until April 8, 2005, due to a delay
in executing the contract with SICPA, the successful bidder. This delay occurred as a
result of a bid protest and resulting court action. Because of the litigation, the licensed
cigarette distributors (LCDs) were reluctant to sign long-term equipment leases with
SICPA for the stamp application machinery. At the same time, SICPA was reluctant to
manufacture the machinery.

3. Delay in implementation of the Stamp Transaction System (STS) from February 14,
2005 until April 8, 2005. SICPA and IBM have dissolved their business relationship.
IBM, a subcontractor, was to develop the electronic exchange of data between the BOE,
SICPA and Meyercord Revenue (a second subcontractor). IBM was also to develop the
database that would contain the information encrypted on each stamp. SICPA will now
be taking over these responsibilities from IBM.

B. Background/History

Senate Bill 1701 (Peace) (Chapter 881, Statutes of 2002) mandated that the Board of
Equalization (BOE) seek to minimize the revenue lost due to cigarette and tobacco tax
evasion activity by requiring a form of cigarette tax stamp that contains encrypted data
capable of being read using a scanning or similar device. The legislation required that the
new stamp be in place by January 1, 2005.

On December 2, 2002, the BOE submitted a Feasibility Study Report (FSR) for approval to
undertake the ACTS Project to implement the legislative mandate. The FSR was approved
by the Department of Finance (DOF) on December 10, 2002. Since the Fall of 2002, BOE
worked with other state and federal agency representatives to discuss current encryption
techniques and to identify what current anti-counterfeiting techniques would be effective in
stamp requirements. From those meetings, BOE and the Department of General Services
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B. Background/History (Continued)

(DGS) documented specific program and technical requirements for a formal vendor bid. In
December 2003, DGS initiated an Invitation for Bid (IFB) process to select a vendor. The
outcome resuited in one non-responsive bid and one bid that, while responsive, exceeded
the Project budget limitations. As a result, the procurement was cancelled. BOE submitted
a Finance Letter requesting an augmentation of $4,904,000 in FY 2004-05 and $9,808,000
in FY 2005-06 and ongoing fiscal years to address the increased cost of the stamp. At the
same time, BOE submitted a Special Project Report (SPR 1), approved in a letter dated
June 24, 2004, to address the increased Project costs. The Total Project costs approved in
SPR 1 was $29,719,544.

With the approval of the Finance Letter and SPR 1 (ATTACHMENT 1), a second IFB
procurement was initiated. Three vendors responded to the IFB. Two bids (Standard
Register and KPMG) were found to be non-responsive. The third vendor, SICPA,
responded with two separate bids. Both bids were found to be responsive, and the lower
bid was accepted. A contract was awarded on August 9, 2004. SICPA was the prime
contractor for this project and was also responsible for development of the encrypted stamp.
Meyercord Revenue, Inc. (Meyercord), a subcontractor to SICPA, is responsible for the
production of the stamp and the manufacture and installation of the stamp application
equipment. IBM, also a SICPA subcontractor, is responsible to develop the STS, the data
management system for the encrypted stamp information. SICPA will now be taking over
IBM’s responsibilities.

With the award of the contract to SICPA, Standard Register filed a lawsuit. Because of the
litigation, licensed cigarette distributors (LCDs) were reluctant to sign long-term equipment
leases with SICPA for the stamp application machinery. At the same time, SICPA was
reluctant to manufacture the machinery.

SPR #2 was submitted to the Department of Finance on November 19, 2004 to address the
delay in schedule based on the SICPA/LCD situation, the decrease in the cost of the
Project, and minor scope adjustments.

. State Level Consideration

This proposal is consistent with BOE’s Strategic Plan, Issue |l — Modernizing Tax
Compliance Practices, Strategy 4 — “Pursue changes to the tax laws to make them more
relevant to current and evolving business practices."

. Justification/Analysis of All Feasible Alternatives

Alternative 1 — Reduce the total project cost by $1,946,000 for FY 2004-05 and by
$4,495,000 for FY 2005-06 and ongoing. The projected savings is based primarily on the
net of the reduction in the cost of the SICPA contract services and increases in the STS
development costs and the Bank of America (B of A) contract costs.
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D. Justification/Analysis of All Feasible Alternatives (Continued)
Alternative 1 (Continued)

Pros:
e Savings of $1,946,000 (FY 2004-05).
e Savings of $4,495,000 (FY 2005-06 and ongoing).

Approved Funding Level

Less Cost Reduction

Total Revised Funding Level

e Estimated increase in revenue for FY 2004-05 — $8,218,630

FY 2004-05

$4,904,000
1,946,000

$2,958.000

FY 2005-06 & Ongoing

$9,808,000
4,495,000

$6,313,000

e Estimated increase in revenue for FY 2005-06 and ongoing — $28,178,160

CA Children
Cigarette and and Families General STJ-Special
Breast Tobacco First Trust Fund State Sales Taxing Total
Fiscal Year | Cancer Fund Surtax Fund Fund (Excise Tax) Tax Local Tax Jurisdiction Revenue
FY 2004-05 $159,833 $1,997,917 $ 3,995,833 $ 799,167 $ 839,125 | $§ 319,667 $107,088 | $ 8,218,630"
FY 2005-06 $548,000 $6,850,000 $13,700,000 $2,740,000 $2,877,000 | $1,096,000 $367,160 | $28,178,160

Note: Total General Fund equates to $1,598,334 in FY 2004-05 and $5,480,000 in FY 2005-06.
*Estimated revenue takes into account delay in project implementation.

o Estimated benefit-to-cost ratio is 5.3 to 1.

Cons:
e Reduced flexibility to address any future Project changes.

E. Timetable

Original completion of implementation/production phase of project has been delayed
This has resulted in a

compressed schedule and need to create a phased implementation plan for the

until April 8, 2005 due to contract award protest/litigation.

manufacturing and installation of stamp application equipment.

F. Recommendation

It is recommended that Alternative 1 be approved.

