STATE OF NEW HAMPSHIRE
DEPARTMENT OF REVENUE ADMINISTRATION
PO BOX 457
CONCORD NH 03302-0457

ANNUAL REPORT




MISSION
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Letter from the Commissioner March 2012

Throughout Fiscal Year 2011 the New Hampshire Department of Revenue Administration (DRA) diligently
moved forward on implementing its business plan for modernizing operations. This included review and
updating of: tax forms, tax systems and associated technology, employee assignments and training,
policy and procedures. A tremendous amount of detailed tedious work had to be accomplished this year
in order to build the foundation necessary to meet the goal of introducing electronic filing for Tax Year
2012.

In addition, the Department was actively engaged in the legislative session that resulted in a number of
enactments that provide long term clarity to several taxes. For example, the definition of “capital gains”
was clarified for the Interest and Dividend Tax. Business taxes were clarified by requiring taxpayers to
keep records in accordance with federal IRS Section 162 standards to support claims or deductions
relating to compensation. This clarification should go a long way to addressing the “reasonable
compensation” disputes between the Department and taxpayers that have been a longstanding source of
disagreement for both parties. The Gambling Tax was repealed. Although not directly related to a
specific tax, the role of the Legislative Budget Assistants Office in conducting performance audits of the
DRA was clarified allowing this important function to proceed after many years when no such audits or
reviews have ever been undertaken.

The 2010 General Elections brought about a change in the composition of the legislature and introduced
a new direction of smaller more efficient government, a movement that had already been initiated by the
Department as part of its Granite-to-Green systems improvements project. The FY 2011 and 2012
Governor's Recommended Budget significantly reduced DRA resources in anticipation of these
automated systems coming on line during the biennium. The Department’s personnel compliment has
been reduced from 218 positions down to 126 filled positions. While some of the 218 positions were
actually positions that had remained vacant over many years, it is important to note that the Department
has actually laid-off over fifty (50) employees (FY '10-12 employees: FY'11- 41 employees). Exhibit on
page 79 of this report provides a summary of personnel compliment and staffing levels over the past 3
years.

However, even though the Department experienced reductions in General Fund staffing, legislative and
executive support for on-going systems enhancements and development remained strong. As business
practices are gradually introduced and refined in concert with these automated systems, other
department efficiencies will emerge. For example, the Department has always maintained a fleet of motor
vehicles totaling thirty-five (35) or more passenger cars. However the number of vehicles has been
reduced to 16 over the past year as a result of implementation of GIS and audit and collection best
practices.

The State should begin to consider these systems applications beyond the DRA to include other state
agencies, for example centralized document processing, centralized accounts receivable/collections (to
include bankruptcies) and centralized remittance processing.

Although much was accomplished in Fiscal Year 2011, there is still a lot of the Granite-to-Green Project
that remains to be completed in Fiscal Years 2012 and 2013. Completing the project while sustaining on-
going operations with significantly fewer resources will be challenging in the coming year.

Throughout Fiscal Year 2011 most economists seemed to agree that the national economy was on the
road to a slow but sustainable recovery and the State’s Biennial Budget(s) for 2012-2013 were predicated
on that premise. However more recent downgrades to the federal and associated federal agencies credit
ratings, sharp stock market declines, the Federal Reserve's decision to keep interest rates low for the
foreseeable future and continued uncertain European market activity reminds us of how fragile and
volatile the national, regional and local economies can be. Vigilant monitoring of the State’s revenue plan
will be the watchword for Fiscal Year 2012.

Again this year | would like to thank the New Hampshire Certified Public Accountants Society, the New
Hampshire Bar Association, the Department of Information Technology (DOIT), and the Executive Council
for their assistance and support in implementing the monumental changes being undertaken within the
Department.



The Department is facing an aggressive agenda with depleted resources. This situation presents both a
challenge and an opportunity. Fiscal Year 2011 was productive. Fiscal Year 2012 needs to be
resourceful and creative. | have tremendous confidence in the management and employees of the
department, and | believe that we are up to the challenges before us.

Respectfully Submitted

i Ot

Kevin A. Clougherty
Commissioner
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II. ORGANIZATIONAL CHART
DIVISION PRIMARY FUNCTIONS

Administration Unit - Performs administrative functions necessary to support Department operations
including accounting, adjudicative and administrative hearings, legislative support, fleet and facility
maintenance, human resources, project management, purchasing and taxpayer advocacy.

