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 GOVERNOR'S MANAGEMENT REVIEW COMMISSION

 OPERATIONAL REVIEW OF

. TAX DELINQUENCY

BJECTIVE:

The obJectlve of thlS rev1ew by the Governor s Management Rev1ew
Commission was to quantlfy the state s Tax De11nquency that o
portlon of the total tax effort wh1ch 1s off1c1ally labeled as an_jf
."unremltted 11ab111ty",“ and “to clarlfy .its comp051t10n,7' ,d
collect1b111ty and the effect1veness of measures belng taken to:a
collect it. ' ' ' ‘

,'INTRODUCTION:

'Tax collectlon efforts in’ the State of New Jersey are the SR
respon51b111ty of the Treasury Department s D1v131on of Taxat1on.'
Records 1nd1cate that 95— 98$ of all ‘taxes due are collected ‘with

little or no manual collectlon 1ntervent10n (Exh1b1t A) . The 2 -5%
1ba1ance of taxes due, the tax. dellnquency, wh1ch hasﬂaveraged about

$325 million a year over the last five years,'is where the Division ~
of Taxatlon spends much of 1ts resources.' Thls iS_alsO;the_areav’”"

‘that has been the target of repeated questlonlng

'At issue isAtheQSize of this delinquency; its“COllectibility;:the':
»rate‘of collection;,and the type, 1nten51ty and reasonableness of

the collectlon efforts " This examlnatlon seeks to prov1de answerstf,.

‘to these and related questlons and to offer 1n51ght 1nto thef'
-complex1ty of this issue. ' L
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.METHODOLOGY:

This review.of‘tax delinquencies was a cooperative effort of the New
Jdersey Soc1ety of Certified Pub11c Accountants, the staff of the
Governor's Management Review Comm1551on and staff of the Office ofv
Management and Budget (OMB). The ‘Commission espec1a11y wants to
recognize the assistance of the New Jersey Society of Certified
Public Accountants (NJSCPA)} John Kelly, President, and Robert

'Qarrity, Executive Director.’ , o

The primary NJSCPA (the 8001ety) part1c1pants included Bernard
Gingras, - CPA (Glngras, Collister & Co.) who served as Chairman of
fthe‘Society s task force, Patrick J. Deo, CPA (Albanese, Deo & Co),
Michael Lefanto, CPA (Chazotte, Lefanto & Co.), Robert Mathers, CPA
(R.D. Hunter & Co), Henry Murphy, CPA (KPMG Peat Marwick), and Alan
J Preis, CPA (Deloittel& Touche) .

Robert Presten, Daniel Swantko and Edward Maute of OMB cohtributed
to the cbllection and analysis of the data. Coordlnatlng these

various efforts for the Comm1551on was Paul F1nocch10 (GMRC) .

The review of the tax delinquency issue could. not have been
’accomplished without the cooperation of many stéff at the Division
of Taxation. vThe‘Commission acknowledges the.assisténce of Chief of
Staff James DiEleuterio, Jr. and Administrative Analyst Steven Csogi.

The methodology consisted of the collection, assimilation and
analysis of mahy Division of Taxation generated reports, a series of
meetings and interviews with Taxation staff’and’the research and
review of other supportingvmateriais including those furnished to
the Commission by the Office of the State Auditor.
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The report was - 1n1t1a11y developed as two stand-alone documents ‘
which were principally authored by Bernard Gingras (NJSCPA) and Dan .
Swantko (OMB) It was then agreed to ‘issue a 301nt report and Paul
F1nocch10 of the Comm1551on staff prov1ded the final edit to this
’cooperatlve effort Both the Soc1ety and the Comm1551on agree w1th
and support the report and its recommendatlons

The Tax Delinquency: A Clarification

The State of New Jersey's current $400 million tax delinquency has
been viewed by some as the panacea for the state's budget orisis.
This analysis attempts to clarify the nature and complexity of these
delinquencies and the managed effort whichpgoes into collectiné
them. The report demonstrates that while improvements in
delinquency collection are possible these delinquencies do not
represent windfall profits. Rather, delinquent tax collections are
a normal function of the'Division of Taxation and the anticipated
revenues generated by these collections are already budgeted.
Finally, the ana1y51s offers a serles of recommendatlons to 1mprove
the collection of delinquent taxes ‘and the pub11c confidence in the
equity of the collection of taxes. '

The Nature of Unremitted Liabilities

Unpaid taxes or unremitted liabilities take two "official" forms. A -
tax deficiency is the filing of a return with payment of less tax
than actually due. A tax delinquency is the failure to file and to
pay any taxes at all. Commonly‘however,'and throughout this text,
both of these types of,unremitted liabilities are'referred to as tax
delinquencies} Theee tax delinquencies are a fact of life in the
tax collection business as‘arebbad debts in the»private sector.
Delinquencies result from the inability to‘pay, the desire not to
pay or the inclination to pay less than that owed.






' Durlng any glven collect1on year,~ de11nquency 1nformat1on .
accumulates slowly as ‘a result of the. self assessment nature ofg;'
-Staxes The amount owed and the 1dent1f1cat10n of dellnquent

-taxpayers 1s not ‘known until after the f111ng or remlttance perlod

. -has passed Taxatlon then beglns the process to. 1dent1fy the

dellnquenc1es and 1n1t1ate remed1a1 actlons

The compos1t1on of the total tax dellnquency is a m1xture of both
old and. new debt : The‘$400 m11110n in flscal year 1990, for
'1nstance, is composed of dellnquenc1es wh1ch date back to 1973
This is because an unpaid debt secured by court remains “on the
bookS".for 20“yearsvand is reneWable once;before its‘statute of
limitations .expires. Unsecured types. ofb delinquencies,'have no
statute- ofllimitations ~ The collectibility of a particular taxfdebt
is often related to 1ts ‘age. The 1onger a debt remains. on’ the’

books, the smaller is the likelihood of 1t ever belng collected. :Ash

illustrated by Table 1, of all the court secured debt ordered pr1or; :
'to_Junetoffl984 only 5% Or about $6.6 m11110n is still con51dered
to be collectible Furthermore, the collectlon of these funds w111,
likely be spread out over the next 10 to 20 years

TABLE 1

SECURED DEBT PROFILE -
A COLLECTABILITY ASSESSMENT

o ~$IN MILLIONS ) " . : COLLECTABILITY IN%. 0

60

' CUM VALUE OF DEBT $270M

601 | TOTAL EST'D YIELD $76M

P "SOURCE: . TAXATION COD RPT 3/31/90
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One consequence of tax recelvables rema1n1ng on the books for long"”

perlods of time is that outstand1ng debt rolls forward every year,;s“

~continuing to accrue 1nterest and p0551ble penaltles, a11 w1thout
regard to 1ts 'collectlbllty Th1s practlce compllcates the v ‘
: management of dellnquent accounts and 1nf1ates the reallstlc valuev
of dellnquenc1es Wthh can or ever w111 be collected For 1nstance,-
_ the current dellnquency balance is composed of the collectlble
amount of outstandlng debt balance wh1ch or1g1nated in all prev1ous
years, less the. debt collected dur1ng the current per1od (on a11 of"
the old dellnquent cases),»plus current year dellnquen01es ' '

Desplte the known uncollect1b111ty of certaln tax llab111t1es,‘the:
D1v151on of Taxation does not yet’ have an "official write-off R
- policy. One ‘presently 1n draft would create - the equ1va1ent of a
"bad débt“ account and . remove outstandlng tax l1ab111t1es from v
_reportlng status only ' Wh11e this w111 help to report and clarlfy
the value’ of the collectlble dellnquen01es the D1v151on of Taxatlon‘
would still ma1nta1n 51gn1f1cant dellnquency amounts which are’ known'”"
to be uncollectable T '

An even more v1gorous approach con51stent with pr1vate 1ndustry
practlces would 1nvolve a complete wr1te -of £ of uncollect1ble

' "debts. This type of a pollcy e11m1nates the further need to manage
uncollect1b1e ~cases and completely removes the 1mpre551on of .
collect1b111ty It is worthy to note that 1mp1ementat1on of a

write-off pollcy w111 requlre str1ct procedural and 1nterna1 control:,f'

in order to protect the integrity of the Division® s efforts.,’The .

question of a write off pollcy 1s ‘a management -and accountlng one.
Even with a wr1te off policy: tax debts, by law, would st111 remaln af
legal/obllgatlon,of the taxpayer»(Exhlblth).v ‘

Tax delinquencies have not,'1n past practlce, been recorded on the

state's books (except in very spec1f1c and l1m1ted cases) but are »j*cu

maintained only w1th1n the Dlv1s1on ~ There are however 1nd1cat1ons

~that such centrallzed book1ng of these unrem1tted 11ab111t1es may be;f‘

requlred in. the future. Regardless of what the future holds, these,’

~receivables go back many years and are growing at an accelerated pff =

rate due to an 1ncreasrng tax base and other economlc condltlonsh






~To summariZe,vthe nature of New Jersey‘"unremltted tax 11ab111ty"'is"."