G. Fiscal Detail

See attached “Fiscal Detail” schedules.
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DATE: February 8, 2005

FINANCE LETTER
. FISCAL DETAIL
FISCAL YEAR 2005-06

($ in Thousands)

Revised Alternative Cigarette Tax Stamp Project

45 Cigarette and Tobacco Products Tax Program
45.30 Auditing Accounts/45.40 Enforcement Activities

Personnel Years
cYy BY Current Year Budget Year

TOTAL SALARIES AND WAGES
Salary Savings

NET TOTAL SALARIES AND WAGES
Staff Benefits

. TOTAL PERSONAL SERVICES

OPERATING EXPENSE AND EQUIPMENT
General Expense
Printing
Communications
Postage
Travel--In-State
Travel--Out-of -State
Training
Facilities Operations
Consulting & Professional Services: Interdepartmental
Consulting & Professional Services: External -1,946 -4,495
Stephen P. Teale Data Center
Data Processing
Equipment
Other Items of Expense: (Specify Below)

1/28/2005
4:28PM
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TOTAL OPERATING EXPENSE AND EQUIPMENT

TOTAL EXPENDITURES (State Operations)

Source of Funds

General Fund (0001)
Special Funds:
Breast Cancer Fund (0004)
State Emergency Telephone (0022)
Propane Surcharge Fund (0051)
Motor Vehicle Fuel (0061)

Occupational Lead Prevention Fund  (0070)
Childhood Lead Poisoning Prev. Fund (0080)
Cig. and Tobacco Prod. Surtax Fund (0230)
Oil Spill Prevention and Admin. Fund (0320)
Integrated Waste Management (0387)
Underground Storage Tank Fund (0439)
Energy Resources Programs Account (0465)
CA. Children and Families First Trust Fund (0623)
Timber Tax Fund (0965)
Gas Consumption Fund (3015)

Federal Funds

Other Funds

Reimbursements (0995)
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Current Year Budget Year

-$1,946 -$4,495
-$1,946 -$4,495
-$224 -$516
-45 -103
-659 -1,292
-$1,118 -$2,584

‘A P\FL (ACTS) Mini-Schedu

17282005
4:21PM

\0405 FISCDET




Finance Letter No. 3
FISCAL YEAR 2005-06
DATE: February 8, 2005

() SUMMARY OF PROPOSED CHANGES
Current Budget
Year Year

Proposed Equipment:

N/A

Proposed Contracts:

Budget
Year + One

($ in Thousands)

($ in Thousands)

($ in Thousands)

Total

Consulting and Professional Services - External

Cigarette Tax Stamps Contract

One-Time Costs:

‘ N/A

Future Savings:

Consulting and Professional Services - External

Cigarette Tax Stamps Contract

Full-Year Cost Adjustments:

N/A

-$1,946 -$4,495 -$4,495
Total -$1,946 -$4,495 -$4,495
Total
$1,946 $4,495 $4,495
Total $1,946 $4,495 $4,495
Total
Page 8 of 8 128/2005
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ATTACHMENT 1

~ STATE OF CALIFORNIA
== .
STATE BOARD OF EQUALIZATION " GAROLE MIGDEN
450 N STREET, SACRAMENTO, CALIFORNIA First District, San Francisco
PO BOX 942879, SACRAMENTO, CALIFORNIA 94279-0073 BILL LEONARD
916-327-4975 » FAX 916-324-2586 Second District, Ontario
www.boe.ca.gov CLAUDE PARRISH
. Third District, Long Beach
JOHN CHIANG
Fourth District, Los Angeles
' ' STEVE WESTLY
May 4’ 2004 State Controller, Sacramento
RAMON J. HIRSIG
Executive Diractor
Ms. Kathy Hanson
Department of Finance
Technology Investment Review Unit
915 L Street

Sacramento, California 95814

Dear Ms. Hanson:

Subject: Special Project Report for the Alternative Cigarette Tax Stamp Project — No. 0860-86

Iam submxttmg the attached Special Project Report (SPR) in support of our request for the Department of
Finance’s approval to continue development of this project.

I certify that the SPR was prepared in accordance with the State Administrative Manual Sections 4945-
4945.2 and that the proposed project changes are consistent with our mformatlon ‘management strategy as
expressed in our current Informatlon Management Strategic Plan.

I have reviewed and agree with the information in the attached SPR. Please contact Caroline Cabias, at
(916) 322-3320 if additional information regarding this SPR is needed.

Sincerely,

| B

Rameon J. Hirsig
Executive Director

RH:hm
Enclosure

cc: Mr. Timothy W. Boyer, BOE ~ MTr. Dennis Maciel, BOE
Mr. David Gau, BOE Ms. Barbara McCrory, BOE
Ms. Margaret Shedd, BOE Ms. Carol Fieldhouse, BOE
Ms. Raye Zentner, BOE Ms. Marcia Davey, BOE
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‘ . Alternative Cigarette Tax Stamp Project—No. 0860-86

1 ¢

. bee: Dade Powers

Monte Williams
Rebecca Stone
Bob Sherburne
Caroline Cabias
Janis Arredondo
Bill Kimsey
Brian Ishimaru
James Hutchinson
Mike Dendorfer
Cristina Herrera
Rene Gutierrez
Javier Garcia
John Hamlin

BOE-1137 REV. 11 (7-02)
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Ihformatidn Technology Project Request

Special Project Report
Executive Approval Transmittal

I am submitting the attached Special Project Report (SPR) in support of our request for the
Department of Finance’s approval to contlnue development and/or implementation of this

project.

| certify that the SPR was prepared in accordance with the State Administrative Manual

Sections 4945-4945.2 and that the proposed project changes are consistent with our
information management strategy as expressed in our current Information Management

Strategic Plan.

| have reviewed and agree with the information in fhe attached SPR.

Prnggedname/f Ramon Hirsig

Department of Finance )
SPR Transmittal ’ May 2004
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Alternative Cigarette Tax Stamp Project
Special Project Report

3.0 PROPOSED PROJECT CHANGE

3.1 PROJECT BACKGROUND/SUMMARY

Senate Bill 1701 (Peace) (Chapter 881, Statutes of 2002) mandates that the Board of Equalization (BOE) seek
to minimize the revenue lost due to tax evasion activity by requiring a form of cigarette tax stamp that contains
encrypted data capable of being read using a scanning or similar device. The legislation requires that the new
stamp be in place by January 1, 2005.

On December 2, 2002, the BOE submitted a Feasibility Study Report (FSR) in support of the Alternative
Cigarette Tax Stamp (ACTS) Project that was approved by the Department of Finance (DOF) on December 10,
2002. Since the fall 0of 2002, the ACTS Project team has met with other state and federal agency representatives
to discuss current encryption techniques and to identify what current anti-counterfeiting techniques would be
effective in stamp requirements. From these meetings, the BOE and Department of General Services (DGS)
documented specific program and technical requirements for a formal vendor bid.

In December 2003, DGS released an Invitation for Bid (IFB). Two IFB responses were received by the DGS
and evaluated by the BOE evaluation team. One response did not meet the IFB requirements and was deemed
non-responsive. The other response exceeded the Project budget limitations. As a result, the procurement was .
cancelled. A decision was made to request funding for the increased cost.of the stamp before releasing another
solicitation document. Accordingly, a Finance Letter requesting an augmentation of $4,904,000 in FY 2004-05
and $9,808,000 in FY 2005-06 and ongoing to implement the provisions of SB 1701 was submitted to DOF on
April 13, 2004 (see Attachment 1). A new IFB procurement is in progress.

