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GOVERNOR-'S MANAGEMENT REVIEW COMMISSION 

OPERATIONAL REVIEW OF 

TAX DELINQUENCY 

Mm 

RELATED REVENUE ADMINISTRATION ISSUES 

OBJECTIVE: 

The objective of this review by the Governor's Management Review 
Commission was to quantify the state's Tax Delinquency - that 
portion of the total tax effort which is officially labeled as an 
"unrem_itted liability", and to clarify its composition, 
collectibility and the effectiveness of measures being taken to · 
collect it. 

INTRODUCTION: 

Tax collection efforts. in the State o-f New Jersey are the 
responsibility of the Treasury Department's Division of Taxation. 
Records indicate that 95-98% of all taxes due are co.llected with 
little or no manual collection intervention (Exhibit A). The 2-5% 
balance of taxes due, the tax delinquency~ which has averaged about 
$325 million a year over th~ last fi~e years, is where the Division 
of Taxation spends much of its resources. This is also the area· 
that has been the target Of repeated questioning. 

At issue is the size of this delinquency, its collectibi1ity, the 
rate of collection, and the type, intensity and reasonableness -Of 
the collection efforts. This examination seeks to provide answers 
to these and related questions and to . offer insight - into the_ 
complexity of this issue. 
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METHODOLOGY: 

This review of tax delinquencies was a cooperative effort of the New 
Jersey Society of Certified Public Accountants, the staff of the 
Governor's Management Review Commission and staff of the Office of 
Management and Budget (0MB). The Commission especially wants to 
recognize the assistance of the New Jersey Society of Certified 
Public Accountants (NJSCPA), John Kelly, President, and Robert 
Garrity, Executive Director. 

The primary NJSCPA (the Society) participants included Bernard 
Gingras, CPA (Gingras, Collister & Co.) who served as Chairman of 
the 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 (Deloitte & Touche). 

Robert Preston, Daniel Swantko and Edward Maute of 0MB contributed 
to the collection and analysis of the data. Coordinating these 
various efforts for the Commission was Paul Finocchio (GMRC). 

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

The methodology consisted of the collection, assimilation and 
analysis of many Division of .Taxation generated reports, a series of 
meetings and interviews with Taxation staff and the research and 
review of other supporting materia.ls including those furnished to 
the Commission by the Office of the State Auditor. 
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The report was· initially developed as two stand-alone documents 
which were principally authored by Bernard Gingras (NJSCPA) and Dan 
Swantko (0MB). It was then agreed to 'issue a joint report and Paul 
Finocchio of the Commission staff provided the final edit to this 

-cooperative effort. Both the Society and the Commission agree with 
and support the report and its recommendations. 

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 crisis. 
This analysis attempts to clarify the nature and complexity of these 
delinquencies and the managed effort which goes into collecting 
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 analysis offers a series of recommendations to improve 
the collection of delinquept taxes and the public 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 liabiliti~s are referred to as tax 
delinquencies. These tax delinquencies are a fact of life in the 
tax collection business as are bad debts in the private sector. 
Delinquenriies result from the inability to pay, the desire not to 
pay or the inclination to pay less than that owed. 





During any 
accumulates 

given 
slowly 

cOllection year,.· delinquency information 
as a 

taxes. The · amount · owed 
result of the . self-'-assessment natur-e 

and the identification of delinquent 
. . 

· taxpayers . is not known unti 1 'c3f ter the filing· or remittance. 
has passed. Taxation then begins .the process to identify 
delinquencies and initiate remedial actions. 

The composition of · the total tax delinquency is. a mixture of <both . . . . . . 

old and new debt. The .. $400 million in fisc:i3l year 1990, for 
. . . . 

· instance, is composed of .delinquencies which date back to 1973. 
This is because an' unpaid debt secureci · by. court remi3ins "on the 
books" for 20 years and is renew13ble once 0 before its· statute of 

. limitations expires. 
statute·-0f limitations. 

Unsecured types of delinquencies · have no 
. . 

The collectibi1ity of a particular tax ciebt 
is often related .to . its age. The longer a ciebt remains on the 

. . . . . 
books, the smaller is the likelihood of it ever being collected. As 

. . . . _.· ·, . 

iilustrated by Table l, of all the Ooµtt secured debt ordexed prior 
to June, of 1984, only 5% or about $6 6 · mil.lion is still considered 
to be c:ollectible. · Furthermore, the collection of these funds will 
likely be spread out over the next 10 to 20 years. 

I 

I 

TABLE 1. 

SECURED DEBT. PROFILE 
A COLLECTABILITY ASSESSMENT . 

$ IN MILLIONS .COLLECTABILITY IN '-
70 ~--'----~~-'------'--'--'----~-'-----'--~--
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0 

CUM VI.LUE OF. DEBT· '270M 

TOTAL .EST'D YIELD 1711M · 

I.NNUI. CO CT RI.TE 17M 

I - RECEIW.BLE D OUTST'G BI.L'-NCE -+- COLLECT I~"' I 

. SOURCE,. TI.XI.TION COD RPT 3/3.1/90 
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One consequence of tax receivables remaining on the books for long 
periods of time is that outstanding debt rolls forward every year, 

. continutng to accrue interest . and possible penalties Ii all without 
regard to its. collectiblity. This practice complicates the 
management of delinquent. accounts and inflates 1::he realistic. yalue 

. ' 
of delinquencies which can or ever will be collected. For instance, 

· the current delinquency balance is composed of the collectible· 
amount of outstandi.ng debt balance which. originated in all pre~ious 
years, less the-debt collected during the current period (on all of·· 
the old delinquent cases), p1us currept year c:lelinquencies. 

D~spite the known uricollectibility of certain tax liabilities, the 
Division of Taxation does not yet have an official write-off 
policy. One presently in draft . would .create the equivalent of a . 
''bad debt" account and remove outstanding tax liabilities from .. 
reporting status ·only. While this will help to report and .clarify 
the value of _the. co.llectible delinquencies the Division of. Taxation 
would still maintain significant·delinquency amounts which are·known 
to be uncollectable. 

An· even more vigorous approach· consistent with private industry 
practices would involve a· comp~ete write-'-off of uncollectible . 

·debts. This type of a policy eliminates .the further need to manage 
uncollectible cases and completely removes the impression of 
collectibility; · It is worthy to rfote that implementation Of a 
write-off policy -~ill requir~ stribt procedural and intern&l control 
in order to protect the integrity of the Division's efforts. The. 
question of a write off .policy is a .management and accounting one. 
Even with a write-off policy tax debts, by law, would still remain a 
legal obligation of the taxpayer (Exhibit B). 

Tax delinquencies have riot,· in past practice, been recorded on 1:he 
- .· . ' ,' 

state; s books . (except in very specific and limited cases) but. are 
maintained only within the Division~ 
that such centralized booking of these 
required in the future~ Regardless. of 

The~e are.however indications 
unremitted liabilities maybe· 
what t:he future holdsl · thes.e 

. receivables go back many years and are growing c1t an accelerated 
rate due to an increasing tax base and other economic conditions. 
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To summa~iie, the nature of New Jersey "unremitted tax liability" 
influenced by a n~mber of factors, among the~being: 

• · the age · of any given . liability,. the .older the less 
collectible; 

• the type of tax involved, those with withholding provisions 
increasing the predic;tability of collection; 

• the timing and types of mechanisms being used to collect 
' . - . , . 

the tax; e.g .. , TACS {Taxation Automated Collection System) 
being very cost eff~ctive but of limited·scope; 

• the aggressiveness of. the· collection processes; e.g., 
. Attorney General's interventi.on and criminal prosecutions 
being the costliest but most effective; 

. . . 