1nf1uenced by a number of factors, among them be1ng

'5">'»the age of any given 1lab111ty, the older the 1less
,collectlble,—" o BT
. : the type of tax involVed, those with withholding provisions

increasing the predictability of collection;
‘°, the timing and'typeS’of>meChanisms beingbuSed to COllect'
the tax; e.g., TACS (Taxation Automated Collectlon System)»
: belng very cost effective but of limited scope, '

. the aggreSSiveness of the collection processes; - e.g., '
Attorney General's 1ntervent10n and cr1m1na1 prosecutlons

be1ng the costllest but most effectlve,f -

L the size of‘the tax due;,the largest outstand1ng balances f-
receiving the h1gher prlorlty,.ﬂ ' : '

° 'vthe absence of a write-off'policy;
®  the staff resources which are available;
o tvhe_ ability to deve’loP]and .maintai”n state of the Fart’

technologies;
° »hhthe_gr0wth in the total taxable base; and .
. ®  _the COoperation.and/or ability of the taxpayerrtobpay, ;

~of theninfluencing'factors above, the»most significant affeCting°New:
-Jersey's tax receivable are the age and collect1b111ty of the debts,‘
the lack of a‘wrlte‘off pollcy, and the dlmlnlshlng size of the

- field investigator staff. The e11m1natlon of uncollectlble debtshn
'and 1mprovements of collectlon resources will help the D1v1S1on to h
more effectively focus 1ts resources on collectlble cases. ’
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‘Composition of the Unremitted Liability
The compositionkof:the unremitted liabilities‘by_type of tax is
shown'in;Table,z, The sales tax compriseslsome:GS% or $2605million
of the total. The balancebis composed'of the income tax’at’25% or
$100 m11110n, corporate taxes at 6% or $24 m11110n and a var1ety of

mlscellaneous taxes.

" TABLE 2 -

~ TAX DELINQUENCY :
'DISTRIBUTION BY TYPE OF TAX

$400M RECEIVABLE FY 90

SALES TAX
260 (85%)

INCOME TAX - 100

'CORPORATE TAX 24 ~_
MISC TAXES 12 , : _
'PERSONAL INCOME TAX

In 1985, the Division of Taxation developed a computer-baSed "tax
case tracking system with the acronym TULIPS, "Ta’xation 'Unremi'tted
Liability Inventory Plotting 'System‘. "The system was developed to
enhance the division's 1nterna1 controls and the processing of
delinquent or deficient tax cases Through its rev1ew, ‘the
' Commission found TULIPS and other taxatlon systems to be weak 1n
their capab111ty to provide proper management information reports.
However, the de51gn of TU_LIPS has - prov1ded4 the D_1v1s1on with an -
excelvlent vCas’e'-tracking system and the means to look ’a}t the unpaid’
tax pool by identifying where tax debt is in the 'processv’ of
collection. S o h R






Tax'liabilitiééfcan beAviewed,in term of their stage,of cOlleCtion :
activity. The current.$400}million:delinquehcy is displayed by type
of debt in TébleﬁB. Some 18% or $75 million of the de1inquenCygis.‘
in the form of "secured débt" i.e;.dburt,judgments have been filed
against the debtors. The balance of $325 million, 82% of the total,
are tax éases under various active debt collection phases. -

TABLE 3

 TAX DELINQUENCY |
DISTRIBUTION BY TYPE OF DEBT |

'$400 RECEIVABLE; FY 90
DEBTIN

»., AGTIVE COLLECTION
| 82%

SECURED DEBT
18%

- $75M

SOURCE: DIV OF TAXATION







Exhibit C is ‘a 51mp11f1ed flowchart of the process1ng steps for tax
dellnquenc1es Its purpose is to show the case flow loglc of the
six major process steps ‘within the TULIPS system.. Br1ef1y, each
process is descrlbed as follows: '

. cases in audit are those selected per criteria'iudependent
' of the TULIPS system requirements and are entered into the
collection mainstream after review and assessment;

e  cases under appeal are those with taxpayer objections;

° cases in backlog are those cases which have notpmeet
pre-established criteria which help to prioritize

‘Taxation's case workload;

. cases in active collection'are those under investigation,
in pre—judgment) in the automated collect1on system (TACS)
~or otherwise being actlvely pursued;

° ‘special ‘actions are those active cases with special
characteristics such as criminal elements which require
intervention by the Attorney General; and

R unsecured backlogs are cases in which other collectlon
_actions have been exhausted and now court Judgments are
pursued '

Further supporting a‘look-at the composition of the tax receivable
are Tables 4, 5 and 6. Each of these tables focus around the
detalled processing steps as deflned by the TULIPS system '
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Table'4 1dent1f1es the value of the dellnquenc1es w1th1n each of the
six major proce551ng areas of the actlve debt collectlon phase.

;-r'AB':;‘E' 4

COMPOSITION OF TAX DELINQUENCY ey
- DEBT COLLECTION ACTIVITY .

~|7 + SECURED DEBT s 78 (counT»'JuoéuENTs)v ’

. DEBT N AcTiVE . e -
COLLECTION . 326 (cou.EC'nous w PROCESS) :

N ACTIVE DEBT COLLECTION PROCESS STEPS .

~ + BACKLOG s'qu o .
~+ COLLECTION 180 .~ . _
¢« IN AUDIT - ¢ . - 38 - B ;"
* UNDER APPEAL - 80 e o
|t SPECIAL ACTIONS = 15

e UNSECURED BACKLOG 20 .

$ 326 ol

- NOTE: DEBT COLLECTION STEPS ARE oermeo NG
TEXT OF ISSUE REPORT. o |
HS - - P | .

_Table 5 graphlcally deplcts the value and percentage of each process
'functlon. SERT TR ‘U;-h o f,fﬁ» o _ .
ST e (TABLE 5

' TOTAL ACTIVE DEBT
COMPOSITION BY PROCESS STEP

M.&%

- 200 S — - -
e | DR

1601

100 =

TAX COLLECTION PROCESS STEPS

- BACKLOG - - EZJ ACTIVE cou.sc*r D IN AUDIT
Y UNDER APPEAL- BT SPECIAL ACTIONS D UNSECUR scm.oe
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Table 6 profiles the”age;'process statﬁs andbthe amonntiof'taxflivh'”

rece1vables in act1ve debt collectlon as June 31, l990. lfThe_ﬂ'»vf I

follow1ng observatlons are noted
. jdebt‘nnderfacti&evCOilection1dates back:tonlSBQ;flfjf*w
e  debt prior to 1986 hésfbeen,ﬁolded]ingo,ghe 5)35 figufégl.,”

®  cases under actijevCOllectioh‘=is the largest area of

-collectionfactivlty;ﬂirrespectiye'of when the case’ was'htﬁ“"

initiated;.