BOE staff project a slight increase in revenue. In the FSR, revenue was originally projected as $61,100,000.

This estimate has been increased to $65,706,667 based on four months of revenue ($9,386,667) in FY 2004-05
and annual, on-going revenue starting in FY 2005-06 of $28,160,000. The projected revenue increase is based
upon updated BOE Research and Statistics Section evasion estimates combined with new information provided

by the BOE Investigation Division.

While the most significant change in the Project is due to the increase in the cost of the stamp, other, more minor
changes are also described in Section 3.4. )

3.2 PROJECT STATUS

Prior to the opening of the IFB bid, the ACTS Project was within the scope, schedule and budget approved in
the FSR. While the January 1, 2005 ACTS implementation date has not changed, the BOE needs to resolve the
increased cost of the stamp (e.g., Finance Letter request). Accordingly, the original IFB procurement scheduled
for completion on March 31, 2004 was cancelled. The new procurement is targeted for completion with Board
Member approval and a fully executed contract scheduled for June 30, 2004. Other delayed completion dates
are minor overall and include such tasks as completion of desk manuals and notification to industry. All
revisions are reflected in the Project Phase chart below and in Section 4.5.5 — Project Schedule.

Project Phase - Deliverables _ Status

Concept BCP and FSR Completed

Project Management Planning Project Management Planning Documents In Process

Stamp System Procurement Procurement Documents Completed

Second Stamp System Procurement | Procurement Documents, Board Approval, Vendor In Process
Contract

Stamp Transaction System System Documents, Completed System, Test Results In Process

Training/Public Relations Training Plan/Delivery, Procedure Manuals, Cigarette | Not Started
Program Change Notification

Implementation/Production Implementation Plan, Operational System Not Started

Maintenance Project Closeout, Lessons Learned, PIER Not Started

7 ’ May 4, 2004




Alternative Cigarette Tax Stamp Project
Special Project Report

3.3 REASON FOR THE PROPOSED CHANGE

As stated in Project Background/Summary Section, Section 3.1, DGS released an IFB for which two bids were
received and evaluated. One bid did not meet the requirements in the IFB and was deemed unresponsive. The
second bid was responsive in addressing the technology to produce a secure cigarette tax stamp capable of
effectively deterring counterfeiting and evasion of payment of the applicable state excise tax. However, the bid
cost exceeded the Project budget limitations. This has resulted in the need for a Finance Letter being submitted
to DOF in order to continue the Project, and a new IFB procurement process being initiated. Other, more minor
changes to the Project are discussed below in Proposed Project Change, Section 3.4.

3.4 PROPOSED PROJECT CHANGE

The changes described below are addressed in various SPR schedules and attachments. Reconciliation of FSR
and SPR Fiscal Displays, Attachment 6, outlines the changes to the line item categories, including the DOF
augmentation request for the total Project.

INCREASED FUNDING FOR NEW TECHNOLOGY

As stated above, the most significant change to the Project is the need for increased funding to support the new
stamp technology. The Finance Letter submitted by BOE requests an additional $4,904,000 in FY 04-05 and
$9,808.000 in FY 05-06 and ongoing to support the new. stamp vendor contract. This change will result in a
second procurement phase and new IFB release. Details of the schedule, task and cost changes are reflected in
Project Status, Section 3.2, Project Schedule, Section 4.5.5, and in the Updated Economic Analysis Worksheets

(EAWs, Section 6.0). 4 .

SALES OF HAND APPLIED STAMPS

The sales and distribution of cigarette tax stamps for hand application to odd size cigarette packs was proposed
-in the FSR to be the direct responsibility of BOE staff. After a review of the requirements for BOE to maintain
a secure inventory and sell cigarette tax stamps, a decision was made that the hand applied stamps function
would be more. efficiently managed by the new stamp vendor.

MULTIPLE VENDORS

The FSR provided for consideration of multiple vendors for a cigarette tax stamp, dissolving a monopoly that
currently exists with only one vendor of a cigarette tax stamp. Discussions with DGS led to the conclusion that it
would not be possible to allow for multiple vendors to provide a cigarette tax stamp for the State of California.
- The vendors were not proposing visually identical stamps, security features within the stamp, stamping
machinery and scanning devices, or offering those stamps at the same cost to the BOE, thereby making it
impossible to award different contracts to each for the same item. The IFB will result in only one vendor award.
At the same time, the IFB process allows vendors to submit more than one bid. Each bid must meet all [FB
requirements to be accepted and evaluated as a stand-alone bid. There is no recognizable impact to cost or
schedule to allow for multiple bid submissions.

STAFFING ADJUSTMENTS
e Technical Consultant: During the research and development stage of the requirements phase, the BOE
_ determined that a Stamp Technical Consultant would be needed to provide expertise related to the new

stamp security features. In the FSR, it was projected that $375,000 would be needed as follows: FY 2002-
03 - $75,000; FY 2003-04 - $150,000; and FY 2004-05 - $150,000. However, no funds were expended in
FY 2002-03 as much of the requirements information needed was gathered during the research phase and
provided by law enforcement agencies. This eliminated the need for a technical consultant to assist in
designing the IFB requirements. The proposed budget is $225,000 ($105,485 for FY 2003-04 and
$119,515 for FY 2004-05) which will allow the Technical Consultant to assist in the IFB evaluation and
testing phases.

¢ Independent Project Oversight Consultant (IPOC): The FSR proposed that IPOC responsibilities be
handled by a BOE employee designated as the IPOC. However, due to the sensitivity and criticality of the
Project, a decision was made to contract with a seasoned, external IPOC to better ensure the monitoring and
success of the project. The IPOC contract was effective September 1, 2003, and funded by existing Project
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funds not utilized for the Technical Consultant discussed above. The proposed IPOC oversight budget is
$75,000 ($44,515 for FY 2003-04 and $30,485 for FY 2004-05).

* BCP Positions: BCP #3 (FY 2003-04) funded four business positions to support the project. BOE
eliminated three of the four positions (Associate/Tax Auditor and Tax Technician [TT] III) and $163,000 in
Personnel Services costs as part of its Budget Section 4.10 reduction plan. Duties of the Associate/Tax
Auditor positions will be assigned to the Tax Auditor position that is currently performing the duties of the
stamp desk. In addition, the remaining tasks will be dispersed amongst existing audit staff. This will result
in delays in performing the required tasks. The work associated with the TT III will be redirected from
current staff to perform the duties described for the position in the BCP. The TT II position will be
established effective January 1, 2005, and will perform the duties described in the BCP.

