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Department of the Treasury
Division of Taxation
Generic Tax System and the
Taxation Unremitted Liability Inventory Plotting System

Scope We have completed an audit of the Department of the
Treasury, Divison of Taxation for the period July 1,
2000 to May 31, 2002. Our audit was limited to
internal controls related to the ability to adjust the
Generic Tax System (GENTYS) and to the reiability
of the Taxation Unremitted Liability Inventory
Plotting System (TULIPS) for utilization by
management.

The prime responsihilities of the Department of the
Treasury, Division of Taxation are to administer the
state’s tax laws uniformly, equitably, and efficiently
to maximizestaterevenuesto support public services;
and to ensure that voluntary compliance with the
taxing statutes is achieved. When taxpayers do not
voluntarily comply with the law, the divison is
authorized through its audit and compliance unitsto
initiate collection efforts. The Division of Taxation
collects approximately $650 million per year through
these efforts.

Objectives The objectives of our audit were to evaluate interna
controls related to adjustments made to taxpayer
accountswithinthe GENTS system and to determine
therdliability of the TULIPS system for utilization by
management. We also tested for resolution of a
significant condition noted in our prior report.

This audit was conducted pursuant to the State
Auditor’s responsibilities as set forth in Article VI,
Section 1, Paragraph 6 of the State Constitution and
Title 52 of the New Jersey Statutes.

Methodology Our audit was conducted in accordance with
Government Auditing Standards, issued by the
Comptroller Genera of the United States.
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Conclusions

In preparation for our testing, we studied legidation,
administrative codes, circular letters promulgated by
the State Comptroller, and policies and publications
of the divison. Provisons that we considered
significant were documented and compliance with
those requirements was verified by interview,
observation, and through our samples of financial
transactions. We aso read the budget message,
reviewed financial trends, and interviewed agency
personnel to obtain an understanding of the programs
and the internal controls.

A nonstatistical sampling approach was used. Our
samples of financial transactions were designed to
provide conclusions about the validity of transactions
aswell asinternal control and compliance attributes.
Sample populations were sorted and transactions
were judgmentally selected for testing.

Due to our limited scope, we did not ascertain the
status of dl findings included in our prior report.
However, a prior audit finding which pertained to a
lack of restrictive endorsements did relate to our
current audit and was evaluated for compliance.

We found that internal controls did not ensure that
adjustments made to taxpayer accounts within the
GENTS system were proper. We aso found the
TULIPS system to be unreliable for utilization by
management. In addition, the divison has not
resolved the dgnificant issue of redtrictive
endorsements. This issue has been updated and
restated in the finding related to GENTS internal
controls.
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he TULIPS system

must be properly
maintained to be an
effective tool for
management.

Taxation Unremitted Liability Inventory
Plotting System

TheTaxation Unremitted Liability Inventory Plotting
System (TULIPS) isthedivision’scase management
information system. Casesresult when taxpayersare
deficient and/or delinquent in their payments. The
system was designed to track case information
through al phases of collection until it isclosed. To
properly maintain TULIPS, employeesarerequiredto
post the status and activity of the taxpayer’s case,
including the transfer of the case to another unit. We
found the information in the system was not current
or complete. Thus, management cannot rely on the
system becauseit may not identify all activity or show
the current status of a case. Since the division does
not consistently maintan the case files, an
underutilization and lack of confidence inthe system
results.

There were two main causes for the problem. First,
employeeswere permitted to maintain manual history
sheets instead of updating the system when events
occurred. As aresult, management did not have a
clear picture of the status of each case without both
the paper and the electronic file. Second, unrecorded
case activity within TULIPS was not detected
because it was assumed that amanual record existed.
Our sample of 187 cases found that 43 cases did not
have manua history sheets or any system updates.
From our test caseswe noted thefollowing examples
of why TULIPSisnot reliable.

* Anemployeewho had 185 cases assigned to him
maintained no manual history sheets and did not
post any activity to TULIPS.