*0‘,"cases under aud1t are approprlately concentrated 1n the

most recent 3 years when collectlon rates are greatest,,and Ef:[

® fiscal year 1989 represents the most actlve collectlonf°

"perlod ($67 m11110n) and fiscal. year 1990 the slowest ($39"””

'.'m1111on) ‘which reflects the slow and un1que manner 1n wh1chﬁn
tax dellnquenc1es evolve. R ‘ ‘

TI\BLE: 6

- ACTIVE DEBT PROFILE <
COMPOSITION BY TAX PROCESS STEP

o UNREMHTEDLMB&HY(SMS) . R - cuus

400
. '-lncLuoEsoEaTron '80-85 . S - 360
= S - 300
| 250 .
200
- 160
H100
Lo

6/85  6/86  6/87  6/88 /89  6/90 .
o 'YEAR TAX CASE INITIATED :

BB sackLOG ACTIVE cou:l AUDIT UND APPEALl
EZD sPECIAL I'___l UNSEC BKGEER cum mm. Co

'SOURCE: TAXATION'S wrws 'RECORDS =~ - S
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- There are 294, OOO‘ceses in the active debt collection stages,

- of which ‘date back to 1980 ~Within
cases are currently 1n backlog stat
represent 846 of the ent1re»act1ve W
' - Whi
communications problems which need tc

14% of the delinquency amount.

value is a demonstration of the‘effec
Andh
‘active debt collection process has an

proper case management. as in

which a wrlte off procedure can apply'

Staffing Impact on Tax CollectiOntAct

‘In the early 1980's, management in

made a conscious detision to trade «
inveStments in productive technologid
is, investments in information proce
would return many\times their initié
faster and more accurate proce531ng 0
(Exh1b1t D) under t

contributed to a processing capabili

were developed -
which.existed'only 6 or 7 years ago.

During this same period of time over
multiplied tax-relateddworkload by se
eupport considered adequate only a f
In addition, the recent economic dow
cutting measures have also taken thei
1990, filled positions in the divisic
down to 1,395.
capabilities have been'hiring target

)
Further affecting t

»the case of secured debt,

some
247,000

this group'hqwever, )
“Although backlog cases

us .
rkload they aeconnt'for’Onlys
1 le these béCkiogs add to |
y be recognizedL their low net
tiveness of TULIPS to assist in
the

element of uncollect1b111ty to

.

vity.

ITreasury/Division of Taxation
ff growth in staff for more.

alltOo}svsnth,as‘TULIPS.‘ That

sSing_systems were made which."
1 cost in the form of better,

f tax activities. Many systems
his policy and all have

ty»which is far bejond that

all growth in the economy has

veral times. Systems and staff

ew years ago are now stressed. -
nturn and the resultant budget

r toll. From June 1988 to June
n have dropped by 73 from 1,468

he division's tax processing

decisions through which-vecant

but necessary positions have remalned unf111ed,

functlon being performed

irrespective of the
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The D1v1s1on s Investlgator t1tles, the flrst 11ne of tax collectlonff,¢97

",act1v1ty, have been hit hard by thlS sequence of 01rcumstances

Slnce the recent stafflng targets began 1n 1988, the d1v1s1on has (j
lost the equlvalent of 59 profe531onal tax 1nvestlgators,. There

‘were 26 vacant pos1t10ns at. ‘the’ 1mplementat1on of ‘the target, 29 newﬂjﬁjff

vacanc1es as a result of attr1t1on, and 4 staff who w111 ret1re by e

year end. _ The status of an add1t10na1 22 1nvest1gators, all of whom
are el1glble’ for ret1rement, will further exacerbate th1s c

31tuat10n ‘ Based upon the division's experlence, each 1nvestlgator=f,pl

is valued at 10 12 t1mes thelr salary or $500 000 1n tax revenues
per. year P o ' ‘

~.To'combat“this diminiShingblevel’Of'investigators, ‘the d1v1s1on had o

‘prepared a plan to create paraprofess1ona1 t1tles to‘"take up ‘the.
- slack" in collect1on act1v1t1es.‘ These techn1ca1 t1t1es would be .
used to perform the many dutles that dld not requlre the level of '

'expert1se of 1nvest1gators (e g.,' 1nher1tance box - 1nventor1es,_f_f*lf-ﬂ7

taxpayer serv1ces, phone collect1ons v1a TACS) wh11e at the. same
‘t1me freelng up experlenced collectlon resources for espec1ally

product1ve f1e1d cases It was estlmated that 80 technlcal t1t1es ],ffiQ

would be necessary to perform routine ‘tax- functlons. ; Th1s '_~i’d*
1n1t1at1ve was not supported 1n the budget process." ' '

A view shared bylboth Taxation;and;the Society.is that'this*’ N
DiVisioﬁ)'and‘iniparticuiariits taxdcollection‘areas; should be‘jxf'
"yexempted'from'across the board‘staffing targets. H1r1ng targets
generally result from revenue shortfalls and it seems contrary to'
sound bus1ness practlce to add to thls problem by reduc1ng ‘the o
-collectlon arm of government The State Audltor, in 1tsvreport of.ff

October 12, 1990 .on Selected Taxes, recommended that‘the”Department,~"

of “the Treasury cons1der 1ncrea51ng the audlt and 1nvestlgat1ve »
staffing levels While the Comm1551on supports those concepts,.1t

is not able to endorse them w1thout further review.  The Comm1ss1on :
would encourage further debate and resolutlon of thls 1ssue.
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" Summary Observations of the Tax Delinquency Issue

~ Table 7'displays.the‘lasf S:yearsfofftax delihquencyuand-collectionii1

history. The_fbllowing observatiohs;and'6xplahations’a:e pertinent:

1.

“The value of tax delinquencies have been growing annually
'-from'56me_$259-million_at,the end of fiscal year 1986 to-

the current $400 million in 1990, a grbwth of 55% over the
pefiod;f Excluded ffdm'thé,graph'hOWever)'isfthe,growth in
the tax collection base over the same period, up some 62% |
from $6.1 billion in 1986 to $9.9 billion in 1990. After

_adjustmeht for_this,growth:'the;rate_of‘delinquency has,
‘remained relatively cohstant~at'about 4% of the estimated :
.»annuél tax revenues. SRR R

' Estimated'_ ' " Tax R
' Tax Revenues* ,,7_.Delinquency:‘_' - _DelinquenCy- 
- _(Billions) ' (Millions) =~ as % of Base
CFY 1986 $6.1 - . $259 4.2%
FY 1987  $7.7 . . $287 . 3.7%
FY 1988 - $8.4  $319 . 3.7%
FY 1989  $9.5 S $354 . 3.7%
FY 1990  $9.9 %400 . 4.0%

* Source: Governor's Budget Messages, 1986-1990






'The effect1ve collectlon rate has dropped from 77% in 1986

to an estlmated rate of 606 in 1990 . Wh11e thls suggests abu:

fdecreaS1ng1y effectlve collect1on process, 1nc1uded 'in;,pf‘frf”

'these numbers are “the steadlly grow1ng number of
'funcollectlble cases.dilf the estlmated $130 m11110n 1n
"dellnquent but- uncollectlble accounts were e11m1nated 1n,
'aflscal year 1990, the effectlve collectlon rate would be
'near 90%, w1th $240 m11110n collected out of a. collectlble
pool of $270 m11110n.