* Programming Resources: The FSR planned for use of contract programmers to fill behind existing
Technology Services Division (TSD) employees who would develop the Stamp Transaction (Ordering)
System. However, BOE is proposing to use fifty percent of contract programmers to work directly on the
Project and the remaining fifty percent to backfill TSD employees at a cost estimate of $114,000 and
$153,000 for FY 2003-04 and 04-05 respectively. No additional funding is required as funds are already
available from the Continuing Existing (IT) Costs identified in the FSR. Based on the skill sets currently
available in BOE, partial use of contract programmers for direct Project programming prov1des the most
effective use of available skills sets, time and funding.

Cost

As noted in the Project Background/Summary, Section 3.1, responses to the IFB resulted in a more current
understanding of the best available encryption and anti-counterfeiting technology. On April 13, 2004, BOE
submitted a Finance Letter for an additional $4,904,000 and $9,808,000 (FY 04-05, and 05-06 and ongoing,
respectlvely) to address only the issue of the increased cost of the new stamp/vendor. This amount is reflected
in the EAW, Attachment 5, Proposed Alternative, Continuing IT Project Costs, Contract Services line item for
FY 2004-05 and continuing. No augmentation is requested for other elements of the project.

SCHEDULE :

As stated in Project Status, Section 3.2, the implementation date of January 1, 2005 has not changed. However,

the most critical delay is based on the requirement to release a new IFB pending the BOE Finance Letter request

to augment the Project budget. These schedule changes are reflected in Project Phase, Section 3.2 and Project

Schedule, Section 4.5.5. The phase/task delays are as follows:

e  Stamp System Procurement (Initial): The original Board Member approval and contract execution was
planned for completion by February/March 2004 and was cancelled due to the bid cost exceeding the
Project budget limitations.

*  Stamp System Procurement (New): It is anticipated that the new contract will be fully executed by June/July
2004. The Project Schedule has been updated to address this new phase and associated tasks.

SCOPE
As noted in the Project Background/Summary, Section 3.1, the Project s‘cop'e remains the same.

3.5 IMPACT OF PROPOSED PROJECT CHANGES

INCREASED FUNDING OF NEW TECHNOLOGY

The BOE anticipates complying with the requirements of SB 1701 by the mandated implementation date of
January 1, 2005. The business objectives of the Project remain the same, however, as discussed previously,
based on the new technology for cigarette tax stamp encryption, the FSR-approved Project budget is not
sufficient to purchase the technology required for the new stamp. An augméntation to the FSR-approved Project
budget is needed in order to complete the Project and realize the projected revenue. As stated above, a Finance
Letter was submitted on April 13, 2004, requesting an additional $4,904,000 in FY 2004-05 and $9,808,000 in
FY 2005-06 and ongoing. The projected annual revenue has increased to $65,707,667 (89,386,667 in FY 2004-
- 05 and $28,160,000 in FY 2005-06) and forward, a $4,606,667 increase over the FSR estimate of $61,100,000.

See EAW, Attachment 5.
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A new IFB procurement is underway, recognizing that the second scheduled procurement phase will be
completed four months after the FSR original procurement planned completion date. With the additional
funding, and the changes outlined in Proposed Project Change, Section 3.4, BOE anticipates being able to
contract with a vendor capable of meeting the requirements of SB 1701 and providing a cigarette tax stamp with
sufficient security features to deter counterfeiting. Approval of the requested funding will allow BOE to meet
the business objectives of the Project, and at the same time protect the tax revenue base and increase revenue to

the State and local governments.

SALES OF HAND APPLIED STMS

BOE proposes that the new stamp vendor manage this process, including stamp sales, receipt, delivery and
tracking. This eliminates need for a secured room for storage of the stamps at the BOE. Funding for the
associated staff tasks was eliminated from the budget as part of the 2003-04 Budget Act, Section 4.10.

MULTIPLE VENDORS

Multiple Vendors would have eliminated the monopoly of one vendor for the cigarette tax stamp in California,
and provided a competitive means to control the price of the stamp. Having multiple vendors would have put
multiple stamps and means to apply and validate the stamps in the market place. However, this would have
required multiple application machines and scanning devices to be purchased or provided to BOE staff,
Licensed Cigarette Distributors and retailers. The savings in this new approach is undeterminable as the FSR
did not address the true cost of the new stamp technology.

STAFFING ADJUSTMENTS

* Technical Consultant: The impact to the identification of stamp requirements for the procurement by not
hiring a Technical Consultant for the research and development phase of the ACTS project is relatively
minor. BOE staff met with other state and federal agency representatives to review current encryption
techniques and to identify what current anti-counterfeiting techniques would be effective for the new stamp
requirements. This resulted in a savings of $75,000 in FY 2002-03 for Contract Services. In FY 2003-04
and FY 2004-05, the Contract Services annual cost of $150,000 is reduced to $105,485 and $119,515
respectively. The savings will be used to fund the external IPOC discussed in Proposed Project Change,
Section 3.4.

* IPOC: Asnoted above, this will be funded using available “Technical Consultant” savings. Funding the
IPOC contract to support ACTS Project Management oversight will decrease the risk of potential project
failure. : '

e BCP Positions: As stated in Proposed Project Change, Section 3.4, ongoing duties will be assigned to the
existing stamp desk staff position, and existing audit staff, resulting in delays to perform many of the
required tasks. In addition, Project development work funded by the BCP is being carried out by redirected
program staff. :

¢ Programming Resources: The change in the use of contract programmers to now perform direct Project
programming work as well as backfill TSD programmers will result in an approximate cost of $267,000 and
2,779 hours of redirected software customization programming work. No additional funding is required as
stated in Section 3.4. Funds are currently available from the continuing existing (IT) costs identified in the

FSR.

3.6 FEASIBLE ALTERNATIVES CONSIDERED

As stated in the BOE Finance Letter, three alternatives/funding options were considered: 1) Approve
contingency funding to accommodate the potential budgetary impact of the new contract; 2) request a deficiency
to fund the new contract in FY 2004-05; and 3) do not approve funding augmentation. The first alternative was
selected. While it requires an augmentation, it assures compliance with the requirements of SB 1701, reduces
fraud and revenue loss, and it protects the tax revenue base and increases revenue to the State and local
governments. Please refer to the April 13, 2004 Finance Letter, Section D, Justification/Analysis of All Feasible
Alternatives for pros and cons of the three alternatives.

The alternatives defined in the FSR are no longer considered feasible. The first alternative, to continue with the
current distribution system, substantially limits BOE's ability to successfully monitor and control the stamps '
required to prevent fraud and minimize tax evasion activities mandated by legislation. The other alternative
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does not provide for the resources to enable the BOE to meet the mandated requirements. Therefore, these
alternatives are not addressed in this SPR.