• the size of the tax due, the largest outstanding balances 
receiving the higher priority; 

• the absence of a write-off policy; 

• the.staff resources wllich are available; 

. . . 

• the ability to develop and maintain · state of the art 
technologies; 

• the growth in. the t9tal taxable base; and 

• the cooperation and/or ability bf the taxpayeL to pay. 

Of the.influencing ·factors above, the most significant affecting New 
Jersey"s tax receivable are the age and collectibility of the debts, 
the lack of a write-off· policy, and the diminishing size of·. the 
field investigator staff. Th,e elimination of uncollectible debts 
and improvements of collection. resources will help the Division to 
more effectively focus its reso*rces on collectible cases. 
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Composition of the Unremitted Liability 

The composition of ·the unremitted liabilities by type of tax is 
shown in _Table 2. The sales tax comprise$ some 65\ or $26Q milli<m 
of the total. ·The balance is composed of the income tax at 25\ or 
$100 million, corporate taxes at 6\ or $24 million and a variety of 
miscellaneous taxes. 

TABLE2 

TAX DELINQUENCY 
DISTRIBUTION BY TYPE OF TAX 

. . 

$400M RECEIVABLE; FY 90 

INCOME .TAX · 100 Alli!' 

CORPORATE TAX 24 
MISC TAXES 12 4 ---: ... 

. PERSONAL INCOME TAX 

.SALES TAX 
280 (815,.) 

In 1985, the Division of. Taxation developed a computer-based tax 
case tracking· system with the acronym TULIPS, Taxation Unremitted 
Liability Inventory Plotting System. The system ~as _developed to 

. . . 

enha_nce the division's internal controls and the processing of 
delinquent or deficient · tax cases. Through its review; the _ 

. . - . . . 

Commission found TULIPS and other taxation systems to be weak in 
their capability to provide proper management information reports. 
However, the design of TU_LIPS. has· provided the Division with an 
excellent case tracking system and the means to look at the unpaid 

. . . 

tax pool by identifying where tax debt is in the process of 
collection. 
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Tax liabilities·can be viewed in term of their stage of collection 
activity. The current $400 million delinquency is displayed by type 
of debt in Table 3. Some 18% or $75 million of the delinquency is 
in the form of "secured debt" i.e. cburt judgments have been filed 
against the debtors. The balance of $325 million, 82% of the total, 
are tax cases under various active debt collection phases~ 

) 
I . 

TABLE 3 

TAX DELINQUENCY 
DISTRIBUTION BY TYPE OF DEBT 

$400 RECEIVABLE; FY 90 

SECURED DEBT . 
18% 

$75M 

SOURCE: DIV OF TAXATION 

, <(~,<J~~??/\s,, 
,. :--; -· 

·---~--··· 

DEBT IN 
ACTIVE COLLECTION 

82% 
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Exhibit t: is a simplified· flowchart of the processing steps for tax 
delinquericies. Its purpdse is to show th~ case flow logic of the 
six major ptoce~s steps'within the TULIPS system~ Btiefly, each 
process is described as follows:. 

• 

• 

• 

cas~s in audit are those selected per criteria independert~ 
of the TULIPS system requirements and are entered into th·e 
collection mainstream after review and assessment; 

. . 
case~ under appeal are.those with taxpayer objections; 

cases iri. backlog are those cases which have hot·. meet 
pre-established criteria which help to prioritize 
Taxation's case workload; 

cases in active collection are th.ose under investigation; · 
in pre-judgment, in the automated collection·system (TACS) · 
or other.wise being actively pursued; 

• .special ·actions are those active cases with special 
characteristics such as criminal elements which require 
in~ervention bf the Attorney General; and 

• unsecured backlogs are cases in which other collection 
actions have been exhausted and now court judgments are 
pursued. 

Further supporting a look at the co~position of the tax receivable 
are Tables 4, 5 and 6. Each of these tables focus around the 
detailed processing steps· as defined by the TULIPS system. 
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Table 4 identifies the value of the delinquencies within each of the 
six major processing are~s of the active debt collection phase. 

TABLE 4 

COMPOSITION OF TAX DELINQUENCY BY 
DEBT COLLECTION ACTIVITY 

• SECURED DEBT $ 711 (COURT JUDGMENTS) 

• DEBT IN ACTIVE 
COLLECTION 3211 (COLLECTIONS IN PROCESS) 

$400 

. . -------------~-------------------------
ACTIVE DEBT COLLECTION PROCESS STEPS • 

• BACKLOG S 411 
• COLLECTION 1110 
• IN AUDIT 311 
• UNDER APPEAL 110 
• SPEC.IAL ACTIONS 111 

• UNSECURED BACKLOG 20 

$ 3211 

NOTE: DEBT COLLECTION STEPS ARE DEFINED IN 
TEXT OF ISSUE REPORT. 

Table 5 graphically depicts the value and percentage of each process 
function. 

TABLE 5 -

TOTAL ACTIVE DEBT 
COMPOSITION BY PROCESS STEP 

M'I & .. 
200~----------'--------

160 
160 

100 

49 
60 

16 6 
0 

s .. 
TAX COLLECTION PROCESS STEPS 

- BACKLOG D ACTI.VE IN AUDIT 

UNDER APPEAL milll SPECIAL ACTIONS O UNSECUR BCKLOG 
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Table 6 profiles the age, process status and the amount of tax 
receivables · in active debt collection as June 31, 1990. The 
following observations are noted: 

• debt under active collection dates back to 1980; 

. . 

• debt prior to 1986 has been folded into the 6/85 figure; 

• cases under active collection is the largest area of 
collection activity, irrespective of when the case was 
initiated; 

· • cases under· audit are appropriately concentrated in the· 
most recent 3 years when collection rates are greatest; and 

• fiscal year 1989 represents the most· active collection 
period ($67 million) and fisca1 year 1990 the slowest ($39 

. . . 
million} which reflects.the slow and unique manner in which 
tax delinquencies evolve. 

TABi.E 6 

ACTIVE DEBT PROFILE 
COMPOSITION BY TAX PROCESS STEP . 

UNREMITTED LIABILITY ($M'S) CUM$ 
100 -.-------~------~-------'--T-400 

80 

60 

40 

20 

0 

• INCLUDES DEBT FOR '80-85 

6/85 6/86 8/87 6/88 6/89 &/90 
YEAR TAX CASE INITIATED 

. . -c--i 

- BACKLOG ACTJYE coo AUDIT UNO APPEAL I 
ffiTill SPECIAL O UNSEC BKGmi1l CUM TOTAL . . . . 

SOURCE: TAXATION'S TULIPS RECORDS 

350 
300 
250 
200 
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There are 294,000 cases in the activ! debt collection stages, some 
of which date back to 198~. Within I this group however, 247,000 . 
cases are currently in backlog status. Al though backlog cases 
represent 84% of the entire active wlorkload they account for only 
14% of the delinquency amount. While these backlogs add to 
communications problems which need tJ be. recognized, their low net 
value is a demonstration of the effecltiveness of TULIPS to assist in 
proper case management. And, as in ~he case of secured debt, the 
active debt collection process has ad element of uncollectibility to 
which a write-off procedure can applyl. ·. 