"Dellnquent tax collectlons have remalned re1at1ve1y stable‘
over the same 5 year perlod ranglng from $200 m11110n¢;
"collected 1n 1986 to $240 m11110n in 1990. As noted 1n;

,’Table 7 the tax amnesty program contr1buted $53 8 m11110n o

in unant1c1pated revenues . tol the flscal year 1988

’vcollectlon NOTE $130 m11110n of the total collectlon ofvfy

$183 m11110n was ant1c1pated and 1nc1uded in the f1scal
year 1988 revenue estlmates

The amnesty program apb'l'_i'ca‘t,ion" period ran for a period of
éokdaysbfrom September io'to'December 8, 1987. ih addition
to prov1d1ng dellnquent taxpayers an opportun1ty to satlsfy
_long standlng tax obllgat1ons, the end of the amnesty
" period marked the 1ntroduct10n of new civil and cr1m1na1
penaltles and a more v1gorous approach toward tax
‘enforcement p011c1es ' ' ‘ : ’ "

TABLE 7

TAX DELINQUENCY ,
COLLECTION HISTORY

$ OWED/COLLECTED (Ms) =~ . . ‘% COLLECTED 100

. INCLUDICO 884M FROM TAX AMNESTY

JUNE JUNE . "JUNE " JUNE " JUNE
ee | @7 | - @8- 1. e -1 90 I

[ B cAxz38 OWED TAXES COLLECTED = COLLECTED
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TAX_INTEREST AND PENALTIES

As part of 1ts rev1ew for th1s report the Soc1ety was asked to

' comment upon ‘the appropr1ateness of New Jersey s 1nterest and _
penalties charges for de11nquent taxes Generally, NewL‘JerSey:‘
currently charges,1nterest rates that,are 5% above the“primevrate}'
adjusted quarterly The penalty structurevis basically 5%»per month

up to- 25%' No 1nterest is paid on refunds other. than gross . 1ncome
tax. In rev1ew1ng other ‘states the Soc1ety found that ‘the only

states with hlgher interest rates (at this t1me) are those who »
charge flat rates of 18%. Those states also pay " 1nterest,‘normally B
at 12% on refunds Therefore, the Soc1ety be11eves that New

-Jersey's charges prov1de ample f1nanc1a1 1ncent1ve to pay New Jersey_‘
-debts

There is a movement by some nat1ona1 organ1zat10ns wh1ch support
taxing author1t1es paying interest- on refunds due as a measure to
assure the1r prompt and t1me1y proce551ng 3 The ratlonale for such
actlon is to prov1de equ1ty in the tax rules and to: encourage taxlng
authorities to utilize the need for these payments as a measure of
their performance. ‘The New Jersey Soc1ety of Cert1f1ed Publlc'
Accountants supports th1s pos1t10n.

There is however, some'feeling'within the NJSCPA that Taxation's
delays 1n respondlng to tax. correspondence may detract from the
1ncent1ves prov1ded by the 1nterest charges. Addltlonally the
_D1v151on is encouraged to continue 1mplement1ng procedures wh1ch
would expedlte “the penalty abatement process by remov1ng the
requirement for appeal An improved process would ass1st in mov1ng
cases out of recelvable and 1nto collection.

The Governor s Management Rev1ew Commission 1s not prepared to agree
with the Soc1ety on the issue of refund 1nterest although 1t‘
supports the timely and efficient dellvery of all tax servrces
Without stud1es of the fiscal impacts of such pollcy and w1thout
assurances of proper staffing at the. D1v151on the Comm1551onv
believes that such a pol1cy would not be 1n the best 1nterest of the'”
pub11c as a whole. | '






CONCLUSlONSiwf

‘A number of conclus1ons can- be drawn from th1s analysiSHZOE;{u“

de11nquent taxes and the1r collect1on They are.jy*' A

,-of growtha,

"*:The “tax recelvable"; 1s not ‘a h1dden source of tax,hf

'revenues - It is :an expected and managed consequence of taxgm

collect1on

; Tax de11nquenc1es are grow1ng along w1th the base of tax _ ‘
'collectlons Thlsrls_a natural understandable consequenceff'"*’”

v,The D1v1s1on of Taxatlon 1s d01ng a cred1tab1e JOb of
‘vcollectlng de11nquent taxes Excludlng uncollectlbles, -
S effectlve dellnquency collect1on rates of 90% - can be ,;}3,.h"

supported

»,Uncollectlble taxes are beg1nn1ng to ser1ously 1mpa1r an;f ' |
'accurate‘ assessment fﬁ‘tax dellnquenc1es.5_~Theﬂ‘ '

1mp1ementat10n of an effect1ve wr1te off pollcy' would

s1gn1f1cant1y lessen _ythei 1nc1dence ' ofMﬁ faulty
.1nterpretat1ons of the "tax rece1vab1e |

vwithout3*aCtion; staff ‘attritionb in’ the D1v151on s

1nvestlgator:‘ranks may have negatlve consequences as

| exper1enced tax collectlon staff resources dw1nd1e.dl_g."7°

}The'"TULIPS" system for tracklng tax dellnquenc1es is a
. major '1mprovement over former methodologles Further v
'_ 1mprovements in management systems modules would help tolf—i'

improve the aggregatlon,t dlsplay' and 1nterpretat10n of

performance data

The contlnued development of tax proce551ng SYstémr""'“'

enhancements t take- advantage of technologlcal

v:advancements ‘such as d1g1t1zed 1mag1ng and _electron;c .lf=7-

f111ng would be benef1c1a1






| RECQ NDATIONS
The recommendatlons wh1ch follow are a der1vat1ve of the conc1u31ons.5"

’reached above." Add1t1onal documentatlon has been prov1ded to

further support the rat1ona1e around whlch the recommendatlons havef;ﬂi,e'l

Abeen constructed

Write-Off Policy

Recommendation:

The D1v1s1on of Taxat1on,‘1n cooperat1on w1th the D1rector of Budget_

and Accountlng, should develop and 1mp1ement a wr1te off pollcy to
purge the taxatlon report1ng system of uncollectlble debt.n ;,Eh*

iscussion: .

"Much has been sa1d about the extent of uncollectlble taxes 1n the
' present base of "unrem1tted 11ab111t1es"5' In the area of secured
debt alone (Table l), $195 m1111on of the $270 m1111on 1dent1f1ed
will never be collected The cont1nued exlstence of these known
uncollect1b1es 1n the dellnquent tax base ser1ously d1storts the
effectlveness of collectlon efforts as well as -1nflates the '

“potent1a1 yleld from dellnquent accounts.’_ ’

:There 1s no. flscal 1mpact expected from the 1mp1ementat1on of the L

: procedure ‘There" 1s a payoff however,‘ln the proper. valulng of thej*f;

-tax de11nquenc1es and the removal of uncollectable cases from the I

management of the collectlon system The admlnlstratlon of tax case”fff

mon1tor1ng would also be s1mp11f1ed
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Steadily decreaSing”'inVestigator.rresources are limiting revenue .

‘collect1ons A comprehen51ve review of taxation inveStigator-if”

requ1rements,vtechn1cal ass1stant t1t1e plans and h1r1ng target
pol1c1es should be conducted Stafﬁ shouldxbe supplemented as
-warranted ' PRI o T AR

Discussion:

b~The Spec1a1 Procedures and Invest1gat1ons Act1v1ty of the D1v1s1on

. of Taxat1on is the focal p01nt for de11nquent tax ‘collections in the fdf_*h

fstate i It is in this un1t that actlve enforcement act1v1t1es begln‘flfl

"and tax collect1on act1v1t1es are espec1a11y productlve JThreerf“
factors have 11m1ted the product1v1ty of thlS un1t '

- 1. j_High_staff attritioniratesf
- 2;:"Enterna11y farced_hiringfpoliciés}_ana?' |

3;'¢fThe 1nab111ty to' 1mp1ement the creatlon of bw:’
' paraprofess1ona1 ]ob t1t1es wh1ch would S1gn1flcant1y
enhance collect1on efforts : '

~ The 1mpact of needed 1nvest1gator resources go beyond the collectlonfv*
Tof unrem1tted taxes Investlgators are also requ1red for further
tax 1n1t1at1ves wh1ch have not . been 1mp1emented to date because of
staff shortages. Among these are sales tax losses from mail order
'.sales;vflea markets sales, trade or spec1alty shows, casual boat

sales; high-ticket 1tems sold along New Jersey borders and use taxes;gt"

on’ construct1on mater1a1 com1ng to th1s country from abroad These
;examples,represent areas of s;gn1f1cant‘revenue loss. o
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The Commission supports a debate and further review 6f the broader
issue related to staff reductions ahd across the board hiring