3.7 IMPLEMENTATION PLAN

Updated phases and milestones are provided in Project Status, Section 3.2, and in Project Schedule, Section
4.5.5. Implementation of SB 1701 requirements is still planned for January 1, 2005, as required by the bill.

4.0 UPDATED PROJECT MANAGEMENT PLAN

4.1 PROJECT MANAGER QUALIFICATIONS

A qualified project manager was redirected and is still in charge of the ACTS Project. The Project Manager has
an understanding of the project management methodologies employed by the BOE to ensure that projects fully
meet business requirements and are implemented on schedule and in the most cost-effective manner.

4.2 PROJECT MANAGEMENT METHODOLOGY :

The project management methodology described in the FSR Project Management Methodology, Section 6.2,
will continue to be followed as it meets the standards established by the Project Management Institute (PMI) and
the Institute for Electrical and Electronics Engineers (IEEE).

4.3 PROJECT ORGANIZATION
Refer to Attachment 2 for a current project organization chart. The Project organization chart has been updated
to reflect the actual positions described more generally in the FSR.

4.4 PROJECT PRIORITIES

The project trade-off matrix below shows the relative importance of each factor
o  Constrained means the factor cannot be changed
e Accepted means the factor is somewhat flexible to the project circumstance

‘e Improved means that the factor can be adjusted.

Schedule Scope Resources

1 2 3

45 - PROJECT PLAN

4.5.1 PROJECT SCOPE
The ACTS Project was approved to support BOE—admmstered Cigarette Tax Stamp program and to facilitate
the changes as mandated by SB 1701. The scope of the ACTS Project has not changed.

4.5.2 PROJECT ASSUMPTIONS

Planning for the ACTS Project was outlined in the ACTS Project FSR. The assumptions included in the FSR
remain the same except for Assumption No. 1 that assumed that multiple vendors would be identified. As stated
in 3.4 Proposed Project Changes, through discussions with DGS, it is not feasible to contract with more than one

vendor at a time for the stamping system.

4.5.3 PROJECT PHASING ‘
In the ACTS Project FSR, BOE described a phased implementation that would allow an incremental rollout of
functions associated with the recommended approach. This approach will still be followed within the existing
project phases as detailed under Section 4.5.5 Project Schedule. .

4.5.4 PROJECT ROLES AND RESPONSIBILITIES
Four Project organization changes have occurred that were not provided for (completely) in the FSR. First, and
most critical, BOE has contracted for an external, seasoned IPOC in lieu of redirecting a BOE employee. This
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better ensures the success of this very sensitive and critical project. Second, a Business Project Manager has
been identified for the Project to ensure that the business project focus is addressed timely and effectively to
meet the business needs. Third, the SPR provides that contract programmers will now split their time between
direct ACTS Project programming work and backfill of TSD programmers assigned to the Project; different
from the FSR where contract programmers were intended only to backfill TSD employees. Last, the Technical
Consultant was not used to assist in determining the IFB requirements given the input from various law
enforcement agencies. Emphasis will be on advising the Project during the IFB evaluation and vendor testing

processes.

4.5.5 PROJECT SCHEDULE

Attachment 7 is the updated Project Schedule, including Project Phases, critical tasks, estimated Start and
Completion Dates, and Status of those tasks. As discussed in Project Status, Section 3.2, the most significant
change in the Schedule is the inclusion of a second stamp vendor procurement process, including Board
Member approval to execute a contract. While the FSR planned for a February 2004 Board Member approval
date, the updated Schedule projects Board Member approval in June 2004. While the scheduling of tasks leaves
little room for any further delays, BOE intends to meet the legislative mandate for implementation by January 1,

2005.

4.6 PROJECT MONITORING

The project monitoring described in the approved FSR has been in place since the beginning of the project, with
the exception of one change. A decision was made to hire a seasoned contract [POC based on the sensitivity
and criticality of this Project. The IPOC will provide the project management oversight required by Budget
Letter 03-04 and related guidelines. ’

4.7 PROJECT QUALITY
As stated in the approved FSR, BOE is committed to project quality. The FSR-approved project quality
assurance approach remains in place, and will be used for all project deliverables.

4.8 CHANGE MANAGEMENT
The change management methodology approved in the FSR remains in place and will be used to manage change

~ throughout the duration of the Project. The procedures will address all phases and deliverables of the system

development life cycle and support production maintenance, issue tracking and resolution, and tracking of

‘production and test incidents through identification, analysis, fix and retest. The process provides detailed

performance metrics to support project management planning and decision-making.

4.9 AUTHORIZATION REQUIRED )
Approval by DGS is required to release a new IFB for the stamp vendor. This SPR and the Finance Letter
requesting a funding augmentation must be approved, and funding provided in the Governor’s Budget for the

- Project to continue.

5.0. UPDATED RISK MANAGEMENT PLAN

A Risk Management Plan was identified in the ACTS Project FSR, and it documents the process and procedures
that BOE is using to manage project risks. In addition to BOE’s risk management work, the IPOC will provide
project oversight and also prepare a quarterly project risk analysis. As anticipated risk events occur or fail to
occur, and as actual risk events are evaluated and resolved, the Risk Management Plan is routinely updated.

Attachment 3 is the current Risk Identification sheet.

6.0 ECONOMIC ANALYSIS WORKSHEETS

Attachment 4 includes the EAWs from the original FSR.
Attachment 5, ACTS SPR EAWs, is revised to include the changes that impact the Project.
Attachment 6, Reconciliation of FSR and SPR Fiscal Displays, details the changes between the original FSR and

the proposed SPR.

12 o May 4, 2004



T

Attachment 1

STATE OF CALIFORNIA . e i o
FINANCE LETTER - COVER SHEET o
FOR FISCAL YEAR 2004/2005 2 n O G512
BCP#2 : — PRIORITY NO. 2 ORG. CODE | DEPARTMENT
. 0860 /e State Board of Equalization
| -~
PROGRAM ELEMENT COMPONENT
45 Cigarette and 45,30 Auditing
Tobacco Products T Accounts
Program ‘ 45.40 Enforcement
_| Activities
TITLE OF PROPOSED CHANGE '

ALTERNATIVE CIGARETTE STAMPS CONTRAC

SUMMARY OF PROPOSED CHANGES

This proposal requests a total of $4,904,000 ($564,000- General Fund, $113,000 Breast Cancer Fund,
$1,409,000 Cigarette and Tobacco Products Surtax Fund, and $2,818,000 California Children and Families First
Trust Fund in FY 2004-05 and $9,808,000 ($1,127,000 General Fund, $226,000 Breast Cancer Fund,