Staffing Impact on Tax Collection Act,ivity 

In the early l9BO's, management in ~reasury/Division of Taxation 
made a conscious decision to trade mff growth in staff for more 
investments in productive technologidal tools such as TULIPS. That 
is, investments in information proce[ssing ~ystems were made which 
would return many.times their initial cost in the form of better, 
faster and more accurate processing ~f tax activities. Many systems 
were developed (Exhibit D) under this policy and all have 
contributed to a processing capabilt ty which is far beyond that 
which existed only 6 or 7 years ago. I 

During this same period of ti= ove~all growth in 
multiplied tax-related workload by several times. I . 

the economy has 
Systems and staff 

support considered adequate only a few years ago are now stressed. 
In addition, the recent economic dowlnturn and the resultant budget 
cutting measures have also taken the'r toll. From June 1988 to June 
1990, filled positions in the divisi~n have dropped by 73 from 1,468 
down to 1,395. Further affecting tlhe di vision's tax processing 
capabil_ities. have been hiring target I decisions through which vacant 
but necessary positions have remained unfilled, irrespective of the 
function being performed. 





. . . . . 

The' rii vision's Invest'ig~tor titles, the .:fit st li.ne of tax colle~tion 
.act;i.vity, ·- have been hit ·hara:. by this.•_ sequence of circu.mstances. 

, Since··the .rece~t staffing targetS. began in -l,988; .the division. ha·s 
lost the equi val,ent of 59 -professional t:ax inve.stigators; T~ere 

. were 26 vacant po:si tioils at the iinplemen1:ation. of the target, 29 new 
~ac8ncies as ·a result of attritlon, and 4 -~taff who will retire by -
year end~ ~h&~tat~~ of ·an ad~it~orial 22lnvestigators~ all ~f •horn 
are eligible·. for retirement, :will further exacerbate. this. 
situation~ Bas.ea upon the di vis ion" s experi~nc·e, each investigator · 
is valued at 10--12 -times . their . salary or. $500,000 in tax revenues __ .·· 
per year~ 

:.· ': ··. -._. ' \ .·. . . . 

·. To combat, this diminishing level •of inve,stigat:ors, 
prepared 'a plan to create paraprofessional , titles 
slack" in collection activities.. These technical 

.the ·divisiori had 
' ' 

to ~take up th' 
· titles would be 

used. to per'form t-he manY . duties that did n~t. requ.i-re tile'. level ~f ·. 
. . ' . ·. - . . . ·. '. : ·. . . . . ,- . 

·. expertise of investigators ( e g., ·inheritance box . inventories, 
taxpayer· service~, .. phone c::ollections via TACS) while at .the sanie -

. . . . . ' ' . 

time freeing up . experienced collection resources. for -especially 
productive field cases:. It. was estimated. that 80 technical -title~ 
would be necessary · to perfor~ routine tax ... funct-ions. This 
initiative was not supported ill the budget: process. 

A view shared·.· by both .Taxation and .· the $ociety. is that this ·· ·. 
Division, an·a in particular its tax collection areas, S}lould be ... 

. e~empted ·· f tom. acr,oss th~ boa.rd staffing targets. ·. Hiring targets .. 
generally result from revenue· shortfalls and it seems contrary to 
sound business practice to add to -.this problem. by reducing the> 
collection aim of gover·nment. The. State .Auditor~·· in its rep6rt of .·· .· 
October 1-2; ·1990, on Selected T·a:xes, ·. recominended that the ,Department 
of . the Treasury .conside~ Increasing the•, audit· and . investigative 
staffing ievels. While the Commission supports those concepts, it 
is not able• to en.dorse · them without furt-her .· review. ·. The Commission 
would encourage furth~r debate ~nd resolution of this issue. 
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Swmnary Observations of. the Tax Delinquency Issue 

Tal:>le 7 'di splays. the lasf 5 ye~rs ·ofi:tax · delj_hquen.cy: ,and'· collect:iOil' .•. 
history/ The fol lowing observations. and expla~ations are pe:rtin~nt: . 

. . :· ., . 

1. .·· The va1Ue of tax. delin~uencies .have been· g~Owlng · anll~a11i, 
from ~ome $259 million at the end Of fiscal ·ye·ar 1986 . to' 
the currerit $400 mi'1liori Jn 1990, a growth ~f 55% over the 

·. period. Excluded from the :g~raph however/ is t·he growth :in 
the tax collection base over the same period, 1,1p some 62% 

· .. f iom $6. l billion in 1986 to $9. 9 billion in. 1990. ·· After 
adjustment f6r this growth: the rate of delinqu~ncy ha$ 

· -remained r_elatively ~ortsi~nt at about 4% of .the estimated··· 
annu~l tax reven1,1es. 

FY 

FY 

FY 

FY 

FY 

Estimated · 
Tax Revenu~s* 

{Billions) 

1986 $6.1 .. 

1987 $7.7 

1988 $8.4 

1989 $9. 5-

1990 $9 •. 9 

Tax· 

.• D~linqUency .· ·-.. 
{Millions)· 

$259 

.. $201···. ' 

$319' 

$354 

$400 

* Source: .qovernbr's B~dget Mess~ges, i986~1990 

. . 

Delinquency .··· 

as \of ease 

.4.2% 

..• 3 .7% 

3.7% 

.:L1i 

4 .• 0% 
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2. The effective collection rate has dropped from 77% in 1986 
to an estimated rate of 60% in 1990. While this suggests a 

' decreasingly effective collection process·, included in 
these numbers are the steadily growing number of 

. uncollectible cases. If the estimated $130 million. in 
delinquent but uncollectible accounts were eliminated in 
fiscal year 1990, the effective coll.ection rate would be 
near 90%, with $240 million collected out of. a collectible 
pool oi $270 million~ 

3. Delinquent tax collections have remained relatively stable 
over the same 5 year period ranging f_rom $200 million 
collected in 1986 to $240 million in 1990. As. noted in. 
Table 7, the tax amnesty program contributed $53.8 million 
in unanticipated revenues to_ the fiscal year 1988 . 
collection. NOTE: $130 million of the total collection of 
$183 million was anticipated and incl~d•d in the fiscal 
year 1988 revenue estimates. 

The amnesty program applica~ion per~bd ran for a period of 
90 days from September 10 to December a~ 1987. In addition 
to providing delinquent taxpayers an opportunity to satisfy 
long-standing tax obligations, the· end of the amnesty 
period marked the introduction of new civil and criminal 
penalties and a more vigorous. approach toward tax 
enforcement policies. 

TABLE 7 

TAX DELINQUENCY 
COLLECTION HISTORY 

'It COLLECTED . S OWED/COLLECTED (M's) eoo ..,;......-----------.--,----,--,-100 
• INCLUD.IS 114M FROM 'IIIX AIINIST'f 

400 

300 

200 

100 

0 

I 

77 re · 

JUNE 
88 

JUNE .. JUNE JUNE JUNE 
er I ea :I 89 · eo 

- 'AXES OWEO TAXES COLLECTED -- • C:OLLECTEO 

10 

ISO 

40 

20 
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TAX INTEREST AND PENALTIES 

As part .of its rev.iew for this report the Society was asked to 
comment upon the appropriateness of·· New Jersey• s interest and 
penalties charges for delinquert taxes. Generally, New Jersey 
currently charges . interest rates tha.t - are 5%' above the prime' rate, 
adjusted quarterly. The penalty structure is basically 5% per month 

. . 

up to 25%. No interest is paid on refunds other than gross income .. · .. 
tax. In . reviewing other states the Society found that the only 
states with higher interest rates ( at this . time) are those who 

. charge flat rates of 18%. Those states also pay interest, normally 
at 12% on refunds. Therefore, the - Society believes that New 
Jersey's_ charges provide ample financial incentive to pay New Jersey 
debts. 