Audit Division - Conducts audits of tax returns of individuals, partnerships, estates, trusts, corporations,
and documents filed with the Department to ensure compliance with New Hampshire tax laws and rules.

Central Tax Services Unit - Provides general assistance to the public for all taxes administered by the
Department and acts within the Department as an advocate for taxpayers.

Collections Division - Initiates collection activities in pursuit of delinquent tax returns and payments for
all taxes administered by the Department.

Document Processing Division - Receives, sends, processes, stores, and retrieves all tax documents,
return payments and electronic transactions filed with the Department.

Municipal Services Division - Establishes and approves municipal, school, county and village district tax
rates. Provides technical assistance, relative to taxation and finance, to the political subdivisions of the
state; and prescribes a uniform chart of accounts for all municipalities, schools, counties and village
districts.

Office of Information Technology (Embedded Personnel) - Designs, develops and maintains
computerized systems to support the administration of taxes and to automate labor intensive functions.

Property Appraisal Division — Assists and educates municipalities with the methods of appraisal and
assessment of real property. Provides appraisal revaluation services statewide to municipalities.
Equalizes the local assessed valuation of each municipality to bring such valuations to the full and true
market value of the property. Advises and assists municipalities and taxpayers in full and true appraisals
and timely collection of timber yield tax. Appraises public utility and railroad property for equalization, as
well as local tax purposes. Assists local municipalities with the administration of the Current Use law
(RSA 79-A).

Department of Revenue Administration
Organizational Chart — 6/30/2011
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“GRANITE TO GREEN”

Il TECHNOLOGY DEVELOPMENTS

The State’s administration of its various taxes has been a substantially manual exercise with Department
of Revenue Administration (DRA) employees keying in data from forms submitted by taxpayers. Although,
over the years automated systems applications have been installed, these system have been primarily
dedicated to data processing and billing (i.e., tax notices) modules targeted at implementation of a
particular new tax. The centerpiece of the State’s automated system is the Tax Information Management
System (TIMS) which is a customized transactional system designed by consultants for the State of New
Hampshire in 1989.

However, not every tax is processed through the TIMS system. Six (6) of the eleven (11) taxes
administered by the DRA are processed through separate customized systems developed internally
under a “miscellaneous” umbrella. Each customized system was developed with little provision for
interaction with either TIMS or the other tax systems.

The current configuration is a loosely integrated network of tailored computer programs for each
individual tax. While the current system caters to each tax and is rich with transaction and utilization data
related to each respective tax, the capability to perform crosscutting or relational analysis between taxes
is extremely inefficient. This inefficiency is manifest in time consuming efforts to craft multiple queries in
order to simply determine if a particular taxpayer has files listed under more than one tax type.

Figure A is a graphic diagram of the current manual processing system under which mail is manually
opened and processed, followed by manual data entry into the respective tax system (over the ensuing
eight (8) months) and finally daily manual deposit via an armored car service.

With so many disparate systems it is no wonder that the Department has struggled with basic functions
such as accounts receivable and case management.

Figure A
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The limitations of the current systems not only restrict the DRA’s ability to fulfill its mission to ensure
taxpayer compliance with state tax laws (by limiting the number, scope and timeliness of audit programs),
it also impedes the Department’s ability to be responsive to legislative policy inquiries due to limited
query and an analytical capabilities. While DRA and Department of Information Technology (DolT) staff
operate the existing system(s) as efficiently as possible under the circumstances, the fact remains that
they are hamstrung by the limitations of the tools they have to work with.

Several proposals for replacement of the existing system have been advanced in recent years ranging in
price from $20 million up to $50 million. Undoubtedly, the complete replacement of the system (s) with
modern sophisticated software would result in better and more accurate and timely processing and
information. However, the approach that DRA recommended and that the Legislature adopted in the
2009 session envisions a different strategy at a much lower price tag of $7 million. Rather than replace
the core of the system, the proposal is to modify the way the DRA processes information through the
system(s) and add features that will allow for more user-friendly applications for the production of better
information.

Simply stated the goal is to be able to extract data from the core system into a windows based
environment so that it can be easily manipulated in concert with other databases. This new environment
will allow for productivity measurement and better management which is absolutely critical to the
Department in light of its revenue/source reductions.