~ targets withih‘the Division of Taxation. From a'praétical'viewPoint
one wouid be hard‘pressed to diéagree with the sentiment’of,the
Society and others that the state must protect is,revenue arm in
order to deliver its services in other areas. On'the other‘hand
however, there are Significant personnel and teéhnological '
alternatives that need to be‘incorporated into‘the decision making

process.
'Fisgal Impact of Additional Collection Resources:

Based on the Division of Taxation's calculatiqns, thé net payba¢k to
the state from an investment in an additional 59 investigators and
80 technical assistants would approximate $40’million annually.
Total salary costs to effectuate this return have been estimated at -
'$3.4 million annually. This return does not include the area of new
tax collection initiatives mentioned above which can yield several

times this amount.

ivatization of rtain 11 ion

Recommendation:

Private sector collection alternatives represent a supplemental
resource which the Division of Taxation, in cooperation with the
Attorney General, should immediately pursue and implement on a pilot
basis. ' -






2 S
' Discussion:

" The 1ssue of the ut1llzat10n of pr1vate collect1on methods to--7f“""

daugment d1v151on ‘staff is not a new one. a In1t1at1ves along thesef1ih“:
llnes have been" attempted 1n the past but all have been thwarted byf_khﬁf

the follow1ng

. "The 1nherent conf1dent1a11ty of tax 1nformat10n and the o
“poss1b1e 1ack of authorlty to dlsclose such 1nformat1on,

L] -,[The questlonable authorlty for the appropr1at10n of funds
~to pay for these serv1ces, and | E ' '

®  The findeterminate° levell of 1nformat1ona1 support wh1ch ‘
'3wou1d be requ1red of. the D1v1s1on of Taxat1on to sustaln:-
-fprlvate collect1on efforts.13_ ' ' '

VfTwo d1fferent klnds of outs1de collect1on serv1ces are relevant and}ff"'

can be cons1dered the trad1t10na1 collect1on agency serv1ce w1th'

expertlse in generlc collectlon -procedures, and legal f1rms‘f"

-spec1a11z1ng in collectlng on cases reduced to Judgments. In e1ther’o

vcase,, payment for serv1ces rendered _could. take the form of
'contingentpfees, or a percentage of taxes collected

‘Some states 1nc1ud1ng New York and MlSSOUIl presentlY use. pr1vate R

,collect1on -agencies to supplement the collect1on. of dellnquent
“taxes.g Wh11e 11tt1e 1nformat10n is avallable as to " how 'these v
efforts are structured they are be1ng carrled out w1th1n each

state' s statutory 11m1ts and apparently w1th some reasonable measure ﬁf‘

of effectlveness Given the cont1nuous deplet1on of the D1v1s1on of.
Taxat1on s 1nterna1 1nvest1gat10n resources,_prlvate resources may
prove a v1able alternatlve o

'Implementat1on of a p110t pro;ect may requlre leglslatlon and the, ;pf,i
;1subsequent mod1f1cat1on of Taxat1on s internal procedures Although L

'such a p1lot 1s seen as a supplement to 1nternal collect1on methods

it w1ll requlre staff and adm1n1strat1ve support It 1s recommendedf'y_
that steps be. taken to permit a- supported test of this alternatlve‘_f

collect1on method and that measures be developed to Judge 1tsf7”’
success. '
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 Fiscal Impact of Private Collection Agenties:"A

n'The potent1a1 y1e1d from the use. of collect1on agenc1es is

‘1ndeterm1nate, but certa1n1y promls1ng - AS Taxatlon s 1nvestlgat1ve c'ﬁ'

dresourceshhave dropped the D1v151on has readjusted 1ts selectlon
criteria for. case'priorlty to 1nsure that the product1v1ty of 1ts i
1nvestlgators rema1ns "high. Th1s pol1cy has had the effect of:
ra151ng “the number and value of unremltted 11ab111t1es in the
backlog and has created more and larger opportun1t1es for external
collectlon sources. ’ ' S '

‘Credit Bureau Access
Recommendation:

Taxation should test the revenue potent1a1 from part1c1pat1on in the“
resources of cred1t bureau organ1zat10ns w1th nat10na1 networks suchv
‘as TRW, RCA and others. ' : ’ :

.~ Discussion:

AlthOugh'no endorsement is intended, TRW is an example of a natiOnali
~ credit organ1zat1on which - ma1nta1ns a comprehen51ve database of
‘V.Credit files on 1nd1v1duals and" organ1zat1ons throughout the
country.> Access to thlS database allows users to search and load
information. ' L

v ThevTRw database 1nc1udes thousands of user organ1zat10ns some of.
which are public. Tax1ng author1t1es us1ng the system 1nclude the
Callfornla Franchlse Tax Board ‘the States. of Hawaii and Idaho and

. the Federal Internal Revenue Serv1ce (IRS) “The IRS is said to have-

been acce551ng the TRW database for a long t1me wh11e Callforn1a has*-‘

;part1c1pated for some. 6-7 years.  The New,Jersey_ngher Educatlon,
Assistance Author1ty, wh11e not a taxing authority, also uses the -
‘TRW system for attemptlng to recover costs on defaulted student

"_loans.f The system is reported- to be very effectlve as demonstrated E.

"by the Ca11forn1a experlence detalled in Exh1b1t E.
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Use ofha credit'bUreau'takesleither of two forms. The first is an
active search on a case by”case basis, for asset_data which was
prev1ous1y unreported and unacce551ble._'This apprOach does not
reveal any taxpayer records to outside sources and is therefore
least likely to. compromlse taxpayer conf1dent1a11ty. It 1s_th1s
"approach that 1s now 1n use 1n the State of Callfornla.‘~' | L

,Search'access to,suchhdatabases would provide a rich source of

rinformation on.aSSets of“delinguent New'Jersey taxpayers, whereverv?

they m1ght re51de The ab111ty to gain thlS 1nformat10n would be

-:partlcularly valuable in he1p1ng to determlne the collect1b111ty of
cases and support the wr1te offs of others.

An alternative use would iny01Ve'1oading'the‘state's databaSe of
delinquent taxpayers onto that of a credit bureau's. In‘this'
1nstance, New Jersey s unremltted taxes become a part of the credlt
»record of all pertlnent f11es .and routine credlt checks for mortgage
Vappllcatlons and the 11ke ‘are flagged and denled as unsatisfied . 1
debts to the state are revealed Tax payment would then be requlreda
pr1or to further proce551ng of these appllcatlons - THIS TYPE‘OF
DATABASE USAGE IS SPECIFICALLY NOT RECOMMENDED. Any benefit which
could be derived - from thls usage is 81gn1flcant1y outwelghed by the
potentral for credit damage based upon possible errors within

_ Taxation's system's. THE COMMISSION,AND,THE SOCIETY APPROVE OF THE
UTILIZATION OF THESE DATABASES FOR SEARCH PURPOSES ONLY.

The D1v1s1on of Taxatlon does not - presently access these types of
‘ databases A ru11ng from the ‘Attorney General was requested on this
issue two years ago A response must be demanded and part1c1pat10n,
if- approprlate, begun '






'Fiscal Impact of Credit Bureau AccesS,.