There is a movement by some national organizations which s~pport 
taxing authorities paying interest on refunds due as a measure to 
assure their prompt and timely processing.- The rationale for such 
action is to provide equity in the tax rules and to encourage taxing 
authorities to utilize the need for these payments as a measure of 
their performance. The New Jersey Society. of __ Certified Public 
Accountants supports this position. 

There is· however, some feeling within the NJSCPA that Taxation's 
delays in responding to taxs correspondence may detract from the · 
incentives provid_ed by the interest charges. Additionally the. 
Division is encouraged to continue implementing procedures which 
would expedite _ the _ penalty abatement· process by removing the 
requirement for_ appeal. An improved process would assist in moving 
cases out of receivable and into collection. 

The Governor's Management Review Commission is not prepared to agree 
_ with the Society on the issue of refund interest al though it 
supports the timely and. efficient delivery bf all tax seI'vices. 
Without studies of the fiscal impacts of such policy and without 
assurances of · proper . staffing at the Division the Commission 
believes that such a policy would not be in the best in_terest of the 
public as a whole. 





CONCLUSIONS: ·. 

- A number of concTu~i.bns: can. be·. drawn from this ana'iysis .. of 
delinquent 'ta:x:es· and thei~ collection_.; _'They ar:e( 

• The II tax r~~ei '1abl~H · is not · a hidden •·- sou tee of tax 
' •' ,._... ., '_.· -· ·:-.· . · .... 

revenues. It . is an expected and managed cc:m~eq\lence ;of -tax.·. 
. . . . . 
col.lection. ·_·. 

.· . . . 

. •· Ta~ delinqu~ncies are _growing along with the base. of tax 
·collections. This is _a natural,: uriderstanda-b!e: ~ons~q~en,c~ 
of gro~th,_ •. ·• 

• The Division of raxc1tion· is doing a· creditable job o.f > 

collecting . delinquent··. taxes.' .· .. Excluding • unco11$Ctlbles' ·. 
effective delinquency: colle_ction• rates · of . 90% · can be .. · 
supported:-

• Uncollectible ·taxes· are beg'inning to. ~eriousiy impair an 
. ··. . ·. . ·: :.- ·. 

accurate· assessment·. of tij:x: -··. d~liriquericies. -... The 
implementation.·. of an effective writ:e~off .. policy would 
significantly .. less~n-. -the ···•._._incidence_·. of faulty •. · 
interpret~tions of the "tax receivable" .. 

. . . ~- .. _ 

• Without·. action, staff attrition in the Division's·• 

• 

. - . . 

investigator . ranks may hc1v~ negative consequences. as 
exp·erienced.tax collection staff. resources dwindle~----· . .. . . . , .·· .· . . ' . ·' . . . . . 

. · .. ·. . . . .. ' .. 

The "TULIPS" .• system for trackin~ .·tax: delinquenCies . lS a 
major improvement . qve~ .· former methodologies~ Futther ·.· 
improvements in management systems .modules would help to-·_._· 
improve· the aggregation,._·· di~plar: and - interpretation of 
performance data.-

; ·. ' ·. . .·· .. 

• The con~:i.11ued< development> of tax proces-sing system 
enhancements .. toe take . advarit~ge '• of technolog ica i ' 

. advancert1ents such a,$ digitiz-~d irnag:i.ng qnd ~lectronic 
filing would: be-·· beneficia:L· 
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RECO.MMENDA'l'IONS: 

The recommendations which follow are a derivative. of-the conclusions 
reached ebove. Additional . documentation has been provided to 
further support the •rationale aro{ind which the recommendations have 
been constructed: 

Write-Off Policy 

Recommendation: 

The Division of Taxation, in cooperation with the Director of Budget 
and Accounting,~ should develop and implement a write-off policy to 
purge the taxation reporting ~ystem of unc611ectible debt. 

Discussion: 

Much has been said about the extent of uncollectible taxes in the 
present base of "unremitted liabilities". In the area of secured 
debt alone (Table 1), $195 million of th.e $270 million identified 
will never be collected~ The continued existence of these known 

. . . . 

uncollectibles in tl;le delinquent tax base seriously distorts the .. 
effectiveness of collection efforts as well as. inflates the 
pot_ential yield from delinquent accounts. 

· Fiscal Impact of a Write~off Policy: 

There is no fiscal impact expected from the implementation pf the 
procedure. There·is a payoff, however, in the proper valuing of the 
tax delinquencies and the . removal of i.mcollectable cases from .th.e 
management of the collection system. The administration of tax case 
monitoring would also be Simpl~fied. 



' 
' ' ! 

' ! 



Investi~ator Staff ~t~ritioh 

Recommendation_: 
. ·. ·. _.-....... ·· >··.- · .. ·. : ' 

. Steadily decreasi11-g investigator.' resources are 'lirriitirig revem1e ._.· 
_ col iections.. · A comprehensive review of tax~tion. investigator 
requirements, ·- technical 'assistant title plans and hiring target ---_--
policies should be conducted. -s,taff~ should_ be supplemented as 

-warranted. 

_ Discussion: . . . 
. :· ··. _ .. _ ,.' ·... ··:··· .. :· 

· The Special Procedu~es and Investigµtions Activity of the Division _.·. 
-- of Taxation is the. focal point for de1inq~ent tax ··collections jri_ the 

s-tate. It· is in this unit_-_ that active enf:o·rcement -acti.;,i ties begin 
and -tax_ col_le~tion act~vities are e5~ecially productive. Three· 
factors hjve limited the productivity 6£ this rinit: 

- 1. . High staff attrition rates; 
,-, . . .- : .. · '._ .. -·. . :_. _· ,:__ . ·. 

2. E~ternall~ £~reed hiringpolici~s; ~nd -

3 - The -· inability to implement·. th.e . crea-tion of· nE?w 
paraprofessional j~b · titles which wo.uld significantly·-·-
enhance collection efforts . 

. - . - . . . ·-_. . . .-... ' - . 
. . . . . . .·. ·- . . . 

The-impact of needed in;eitigatoi resourc~s go 'beyond the collection• 
. of- ~nremi t'ted taxes. Investigators are also 'required for' further -
tax initiatives which: have not been implemented to da,te because_ of · 
staff shortages. ·_. Among these·. are' sales tax losses_ from mai 1 oi:dei;' 

. sales, flea markets sales,· trade or specialty shows, .· casual boat --
. .- . . : . . . 

sales, high~ticket items sold along New Jersey borders· and use taxes· 
- on construction material coming to .this country from abroad.·. These 

examples .represent areas of significant revenue loss. 
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The Commission supports a debate and further review of the broader 
issue related to staff reductions and across the board hiring 
targets within the Division of Taxation. From a practical viewpoint 
one would be hard, pressed to disagree with the sentiment of the 
Society and others . that the state must protect is revenue arm in 
order to deliver iti services in other areas. On the other hand 
however, there are significant personnel and technological 
alternatives that need to be incorporated lnto th~ decisiori making 
process. 

Fiscal Impact of Additional Collection Resources: 

Bas·ed on the Di vision of Taxation's calculations, the net payba9k to 
the state from an investment in an additional 59 investi~ators and 
80 technical assistants would approximate $40 million annually. 
Total sal~ry costs to effectuate this return have been e~timated 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. 