PROJECT SCOPE AND TIMING:

This project has been prepared by the DRA with assistance from the Department of Information
Technology (DolT) and the University of New Hampshire (UNH).

Scope: The proposed improvements to the Department of Revenue Administration data processing
systems are comprised of four basic components: enhancements to the central processing system (s),
addition of a graphics/statistical package, creation of a statewide GIS, and electronic remittance and
deposit enhancements.

The proposed project, dubbed the “Granite to Green Program” because of the antiquity and inflexibility of
the existing system (s), is proceeding through four (4) phases over a two-year period. The 4 phases are
broken out into sixteen (16) separate projects impacting virtually every DRA division. With the help of
DolT and UNH work plans, timelines, and work assignments for each project have been adopted and
build up to a master time table and budget for the entire project. The planning and equipment efforts
undertaken in FY 2010 will be followed up in FY 2011/12 with hardware, software, implementation,
development and training.

Chart A illustrates the “Granite to Green” initiatives, associated costs, and spending schedule.
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Central Processing Enhancements: Currently the system is comprised of four (4) components: forms,
software, computer hardware and people. The project requires changes at all levels. The Department
handled over 429,540 tax returns in FY 2010, of which over 80% were processed manually, involving
eleven (11) separate taxes. Forms redesign, bar-coding and establishing a uniform taxpayer
identification key that will allow for cross-referencing taxpayer information among different tax systems
desperately needs to be either introduced or expanded where such applications exist.

DRA implemented an intelligent forms application.

DRA has added 1D bar codes to all forms for image recognition purposes.

DRA has established a Single View of the Tax Payer application allowing the cross-
referencing of taxpayer information across disparate tax systems.

DRA is adding 2D bar codes to forms representing 80% of total forms received (December
2011).

DRA implemented a data capture and forms processing application (December 2011).

YV VYV VVYVY

Over 90% of the filings and tax returns received and processed by the Department have been prepared
by “practitioners” e.g. (CPAs; tax lawyers; enrolled tax agents; accountants). Practitioners also rely on
third party software companies for preparing their tax submissions. Unfortunately, because the State has
numerous forms that have insufficient accompanying guidelines or instructions covering how to fill them
out, there has been inconsistency in such filings. The introduction of “smart forms” that will allow work to
be saved as well as the ability to continually file and pay are features that practitioners have been
suggesting for several years. Programming the new forms formats into the system and allowing for
electronic filing of all taxes is therefore also an integral part of the project.
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DRA added save/restore functions to 100% of their forms.

DRA is perfecting forms representing 80% of total form volume (December 2011).

DRA is creating smart forms representing 80% of form volume received which, in addition
to having save/restore capability, provide error/omission notification, perform generic
math equations, guide the taxpayer, and are 2D bar code encoded for ease of data
extraction.

» These same forms are also e-file readied for implementation in TY 2012.

Y V VYV

Additional processing capacity to accommodate the new applications outlined is necessary.

» DRA updated their mainframe, network infrastructure, generator, HAZMAT, phone system
including IVR and call center application, and various network and application servers.

Business Intelligence/Graphics/Statistical Capability: Perhaps the most frustrating management aspect of
the current configuration is the difficulty in converting data captured in the system (s) into useful
information in a timely fashion. The addition of a conventional statistical analysis capability will be
invaluable for setting tax policy, selecting audit program protocols, and measuring their relative
effectiveness. It would also ensure continuity and responsiveness within the legislative fiscal notes and
policy research process.

» DRA implemented a Business Intelligence application inclusive of graphic and statistical
analysis applications.

DRA has implemented an audit case ware application scheduled to be fully operational in
October 2012.

DRA implemented a locate and research tool for Collections, Audit, and returned mail
processing.

DRA implemented a legal research tool for Legal, Hearings, and Legislative teams.

DRA is implementing a business process automation application for account maintenance
due to be fully operational in May 2012.

DRA is implementing a business process automation initiative for the Collections
department due to be fully operational in June 2012.

YV VV V V

A Lawson interface capability in connection with Business Intelligence applications will also provide the
cost accounting and performance measurement interfacing necessary to maintain DRA's effectiveness in
establishing and meeting Departmental benchmarks.

» DRA has acquired a data module system which has the ability to integrate DRA tax
systems with the Lawson application. The Lawson interface is scheduled to be fully
operational in September 2012.