The cap1ta1 cost of 1mp1ement1ng the TRW type searches would be very_i

m1n1ma1 and pr1mar11y consist of term1nal and connectlon charges."f
| The D1v151on would then pay a user fee on a per 1nqu1ry basis. The'_
“payback, though not read1ly quant1f1able is- l1kely to be qulte
large Ca11forn1a ‘has experlenced a return of some -20 t1mes thex
'cost s1nce beg1nn1ng partlc1patlon. ‘There 1s no reason that New
‘Jersey should expect any less Part1c1pat1on therefore, couldvmean
an additional $3 0 m1111on 1n revenue annually. o R

IPS 'ols
Reggmmendationiv'v'

The management 1nformat1on systems module of the TULIPS system needs5
to be further developed 1n order to 1mprove the quallty ‘and
t1me11ness of 1nformat1on available to d1v151on and state management

.. Discussion:

The TULIPS system (Taxatlon Unrem1tted L1ab111ty Inventory Plott1ng
'System) is but one of the many computer based tools implemented by':
the D1v1s1on of Taxatlon over the last 6 years. The 1ntent of this
and 51m11ar systems is to 1mprove ‘the effect1veness of internal tax:
processing capab111t1es as well as to reduce the labor 1nten51ty of
these efforts In general, the TULIPS,system_has accompllshed both
of these 1ntended goals., The'attendant management‘information*
’systems module, however, is inadequate. It needs to be rede51gned
such that it can effectlvely and econom1ca11y prov1de statlstlcal

_ graph1ca1 and performance measurement data to d1v1s1on -and state
management. ‘This is not the case at present. Costly, spec1al
procedures are now requlred to produce what should be rout1ne,, ‘
fundamental 1nformatlon Th1s 81tuat10n should be corrected It is
recommended ‘that a pr10r1ty budget package be developed to address
this need. '






vThe cost of the development of -an effect1ve management 1nformat1on o
gsystems module 1s est1mated at less than $1 m11110n Whatever the’f*
cost,,the 1nab111ty of division and state management to take qulck i
‘correction actlon in 51tuat10ns dea11ng w1th hundreds of m11110ns of,.
'.dollars "is . a s1gn1f1cant omlss1on. A study to deflne _user - |
~requ1rements, quantlfy' costs and recommend the most de51rab1e ﬁ]
'systems des1gn approach to be taken 1s 1n order. L S

‘Recommendation:

The D1v151on of Taxatlon should contlnue the de51gn and development-‘”'
of new tax proce551ng systems to enhance product1v1ty '

. Discussion:

The D1v151on of Taxat1on s success w1th systems development efforts~:
have been mentloned prev1ously and are 1dent1f1ed 1n Exh1b1t L. Thef
‘product of these efforts have made 1t p0551b1e for the d1v1s1on to '
"cope w1th,the workload demands of  an ever—grow1ng tax base.van'_
Upart‘ the success of these efforts has been due to the advantage’

_'gained in applying new technologles to ex1st1ng work requlrements.59»*f

'Much more needs to be done, however, partlcularly to the front-end
of the tax collectlon process where returns and rem1ttances are

©still manually processed These manual processes 1nclude everythlngﬁﬁﬁﬁ

from openlng ma11, extraction of the- return and - successive .
screenlng,vbatch;ng,.numberlng"and dep051t proce551ngufunct10ns. L

'hThese 1n1t1al tax process1ng steps can be 51mp11f1ed v1a electronlcf >
alternatlves " For example, many bu51nesses are currently automated.l

“and are tak1ng the1r electron1c 1nformat10n, reduc1ng it to- paper; v
and ma111ng such to the D1v151on., Taxatlon ‘then takes the paperj”
~return and key enters it to. the1r Aelectronlc' database
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’Electronlc f111ng has the capac1ty to reduce th1s unproductlve paper:ff“5¥

proces31ng wh11e at the same t1me reduc1ng the opportunlty for keyj'”

'punch error Other examples 1nclude the use of dlgltal 1mage

| process1ng techn1ques for captur1ng,.stor1ng and retr1ev1ng tax v
'b.1nformat1on, the electronlc f111ng of tax returns wh1ch has huge
| potent1a1 in the move toward non paper medla,velectron1c funds
'1transfer (EFT) techn1ques would enable the dlrect acceptance of tax't:
payments, and broader appllcatlons of optlcal dlsk technology can o
ffurther bu1ld on the base of knowledge already establlshed ‘

-»The d1v1s1on est1mates that an aggress1ve program of 1nnovat1on
would cost approx1mately $4 0 m1ll1on over: three years Many
‘advantages would result 1nclud1ng cash flow 1mprovements due to

jyelectronlc funds transfer,'1mproved taxpayer serv1ce as a result ofv

iqulcker process1ng of returns,‘s1gn1f1cant reductlon 1n key punch R

h'errors and the1r eventual correctlon in- the system. New systems'lhf’

ywould also allow the ellmlnat1on of many front end operat1ons and v

'the reductlon of about half of the 1nterm1ttent employees now PO

'supplement1ng permanent staff The staff e11m1nat1ons themselves o
~ would represent an annual sav1ngs of some $3 0 mllllon annually.¢ Ay5f
'v}pol1cy of cont1nuous 1nvestment 1n 1mprovements in tax process1ng )
| methodologles"would protect and enhance the tax collectlon Hf*‘f
: capab111t1es establ1shed to date o ' o P

Recommendation:

A focal p01nt for taxpayer a551stance and 1nformat1on,‘a Taxpayer

“Ombudsman,_has emerged 1n var1ous states.' A rev1ew of the relatlve;~"

.mer1ts of such a p051t1on in New Jersey is recommended and should [.f.m”’

‘1nclude full f1scal and organ1zat1ona1 1mpacts.
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Discussion:

,OVér‘the laStifeWFYears, several states have takehfthe'step’of.b
creating a position in state government called Taxpayer Ombudsman.
The intent of doing so was to create a point of access for
'frustrated taxpayers in order to insure fa1r tax treatment under the
law and to estab11sh a point within state ‘government through which
grlevances could be ‘aired and differences resolved " Some of the
spec1flc respon51b111t1es assumed by the Ombudsman of other states

include:

° Ihvestigate and facilitate the resolution of taxpayer

complaints; o
e ‘Identify confusing forms, procedures laws or regulations;

] Develop taxpayer education programs;

o Stay enforcement actions which would result in irreparable
“harm; and

° Furnish each Taxpayer with a Writtehtstatement of rights (A

Taxpayer Bill of Rights).

Relative to a ”Taxpayer Bill of Rights", such a doCument outlines
the safeguards to taxpayers in their dealings with state tax
agencies and generally establishes standards which governs the
actions and the conduct of the taxing authorities. To date, five
states have passed 1egis1ation'whioh'address taxpayer's rights and
two others have provided for the: same under administrative
procedures (Exhibit F). The Internal Revenue Service has also
l adopted a Taxpayer Bill of Rights. The adoption ;of similar
legislation in New Jersey could begin the brocess/of building a
better relationship with the‘taxpaying'public as well as being an.
effective sounding board for the continuous self assessment'of
internal taxing policies and procedures It is recommended that
consideration be given to the creation of both an Ombudsman's Office
and a "Taxpayer s Bill of nghts" '
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The Commissioh does however caution that the creation'of such an
rofficebrequires fiscal, personnel and systems support. ; There are
‘also a number of organizational impacts upon Taxatlon and these
should all be fully addressed in the review.