Privatization of Certain Collections 

Recommendation: 

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



,, 
i 



Disct1ssiori: 

The issue of the utilization of private collectiori methods to 
-·• augment division staff ls 'not a new One .. Initlatives along the~~ 

lines have been·- attemptec;I i~ the. past-, but. all have been thwarted by .. ' 
the following: 

• 
. . . 

. The. inherent. confidenti~lity of tax infonnation. and t,he 
possible. Jack· of authority t<? disclose such information;. 

- . •.. . 
.- _,. . . 

• The questionable authority for the appropriation' of funds 
to pay for these services; and 

• The inde~errninate leve-1 Of inf ormationa1 support - which , 
. would be required of the oiJisid~ of Taxation to sustain 

.... >private col lectipn ef f c,rfs .· 
· . ... :', .·,_. :; :-::· ... 

·Two different kinds of outside collection services are teletant and 
. . . . . - . 

can be considereo; the _ traditiorial ·(:Ollection agency service with 
expertise· in generic;: collec:::tion · procedures,-· and legal; firms 
specializing in collecting on 'cases ~ed~c~d to' judgments. In eithet 
case, payment · for · services.· rend.ered . could take·· the form of 
contingent fees, · or a percentage of taxes collected/ • 

Some states including New York and Missouri p.resently use private 
collectiop. ·agencies. to s-~pplemerit. the ·collect.ion of delin~uent .· .· 
taxes. · ·_While little irtformation is available · as to how · these 

. . ' 

· efforts are structured, 
·state• s statutory limits 
of effectiveness. Given 

. they . are belng carried. . out within eaCh. 
. . . . . . ,.. . . . ' . 

and. apparently. with some· r'easonable measure 
.the- continuou~ depletion of _the Division of_ · .. 

Taxation Is. internal investig~tion -r.esources i private resC>lirces may. 
pro~e a vi~ble ait~rnative. 

. ' . 
. . . . 

Implementation of a pi lot project· may require. legislation and the 
·_· subseqli~nt modification of Taxation; s internal 'procedures. Although 

such a ·pi lot is · seen i;iS a supplement· to -internal collection ~e·thods 
it will· ;equire staff and admin,istrative suppbrt. It is recommended 

. . 

that steps be taken to permit a suppoxted te~t of this alternative 
cpllection method arid that llleasures · be developed to judge its 
success. 





Fiscal Impact of Private Collection Agen6ies~ 

The potential yield from the use of collect.ion agencies is 
indeterminate; but certainly promising .. _· As Taxation's investigative 

. . _. . . ' ' . .,_.. . ,'., 

resources have dropped, the Divisio11 has readjusted i~s selection 
. ' ' ' . ' ' . 

criteria for case<priori ty to insure that the pr()ductivi tY pf its 
investigators remainE! high. . This policy has had the effect of . 

. . . ' ' . 

raising the number and value of unremitted liabilities in the . 
backlog and has created more and larger opportunities for externa1 
collection sources. 

Credit Bureau.· Access 

-Recommendation: 

. ,' . . 
Taxation should_ test the revenue potential from participation in the 
resources of credit bureau organizations with national networks such 
as TRW, RCA and others. 

Discussion: 

Although no endorsement is intended, TRW.is an example of a 11ationa1· 
credit organization which maintains a comprehensive database of 
credit files on individuals · and organizations throughout the 
country. Access to this database al lows users to search and load 
information. 

The TRW database includes thousands of user organizations some of · 
which are public~ Taxing authori_ties using the system· include the 
California ·Franchise Tax Board, the States. of Hawaii and Idaho and 

. . . 

the Federal Internal :Revenue Service (IRS}. _The IRS is said to have 
been accessing the TRW database·. for a long time while California has 

· particiPated for some 6-7 years. The New Jersey Higher Education. 
Assistance Authority, while not a taxing authority, also uses the, 
TRW system. for attempting to recover costs on defaulted stµdent 
loans. The system is reported to be very effective as demonstrated 
by the California experience detailed in Exhibit _E. 
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Use of a ciedit bureau takes either -0£ two forms. The first ~s an 
active search, on a case by case basis, for asset data which was 
previously unreported and unaccessible. This approach does not 
reveal any taxpayer records to outside sources and is therefore 
least likely to compromise taxpayer confidential,! ty. It is this 
approach that is now in .use in the State of ~~lifornia. 

. . 

Search access to such databases · would provide a rich· source of 
information on assets of delinquent .New Jersey taxpayers, wherever · 
they might reside. The ability to gain this information would be 
particularly valuable i~ helping to determine the. collectibility of 
cases and support the write-offs of others. 

. ·. ' . 

An alternative use would involve ·•loading the state's database· of 
delinquent · taxpayers onto that of a credit bureau's.· In this·. 
instance, New Jersey's unremitted.taxes become a part of the credit 
record of all pertinent files ·.and. routine credit checks for mortgage 

. . .. 
·. applications and the like . are flagged and denied as unsatisfied 
debts to the state are revealed. Tax payment would then be required 
prior to further processing of these ap{>lications. THIS TYPE .OF 
DATABASE USAGE IS SPECIFICALLY NOT RECOMMENDED .. Any benefit which 
could be derived from this usage is significantly outweighed by the 
potential 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 Division of Taxation does not·presently access these types of 
databases.· A ruling from the Attorney General was reque~ted on this 
issue two years ago. A response must be demanded and participation, 
if appropriate, begun. 
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Fiscal Impact of CredJt Bureau Access 

The capital cost of implementing the TRW type searches would be very 
minimal and primarily consist of terminal and connec~ion char~es. 
The Division wou.ld then pay a user fee on a pet inquity basis. The 

.. . 

~·payback, 
large. 

though not readily quantifiable •• is likely to be quite 
California has experienced a return of some 20 times the 

cost since beginning participation. TherE:? is no reason that New 
Jersey should expect any less. Participation therefore, could mean 
an additional $3.0 million in revenue annually. 

TULIPS Tools 

Recommendation: 

The management information systems module of the TULIPS system needs 
to be further developed in order to improve the quality and 
timeliness of information available to division and state management. 

Discussion: 

The TULIPS system (Taxation Unr~mitted Liability Inventory Plotting 
System) is but one of the many computer-based -tools impleme.nted by 
the Division of Taxation over the last 6 years. The inte.nt of this· 
and similar systems is to improve the effectiveness of internal tax 
processing capabilities as well as to reduce the labor intensity of 
these efforts. In general, the TULIPS system has accomplished both 
of these intended goals. The attendant management · information 
systems module, however, is inadequate. It needs to be redesigned 
such that it can effectively and economically provide statistical, 
graphical and performance measurement data to division and E;tate 
management. This is not the case at ptesent. Coi;tly, special 
procedures are now required to produce what should be routine, 
fundamental information. This situation should be corrected. It is 
recommended that a priority.budget package be developed to address 
this need. 
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Fiscal Impact on TULIPS Management Module: 

The cost of the development of an effective management information 
systems module ._is e·st imated at less than · $1 mi 11 fon. Whatever the 
cost,. the inability -0f division and state management to ta~e quick. 
correction action in situations dealing wit~ hundreds of millions of 
dollars is a significant omission. A study to define user 
requirements, quantify costs and recommend the most desirabl.e 
systems design approach to be taken is in order. 

New Systems Development·Efforts 

Recommendation: 

The Division of Taxation should continue the design and development 
of new tax processing systems to enhance productivity. 