Statewide GIS: The DRA is responsible for the accuracy, uniformity and fairness of local appraisal
functions to ensure that local property taxes and the Statewide Property Tax are fairly applied. Similarly
the Department is responsible for the appraisal of utility property and parcels relating to the State’s
interstate compacts. In this regard the DRA receives current and updated demographic and physical site
information about virtually every parcel and real estate transaction in the State of New Hampshire. Using
this information to construct a geographic base file that could form the basis for layering other data from
state agencies would provide an invaluable resource not only for DRA but for local communities, state
agencies and policy makers and the general public.

DRA will be able to streamline its appraisal efforts, ensure equalization accuracy, so important to
maintaining the integrity of the Statewide Property Tax.

» DRA has implemented the first sustainable state-wide GIS application in US History
entitled Mosaic which is scheduled to be fully operational October 1, 2012.

» DRA is also one of four state agencies selected to “pilot” new Lawson HR module and
timekeeping system.
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In addition, the Audit Division will be able to more accurately select samples for compliance and, along
with central processing improvements mentioned above, the Collections Division would also be able to
offer more focused and efficient tax collection programs. Reducing the incidence and the amount of
delinquencies will contribute significantly to the State’s cash flow.

Electronic Deposit: The introduction of modern software and equipment for processing tax receipts will
result in tax revenue being deposited more efficiently than the current manual operation will allow. This
will result in better interest earnings for the General Fund as well as introduce additional internal controls.
Once in place these applications could be expanded to include other such resources.

> DRA’s Electronic Remittance system which is scheduled to be fully operational in March
2012.

The time required currently to extract data from the system (s), whether it is for purposes of researching a
taxpayer inquiry, auditing, policy research or preparing legislative fiscal notes, severely restricts
productivity. The transformation of the current computer capability to a real tool, instead of an obstacle,
that will increase DRA’s productivity dramatically.

> DRA has implemented a Bl application providing dashboards, reports, and statistical
analysis.

Figure B
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IV PROPERTY TAX DEVELOPMENTS

Low and Moderate Income Homeowners Property Tax Relief

The Education Property Tax Hardship Relief provisions were designed to lessen the economic burden of
the education property tax on certain at-risk taxpayers.

Eligible claimants apply for relief to the New Hampshire Department of Revenue using Form DP-8.
Claimants must include a copy of their final property tax bill and federal income tax return for the claim
year and any additional documentation as required by law. Completed Forms DP-8 must be postmarked
no earlier than May 1, and no later than June 30 following the due date of the final property tax bill.

In an effort to improve the processing of claims, the Department implemented a software application and
an on-line claim status check. The software application allows the claims to be processed faster by
implementation of several automated features such as pre-filled data entry fields for previous filers and
the ability to generate request letters within the application, using the pre-filled information. The on-line
claim status check allows applicants to log-in and view the status of their claims at any time.

The Department strives to process all claims within the time prescribed by the Legislature. Some claims
processing may be delayed as a result of incomplete claims. The amount of claims filed and relief
granted is directly tied to the State Education Property Tax rate. As the State Education Property Tax
rate drops, so do the number of claims filed and the amount of relief granted. Forms are available at
municipal offices and on our web site at www.revenue.nh.gov.

Claim Year 2002 23,666 claims granted $7.7 million total relief paid
Claim Year 2003 27,208 claims granted $7.5 million total relief paid
Claim Year 2004 25,059 claims granted $4.9 million total relief paid
Claim Year 2005 22,381 claims granted $3.9 million total relief paid
Claim Year 2006 19,570 claims granted $3.3 million total relief paid
Claim Year 2007 18,579 claims granted $3.1 million total relief paid
Claim Year 2008 17,600 claims granted $3.1 million total relief paid
Claim Year 2009 16.066 claims granted $3.1 million total relief paid
Claim Year 2010 12,100 claims granted $2.3 million total relief paid
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PROPERTY APPRAISAL

The Property Appraisal Division is divided into five basic areas of responsibility: assisting and supervising
municipalities and appraisers in valuing property for property taxation; equalization of local assessed
property values; administration of the state utility property tax; administration of timber and gravel taxes;
and, the administration of the current use, equalization, and assessment standards boards. While
carrying out these core functions, the Division also provides extensive technical support and education to
municipal agents in the area of state and local property taxation. The Division also carries out an
assessment review of approximately 1/5 of municipalities each year.