Fiscal mpa f Tax r m man:
No fiscal payback is ant1c1pated from the 1mp1ementat10n of thls

recommendatlon : Payback would take ‘the form of improvement 1n the
relationship between taxing authority and taxpayer. ’

- Recommendation:

The Division of Taxation should prov1de the D1v151on of Budget and
rAccountlng with its account receivable data as recommended by . the _
State Auditor. '

Discussion:

A recent finding by the Office of the State Auditor in its repcrt on
Selected Taxes (October 12, 1990) noted that the Division of |
Taxation has not on a timely basis informed the Division of Budgetv
and Accounting of its fiscal year end amounts of taxes reported as
due but not yet remitted. The failure to recognize receivables as
assets understates revenue 1in the'current year'and overstates

_ revenues ih the subsequent years. |

SUMMARY OF RECOMMENDATIONS

In summary, the Governor's Management Review Commission and the New
Jersey Society of Certified Public Accountants recommends the
following:

° The development and implementation of a write-off policy
for uncollectible delinquencies. No fiscal impact will
result.
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.‘;1" IS comprehen31ve review of - 1nvest1gator ‘and | technlcal o
’ ':stafflngv’requlrements “and supplement add1t1onS’?as B ,
‘".;requlred ~The net f1sca1 1mpact of the recommendatlon 1s
.Aestlmated at $37 m11110n B RN

wp“v-pDevelopment and 1mp1ementat1on of a pllot pro;ect for the'u
“fpr1vat1zat1on of certa1n del1nquent tax collect1on.:,The' -

net 1mpact of thlS recommendatlon 1s not quant1f1ab1e and :
'f?1s to be demonstrated by the pllot prOJect ' '

'o"'.UtilizatiOn of’credit informatiOn'serViCes,'currently usedf'""

’;by the IRS and other states, (for search only purposes) to

uass1st 1n the collectlon of dellnquenc1es ‘and. the- ratlng of-)'

o wr1te offs - The net 1mpact of thlS recommendatlon 1s
est1mated at $3 0 m11110n annually

e ’(Enhancements to the management 1nformat1on components of
- - TULIPS and other Taxat1on systems 7 The net f1sca1 1mpact‘
cof this recommendatlon is not quant1f1ab1e Estlmated cost

” of the enhancements 1s $1. 0 m11110n. _ '

‘. fThet'design and; development,foff~new, 3state'of>the'art L

 ‘technologies tO"enhance revenue'collection: The sav1ngs of-l}"

~ this recommendatlon for staff alone is est1mated at $3 0. _
mllllon annually. Estlmated cost of the enhancements 1s,'”
- $4. 0 m1111on over 3 years

ji-vd’Rev1ew of the beneflts and 1mpacts of establ1sh1ng anta-i’
:'off1ce of Taxpayer Ombudsman The net flscal 1mpact of
'~_thls recommendat1on is unknown but should be quant1f1ab1e
through detalled study o '

9_v; The D1v1s1on of Taxatlon should prov1de the D1v151on of
'VBudget and Accountlng w1th 1ts account rece1vab1e data as |
.recommended by the State Aud1tor E

As quantifiable; the recommendat1ons presented w1th1n the report and
- as summar1zed above have net benef1t to the state of $41 m1111on. -






| SOURCE: TAXATION RECORDS

 TAX DELINQUENCY
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. . EXHIBIT B

| o " STATE OF NEW JERSEY : |
JMFLORIO . DEPARTMENT OF THE TREASURY © RICHARD F. KEEVEY

GOVERNOR - . © . OFFICE OF MANAGEMENT AND BUDGET DIRECTOR
i : . CN 221 AND STATE COMPTROLLER
DOUGLAS C. BERMAN - TRENTON. NEW JERSEY 086250221 . i

STATE TREASURER

TO: Paul Finocchio, Management Analyst
office of the Governor ‘
Governor's Management Review Commission -

FROM: ~ Stephen D. Rohrer, Manageg:stiz-
Financial Reporting

DATE: 'August 14, 1990

SUBJECT: :Delihquént Taxes

This is in response to your July 30 memorandum concerning delinquent taxes.

It is correct that receivables must be both measurable and available in

order to be recorded in accordance with generally accepted accounting

principles. At June 30, 1990, two receivables meeting this criteria from
the Division of Taxation are being recorded; Cigarette Tax in the amount of"
$17.9 million and Inheritance Tax in the amount of $13.6 million. I have

attached coples of the documentation received from the Divxsion of Taxation

as well as our input document.

Circular Letter 85-16 prov;des the procedures for all state agencies,
including the Division of Taxation, to -request the write off of
uncollectable accounts receivable. Such write off, if approved, is for

~accounting purposes only and in no way absolves the debtor f:gg_;;gggligz;__

Requests for write off of receivables are reviewed by the office of Russell
R. Hart, Director of Fiscal and Resources, Department of the Treasury, CN
211, the successor agency to the Office of Financial Management stipulated

in Circular Letter 85-16. Questions concerning historical requests and
disposition thereof for the Division of Taxation should be directed to Mr.
Hart. -

‘1f you'have additional questions, please feel free to contact me.

bh

Attachments

¢ Richard F. Keevey
Francis C. Gatti, Jr.
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ACTIVE TAX CASES*'

- EXHIBIT C

COLLECTION CASE FLOW

TAX DUE/TAX BILLED

4
CASES IN
AUDIT
10,452
<
S CUM
BACKLOG ~ LIABILITIES
247,207 [

(84% OF CASES; 14% OF $'S.)

.  COLLENFORBKLG
OUT-STATE BKLG

. INACT BKLG
UNCOLL BKLG (in process)
INVESTBKLG |

1"294 098 CASES OUTSTANDING 8/31/90
2 *TAX DEFlClENCY OR DELINQUENCY

UNDER
APPEAL
687

- ACTIVE

'COLLECTION | -

" SPECIAL
SITUATION

26,327

. INVESTIGATIONS
PRE JUDGMENTS
. TACS

SPECIAL
ACTIONS
. 3,267

| unsecuRED
BACKLOG
6,158

.CRIMINAL = -
.FORECLOSURES
.AG.s OFFICE -
. CONDEMNATION -

(COURT JUDGMENT) -
(BEING OBTAINED) -






EXHIBIT D

- Division of Taxation
Information Processing Systems

Cash Receipts Accounting System (CRAS) - Mechanized the
division's deposit processing and cashbook accounting
functions. Further enhancements have provided links between the
New Jersey Financial Information System (NJFIS) and Electron1c
Funds Transfer (EFTS)

Taxation Automated Contact System (TACS) - Provides for the
quick and economical contact of delinquent and deficient
taxpayers by telephone. (Staffing of TACS work stations was one
of the target applications of the paraprofessional initiative.)

' Taxation Unremitted Liability Inventory Plotting System

(TULIPS) -  An internal case tracking system that v1rtua11yv
eliminates the need to manually create and track taxpayer cases
throughout the division.

Management Information System (MIS) - System designed to capture
relevant division-level performance data and facilitate its
review and analysis. (It is this system which is. in need of
major redesign.) : ' :

Generic Tax System (GENTS) - Provides the division with a single
method for administering all of the various taxes now in place.
It replaces a outmoded tax-by-tax process that was partlcularly
cumbersome.

Tax Record 1mage Mechanization System (TRIMS) - A high-volume,
optical image storage-based device provides for the capture,

- storage and retrieval of tax documents with the speed, quality

and accuracy not available formerly. Continuous reflnements in
the use of this new technology are planned

Wide Area Communication System (WACS) - A system designed to
provide high-speed telecommunications 1links among the three
taxation facilities located in downtown Trenton. Reliance of
new technologies (microwave and fiber optics) has reduced the
amount of physical cabling wusually  involved and has
51gn1flcant1y' improved communlcatlons between the three tax
proce551ng facilities.

TAX TALK - An automated voice response system comprised of a
series of pre-recorded messages. It was designed to assist
taxpayers with general information as well as to provide answers
to their often asked questlons An 800 toll-free number 1is
provided. - B ;






EXHIBIT E

CALIFORNIA CREDIT BUREAU USE

General Facts

.;Califorﬁia General State Fund Budget ...........e....... $64B

. Revenue Sources
. Personal and Corporate Income Tax Revenue...1....S35B‘
7 (Administered by the Franchlse,Tax Board).. ’
‘All .Other Taxes and Fees....... ‘.....;.{3; ....... . $29B
(Admlnlstered by State Board of Equallzatlon)

. Delinquent taxes on Personal & Corporate Revenue. S 1.6B

Credit Bureau Facts

-

. Credit Bureau Usage........ TRW, Trans Union, RCA,'&'Othere
. History of Usage e e 7 Years
Budget for Credit Bureau Service........ $250,000
Staff Supporting Credit Searches........ S:CIericals
. Method of Use.....Using the social security number, the system
searches the Credit Bureau files for assets of the
delinquent ‘taxpayer. No state records are turned over
to the Credit Bureau. There were no confidentiality
issues raised through this type of use.
. # of Inquiries Annually.................. >100,000