Discussion: 

The Di~ision of Taxation's success with systems development efforts 
have been mentioned previou~ly and are identified in Exhibit L. The 
product df these efforts have ma~e it possible for the division to 
cope with the workload demands -of an ever-growing tax base. In 
part, the success of these efforts has been due to the a~vantage 
gained in applying new technologies to existing work requirements. 
Much more needs to .be done, however, particularly to the f rorit-end: 
of the tax collec~ion process where returns and remittances are 
still manually processed. These manual processes include everything 
from opening mail, extraction of the return and successive 
screening, batching, numbering and deposit processing functions. 

These initial tax processing steps can be simplified via electronic 
alternatives. For example, many businesses are currently automated 
and are taking their electronic infor~ation, reducing it to paper 
and mailing such to the Division. Taxatioh then takes the paper 
return and key enters it to their electronic database. 





. .,.. · .. ·' . 

Electro'nic filing has the capaci~'y: t6: ·redu•ce thiS unpi°oductive paper 
pro,cessirig 'while at the ~ame ; tim~ reducing the 'oppottimit:\T'f~-~ key .• 
punch error. . . Other' examples 'include the JlS~ :ot . di~i ta1> im~ge ·, 
pr()~essing techrtigue~ _for' capturing:~••.·. stoiing and ret:rie~ing tax 
information;. the electronic ·filing ?f-):ax·· returfrs which·. has huge 
potential, in the -mo've' toward non:...paper ,' rnedla; .ele~tronic ftiilds ' 

'transfer '(EFT)' techniques would enable 'the'direct acceptaride •of' tax 
payments; and bro~d~r . app{icai:ions . of· optical oisk techricH-ogy:.·can .-.• 
'further build onthe base of kno~led~~ already est:ablished~ >: ' 

Fiscal Impact on.New System~ Devefoement ·.~/ . ·.. . .. .. . 

The division estimates t.hat .ah aggressiVe -p~ogram of innbv~fion 
would · cost appro~imately · $4: O· · ~i Ilion over ·three years. '· . Many .··• 

' advantages would res~lt including cash' flow.•·, improvements du~ to 
electronic funds transfer',. improved taxp~yer. service :~s a result of 

'quicker processing of- retur~?,; -sigrdfic,Bnt red\lctfon .. iP 'key punch 
erroxs and thei,r .eventual co-i'rection in the sy~tem> N~W systems . , . . •. . . . . ... · ,, - ., . . 

wouid also allow the elimination 'of-many f-ront-e:n.d operation; and 
' the reduction of about' hBlf of ihe i,ntermittent : emploree~, now' ' 

. ·. ' 

.supptementing _- permanent staff. .. The· .. staff eliminations themselves> 
would r~~tesent an annual saving~ of some $3. O million arinual;Ly. ·- A .· 

• • _._. I '. • • • • • • • ,, • • • ' • • • • • •\ 

policy of _ c'ontinuous investment' in improvements, in tai: proces~irig 
methodologies. would protect and enhance t.he · tax .cQllect'ion 
capabilities estaplished to. date., 

"l'axpayer Ombudsman and Bill O'f • Rights ' 

Recommendation:· 
-.. , : . . :· - . 

: : .· ... " . ·. - . ' ' '·: ,·. . 

'.·A foc::~l point fo.r taxpayer as~istaric¢ a~d. information, . a Taxpayer · 
Ombudsman, has emerged ln various states. A review of the relative 
merits of such a poSi tio~ in New Jersey is recommended and should 

·· include full fiscal and organizatiortal ,i~pacts.. . .. 
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Discussion: 

Over the last few years, severar states have taken the step of 
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 fair tax treatment under the 
law and to establish a point within state government through which 
grievances could be aired and differences resolved. Some of the 
specific res~onsibilities assumed by the Ombudsman of other states 
include: 

• Investigate and facilitate the resolution of taxpayer 
complaints; 

• Identify confusing forms, procedures laws or regulations; 

• Develop taxpayer education programs; 

• Stay enforcement actions which would result in irreparable 
harm; and 

• Furnish each Taxpayer with a written statement of rights (A 
Taxpayer Bill of Rights). 

Relative to a "Taxpay'er 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 legislation which address taxpayer's rights and 
two others have provided for the same under administrative 
procedures (Exhibit F). The Internal Revenue Service has also 
adopted a Taxpayer Bill of Rights. The adoption of similar 
legislation in New Jersey could begin the process of building a 
better relationship with the taxpaying public as well as being ah 
effective sounding board for the continuous self assessment of 
internal taxing policies and procedures. It is recommended that 
consideratiori be given to the creation of both an Ombudsman's Office 
and a "Taxpayer's Bill of Rights". 



I 
I' 
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The Commission does however caution that the creation of such an 
office requires fiscal, personnel and systems support. Ttiere are 
also a number of organizational impacts upon Taxation and these 
should all be fully addiessed in the review. 

Fiscal Impact of Taxpayers Ombudsman: 

No fiscal payback is anticipated from the implementation of this 
recommendation. Payback would take the form .of improvement in the 
relationship between taxing authority and taxpaye~. 

Reporting of Tax Receivables 

Recommendation: 

The Division of Taxation should provide the Division of Budget and 
Accounting with its account receivable data as recommended by the 
State Auditor. 

Discussion: 

A recent finding by the Office of the State Auditor in its report on 
Selected Taxes (October 12, 1990) noted that the Division of 
Taxation has not on a timely basis informed the Division of Budget 
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 in the current year and overstates 
revenues in the subsequent years. 

SUMMARY OF RECOMMENDATIONS 

In summary, the Governor's Management Review Commission and the New 
Jersey Society of Ce:i;-tif ied Public Accountants recommends the 
following: 

• The development and implementation of a write-off policy 
for uncollectible delinquencies. No fiscal impact will 
result. 



i' 
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':.A cbmprehenslve review of. investigator 'arid . technical 
. staffing . requi remehts ·. - and.·_. supplement.· aoditioris '.as 
reqfaired. The net fiscal. impact• of the recommendation is·. 
est~mttea ~t $j7 million~ 

. . . 
. ·. _ .. · . :. 

Development and impl~~ent_ation of a pi lot proj ec~ tor the 
. privatization .of. c·ertain delinquent tax collection. The . 

net .. · impact of this recommendation is not q~antifiabl~ arid ... 
. . is to be clemonstr~ted' by'the pilot pr~fect.' . . 

. . . . . . . . . . . . . ., . . . . ' 

-Utilization of credit information services, currently used .. 
· .. · .. by the IRS and other states' (for f?earch only' purposes) to 

assfst. in the collection of o.eli:~quericies aru:t the· rating of .. 
The net . impact ·.of. this . recommendation is' .... write:-offs. . . . 

est'im~t~d at $3.0 million an~ually. 
. - . . . . 

• • • • I • 

. . . . . . . .· ' 

·· Enhanc_ements to . the . management inf Ormation .. components of 
· TULIPS a'nd other Ta:kation -~ystem~. ·. The '.net fiscal Jmpact . 
of this recommendatio,11 ·. is 'not quantj,fiable. •. Estimated cost 
of the enha'ncements is .$1. 0: mlllion. 

. . 
. . . . . ., .· 

• · The des.ign and··. development .· of ·· new, st,ate7 of-the...;art · · 
.. technologies tO enhar1ce. revenue. collection~-.·. :The. savings c,f 
. this recommendation for staff alone is estimated St $3. 0 . • 

•. 1 ; . • - • ,. • . . • ' • . ·• • • •. 

mil. lion annua1 ly, · Estimat~d. cost of· the enhancements is 
$4.0 million over 3 years. 