Assisting Municipalities with Assessing

For the 2010 tax year, the Division monitored 5 full revaluations, 3 partial revaluations, 127 cyclical review
programs, and 76 statistical updates. In addition, the staff responsible for this monitoring provided
technical assistance and information as requested from virtually every town or city.
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The Property Appraisal Division has created a number of workshops for municipalities. The topics for
these workshops are derived from input received from the monitoring staff as well as from municipal
employees. Presentations are then made on a regional basis. Over the past year, 18 regional
workshops were held covering a wide variety of assessing topics. In addition, Property Appraisal taught a
3-day educational seminar that comprised the second half of the new State Statutes course. The seminar
was co-sponsored with the New Hampshire Association of Assessing Officials (NHAAO). The Property
Appraisal Division also hosted the NHAAO Summer School for assessors.

Equalization

The Equalization staff of the Property Appraisal Division computed ratios for 234 towns and cities, and 25
unincorporated jurisdictions for the 2010 tax year. The work was performed in accordance with the
methods and procedures contained in an equalization manual that was reviewed, revised, and approved
by the Equalization Standards Board. A single appeal was filed in 2010 challenging the calculated ratio.
A mutually acceptable solution in that case was found prior to the appeal being heard.

The efficient equalization of the cities and towns is dependent on the number of transactions that occur
on an annual basis. In many cases, the fewer sales the easier task it becomes. There is a point, however,
at which a small number of sales creates a much larger task. That point is about 20 valid sales, as fewer
than that number causes us to have to complete more detailed analysis of historical sales. The reduction
in the number of transactions has resulted in a much higher number of towns that have less than 20 sales
in the past few years.
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In addition to the ratio study, the Equalization staff has been working closely with the Municipal Services
Division, assisting in the review of all Summary Inventory MS-1 filings, as well as other administrative
duties.

An effort has been ongoing to encourage municipalities to submit data for these ratio studies
electronically. Electronic filings by municipalities mean less data entry, fewer errors, and faster results.
For the 2010 tax year, 215 of the municipalities filed electronically.

The legacy equalization software we have been using for many years is in the process of being replaced.
The University of New Hampshire Technology Transfer Center has been working most of the year on a
new system that will be deployed for tax year 2012 equalization.

The complete 2010 equalization survey is attached to the back of this report on page 129.

Appraisal of Railroads and Utility Properties

The Division is responsible for the valuation of railroads and utility properties for the statewide education
tax. The entities appraised are 1 nuclear power plant, 10 electric companies, 8 gas companies, 8
“renewable energy” companies, 31 hydroelectric companies, 26 water and sewer companies, 12
railroads, and 43 private railcars. The combined valuation in 2010 was over $4.7 billion, generating
$31,269,891 in tax revenue.
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Gravel and Timber Taxes

The staff processed 3,570 “Intent to Cut” forms for timber harvesting, and 769 “Intent to Excavate” forms
for gravel extraction. To assist municipalities, the Property Appraisal Division continues to make available
a Timber and Gravel Certification worksheet for their use. It provides an easy and accurate method to
calculate the timber and gravel taxes due. Most of New Hampshire’'s municipalities are taking advantage
of this program.

The Property Appraisal Division also makes use of a timber and gravel tax database to monitor the timber
and gravel activities in each municipality. The database provides timber species and excavated material
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totals that are initially planned for removal as well as the actual final totals when each operation is
completed. Reports can be generated to give totals by municipality, county, and/or statewide totals. The
timber information is provided to the Department of Resources and Economic Development. The
information also summarizes the total volume cut by municipality as well as statewide.

Administratively Attached Boards

The Property Appraisal Division supports three legislatively created boards that are administratively
attached to the Department of Revenue Administration: the Current Use Board; the Assessing Standards
Board; and the Equalization Standards Board. Personnel from the Property Appraisal Division provide
administrative and technical support on the production of procedural manuals, preparation of agendas,
allocating meeting room space, posting of public meeting dates, taking and transcribing minutes,
providing various clerical services, and providing day-to-day answers to inquiries about each board’'s
multiple functions and duties.

The assessment review process began in tax year 2003, following adoption of guidelines by the
Assessing Standards Board. The process of assessment review is now entering the second full cycle in
the 2008 tax year. The process is largely standardized, and a procedure has been put in place to allow
municipalities to move forward the year of review to coincide with their five year statutorily required
valuation anew. Results of assessment reviews are attached to the back of the report on page 179.