. Matches to Inquiries...........ooiviiiinnnn 76%

. Value of Collection Service............ 20:1 or approx $5M anﬁually






'EXHIBIT F

~ TAXPAYER BILLS OF RIGHTS:

A COMPARISON OF STATE AND
~  FEDERAL PROVISIONS

- Federation of Tax Administrators
444 North Capitol Street, N.W.
~ Washington, D.C. 20001

Rese»arch,R_e]J:brt_No._ 132 -  ' - 'May 1996 | |






Taspc:?er’Bilh of Rights

'TABLE1-V-',Y’

Legsion  HBIS22 AB2833  Poiy HBI00 HBI46 HB2033 Policy
o : I ~ AB2788 ) . SB14A4 - .
. Effective dase 121189 1189 91BY 1190 103089 A 11789
Taxescovered Al *Sales&Use Al Al Al All Income,
S - “*Allother = _ S Sales&
and o
Amusement,
Mowor
Fuel, -
Alcohol &
Ombudsman creaed  No Yes Yes. Yes Y No  No
Annual report required No  Yes ,NQ' ~ Yes  Yes No No
Agency employees ot~ Yes Ys».  Yes No  Yes  Yes  No
evaluated on basis : v D , S
of enforcement quotas.
Tupayerhsrightto: S L ’ . ‘
Record interviews, Yes Yes*No** = No = No Yes 'No No
Insalimentplans  Yes Yes*No**  Yes  Yes No  No No
Agencj advice “Yes  Yes No  Yes No Yes | " No
Representaton ~ Yes  Yes = Yes No  Yes  No  Yes
Sue '_ _ 3 Yes  Yes . No ~ Yes  No - No - No
Attomney fees No Yes No " Yes @ No Yes = No
Procedunalinstruction ~ Yes  No/Yes™ Yes  No  No  Yes  Yes

! Cahfornuaucted separate taxpayer bills of rights applicable, mpecnvely tothe deofﬁquahzanonandtiwt-‘nmhnse
Tax Board. Theptovumofmescbﬂlsdohavemmordnffms. .

:‘ “All" designates all taxes admmnsxcred by the tax agency.

3 Preexisting condition.
* Board of Equalization

10

** Franchise Tax Board






Taxpayer Bills of Rights

———STATE TAXPAYER BILLS OF RIGHTS

Policy

11/1/89

Income,
Sales & Use

No
No

No

Yes
No
Yes
Yes
No
Yés

Yes

Policy

12/5/89
All

Yes
No

Yes

Yes
Yes*-
Yes®

Yes

"No

No

Yes

- New York

City
Poiicy

10/30/89
All

- No

No:

Yes

No "
Yes
Yes
Yes
No
No

No

Qhio
SB 147

1/1/90

Income,

Sales & Use,
Corp. Franchise,
Pers. Property

Yes
Yes

Yes

_Yes

Yes

No

Yes

Yes

- No

Yes

South -

South

HB 2209 SB 202
10/3/89 11190
All except All
Real Property
and Personal
Property

" No Yes
No Yes
Yes | Yes
Yes Yes
Yes ‘ Yes
Yes Yes
Yes Yes
No Yes
No No
Yes

.. No

SB44

R0

Taxes

&

Yes

_No

No

- Policy

9/1/88

Yes

Yes
Yes
No

No

Yes

1






Ta.‘:payer Bdls of Rgg;',;, | ' v

. 'I’abls 2 o
- Statg Taxpayer Bills of nghts
' ' Unlque Provisions

State

Other Px-ovisiomil :

California

Hawaii

. Taxpayer has the nght to:

Full explanat.zon of all actions by tax agent dunng an audnt and dunng collect:on

” actmtxes

Request an admlmstratxve Teview of any proposed assessment of tax wnthm 30 days :

‘of receipt of assessment.

Request a review by the Commxssxoner of an unfavorable admxmstrahve decrslon .
within 20 days of receipt of decxsxon

Appeal an unfavorable decxsxon from the Commxssxoner to Chancery Court

Flle an amended return for credit or an overpayment within three years of onglnal‘

“filing date or two years from the date the tax was paid, whlchever is later

Francluse ‘Tax Board and Board of Equahzat:on are reqmred to:

Develop and xmplement a program to evaluate an employees performance on

-contact with taxpayers.

’ Develop aplanto reduce the time required to resolve petitions and claims .

Refrain from knowingly authonzmg, requmng. or conductmg any mvestngatnon or

surverllance for non-tax admxmstratlon purposes

| Allow settlement of tax dlsputes of $5,000 or less

Notify taxpayer 60 days prior to suspension of a corporatlon s nghts prmleges, and
powers. , '

- Grant taxpayer an extenslon of time to ﬁle a personal income tax return if the

taxpayer indicates on the state extension request that timely deferral application for_ ‘
extension was filed and payment made.

Reimburse taxpayer for bank charges incurred due to an erroneous levy.

Taxpayer has the right to

Expect prompt responses to questxons, freedom from red tape, and freedom from'

: harassment or mappropnate contact. -

Protection from unreasonable estimates of tax lxabxlxtles that are larger than prew-
ous tax liabilities.

12
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' “-,.Ta-‘bay’e'i':Bdls Ofv‘Riéh_"z's A

L Other Prbvisions‘

, Free tax assxstance and preparatxon at any branch of Comptroller s Oﬂice ,
“Inspect any record contammg personal mformat:on held by Comptroller’s Ofﬁce R
Fair and courteous treatment under the law | | |
A copy of prevrous ﬁlmg penod tax return at no charge, when requested

'Know whlch records are needed to venfy a return o

State .
. .Three-year statute ol‘ hmntatxon‘ on refunds _ -
. -v'ngn an agreement to allow an extensron of the statute of lxmrtatron
.’4,..’- ) ,Meet thh the audxtor to dlscuss any dlsagreement wrth assessments
0 : Informal heanngs thh the Board of Re\new aﬂ:er ﬁhng an appeal | ,
« A pubhc heanng on all proposed adrmmstratwe rules adopted under the Hawan :
o Admxmstratxve Procedure Act. o e e L
. 'Look at personal tax records mcludxng ta.x returns. audxt ﬁles and collectxon files. | -
e -”-Taxpayer mformatxon semces » | |
Illinols _‘ ‘ " »Taxpayer has the nght to: ) ‘
| Recewe an automatlc extensxon 1f extensxon has been granted for ﬁlmg of federal ¥
return. v : : : o v : . '
N 'lndia-na, Taxpayer has the nght to
. Not be 1nvest1gated or surveyed unless these actrons are related to the admrnxstra-, i
~ tion of an 1dentxﬁed’ ' :
. Have the txme reqmred to resolve appeals and clasms for ret'unds reduced
_> >°‘ 3 Have ta.x dlsputes of $25 000 or less settled by Comrmssnoner
o ‘Recewe notxﬁcatron of heanng results thhm 60 days V B
Kansas v l' Taxpayer has the’ nght to: | |
| . Not have a posmon mamtadned aga.mst hu'n that xs 1nconsxstent mth a pnor wrxtten ‘v _
o o oplmon that has not been resclnded ' o :
Maryland' e ‘Ta.xpayer has the nght to

13







Taxpayer Bills of Rights

-State

Other Provieione‘

Missouri -

New York

New York City

‘Ohio

Oregon

Tax'payer hae the nght to:

"File an amended return for refund of overpayment w1th1n three years of ongmal-,, -

filing date or within two years from the date the tax was pa.xd

'Requeet a review by the Department of Revenue of any proposed assessment or
refund claim. . e

‘Seek areview of the Department sdecision by the Admxmatratave Hearing Commxs-
sion.

‘Take appeal of Admxmstrauve Heanng Commxssxon s decxslon to state court sys-

tem.

' Three-year statute of hmltatlone on bxlhnge

Petxtxon for release of sales tax bond after ﬁve years of satlsfactory tax comp<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>