• · Review of-· the benefits and . impacts . of establishing an 
office. of Taxpayer. Ombudsman. The . net fiscal impact c,f 
this .recomrciendation is. unknown·· b~t shou.ld be quantifiable 

. .-
through detailed study. 

• The Division of Tajration shquld provide the Division of 
Budget and ACcounting with its accot:int receivable data as·• . 

. . . 

recommended by the Stab:! Auditor 

. . . 
As quantifiable,, the recommendations presented within the repo,:t «ind 
as summarized above haveilet benefit tothe state Of$41 mil~ion. 
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JIM FLORIO 
GOVERNOR· 

OOUGL.AS C:. BERMAN 
$1'ATE TIIEA5URiR 

5TATE·OF NE'W JERSEY 
DEPARTMENT OF THE TREASURY 
OFFICE OF' MANAG£M£N'I" AND BUDGET 

- CN 221 
TRENTON. NEW JERSEV 08125-0221 

TO:· Paul Finocchio, Management Analyst 
Office of the Governor 
Governor's Management Review Commission 

FROM: Stephen D. Rohru, Manager0T:i-
Financial Reporting . 

DATE: August 14, 1990 

SUBJECT: Delinquent Taxe• 

:u:BIBITB 

RICHARO F. KEEVEY 
Dl"'ECTO" 

AND STA.TE COMPTRO.LLER 

This is in response to your July 30 memorandwn concerr,,ing delinquent taxes. 
-

It is correct that receivables must be both measurable and available in 
order to · be i::-ecorded in accordance with generally accepted accounting 
principles. At June 30, 1990, two receivables meeting this crlteria from 
the Division of Taxation are being recorded; Cigarette Tax in the atnount of· 
$17.9 million and Inheritance Tax in the amount. of $13~6 million. I have 
attached copies of the documentation received from the Division of Taxation 
as well as our input document. · 

Circular Letter a~-1~ provide$ the procedures for all state agencies, 
including the Division of Taxation, to request the write off of 
uncollectable acco1.mts receivable. Such write off, if approved, is for 
accountin& e_ur_£oses only and in no way absolves the debtor from i1abilitf, 

Requests for write off of receivables are reviewed by the office of lluuell 
R. Hart, Director of Fiscal and Resources, Department of the Treasury, CN 
211, the successor agency to the Office of Financial Matiagement stipulated 
in Circular Letter 85-16. Questions concerning historical requests and 
disposition thereof for the Division of Taxation -should be directed to Mr. 
Hart. 

If you have additional questions, please feel free to contact me. 

bh 
Attachments 
c .Richard F. Keevey 

Francis C. Gatti, Jr. 
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Division of Taxation 
Information Process:ing Systems 

EXHIBIT D 

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

2. Taxation Autoinated 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~) 

3. Taxation Unremitted Liability Inventory Plotting System 
(TULIPS) An internal case tracking system that virtually 
eliminates the need to manually create and track taxpayer cases 
throughout the division. 

4-. 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.) · 

5. 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 particularly 
cumbersome. · 

6. Tax Record Image Mechanization System (TRIMS) - A high-volume, 
opt ica 1 image storage-based device provides for the capture, 
storage and retrieval of tax dobuments with the speed, quality 
and accuracy not available formerly. Continuous refinements in 
the use of this new technology are planned. 

7. Wide Area Communication System (WACS) - A system designed to 
provide high-speed telecommunications links among the three 
taxation f aci li ties located in downtown Trenton. Reliance of 
new technologies (microwave and fiber optics) has reduced the 
amount of physical cabling usually involved and has 
significantly improved communications between the three tax 
processing facilities. 

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





EXHIBIT E 

CALIFORNIA CREDIT BUREAU USE 

General Facts 

. California General State F~nd Budget ......•............ $64B 

Revenue Sources 

Personal and Corporate Income Tax Revenue ........ $35B 
(Administered by the Franchise Tax Board) 

All Other Taxes and Fees ....... ; .......•......... $29B 

(Administered by S.tate Board of Equalization) 

Delinquent taxes on Personal & Ctirporate Revenue ... $ 1.6B 

Credit Bureau Facts 

. Credit Bureau Usage ........ TRW, Trans Union, RCA, & Others 

. History of Usage ....................... 7 Years 

. Budget for Credit Bureau Service ........ $250,000 

Staff Supporting Credit Searches ... ; .... 5 Clericals 

Method of Use ..... Using the social security number, the system 
searches the Credit Burea~ files for assets of the 
delinquent taxpayer. No state records are turned over 

to the Credit Bureau. There were no confidentiality 

issueB raised through this type of use . 

. # of Inquiries Annually .................. >100,000 

. Matches to Inquiries~ ....................... 76Z 

. Value of Collection Service ............ 20:1 or approx $SM annually 
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DllIBIT F · · . 

- TAXPAYER BILLS OF·. RIGHTS: . · 
. . 

A COMPARiSON oF·s·TATE AND 
~PERAL J>ROVISIONS . 

Federation of Tax Administrators · 
444 North Capitol Street, ~.W. 

Washington, D.C. 20001 

Research .Report No~ 132 .· . May 1991 





Tazpayu Billi of Ri61w 

TABLE 1-

/tJRDN Qli(qpia1 1:1.mii DliDml 1DdilDI IIDIII Muyland 

Lepladoo HB 1522 AB 2833 Policy HBllOO HB'l546 HB2033 Policy 
AB 2788 SB 1424 

Effecd¥edlle 12/11/89 1/1/89 9/1/89 1/1190 10/30,'89 7/1/89 1/1/89 

Tuel '°'erod' All •Sales ct Use All All All All Income, 
••All otha' Sales& 

Uae, 
Admissions --
and 

Amusement. 
MOiar 
Fuel. 
Alcohol& 
Toblcco· 

Ombudsman crealed No Yes Yes Yes Yea No No 

Annual report requiled No Yes No Yes Yes No No 

Agmcy employees not Yes Yes Yes No Yea Yes No 
evaluared on bui.1 
of enforcement quotas 

Taxpayer bu rlabt to: 
Record blr.erviews; Yes Yes•fNo•• No No Yes No No 

lnsrallment plans Yes Yes•fNo•• Yes Yes No No No 

Agency advice Yes Yes No Yes No Yes No 

Representation Yes Yes Yes No Yes No Yes 

Sue Yes Yes No Yes No No No 

Aaomey fees No Yes No Yes . No Yes No 

Procedural instruction Yes No•tyes•• Yes No No Yes Yes 

1 California enacted separue CP.payer bills of rights applicable, respectively to the Board of Equalization and lhe Franchise 
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Tu Bmrd. The provisions of these bills do have minor differences. 
-1 .. All" designaaes all IUes adminiSlercd by the tax agency. 
, Preexisting condirion. 
• Board of Equalizalion 
• • Franc hue Tax Board 





-STATE TAXPAYER BILLS OF RIGHTS 

~issouri 

Policy 

11/1/89 

Income, 
SaJes &: Use 

No 

No 

No 

Yes 

No 

Yes 

Yes 

No 

Yes 

Yes 

~wYart 

Policy · 

i215189 

All 

· Yes. 

No 

Yes 

Yes 

Yes'-

Yes1 

Yes 

No 

No 

Yes 

, 

· New York 
Cia 

Policy. 

10/30/89 

AU 

No 

No 

Yes 

No· 

Yes 

Yes 

Yes 

No 

No 

No 

SB 147· 

1/1/90· 

Income, 
Sales &: Use, 
Corp. Franchise, 
Pers. Property. 