The Assessing Standards Board is responsible for establishing the educational requirements and
experience for all assessing personnel working in the state. To ensure compliance, the Property Appraisal
Division annually certifies and recertifies individuals who are permitted to perform assessing work.
Currently, there are 367 certified individuals in NH. These include 105 building measurer and listers, 72
property assessor assistants, 60 property assessors and 130 property assessor supervisors. Of the
certified individuals, 87 are due for recertification in 2011, 55 in 2012, 54 in 2013, 87 in 2014, 81 in 2015,
and 47 in 2016. Over the past year, a new database was successfully installed to track status levels,
required education and experience.

Mosaic Parcel Layer Project

In addition to these statutory duties, the Division has also undertaken the development and
implementation of a state-wide Mosaic Parcel Layer Project through a contract with the Technology
Transfer Center at the University of New Hampshire. The project is developing a basic layer for a
geographical information system (GIS) that will cover the entire state. This is an exciting project that puts
New Hampshire on the leading edge in digitizing every parcel in the state. While this system will initially
support the DRA in the development of a redundant equalization system, the ability to access this system
will be available to municipalities and agencies within the State. GIS systems are powerful analytical and
visual tools that will provide better decision making abilities at all levels of government.

The implementation in the first year was a great success, The following chart depicts the total number of
assessing records and parcel depictions from tax maps collected by September 2010 and September 20,
2011. The total count of records collected in the 2010 build of the map was 570,335 CAMA records and
389,704 Parcels.
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MUNICIPAL SERVICES

Under RSA 21-J:24, the Municipal Services Division provides year-round technical assistance to towns,
cities, and other political subdivisions to guide them in the areas of finance and taxation thereby providing
an efficient, smooth road toward timely property tax rates. The Division administers an annual property
tax assessment of over $3 billion (see the chart below), calculates the state education tax rate, and
issues a warrant to each municipality, authorizing them to assess and collect the tax. In addition, the
local school rate, plus the locally assessed state education rate, county, town or city, and applicable
village district rates are calculated by this Division. To establish tax rates in accordance with RSA 21-
J:35, the Municipal Services Division reviews the appropriations and revenues, financial reports, and
budget documents for the State’s 234 towns and cities, 25 unincorporated places, 148 single school
districts, 33 regional school districts, 10 counties, and 91 village districts.

This year the Municipal Services Division continued to solidify working relationships not only with
municipalities and associations, but also with the legislature by providing technical assistance on property
tax legislation that could potentially affect the entire state.

Last year, the Division worked with the NH Society of CPA's, the legislature, and municipal organizations
to ensure the passage of the law clarifying the requirement for municipal audits. The Division provided
audit training this year and is working to ensure 100% compliance in this area.

Municipal Services presented and participated in 31 workshops for municipal auditors, tax collectors,
village district officials, school officials, town and city officials, the Government Finance Officers
Association, Association of School Business Officials, and the municipal section of the New Hampshire
Bar Association.

The Division worked closely with the Tax Collectors Association Executive Board on tax collecting issues
and also continued inspections of the state’s tax collectors, in accordance with the statutory authority
provided by RSA 41:39. They also monitored the tax collection process by examining the tax warrant and
a sample bill of every town and city to ensure the correct tax rate was billed for both the semi-annual and
final bills. Any errors discovered through this process were corrected by the municipalities.

The Division has been involved with the NH Public Deposit Investment Pool (PDIP) Advisory committee
and worked on the sub-committee that reviewed the request for proposals leading to the selection of the
service provider. This is the first time this undertaking has occurred since the first PDIP contract in 1993.

In preparation for the Department’s on-going automation initiatives, the Division has been continuously
rethinking its process flow, reviewing its procedures, and has been working with a municipal user group
comprised of town and school officials to determine the most functional electronic reporting and tax rate
distribution formats for the future.
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2010 2009 2008 2007 2006
@ Town/City Tax Effort $938,560,051 $908,539,184 $864,280,533 $811,510,227 $759,095,033
mLocalSchool Tax Effort $1,518,744,637 $1,480,487,557 $1,483,053,222 $1,377,352,592 $1,329,214,015
OState Education Tax Effort $363,594,112 $363,165,834 $363,653,009 $363,065,989 $363,335,002
OCounty Tax Effort $247,667,720 $245,304,611 $241,663,042 $216,805,420 $202,263,323
mTotalVillage Dist Commitment $15,569,502 $15,215,593 $14,858,647 $14,821,392 $14,522,598
@ Less War Service Credit $27,868,135 $27,793,298 $27,467,176 $26,864,425 $23,451,759
mTotal Property Tax Commitments| $3,056,267,887 $2,984,906,199 $2,940,041,647 $2,756,691,839 $2,644,978,300
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V VOLUNTARY COMPLIANCE — DOCUMENT PROCESSING & CENTRAL TAX SERVICES