* A casethat was assigned to the Conferences and
Appeals section had been closed in 1999.
However, TULIPS was never updated for the
closure. The case remained open through our
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review perloa and mcorrectly showed an amount

owed of $280,512.

A case assigned to an investigator in December
2000 showed no entries to the system even
though there were 19 entries to the manual
history sheet.

We further noted that, since TULIPS is not reliable,
supervision over cases and case activity is hindered.
Supervisors cannot rely on the system to identify
inactive cases or lack of progress by their staff. This
could have the effect of hindering collection efforts.
Our testing identified the following situations which
occurred without being detected by management.

A casethat wasassigned to an auditor in October
1998 was forwarded to Conference and Appeas
and then returned. There were no notationsinthe
system for these movements. Subsequently, the
paper case file could not belocated. Without the
physical file or any history inthe system, the case
could not be pursued and was closed in April
2002.

A case was assigned to an investigator in
September 1998; however, the manua history
sheet showed that the first action was not taken
until July 2001.

A case assigned in June 1997 to an auditor had
no work performed onit. Theauditor stated that
this particular audit must have “dlipped through
the cracks’ and he would begin work on the
audit.

An employee retired in December 2001 with sSix
cases remaining in her caseload. These cases
were not reassigned until April 2002.

An auditor that had been temporarily reassigned
toa special project was assigned 23 cases for

Page 4



You're viewing an archived copy from the New Jersey State Library.

DEPARTMENT OF THE TREASURY
DIVISION OF TAXATION

GENERIC TAX SYSTEM AND THE TAXATION UNREMITTED LIABILITY INVENTORY PLOTTING SYSTEM
T

audit from Kpl’” 1997to March1999. Therewas

Recommendation

Auditee’s Response

Internal controls
applicable to the
GENTS system must be
strengthened.

no work performed on these cases until the
auditor returned in January 2002.

* A case that should have been forwarded to the
Judgement section in August 2000 was till in a
caseworker’s caseload as of our review. After
this was brought to the supervisor’s attention,
the case was forwarded in April 2002. The
employee had been temporarily reassigned while
the case remained in his caseload losing valuable
collection time.

Proper maintenance of the TULIPS system would
provide management with a valuable tool to monitor
the collection of taxes from deficient and/or
delinquent taxpayers and help improve collection
efforts.

We recommend the division fully utilizethe TULIPS
system to provide management with accurate case
information. The divison should eiminate manual
history sheets and require staff to update the system
as events occur.

The Division agreesthat caseworkers should in some
instances, better document the case histories. The
Divison senior management will work with the
affected areas to ensure the information needed to
evaluate case status is properly recorded.

b e Ay

Generic Tax System

The Generic Tax System (GENTS) is the main
system used to enter, process, and monitor taxpayer
account activity. Our review of system data for the
90 working days preceding June 1, 2002 found that
over 250,000 manual entries had been made. We
found that 2299 authorized users have the ability to
make changes to the system. Due to the volume of
activity and the number of authorized users, good
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GENTS system disclosed severa internal control
weaknesses which could result in erroneous or
inappropriate transactions being entered without
being detected.

Our review of activity over the sample period of 90
working days found that, of 2299 authorized users
with accessto the system, only 992 (43%) had made
entries. This would indicate that a review of
authorized usersiswarranted. By removing inactive
Or unnecessary users access privileges, internal
controls would be strengthened by reducing the
number of users that would have to be monitored or
that could initiate undetected errors or inappropriate
transactions. Following areexampleswherereducing
the number of individua swith accesswould improve
controls:

Twenty upper-level management personnel had
extensve access to the GENTS system. Of
those, 16 did not make any entriesduring our test
period. Internal controls would be strengthened
by restricting upper-level management’ s access.
Management should approve entries rather than
havethe ability to initiate transactions that would
not be subject to review.