' $2,818,000 Cigarette and Tobacco Products Surtax Fund, and $5,637,000 California Children and Families First
Trust Fund in FY 2005-06 and ongoing to fully implement the provisions of SB 1701 (Chapter 881, Statutes of

2002). This legislation requires the Board of Equalization, as of January 1, 2005, to replace the current
cigarette stamps and meter impressions with a stamp or meter impression that can be read by a scanning or -
similar device and encrypted with specified information. In addition, this request would protect the existing tax

base and-increase tax revénue by $28.2 million.-'

REQUIRES CODE SECTION(S) TOBE BUDGET IMPACT—PROVIDE LIST AND
LEGISLATION AMENDED/ADDED . MARK IF APPLICABLE :
ONE-TIMECOST [ FUTURE
[] YES - _ SAVINGS
NO FULL-YEAR COSTS [X] REVENUE
' : A [] FACILITIES/CAPITAL COSTS
P ED BY — DATE EDBY2 ' DATE
- 4/13/04 / 4/13/04
Budget Officer, Budget n _ Depity Birectoy, inistration
REVIEWED BY DATE B TO % - ' DATE
VAT T 4/13/04 ’ : 4/13/04
_ f; FinanciaMgmt. Division ‘ Execufive Director _
IF PROPOSAL AFFECTS ANOTHER DEPARTMENT, DOES OTHER DEPARTMENT CONGUR WITH

PROPOSAL?

YES ONno ATTACH COMMENTS OF AFFECTED DEPARTMENT, SIGNED AND
~ DATED BY THE DEPARTMENT DIRECTOR OR DESIGNEE.

(SPR)

FOR INFORMATION TECHNOLOGY REQUESTS, SPECIFY THE DATE SPECIAL PROJECT REPORT.
R FEASIBILITY STUDY REPORT (FSR) WAS APPROVED BY DOIT. ‘

0
QATE N/A  PROJECT # N/A  FSR [
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FISCALIMPACT:
RontonT ?wafff&i‘: o
(Org) - (Ref) - (Fund)
Existing Program: 0850 - 001 - 0001
| 0860 -_001 - 0004
0860 - 001 - 0230
‘ 0860 - 001 - 0623
Reimbursements 0860 - 501 - 0995
| TOTAL

Positions

Personnel Years

Proposed Changes: 0860 -_ 001 - 0001
(by appropriation)

0860 - 001 - 0004

0860 - 001 - 0230

0860 -_ 001 -_0623

Reimbursements 0850 - 501 - 0995

TOTAL

Pesitions

‘Personnel Years

PastYear  CurrentYear Budget Year

$ 4,082 $ 3,936 $ 3,936
$__ 124 § 124 $_ 124
$ 1,802 $ 1,901 $ 1,901
$ 1,674 $ 1,670 $ 1,670
$ —§. —-$_ -
7,772 | 7,631 7,631

_74.4 71.5 71.5

71.5 68.7 68.7

$ $ 564

$ $ 113

$ $ 1,409

$ $ 2,818

§_ $
$_ $ 4,904

For EDP requests, mclude date Specxal Project Report (SPR) or FeaSIbnhty Study Report (FSR),
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A.

State Board of Equalization

Property and Special Taxes Department

Aiternative Cigarétte Stamps Contract
Fiscal Year (FY) 2004-05

Nature of Request

The State Board of Equalization (BOE) requests a budget augmentation to establish
funding to support a new contract involving developing an alternative to the existing
cigarette tax stamp. This alternative stamp is mandated by the provisions of Senate Bill
(8B) 1701 (Chapter 881, Statutes of 2002) with the intent of reducing counterfeiting and

decreasing tax evasion.

The BOE is submitting this May Revision request for half-year funding of $4.9 miillion to
implement the provisions of SB 1701. The full year augmentation funding will be $9.8

million. .

BOE estimates cigarette tax revenue evasion at $238 million annually.” Additionally,
BOE estimates an accompanying evasion of $43.6 million in state and local sales and
use taxes. BOE believes that the alternative cigarette stamp will reduce this evasion by
an estimated $28.2 million. ($23.8 million. in cigarette taxes, $2.9 million in staté sales

taxes, and $1.5 million in local and special district sales taxes.) If the May Revision

requést is not approved and the project does not proceed, this reduction in tax evasion

will not occur. .

Background/History

As of Jaruary 1, 2005; SB 1701 will require the Board of Equalization (BOE) to
implement a cigarette tax stamp or meter impression capable of being read by scanning
or similar device,. and, at a minimuim, include specific data encrypted within the new

stamp.

In anticipation of the proposed legislation, the BOE’s Alternative Cigarette Tax Stamp
(ACTS) Project team: 1) conducted a nationwide Market Interest Survey in February
2002; 2) met with these interested parties in May 2002 and solicited. preliminary
proposals; and 3) in October 2002 met with two vendors who presented their proposed

cigarette tax stamps and stamping systems.

Since the Fall of 2002, the ACTS Projéct team completed a Budget Change Proposal
and Feasibility Study Report requesting funding and resources for the project. At that
time, the procurement cost for a new stamp was unknown.” Approvals of these
documents were received from the Depariment of Finance (DOF) in December 2002,

and January 2003, respectively.

In addition, the ACTS Project team met with other state and federal agency.
representatives 1o discuss current encryption techniques and to identify what current
anti-counterfeiting techniques would be effective in BOE'’s stamp requirements. .
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Background/History (continued)

From these meetings, BOE and the Department of General Services (DGS) staff
documented specific program and technical requirements. In December 2003, the BOE
and DGS released an Invitation for Bid (IFB). Two responses to the IFB were received
by the DGS and evaluated by the BOE evaluation team. One response did not meet the
requirements in the IFB and was deemed “non-responsive”. The other response
exceeded the budgetary limitations of the BOE. As a result, the procurement was .

canceled.

Although the contract amount is unknown at this time, the BOE is submlﬁmg this May -
Revision request for approval of the ‘concept and funding authority pnor to proceedlng

with another procurement.

DOF staff indicated that any proposal requiring General Fund support shogld provide a - -

5:1 return of General Fund revenue to cost before DOF could consider funding.

State Level Consnderatlons

This proposal is consistent with BOE's’ Strateglc Plan; Issue Il — Modermizing Tax
Compliance Practices,” Strategy 4 — “Pursue changes to the tax laws to make them

more relevant to current and evolving business practices.”

Justification/Analysis of All Feasible Alternatlves

SB 1701 requires lmplementatlon of a new stamp begmnmg January 1, 2005.

Alternative 1 - ’ .
' Apprové contingency funding of $4.9 million beginning FY 2004-05 and $9.8

million in FY 2005-06 to accommodate the potential budgetary impact of the new .
contract (See Exhibit |, page 6 of 9). : o
Pros ‘
" Assures compliance with the requirements of SB 1701 and the objectives of the

project.