DOCUMENT PROCESSING

The mission of the Document Processing Division is to receive, process and manage all tax documents
and electronic transactions filed with the Department in a consistent, accurate and timely manner and to
provide services to customers in a courteous and professional manner.

As of July 1, 2011, Document Processing is divided into two operating units:

1. The Deposit Group is responsible for opening and sorting all mail received by the Department;
depositing and reconciling all funds collected by the Department and records management of all
tax forms received.

2. The Data Validation Group is responsible for data entry and imaging of tax documents, address
and error corrections, and follow-up on missing document requests.

During this fiscal year, the Division lost a significant percentage of its staff due to layoffs and attrition. In
addition, funding for temporary data entry staff was surrendered to reach the mandated budget cuts.

The Division has been working diligently this past Fiscal Year to prepare for its new computer and
automation systems. The Division anticipates that the first phase of automation will be operational for the
Tax Year 2011 filing period.

CENTRAL TAX SERVICES INFORMAL RESOLUTION GROUP CASES

# OF CASES CLOSED

EYE 6/30/2010 EYE 6/30/2011
3,164 2,942
FY 2010 FY 2011

REASONS FOR RESOLUTION INFORMATIONAL REQUEST #CASES % #CASES %
REQUEST ABATEMENT OF INTEREST AND PENALTIES 1,087 34.36 822 27.94
TAXPAYER REQUESTING AN EXPLANATION OF ACCOUNT 918 29.01 802 27.26
TAXPAYER REQUEST TO TRANSFER MONIES 273 8.63 268 9.11
REQUEST BY TAXPAYER TO REISSUE CHECK 189 5.97 225 7.65
TAXPAYER REQUEST TO PROCESS RETURN AS FILED 153 4.84 180 6.12
TRANSFERRED TO ANOTHER DIVISION

- REQUEST TO DP IN ERROR 80 2.53 100 3.40
STATUTE OF LIMITATIONS HAS LAPSED 78 2.47 110 3.74
REQUEST CORRECTION OF OUR RECORDS 90 2.84 102 3.47
PROTESTING THE DENIAL OF AN AMENDED RETURN 35 111 0 0.00
TAXPAYER REQUEST FOR PROPER PROCESSING 58 1.83 101 3.43
REQUESTED CHECK TRACE BY TAXPAYER 37 1.17 35 1.19
REQUEST FOR WAIVING PENALTIES PROSPECTIVELY 15 0.47 19 0.65
REQUEST FOR ADDITIONAL TIME TO FILE

- BEYOND EXTENTION PERIOD 1 0.03 5 0.17
TAXPAYER PROTESTING NOTICE OF ASSESSMENT 9 0.28 0 0.00
REQUESTING ABATEMENT PROTESTED CHECK FEE 6 0.19 2 0.07
OTHER 135 4.27 171 5.81

3,164 100.00 2,942 100.00

Through June 30, 2011, the Resolution Group of the Document Processing Division performed these
functions. After June 30, 2011, Resolution Group functions are handled by the Central Tax Services Unit
which is also responsible for all taxpayer account maintenance functions and taxpayer inquiries.
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VI ENFORCEMENT COMPLIANCE — AUDITS & COLLECTIONS

AUDIT ACTIVITY

When voluntary compliance efforts fail to produce the desired results, enforcement through audit and
collection efforts must be pursued. The Department's Audit Division and Collections Division worked
diligently to ascertain and pursue those with a tax obligation who failed to file or pay as required by law.
While most taxpayers voluntarily file and pay the proper amount of taxes when due, those who do not
create an unfair burden on the public, resulting in inequities, which must be remedied.