Yes 

Yes 

Yes 

. Yes 

Yes 

No 

Yes 

Yes 

No 

Yes 

HB2209 

-
10/3189 

All except 
Real Property 
and Personal 
Prope,ty 

No 
No 

Yes 

Yes 

Yes 

Yes· 

Yes 

No 

No 

Yes 

Sowb 
Carglinf 

S8202 

1/1/90 

All 

Yea 

Yes 

Ya 

Yea· 

Yea 

Yes 

Yes 

Yes 

No. 

No 

Tmrpa,v BUI., of'Jli6ht1 

Soudl 
.12uma 
S844 

7/1/90. 

Allm:cp( 
lnllelillace 
Tua· 

No 

No 

Yea 

No 

No 

. Yea 

No 

No 

No 

.No 

Illll 
. Pc>liey 

9/1/88 

All 

No 

No 

Yea 

No 

·yes 

Yes 

No 

No 

No 

Yei 
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Ta:lpayer Billi of ~h:• 

State 

ArkanlU 

California 

Hawaii 
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Table 2 
State Taxpayer BIiis of Rights 

Unique Provisions 

Other Provi1ion11 

Taxpayer has the right to: 

• Full explanation of all actions by tax agent during an a'1clit and durin1 collection 
activities. 

• Request an administrative review of any proposed assessment of tax within 30 days 
of receipt of assessment. · · 

• Request a review by the Commissioner of an unfavorable adminiatJ'i.tive decision 
within 20 days of receipt of decision. · 

• Appeal an unfavorable decision &om the Commissioner to Chancery Court. 

• File an amended return for credit or an overpayment within three yean of original 
filing date or two years from the date the tax was paid, whichever is later. 

Franchise Tax Board and Board of Equalization ate required to: 

• Develop and. implement a program to evilluate an employee's performance on 
contact with taxpayers. 

• Develop a plan to reduce the time required to resolve petitions and claims. 

• Refrain from knowingly authorizing, requiring, or conducting any investigation or 
surveillance for non-tax administr~tion purposes. 

· • Allow settlement of tax disputes of $5,000 or less. 

• Notify taxpayer 60 days prior to suspension of a corporation's rights, privileges, and 
powers. 

• Grant taxpayer an extension 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 questions, freedom from red tape, and freedom from 
harassment or inappropriate contact. 

• Protection from unreasonable estimates of tax liabilities that are larger than previ-
ous tax liabilities. 

I 
i 
I 
I ; 
I 





State . 

Illinois 

Indiana 

·· Kansas 

Maryland 

'•' 'T~pqyer Billa of Rights.· 

• Oth.~r Provisions'. 

.• Three-year statute. c,fHmi~tion ·on refunds'. 

• Sign an agreement to allow an·.extensiori ofthe statute ofHmitation .. · · 

i • • Meet ..vith the auditon~ dis~uss ~y clisagreement with usesiments. · 

·. • In~ormal hearings with the Board or Review :after filing an appeat. 

• A public hearing on all proposed administriltive ~ies adopted under the Hawaii··. 
Administrative Procedure Act. ' ' ' ', ' ' 

• Look at personal.tax records,includingtaz retums;audit fil~s, and collection tiles. 
. . . . 

• .· Tax~ayer, information seryices. ·. · ... · 

.·. Taxpayer has the right to: 

•• . . Receive an ~utomatic extension if extensio~ has been grantecf tor. filing or federal · . 
return. 

Taxpayer has the right to: 

Not be i~ v~stigat~ or •surveyed unless ,these actions are related, to the adniinis~$~ .·' ' ' 
tio11 of an idehtified1t.ax. . . . . 

• · Ha~e tl:ie time ~eqwred to resolve appeal~ and claims forHft.mds reduced. 

• . Hav~ disputes of s2s:ooo or less settled by Cominissiorier; 

• '. Receive. notifk~tion, or hearing results' withih 60 days. 
' ' ' 

Taxpayer has the-right to:·.· · 

' • .· Not have a position maintained against him that isfnconsjstent with a prior ...;ritteri ' 
. ·. opinion that has not been rescinded\ . . . . - . . 

- .•· . . . . ·. .· . :_ ··: 

Taxpayer has the right to: . · · 

• . Free tax· assistance and preparation at any .branch· of Comptroller's Office.·.·· 
r 

' ' 

·. • . Inspect any record ce>n~ning personal information held by C~mptroller's Office .. 

• · Fair and courteous treatment under the law. 

• .• · A copy of previous filing period tax ,retum at no charge, \Vhen re9uested. · ·. 
' ' ' 

• · Kno:w which records are needed to verify a retum; · 

. 13 





Taxpayer Bills of Rights 

State 

Missouri · 

Other Provi1ion1 1 

Tupayerhu the right to: 

• File an·· amended return for refund of o~erpayment within three years of original .· 
filin1 date or within two years from the date the tax WU paid. . . . . .. 

. . -.. , : . . 

• ~eat a review by th.e Department of Revenue of any proposed assessment or 
refund claim. · 

• · Seek a review of the Department's decision by the Administrative Hearing Commis-
sion. 

• Take appeal ofAdministrative Hearing Commission's decision to state court sys-
tem. · · · · 
' . .. . 

,. Thre~year statute of limitations on billings. 

• Petition for release of sales tax bond after five yean of satisfactory tax compliance. 

• · Recover .interest on an overpaymenHf ove~ayment is not refunded ·by the Depart--
ment of Revenue within four months of the filing date of the return or the due date, 
whichever is later, · 

• Taxpayer Assistance and Information Services. . . . 

New York Taxpayers provided a n.ew administrative policy, applicable to most cases, limiting 
billings based on federal changes to thr~ years from notification of the change by the . 
IRS. . . 

New York City Taxpayer has the right to: 

Ohio· 

Oregon 
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• Receive information about tax exemptions. 

• Professional treatment and fair application ofthe law. 

Taxpayer has the right to: 

• . Request a written opinion f'rom the tax commissioner.·· An "opinion of the Tax 
Commissioner" means an opinion issued under this section with respect to prospec-
tive tax liability. It does not include ordinary correspondence ofthe commissioner . 
or a final determination of the commissioner arising from a request for administra-
tive review ofan assessment, a claim for refund, or an application• for a pollution 
control or other certificate. · · · 

Taxpayer has the right to: 

• Make certain types of appeals to the Small Claims Division of the Tax Court or the 
Department of Revenue. · 





State 

Ta.zpayer Billa of Rights 

Other Provisions1 

• · Appeal hearing decisions to Tax Court within 60 days of the date of the department's 
decision. 

• File refundclaims up to th~ee years after income tax return is filed or two years from 
~e date tax or a portion of it was paid. 

South Carolina The Tax Commission shall not knowingly authorize, require, or conduct any investiga-
tion of, or surveillance over, any person for non-tax administration purposes. 

Texu Taxpayer has the right to: 

• Freedom from red tape and harassment. · 

• Receive a discount on specified taxes if reports and payments are early or timely. 

• Protection from unreasonable estimates of tax liabiliti~s that exceed previous 
amounts. 

• Have all other collection actions exhausted before seizure of assets occur. 

• Challenge any tax liability. 

• Request review of any questionable assessment of penalty and interest. 

• The same statute of limitation on refunds as on assessments. 

• Have all proposed tax rules published for review in the Tems Register. 

• Taxpayer informatfon services. 

1For the moat part, the text has focused on the similarities and differences between the federal, state and state 
taxpayer bills ofrighta. However, legislative provisions or procedures in some states are unique to those stat.es. 
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