¢ Reduces fraud and revenue loss.
Protects the.tax revenue base and increases revenue to the State and local

government.

Cons:
Requires a half-year augmentation of $4.9 million beginning in FY 2004-05.

Requires a,full year augmentation of $9.8 million in FY 2005-06.
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Justification/Analysis of All Feasible Alternatives (continued)

Alternative 2

Request a deficiency to fund the new contract in the FY 2004-05.

Pros: ) ‘ ) .
* Assures compliance with the requirements of SB 1701 and the objectives of the

project. '
* Reduces fraud and revenue loss. . :
o Protects the tax revenue base and increases revenue to the .State and local

govetnment. ‘

Con: :
. » Request a deficiency funding with Section 27.00 notification to the Department of

Finance. "This option is not feasible sirice the Department of Finance .will. not
approve deficiencies per Budget Letter 03-18.

Alternative 3

Do not approve the additional funding to establish the new contract.

Pro:
* Requires no additional expenditure authority.

Cons: A
* The BOE does not have additional General Fund resources to fund this.new

contract. Due to major reduction to the BOE's General Fund, the BOE can not

) absorb the additional amount within its budget. ]
* If the project does not proceed, the BOE ‘estimates that as much $28.2 million in -

cigarette tax and sales and use tax revenue evasion will continue due to counterfeit
stamps. '

Timetable
Effective July 1, 2004.

Recommendation

It is recommended ‘that Alternative 1 be approved and that the BOE be authorized
additional funding of $4.9 million in FY 2004-05 and $9.8 million in FY 2005-08 to averta
potential revenue loss. Taxpayer services, and in turn revenue, would be adversely
affected if BOE is forced to redirect monetary resources that would otherwise be used to

* support revenue operations.

Fiscal Detéil

See attached “Fiscal Detail” schedules.

G\COSTANAL\0405 BCP\FI\0405 FL No. 2 (Alt Tax Stamp) namative (4-8-04).doc
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Exhibit]

Alternative Cigarette Stamp Contract
STJand
Local
Excise Tax Sales Tax Government Total .
Revenue: (General Fund) :
Tax Evasion "$238‘,000,000 . $29,000,000 $14,600,000 $281,600,000
10% Reduction in Tax Evasion (SB 1701) . 23,800,000 2,900,000 1,460,000 28,160,000
Genéral Fund ($0.10 of $0.87, 6.g. 11.49%) . 2,734,620/ 2,900,000 &/ ' 5,634,620
Breast Cancer ( $0.02 of $0.87, e.g. 2.30%) . 547,400 547,400
Proposition 99 ($0.25 of $0.87, e.g. 28.74%) © ' 6,840,120 6,840,120
- Proposition 10 ( $0. 50 of $0.87, e.g. 57.47%) 13,677,860 ) ) © 18,677,860
STJ and Lacal Government Funding 1,460,000 1,460,000
Total Recovered Revenue 323,800,000 . $2,900,000 _ $1,460,000 _ §28,760,000
. Altemaiive Stamp Contract Based on Recovered Revenue

General Fund {§0.10 of $0.87, e.g. 11.49%) $1,126,924 g/ .7 $1,126,924
Breast Cancer{ $0.02 of $0.87, é.g. 2.30%) - 225,581 . 225,581
Proposition 993$0.25 of $0.87, e.g. 28.74%) 2,818,781 2,818,781
Proposition 10 $0.50 of $0.87, e.g. 57.47%) 5,636,582 5,636,582
Total Annual Cost of Contract (All funds) $9,807,868 - $9,807,868 b/
May Revision (Half Yeér) $4,903,934 $4,903,934

2/ Breakdown of cost isonly. assocxated with the $0.87 revenue (Excise Tax). DOF mandates a 5 to 1 benefit/cost ratio. A General

Fund revenue recovery of $5,634,620 ($2,734,620 + $2,900,000) translates into a maximum cost of $1,126,924.
b Given tha 5 to 1 benefit/cost requirement and funding split that matches the proportion of funds of the 87 cent stamp, BOE estlmates

the highest value of the needed funding to be '$9,807,868.
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. DATE: April 13, 2004

. TOTAL PERSONAL SER VICES

Finance Letter No. 2

* BUDGET CHANGE PROvPAOSAL
- FISCAL DETAIL

FISCAL YEAR 2004-05

(% in Thousands)

Alternative Cigaretie Stamps Contract

o — 45 Cigarette and Tobacco Products Tax Program .
sniCompone m}: ,_45.30 Auditing Accounts/45.40 Enforcement Activities

- Personnel Years 0
cY BY _ CurrentYear Budgeét Year
TOTAL SALARIES AND WAGES '
Salary Savings
NET TOTAL SALARIES AND WA GES
Staff Beneﬁts

. OPERATING EXPENSE AND EQUIPMENT

General: Expense
Printing -
Communications
Postage
Travel-In-State

' Travel-Out-of -State
Training -

Facilities Operatlons
Consulting & Professional Services: lnterdepartmental

Consulting & Professional Services: External
Stephen P. Teale Data Center-
Data Processing

Equipment . ‘
Other ltems of Expense: (Specify Below)
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TOTAL OPERATING EXPENSE AND EQUIPMENT

TOTAL EXPENDITURES (State Operations) N

Source of Funds

General Fund (o001)

Special Funds: :
Breast Cancer Fund (0004)
State Emergency Telephone (0022)
Propane Surcharge Fund (0051)
Motor Vehicle Fuel ' (0061)
Occupational Lead Prevention Fund  (0070)

. Childhood Lead Poisoning Prev. Fund (0080)

Cig. and Tobacco Prod. Surtax Fund  (0230)
Oil Spill Prevention and Admin. Fund  (0320)
Integrated Waste Management (0387)
Underground Storage Tank Fund (0439)
Energy Resources Programs Account (0465)
CA. Children and Families First Trust Fund (0623)

Timber Tax Fund (0965)
Gas Consumption Fund (3015)
. Federal Funds
Other Funds
Reimbursements (0995) .
Page8of9

Finance Letier No. 2

Current Year Budget Year

$4,904

$4,904

$564

113

1,409

2,818

4/i3/04
110PM
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Fi;na‘m:e Letter No. 2
FISCAL YEAR 2004-05
DATE: April 13,2004

SUMMARY OF PROPOSED CHANGES

Current Budget Buciget
Year . Year Year + One
. . ($ in Thousands) ($inThousands) | (§in Thousands)
" Proposed Equipment: _
N/A
Total
Proposed Contracts: . : ‘ . '
Consulting and Professional Services - External ' . $4,904 $9,808
Cigarette Tax Stamps Contract .
Total - 34904 $9,808
‘ One-Time Costs:

, . NA

Total —_—
Future Savings:
N/A

Total L
Full-Year Cost Adjustments:
N/A
Total
Page90of8  °
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r

‘ cAIfte.rnative Cigarette Tax Stamp (ACTS)

Project

ATTACHMENT 3

1 - Bid Proposal Exceeds Budget High High Obtain additional project funding. Once funding is
approved, a second IFB will be released.
2 No Qualified Bidder Response to Low High Market research, preliminary proposals, and
IFB discussions with interested parties gauged interest in
determining viable vendors.
5 Vendor Will Not Pass Acceptance Med High Passing testing is a contract contingency.
Testing Prior to Implementation ¥
(end-to-end testing)
6 Program (Business) Resource Med Med Redirect staff.
Staffing Required for Testing and
Ongoing Program Work
7 Technical Resource Staffing Med High Hire backfill Programmers. Contract staff to assist.
Required for Programming
10 Legislative Changes Low Med Work with Legislative Division to determine any
impact.

'3 ACTS/Revenue Database Medium High Develop a manual process for ordering and
Consolidation (RDC) Project purchasing of stamps until RDC is stablized.
Dependencies (RDC delays may
result in problems delivering the
functionality required for ACTS

| project)
8 Interface/Communication with Low High Develop a manual process for communicating stamp
Vendor orders as a work around. .
9 Contract Award Is Protested Low Med Using DGS’ Alternative Procurement Process Pilot
to expedite any protests.

4 Vendor Will Not Pass Evaluation Med High Testing includes a production environment test. If

Testing -| vendor fails, contract is breached and awarded to
next bidder.
11 Ability to Complete the High High Seek legislation to delay implementation date.
Procurement by 6/30/04 L
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Reconciliation of FSR and SPR Fiscal Displays

Attachment 6

Alternative Cigarette Stamp Tax Project SPR
2002/03to | - 2002/03 to
2006/07 (5 | Adjustment | Adjustment | Adjustment | 2006/07 (5
years) #1 #2 #3 years)
Increased Changein | BOE Selling
Cost of Stamp]  Staffing/ Irregular
Categories FSR Technology | Resources Stamps SPR
-l;_fT——n-nation Technology Costs
One-time . _
_________ $888,288 ($31,840)] $856,448
““““ $54,000 ($30,457) $23,543
$3,000 ($3,000) - %0
""""" $0 $0
i $0 $267,000 $267,000
"""""" $0 _ $0
$0 |. $75,000 $75,000
$375,000 ($150,000) $225,000
$375,000 $0 $192,000 $0 $567,000
""" $85,000 ($25,000) “$60,000
$0 - $0
$40,000 ($29,512) $10,488
Subtotal, One-time $1,445,288 $0 $72,191 $0| $1,517,479
. $0
Continuing _ $0
] $44,400 $44,400
o $0 : $0
: $0 : $0 |
........... i - $14,000 (35,000) $9,000
PR $3,423,332 | $24,520,000 ($131,667) $27,811,665
....... : ees $40,000 $40,000
. - $0 $0
o $446,000 ($149,000) $297,000
Subtotal, On-going $3,967,732 | $24,520,000 ($285,667) $0 | $28,202,065
' _ : $0
Total Project Costs $5,413,020 | $24,520,000 ($213,476) $0 | $29,719,544
- |Continuing Existing Costs ' . $0
. [Program Staff added $519,400 (3424,200) $95,200
1Total Project Funding $5,932,420 | $24,520,000 ($637,676) $29,814,744
Gk Savihns H g $0 50
REveiie | $61,100,000 | $4,606,667 $65,706,667
Total Projected Benefits $61,100,000 | $4,606,667 $65,706,667




Project Schedule

Attachment 7

Project Phase Task Est./Actual | Est./Actual Status
' Start Completion
Concept BCP Approval 9/13/02 2/10/03 Completed
FSR Approval 11/12/02 12/2/02 Completed
Project Management Develop Change Mgmt. Plan 9/5/03 12/23/03 Completed
Planning Draft Charter 3/22/02 8/22/02 Completed
Develop Communications Mgmt. Plan | 6/2/03 1/9/04 Completed
Develop Cost Mgmt. Plan/Tracking 1/7/04 5/31/04 In Process
Develop Issue Mgmt. Plan 12/15/03 | 2/27/04 Completed
Draft Organization Chart 8/18/03 1/16/04 Completed
Develop Quality Assurance Plan 5/28/03 1/13/04 Completed
Develop Risk Mgmt. Plan 11/12/03 2/27/04 Completed
Develop Resource Plan 12/18/03 6/30/04 In Process
Develop Schedule Mgmt. Plan 11/17/03 2/27/04 Completed
Develop Scope Statement 724/03 12/23/03 | Completed
Draft Team Roster 6/2/03 6/3/03 Completed
Develop Work Schedule 5/8/03 6/30/04 In Process
Stamp System Develop Stamp Requirements 1/2/03 4/15/03 Completed
Procurement Develop Machine Applicator and 1/2/03 7/30/03 Completed
Ancillary Equip. Requirements
Develop Invitation for Bid (IFB) 4/16/03 12/15/03 Completed
Board Member Contract Approval 2/18/04 2/18/04 Deferred
Second Stamp System | Finance Letter 4/1/04 4/8/04 Completed
Procurement Special Project Report 4/19/04 5/4/04 Comipleted
Rewrite IFB Requirements 2/18/04 4/30/04 Completed
Evaluate Bid Proposals 6/11/04 6/25/04 Not Started
, Board Member Contract Approval 6/30/04 6/30/04 Not Started
Stamp Transaction Develop Software Requirement Specs | 7/30/03 121/04 . Completed
System Document :
Develop System Design Document 1/5/04 8/19/04 In Process
System Construction 4/30/04 11/17/04 In Process
Test and Implement Stamp Transaction | 1/5/04 12/31/04 In Process
System .
Training/Public Develop Training Plan 7/20/04 8/23/04 Not Started
| Relations Deliver Training 9/8/04 11/8/04 Not Started
Develop Procedure (Desk) Manuals 8/9/04 9/15/04 Not Started
Notify Industry of Cigarette Program | 7/5/04 12/6/04 Not Started
"] Changes . _

’ Implementation/;Produ Develop Implementation Plan 6/15/04 7/16/04 Not Started
ction Start Production 12/3/04 1/1/05 Not Started
Maintenance Project Closeout 1/10/05 1/14/05 Not Started

Document Lessons Learned 2/28/05 3/3/05 Not Started
Prepare PIER 3/11/05 9/15/05 Not Started




	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