Audit Division has seen significant changes in fiscal year 2011. At the beginning of the fiscal year, the
Audit Division comprised four bureaus; Multi-State, In-State, Nexus, and Audit Support Group (ASG). The
Division had 66 budgeted positions, of which 58 were filled. During the year it absorbed the Discovery
Bureau and five of its employees.

By the end of the fiscal year, however, budget cuts required a major restructuring of operations
throughout the Department. Priorities were re-evaluated and human resources were reallocated.

ASG and a number of Tax Auditor Is and lls have merged with Document Processing’s Resolution Group
and Maintenance Group and the former Centralized Taxpayer Services Unit to form a more streamlined
and efficient Central Tax Services Unit. This unit comprises 21 employees and is responsible for the
maintenance of taxpayer accounts, resolution of issues concerning taxpayer accounts, and responding to
taxpayer inquiries through the Department’s new VolP system.

Audit Division, as newly restructured, is staffed by 30 employees: a director and assistant director, 26
auditors and two shared computer programmers. The Division is responsible for tax compliance activities
affecting the 2,000 multi-state and multi-national companies and the multitude of regional companies that
do business in New Hampshire, as well as, compliance activities affecting New Hampshire residents and
businesses.

Auditors conduct both desk and field audits depending on the nature and scope of the audit and the
proficiency of the auditor. They handle all tax types, but primarily Business Profits, Business Enterprise,
Real Estate Transfer, Interest and Dividends, Meals and Rooms, and Medicaid Enhancement. Nexus
and Discovery activities have been absorbed into general audit activity. The Division is also responsible
for the Voluntary Disclosure Program.

The Division assessed a total of $52,140,960 in tax, penalties and interest against 2,169 taxpayers during
the fiscal year. Of those taxpayers, 640 received assessments as a result of simple single issue
adjustments, 272 received assessments as a result of federal audit adjustments affecting state tax
liabilities, 296 were new taxpayers brought onto the tax rolls through Nexus activity, 835 received
assessments as a result of more complex In-State desk and field audits, and 126 combined groups
received assessments as a result of Multi-State audit activity.

Taxpayers paid $46,097,572 into the general fund as a result of Audit Division activity in fiscal year 2011.
Of that total, $28,509,254 is attributable to Multi-State activity, $654,979 is attributable to Nexus activity,
$2,724,941is attributable to simple In-State adjustments and desk reviews, $8,176,636 is attributable to
complex In-State desk reviews and field audits, and $6,031,762 is attributable to federal adjustments
affecting state tax liabilities.

Audit Division revenues derived from a variety of tax types in fiscal year 2011. Taxpayers paid $921,512
in Interest and Dividends Tax, $41,031,689 in BET/BPT, $2,800,296 in Communications Services Tax,
$748,105 in Real Estate Transfer Tax, $163,446 in Meals and Rentals Tax and $191,855 in Tobacco Tax
as a direct result of Audit activity.

In the first third of fiscal year 2012, the Division is experiencing the ramifications of down-sizing, but is

enhancing accountabilities and efficiencies. Revenues for the Division through November 15, 2011 are in
excess of $14,000,000, but are anticipated to end the fiscal year significantly below the 2011 fiscal year.
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When voluntary compliance efforts fail to produce the desired results, enforcement through audit and
collection efforts must be pursued. The Department's Audit Division and Collections Division worked
diligently to ascertain and pursue those with a tax obligation who failed to file or pay as required by law.
While most taxpayers voluntarily file and pay the proper amount of taxes when due, those who do not
create an unfair burden on the public, resulting in inequities, which must be remedied.

COLLECTION ACTIVITY

The Collection Division is tasked with the collection of all overdue tax notices issued by the Department of
Revenue Administration. The Division also promotes compliance with an understanding of the various
tax codes with taxpayers, meals & rooms licensees and tobacco wholesalers and retailers through our
work in the field.

During July, two compliance officers retired representing 20% of our field officers. The Division continued
to reorganize its work flow by planning more time for telephone communications and changing processes
from field operations to office based procedures. Communication with taxpayers and meals & rentals
operators increased significantly with 6,929 contacts initiated between January and June. Although the
Division experienced a third retirement in March, the year ended with more tax notices closed than
received. Staff adjusted to the updated processes with increased output and a new focus taxpayer
contacts.

The Division continued to conduct compliance operations, performing tobacco stamp checks at retailers,
recording-keeping checks at meals & rentals licensees and facilitating new meals and rentals license
applicat