We noted that 27 of 43 computer technical
support personnel had access to the GENTS
system, primarily to assist employees who
encounter problems. Of the 27 employees, 20
did not make any entries during our test period.
In addition to reducing the number of computer
technical support personnel having the ability to
change taxpayer accounts, independent reviews
of their entries should be performed due to their
extensve access to the system and inherent
knowledge of system operations.

The seven employees comprising the Taxpayer
Accounting Support unit had the capability of
initiating severa types of transactions on the
GENTS system yet they only entered the
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- redepogtsof unddiverable and returned checks.
To strengtheninternal controls, employee access
to the system should be limited to the types of
transactions they process.

The main compensating control was the * Taxpayer
Account Maintenance Activity Report” which was
found to be inadequate. It was generated on adaily
basisto be reviewed by the supervisors of employees
making entriesto GENTS. Wefound that there was
no consistency in the review of this information.
Some supervisors stated that they review this report
on adaily basisand then discard it due to the volume.
Other supervisors reviewed the report on a weekly
basis, most on amonthly basis, while others did not
review the report.

When asked what they looked for upon review, some
looked for large amounts, others performed spot-
checks, but noneof the supervisorsinterviewed were
aware of any entries or combination of entries that
might suggest an employee be investigated. One
supervisor noted that he just performs spot-checks
since the Office of Criminal Investigation (OCl),
Internal Security unit monitors entries made on the
GENTS system. However, a meeting with OCI
found that they were not familiar with the “ Taxpayer
Account Maintenance Activity Report” and did not
monitor employee activity on the GENTS system.
For OCI to conduct an investigation, an alegation
would have to be made. In order to strengthen
internal controls, a methodology must be devel oped
to monitor the entries made by authorized usersin a
more consistent and sufficient manner.

This lack of oversight creates an even more serious
control weakness where divison personnel with
accesstothe GENTS system receive actual payments
from taxpayers whose cases are assigned to them.
Such payments are received at the Division of
Taxation and forwarded directly to the caseworker.
Not only is there no central unit to separate and
deposit payments prior to distribution to the
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caseworkers, but restrictive endorsements are not

Recommendations

being routindly stamped on the checks as
recommended in our prior audit report.

A sampletest found that 135 out of 189 checkswere
not restrictively endorsed when opened. We found
that 95 of the 135 had already gone through
processing by the various caseworkers and were
about to be forwarded to the Division of Revenue.
Since the access given to these caseworkers allows
them to adjust taxpayer accounts, the separation and
restrictive endorsement of checks would be an
important internal control.

Based on the number of users involved and the high
dollar amount of activity, we recommend a more
stringent methodology be developed to monitor
transactions. In addition, the following
recommendations would improve the divison's
internal controls.

* Anandyssand evaluation of the access provided
to users on GENTS should be performed.

*  Upper-level management should have inquiry
status only and coordinate with designated
personnel when an entry to GENTS must be
compl eted.

* The number of computer technical support
personnel with the ability to make entries to
GENTS should be reduced and independent
reviews of the remaning staff should be
performed periodically due to the extensive
access available to some of them.

* A procedure should be developed to divert
checksprior to processing by the caseworker and
ensure that these checks are restrictively
endorsed.
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Auditee’s Response The agency responded that:

» TheDivisonwill review user accessfor GENTS
and reduce access where it will not adversely
affect productivity.

* The Divison will remove GENTS adjustment
ability from most senior managers.

* Theaccessgranted to each type of employee will
be reviewed. Access will be limited in cases
where such limitationswill not affect operational
efficiency.

» Creating a diversion of checks before reaching
caseworkers, especidly in the Compliance
Activity, is not practical at this time. This is
especidly true due to the non-replacement of
support personnel due to budget considerations.
However, when practical, clerical personnel will
restrictively endorse paymentsprior to processing
by caseworkers. In instances where this is not
possible, the caseworkers will be responsible to
ensure the payments are restrictively endorsed.
To this end, all areas have been supplied with
stamps to be used in applying the restrictive
endorsement.
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